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Abstract

This empirical research paper examined the contributions of SMEs to the Economic Development
of Nigeria. This study adopted a time-series econometric technique and a quantitative research
design to investigate the relationship between Nigeria's economic development and SMEs
contributions. Because it allows the researcher to apply statistical tools to measure correlations
among variables, the quantitative design is appropriate. Because the study uses pre-existing
macroeconomic data and entrepreneurial indicators in Nigeria, it explicitly employs the ex-post
facto research design. This method enables the researcher to examine past patterns to ascertain the
SMEs contributions in connection to Nigeria’s economic development. Using secondary time-
series data obtained from institutions such as the Central Bank of Nigeria, the National Bureau of
Statistics, and the World Bank through regression analysis, the study empirically analyzed the
relationship between the contributions of SMEs to Nigeria’s economic development. The
regression results indicated that the contributions of SMEs facilitate Nigeria’s Economic
development. The findings proved that SMEs are indispensable to the economic development of
Nigeria. This study concludes by specifically determining SMEs contributions which include
employment generation, poverty reduction, industrial growth and development, encouragement of
entrepreneurial innovation, contribution to Gross Domestic Products (GDP), Export Promotion
and Foreign Exchange Earnings, revenue generation to government, development of local content,
rural development, all have significant and positive effect on Nigeria’s economic development.
The study recommends that strengthening SMEs through supportive policies, access to finance,
and infrastructure development will further enhance their role in driving sustainable economic
growth in Nigeria.

Keywords: SMEs Contributions, Nigeria’s Economic Development, Employment Generation,
Entrepreneurial Innovation, Gross Domestic Product (GDP) Time-series
Econometric Technique.
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Introduction

Nigeria's economy depends heavily on small and medium-sized enterprises (SMEs), which employ
more than 84% of the labor force and contribute about 48% of the country's GDP. They account
for more than 96% of enterprises and serve as catalysts for industrialization, employment growth,
and poverty alleviation. SMEs confront obstacles like inadequate infrastructure and restricted
access to financing despite their importance. Small and medium-sized businesses (SMEs) are a
significant force behind economic growth and are essential to the majority of economies
worldwide, especially those in developing and emerging countries. They account for 99% of all
companies in the EU, have created roughly 85% of new jobs over the past five years, and guarantee
two-thirds of all private sector activity in the area. For example, in 2015, there were almost 23
million SMEs that produced a greater added value of 3.9 billion EUR and 90 million employments.
In contrast to large corporations, small and medium-sized enterprises (SMEs) exhibit superior
flexibility to technical shifts, higher promotion of income distribution, and better adaptability to
market fluctuations and new customer requirements. Additionally, their organizational structure
facilitates faster decision-making (Chukwuka & Imide 2022).

The historical events of economic growth and development in various countries highlight
the advantageous influence and positive impact of SMEs (Small and Medium-sized Enterprises).
Technological innovations and export promotion have played significant roles. For instance, the
Industrial Revolution of 1760-1850 illustrates the inherent capacity for innovation that SMEs
possess, a capacity that continues to be challenged in the present century, particularly after the
economic shifts caused by the COVID-19 pandemic. Despite these challenges, SMEs continue to
be economic drivers in both developed and developing nations. In many advanced economies, over
90% of businesses fall under the SME category, contributing substantially to the industrial
workforce. For example, in Japan, SMEs account for 70% of the industrial labor force, while in
Germany and the USA, they represent 50% and 46%, respectively2. In the USA, the pandemic led
to a significant decline in GDP, with business closures being a major contributing factor3.

Research has shown that the enduring significance of SMEs in developed economies can
be attributed to a blend of technological and social factors. These economies increasingly rely on
knowledge, skills, and technology rather than traditional resource-intensive methods. There is a
shift towards modern manufacturing processes that emphasize flexibility and are driven by
sophisticated software running on robust hardware platforms (Adeoye & Abu 2015).

Social factors also underscore the importance of SMEs, including the generation of
employment, poverty alleviation through self-employment initiatives, and the establishment of
improved work environments. Gathering precise and comparable data on Small and Medium
Enterprises (SMESs) in developing nations can be challenging. However, it is evident that SMEs
play a crucial role in both developing and developed economies. Developing countries typically
exhibit characteristics such as limited domestic markets, inadequate infrastructure, high
transportation costs, capital and exchange limitations, weak currency, technology and foreign
market access constraints, and an abundance of low-quality labor (Acs, et al. 2018). These factors
make developing countries vulnerable to productivity gaps and investment shortfalls.
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Foreign direct investment and technology acquisition are essential for these countries to
achieve sustainable economic growth and reduce poverty (GSC Advanced Research and Reviews,
2024).

Despite being recognized as vital for economic progress, SMEs in developing countries
and emerging economies encounter significant hurdles in attracting investors and accessing
technology. Challenges include ineffective investment and technology promotion, inappropriate
legal frameworks, limited institutional support, scarce access to investors, technological resources,
deficient technical and managerial skills, financing difficulties, and lack of awareness regarding
laws and regulations (OECD iLibrary, 2024). Furthermore, SMEs struggle to achieve economies
of scale, face issues related to size and isolation, and encounter obstacles in integrating into
national and global value chains dominated by large multinational corporations (ICSB, 2024).

A competitive and robust industrial sector depends on a balanced combination of large,
medium, and small enterprises for optimal effectiveness. SMEs are crucial in generating
employment, income, and added value, representing a significant portion of manufacturing
employment, accounting for up to ninety percent (90%), and contributing between forty percent
(40%) and eighty percent (80%) of manufacturing employment (Chukwuka & Imide, 2024).

Small and Medium Enterprises (SMEs) play a crucial role in the Nigerian economy,
particularly in creating employment opportunities and contributing to GDP growth. SMEs are
essential for fostering industrial diversification and resilience against economic shocks. They
typically contribute between 30% to 50% of total industrial exports in developing countries (GSC
Advanced Research and Reviews, 2024).

Despite their importance, SMEs in Nigeria face significant challenges, including limited
access to finance, inadequate infrastructure, and insufficient government support. These challenges
hinder their ability to scale and compete effectively in both local and global markets (OECD
iLibrary, 2024). The COVID-19 pandemic has further exacerbated these issues, highlighting the
need for robust support systems to ensure the sustainability of SMEs (Chukwuka & Igweh 2025).

