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Abstract 
The study examined the extent to which cooperative societies empower SMEs 

financially in Oyo State, Nigeria. A convenience sampling technique was 

used to select one hundred and sixteen (116) SME operators that are 

members of cooperatives societies in the selected three cities (Ibadan, Oyo 

Town, and Ogbomoso) from Oyo State. Data were collected via open and 

closed questionnaires.  Data analysis was performed with the aid of 

frequencies, percentages, Bar chart, Pie chart, Histogram, and Pearson chi-

square. The study revealed that there are a positive and significant 

relationship between cooperative societies and financial inclusion of SMEs. 

The study also established that cooperative societies benefit their members 

by having access to loans without string conditions as applicable in 

conventional banks. Subsequently, it was recommended that cooperative 

societies should encourage members to have quick accessibility to loans and 

they should be faithful to repay their overdue loans. Also, the government 

should provide viable means of assisting cooperative societies to improve 

their management activities. 
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Introduction  
Nigeria‘s economy is dominated by 

small and medium scale enterprises in 

agriculture, manufacturing, commerce 

and industry, and services.  SMEs 

have well researched in both 

developed and developing economies 

and the sector has been acknowledged 

by scholars, economists, and 

professionals as a veritable tool for 

economic growth and sustainable 

development in terms of job creation 

and poverty alleviation.  In Nigeria, 

statistics reveal that about 97% of all 

businesses in Nigeria employ less than 

100 employees and provides, on 

average, 50% of Nigeria‘s 

employment, and 50% of its industrial 

output. Indeed, there appears to be an 

agreement that the development of 

SMEs in Nigeria is a step towards 

building a vibrant and diversified 

economy (Mahmoud, 2005). In spite 

of the potential contributions of SMEs 

to economic sustainable development, 

the sector has been bedeviled for lack 

of access to finance.    

The non-delivery of satisfactory 

results by the past SME development 

efforts has made it imperative to 

identify other institutional 

arrangements that could provide a 

more satisfactory result. One of such 

institutions is the cooperative society. 

Nigerian cooperatives like 

cooperatives in other climes have 

always played a key role in the 

promotion and development of SMEs. 

Indeed, promotion and support of 

business enterprise of members and 

jointly owned business are at the core 

of cooperative functional activities 

(Nwankwo, Ewuim & Asoya, 2012). 

Cooperative Societies all over the 

globe have been seen as one of the 

ways of reaching out to the un-banked 

and the neglected in the society and 

not a few have come to see it as an 

alternative to regular banking, since it, 

in the most case provides members of 

the group the financial incentives 

without the rigors usually experienced 

in banking halls (Agbo & Chidebelu, 

2010).   According to Effiom (2014), 

savings and credit cooperative 

societies are known to provide 

funding to their members at 

reasonable interest rates and without 

the requirement of collateral security. 

They are therefore vital organs for 

financing SMEs.  In the same vein, 

United Nations (UN), International 

Labour Organisation (ILO), 

International Cooperative Alliance 

(ICA), and the European Union (EU) 

agree that the cooperative society is 

one of the few forms of organizations 

that could combat all dimensions of 

Poverty by providing funds for SMEs 
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growth. A cooperative society is seen from different perspectives by various 

scholars, writers, policymakers, and operators. Some of these writers are of the 

view that the cooperative is a strong organization where different entrepreneurs 

of cooperators pool their resources together with the view of making a profit. 

Others see it as a voluntary economic institution in which members share the 

earned dividends – the financial benefit that results from doing business with or 

without profit (Olaore & Alao, 2019). Othman, Kari, Jani and Hamdan (2012) 

define saving and credit co-operative societies (SACCOs) as cooperatives that 

provide their members with convenient and secure means of saving money and 

obtaining credit at affordable interest rates. 

Based on the aforementioned scenario, this study, therefore, intends to examine 

if co-operative societies have achieved the goals of promoting small scale 

enterprises that would economically transform the lives of its members by 

providing an alternative source of investment through granting of soft loans.  

