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Abstract 
This paper seeks to examine how various efforts made by government and other 

institutions to improve productivity of SMEs thereby effecting the entire GPD growth 

in the country yielded result.   An attempt was also made to examine Conceptual 

clarifications as well as the Overview of government efforts to enhance SME 

productivity. A Cross country analysis of finance models and link between SMEs 

growth and overall economic development is also discussed in the paper .In addition, 

the methodology will be a comparative analysis of difference measures put in place 

by other nations of the world like India were carried out in this work which enables 

the paper to proffer out appropriate recommendations needed to promote not only 

the growth of SMEs but also to enhance their productivity which is the basis for 

obtaining quality of lives as well as economic development  
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Introduction 
It is not an exaggeration to say that SMEs 

are predominantly the key players in the 

economic activities of both developed and 

under developing countries. In Nigeria, 

according to a report, an estimate of 

about70% of the industrial employment is 

held by SMEs and more than 50% of the 

Gross Domestic Product is SMEs generated 

(Odeyemi,2003; Lemuel,2009). However, 

Kuntchev, et al. (2012) highlights that 

SMEs are the most common employer of 

labor not only in developing country but all 

over the world. Shinozaki (2012)argues 

that SMEs are a driving force of economic 

and social stability due to their impact on 

the national economy and the empirical 
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effects of creating jobs, fostering a competitive business environment , and expanding the 

industrial base. 

In spite of the above ,according to their size, SMEs are particularly constrained by non-

competitive real exchange rates, limited access to finance, cumbersome bureaucratic 

procedures in setting up, operating and growing a business, poor state of infrastructure 

and lack of effective institutional structures .OECD(2004)points out that the removal of 

these constraints is a daunting task calling for holistic SME support i.e an enabling 

environment for SMEs development consisting of functioning macro, meso and micro 

level institutions. 

A giant stride to enhance SMEs productivity through creation of enabling environment 

and institutional structures for SMEs growth in Nigeria could be traced from the launching 

of the new macro finance policy, Regulatory and Supervisory Framework(MPRSF) 

In December,2005,Abiola (2011)argues that the policy is meant to address the problem of 

lack of problem of lack of access to credit by small business operators. He further states 

that the microfinance arrangement makes it that Microfinance institution provide a wide 

range of financial and non-financial services to small and medium enterprises, loan, 

savings mobilization, micro-insurance, money transfer and financial education ,Apart 

from finance, several efforts were made to provide support services to enhance 

productivity of MSEs in  Nigeria. Various finance e and non-finance institutions including 

National Productivity Centre played vital roles to achieve the laudable objective through 

training programs, trade intermediation, tax relief and other incentive. 

It is very clear that the policy pronouncement of the current Civilian Government 

considered SMEs as catalysts of boosting productivity and GDP, especially in the time 

when GDP IN Nigeria contracted by 0.36%  in the first quarter of 2016  compared to 

2.11% expansion in the previous period and way below forecast of 1.7%growth(CBN 

report 2016).it is first contraction since June 2004 in the non-oil  sector due to slowdown 

in the service sector as a result of weakening naira because of downward slope in the price 

of oil the consistence fell in the growth rate of GDP from 1998 to 2004 according to CBN 

2016 is worrisome and it constituted a major concern to the present civilian administration. 

It is therefore against this background that this paper seeks to examine how various efforts 

made by government and other institutions to improve productivity of SMEs thereby 

effecting the entire GPD growth in the country yielded result.  After conceptual 

clarifications and Overview of government efforts to enhance SMEs   productivity.  

 

DEFINITION OF SMES: 

Concept of Small and Medium Enterprise has different connotation from one country to 

another and even from one institution to another within the same country. it has been 

affirmed that the concept has no unique and universally acceptable definition because the 

classification of business into small, medium or large is subject to quantitative Judgment 

Each country tends to adopt a definition based on the needs of public policy and the level 

of ec0nomic development .this has been corroborated by Manuh  1987, who argues that  

small is  hard to define. However, Ruane (2007) stated that in the Philippine, classification 
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0f enterprises was based on  volume  0f sale, Value of capital/ physical assets and /or 

number of employees. 

According to European  Commission (2003), there are 3 categories of  

SMES(micro,small,medium) sized enterprises. A micro enterprise consist of less than 10 

employees and turnover over balance sheet less than $2million .A Small enterprise consist 

of employees less than 50 and e turnover or balance sheet of not less than $10 million rise 

consists of less than $ 10 million, while the medium – sized enterprise consist of less than 

2 50 employees and a turnover or balance sheet total of not and a turnover of not more 

than E50 million or a balance sheet total of not more than $43 million. 