The Statement of Problem and the Justification of the Study

In emerging nations like Nigeria, small and medium-sized businesses (SMEs) are widely
recognized as important forces behind economic expansion, job creation, and innovation. Due to
ongoing structural and operational issues, SMEs' ability to contribute significantly to Nigeria's
economic development has not yet been completely realized. The restricted availability of
financing is one of the main issues. Due to high interest rates, a lack of collateral and strict lending
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Furthermore the cost of doing business is also increased by infrastructural shortcomings,
such as erratic power supplies, subpar transit systems, and insufficient digital infrastructure. These
difficulties limit the overall contribution of SMEs to the national economy by lowering
productivity and profitability. SME growth is further hampered by bureaucratic bottlenecks,
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contradictory government policies, and a lack of institutional support. Uncertainty about
regulations frequently deters entrepreneurship and erodes investor confidence. Further impeding
their growth is the fact that many SMEs lack technical know-how, managerial experience, and
access to market data. Even while SMEs boost GDP and employment in Nigeria, their influence
is still less than anticipated when compared to other developing nations. This raises serious
questions about the efficacy of current support systems and policies meant to encourage the growth
of SMEs. As a result, it's vital to assess how much SMEs have contributed to Nigeria's economic
growth and pinpoint the barriers to their success.

The importance of SMEs in promoting Nigeria's economic growth justifies this study.
Gaining an understanding of their contributions offers important insights into how the sector can
be developed to improve the development and growth of the country.

First, by offering empirical data on the connection between SME activity and economic
development, the study will advance scholarly understanding. Future researchers interested in
business studies, development economics, and entrepreneurship will also be able to refer to it.

Second, the results will help government organizations and policymakers create
interventions and policies that effectively promote the expansion of SMEs. The study can help
develop strategies to increase SMEs' access to capital, infrastructure, and institutional assistance
by identifying the obstacles they face.

Thirdly, by identifying areas that need improvement and growth prospects, the study will
help entrepreneurs and SME operators. It can help entrepreneurs make well-informed choices that
boost output and competitiveness.

Furthermore, encouraging SME development is crucial for generating cash and jobs given
Nigeria's high unemployment and poverty rates. The significance of SMEs as a tool for sustainable
development and economic diversification will be emphasized by this study.

Lastly, the study is supported by the argument that bolstering SMEs can lessen Nigeria's
excessive reliance on oil earnings and foster a more robust and diverse economy. The study will
offer practical suggestions for optimizing the potential of SMEs in propelling Nigeria's economic
development by analyzing their contributions and limitations.

This study objective is to determine the SMEs contributions to Nigeria’s Economic
Development and to ascertain the nature of connection between SMEs contributions and Nigeria’s
Economic Development.

Literature Review

Concept of Small Medium Scale Enterprises (SMEs)

Small and medium-sized enterprises, also known as SMEs are an essential part of the world
economy since they have a significant impact on employment creation, economic growth, and the
development of innovative practices (Chukwuka & Imide 2022). The classification of a small and
medium-sized enterprise (SME) varies between nations and areas, usually based on factors like
the number of employees, yearly income, or asset value. Small and medium-sized businesses
(SMEs) in the European Union are classified according to the size of their staff. In particular,
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micro-companies are those that employ fewer than ten people, small businesses are those that
employ between 10 and 49 people, and medium-sized businesses are those that employ between
50 and 249 people. These businesses have limited resources, focus on regional or niche markets,
exhibit adaptability to market changes, are inclined toward innovation, and have a big influence
on the creation of jobs (Igweh & Chukwuka 2025).

Significance of the SME Sub-Sector in the Nigerian Economy

To address these challenges, it is essential to enhance support mechanisms through targeted
policies. This includes improving access to commercial finance, venture capital, training and
retraining programs, research and development (R&D) support, infrastructure development, and
tax incentives. These measures can be implemented through local authorities and industry
associations, sometimes in partnership with non-governmental organizations (NGOs) (Apaokueze
et. al 2025).

A strong SME sector is vital for sustainable development, as it generates employment,
income, and added value. SMEs represent a significant portion of the manufacturing workforce,
accounting for up to 90% of employment in this sector and contributing between 40% and 80% of
manufacturing employment (Adewumi et al 2021).

In recognition of the vital roles SMEs play in economic growth and development, Nigerian
governments have implemented various initiatives to support SMEs. This support, which has
evolved with changes in government leadership, has been crucial in creating opportunities for
SMEs. Over the past 30 years, the government has established several programs and opportunities
to facilitate SMEs’ access to funding. These include:

Small Scale Industries Credit Scheme (SSICS) 1971
Nigerian Bank for Commerce and Industries (NBCI) 1973
Nigerian Industrial Development Bank (NIDB) 1964

SME Apex Unit of Central Bank (1989)

National Economic Reconstruction Fund (NERFUND) 1989
The African Development Bank/ Export Stimulation Loan (ADB/ESL) 1989
Nigerian Export Import Bank (NEXIM)

National Directorate of Employment (NDE)

Industrial Development Co-coordinating Centre (IDDC)
Community Banks

11.  People’s Bank
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15. Bank of Industry (BOI)

16.  Small and Medium Enterprises Developing Agency of Nigeria (SMEDAN)
17.  Credit Guarantee Scheme for SMEs
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These initiatives have been instrumental in providing the necessary financial support and
infrastructure development for SMEs, thereby fostering economic growth and development in
Nigeria (Okoduwa et al 2026).

Despite the establishment of institutions aimed at supporting Small and Medium-sized
Enterprises (SMEs) in Nigeria, such as the Bank of Industry (BOI), Small and Medium Enterprises
Development Agency of Nigeria (SMEDAN), and the Credit Guarantee Scheme, this sub-sector
continues to face challenges in the country's complex business environment (Adebusuyi, 2017).
To address these challenges, the government has introduced various support schemes, including
the Credit Guarantee Scheme, which aims to improve access to credit for SMEs (Central Bank of
Nigeria, 2020). Additionally, the Bankers Committee's decision to institutionalize the Small and
Medium Industries Equity Investment Scheme (SMIEIS) is expected to enhance equity financing
access for SMEs ((Adewumi et al 2021).

