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Abstruct

Previvus studies hove shovw that SMEs in Nigeria
are characterized by anaiiy problems especiatiy
thie fiaceeing probiems. This work was carrivd ot
fa identife the financing probiem of SMEs in
Nigeria, The ohjectives of this researcl work are
mafordy fa ddentify the various sewees of fund
accessed by SMEy opevatars and to determine the
prrablemy eneouwnteved by SMEs in accessing these
Fomely

T order Josachieve these offectives, primary

rouree of dafg was o used witle the il bof

guesitonnaives. The mapor analviicel  tools
emploved were freguency disteihitions,
percentapes and stwgde averages which were
acrivvedd byomans of the SPES, It was diseovered
Hrent st SMEs aperatory are unabile to aecess
gavermnent meentives and theveby relv maimly on
Fetcrined earnings o firanee $hoir sinessas. T
financing problons of SMEs are institwtionad iy
matire. They are buvevicraric hottlenccks, hich
fterest rarey g lack afcollare ral sécurity,

Finaucing profpdems of SMEs i Nigeria von be
reciiced by abedisliing svfngent condiions. ta
borrowing recfucing the costof fuds and proper
e e geve et incentives to the SMES
ogreeatory. i anenitoring elisely the varions
aencies charged with the responsibiline: of
e tng SMEs suhseeror af the ecoramy,
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Introduetion

The problem  of Small and Medium Scale
Enlerprises (SMEs) is a reoccurring issie in
businesy and ¢conomic literature, and a lot has
been sald and written about it worldwides 1 has

also tormed the subject of discussion in so many
seminars, both locally and internationally, Small
and Medium Enterprises (SMIs)as defined by the
National Council of Industries (NCI) refers 1o
business enterprises whose 1ol cost excluding
land is not more than two hundred Million Naira
(N200.000.000) only (wwwencicom). SMEs no
doubl play important roles in the developient
process in mast of the developed economies and
proved to be one of the most viable sectors with
economic growth potentials, SMEs hold the key o
cconomic growth and development. This seetor of
BEOnOmy can o a great extent reduess poverty,
generate emplovment, wealth, and reduce social
values. SMEs cannol functicns effectively when
there are harriers o its suceesstul operations. The
failure: mate of SMEs in Nigerm is becoming
alarming and has become o source al’ econonmic
retrogressions. The Nigerian Asseciution of Siall
Seale Industriahist {INASSE) savs in actual Doty
that “mure SMEs went underin Nigerin in 2008
than other years recenty™ (Oluyinka 2008: 1), In
the same vein e Manufactorers Assoginlion of
Migeria (MAN) noted tat over B20 companies
wenl into liguidation between the vears 2000 to
2008 in Migeria.

This 1% as a result of constrmints, such @y
absence of managerial compelenee, technical and
financial  skills, tunds, and 4 favourable
migroceonimie envirosnment laced by SMEs To
explain  this further,  Nwove (1991) says
gavernment policies, mmfrasiructure ke
electricity, and access to funds are amongst others
prablems facing SME's in Nigeria. Recently. o
state government summoened bank  cxecutives
doing busines=in the State forz mecting when 1
discovesed that the State currently has aceess o
enly 1.7 pereent of the 282 billion availabl: i
the Small and Medium Seale Indusiries Pouity
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Investment Scheme (SMIEIS (A lemma 2009:1 ).
Chwing to the fact that huge amount ol money &5
sall ying wlle m the colters of SMIELS, then it is
theretore glaring that most SMEs operutors donot
kiow the concessions that are available 1o them i
terins of lund and other incentives. Since
inceplion i 1999, the SMIELS has pooled some

37 hilhon. Yer. just abour 50% has been
disbursed for investment in 258 projects (Bayvo
2004, The sovenupent of the Federal, State and
even Local fevels through budgeting allacations,
policies and  proneuncement  have signified
interest and acknowledeement of the erueial role
of the SMEs sub-scetor of the cconomy and hence
made energetic policies for its growth., There have
also been fiscal incentives, grants. bilateral anil
multifateral agencies. supports and aids as well ag
gpeciatized mstitation all geared towards making
the SMEs sub-seclor vibrant, Tust as it has been o
great  concemn o all and sundry 1o promote the
wellare ol SMEs, it has also been a great coneern

tovadl that thie vital sub-seetor has fallen short of

expeclation.

