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ABSTRACT

This study examines the relationship between microfinance Banks and the
financing of Small Scale Enterprises in the Lokongoma District of Kogi State
using descriptive research design. The aim is to ascertain the extent to which
microfinance banks have discharged their responsibilities of financing small
scale enterprises in Nigeria. The instrument for data collection is structured
guestionnaire. Twenty Small Scale Enterprises and five Microfinance I nstitutions
were randomly and purposively selected for the study. The study reveals among
others that the beneficiaries from the products of microfinance banks enjoyed
increase in income, equipment, creation of employment, and improvement in
standard of living. However, it isal so reveal ed that the major problem confronting
Microfinance Institutions is default in payment of loans. The study therefore
recommends among others that MFIs should endeavour to give out loans to
Small Scale Enterprises so that the purpose of their establishment will not be
defeated without playing down on sagacious and subtle measures that will
enhance prompt recovery of the loans. Also, for enhanced performance, the
government should provide an enabling environment, as well as monitoring the
MFIsthat were primarily established for credit delivery to small scale enterprises
in Nigeria.

Keywords: Financing, Small Scale Enterprises, Microfinance Banks,
Entrepreneurs, Microcredit, Nigeria.

INTRODUCTION
Evolving Srategiestowardsthe promotion of entrepreneurshipisasinequanonfor propeling
economic growth and devel opment of anation. Also, for aneconomy toliveupto expectation
inthecomity of nation’sdevel opment, such economy must achieve accel erated economic
growth and development whichisaso aprerequisitefor improving thequdity of life. Small
Scale Enterprisesare strategic to attainment of economic prosperity objective of any
government. Small and Medium Scale Enterprises (SMES), of whatever configuration, are
an asset inthe production chain of any economy, because of their impact onissuesof job
cregtion, provision of awidevariety of goodsand services, incomegeneration and efficient
sourcesfor micro-financing (SMEA, 2007). Thereisageneral consensusamong policy
makers, devel opment economistsaswell asinternational devel opment partnersthat Small
ScaeEnterprisesare potent driving forcefor industrid growth andindeed, overall economic
growth and development in all economies but especially in developing and transition
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economies. “ Thelnternational Year of Microcredit 2005 underscorestheimportance of
microfinanceasanintegra part of our collectiveeffort tomeet theMillennium Devel opment
Gods Sudanableaccessto microfinancehelpsto dleviate poverty by generatingincome. ...”
(Kofi Anan) (Srnec and Havrland, 2006). Therefore, itisaveritabletool for attaining one
of the eight millennium development goal s of eradicating extreme poverty by theyear
2015. Poverty hasbeenamg or development problem of Nigeria. Provision of microcredit
to Small Scale Enterprise seemsto be one of the effective solutionsto removing poverty
from the people. It can helpto improvetheir income. Microcredit can help entrepreneurs
to establish their own businesses and decrease their vulnerability to poverty. All over the
world, attainment of robust economic growth will not be possiblewithout puttingin place
well focused programmesto reduce poverty through empowering the peopleby increasing
their accessto factorsof production, especially credit. The provision of microfinance
services will greatly enhance the capacity of the poor segment of the population for
entrepreneurship and enabl e them to engage in economic activitiesand be more self-
reliant; increase employment opportunities, enhance household income, and createwed th
(CBN, 2005).

Thedgnificant interest that hasbeen devel opedin thefinancid world and academia
for thetopic of microfinance cannot be underestimated. Infact, oneof themost impressive
developmentsin theworld of social economic development inthelast few yearshasbeen
the successful explosion and impact of microfinance on society at large (M e ehaand
Nwachukwu, 2008). Microfinanceinstitutions provide small-scalefinancial servicesto
poor peoplewho are otherwise“ excluded from the formal banking sector” (Morduch,
1999) and standard financid systems. Microfinanceingitutionshave evolved sncethelate
1990s as an economic devel opment strategy intended to benefit low-income people. The
ideato establish microfinanceingitutionstracesback to Muhammead Yunus, who devel oped
it asaway to eradicate poverty in hishome country Bangladesh.

