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Abstract
The contribution of microfinance banks’ credit to the performance of small and medium scale
enterprises in Nigeria has been an issue that has gained momentum among scholars of repute.
Different studies have been conducted in this light and their findings have been generically
validated over time and have become basis for further researches. However, much studies have
not been articulated towards underpinning impact of microfinance credit on performance of
small and medium scale enterprises, with profitability and market size as performance indicators.
This study was anchored on growth theory, propounded by Harold (1939) and Dolmar (1946).
Two hypotheses were formulated and tested using regression analysis. The results showed that
microfinance bank credit had significant impact on profitability and market size of small and
medium scale enterprises. It was recommended that government should create an enabling
environment for business opportunities to thrive in the country and that the conditions for
accessing the credit facilities by the small and medium scale enterprises should be less stringent.
Keywords: Performance, Small and Medium Scale Enterprises, Profitability, Market Size, Credit
Facilities
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1. Introduction
In order to promote and achieve effective performance of Small and Medium Enterprise (SME)
sector, the contribution of the Microfinance banks in terms of granting credit facilities and other
assistance of relevance becomes sacrosanct. Although, optimizing the performance of the
economy could be predicated on the contribution of the small and medium scale enterprises.
Conversely, globally SMEs carry diverse connotations. SMEs perform the role of economic
development and provision of jobs in a country. Small and medium scale enterprises (SMEs)
make a significant impact by improving a country’s economic performance (Anyanwu, 2001;
Afolabi, 2012; Uremadu et al., 2014);SMEs result in creating more direct jobs compared to big
enterprises; and they are training grounds for those who want to develop technical and
entrepreneurial skills (Kira, 2013; Uremadu et al., 2014).
According to Quaye et al. (2014), Microfinance banks have succeeded in the provision of finance
and gradually helping SMEs to acquire financial assistance. Competence, effective, and efficient
Microfinance banks serve the financial needs of informal sectors. Many microfinance institutions
acknowledge that the market is large enough to accommodate the traditional and universal
banks. SMEs are determined to dominate and have their market share before the open market
competition is in full effect in a country (Uremaduet al., 2014; Theriou, 2016; Havlicek et al., 2013;
Breckova and Havlicek, 2013; Anureev et al., 2017).
There is a notion that microfinance banks are bad risk and that their services may not be
sustainable and aid the survival of small and medium scale enterprises and as a result therefore
have slight concern for funding the sector. This is in addition of to issues of high contract costs
and short length of payback period when funding is taken into consideration. Since a robust
economic growth cannot be achieved without putting in place well focused programmes to
reduce poverty through empowering the people by increasing their access to formal financial
services. The Central Bank of Nigeria in 2005 as part of its banking reform agenda started
licensing Microfinance Institutions (MFIs) aimed at providing financial services to small and
medium scale enterprises that are not served by the conventional financial institutions
(Ozioko,2010). Emphasis, therefore, shifted from large-scale industries to SMEs, which have the
potentials for developing domestic linkages sufficient for rapid and sustainable industrial
development.
According to Yarron (1998), Nigeria is blessed with remarkable entrepreneurs who need support
at Micro, Small and Medium Scale Enterprises levels as well as big businesses. A common
characteristic of these enterprises is their need for good financing. An obvious and probable
development of Small and Medium Scale Enterprises (SMEs) in Nigeria is attached to the backing
