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Abstract

The significance of small businesses in any ecormanyno longer be ignored. As a result, it is neaeg to

continually seek ways of improving their outcomiédse objective of this paper is to identify majostaizies
that hinder the growth of small and medium entesgsiin Nigeria. The paper benefits from insightsrir
extant literature to identify four key themes namielck of business management skills; insufficinemt/

functional infrastructure; regulatory demands; disisfaction with self-management of business; awadbiiity

to apply technology. These are discussed givingtevaur concluding remarks which come in the fofmamm
inventory of ‘to-do’ items that need to focusedmrder to arrest the continual slippery slopetstaf small
businesses in Nigeria. Our thesis is that natiofthaut a vibrant small and medium enterprise ectesys
suffer from its absence.
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1. Introduction

According to the World Bank (2015), 600 million plare needed in the next 15 years
worldwide to absorb a growing global workforce. Geqguently, small businesses have received
immense attention around the world in both devedogred developing economies, due to their net
significance in employment around the world (Fier2015; Buculescu, 2013). With the rate of
unemployment in Nigeria, small businesses have rhecetakeholders in the area of poverty
alleviation and job creation, especially when youasider their roles in terms of improving the lives
of the people and owners of businesses. Nigeriaergment acknoledges the importance of small
businesses in socioeconomic development by psorgiseveral of its programmes. Notable among
these are Small and Medium Enterprises DeveloprAgetcy of Nigeria (SMEDAN), National
Directorate of Employment (NDE), Peoples Bank ofétia (PBN), Microfinance Banks, National
Economic Reconstruction Fund (NERFUND), NationahBa&af Commerce and Industry and the
National Economic Empowerment and Development Seh¢REEDS). Despite these efforts,
research still documents that 70% of small buseees$ail in their first three years of operation in
Nigeria (Akingbolu, 2014). This is even more dising when one considers that 60% of businesses
in the country are on a small scale level (Okekenamafor & Femiwole, 2013) and employ 90% of
the labour force (Ahmed, 2012). Fascinatingly, @h(#012) observed that SMEs in Nigeria are
like fish out of water, owing to the difficulty tigggo through to remain ‘alive’. Several factors édav
however been suggested for the sluggish pace @ a@went of small businesses in Nigeria. Some
of these are presented in the table below.

Tablel. Thechallenges of small businessesin Nigeria

Author Factors responsible for the slow growthrof# businesses

Farrington, (2012) | Found that many of the owners of small busineshligeria are dissatisfied with being self-
employed which eventually leads to the failureh& business

Okpara, (2011) Revealed that lack of proper management skills avgseat challenge for small businesses in
Nigeria
Olatuniji (2013) In their study of small business in Nigeria fouhdttlack of management skills and inability |of

owners/managers to distinguish from business amdopal saving and lack of basic bopk
keeping was challenges faced by small businesdégaria

Etebefia & | Found that funding was the main source of smallrass failure in Nigeria and that financial
Akinkumi (2013) institutions avert SME loans

Agwu & Emeti| In their study confirmed that multiple taxations @asnajor challenges or small businesses in
(2014) Nigeria

Ekpo & Bassey| Stressed that power supply is grossly inadequateetet the Nigerian needs which give rise to
(2016); Alarape| use of small generators to power small businegsesting in high overhead cost
(2014)

Shehu et al. (2013) Found that poor strategic apoor understanding of the use of technologyusiness, and
a lack of management skills and competencies iardekeeping were the challenges faced| by
small businesses in Nigeria

The factors identified above can be thematicallpsarised as follows:
Q) Lack of business management skills;

(2) Insufficient/non-functional infrastructure;

3) Regulatory demands;

4) Dissatisfaction with self management of bussnesid

(5) Inability to apply technology.
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While the above factors may be overwhelming to alsbusiness owner in a country that
struggles with general economic growth such as migé is equally worth noting that these factors
are not unique to Nigeria.

The next section looks at the challenges facedimtlusiness in other countries.