The vverall objective of this research is to identify
the Ninancing problems of SMEs in Nigeria and
recommend solutions so that they (SMEs} can
may the expected vital role as the engine of growth
in our economie development clods, In order o
achieve this, the research work has the Tellowing
specilic objectives;

. To identify the sources of fund accessed
by SMEs;

w To find cut the problems encountered by
SMIs inaceessing funds:

- To determine the nature of difficully in
aceessing funds; and

- To ascertain the impacts of these

prablems on SMEs,
Roeview of Reladed Literatare

Iniroduction

Copious Literature exists on Small and Medium
Scale Enterpriscs (SMEs) writien by various
authors and in difTerent languages and for various
purpises. This fact underscores the essence.
impartance and relevance of this subsector in the
development ol any given sconomy, In the early
1970s. the view that large firms were the
cornerstene ol modern  economy  dominated
economic literature. Lately, this view has changed
as the importance of SMIs i promoting
industrialization and economic grawth has been
recognized world-wide. The future of the nation's

Finrcimg Probleas of Seadl wnd Medivin Scole Ericrprives (SMES) fn Beain Oy, Eoo Stite.

cconamy would met be determined by the
perlonmances ol the bigger companies, but that of
the SMEs {(Liba 2009), The experience ol many
countries indicated that SMEs can meaninafully
contribule to the attainment of miny economic
development objectives like expansion of output,
employment genceation, and balanced growih.

Definition of Small and Medivm  Scale
Enterprisc(SNMEs)

Various bodies. organizations and institutions
nave defined SMEs differently depending upon
their purpose, objective and use. There is no
universally acceptable definition of SMEs. Thev
are varipusly defined in Nigeria as in other
ceonomies on Lhe basis of one or all of the
lollowing: (#) The size or amount invesied in
asset. excluding real estate (b) Anngal turnover (¢)
The number ol employees and {d) Amount of
working capital, Within this [rameworl, (he
classilication ol enterprises as small and medium
naturally difler from one country to another and
from one period (o another in the some economy.
In MWigersa, the National Council on Industry
{(NCI} periodically revises the classification of
SMEs. Alzo. other institutions like CBN, NASSI,
SMIETS. SMEEIS, BO1, NIDB, and NBCI have
adopted different delinitions (o suit their purpose.
In 2001, National Council on Industry (NC1 ) gave
the following definitions for micro, small and
medinm seale industry: Micre business: this 15
one with a Jabour size of natmore than 1 workers
or total cost not exceeding N 1.5 million, including
working capital but exeluding cost ol land.  Sewaff
Seale Vadustry: an industey with a labour size ol
between 11 to 100 workers or total cost not
exceeding N30 million, including working capital
but excluding cost of land, Medium scale
industry: an industry with a labour size of
between 101 t0 300 workers or total cost above
N30 million but not more than N200 million
including working capital but excluding cost of
land. Alse, Cenlral Bank of Nigeria (CUBN)
defined SMEs as a company with asset worth less
than N30 million, annual tarmover less than N 150
million and employ e less than 1O persons,

According toa World Bank poblication, thore isa
consensus that SMEs should be deiined on assels
value than any other basis, In case of an economic
downturn, the mmpact on turnover could fall
substantiallv and the number of emplovees could
drop. but assel value has remaimed relatively the
same. excluding veal estate (World Bank 2002).
For the purpose ol this study. SMEs will be
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delined as any business with (otal cost oot
excecding 50 million including working capital
{bul excluding land). We seitled for this ligure a5 a
result oF high infation in the country, Machine can
cost between N20 N25 million. We also decided
1o use asset only as a colerion because other
crileria lihe employee and turnover are not a good
standard of measurement. When using emplovee
as a0 eriterion, attention is only being focused on
the company. Part-time workers and apprentices
are not regarded as emplovees. Secondly, annual
turnover is not a good classification criterion
because when there is recession and depression
the economy. sales volume will definitely be low.
Durimg cconomie boom, sales volume will
increase. In other words, this index is net stable.
We pow proceed to discuss sources of funds to
SMEs.

Sources of Fund for SMIs

Sowrces of funds (o SMEs could be mtemal or
extemal. Below are the various sources of fund for
SMEs under the informal and formal socurces.