of banks through issuing of bank credits to SMEs. Annually, loans to SMEs appreciate and largely
greater than the progression in the total of bank credit. A known way of raising capital for SMEs
is through the process of borrowing from financial institutions.
Credit is a financial facility that allows a person or business entity to borrow money, to buy
products and pay it back within the prescribed period. The problem faced by Small and Medium
Scale Enterprises (SMEs) in Nigeria can fundamentally be regarded as internal and external
(Hamid and Susilo, 2010; Susilo, 2010).
According to Hamid and Susilo (2010) and Susilo(2010), the problems that could be regarded as
internal factors are: (1) lack of capital, (2) limited human resources and (3) weak business
networks and market penetration capability. In another vein, the external factors include the
following/(1) the business environment is not yet conducive, (2) limited facilities and business
infrastructure, (3) regional autonomy implication, (4) the nature of the product life time which is
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short, (5) lack of market access and (6) the implications of free trade. Requiring capital, SMEs
want the backing of financial institutions most especially banks.
It is crystal clear from literature that the access to finance of most small and medium scale
enterprises is still low. In essence, there are several issues generating this problem one of which
is the profile of the prospective debtors of small and medium scale enterprises. It is obvious that
most of the SMEs do not have what it takes to apply for financial assistance in terms of loans and
advances from the banks. In this regard, feasibility study of the small and medium scale
enterprises is considered by the microfinance banks and often times the SMEs are found unable
to meet up with the basic requirements for accessing loans or other bank facilities (Hamid and
Susilo, 2010). In the postulation of Susilo (2010) and Hamid and Susilo (2010), funding small and
medium scale enterprises is highly crucial in order to ensure the promotion of workable economic
progression and plummeting poverty in the country. There is need for government intervention
which perhaps is a veritable tool for optimizing economic performance in Nigeria. The
intervention could be in form of policy transformation through reduction in interest rate charged
by microfinance banks, interest-free loans and other industrialization-oriented policies. This
policy change would essentially ensure the stimulation of economy and promote performance of
small and medium scale enterprises in Nigeria.
Statement of the Problem
The development of every country perhaps hinges on the performance of small and medium scale
enterprises (SMEs). In the light of this, it is appalling that Nigeria has experienced poverty of
mindset when it comes to developing and improving the performance of small and medium scale
enterprises. The conduit by which the optimization of their performance can be ensured could
have been through the granting of credit to them by the microfinance banks. However, most
microfinance banks have not been forth-coming thus impairing the performance of these SMEs.
The microfinance banks though projects the willingness to help these SMEs, however, the
stringent conditions attached to some of these credit facilities makes it inaccessible. Therefore,
yearly, most of the small and medium scale enterprises do not seem to make any substantial
progress over time. They have been stagnated in terms of performance. Most of them are even
backward and thus considering quitting the business as the owners of such businesses could not
meet up with their daily basic obligations. This problem of lack of access of small and medium
enterprises to secure financial facilities by the banks should be addressed, or else, it could stunt
the economic development of the country.
Objectives of the Study
The broad objective of the study was to examine the impact of microfinance banks’ credit on the
performance of small and medium enterprises in Oyo State, Nigeria. The specific objectives are
to:
i.