Challenges of small businessesin other countries

In South Africa, the challenges faced by small besses as revealed by Fatoki (2014) are
internal factors, such as poor attitude to custsm@oor management experience, poor training of
staff and lack of business planning. In fact, agsult of low level of education, most owners of
small businesses in Ghana are unable to provideisat management to their businesses. This
was contained in a report by Aryeetey et al (1986 also added that little formal education
placed severe managerial burden on owner/manafiemaidl businesses overall. Making a similar
point, Steel (1996) was of the view that owing tcki of business management skills,
owner/managers of small businesses are unable g fake advantage of marketplace
opportunities.

In Uganda, it was found that the inability or diffity of small businesses to secure loans
was the major challenge faced by small businedd8& Brochure (2013) indicates that lack of
collateral from Uganda’s small businesses wasdhean behind their inability to secure loans from
financial institutions. In Kenya, it was found tredcess to markets and marketing information is a
severe constraint to small business developmenK @005) points in the direction of insufficient
information and high transaction costs as reason®i demand for products and services.

Ivory Coast faces almost similar challenges as emated above, but owing to stricter
regulatory environment, delapidated infrastructunstability in the political economy and high
crime rates, small businesses are even more cballefWBES, 2010).

2. Methodology

This paper was written with using the descriptiterature review method. The descriptive
literature review method is commonly known as actired undertaking which locates, gathers and
appraises written works on a particular field wille intention of discovering any interpretable
patterns or trends regarding that field. This mdtlad science is normally undertaken with the
intention to understand and possibly provide th@sfr arguments about certain phenomenon in a
particular field (King & He, 2005). Basically, thirmethod offers researchers a diverse platform to
enrich themselves and their audiences (Pare, Trddeha, & Kitsiou, 2015; Rumrill, Fitzgerald, &
Merchant, 2010; King & He, 2005). We considereds timethod appropriate following the
considerations of authors such as such as GranBaoith (2009); Yang and Tate (2012); King and
He (2005); Bragge, Relander, Sunikka and Manno@6671) who regard the descriptive literature
review method as the authentic source for qualdglybof knowledge. To ensure that both our
review and analysis were trustworthy, we made disenous sources including technical reports,
published and unpublished monographs notwithstgn&indsakoff et al's (2005) belief that true
scientific knowledge could only be found in jourmalicles.
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3. What really isa small business?

With a rising interest in SME’s globally, there leabeen many attempts to define it.
Because of the several definitions, there is ncegaly accepted definition for SME’s (Berisha &
Pula, 2015). Due to the imprecise definition of SMite terms small business, small and medium
enterprise (SME) and small, medium and micro entap (SMME) have all been commonly used
interchangeably. Generally, SMEs are defined basesize, capital base or method of production
(Abor & Quartey, 2010:218-228). Even though theyend definitive characterisation of an SME,
researchers have so far identified with its charésation along regional, continental and
organisational lines.

I nter national perspective

In Malaysia, the prime minister on July 13th 20X&mged the definitions of SMEs which
took effect on the 1st of January 2014. In thisecas micro enterprise is a business with sales
turnover of less than RM 300,000 or employs leas th workers. It also considers a business with
sales turnover from RM 300,000 to less than RM 1ltmi or employs from 5 to less than 75
workers (SME Corporation Malaysia, 2018).

In South Africa, small businesses are classifietb ifour categories, namely; micro
enterprise, very small enterprise, small enterpaisg medium enterprise (Smith & Watkins, 2012).
Micro enterprise refers to any company with a twerothat is less than the annual VAT
registration, which is R 150,000 and which employg more than five people. Very small
enterprise is regarded as any enterprise which @mletween six to twenty full time workers,
with annual turnover of R200, 000 to R500, 000.r4all enterprise is usually any company whose
workers are less than fifty, with an annual turmroeeR22million to R25million while a medium
enterprise is defined as a company having fewer 1@ to 200 workers and an annual turnover of
less than R4million tor R50, 000,000 (National SrBaisiness Act Amendment no 26 of 2003).

