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Abstract 
More than ever, Nigerian need to be proactive in her quest for economic 

diversification. Like other economies of the world, economic diversification 

has become an engine of trade liberalization and economic emancipation. 

This paper aimed to examine the impact of SMEs on diversification of 

Nigerian economy. The paper is conceptual and sort secondary data and 

empirical findings to highlight the role played by SMEs in economic 

diversification. It was concluded that SMEs are dominant players in the 

non-oil sector contributing the largest percentage to the Nigerian GDP in 

recent time. Hence it was suggested that the harsh effects of devaluation of 

Nigeria currency should be addressed to increase the disposable income of 

Nigerians to enable SMEs to thrive and attained the needed contribution to 

economic diversification, also SMEs should strive to adopt new 

technologies that can help them achieve economies of scale and competitive 

advantage. 
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Introduction 
Economic diversification is a vehicle 

for trade liberalization and economic 

growth. To attain sustainable growth 

and development in an economy, there 

must be diversification. When an 

economy is diversified, it is said to be 
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shielded from the shocks of recession, inflation, deflation, and other economic 

uncertainties (Ikon, & Itua, 2019). While Nigeria is blessed with abundant 

human and natural resources, it has since failed to leverage on this natural 

endowment to attain greatness. Rather, since the discovery of oil in the late 

1950s Nigeria has practically become a mono economy depending on revenue 

from oil and less attention is paid to all other sectors of the economy (Onodugo 

et al., 2015). Despite numerous policies to encourage diversification, yet not 

much is recorded in terms of economic diversification in Nigeria. However, it 

can be said that one sector that is recording significant contribution to Nigerian 

economy is the small and medium scale enterprises. As it is in other parts of the 

world, this segment of an economy is contributing in terms of GDP, poverty 

alleviation and Job creation, thereby diversifying the economy (Akpomujere, 

2017).  

However, the development of SMEs has been found all over the world to be 

capable of making positive impacts on the economy of a nation and the quality 

of life of the people (Gherghina, et al., 2020). The role of SMEs in the overall 

performance of an economy can never be over emphasized because they 

constitute about 90% of business in virtually all economies of the world (Zafar, 

& Mustafa, 2017). Small and Medium Enterprises (SMEs) is a concept that tend 

to broadly explain the sizes of business in an economy. The meaning depends 

on purpose a definition is expected to support a particular policy governing the 

sector. However, there are three major factors used by countries in classification 

and definition of enterprises. These include capital investment on plant and 

machinery, number of workers employed and volume of production (Aremu & 

Adeyemi 2011, cited in Abubakar & Yahya 2013).  

Furthermore, it has been revealed that about 56% of jobs or employment are 

generated by SMEs. Nearly all the jobs created in the United States of America 

between 1977 and 2005 were created by new SMEs (Taiwo et al., 2016). Ten 

percent of growing SMEs in France, Italy, the Netherlands, Greece, and Spain 

created about 60 to 90 percent of gross employment gains over a period of five 

to ten years (Muller et al., 2015). Data from India’s SMEs Resource Centre 

(2012) shows that there are about 30 million SMEs, and those 12 million 

persons are expected to join the workforce by 2015 (Asikhia, 2016). Flowing 

from the enormous relevance of SMEs to nations’ growth and development, it 

is expected that Nigerian firms employ over 31 million people with SMEs, 
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accounting for over 80% of enterprises that employ about 75 % of the Nigeria’s 

total workforce (Gbandi, & Amissah, 2014).   

 

The Journey to Economic Diversification in Nigeria. 

Nigeria is at the verge of achieving economic diversification with more 

contribution to GDP coming from other sectors of the economy rather than the 

mono system of oil (Riti et al., 2016) Meanwhile, the nation’s economy was 

hitherto an agrarian economy with revenues and foreign exchange coming from 

agriculture contributing over 80 per cent to GDP and employment. After the 

discovery of oil, the post-independence Nigeria saw a gradual and steady 

reliance on revenues from oil thereby becoming a mono economy. With crude 

oil contributing to over 96.1 percent of government earnings from foreign 

exchange in the 80s, the government becomes so comfortable and 

developmental objectives were pursuit with revenues from crude oil. This 

eventually resulted in almost total neglect on all other sectors of the economy. 

It would have been a good thing to explore the crude oil alongside agricultural 

production, mining with genuine resolve towards industrialization and 

infrastructural development (Abogan, etal., 2014).   

With so much revenue coming from oil, unfortunately, several economic 

policies aimed at diversification of the economy introduced have failed due to 

absence of political will to implement them. This gradually led Nigeria into a 

corrupt country with heavy reliance on importation. The structure of the 

economy remains highly import dependent, consumption driven and 

undiversified with manufacturing sectors accounting to less than one percent of 

total exports (Abogan, etal., 2014).   

Furthermore, decades of consumption and high oil price-driven growth led to 

an economy with a positive but jobless growth trajectory. After more than a 

decade of economic growth, the sharp and continuous decline in crude oil prices 

since mid-2014, along with a failure to diversify the sources of revenue and 

foreign exchange in the economy, led to a recession in the second quarter of 

2016. The challenges in the oil sector, including sabotage of oil export terminals 

in the Niger Delta, negatively impacted government revenue and export 

earnings, as well as the fiscal capacity to prevent the economy from contracting. 

The capacity of government spending was equally constrained by lack of fiscal 

buffers to absorb the shock, as well as leakages of public resources due to 

corruption and inefficient spending in the recent past (Williams, & Orokpo, 
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2019). When it becomes so glaring that Nigeria can no longer depend on 

fluctuating and unrealistic oil revenues, the call for diversification was 

intensifies (Osigwe, 2014).  