examine the impact of microfinance banks’ credit on the profitability of small and
medium scale enterprises in Ibadan, Oyo state, Nigeria.

ii.

ascertain the impact of microfinance banks’ credit on the market size of small and
medium scale enterprises in Ibadan, Oyo State, Nigeria.

Research Hypotheses
In order to achieve the stipulated objectives of the study, the following hypotheses were
formulated:
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i.

there is no significant impact of microfinance banks’ credit on the profitability of small
and medium scale enterprises in Ibadan, Oyo state, Nigeria.

ii.

there is no significant impact of microfinance banks’ credit on the market size of small
and medium scale enterprises in Ibadan, Oyo State, Nigeria

2. Literature Review
Theoretical Framework
This study is anchored on the theory promulgated by Harold (1939) and Dolmar (1946), and this
is called the Harold Dolmar growth model. The supposition in the model is that, for steady state
of progress, total demand must grow at the same rate as an economy's output capacity grows.
The model has the following implications on this study, first there is a need for investment if an
entrepreneur has to grow and this necessitates access to loans and savings given by MFIs This
will facilitate more investment by SME owners. The implication is that despite the effort made
to lend to entrepreneurs, their business prosperity is limited by the country and global economic
performance.
As national economic performance grows the SMEs and members also perform well because
there will be more business opportunities. The theory believes that the activities of the
microfinance banks in form of credit provision, savings mobilization, insurance, training etcetera
serves as a useful instrument for snowballing the creative capacity of the users. The essence of
microfinance banks in stimulating development has been widely discussed in literature.
Bencivenga and Smith (1991) posited that development of microfinance banks and effective
financial intermediation add value to economic performance of rural area by channeling savings
to high productive activities and reducing risks that may endangered productive capacity of
SMEs.
In a study conducted by Dionco-Adetayo et al. (2006) on how the programme's promotion policy
affects the development of small enterprises. The study aimed at identifying programmes,
promote small-scale industries, assess them on how they meet their objectives and test the effects
of these programmes on business growth. The study was conducted in Lagos State where
industrial and commercial activities are highly concentrated. The independent variables consist
of: small business development measured by the size of the amount of labour, business structure
and technology development. On the other hand, the dependent variable is company promotion
policy programme that is operated and measured with Likert scale. Descriptive and inferential
analyses were used to analyse the data obtained through structured questionnaires. It was
revealed that the corporate promotional programmes focused on the development of small
industry in terms of technical aspects, education, training, technology adaptation and
commercialization and information services. The awareness level of SMEs of such programmes
is still low which hampered small industries in utilizing these programmes.
In another study carried out by Babagana (2010) and Hassan and Olaniran (2011) examined the
impact of the role played by microfinance banks (MFBs) in promoting the performance of SMEs
in Nigeria. The research results indicated a positive impact of MFBs in fostering the performance
of SMEs in the country. Akingunola (2011) also examined the specific financing options available
to SMEs in Nigeria and their contributions to economic growth. Financing aid agencies have
contributed to the development of SMEs in Nigeria with particular reference to the Industrial
Development Center (IDC). Their SME financing aid agencies proved that they were able to
increase the output of SMEs.
Obasan and Arikewuyo (2012) examined the effects of pre-post bank consolidation on the
accessibility to finance by SMEs in Nigeria. Research results indicated that prior to banking
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consolidation, access to SMEs to get credit was very difficult and this curtailed the growth of
SMEs in Nigeria. With banking consolidation, the impact on the growth of SMEs and economic
growth of Nigeria tended to be positive. Ahiawodze and Adade (2012) investigated the effects of
the company's access to credit for Small and Medium Enterprises SMEs in Ho Volta Region of
Ghana using both surveys and econometric methods. The survey involved a sample of 78 SMEs
in manufacturing sector of the Ho Municipality. Econometric model defined the company's
growth as the dependent variable and the independent variables included access to credit, total
investments, age of the company, the initial capital, the level of education and the annual
turnover of the company. Both surveys and econometric results showed that access to credit
provided a significant positive effect on the growth of SMEs in Ho-city of Ghana.
Joseph and Dansu (2013) examined the relationship between business risk and sustainability of
SMEs in Nigeria. They asserted that SMEs faced a number of risks that require risk management