 

Literature Review 

Concept of Cooperative Society 

According to Akerele (2017), cooperative was founded from the Latin phrase 

“co-operari” where ‘co’ means ‘operari’ ability to work together. Working 

together for members is the preliminary concept of cooperatives. The 

cooperative is a member-based business. Members of these financial 

institutions can be both net savers and net borrowers. Dogarawa (2005) 

described Cooperative Society as a self-reliant affiliation of men and women 

united voluntarily to meet their frequent economic, social, and cultural wishes 

and aspirations through a jointly-owned and democratically managed 

enterprise. Also, Ebonyi and Jimo (2002) described cooperative jointly owned 

and democratically managed enterprise. Also, Ebonyi and Jimo (2002) 

described cooperative societies as associations of persons who have voluntarily 

come together to reap frequent goals via the formation of the democratically 

controlled organization; making equitable contributions to the capital required, 

and accepting a truthful share of the risks and benefits of the business. Ezekiel 

(2014), summarily described cooperative society as a commercial enterprise or 

group corporation that is voluntarily owned and managed via its members, 

patron, and operated for them on a non-profit or price basis. 

The essence of cooperatives as discovered by Dogarawa (2005) is a high-quality 

way for people to exert control over their livelihoods; provide a unique tool for 
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achieving one or more financial desires in an increasing number of the 

aggressive international economy; own what might be difficult for individuals 

to own or pursue by their efforts; strengthen the communities in which they 

operate through job provision. Generally, cooperation offers an economic 

improvement to the community.  

 

Concept of SMEs 

The definition of SMEs is varied from country to country since countries do not 

use the same definition for classifying their SME sectors. Nor does a universal 

definition appear to be necessary. The definitions in use depend on the purposes 

those definitions are required to serve and the policies which govern the SME 

sector. However, the three parameters generally applied by most countries, 

singly or in combination are: capital investment on plant and machinery; the 

number of workers employed; and volume of production or turnover of the 

business. The Central bank of Nigeria in its 1990 credit Guidelines for financial 

institutions defined small-scale businesses as those whose annual turnover does 

not exceed N200,000,000 or capital expenditure does not exceed N200,000,000. 

However, the CBN recently puts the employment level of the small scale 

businesses at less than 50 and medium scale businesses at less than 100. In terms 

of asset-based, the small scale has less than N 1 million while medium-scale has 

less than N150 million (IFC 2002 cited in Ogboru 2007). The SMIEIS on the 

other hand defined SME as any enterprise with a maximum asset base of N200 

million excluding land and working capital and with the number of employees 

not less than 10 or more than 300.  

The above notwithstanding, SMEs are generally distinguished by the nature of 

their production and management arrangements, trading relations, financial 

practices, internal competence, etc. Typically, the following features in varying 

degrees characterize SMEs in Nigeria: Small units, often rural-based and 

family-owned; small independent enterprises, standing alone and producing for 

a well-defined market; specialized firm, producing specialized products, selling 

to the international and/or local markets; rely on low-cost raw materials, low 

energy costs, low labour costs, low division of labour; flexible and often small 

production runs; low capital formation; and largely labour intensive units with 

low-level technologies.  
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Theoretical Review  

This study based its theoretical framework on social capital theory has been 

evidenced from the literature that theory is useful to explain integrity of 

cooperative societies towards SMEs development. The social capital theory 

explains in detail the relationships, attitudes, and values that govern interactions 

among people and contribute to economic and social development. Basargekar 

(2010) argues that the theory elucidates how people work together towards 

resolving social issues and promote equitable access to benefits of development. 

Previous studies affirm that social capital theory empowers cooperators to solve 

the problem of financial exclusion by having access to soft loans without 

stringent conditions with a long payback period (Olaore and Alao, 2019;  ). 