Che (2010) considers definitions of SMEs by scholars Malaysia such  Heshimi and Wafa 

(2002) which described SME as "a firm that employs 10 lo 300 full-time employees  and 

has  a payoff capital of less than 10 RM million to RM 49 million. The firm (1) is actively 

managed by its owner; (2) 1s highly personalized. (3) is currently engaged in outward 

operations. (4) Owns manufacturing  facilities in Malaysia; and (5) is located within the 

small to medium industrial zones. Ayozie (2006) highlights that in Nigeria  , different 

school and scholars have different postulations regarding   a conceptual meaning of  small  

business enterprise .The major indices that guides their  conflicting ideas in defining the 

concept  include: capital outlay ,outlay ,numbers of employees, sales turnover, fixed 

capital investment, available plant and machinery, market share and the level of 

development. Ayozie (2006) further states that National Development  plan defined a 

small-scale manufacturing  business  as a manufacturing  establishment employing  not 

less than 10 people, or whose investment in machinery and]j equipment does not exceed  

six hundred  thousand(600,000.00). NBS and SMEDAN (2010) articulates  that ,as in 

developed economies, Nigeria with the introduction of National Policy on MSMEs has 

address the issue of definition as what constitute micro, small and medium enterprises. 

The definition adopts a classification based on dual criteria ,  employment and assets 

(excluding land and building)as shown below: 

S/N Size Category Employment Assets (Million 

(excluding land and buildings) 

1 Micro Enterprises Less than 10 Less than  5 

2 Small enterprises 10 to 49 5 to less than 50 

3 Medium enterprises 50 t0 199 50 to less than 50 

 

CONCEPT OF PRODUCTIVITY. 

When economies refer to productivity, at the broadest level they are referring to an 

economy ability to convert inputs into outputs. According to Treasury Publication (2012), 

productivity is e relative concept with comparison either being made across time or 

between different production units. For example, it 1s possible to produce more output in 

period, when using the same amount of inputs were use then productivity 1s Said to have 

improve. In other words, productivity 1s higher in the second period Compare to the first. 

 Difference types of inputs measures gives rise to difference productivity measures For 

example, about productivity measures involve dividing total output by some measure that 

reflects the   amount of labor use in production. The total number of worker hours Is one 
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such measure, although some studies have use total numbers employee. Capital 

productivity 1s measure by dividing total output by a measure reflecting the total amount 

of capital use in the production process (Treasury Publication,2012). 

SMEs productivity can therefore be defined as the ability of the enterprise to produce more 

output with a given level of output across time or between one production or the other 

.when capacity of SMEs are improved through finance end other support services their 

productivity will be enhanced and that will directly affect growth of GDP and total 

productivity in a given economy. 

 

MODELS OF ENHENCING SMEs PRODICTIVITY IN OTHER COUNTRIES. 

Ogunjiuba et el (2004) identified three models that have led to the growth end productivity 

of SMEs and helped to change the quantity of life of millions of people in some countries 

below…; 

 

INDIAN MODEL 

The basic   principle   guiding   the funding of SMEs in India is that the government regards  

small business as the eggs that hatch big ones. Apart   from   adequate incentives, the 

government supports SMEs by bulk purchasing their products and retailing them   both 

for domestic market and for export. To facilitates their access to bank credits ,the 

government issues SMEs local purchase orders(LPO), bank accept such contracts papers 

as collaterals when big businesses bid 15%less then small business for them to supply 

government needs. Payments are promptly made to SMEs end this encourages their   

growth (Ogujiube et el ,2004) 

 

GRAMEAN MODEL: 

According to Ogundipe(2004), the Gramean model was developed by Profesor Yunus  

Muhammed in Bangladesh. 1n this model, bank targets potential borrowers for its core 

operations and form them into group. Then soft loans are made available to these SMEs, 

repayable within specific period before others, in that strategic group can benefit from the 

scheme. This has introduced healthy capitalization among SMES in Bangladesh through 

factoring the credibility of the borrowers 

 

BRAZILIAN MODEL: 

The main thrust of the Brazilian model is that apart from heavy funding and subsidies, the 

Government provides infrastructures in an area and encourages   the cluster of industries 

in such areas. For example, the ‘SINOS’ Valley Cluster of shoe industries in the Brazilian 

sh0e industry has for the past 35 years over 500 SMEs that produce s hoe are located there. 