According to Charles Odili, Director-General of SMEDAN, SMEs have started accessing
a N5 billion single-digit interest rate loan secured from Sterling Bank ((link unavailable), 2024).
This loan is expected to provide crucial financial support to SMEs.

Furthermore, SMEs play a significant role in the economies of West African countries. In
Nigeria, SMEs contribute 46.5% to the country's GDP (World Bank, 2020). Similarly, in Ghana,
SMEs contribute 49.8% to the country's GDP (Ghana Statistical Service, 2020). In Senegal, SMEs
contribute 43.8% to the country's GDP (Agence Nationale de la Statistiqueet de la Démographie,
2020), while in Mali, SMEs contribute 35.4% to the country's GDP (Institut National de la
Statistique, 2020).
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The table below summarizes the contributions of SMEs to the economies of these West

African countries:

Industrial Nigeria Ghana Ivory Coast Senegal
Characteristics

Total number of

business 96% 90% 98% 90%
establishment

Contribution to

total  industrial | 98%0 80% 23% 42%
employment

Contribution to | 48% 60% 23% 33%

SOURCE: Google search engine.

The Problems of SMEs in Nigeria
A comprehensive review of literature highlights a multitude of significant challenges faced by
SMEs in Nigeria, including:

1.

Inadequate, inefficient, and sometimes non-functional infrastructural facilities: SMEs often
bear the burden of high operational costs due to the necessity of privately providing utilities
like roads, water, electricity, transportation, and communication.

Bureaucratic bottlenecks and inefficiencies: The administration of government incentives
and support facilities is plagued by inefficiencies, deterring potential SME entrepreneurs
and hindering the growth of existing ones.

Limited access to funding and credit: Challenges arise from banks’ reluctance to lend to
SMEs due to factors such as poorly documented business proposals, lack of suitable
collateral, high administrative costs for small loans, and elevated interest rates.
Additionally, banks exhibit a tendency to discriminate against SMEs, particularly startups,
due to perceived lending risks.

Costly preparation of suitable business proposals.

Unequal competition influenced by import duties that sometimes benefit foreign finished
goods.

Limited access to suitable technology and minimal focus on research and development.
Reliance on imported raw materials leading to high foreign exchange expenses and
occasional scarcity.

Weak product demand due to low consumer buying power and lack of support for locally
manufactured goods.
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9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

a)
b)

c)
d)

Unfair trade practices such as dumping and the influx of substandard goods.
Deficiencies in organization, marketing, information utilization, personnel management,
and accounting skills due to insufficient educational and technical backgrounds of SME
owners and employees.
Numerous regulatory agencies, taxes, and levies leading to increased business costs and
deterring entrepreneurs due to the lack of a unified and published tax system.
Pervasive corruption and harassment of SMEs by certain government agencies for
unauthorized fees and payments.
Lack of long-term financing to support capital assets and equipment through project
finance for SMEs.
Limited scientific and technological expertise leading to insufficient intellectual capital
resources, resulting in:
Importing equipment at high a. costs and requiring expensive expatriate skills.
Shortcomings in process technology, design innovations, patents portfolio have been
identified, necessitating payments for royalties, technology transfer fees, and
significant capital investment.
Deficiency in technical skills, including technological and strategic capabilities.
Inability to meet strict international quality standards, acting as trade barriers imposed
by developed countries under the pretext of environmental or health regulations. For
instance, the potential restriction on African agricultural products in the US markets.
Challenges in entering and competing in export markets due to poor product quality, lack
of knowledge in export strategies and networks, and inadequate technology for processing,
preserving, and packaging products for export.
Absence of proactive administrative framework or support system to nurture and maintain
SME development, reflecting inadequate technological capabilities.
Inadequate managerial and entrepreneurial skills, resulting in the absence of strategic,
business, and succession plans, proper organizational structures, transparent operational
systems, etc., leading many SME founders and managers to acquire outdated and
inefficient equipment, hampering productivity and product quality.
Insufficient training and leadership development opportunities tailored to the needs of
SMEs in areas like Accounting, Marketing, Information Technology, Technological
processes, International trade, and SME management. This lack of relevant training leaves
SMEs to navigate operational challenges independently within the Nigerian business
environment and inadequate support from institutions dedicated to SME development.

Prospects of SMEs in Nigeria

Despite the significant challenges faced by SMEs, it is important to recognize that the government
has taken steps to support and alleviate some of these obstacles. Over the past forty-five years, the
government has established various support institutions and relief measures tailored to assist SMEs
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and address their operational difficulties. These initiatives according to Chukwuka & Imide (2023)
include:
e Specialized banks: Created to provide funding specifically for SMEs.
e Agencies and departments: Aimed at improving the circumstances of SMEs and offering
support to enhance their prospects.

Through these support institutions and measures, the government aims to help SMEs
overcome constraints and thrive, acknowledging their role in generating employment, fostering
economic growth, and contributing to overall development.

The effectiveness and productivity of government policies related to SME support
institutions have come into question due to various shortcomings.

Observations suggest that these policies may have been ineffective for several reasons:
e Defects in formulation and conceptualization.
e Lack of rigorous implementation.
e Limited consultation with SME operators, managers, or proprietors during policy
development.
e Misplaced priorities and emphases in policy execution.

To enhance the impact of these policies and ensure they deliver the intended outcomes, it
is crucial for all stakeholders in the SME sector to be actively involved in the formulation and
implementation of policies. This inclusive approach can lead to more effective policies that address
the real needs and challenges faced by SMEs.

The commitment of governments at different levels (local, state, and federal) to enhance
the prospects of SMEs in contributing significantly to Nigeria’s economic progress and
development is reassuring. This dedication is evident in various initiatives undertaken recently.
For instance, the government has established and empowered institutions such as the Bank of
Industry (BOI) and the Small and Medium Enterprises Development Agency of Nigeria
(SMEDAN). Moreover, the facilitation of the Bankers’ Committee’s implementation of the Small
and Medium Industries Equity Investment Scheme (SMIEIS) demonstrates a concerted effort to
support SME growth.