Informal Soarces: Personal Savings; Using one's

Personal Assel; Retained Eamings; Sales of

Personal Asset; Family Assistance; Credit Unions
and  Societies: Friendly loan or Assistance:
Gratuity and pension Benelits: Partner or Co-
Entreprencurs: Launching Appeal Fund: and
Trade Credit.

Formal Sources: They are Industrial
Development Centre (TDC); International Finance
Corporation: Retained earnings: Micro-Finance
Institutions {MFls); Nigeria Bank for Commerce
and Industry (NBCI): Nigeria Industrial
Development Bank (NIDB): Nigerin Direciorate
of Employment (NDE} Mational Economic
Reconstruetion Fond (NERFUNDY:  National
Investmen! Promotion Commission (NTPC ) Raw
Material Research and Development Council
(RMRDC); Small And Medium Industry Equity
Invesument Scheme (SMIEIS); SIDO (Small
Industries  Development  Organization):  Small
Industrics Credit Committee (SICC)H
Mobilization fees; Overdraft: Loans; Hire
purchase; Leasing: and Steck financing or Capital
Markel.

Current Initiative by the Government to Fund
and Develop SMEs

in order to reposition financial institntions in
stimulating investment and growth of SMEs
government has undertaken various reforms as
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stated by Obajaja (20087, which inglude;

o The Bank ol Industv (BO1) created in
vear 2000 & assist SMEs in aceessing
public Tunds at affordable interest ries.

- The Nigeria Agriculiurnl Cooperative pid
Rural Development Bank (NACRB) o
channel long tenn funds 10 agricultural
and industrial development in the rural
arcas ol Migeria,

- The Small and Medium  Enterprises
Development Agency of Nigeria
(SMEDAN) established n 2003 1o
initiate. articulate and coordinate pubie
scolor mitialive on SMEs and 1o
collaborate with the private sector in
meeling government geals and objectives
reparding SMEs.

» The Small and Mediom Industeies Credit
Guarantee Scheme (SMICGS) was
eslablished in 2004 to provide puaranics
in respect of loans granted by any bank [or
industrial purposes.

- small and Medium Industries Equily
Investment Scheme (SMIEISY This
seheme was brought to Hile by the CBEN
and Bankers Committee. It requires all
banks to setaside 10 percent ol their prolit
hefore tax for equily investmentin SMEs.

= SMEDAN in collaboration with United
Mations Development Programme
(UNDP) faunmched The National Policy
for Development of Micro, Small and
Medium Enterprises in 2007 Lo provide
broad strategy for MSME=s development,

. Microfinance Institutions L provide
leans withoul eollaleral o SMis
wperators.

General Problems of SMEs

“MAs an entrepreneur wou would always be
confronted with the fear of failure. until you
possibly overcome it when you must have boen
solidly established™ (Ausbeth, 2000:38). Wrilers
as Roger (1998), Nwoye (1991, 1995, 2000}
Oscalor (2007}, Nambe (2009), Oguneve (200,
Nnanma (20033, Adekunle (2003), Kolawale
(2003 ), and Akerele (2003 ) have identified some
of the problems of small and medium scale
enterprise { SMEs) as follow:

a Inadeguoate and efficient infrasteuctoral
lacilities. which tend 1o escalate eost ol
operalion.

. Inadequate capital as a result of banks

tnwilling 10 lend te SMEs,




a Mulliplicity of rezulatory agencies and
taxes result in high cost of doing
busingss,

= Nepolism and  favoriism  to  large
enterprise asregards funding by banks.

= Pavr protection of SMEs product as a
result of dumping and smuggling aof
substandard product,

. Poor aceount keeping habits and weak
linaneial planning.

- Poor managcment practices and low
entrepreneunial skills.

° Distress inthe banking sector.
Inadequate collateral 1o guality them for
bunk |oans,

- Inconsistent and unstable government
policies.