efforts that are objective and transparent. Primary data were generated from fifty (50) SMEs in
Lagos State. Data analyses and hypotheses testing were done using Chi-square and descriptive
statistics. The results showed that the risk management strategies of SMEs did have a positive
impact on the sustainability of their businesses.
Ogujiuba, et al., (2013) Katua, (2014) analysed the availability of credit for small and medium
enterprises in Nigeria and the importance of new authorized capital for SMEs. Abereijo and
Fayomi (2005) also examined innovative approaches to financing SMEs across the world,
especially private equity financing in order to identify best SMEs practices. It was found that
there were still many challenges for banks across the world to overcome difficulties in
implementing SMEs credit scheme, challenges related to cash flow, structuring investments,
increased monitoring / value, liquidity and exit strategies.
Kira(2013), Quaye et al. (2014) and Katua (2014) conducted a study on the effect of bank loans to
SMEs on economic growth of the country. They observed that though Small and Medium
Enterprises are potential for creating value-addition, in reality, they have not been maximally
developed as evidenced by many shortcomings that hamper SMEs to flourish. One significant
factor is capital (investment). This hampers SMEs from raising the scale of production and
expansion. The study however found a positive relationship between easy access for SMEs to
credit and economic growth (Kira, 2013; Quayeet al., 2014; Katua, 2014).
Concept of performance
Performance according to Obiwuru, Okwu, Akpa and Nwankwere (2011) refers to ability of an
organization to achieve such objectives as high profit, quality product; large market share, good
financial results and survival at pre-determined time using relevant strategies for action.
Consequently, Wang, (2010) viewed performance as product accomplishments, results and
achievements in an organization. Williams and Andersons, (1991) also defined performance as
employee's achievement level in his/her responsibilities and duties assigned in the workplace.
Understanding determinant factors of SMEs performance is considered an important area of
focus in enterprises (Rosli, 2011). This is because SMEs contribute to employment growth at a
higher rate than larger firms. Anastasia (2008) posited that organizational performance can be
measured by effectiveness, efficiency, satisfaction and innovation of products. Apolot (2012) in
his study measured organizational assessments of performance in sales growth, customer
satisfaction and profitability in their businesses. This study therefore adapts the definition of both
Apolot (2012) and Anastasia (2008).
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Concept of Microfinance
Microfinance is a poverty alleviation tool which has gained worldwide recognition since the
1990s and proven to have positive impact on poverty levels and entrepreneurship development
in developing countries (Hossain et al, 2008). Microfinance is the provision of financial services
to the poor, aiming at empowering low income population by providing them with access to
credit and other financial services.
Through MFIs, the poor can obtain collateral-free loans at relatively low interest rates and use the
money for creating microenterprises (small businesses owned by poor people), funding children's
education and improving households, among others. Aside from microcredit, MFIs have also
developed numerous financial services such as micro-insurance and micro-mortgage designed to
accommodate the poor's financial needs. Most of these institutions have also required their clients
to open up savings accounts which could be used for emergency and investment purposes (Carr
& Tong, 2002).
The Canadian International Development Agency (CIDA) defined microfinance as the provision
of a broad range of financial services to poor, low income households and micro enterprises
usually lacking access to formal financial institutions (CIDA,2002).It is the provision of financial
services and the management of small amounts of money through a range of products that are
targeted at the poor people. This product includes loans, savings, insurance et cetera (United
Nation, 2005). According to Almeyda and Branch (1999), micro finance is the provision of credit,
savings and other financial services to lower-income groups. In addition, Otero (1999) defined
microfinance as the provision of financial services to low-income poor and very poor selfemployed people. Microfinance came into being from the appreciation that micro-entrepreneurs
and some poorer clients can be 'bankable', that is, they can repay both the principal and interest
on time and also make savings provided financial services are tailored to suit their needs.
Concept of Microcredit
According to Micro-credit Summit (2002), Microcredit is the extension of small loans to
entrepreneurs too poor to qualify for commercial bank credit. It is the provision of cash and in
kind loans in smaller amounts to micro, small entrepreneurs meant to improve their business
operations. Sinha and Matin (1998) described microcredit as small loans, whereas microfinance
is appropriate where NGOs and Microfinance Institutions (MFIs) supplement the loans with