Furthermore, the federal government’s emphasis on achieving the goals of NEPAD, its
collaboration with multilateral agencies and provision of financial support, including endorsing
international development finance entities like the European Investment Bank (EIB), all reflect a
proactive approach to bolstering SMEs. Additionally, the government’s initiatives focused on
poverty alleviation and assisting individuals impacted by ongoing reforms underscore a broader
strategy to ensure economic stability and resilience.

Noteworthy is the proposed establishment of a Credit Guarantee Scheme tailored to
facilitate SME access to loans, which underscores the government’s commitment to addressing
financing challenges faced by small and medium enterprises. These collective efforts highlight a
comprehensive strategy to empower SMEs and foster a conducive environment for their
sustainable growth within the Nigerian economy.
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Given the pivotal role SMEs play in fostering industrial and economic growth in
developing nations like Nigeria, it is imperative for the Nigerian government to maintain its
commitment to ensuring the vibrancy and productivity of this crucial sector. In addition to
government initiatives aimed at revitalizing and sustaining the SME subsector, the private sector,
along with professional groups and associations, are actively contributing to its development.

The capital market, led by institutions like the Nigerian Stock Exchange (NSE) and
Securities and Exchange Commission (SEC), has been expanding its offerings and streamlining
processes to facilitate cost-effective funding access for SMEs. Professional bodies such as
Chambers of Commerce, the Nigerian Association of Small and Medium Enterprises (NASME),
and the Nigerian Association of Small Scale Industries (NASSI) are advocating for enhanced
welfare and a more conducive business environment through active engagement with the
government.

With the growing awareness among Nigerian investors and the depth of the local capital
market, many SMEs are expected to explore fundraising opportunities in the capital market.
Moreover, there is a resurgence of interest and momentum in establishing venture capital firms
tailored to support SME development. Some banks are also considering venturing into this space
to channel funds reserved under schemes like SMIEIS towards SME investment.

As ongoing government reforms may result in job losses across various sectors, individuals
affected by these changes may increasingly turn to the SME sector for entrepreneurial
opportunities. This shift underscores the importance of not overlooking the significant role SMEs
play in the Nigerian economy, prompting the government to continue supporting and prioritizing
the growth and sustainability of this vital sector.

On the international front, SMEs in Nigeria are benefiting from a more favorable and
improved operational environment. The ongoing emphasis on commercialization and privatization
of government-owned enterprises has created new opportunities for SMEs and aspiring
entrepreneurs. Globalization has also had a positive impact on the sub-sector, with trade
liberalization under WTO agreements enabling SMEs to tap into international markets. Initiatives
like the African Growth and Opportunities Act (AGOA), which offer incentives to African
exporters, particularly to the United States, present additional avenues for Nigerian SMEs to
explore.

Moreover, programs like NEPAD have opened up further growth prospects for Nigerian
SMEs, signaling a broader framework for international collaboration and economic development.
The federal government has actively engaged with developed nations, seeking foreign investments
in Nigeria through various channels such as presidential visits, trade missions, exhibitions, and
promotional activities. The Nigerian Export Promotion Council (NEPC) and the Nigerian
Investment Promotion Council (NIPC) have intensified their efforts to attract foreign investments,
reflecting the government’s commitment to fostering a conducive investment climate.

Nigeria’s vast economic potential and market size have attracted numerous foreign trade
delegations and missions seeking to explore business opportunities in the country. For instance, a
notable trade delegation from Thailand’s Department of Export Promotion visited Nigeria in
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November 2004 to strengthen bilateral trade relations. During their visit, they engaged with SME
operators in Lagos, as well as key industry leaders and chambers of commerce representatives,
highlighting the growing interest in promoting trade and investment partnerships between Nigeria
and other countries.

The World Bank’s International Finance Corporation (IFC) and various international
agencies such as the United Nations Industrial Development Organization (UNIDO), the United
Kingdom’s Department for International Development (DFID), the United States Agency for
International Development (USAID), and the World Bank’s International Development
Association (IDA) have maintained a strong focus on supporting SMEs, reflecting the significance
of SME development in economic growth and sustainability.

In a notable development, the Institute of Directors (IOD) president, Ms.
BennedikterMolokwu, announced in February 2005 that the Blair Commission for Africa would
aid Nigerian SMEs by facilitating access to loans and establishing a lending structure through
banks. Recognizing SMEs as essential drivers of growth, Molokwu highlighted their role as the
primary employers, particularly benefiting women and the youth, who make up a significant
portion of the African workforce. She emphasized that while a majority of SMEs in Nigeria operate
in sectors like agriculture, services, and commerce, only a small percentage are engaged in
manufacturing.

This understanding prompted the recent modification of the SMIEIS fund in February
2005, expanding its scope to address the diverse needs of SMEs beyond its initial limitations. The
recognition of SMEs as pivotal to economic development underscores the importance of tailored
support mechanisms to enable their growth and contribution to the broader economy.

When addressing the challenges faced by SMEs in Nigeria, the president of the Institute of
Directors highlighted various obstacles hindering their growth. These challenges include:
e Infrastructural decay: Poor infrastructure hampers operations and limits growth potential.
e Insecurity of lives and property: Security concerns impact business activities and
investments.
e Multiplicity of taxation: Complex tax systems burden SMEs and affect their
competitiveness.
e Lack of access to modern technology: Limited technological resources hinder innovation
and efficiency.
e Lack of research and development: Insufficient focus on R&D limits product and service
improvements.
e Deficiency in entrepreneurship skills: Inadequate entrepreneurial capabilities impede
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During the commissioning of the Small and Medium Enterprises Development Agency of
Nigeria (SMEDAN) headquarters, President Olusegun Obasanjo emphasized the importance of
initiatives like the Small and Medium Industries Equity Investment Scheme (SMIEIS) in
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supporting SME development. He urged the Central Bank of Nigeria (CBN) to ensure the effective
implementation of SMIEIS to complement the efforts of financial institutions like the Bank of
Industry (BOI) and the Nigeria Agricultural Cooperative and Rural Development Bank
(NACRDB) in providing long-term financial support to enterprises.