Gomez and Santor (2001) are of opinion that social capital is the effect of 

people’s relations in social groups that often unknowingly results in fulfillment 

of their goals such as financial empowerment.  Basargekar (2010) also argues 

that social capital is a tool of economic development among the people which 

also influences their society.  The theory, therefore advocates that for SMEs to 

be financially inclusive, they must leverage cooperative societies.   

 

Empirical Review  

Prior studies on the relationship between cooperative societies and financing of 

SMEs have convergent opinions. For example, Olaore and Alao (2019) 

investigate the roles of cooperative society in the promotion of small and 

medium scale enterprises in Osun State, Nigeria. They make use of survey 

research design and simple random sampling was employed to select the sample 

of 30 respondents from each cooperative society. They discovered that co-

operatives societies contribute significantly to the socio-economic development 

of their communities through the creation of product/service, enterprise 

financing, employment opportunity, and social responsibility.  A study 

conducted by  Barasa (2014) in Kenya confirms that cooperative Societies assist 

SMEs financially to achieve their financial performance. Antai and Anam 

(2013) also conducted a study in Cross River State, Nigeria, they find out that 

cooperative society is a weapon that empowers small businesses financially 

from being moribund.  In the same direction, Kareem, Arigbabu, Akintaro, and  

Badmus (2012) carried out a study on the effect of cooperative society on the 

capital formation of members in Ogun State. They discover that cooperative 

societies are instruments of capital formation of members across the state. The 
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study of Akerele (2017) avers that cooperatives play an important role in 

facilitating access to credit, procurement, and storage distribution of input and 

marketing of products for small businesses.   

The study of  Nwankwo, Ewuim, and Asoya (2012) also discover that 

cooperative societies from their antecedents have not only contributed to the 

development of small scale business but are in themselves small scale 

businesses. Cooperatives have always promoted small business development 

through entrepreneurship.  

There is a need to establish these findings in Oyo State since, to the best 

knowledge of researchers, no study has been conducted in Oyo State to examine 

the extent to which cooperative societies empower SMEs in the State. 

Therefore, the following hypothesis is formulated; 

 

HI:  Cooperative societies empower SMEs financially in Oyo State, Nigeria. 

 

Methodology  

Research Design 

 The study made use of descriptive research design because it would enable the 

researcher to generalize the findings to a larger population. The study used 

convenience sampling technique to select one hundred and sixteen (116) SME 

operators that are members of cooperatives societies in the selected three cities 

(Ibadan, Oyo Town, and Ogbomoso) from Oyo State. This location was 

purposively selected owing to their cooperative involvement. Data were 

collected via open and closed questionnaires.  The validity and reliability of the 

instruments were determined by experts in the field of finance. Data analysis 

was performed with the aid of frequencies, percentages, Bar chart, Pie chart, 

Histogram, and Pearson chi-square. 

 

Results and Discussion 

Description of Socio–Economic Characteristics of the Respondents  

In order to gain insight into the basic socio-economic characteristics of SME 

operators in Oyo State, Nigeria, which are important in securing and using 

credit. The study included questions about their age, sex, marital, educational 

background, and business experience. The results revealed that the age of the 

respondents was between 18 and 49 years. This implies that agile, productive, 

and able bodied people are engaged in the cooperative. Also, they are expected 
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to be very active and desirous for performance-oriented opportunities. From the 

findings, the sex distribution of the respondents showed that majorities (65.5 

percent) are male and others (34.5 percent) are female. This implies that both 

female and male cooperators are well represented and give room for gender 

equality for effective running and performance. More so, the distribution of 

respondents according to marital status shows that 60.3 percent of the 

respondents were married while the remaining 39.7 percent were single. It also 

suggests that they would be desirous of opportunities that could be applied 

towards increasing their income earning capacity and improving their standard 

of living. Education is an indispensable tool needed to enhance technical 

advancement in using cooperative facilities; it plays a prominent role in the 

eradication of ignorance. The findings revealed that a large proportion (62.0 

percent) of the cooperative members had one form of education and the other. 