other financial services such as savings, insurance, etcetera. Thus microcredit is a component of
microfinance in that it involves providing credit to the poor. Credit however provides the basis
for increased production efficiency through a specialization function (Kimemia, 2004).
Concept of SME in Nigeria
Small scale businesses, Small scale industries and small scale entrepreneurship are often used
interchangeably to mean a Small and Medium Scale Enterprise. In Nigeria and worldwide, there
seems to be no specific definition of small business. Different authors, scholars, and schools have
different ideas as to the differences in capital outlay, number of employees, sales turnover, fixed
capital investment, available plant and machinery, market share and the level of development,
these features equally vary from one country to the other.
In Nigeria, for example, the Third National Development plan defined a small scale business as
a manufacturing establishment employing less than ten people, or whose investment in
machinery and equipment does not exceed six hundred thousand naira (Kayode, 2010). Similarly,
Central Bank of Nigeria (CBN) in its credit guidelines, classified small scale business as the
businesses with an annual income/asset of less half a million naira (N500,000) (Kayode, 2010).
Also, the Federal Government Small Scale Industry Development Plan of 1980 defined a small
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scale business in Nigeria as any manufacturing process or service industry with a capital not
exceeding N 150,000 in manufacturing and equipment alone. In the same vein, the Small Scale
Industries Association of Nigeria (1973) also defined small scale business as those having
investment (i.e. capital, land building and equipment of up to N 60, 000 (pre-SAP Value) and
employing not more than fifty persons. While, the Federal Ministry of Industries defined it as
those enterprises that cost no more than N 500, 000 (pre-SAP Value) including working capital to
set up. In addition, the Centre for Management Development (CMD) definition of small industry
in the policy proposal submitted to the federal government in 1982 defined small scale industry
as, “a manufacturing processing, or servicing industry involved in a factory of production type
of operation, employing up to 50 full-time workers'' (Kayode, 2010). While in the United States,
the Small Business Administration (SBA) defines a small business as one that is independently
owned and operated and is not dominant in its field and meets employment or sales standard
developed by the agency (White & Chacaltana, 2002).
3. Methodology
Study Area
The study was conducted in Oyo State, focusing on three Local Government Areas of Oluyole,
Ibadan North and Ibadan South West. These three local governments were picked in Oyo State
owing to the concentration of small and medium scale enterprises in these areas. The study
essentially concentrated on the small and medium scale enterprises in these Local Government
areas.
Scope of the Study
The study focused on the impact of microfinance banks’ credit on the performance of small and
medium scale enterprises in Ibadan North, Oluyole and Ibadan South West Local governments.
The study intended to study only the microfinance banks' credit to SMEs.
Research Design
The design that was used in this study is the survey design of a descriptive nature. This involves
the use of questionnaire to elicit response from the participants.
Population and Sample of the Study
The study population was the entire small and medium scale enterprises owners in of Oluyole,
Ibadan North and Ibadan South West Local governments, while the sample size for the purpose
of the study was 150 owners of small and medium enterprises.
Procedure of Data Collection and Instrumentation
Data was collected with the aid of a questionnaire. The questionnaire was administered on the
owners of the small and medium scale enterprises in the selected local government areas. In the
process of data collection, the researcher employed research assistants who helped in taking the
questionnaires to these SME owners and their responses were retrieved after some of them have
successfully filled the questionnaires.
Two instruments were used for this study. The first instrument used for this study was the microcredit and micro-savings questionnaire developed by Msoka (2014).Small and medium scale
enterprises performance was measured by profitability, sales growth, innovation, effectiveness,
efficiency and customer satisfaction questionnaire was adapted from Anastasia (2008). The
instruments had a five-point rating scale of Strongly Agree, Agree, Disagree, Undecided and
Strongly Disagree response options.
The model that as estimated for the study is presented below:
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SP = αi + β1IF + β2IC +ɛ
Where:
SP- Information on SME's Performance
αi – Intercept of the model
β- The slope coefficient
IF- Information on Micro-loan
IC- Information on Micro-savings
ɛ - Random disturbance term.
4. Presentation of Result
Hypothesis one states that there is no significant impact of microfinance banks’ credit on the
profitability of small and medium enterprises in Ibadan, Oyo state, Nigeria.
Table 1:Summary of Regression analysis showing the Impact of Microfinance Banks’ Credit
on the Profitability of Small and Medium Enterprises In Ibadan, Oyo State, Nigeria
R