President Obasanjo underscored the government’s commitment to SME development as a
key component of the National Economic Empowerment and Development Strategy (NEEDS).
He recognized the potential of SMEs to alleviate poverty, create wealth, generate employment,
and foster economic growth. However, he acknowledged the historical neglect of SMEs and the
challenges they face, such as limited access to business information, markets, finance, and
technology. The president emphasized the importance of addressing these barriers to enable SMEs
to thrive and contribute significantly to the economy.

President Obasanjo expressed optimism about the future of SMEs in Nigeria, citing the
positive outcomes of his administration’s economic reforms. These reforms have led to significant
improvements in the legal and regulatory environment, particularly in areas such as company
registration, taxation, and telecommunications infrastructure.

In a bid to further enhance the vibrancy of the SME sector, the government, through
SMEDAN, appealed to the G8 countries to support the creation of a conducive environment for
small businesses to thrive in Nigeria. During a workshop titled “Developing Africa’s SME
Potential: How G8 Can Do More To Help Africa,” organized by the African Business Roundtable
(ABR) and the Tony Blair-driven Commission for Africa in Lagos, the then Director-General of
SMEDAN, Mrs. Modupe Adelaja, emphasized the importance of improving power supply over
concessionary interest rates. She also called for G8 assistance in simplifying business registration
and taxation procedures at all levels of government to encourage SMEs to transition from informal
to formal status (Chukwuka et al 2026).

Mrs. Adelaja urged developed nations to back SME development endeavors in Africa,
emphasizing that unlocking the potential of SMEs on the continent is essential for creating
employment, generating income, and fostering wealth. The concerted efforts of SMEDAN reflect
a positive outlook for the future of SMEs in Nigeria, signaling a promising trajectory for their
growth and impact on the economy.

The government of Israel has pledged to assist the Small and Medium Enterprises
Development Agency of Nigeria (SMEDAN) in capacity building for staff and entrepreneurs.
During a recent meeting between officials of SMEDAN in Abuja and Mr. Israel Strolor, the second
secretary of the Embassy of Israel, this commitment was affirmed. Israel is prepared to facilitate
training for Nigerians in small and medium enterprises, emphasizing the crucial role of knowledge
in economic development. Mr. Boaz Modali, the head of the personnel and training bureau in Israel,
also confirmed Israel’s readiness to support the development of Nigeria’s SME sub-sector through
its International Cooperation Programmes Department (MOSHAF).

The current focus of SMEDAN signals hope, confidence, and optimism that the
government will continue to prioritize the SME sub-sector. SMEDAN is nearing completion of a
nationwide census and survey of micro, small, and medium enterprises (MSMES) that began in
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March 2004. This initiative is crucial for SMEDAN to formulate policies, development programs,
and support services effectively. Understanding the population of MSMEs by sector (agriculture,
manufacturing, services, trade, construction, mining, technology, etc.), their rural and urban
distribution, and the level of linkages within and between industry sectors is essential for
promoting industrial integration, subcontracting opportunities, and overall industrial development.

The census/survey being conducted by SMEDAN will play a crucial role in assessing the
major operational challenges faced by micro, small, and medium enterprises (MSMEs). It will
cover market functions such as demand-pricing factors, supply factors, raw materials, and
technology infrastructure, as well as evaluate the policy environment related to regulatory
frameworks, incentives, and support systems. The comprehensive data and information gathered
from this survey will serve as the foundation for policy formulation, implementation, and
intervention. It will aid in developmental planning, provide insights for new investments, identify
growth opportunities, assess raw material availability, evaluate technology access, explore market
opportunities, and identify potential funding sources and assistance.

The Survey will Empower SMEDAN to:

e Map out effective strategies for revitalizing the MSME sub-sector by advising the
government on policy formulation and execution.

e Recommend suitable operators for various government incentives and support, including
funding through loans, equity, and grants.

e Provide advisory services to state governments on supporting and strengthening MSMEs,
considering their unique characteristics and circumstances.

e Identify viable projects to attract both local and foreign investors, aiming to stimulate
foreign investment.

e Identify projects with export potential and recommend suitable foreign markets to enhance
foreign exchange earnings.

o Assess MSMEs’ critical needs in capacity building, skills development, knowledge
enhancement, and process improvement, collaborating with relevant government
institutions and agencies like the National Poverty Eradication Programme (NAPEP), the
Centre for Management Development (CMD), and the National Directorate of
Employment (NDE).

e Establish state-specific business support centers across the federation.

e Facilitate the nronmantinn and nnvernment siinnart far analitv local nradiicts and services
CHUKWUKA, E. J.,, IGWEH K. F. & NWAKA R. N.: Assessing the Contribution of Small and Medium-Scale
Enterprises to Economic Development in Nigeria

Small and Medium-sized Enterprises (SMEs) are widely recognized as the backbone of many
economies, particularly in developing countries like Nigeria. They play a critical role in fostering
economic growth, reducing poverty, and promoting industrialization. In Nigeria, SMEs account
for a significant portion of businesses and contribute immensely to national development.

Below are the Contributions of SMEs to Nigeria’s Economic Development:
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Employment Generation

One of the most significant contributions of SMEs is job creation. SMES:

Small and Medium Enterprises (SMEs) play a critical role in employment generation, which is one
of their most significant contributions to Nigeria’s economic development. In a country like
Nigeria, where unemployment and underemployment remain persistent challenges, SMEs serve as
a major source of job creation across various sectors.

a. Direct Job Creation

SMEs generate employment directly by hiring workers for their operations. These businesses span
sectors such as agriculture, manufacturing, trade, and services, thereby absorbing a large portion
of the labor force. Unlike large corporations that are capital-intensive, SMEs are typically labor-
intensive, making them more effective in creating jobs for both skilled and unskilled workers.

b. Indirect Employment Opportunities

Beyond direct employment, SMEs create indirect jobs through their value chains. For example,
suppliers, distributors, transporters, and retailers all benefit from SME activities. This multiplier
effect expands employment opportunities across the economy and stimulates related industries.

c. Promotion of Entrepreneurship and Self-Employment

SMEs encourage entrepreneurship by providing individuals with opportunities to start and manage
their own businesses. This reduces dependence on scarce formal jobs and promotes self-
employment. Many Nigerians, particularly youths and graduates, turn to SMEs as a viable means
of livelihood. In Nigeria, SMEs are estimated to employ over 70% of the workforce, especially in
sectors like agriculture, trade, and manufacturing.

d. Flexibility and Inclusiveness in Employment

SMEs tend to offer flexible employment opportunities, including part-time and informal jobs.
They are also more inclusive, providing opportunities for women, youth, and marginalized
groups who may face barriers in formal employment sectors.