Today, Brazil is the world third largest shoe exporter (ogujiuba et el,2004) 

The Indian model is efficacious in the sense that support is given to SMEs to build their 

capacity to access bank credit and improve their credit worthiness. Also the Brazilian 

model focuses on funding with subsidies as well as provision of necessary infrastructure 

for enhance business growth.  The two approaches are more strategic than the Gramean 

model which is also about group lending which according to Ogunjiuba et al (2004) has 
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introduced healthy capitalization among SMEs in Bangiadesh  through factoring the 

credibility of the borrowers . In Bangladesh such schemes have pauperize some 

participants and some have ended lives in jail due to non-repayment caused by natural 

risks. Many SMES development schemes have failed in Nigeria due to loan default among 

beneficiaries (Onugu, 2005) 

 

Overview of Government's Effort in Improving Productivity of SMEs in Nigeria 

It has been pointed out by Ibrahim (2008) that governments, as well as other stakeholders 

such as banks, nongovernmental organizations (NGOs), umbrella bodies and associations 

have instituted various measures and initiatives to promote the growth and development 

of SMEs. These measures and initiatives include fiscal and industrial policies, creation of 

institutional structures, programs, and schemes, aimed at proffering a solution to the many 

challenges confronting  SMES in the country. 

Over the years, the Federal Government has taken various steps, including monetary, 

fiscal and industrial policy measures to promote the development of Small and Medium 

Scale Enterprises (SMEs). Specifically, CBN (2003) reports that the government has been 

active in the following areas: 

 

1) Funding and setting up of industrial estates to reduce overhead costs, (ii)Establishing 

specialized financial institutions, including the Small Scale Industry Credit Scheme 

(SSICs), Nigerian Industrial Development Bank (NIDB), Nigerian Bank for Commerce 

and industry (NBC) to provide 

Long-term credit; (ii) facilitating and guaranteeing external Finance by the World Bank, 

African Development Bank and other international financial institutions (v) Facilitating 

the establishment of the National Directorate of Employment (NDE), which also initiated 

the setting up of new SMEs,(v) Establishment of the National Economic Reconstruction 

Fund (NERFUND) to provide medium to long-term local and foreign loans for small and 

medium scale businesses, particularly those located in the rural areas, end (vi) provision 

of technical training end advisory services through the industrial development Centre’s. 

iii) The review and appraisal   of some of these government initiatives end incentives 

include, industrial development centers (IDCs). 

Essentially, the IDCs were established to provide extension services to the SMEs in such 

areas as project appraisal for loan application, training of entrepreneur, managerial, 

product development, production planning and control, as well as other extension services. 

In a study carried out EDEJUMO (2011), results show that the service rendered by the 

centers impacted on the performance of SMEs in Nigeria and that resulted in increase 

employment generation of the IDCs beneficiaries. other programmes implemented to 

support SMEs development in Nigeria include ; 

I. The Nigeria Bank for Commerce and Industry(NBCI) 

II. Small Scale Industries Credit Scheme (SSICE). 

III. The Nigeria Industrial Development Bank (NIDB) 

IV. Central Bank of Nigeria (CBN) 

V. World Bank- Assisted SMEs Loan Project. 
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VI. The National Directorate of Employment (NDE) 

VII. International Financial Assistance 

VIII. Bank’s Enquiry Holding in Companies. 

IX. The Second Tier Securities Market. (SSM) 

X. Technical, training and Extension Services Programmes. 

XI. The Small and Medium Industrial Equity Investment Scheme(SMIEIS) 

 

The small and medium industries Equity Investment Scheme was initiated not only to 

bridge the dearth of long-term fiancé, but also to deal with other bottlenecks to small and 

medium scale industries development in Nigeria. The Bankers committee at its 246th 

meeting hold on December 21, 1999 took e decision to the effect 10%  of bank’s profit 

before tax should be channeled into equity investments in small and medium scale industry 

(SMI).The Small and Medium Industry Equity investment scheme was formally launched  

on August 21,2001. 

CBN (2003) clarifies that the initiatives, in addition to providing financial, it also requires 

banks to identify, develop and through this scheme banks were expected to jump start the 

reel sector of the economy by providing capital venture that will spearhead the 

restructuring end finance of SMEs, many of which have been moribund owing pertly to 

inadequate funding. 