IN1983, hefounded Grameen Bank, thefirst ingtitution which reglized thisconcept
and started to operatein the microfinance businessin the proper sense. Together, Yunus
and Grameen Bank were |laureates of the 2006 Nobel Peace Prize awarded “for their
effortsthrough microcredit to create economic and socia development frombelow” (The
Norwegian Nobel Committee, 2006). Althoughitisnow widely acknowledged that Small
ScdeEnterprisesplay acentra roleinlocal and nationa economies, especidly indeveloping
countries, the Small Scale Enterprisescontinueto declineat high ratesdueto insufficient
accessto credit, there are still inadequate policy reforms and investment optionsthat
support sustainable devel opment of Small Scale Enterprises.

Sustainable development of Small Scale Enterprisesrequiressubstantial financia
resources but so far thefinancial resourcesmobilized remaininsufficient particularly in
devel oping countries. Dueto socia and economic constraints, most devel oping countries
arenot ableto mobilize adequate public funding for the sector. One of the problemsthat
bedeviled the Nigerian economy isthe poor performance of the Small Scale Enterprisesof
theeconomy. Thisparlous state of affairswith the Small Scale Enterprisesisdueto many
problems which include poor access to finance, weak purchasing power amongst a
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generdity of thepopulationthat directly trand atesto depressed demand, ahigh cost operating
environment arising from collgpsed infrastructureand exchangerate. Despitether proactive
nature, growth of Small and Medium Sca e Enterprises(SMES) havebeen blighted, because
of inadequate accessto finance, production schedulesand marketing. Thisundoubtedly is
areflection of the changesin themonetary policiesof our nation. Thedismal performance
of the conventiona finance sectorstriggered the advocation for micro—financing by policy
makers, practitioners, and internationa organizationsasatool for poverty reduction. Lack
of financid inputsand accessto microfinance servicesisoften aproblem for entrepreneurs
engaged in Small Scale Enterprises. Creditisthe primeinput for sustained growth of Smal
Scale sector and itsavailability isthusamatter of great importance.

Therelevant research questions based on the above scenarioswill then be- do
microfinance banks makeloansaccessibleto Small Scale entrepreneurs?Do Small Scale
Enterprisesface chalengeswhiletrying to accessfinancid capita frommicrofinancebanks?
Wheét arethe challengesconfronting Small Scale Businesses? Small Scale Enterprisesplay
acrucia roleinthe growth of an economy. Itsdevel opment has been accepted asone of
the strategiesto achieve the objective of promotion of entrepreneurship for solving the
problem of unemployment and rapidindustridization (Mali, 2000). Thebasic rationa e of
devel oping theseindustriesarethat they provideimmedi atelarge scaleemployment , ensure
moreequitabledisiribution of income, encourage decentrdization of indusiriesand eradicate
poverty and unemployment inan economy.

Extensiveresearch hasbeen carried out on therole of financia ingtitutionson the
financing of Small and Medium Scale Enterprises (SMES). Thisresearchwill therefore
focuson microfinance bankswhich have not been fully exploited intermsof itscontributions
to the development of Small Scale businesses. A study of thisnatureisequally very
important becauseit is going to enlighten the government and the public on therole
microfinance banksare playing inthe SM Es sector. Also, thiswill helpresearchersinthe
field of microfinanceto gain awedth of insight about redlitieson ground and rel ative merits
of various poverty reduction approachesin various contexts.

Thestudy will provideaguidefor al institutionsinvolved in microfinance asto
how to fashion out their programmes so that they will not just throw money downthedrain
but implement proper programmeswhich will be beneficial to their clients. Certainly,
Nigeria svision of being counted among thefirst twenty economiesintheworld by 2020
cannot be accomplished in asoci o-economic milieu of hunger, poverty and unemployment
among alarge segment of itspopulation. Thiswork therefore attemptsto examinetherole
of microfinancebanksinthefinancing of Smal ScdeEnterprisesinNigeriaandtherationde
for the growing emphasison them as accel erators of devel opment. Specifically, thework
will determinethe constraintsto the procurement of theloan and the constraintsfacing
Small ScaleBusinessesgenerdly.