In Zimbabwe, a small business is regarded as agigteeed company which employs not
more than 50 people and an asset not exceeding mhitkon Zimbabwe dollars. While a medium
enterprise is regarded as an enterprise with 75wid@i@ers with an asset not more than 12million
Zimbabwe dollars (Chingwaru, 2014).

In Ghana, Abor and Quartey (2010) define SMEs aspamies with less than 10 workers,
with assets in form of equipment, excluding vetscknd property not more than ten million
Ghanaian cedi. However, this definition could bedered invalid because the value of assets could
depreciate over time. Abor and Quartey (2010) vadweiad to classify small business in Ghana into
three groups; small enterprise as enterprise withtd twenty-nine workers, micro enterprise as an
enterprise with less than five workers and verylspraerprise as companies with only six to nine
workers.

In the United States of America, small businessesregarded as any enterprise with less
than 250 workers depending on the industry and wlamsual turnover is less than $10 million
dollars depending on the industry (United Statésrimational trade commission, 2010).
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There have been several descriptions of a smaih&ss in Nigeria, which range from
characterisations according to staff size, sizewéstment, annual turnover, market share and other
factors (Fatai, 2012; Ogechukwu, 2011).

The most recognised definition of SMEs in the Nig@ontext is according to the Small and
Medium Enterprise Development Agency of Nigeria (8DAN, 2013), which define a micro
enterprise as a company with one to nine workelgse annual turnover is less than 10 million
Naira. They went on to define small enterprise m®mterprise with ten to forty-nine staff whose
annual turnover is less than 22 million Naira. Tlaéso define medium enterprise as any company
with fifty to a hundred and ninety-nine workers amdose annual turnover is more than 50 million
Naira.

Table 2. Classification of SMEsin Nigeria

Size of enterprise Number of employees Annual turnover (Naira)
Micro 1-9 workers Less than 10 million Naira
Small 10-49 workers Less than 22 million Naira
Medium 50-199 workers More than 50 million Naira

Source: Authors’ own configuration adapted from SDAN (2013)

Theimportance of small businessesin Nigeria

SMEs are important because they create jobs thgdgenlow skilled workers and they
contribute towards Gross Domestic Product (GDP}YhWagards to job creation, SMEs on average
provide over 90% of employment in countries suchNageria, Malaysia and Indonesia (Ahmed,
2012). Agreeing with this point, Ahiawozi and Ada@®12) and SEDA (2012) said that given the
relatively large number of SMEs when compared tgdaenterprises, they contribute significantly
to the GDP of the countries in which they operate.

In Nigeria, SMEs employ over 90% of the labour &éor@Ahmad, 2012). Through job
creation, SMEs help to alleviate social problenst tirise due to unemployment such as suicide,
crime, prostitution etc. (Madueke, 2012). Alaye+o§2012) is of the opinion that small businesses
help in the development of local technologies.

It is generally agreed amongst researchers (sepd\x@d14, Gwija, Eresia-Eke, Iwu, 2014)
and other stakeholders that small businesses bbogt significant socioeconomic transformation
wherever they are situated. This is usually evidierthe social amenities that are available in such
spaces. Essentially, this is testimony to the aepimof several researchers that small businesses
cannot be sustained without functional infrastruetu

Consequences of failure of small businessesin Nigeria
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Majority of the workforce in developed economieg amployed by small and medium
enterprises (Ahmed, 2012). When these small busgsefail or do not do well, jobs will be lost,
owner/managers suffer financially, socially andgb®jogically (Ucbasaran, Shepherd, Lockett &
Lyon, 2013) leading to extreme emotional and traiorexperience (Cope, 2011; Shepherd, 2003)
for them and their families and friends. This babycmeans that the likelihood of a spike in social
problems such as suicide, crime, prostitution isiment. Furthermore, the gross domestic product
(GDP) will fall causing problems such as high itila and increase in poverty. Business failure
can further lead to a reduced income for the gowent in the form of taxes paid by these small
businesses and increased expenditures on crimergiew by the government (Fatoki, 2014). Small
businesses are essential for competitiveness inntheketplace. Without small businesses,
marketplace will be dominated by the large firmsj @rices of goods and services would be high.
SMEs help to attract infrastructures in the comnythat they are situated. Social amenities such
as: road, electricity, pipe-borne water, telecomication facilities, etc., are attracted to the amea
a result of the presence of SMEs in the communitiyvithen they die, the community do not get
these social amenities.