6w Unwillingness te dilute ownership: and
uthers

Problems of SMEs in Accessing Funds

Despite the importance of SMEs. its
development s constrained by inadequate
funding and poor managemen! (Ogunjuiba,
20004, No gain saying, SMEs generally suffer
from g range ol problems, of which finance is
the most eentral. Financial institutions are risk-

averse in funding SMEs in Nigeria because of

the unfavourahla macroeconamic environment.
For example, bank total eredit 10 SMES was
(.3% ef commercial banks' total ceedit in the
last guarter of 2008 (CBN. 2008). The ratio has
been  falling over the years, Anyanwn (2003).
Holdsworth (2009, Odueme, Odiogor and
Aburgoh (2009 say SMIs have limited sceess 1o
institutionalized eredit facilities owing to the
following Factors:

Collateral Securiry: Collateral security means
valuahle assets such as stocks, bonds and other
evidence of property deposited by the borrower
o secure a loan given to him by the bank. Such
securifies are deposited as a pled e or guarantee
thet the loan will be repaid at maturity: il not
patid the seeuritics may be sold to reimburse the
lender. The various forms of collateral offered
to seeure bank loans may be roughly grouped
inte: three divisions: stock and bonds,
meichandise and real estate. This can be in form
ol 'warehouse receipt, life ‘assurance policy.
landed property. housing. shares certificate, and
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s, I will noet be surprising 1o say that most
SMLs operators lack these collateral securities
o accessSecure loan/funds for operation in
Nigeria.

Cast of Fund {Interest Rare): The cost of
capital 1s a term used in the Held of financial
investment lo refer to the cost of a company's
funds. It is the minimum retarn that inviestors
expect for providing capual to the company. To
business owners cost of fund is the intercst rate
paid on an outstanding loan. Investopedia
(2010} savs: Money is not free! Cost of fund is
the gost of borrowing money. It has to do with
the amount of interest that any fund vser is
obligated to pay te fund owners or financial
institution in exchange for the privilege of using
money. In Nigetia today, interest rate 15 on the
high side especially in the organized financial
institutions. Officially, it is as high as 271.6%.
World Bank survey (2001) shows that banks
offer lower interest rates to bigger firms. This is
a challenge [or SMEs operator ta batile in
accessing funds.

Bureaucratic bottfeneck: Burcaucratic
bottlenecks are ceremonial/technical
procedures and pritocols that slow down
administrative activities. Banks and
governmenl sources of funds are saddled with
bureaucratic red tape. These are strictly lad-
down conditions that are difficult to meet. For
example. submission of detailed Feasibilivy
sludy, reasonabkle amount as equily
contribution, providing accounting records, and
other documentations required by banks. This
alsa may make the process of securmg funds

difficult For SMEs,

Riskiness: Banks consider SMEs as high risk
businesses in view of valnerability in the market
as well as high mortality rate. This also results
from lack of structure for adequate appraisal and
ability to manage eredits. Anvanwu (2003) says
that fnancial mstitutions are operationally
hiased i favour of lending to large cooperate
borrowers, with assurance ol sccurity, high
profitability and faster rates of returns.

Methodology

In this section, we observed the methods,
procedures and sequence taken into
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consideration in gathering ol data reguired
analyze the objectives of the study and make the
final conclusion. The population of interest in
this research work s all Small and Medium
Scale Enterprises in Benin City. For the
purposes of the study, the realistic sampling
method adopted was quota sampling. The city
was divided into three zones (using the three
Local Government Areas in Benin Citv: Oredo
Local Government, Egor Local Government,
and lkpoba-Okha Local Government). Two
hundred and ten SMEs were chosen based on
their ability to respond te the instrument used in
the study, but only two hundred were retrieved.
The research instrument for the study 15 a
questionnaire. We also  included personal
ebservation and discussion. The questionnaime
was divided into live sections. Section one
sought for information on the profile of the
businesses and their owners. Section two sought
to know the sources of fund accessed by SMEs.
Section three solicited information on the
problems encountered by SMEs in accessing
funds and scetion four soughl to delermine the
nature of difficulty in accessing funds required
to finance their businesses. Section fve sought
to know the impact of these problems on SMEs
operations.

Being a descriptive study, the major analytical
tools employed were simple percentage, simple
average (means) and fregquency distribution
which were achieved by means of the Statistical
Package Tor Social Sciences (SPSS). Using the
method outlined above, a total of 200
questionnaires that were retrieved were found
usable. The composition of the sample in terms
of sex. educational qualification. scale of
business, type of product, ownership structure,
number of emplovees and business registration
iscontained inappendix 1. i shows that 64% are
male while 36% are female. Their average level
ol education is primary school leaving
certificate  (26%), SSCE/GCE (24%), and
NCE/ND (33%). Majerity of business in the
sample are small seale making up 8% and 12%
are medium scale business with 81% ol business
between 1-10 years. The distribution of the
business in lerms of tvpes reveals that 8% are
apriculture, 15% are manufactory. 658% are
buving and selling 6% are bakery and 2% ave
carpentry. Italso shows that 82% of the business.
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are sole proprictors and 18% are partnership
with employvees of | to 30 (89%6) and 51 1o 100
0%, 1 also reveals that 68% of the businesses
are registered