I mpact of Microfinaceon Small Scale Enter prises

Thefight against poverty and unemployment cannot bewonwithout putting in placeawdl
focused microfinance policy to strengthen the existing microfinanceingtitutionsin poverty
reduction, unemployment reduction and wealth cresati on through empowering the people
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engaged in Small Scale Industries, by increasing their accessto factors of production,
especially credit. The potential of the poor for entrepreneurship would be significantly
enhanced through the provision of microfinance serviceswhichwould enablethem engage
ineconomic activities, and be more sdf reliant, thusincreas ng employment opportunities,
enhancing household incomeand creating wealth (CBN, 2004). The experience of many
countriesindicatethat entrepreneurship which manifestin theform of Small and Medium
Scale Enterprises (SMEs) can meaningfully contributeto the attainment of country’s
economic devel opment objectives. These objectivesincl udeoutput expans on, employment
generation, location of industries among regions of acountry, income redistribution,
promotion of indigenous entrepreneurship and technology, as well as production of
intermediate goodsto strengthen, inter and intraindustria linkages. Theseamong others,
explain theincreased interest, which many countries have shown in the promation of
entrepreneurship (Abuand Ezike, 2012).

Theimpact of microfinance on thefinancing of Small ScaleIndustrieshasbeen
andyzed at theindividual, household and enterpriselevels Theempiricd findingsconcerning
thisissue aremixed, which show that theinfluence of microfinance on financing of Small
Scalelndustriesdiffersacross sectorsand countries. For instance, Brune (2009) examines
empiricaly theimpact of micro-financeinstitutionson development. Using dataof Micro
Financelngtitutionsoperating in sdected African and As an countriesand choosing average
savingsand |oan balancesper client asproxiesfor development; he concluded that thereis
empirical evidence for significant positive impact of micro-finance institutions on
development. Oni and Daniya(2012) examinetheroleof government and other financia
ingtitutionsparticularly micro financeingtitutionsin the devel opment of small and medium
scaeenterprisesin Nigeria. Employing principaly existing literaturesand record relevant
to the subject matter of the study, they discovered that financial institutionsprovidethe
necessary financial lubricantsthat facilitatesthe devel opment of Small and Medium Scale
Enterprises, but, alot sill need to be done by thegovernment intermsof policy formulation
inorder to complement theeffortsof financia ingtitutions.

Al-Khazali (2011) investigatestherole of the Jordanian commercial banksin
financing small-scal e projects by employing descriptive tatisticsand study samplesfrom
three banks (Arab Bank, Kuwait Bank and Cairo Bank). Inthelight of thefindings of
statistical analysisand testing of the study hypotheses, the study cameto thefollowing
conclusions. Thereisstatistically significant relationship between therole of Jordanian
commercia banksin financing small-scal e projects and reducing unemployment. Also,
thereisstatisticaly significant relationship between therole of Jordanian commercid banks
infinancing small-scal e projectsand reducing poverty. |dowu, Ambali and Otunaiya(2008)
intheir study, empirically examinetheeffect of microfinance on piggery businessin Osun
State, Nigeria. Using descriptive statisticsand Tobit regression methodol ogy onasample
of three hundred and twenty pig farmersfrom Osun State, obtained through amulti-stage
sampling process, their study revealed that majority of thepig farmerswerestill intheir
active age (66% are below 50 years), married and educated (26% had first degree). Also,
majority of thefarmerssourced for |oan through cooperative societiesand have stocking
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of pensasprimary motive. Theresult revealsthat level of education, yearsof experiencein
piggery farming and number of pigshad significant positiveeffect onfund security. Suberu,
Aremu and Popoola(2011) assesstheimpact of microfinanceingtitutionson small scale
enterprisesin Nigeriathrough the use of descriptive statistics. Simplerandom sampling
techniquewasemployedin sdectingthesmall scaleenterprisesusedintheresearch. Their
findingsreveal that significant number of the small scal e enterprises benefited from the
microfinanceinstitution loan even though only few of them were suitableto securethe
required amount needed. Also, it wasfound that microfinanceinstitutions have grown
phenomenally inthelast ten years. Mgority of the small scale enterprises acknowledged
positive contributions of microfinanceinstitutions|oan towards promoting their market
excellenceand overall economic competitive advantage.