 

SMEs and Economic Diversification  

Review of literatures revealed strong empirical evidence on the relationship 

between SMEs and Economic diversification. Although, certain constrains 

always hinders the growth of SMEs in Nigeria. Yet, their role in economic 

diversification is recognized. Raj and Shaukat, (2015) examined SMEs 

contributions for diversification and stability in emerging economies using 

SMEs in Qatar as the case study and found that SMEs contribute to economic 

diversification with adequate financing and suitable policies. Similarly, (Ikon, 

& Itua, 2019), (2015) examined the Economic Diversification of Nigeria and 

Small and Medium Scale Enterprise development and found that with adequate 

finance and favorable government policies there is no limit to what SMEs can 

contribute to Nigerian economy.  

Moreso, Akpomujere (2017) examined the challenges and improvement 

strategies in the diversification of the Nigerian economy through SME 

development. The study revealed that various challenges such as low capital, 

poor access to loan, over taxation, Inadequate infrastructure and poor 

transportation affect the growth of Nigerian economy through SME 

development. Also, Taiwo and Falohun (2016) examined the role of SMEs on 

the development of the Nigerian economy and found that SMEs has been doing 

so much in economic growth and development. Hence recommended that 

government should pay more attention to SMEs growth in Nigeria. Still, 

Mbaegbu, (2016) examined An industrialization strategy for economic 

diversification and sustainable development of Nigeria and opined that SMEs 

are great drivers to economic diversification in Nigeria.  

 

SMEs Role in Nigerian Economic Diversification  

Nigeria economy has undoubtedly passed through a considerable 

transformation over the last few decades from agriculturally based to crude oil 

based, and subsequently to service-based economy (Timilsina, 2015). Recent 

report from Statista on the distribution of Gross Domestic Product GDP across 

various sectors of the economy in 2021, revealed that service sector which is 

predominantly SMEs contributed the largest percentage to Nigerian GDP with 



199  africascholarpublications@gmail.com                                                                               

 2022 

 

43.79 percent then followed by industry sector which is also dominated by 

manufacturing SMEs contributed to 31.4 percent to the GDP while Agriculture 

which is also dominated by SMEs contributed around 23.36 percent to Nigeria’s 

GDP. This is a clear indication of the role of SMEs in diversification of the 

Nigerian economy despite numerous challenges. As contained in the report, The 

primary sector, which involves agriculture, forestry, and fishing, the secondary 

sector, industry, that includes manufacturing, processing, or transforming 

goods, and finally, the tertiary sector, services,  

 

Figure 1. Contribution of various sectors to Nigerian GDP 2011-2021 

 
Source: Statista 2022 

i.e., providing information or services to consumers, such as in IT, tourism, or 

banking are major contributors to Nigerian GDP (O’Neil, 2022). This is 

represented in figure 1. 

 

Challenges Limiting the Contribution of SMEs to Economic Diversification 

in Nigeria 

Notwithstanding the contribution of SMEs to Nigerian economic 

diversification, this important sector of the economy continues to face numerous 

challenges. Globally SMEs seems to have common challenges. Sadly, the 

Nigerian scene is so bad that more than 50% of SMEs collapse within the first 

five years of existence owing to numerous challenges hindering their success 
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(CBN, 2006: Tobora, 2014). Therefore, Small and Medium Enterprise 

Development Agency of Nigerian (SMEDAN), (2013) highlighted the 

numerous challenges facing SMEs in a global context to include among others 

recession, trade barrier, currency barrier while the Nigerian context include the 

following: 

1. Inadequate and inefficient infrastructural facilities which tend to escalate 

the costs of operation, as SMEs are forced to resort to private 

provisioning of utilities such as road, water electricity, etc. 

2. Lack of adequate credit for SMEs, traceable to the reluctance of banks 

to extend credit to them owing, among others, to poor documentation at 

project proposals as well as inadequate collateral by SME operators. 

3. Bureaucratic bottlenecks and inefficiency in the administration of 

incentives which discourage rather than promote SME growth. 

4. Weak demand for products, arising from low and dwindling consumer 

purchasing power. Lack of patronage of locally produced goods by those 

in authority. 

5. Incidence of multiplicity of regulatory agencies and taxes, which has 

always resulted in high cost of doing business and poor management 

practices and low entrepreneurial skill arising from Inadequate 

educational and technical background or many SME promoters. 

 

Conclusion 

The role played by SMEs in Nigeria resolve for economic diversification can 

never be over emphasized looking the contribution of non-oil sectors which are 

predominantly SMEs GDP in recent times. While the oil sector still remains 

relevant, it is obvious that non-oil sector especially the service and 

manufacturing sector remain an important player in the economy of Nigeria 

 

Way forward 

Although the topic of diversification has been on the top of discussion in many 

congregations in Nigeria, a lot is needed to actually achieve the potentials of 

SMEs in non-oil sectors in Nigeria. Hence this paper suggests the following 

1. The harsh effects of devaluation of Nigeria currency should be addressed 

to increase the disposable income of Nigerians 

2. More than ever, SMEs need more financial support to deal with the loss 

from Covid-19 and inflation 
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3. More infrastructures should be built to enable Nigerian SMEs adopt to 

emerging technologies and compete favorably with their foreign 

counterparts 

4. SMEs should strive to adopt new technologies that can help them achieve 

economies of scale and competitive advantage. 
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