The specific objective of the scheme is: to facilitate the flow of funds for establishment of 

new SMI protects, reservation, expansion and modernization or restructuring of in – going 

projects end stimulate economic growth, develop local technology and generate 

employment opportunities 

Olaitan (2006) explains that funds set asides and investment made by banks under the 

scheme was N 41.433BILLION BY 83 BENKS as at December 31th 2005.  Olaitan (2006) 

farther states that at this time NI2.049 billion had been invested by 58 banks in 2002 

projects.in fact, for a firm to access funds from the scheme, certain criteria have been put 

in plece. (i) An enterprise must register as a limited liability company with the corporate 

affairs Commission and comply with all relevant regulations of the companies and Allen 

Matters Act(1990)such as filling of annual returns, including audited financial statements. 

(ii). comply with all applicable tax laws and regulations and render regular returns to the 

appropriate authorities. Aruwa(2005) laments that, given the developmental stage of 

Nigeria’s dominant SMEs in Nigeria does not have the capacity to access funds from 

SMEESIS. 

 

SME GROWTH AND ECONOMIC DEVELOPMENT. 

According to reports issued by the Dalberg (2011),increased SME growth has a direct 

effect on GDP growth due to increase output,value add and profits.The GDP contribution 

per SMEis the difference between the return on capital and cost of capital. Returns on 

capital are often high, with difference datasets showing ranges up to 20-30%  a month (for 

the most capital – strained firms),which is considerably higher than typical interest rates. 

This example gives a simplified view of how an SME owner who invested his loan into 

the purchase of imported goods increase consumption and GDP. this example does not 
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cover the significant multiplier effect in the wider economy, through the increased 

economic activity of employees and suppliers (SEAF,2007).Dalberg(2011.59)mentioned 

that the relationship between increase SME and GDP growth is touched upon in the world 

bank report, ’finance for all, policies and pitfalls in expanding access’,2008.’if entry, 

growth, innovation, equilibrium size, and risk reduction are all helped by access to and 

use of finance ,it is almost inescapable that aggregate economic performance will also be 

improved,’ 

Klapper el (2006) argues that SME growth also impact GDP indirectly, through increased 

innovation and macro-economic resilience of the overall economy. Every year new SMEs 

enter the market representing 5 to 20% of the existing number of firms. Smaller firms are 

often the most dynamic and innovative, and can be a test ground for new business ideas. 

Although nearly half of all startup will fail within 5 years, a few of them will grow to 

become large firms, and replace the incumbents. This process yields positive structural 

changes lo the economy, can lead to large productivity gains and is shown to be linked to 

GDP (Global Entrepreneurship Monitor,2010). Dalberg(2011) reports that a stronger SME 

sector can bolster a country’s resilience by broadening and diversifying the economy, 

thereby reducing the vulnerability to sector- specific shocks and fluctuations in 

international private capital flows. 

 However, Abiola (2011) noted that in Nigeria, the Small and Medium Scale 

Enterprise(SMEs) constitute an importance backbone of the Nigeria economy. 

Economically, this sector holds the key to sustainable development of the country. The 

importance of SMEs can be put in proper perspective in relation to the structure of the 

Nigeria economy.in spite of the importance of petroleum oil, agriculture remains the key 

sector, providing gainful employment for about 70% of Nigerian population. Available 

reports indicate that the agricultural sector accounts for about 35% of the nation’s gross 

domestic product{GPD). Abiola(2011) further argued  that most of the operators in the 

agricultural sector are cottage or small-scale self-employed individuals engaged in agro-

allied processes. Activities in the agro-allied processing sub-sector also have some 

consequences for the role of small-scale manufacturing enterprises in Nigeria, for 

example, small- scale industrial fabricators constitute the main source of machinery 

supply to agro-allied processes. 

Records show that in Nigeria in spite of numerous intervention of Government in the 

development of SME sub sector Performance is still at dismal. Their contribution to GDP 

growth is still below average This has been attributed to myriad of problems adumbrated 

by Ayozie (200 6) as constrained access to money and capital markets, financial 

indiscipline, inadequate infrastructural base , poor implementation of policies,. poor 

management practices and low entrepreneurial skill and restricted access to markets. 

However, assessment and the general comment about the overall impact and success of 

the programmes implemented to cater for SMEs development in Nigeria have not been 

impressive. Mambula (1997) in Limmuel(2009)points out that various regimes of 

government ,since independence in the 1960s have focus on various programmes and 

spent an immense  amount of money with the primary goal of developing the SME 

subsector ,these have however not yielded any significant results (as evident in the present 
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state of the SME in the country. He further cites Oboh (2002) Okpara (2002) and Wale 

Awe (2002 as saying that SMEs are generally very susceptible and only a certain number 

of them manage to survive due to several factors such as difficulty in accessing credits 

from banks and other financial institutions; harsh economic conditions which results from 

unstable government policies, gross undercapitalization, 

inadequacies resulting from the highly dilapidated state of infrastructural facilities; 

astronomically high operating cost; lack of transparency and corruption; and the lack of 

interest and lasting support for the SMEs sector by government authorities to mention a 

few. 