Oni, Paiko and Ormin (2012) intheir research, assessthe contributionsof Micro
Finance Ingtitutions (M FIs) to the sustainable growth of Small and Medium Enterprises.
Employing descriptive method of analysis, they concludethat Micro FinanceInstitutions
doesand could contributeto the sustainable growth of SV Esin the country. However, the
study also found among othersthat M Fls servicesoutreach to SMESsat present is poor.
Edafigie (2011) equally examinestherole of Microfinance Banks (MFBs) in financing
small scaleenterprisesin Ozoro and Warri partsof DeltaState, Nigeria, through theuse of
descriptive statistics. The study showed that Microfinance service, particularly, those
sponsored by government, hasresulted in anincreased level of credit disbursement and
gainsinagricultural production and other activities. Onyeneke and Iruo (2012) intheir
study, determinetheeffect of microfinance on small-scae poultry productioninlmo State.
Datacollected were anayzed using descriptive Satisticsand regresson analyss. Thestudy
revesl ed that microfinance contributes positively to poultry productionin Imo State.

The study of Akande (2012) investigates the impact of Micro Credit on the
performance of women owned micro enterprisesin Oyo State. Datawere sought through
structured questionnaireand anaysed using tables, frequencies, percentages, chartswhile
chi squarewas used to test the study’ shypothesis. The study showsthat 46.67 percent of
therespondentswere aware of the existence of the micro finance banksbut only 16.67
percent patronized them. Neverthel ess, the performance of thosethat patronized them did
not improve significantly; thiswasdueto highinterest ratesand short repayment periods.
Ayopo (2011) investigates the effects of micro-financing on Micro and Small Enterprises
(M SEs) survivd, growth, productivity and performancein South-west Nigeria. The study
employed descriptive gatisticsthrough the survey of 443 micro enterprisesand onehundred
and eighty (180) smal enterpriseswhich wererandomly selected using multi-stagerandom
sampling technique. Thefindingsreved ed that micro finance and micro-financing enhance
surviva of Microand Small Enterprises(M SES) but not sufficient for growth and expansion
of suchMicroand Small Enterprises. Theresult asorevealed that microfinancehaspostive
effectson productivity and performance of local entrepreneurs. Yahaya, Osemeneand
Abdulraheem (2011) employed t-test and Analysisof Variance (ANOVA) to examinethe
effectivenessof microfinance banksin alleviation of poverty in KwaraState, Nigeria
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Theresultsrevea ed that microfinance hassignificant roleto play in theeconomy;,
asit hdpsreduce poverty by providing financia servicestotheactivepoor, helpingenerating
employment and a so providesmall loansto grow small businesses. Nanor (2008) explored
theimpact of Microfinanceon households' income, profit levelsand expenditureon children
education for participating househol ds. Thestudy was conducted infour selected digtricts
inthe Eastern Region of Ghana. Thedistrictswere Kwahu North, ManyaKrobo, Yilo
Krobo and West Akim. Employing adescriptive method of anaysis, theresultsfromthe
andysisshowed that therewas significant differencein the expendituremadeon children’s
education by program householdsand non program householdsin al thedistricts except
ManyaKrobo. Theresultsa so showed that Micro-finance had positive impact on the
household income of householdsin the ManyaKrobo and West Akim digtricts. Therewas
noimpact onincomeintheother two districts. Therewasa so positiveimpact onthe profit
levelsinthe ManyaKrobo and West Akim didtricts. IntheYilo Krobo district, theimpact
onprofitlevelswasnegative.

K obla(2009) examined theimpact of microfinanceon Small Scale Enterprisesin
the South Tongu District through the use of descriptive statistics. They concluded that
microfinance hasthe ability to reduce poverty initsclientswhen the productsgiven to
clientswereincorporated with training, supply of equipment and regular monitoring. Also,
the study reveal ed that beneficiarieswho benefitted considerably from the products of
microfinance enjoyed increaseinincome, increasein equipment, creation of employment,
andimprovement in standard of living. Odebiyi and Olaoye (2012) investigated therole of
Microfinance banksin thedeve opment of Smal and M edium ScaeAquaculture Enterprises
inOgun State, Nigeria. A Multistage random sampling techniquewasemployedin selecting
onehundred and twenty aguaculturistsused in the study. Employing descriptive, budgetary
analysesand profitability ratios, their study revealed apositiveimpact of microfinance
bank |oan on small and medium scal e aquaculture devel opment asit increased therevenue
of thefarmers, reduced rurd-urban migration and increased overall yield and even generate
employment opportunities. Maggji and Saleh (2010) employ regression and correlation
analysis methodol ogy to examinetherole of Small Scale Industriesin the economic
development of Nigeria. Their study revealed that Small and Medium Industrieshave
contributed sgnificantly to theeconomy with astrong positive correl ation between Nigerian
grossdomestic product and loan contributionto theindustries. ljaiyaet. al (2012) intheir
study employed amultipleregression analysisto establish arelationship between microfinance
and mortgage financein Nigeria. Theresults showed that the credit facility provided by the
informal microfinancein the study areais used for housing purposes by the respondents.