Furthermore, continuous failing of small businessékdiscourage potential business men
or women who are thinking of starting their own inesses. At the same time it would become
more difficult to access loans from the financiastitutions who will make the conditions for
accessing loans stricter for new entrepreneursusecaf the uncertainty in owning a business.

Recommendations for the sustainability of small businessesin Nigeria

A qualitative study by Du and Banwo (2015) foundttthe support given to SMEs by the
Nigerian government was nothing when compared ecsthe of the sector in the economy. Fatoki,
(2014) suggests that political parties and govenins@ould create an enabling environment for
small businesses to thrive. Government regulatiams$ tax should be minimal and reasonable
(Mahlaka, 2014). Government support for small besses is critical, they should ensure that
owners/managers of businesses are properly trained.

Recently, research has indicated that social meahahelp small businesses to market their
brands which in turn will mean more sales and expogor their business (Zafar et al, 2017).
Findings of a study on benefits of IT on small Imesises conducted on more than 4000 SMEs in
five of the world’'s diverse economies (USA, Germa@hina, India, Brazil) found that small
businesses who were more tech-savvy outperformedl bosinesses using little or no tech in their
business (Ayala, 2013). Ayala also confirmed timaals businesses using some form of technology
have grown their business and reduced cost anddiseéncreased their work productivity.

Facebook has more than 2.2 billion active usersf @anuary, 2018. This is not surprising
because social media technologies are rapidly biegpan important part of people’s lives. People
use them to read comments, share, and create t¢@ieen and Sakamoto, 2013). In this light,
businesses can leverage social media as a toahticettheir products and services for the world to
see.
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Furthermore, in a recent report by Pew Research5(2@ was found that accessing social
network sites was one of the top five activitiesoagst cell phone owners in seven sub-Sahara
African countries, namely Ghana, Kenya, Nigeriane&fml, South Africa, Uganda, and Tanzania.
More recently, Nigeria has been categorised asgatie largest internet users in Africa and 8th in
the world (Eniola & Entebang, 2015). This numbelamicipated to increase based on the high
mobile intake and improved internet connectivityAiinica. This has strengthened the importance of
digital marketing for small businesses as it emalthem to access a wider range of audience
through mobile phones.

Social media offers tangible benefits to small besses which include :

1) They provide a platform for constant engagemetit customers (Kim, Jeong & Lee, 2010).

2) They help small businesses to scale up theinbss by facilitating growth (Tuten & Solomon,
2015).

3) They facilitate market access for small busiasg&iveu & Ofafa, 2013)

4) They offer greater market accessibility and #ind#lity to nurture strategic partnerships and
relationships with customers and suppliers (Jag@nginyua, 2013).

5) They help businesses to target potential custeime age, sex, location, and whole host of other
demographics.

By ignoring social media, organisations are hidikgly to experience adverse implications
such as failure to maintain constant contact witst@mers or suppliers.

4. Conclusion

It is becoming increasingly clear to governments policy makers that SMEs are important
for the growth, development and reduction in povet the citizens of any nation. Small and
medium scale enterprises are long believed to $teuiments of economic growth and development.
This has been true in developed economies as exyged from United States of America, Britain
and Germany. SMEs have contributed greatly toethployment of citizens, reduction of poverty
and crime. In recognition of the importance of drbaisinesses, the Nigerian government created
various agencies to help these small businesséigeria to succeed like their counter parts in
developed economies. In spite of the efforts by gbeernment, most small businesses still fail
within three years of operation in Nigeria. But@gp have shown that using some form of social
media will help these businesses to be visibleagttustomers, interact with their potential déen
and market their products which will help businasse flourish and in return help reduce the
unemployment situation in Nigeria. Other panaceagebeen suggested namely reduction in red
tape (over-regulation), functional infrastructugm@d road networks, constant power supply), and
opportunities for self-development and training.
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