Poverty Reduction
SMEs contribute to poverty alleviation by:
SMEs are often located in rural and semi-urban areas, where large industries are scarce. By
creating jobs in these regions, SMEs help reduce rural-urban migration and promote balanced
regional development. Employment generation at the grassroots level also contributes significantly
to poverty reduction.

e Generating income for individuals and households.

« Encouraging self-employment and entrepreneurship.

« Improving living standards in both urban and rural areas.
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By creating jobs and income opportunities, SMEs help bridge the gap between the rich and the
poor.

Contribution to Gross Domestic Product (GDP)
SMEs make substantial contributions to Nigeria’s GDP by:
a. Meaning of Gross Domestic Product (GDP)
e Gross Domestic Product (GDP) refers to the total monetary value of all goods and
services produced within a country over a specific period (usually annually or quarterly).
o Itisakey indicator used to measure the size, performance, and health of an economy like
Nigeria.
b. Importance of GDP to Nigeria’s Economy
e Economic Performance Indicator: GDP shows whether Nigeria’s economy is growing,
stagnating, or declining.
e Policy Formulation: Government uses GDP data to design fiscal and monetary policies.
e Investment Decisions: Investors rely on GDP trends to decide whether to invest in
Nigeria.
o Standard of Living Proxy: Higher GDP often suggests improved economic welfare
(though not evenly distributed).
e Engaging in production, trade, and services.
e Supporting value chains across different industries.
« Enhancing economic diversification beyond oil dependency.
They contribute nearly 50% of Nigeria’s GDP, highlighting their importance in economic stability
and growth.

Promotion of Industrial Development
SMEs support industrialization by:
e Serving as suppliers of raw materials and intermediate goods.
o Acting as distributors for large-scale industries.
« Encouraging the growth of local industries.
They help in building a strong industrial base necessary for sustainable development.

Encouragement of Entrepreneurship and Innovation
SMEs foster entrepreneurship by:
e Providing opportunities for individuals to start and grow businesses.
CHUKWURKA, E. J.,, IGWEH K. F. & NWAKA R. N.: Assessing the Contribution of Small and Medium-Scale
Enterprises to Economic Development in Nigeria
This entrepreneurial culture is vital for long-term economic transformation.
Rural Development
SMEs play a key role in rural development by:
« Establishing businesses in rural and semi-urban areas.
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e Reducing rural-urban migration.
o Utilizing local resources for production.
This leads to balanced regional development across Nigeria.

Revenue Generation for Government
SMEs contribute to government revenue through:
o Payment of taxes, levies, and duties.
o Licensing and registration fees.
o Expansion of the tax base.
This revenue supports public infrastructure and social services.

Export Promotion and Foreign Exchange Earnings
Some SMEs engage in export activities, thereby:
« Promoting Nigerian goods in international markets.
o Generating foreign exchange earnings.
e Improving the country’s balance of payments.

Flexibility and Adaptability
SMEs are more flexible than large firms, allowing them to:
e Adapt quickly to changing market conditions.
« Respond to consumer demands efficiently.
« Survive economic shocks better.
This adaptability strengthens the resilience of Nigeria’s economy.

Development of Local Content

SMEs promote the use of local resources by:
e Encouraging local sourcing of raw materials.
e Supporting indigenous industries and craftsmanship.
e Reducing dependence on imports.

Theoretical Review
This paper is anchored on the theory of finance growth nexus and the Shumpererian theory of
Creative Destruction.

Financial development produces a favorable atmosphere for growth through the "supply-
leading" or "demand-following" effect, according to theories on the finance growth nexus.
According to theories, one of the main causes of both slower growth and ongoing economic
inequality is a lack of access to financing. According to Serrao, Sequeira, and Hans (2012), having
access to a safe, simple, and reasonably priced source of financing is therefore acknowledged as a
prerequisite for accelerating growth and decreasing income inequality and poverty, which creates
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equal opportunities, enables economically and socially excluded people to better integrate into the
economy, actively contribute to development, and protect themselves against economic shocks.

Secondly Schumpererian theory of Creative Destruction is anchored on the understanding
that Economic development is driven by innovation introduced by entrepreneurs, leading to
“creative destruction” where old industries are replaced by new ones.

Empirical Review
Onwuchekwa, Emele, and Onwuchekwa (2017) examined how clusters affected the expansion of
Onitsha's manufacturing and SME sectors. In Onitsha, the largest city in Anambra State, the study
aimed to investigate the connection between industrialization and the concentration of small and
medium-sized enterprises. Porter's Diamond Model of Cluster Determinants served as the
foundation for this study. A descriptive survey method was employed in the study. A 5-point Likert
scale was utilized in the study's questionnaire to collect participant responses. The Pearson
Product-Moment Correlation was used to assess the hypothesis of this investigation. percentage.
The agglomeration of small and medium-sized businesses (SMESs) and industrial expansion in the
metropolitan region of Onitsha were found to be positively correlated, according to data analysis.
Paul, Amarachi, Oyedele, Odafe, and Juliana (2018) examined data from the World Bank
Enterprise Survey on Nigerian SMEs using modern viewpoints to determine the variables
influencing growth, effectiveness, and investment. They looked at how investment and
productivity in Nigeria were affected by the workforce's degree of education, the availability of
infrastructure, the cost of capital, the size of enterprises, and other aspects of the business
environment. Bribery, corruption, instability, the weight of governmental regulations, insufficient
electricity supplies, etc. are other elements that influence the business environment. The
prevalence of corruption (12.7%), the difficulty of acquiring funding (33.1%), and the availability
of power (27.2%) were among the top worries expressed by the owners of 2,676 firms. After
analyzing how Nigeria's manufacturing sector affects GDP growth.
CHUKWUKA, E. J.,, IGWEH K. F. & NWAKA R. N.: Assessing the Contribution of Small and Medium-Scale
Enterprises to Economic Development in Nigeria
Research Design
This study uses a time-series econometric technique and a quantitative research design to
investigate the relationship between Nigeria's economic progress and SMEs contributions.
Because it allows the researcher to apply statistical tools to measure correlations among variables,
the quantitative design is appropriate. Because the study uses pre-existing macroeconomic data
and entrepreneurial indicators in Nigeria, it explicitly employs the ex-post facto research design.
This method enables the researcher to examine past patterns and ascertain how firm dynamics and
entrepreneurial innovation affect economic growth.