Results of the Study

The results of the study are presented in the
fellowing order in line with the objectives of the
study using the data collected. They are: the
major sources of Tund iavailable to SMEs and the
problems encountered by SMEs in accessing
funds, The other aspects of the results are the
nature of difficulty in gecessing funds by SMEs
and the impact of these problems on SMEs
cperations, In analvzing the questionnaires, we
combined the response of SOMETIME and
OFTEM in tables], and in table 3,
STRONGLY AGREE was combined wilh
AGREE column

respectively. This was alse done in table 4, with
VERY HIGH EXTENT column combined with
HIGH EXTENT column.

Sources of Fund Aceessed by SMEs

Under this heading, we sought o know the
sources of funds accessed by SMEs. In order 1o
ascertain this, different source were stated, and
the respondents were required o mdicate
sources they use, The results ol the enquiries are
displayed on table 1 below. The table shows that
minst small business owners use  retained
earnings (plovghed back profits) to finance
their business. [ has & mean o 3.0 and the
table shows that 73% of the respondents depend
on this source of fund. This revealed that most
Business owners do not bother 1o access other
sources of funds or unable Lo access them. A lse,
the table shows that 44% use friendly loan, 39%
family assistance, 34% osusu, 27% perscnal
assets, 20% credit purchase. 26% credit union,
22% micro credil and 20% bank overdralt.
These sources of funds have means between
23610 2.62, which shows that although they are
bemng used by small and medium scale business,
they are nol very frequent. Other possible
sourees OF funds ke NAPEPR, SMEDAN, NDE
and World Bank SME loan are hardly accessed
by SMEs,
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Table d; Stnrees of Famils Avcessed by SMEs
i-'\UL RCES OF FUNDS  Never | Rardly | Sometime | Ofwen
T T g | % |Freq % |Freq [% B % |
[, Ilulilillcl.i_l.'illI1‘I_I1.'.:_'~.__I W _I?-E!-;Tmi_i(:r ! 5% | 4G _5 B 104 SO
[ Family Assistance |l 07 5% 116 8% & 119% 40| 20%
}. 3Ceedit Uniom ! 24 62 | o (&% 33 [ie% | 3% .
|4 Friendly Leans 98 |49% (14 |7 (64 |33 |34 [ (2%

S, Oswsw —_ilﬂ oF% | 1% | T |,_:8 i W% |24 N
f, Personal Asset |13 6% |16 | &% 34 122% (1D 5% !
7. Crodii Purchases (138 [ 6d% 20 [ 10% (92 [21% [10 |S%

& Overdeufi T 0% 30 | 10% 40 | 20% )
m&ém 150 | 13% |4 | 2% |32 6% | 12 O
| 10, tuatmnmmu‘ 192 Ga% | 2 1% 2 % |2 %
CTINDE 119 | 98% |2 % 2 W |- |-
13 SMEDAN 178 | B#% |6 3% |42 &% (2 1%

|4, World Bank SME loan | 156 J!_ 93% | 2 1% |10 3% 'i"_'"" -

Souree: Authors™ feldwark, 281

Problems Encountered by SMEs in Accessing Funds.

This objective to determine the problem encountered by SMEs in accessing funds was caplured in various
wavs. Firstand foremost we found out if they ex penem:ed financial problem atall. We went further to find out
their level of awareness of the sources of funds and if they assess them, Also, some possible financial
problems were listed for SMEs operators to state the extent itaffected their businesses. From the resultofthe
studv. 73% of the respondents agreed that they experienced financial problems in their firm,
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Loeking at the lending requirements fram the formal
and informal sectars which make up the sources of
funds, [ ein be deduced from table 2 above that 39%
posses the lending requirements of the formal
sourees of funds. However, a sipnificant portion of
them (thiat is 66%) said that these lending
requirenients are nol gasily attainable, On the vilier
hand, 67% posses the lmdml__ requiretnents of the
informal sector and 55% helicve that their
requirements are cusily nttainable, Furthermore, we
found sut that most SMEs owners are aware of the
Bable 30 Otber Finsneinge Pro