METHOD

Thisresearchisdescriptivein nature and employsthe survey method in assessing the
impact of Microfinance Banks (MFBs) on Small Scale Enterprises (SSEs) financingin
Nigeria. Theresearcher used descriptive stati stics such assmpl e percentage, tablesand
chartsto depict therelevant data. Datawere collected through the use of questionnaire
and persond interview. The questionnairewas designed for both microfinanceingtitutions
and Small Scale Enterprises. The SSEswere sel ected from acrossthe various sectors
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namely manufacturing, commerce, trading and service among others operating in
LokongomaDidtrict of Kogi State. Microfinanceingtitutionswerea so selected withinthe
district. Twenty Small Scale Enterprisesand five microfinanceinstitutionswere selected
randomly and purposively and administered with thequestionnaire. All the SSEsrespondents
filled and returned the questionnaire but only two M FBsresponded to the questionnaire.

RESULTSAND DISCUSSION

Table 1 depictsthat 25%, 35%, 20% and 20% of the respondentswerein age categories
of 18-27, 27-37, 38-47 and 48 years and above respectively. In termsof gender, 65% of
the respondents were males while 35% of them were females. Out of the 7 females
interviewed, 43% were married while 57% were single. Eight malesrepresenting 62% of
themaleswere married whilefiverepresenting 38% of malesweresingle. Thisgoesto
suggest that maleshad interest and wereableto access products of microfinanceingtitution
contrary to thegeneral view that females had moreinterest in services of microfinance
indtitutions. Thisiscontingent on thefact that thereweremoremaegroupsin Lokongoma
District of Kogi State. Intermsof sector or areaof business, respondentswere selected
from the agro-business, trading, service and manufacturing sectors of the economy. The
results show that most of the small scale entrepreneurswereinto Trading and Service
sectorsrepresenting 40% and 30% of the respondents respectively, while agro-business
and manufacturing wererepresenting 15% each.

Table2 revealsthat mgjority of theentrepreneursestablished their businesseswith
their personal savings. Only arespondent representing 5% of the respondents admitted
that hisbus nesswas established by fundsfrom Micro Finance Institutions. None of the
enterprises were established with funds from Spouse/Relatives, Loans from non-
governmental organization, Loans from non-banking Institutions and Loans from
commercial banks. Thisisapureindication that most of the entrepreneurs set up their
bus nessesfrom their own fundsthrough personal savings. Intermsof constraintsfacing
small scaleentrepreneurswith referenceto procurement of loans, 33.3% of therespondents
wereof theview that it wasdueto credit crunch on the part of Microfinance Ingtitutions.
Ontheother hand, 33.3% of them stated that it was asaresult of their inability to present
therequired collatera . Findly, 33.3% of the respondents stated that it wasdueto thesmall
scale nature of their businesses. From table 3, it is evident that the major problems
confronting Small Scale Entrepreneursin the study areaare inadequate capital, poor
electricity supply and low turnover. It wasevident that theincomeleve of theonly micro
entrepreneur that received support from MFI out of the twenty sampled hasincreased
fromwhat it used to be. Thisshowsapositiveimpact onincomelevel of clients. Thehigher
incomewasinformed by increased saleswhichresulted in higher profits. Accordingtothis
research, only oneclientsout of twenty have procured new equipment. Thisimpliesthat
19 of them aretill using old equipment for running their businesses. After benefitting from
microloan, only 5% of therespondentswere ableto create empl oyment opportunitiesfor
the peopleinthedistrict. This5% represent only one beneficiary out of thetwenty. Looking
at the actual impact of microfinancewith respect to this, much impact hasnot been felt.
Thisisbecause only one entrepreneur out of the twenty sampled was ableto collect the
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loan and thereisalimit to the number of jobsthat one person can create. According tothe
datacollected, theonly beneficiary of themicroloan said hisstandard of living hasimproved.
Also, examining theimpact of microfinancefrom thisangle, onecan concludethat therole
of microfinanceintermsof financing of Small Scale Enterpriseshasnot beenfelt muchin
theL okongomaDidtrict of Kogi State. Furthermore, thestudy reved sthat theinterest rate
charged by Microfinance Banksistill high.