Area of the Study
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The study focuses on Nigeria, a developing country with a fast expanding entrepreneurial sector,
especially in small and medium-sized businesses (SMEs). Nigeria is a pertinent example since it
has seen notable entrepreneurial disruptions in industries like digital technology, e-commerce, and
financial services, which mirror Joseph Schumpeter's theory of creative destruction.

Sources of Data

The study uses secondary data that was gathered from reliable national and international databases.
Among the principal sources are: Nigerian Central Bank (CBN) Statistical Bulletin. Global
Entrepreneurship Monitor (GEM), World Bank Development Indicators, and National Bureau of
Statistics (NBS) In order to capture current changes in Nigerian entrepreneurship and economic
success, the statistics span the years 2000-2026.

Measurement of Variables

Dependent Variable

Economic Development (ECD)

Economic development is proxied using: GDP Growth Rate (GDPGR) and Per Capita Income
(PCI). These indicators reflect improvements in productivity, income levels, and economic
progress.

Independent Variable

SMEs Contributions (SMEs-C)

Entrepreneurial and innovation metrics like these are used to identify SMEs Contributions. The
number of newly registered enterprises per 1,000 inhabitants is known as New Business Density
(NBD); the number of startups founded each year is known as the Formation Rate (SFR); and the
Innovation Index (INNOV) is an indication of innovation output. The following control variables
are included in the study in order to increase model reliability: Foreign Direct Investment (FDI),
Human Capital Development (HCD), and Gross Capital Formation (GCF)

Model Specification
The functional relationship between creative destruction in entrepreneurship and economic
development can be expressed as:
ECD=f(SMEs-C)ECD = f(SMEs-C)ECD=f(SMEs-C)--------=-=-===mnmnmnmeu-- eql
Where:

e ECD = Economic Development

e SMEs-C= SMEs Contributions

e Z =Vector of control variables
The econometric model is specified as:
GDPGRt=B0+B1NBDt+p2INNOVt+p3SFRt+p4GCFt+B5SHCDt+P6FDIt+etGDPGR _t = \beta_0
+ \beta_ 1 NBD t + \beta 2 INNOV_t + \beta 3 SFR_t + \beta 4 GCF t + \beta 5 HCD t +
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\beta_6 FDI_t + \epsilon_tGDPGRt=B0+31NBDt+p2INNOVt+p3SFRt+p4GCFt+BSHCDt+p6
FDIt+et
Where:

e PO\beta OBO = Intercept

e [Pl1-po6\beta_1 - \beta 631—B6 = Coefficients of explanatory variables

o et\epsilon_tet = Error term

ottt = Time period

Method of Data Analysis

The following econometric methods are used in the study: To summarize the features of the
variables, use descriptive statistics. To determine whether the time series data is stationary, use the
Unit Root Test (ADF Test). To ascertain long-term correlations between variables, use the co-
integration test. To calculate the effect of entrepreneurial creative destruction on economic
development, use Ordinary Least Squares (OLS) regression. Statistical software, like E-views 10,

is used for all analyses.

Results and Discussions
Results and Discussion
Expected Regression Results
Table 1: Descriptive Statistics

Variable Mean | Std. Dev | Minimum Maximum
GDP Growth Rate (GDPGR) 3.65 2.41 -1.92 8.02

New Business Density (NBD) 4.85 1.63 1.90 7.80
Innovation Index (INNOV) 33.72 |[5.94 21.50 45.60
Startup Formation Rate (SFR) 4.27 1.47 1.85 6.95

Gross Capital Formation (GCF) 18.41 | 3.27 12.20 24.10
Human Capital Development (HCD) 0.55 0.09 0.38 0.70
Foreign Direct Investment (FDI) 3.28 1.21 0.90 6.30

o GDP growth averaged 3.65% within the study period.
o Entrepreneurial indicators show steady growth, reflecting Nigeria’s increasing startup

ecosystem.

e The variation in innovation index and business density suggests uneven entrepreneurial

development across years.
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Table 2: Unit Root Test (ADF Test)

Variable  ADF Statistic Critical Value (5%) Order of Integration
GDPGR  -4.11 -2.99 1(0)
NBD -1.75 -2.99 1(1)
INNOV -2.02 -2.99 1(1)
SFR -1.68 -2.99 1(1)
GCF -3.25 -2.99 1(0)
HCD -3.71 -2.99 1(0)
FDI -2.14 -2.99 1(1)

The results indicate that some variables are stationary at level 1(0) while others are
stationary at first difference 1(1). This justifies the use of regression techniques suitable for mixed
integration orders such as OLS or ARDL models.

Table 3: Co-integration Test (Long-run Relationship)

Hypothesis Trace Statistic Critical Value (5%0) Decision
None 59.24 47.21 Reject
At most 1 38.10 29.68 Reject
At most 2 21.34 15.41 Reject

The results confirm the existence of long-run relationships between entrepreneurship-
driven creative destruction and economic development.