I ! AGREE

| Prablems Tncannterid by SMEs | Fruy | e

| Fitancil prablem 9 rospomsible foe | 136 ! G3es
e vl ol opeoation oy huisiness }

'TI [yl wierestesie by Tinansiol R 42494

sources of Tund available 1o them because they are
made public. However, they donottake advantage of
tham Tor ebvious ressons, one ol which s e
difficulties associated with the process of obtairing
them. Also they believe thar ifobtained they are not
aderpute

This shjective also covers interest rate. bureaucraric
bottienecks and collateral security which are various
linaneing  problems encountered by SMEs in
sourcing for funds as seen in wmble 3 below,

blemis Encountered by SMES
| NTRONGLY |

4, Bureneratic boulonocks Invetved

SOree: Avthors” Tebdwork, 201 |

From the tahle, 80% of the respondents agreed that
buresucratic bottlenzeks involved in obtaining
lnance make their business not to seek financial
assistance. In the sanmte vein, 62% agreed that high
interast charpes by fnancial institutions make their
business not 1o take advantage of financial smmees
available. Tikewise, 58% agreed thal lack of
cislbmtersl securities make it impussible fur thelr
business o avcessfsccure Tunds Trom  [nancial
institutions.  These finuncial problems are
responsible for the low level of operation of their
busanesses (86% ol the respondents),

W went Jurther (o ascestain the nature of the
Arancing difficulies cocountered by SMES in
aweessing tunds, The study revealed that S0 {25%)of
the respondents have personal difficultics, 06
(53%) said that the difficultive are institutional, 38
(19%4) have aperational difficulties while 6 (324)

Talade' 3 VATt 1T st Bavsmgr datiss b Arsace o sy

|
3, Lock alvollsemn! securities Ba | 420
T

AGREE | DISAGREE | STRONGLY

| DISAGREE
| Fregq | % | Frog | % | Freg |_E._
T P T R TS
W | IWe] S8 |ame | 20 0%
2 | 6% 7 | e 12 | 6%
0| I8 | 9 | I8 | 9% |

have other difficulties in accessing funds (a3 seen in
lzble 4y In conohision, most small and medivm seals
business owners (53%) believe that the financing
problems faced by their Grms are instiutional in
nature, This means that firancial institutions make:
access to funds difficult and almost Impossible for
small Business operators. Few of them (23%) also
believe that it s a personal prohicm. That some of
them do net possess the requirenients to obtain (s
witile some just chose 4 remainsmal],

Theimpaet of these problenis on SMEs

Our mwveshgation intd the impact of Brancing
proeblems on SMEs operations showed that Granging
preblems leads to high cost of preduction (65%),
high nventory cost (S6%4) low quality &1 pridud)
(37%) and low patronage owing Lo high price.
However, they believe that financing prablem
inipazton capacity ulilizationis low (44%),

Pumailile fwigay ey & GO R el extim Cipm fcani Nt low
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; ey b3 ] : Friig h Fruy b
[ e R Tl e N P e T | > fin bR 1N ) g
! "T'J 0wl prendncs i o I fﬁ - AN =1 Atn
th 14 FM | L] e i o ST T
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| dvcamnts i 33 W i i IR _L_| U6 |
CTH (1) o A Tedaseliek =00 | B
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Summary and Discussion of Findings

The results of this study show that most small and
medinm seale business operators use retamed
earmings {ploughed back profits) o fnance their
businesses. Thatis 73% of the respondents depend
on this source of fund, This reveals that mast
business owners do not bother 10 access other
sourees of funds or are omable (o access them.
Also. friendly loan, family assistance. osusu,
persomal assets, credit purchase. credit union,
micra eredit and bank overdraft are sometimes
used by them. Other sources of funds which are
povernmenl initiatives 1o promote SMEs like
NAPER, SMEDAN, NDE and World Bank SME
loun are hardly accessed by SMEs. We believe that
many SMEs operators are aware of these recent
government incentives but do not know how to
necess them; hence they do not benefit from
govermment incentives.: Furthermore, we found
that mpst SMEs owners are aware of the seurces of
lund available to them because they are made
public, However, they do not take advantage of
them for obyious reasons. Also they believe thar i
abtained they are not adequate. From the result of
the study, 73% of the respondent agreed that they
experignce financial problems in the firm,
Likewise, these problems manifest in the form of
burcaucratic  bottlenceks (80%), high interest
charges by Nnancial institutions (62% ) and lack of
collateral securitics (58%).  This Fnancial
problem s responsible for the low level of
operation. of their business (B6% of the
respondents). We alse found  thiat the nature of
problems o ohtaning  finance is majorly
instititional. From the daty elicited. 53% said the
nature oF difficulties is institutional and 23%; said
they were personal. Again, SMEs operators also
believed that Bnancing problems could alsa bring
aboul high epst of production, low quality of
product. high inventory cost, low patronage owing
(e high price, low capacity utilization.