R Square

.457
A N O V A
Model

.214

Regression
Residual
Total

Sum
of
Squares
2368.426
14663.562
17031.998

Df
1
149
150

Mean
Square
543.456
217.316

Adjusted R
Square
.143

Std. Error
Estimate
14.773

of

F

Sig.

Remark

2.501

.007

Sig.

the

Table 1 shows the impact of microfinance banks’ credit on the profitability of small and medium
enterprises in Ibadan, Oyo State, Nigeria. The table further shows that a coefficient of multiple
correlation ((R = .457; R2 = .214 and adjusted R2 = .143; P<.05). This implies that 14.3% of the
variance was accounted for by the predictor variable (microfinance credit). The table also shows
that the analysis of variance for the regression yielded (F = 2.501; P<.05). This implies that
microfinance credit significantly predict profitability of the small and medium enterprises in Oyo
State, Nigeria.
Hypothesis two states that there is no significant impact of microfinance banks’ credit on the
market size of small and medium enterprises in Ibadan, Oyo State, Nigeria.
Table 2: Summary of Regression Analysis Showing the Impact of Microfinance Banks’
Credit on the Market Size of Small and Medium Enterprises in Ibadan, Oyo State, Nigeria.
R

R Square

.312
A N O V A
Model

.110

Regression
Residual
Total

Sum
of
Squares
1054.951
24159.154
25214.105

Df
1
149
150

Mean
Square
720.214
145.627

Adjusted R
Square
.093

Std. Error
Estimate
14.773

of

F

Sig.

Remark

4.946

.018

Sig.

the

Table 2 shows the composite impact of microfinance banks’ credit on the market size of small and
medium enterprises in Ibadan, Oyo State, Nigeria. The table also shows a coefficient of multiple
correlation (R = .312 and R2 = .110 and adjusted R2 = .093; P<.05). This implies that 9.3% of the
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variance was accounted for by the predictor variable (microfinance banks' credit). The table also
shows that the analysis of variance for the regression yielded (F-ratio = 4.946; P< 0.05).This implies
that microfinance banks’ credit has a significant positive relationship on the market size of small
and medium enterprises in Ibadan, Oyo State, Nigeria.
Discussion
This study investigated impact of microfinance credit on the performance of small and medium
scale enterprises in Oyo State, Nigeria. The performance indicators considered in this study are
profitability and market size. Two hypotheses were tested in this study. Hypothesis one states
that there is no significant impact of microfinance banks’ credit on the profitability of small and
medium enterprises in Ibadan, Oyo state, Nigeria. The result from this study shows that there
was significant impact of microfinance credit on the profitability of small and medium enterprises
in Oyo State, Nigeria. This was corroborated by Obiwuru, Okwu, Akpa and Nwankwere (2011).
Hypothesis two states that there is no significant impact of microfinance banks’ credit on the
market size of small and medium scale enterprises in Ibadan, Oyo State, Nigeria. The result shows
that microfinance credit had significant impact on the market size of small and medium scale
enterprises in Oyo State, Nigeria.
5. Conclusion and Recommendations
To ensure maximum performance of small and medium enterprises in terms of profitability and
market size, there is need for microfinance banks to make available sustainable credit facilities to
SMEs. This can be done in different forms through loans and advances. It is worthy of note that
credit facilities of the microfinance banks would improve the market size and profit margin of
the small and medium scale enterprises.
Therefore, subject to the above findings, the following recommendations are made:
I.
II.
III.
IV.

That government should formulate policy that would make business activities of small
and medium scale enterprises amenable and easy to conduct.
That credit facility which is interest friendly should be made available by the
microfinance banks to small and medium scale enterprises.
The requirements for accessing credit facilities should be less stringent to allow every
small and medium scale enterprise owner access credit without restriction.
That adequate sensitization should be made by the microfinance banks to educate the
owners of small and medium scale enterprises on the various facilities available and how
to access it.
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