This implies that the majority of them would be quick adopters of innovation 

and equally improve their standard of living. A high percentage (44 percent) of 

the respondent engaged in the trading type of small and medium scale 

enterprise, 25.9 percent were artisan, 12.1 percent were involved in Agro-

Allied, and 18.1 percent involved in trading. The researchers believe that the 

categories of business engaged by the respondents are a good representation of 

small and medium enterprises in Oyo State. 

 

Description of if the cooperative societies have promote respondents SMEs 

Table 1: Distribution of opinion on if cooperatives had ever promote SMEs 

Response  No. of Respondents  Percentage  

Yes  68 58.6 

No  48 41.4 

Total  116 100  

Source: Field Survey, 2020 

 

Table 1 shows that Cooperatives are known to have assisted in the establishment 

and development of SMEs through their role in different areas. Meanwhile, 68 

respondents representing 58.6 percent agreed to SMEs promotion by the 

cooperative societies while 48 respondents representing 41.4 percent disagree. 

This shows that the majority of the respondents ascertain SMEs promotion by 

the internal financial sector. 
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Description of the prominent level at which cooperative promote SMEs 

48.3 percent of respondents indicated that cooperatives have long been 

identified and associated with promoting entrepreneurship not only on their 

jointly owned businesses but also in the individual business units of their 

members. Cooperatives by their nature and antecedents have always been pro-

entrepreneurship. Also, 68.1 percent of the respondents revealed that of all 

financing options available to SMEs, including a reluctant financial market and 

cash-strapped government; cooperatives appear to be the most reliable option. 

Cooperatives, particularly financial cooperatives are responses of the market 

itself to mobilize resources and make the same available to SMEs and other 

users through the appropriate institutional arrangement. The majority (78.4 

percent) of the respondents said that members have formed the cooperative 

society primarily as a form of "organized self-employment" e.g. collective 

agricultural cooperatives, small industrial cooperatives, and entrepreneurs’ 

cooperatives. In addition, 65.5 percent of the respondents revealed that 

cooperatives are also known to have increasingly promoted and supported small 

production and manufacturing enterprises, such as oil palm mills, maize 

processing facilities are often established as common work facilities or 

production cooperatives, in southeast Nigeria. Lastly, 77.6 percent of 

respondents were of the opinion that the attraction of agricultural cooperative 

to farmers is large because of its role in farm inputs supply, marketing and 

processing, and credit disbursements (see figure 1) 

 

 

Raising capital, 
68.1

Provision of 
infrastructural 
facilities, 78.4

Small scale 
industrialization, 

65.5

Developing 
farming output, 

77.6

Entrepreneurship 
promotion, 48.3
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Source; Authors’ computation   

Fig. 1: Pictorial illustration of the prominent at which Cooperatives 

promote SMEs 

 

Distribution of the Lending Rate of Respondents  

Fig.2 below shows the distribution of the lending rate of the respondents. 32 

respondents representing (27.6 percent) got the loan at the rate of 3 – 3.99%. 34 

respondents representing (29.3 percent) had the loan at 4 – 4.99% while 50 

respondents representing (43.1 percent) had it at 5.00% and above. This shows 

that the majority of the respondents got the soft loan 5% and above. This 

indicates that there is still hope for SMEs to triumph despite conventional banks 

are not ready to empower the sector. 

 
Source; Authors’ computation 

 

Fig. 2: Pictorial analysis of respondent lending interest rate   

Table 2: Respondents perception towards Informal Financial Sector 

repayment plan, guarantor demanded and its contribution 

 

 

Statement  

Cooperators 

Response 

Yes  No  

Is the informal financial sector’s loan repayment 

plan pocket friendly at all? 

61(52.6) 55(47.4) 

Does the society demanded for guarantor before 

giving out loan? 

23(19.8) 93(80.2) 
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Does the loan disbursed improve your business 

earning? 

71(61.2) 45(38.8) 

Has IFS funding been capable of contributing to 

the development of SMEs? 