The revelation by this study that 75% of small and
medinm seale business operators use retained
carnings (ploughed hack profits) tw finance their
business is not surprising because it shows the low
rale of SMEs activities in the economy that is
evident in the slow rate of economic growth and
development. This is in line with one disadvantape
of SMLEs as identilied by Nwowve (1991) that they
have limited access to eapital through organized
money market: therefore. they rely mostly on
personal funds or profits for expansion. Toa large
extent, they vse friendly loan, family assistunce,
osusy, personal assers, credit purchase, credit
union, micre credit and bank overdraft. Other
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saupees of funds which are government initiatives
lo promale SMEs like NAPER SMEDAN, NDE
and World Bank SME loan are handly accessed by
SMEs, This conlirms the lindings of Dayo (2009}
that since the meeption o SMIELS in 1999 iL has
pealed some 37 billion. Yet just about 309 has
been disbursed for mvestment in 258 projects
(Dayo 2009:1) We believe that many SMEs
operators are aware of these recent eovermen
incentives but do not know how 1o aceess them,
hience they do not bepelit Irom govermment
meentives, Perhaps this can be explained by some
factors. firstly, the low level of edueation of the
respondents because most of them are ONDNCE
and SSCE holders. Another factor is their tvpe of
business which is majorly buying and selling.

A major result of the study 1s that most of the
business cwnersfoperators experience lnancial
problems in the firm. These problemy manilest in
the form of burcaucratic bottlenceks, high interest
charges by linancial institutions and lack of
collateral secuorities. The nature of problems
experienced by SMEs is mainly institutional and
sometimes personal.

The final result of the study is that financial
problem i3 responsible iy the low level of
operation of SMEs. Operators believed that
finuncing problems bring about high c¢og of
preduction, low quality of product, high inventory
cost. low patronage owing te high price, and low
cupacity wlilization,

Recommendations

Government should monitor closely the various
agencies charged with the respansibility of
managing SMEs sub-sector of the cconomy, They
should also initiate additional incentives/mitiative
programmes that will help Facilitate the growth
and development of SMEs sub-sector of the
ceonomy, The government should embark on the
enlightenment campaign and provide information
lo SMEs operators on how 1o access the funds
made available for SMEs through these
programmes. Experts should be appointed as
feaders in government regulatory agencics with
the knowledge, skills and attitude of managing
business. In line with this. licenses and pormits
should be sranted to more people to establish
business schools do train entrepreneurs 1o acquire
the requisite business knowledge. skills and
attitude. The government should also improve
infrastructural facilities in the country, this will
enhance the activities off SMEs. Finaneing
problems of SMEs in Nigerin can be reduced by
aholishing stringent conditions te borrawing,
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reducing the cost of funds and proper awarenessof
government incentives to the SMEs. To solve the
problem of funding also, specialized banks for
SMUEs activities should be set up to monitar the
operalions and activities of SMEs in the country
For example. manufacturing business could be
assisted with machineries and equipment rather
than raw cash. This could reduce the possibility of
funds being diverted into unprofitable projects,

Conclusion

Wigerin govermment has already had laudable
plans w ensure sustaingble development in SMLEs
sub sector but the implementation of the strategy
adopted has alwavs been the problem.
Reorientation of the agencies responsible for the
development of the SMEs subsector is necessary.
Whereby altruism replaces selfish desires,
msincere plans are discouraged and  sincere
commuitment to the abjectives of these ininatives
is encowraged. Although linancing  problems
lacing SMEs cannot be totally ebmmated. It will
be rightly concluded on the basis of the data
elicited that inadequate capital, povernment
activities and policies and stringent conditions fo
borrowing by financial institutions are major
financial problems affecting the growth of small
and medium scale enterprises in Nigeria and
BeninCity in particular.
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