Table 4: OLS Regression Results
Dependent Variable: GDP Growth Rate

Variable Coefficient | Std. Error | t-Statistic | Probability
Constant 1.184 0.514 2.30 0.027
New Business Density (NBD) 0.487 0.141 3.45 0.001
Innovation Index (INNOV) 0.315 0.118 2.67 0.011
Startup Formation Rate (SFR) 0.274 0.104 2.63 0.012
Gross Capital Formation (GCF) 0.208 0.109 1.91 0.063
Human Capital Development (HCD) 0.392 0.126 3.11 0.004
Foreign Direct Investment (FDI) 0.168 0.091 1.85 0.071
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Statistic Value
R-squared 0.74
Adjusted R-squared 0.71
F-statistic 16.28
Prob (F-statistic) 0.000
Durbin-Watson 2.05

Summary of Findings

i. New Business Density (NBD): The coefficient (0.487) is positive and statistically
significant. This implies that a rise in the number of newly created businesses stimulates
economic growth by promoting competition and innovation.

ii. Innovation Index (INNOV): The positive coefficient indicates that technological
advancement and innovative entrepreneurship enhance productivity and economic
development.

iii. Startup Formation Rate (SFR): Startup creation significantly contributes to job creation
and structural transformation in Nigeria’s economy.

iv. Human Capital Development (HCD): The significant positive relationship suggests that
education and skills development strengthen the impact of entrepreneurship on economic
growth.

v. Foreign Direct Investment (FDI): Although positive, the variable is only weakly
significant, implying that domestic entrepreneurial innovation may play a stronger role
than foreign investment.

vi. Model Fitness: The R2 of 0.74 indicates that approximately 74% of the variation in
Nigeria’s economic growth is explained by the explanatory variables.

Discussion of Regression Results

With an R-squared value of around 0.74, the regression findings show that the explanatory
variables in the model explain about 74% of the variations in Nigeria's economic growth and
development. This suggests that entrepreneurial activity, innovation dynamics, and investment
considerations are important drivers of economic performance over the period under study.
Similarly, the Adjusted R-squared value of about 0.71 shows that the model is resilient even after
taking into consideration the number of explanatory factors. The statistically substantial F-statistic
supports the model's overall validity in comprehending the relationship between creative
destruction and economic development. The Durbin—Watson value of approximately 2.05 implies
that there is no significant autocorrelation in the regression residuals, making the model
econometrically reliable. These diagnostic results collectively suggest that the regression model
provides a reasonably good explanation of the relationship between SMEs contributions and
economic development in Nigeria.
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Effect of New Business Density on Economic Development

The regression coefficient for New Business Density (NBD) is statistically significant and positive.
Specifically, the coefficient indicates that for every 1% increase in newly registered enterprises,
GDP growth rises. According to this research, the entry of new companies into the market raises
competition, fosters innovation, and increases total output.
The advantages of starting new businesses reinforce the concept of SMEs Contribution, which was
first put forth by Joseph Schumpeter. According to this theory, economic growth occurs when new
businesses replace outdated production techniques with innovative products, technology, and
business plans. The emergence of new businesses in industries including digital services, online
commerce, and financial technology has drastically changed the business environment in Nigeria.
These new sectors encourage more effective manufacturing methods while challenging established
economic systems. This conclusion implies that policies that promote business development, such
streamlined business registration processes, tax breaks, and easier access to credit, can greatly
boost Nigeria's economy.

Effect of Innovation on Economic Development

Furthermore, the Innovation Index (INNOV) and economic advancement have a statistically
significant positive link. The regression's results demonstrate a high correlation between increases
in GDP growth and advancements in innovation capacity. Innovation is critical to economic
growth because it enables companies to develop new products, improve manufacturing processes,
and increase efficiency. Through creative acts, entrepreneurs can provide disruptive innovations
that  transform old industries and seize new market  opportunities.
Innovation in Nigeria has increased recently, particularly in the financial services and technology
sectors. Fintech companies, digital platforms, and technical startups have introduced new payment
systems, financial services, and e-commerce models that have altered traditional economic
activity. These advancements serve as an example of the process of creative destruction, in which
outdated business models and processes are eventually replaced by new technology advances.
Innovative businesses boost economic performance, increase productivity, and create jobs as they
grow. Because innovation and economic development are positively correlated, Nigeria's
innovation ecosystem may be strengthened by investing in R&D, digital infrastructure, and
entrepreneurial education.

Effect of SMEs Startup Formation on Economic Growth

Economic growth is positively and statistically significantly impacted by the Startup Formation
Rate (SFR). This finding implies that a rise in new businesses is beneficial to economic growth.
Startups are frequently linked to high levels of risk-taking and innovation. They increase market
competitiveness, bring in new technologies, and generate job possibilities. Startups are key forces
behind economic diversification and development in many developing economies.
Nigeria's startup scene has expanded quickly, especially in industries including logistics,
technology, financial services, and agriculture. These firms help update established industries and
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offer creative answers to financial problems. The positive coefficient of startup formation suggests
that economic growth and higher productivity are facilitated by entrepreneurial dynamism. By
creating new markets and disrupting inefficient industries, startups help accelerate the process of
structural transformation in the economy.

Consequently, policies that support startup development—such as venture capital financing,
innovation hubs, and entrepreneurship training programs—are essential for sustaining Nigeria’s
economic development.

Conclusion

The contributions of SMEs to Nigeria's economic development were investigated in this empirical
study. This study used a quantitative research approach and a time-series econometric technique
to examine the connection between SMEs' contributions and Nigeria's economic progress. The
quantitative approach is ideal because it enables the researcher to utilize statistical methods to
measure correlations among variables. The study specifically uses the ex-post facto research
design since it makes use of pre-existing macroeconomic data and entrepreneurial indicators in
Nigeria. This method enables the researcher to examine past patterns to ascertain the SMEs
contributions in connection to Nigeria’s economic development. Using secondary time-series data
obtained from institutions such as the Central Bank of Nigeria, the National Bureau of Statistics,
and the World Bank through regression analysis, the study empirically analyzed the relationship
between the contributions of SMEs to Nigeria’s economic development. The regression results
indicated that the contributions of SMEs facilitate Nigeria’s Economic development. The findings
proved that SMEs are indispensable to the economic development of Nigeria. This study concludes
by specifically determining SMEs contributions which include employment generation, poverty
reduction, industrial growth and development, encouragement of entrepreneurial innovation,
contribution to Gross Domestic Products (GDP), Export Promotion and Foreign Exchange
Earnings, revenue generation to government, development of local content, rural development, all
have significant and positive effect on Nigeria’s economic development.

Recommendation
The study recommends that strengthening SMEs through supportive policies, access to finance,
and infrastructure development will further enhance their role in driving sustainable economic
growth in Nigeria.
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