65(56.0) 51(44.0) 

Source: Field Survey, 2020 

 

Table 2 above shows the conveniences of payment by the respondents. 61 

respondents representing (52.6 percent) agreed to convenience repayment while 

55 respondents representing (47.4 percent) disagreed. This shows that the 

majority of the respondents agreed that IFS loan repayment is convenient. Also 

from the Table, 93 respondents representing (80.2 percent) have no guarantor 

as demanded by the IFS while 23 respondents representing (19.8 percent) did. 

This show that the demand or procedures in accessing IFS loan are highly 

relaxed compared to the formal financial institutions. Furthermore, 71 

respondents representing (61.2 percent) experienced an improvement in 

earnings while 45 respondents representing (38.8 percent) did not. Lastly, 51 

respondents representing 44.0% were of the opinion that IFS is not capable of 

contributing to the development of SMEs in Oyo State while 65 respondents 

representing 56.0% were of the opinion that IFS is capable of contributing to 

the development of SMEs in Oyo State.  

 

Table 3 Distribution of challenges faced by cooperators  

Source; Authors’ computation 

 

Challenges faced by the cooperative societies’ members are numerous but from 

the study, the following were deduced. From the findings, Table 3 presents the 

various challenges of cooperatives members’ of the societies. The result 

revealed that the majority (37.1 percent) of the respondents suffered from the 

challenges of delay in loan approval; 31.0% of the respondents had overdue 

Members Challenges Frequency Percentages  

Non remittance of deduction by the government 

Delay in loan approval 

Insufficient funds 

Overdue loans 

Total  

8 

43 

29 

36 

116 

6.9 

37.1 

25.0 

31.0 

100.0 
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loans, 25.0% percent had insufficient funds as their peculiar challenges while 

6.9 percent had non-remittance of deduction by the government as their peculiar 

challenges. It implies that individual societies have various challenges they 

encountered before loans can be approved and granted to their members. 

 

Testing of Hypothesis 

HI:  Cooperative societies empower SMEs financially in Oyo State, Nigeria. 

Alpha value: 5% 

Decision rule: Accept H1 if significant value is less than α. Otherwise, do not 

accept H1 

 

Table 4: Research Hypothesis Result 

Chi square test 

Statistical test Value Degrees of 

freedom 

Significant 

value 

Remarks 

Pearson Chi-

Square 

24.760 1 0.000 Significant 

 

The above Pearson chi-square result in table 4.7 χ2 (24.76) ꞊ 0.000 < 0.05 is 

said to be statistically significant since the statistical value (0.000) is less than 

the alpha value (0.05). Therefore, H1   is accepted and we conclude that 

cooperative societies are the major source of capital for SMEs. The study is 

consistent with Antai and Anam (2013), Olaore and Alao (2019), Barasa (2014), 

Kareem, Arigbabu, Akintaro, and  Badmus (2012), Akerele (2017), and  

Nwankwo, Ewuim, and Asoya (2012) that cooperative societies are the major 

source of small business development through entrepreneurial and financial 

inclusion.  

The implication of this finding is that if cooperative societies are well managed, 

it will play a significant role in providing funds and make SME operators be 

financially inclusive, which will strengthen SMEs’ growth in Nigeria. 

 

Conclusion and Recommendations 

The study examined the extent to which cooperative societies empower SMEs 

financially in Oyo State, Nigeria. Based on the result, it is evidenced that there 

is a positive and significant relationship between cooperative societies and 



292   africanscholarpublications@gmail.com                                                                              
 2021 

  

SMEs' financial inclusion in some selected areas of study.  The study also 

established that cooperative societies benefit their members by having access to 

loans without string conditions as applicable in conventional banks. The study 

revealed that cooperative societies are very productive and effective in helping 

members achieving their goals and also improve their standard of living.  

From the conclusion, the following policy options are recommended  

(i) Cooperative societies should encourage members to have quick 

accessibility to loans.  

(ii) Cooperative members should be faithful to repay their overdue loans.  

(iii) Government should provide viable means of assisting cooperative 

societies to improve their management activities. 
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