Alawe (2004) noted that there is insufficient capital outlay. There is either lack of capital 

or inadequate capital to buy needed stock and equipment. Securing loans from the banks 

and other financial institutions takes time and in most cases only exist on paper. many 

banks require full satisfaction of much conditionality’s before loans are granted and the 

small scale industries finds difficult to secure the loans. Alawe (2004) further stressed that 

there is also the use of obsolete business methods and equipment as a means of 

maintaining stocks and inventory. These old methods do not tally with modern business 

procedures; making their efforts not much rewarding. Most business ideas are things 

inherited from parents and most of the ideas die with the originators. some are not 

scientific in nature and cannot be assessed easily. There is also the lack of credit control, 

as money could be brought in and taken out of the business easily for personal use and not 

for business purposes. 

Most entrepreneurs are even undecided about the type of business to set up as they lack 

necessary business ideas. some small scale operators are undecided on how to finance 

their businesses and where to source for needed funds. other obstacles and causes of 

problems of small scale businesses,as enumerated by Alaw e(2004)include socio- cultural 

obstacles which includes the lack of entrepreneurship culture and education. Nigeria’s 

social system limits opportunity for creative activities and the limiting role of most 

traditional beliefs which bars admission to initiative and entrepreneurship, they preach 

perseverance rather than risk taking and aggressiveness necessary for business. others 

include; technological backwardness to Nigeria which leads to labour inefficiency. 

Political instability occasioned by civil unrests, political sabotage, coup d’états, local and 

youth restiveness and armed robbery, all these create insecurity in the minds of 

entrepreneurs. Some managerial problems as opined by Alawe(20040, includes the 

absence of strategic management skills and attitudes, the inability to respond to 

threatening environmental conditions, lack of clearly defined objectives, lack of 

delegation, inability to select appropriate equipment and resources, and faulty design, 

implementation and evaluation procedures by small scale businesses.    

Activities of modern marketing cover marketing researches, market segmentation, 

marketing information systems, marketing planning and control other issues relating to 

product, price, promotion, and distribution These activities are not properly handled in 

many small business enterprises as OGWO (1991) has rightly pointed out. 

Onoruwa highlighted that it has been worrisome that despite the incentives, policies, 

programmes and support aimed at revamping the SMEs, they have performed rather below 
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expectation in Nigeria. Different people, organisations, operators have advanced various 

reasons as to why SMEs have not been able to live up to their billing. while an average 

operator would always hinge his failure on lack of access to finance, some others think 

otherwise arguing that inappropriate management skills, difficult in accessing global 

market, lack of entrepreneurial skills and know how, poor infrastructure etc. are largely 

responsible. 

 

POLICY RECOMMENDATION 

Government have critical role to play in the provision of adequate infrastructure to address 

the problems encountered by SMEs in the area.in Brazil, government support the activities 

of SMEs by providing industrial areas, by linking those areas with roads, electricity ,water, 

energy and other facilities to make business easy.in the same vein, Nigeria government at 

all levels should venture into provision of adequate infrasture for SMEs operation and 

enhanced growth, This serves as a strategy for underdeveloped economies to boost 

economic activities through the proliferation of SMEs which will in turn helped 

government to create job and reduce poverty. 

 Government should collaborate with donor agencies to provide regular training and 

retraining and business counseling to SMEs operators in order to enhanced growth of the 

SMEs.training and retraining of SMEs operators will be of immense importance to the 

business.the improved quality of SMEs operators will facilitate proper management of the 

enterprises to contribute significantly to economic growth and development. 

Conducive business environment is also said to be a critical factor in the enhancement of 

growth of SMEs. In Nigeria, issue of insecurity and corruption affects smooth running of 

businesses. Government should focus its attention on the provision of secured business 

environment in which SMEs can operate.   

State government should establish business incubation centers that will house the SMEs 

that have graduated from skill acquisition programme of the state government in order to 

support their take up activities; especially the technological based SMEs. 

Productivity centers in the country should be emphatic on sensitization, training and 

development programmes to enhanced productivity of SMEs to facilitates easy growth 

and development 
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