Table 1: Demographic Characteristics of Respondents

Variable Items Frequency Per centage
Age 18-27 years 5 )
27-37years 7 b
38-47 years 4 20
48 years and above 4 2
Total 2 100
Gender Mae 13 &
Femde 7 b
Total 2 100
Marital Status Married n %
Single 9 45
Total 2 100
Education Primary School 5 o)
Secondary School 10 50
Technical & Vocational Education 2 10
University or Higher Education 3 15
Total 2 100

Source: Field Survey, 2012
Table 2: Distribution of Respondents based on Business Finance

Sour ceof Funds Frequency Per centage
Own Savings 19 b

L oans from non-banking Institutions 0 0
Loansfrom Commercial banks 0 0
Loans from Micro Finance Institutions 1 50
Funds from Spouse/Relatives 0 0

L oansfrom Non-Governmental Organizations 0 0

Total 20 100

Source: Field Survey, 2012.

Table 3: Distribution of Respondents based on Problems Confronting Small Scale Businesses
Problems Frequency Per centage

Inconsistency of demand 1 5
Delay in Payment 1 5
Increased Cost of Raw Materials 1 5
Inadequate Capital 6 30
Poor Electricity Supply 6 30
Low Turnover 3 15
High Interest Rate 1 5
Family |ssue 1 5
Total 20 100
Source: Field Survey, 2012

International Journal of Economic Development Research and Investment, Volume 4, Number 3, December 2013 78

ISSN: 2141 - 6729



CONCLUSIONAND RECOMMENDATIONS

Thisstudy examined therelationship between Microfinance Banks and financing Small
Scale Enterprisesin Lokongomadistrict of Kogi State, Nigeria. Theaimwasto ascertain
the extent to which MFBs have discharged their responsibilities of financing small scale
enterprisesinthestudy areain particular and Nigeriain extension. Based on theresult of
thestudy, it isobserved that microfinance banks have not actually impacted much onthe
growth of the SSEsinthedistrict. Theindicatorsthat were used showed that theloans
were not accessi bleto most micro entrepreneurs. The data collected reveal ed that most
people could not accesstheloan dueto lack of collateral and small scale nature of their
businesses. For instance, out of thetwenty Small Scal e Enterprises sampled, only onewas
ableto accesstheloan. Also, out of eight Small Scale Enterprisesthat applied for theloan,
only oneapplication was successful . For the Small Scale Enterprisethat benefitted from
theloan, therewasan increaseinincome, employment generation, standard of living and
increasein equipment. Though, microfinance hasachieved alittlesignificant improvement
inthelifeof thisbeneficiary inthedistrict, however, mgority of thebusinessesinthedigtrict
weredill Srugglingto survivedespitetheexistenceof microfinanceinditutionsinthedidirict.

Thisisaclear indication that only few peopleengaged inmicro businessactivities
wereass gedinthedigrict whilemgority had beenleft out. Thestudy thereforerecommends
that for enhanced performance, the government should provide an enabling environment,
aswell asmonitoring the M FI sthat were primarily established for credit delivery tosmall
enterprisesin Nigeria. Inaddition, the microfinance banks should be properly monitored
to ensurethat micro credit delivery to promote smal businesseswasin linewiththeMicro-
finance Policy of 2005. Also, regulatory and statutory bodies should be madeto monitor
theinterest rate onloansand advancesaswel | asaccessibility of Small Scale Entrepreneurs
to finance. Therepayment period should include agrace period and should not be harsh.
Findly, theinterest rate charged by M Flsshould be moderate so that beneficiarieswould
not usetheloan to servicetheinterest and the principal. M Fl s should endeavour to give
out loansto Small Scale Enterprises so that the purpose of their establishment will not be
defeated without playing down on sagaciousand subtle measuresthat will enhance prompt
recovery of theloans. Also, for enhanced performance, the government should providean
enabling environment, aswell asmonitoring the MFlsthat were primarily established for
credit delivery tosmall scaleenterprisesin Nigeria
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