SMALL-SCALE INDUS L KIES IN NIGERIA: CONCEPTS, APP]

[SAL OF

SOME GOVERNMENT POLICIES AND SUGGESTED SOLUTIONS TO
IDENTIFIED PROBLEMS

Abstract:

This paperana _ :d the concept  mall-scale *— lustries in
Nigeria. After suggesting a modification to wne extant
definitions with a view to harmonising them, it appraised
government small-scale industrial policy which is based on
realising the conceptualised advantages of the small-scale
paradigm. The analysis paid special attention to the funding
of these enterprises. Whereas failure of the large-scale
impo Jependent assembly plants to propel the country into
a satisfactory course of industrialisation necessitated the
diversification of strategy to embrace the promotion of
small-scale enterprises, achievement under the new strategy
has not been commensurate with expectations in terms of the
stated objectives which were economic self-reliance through
the mobilisation of available local resources, employment
generation, and industrial dispersal as well as mitigation of
rural urban migration. The paper tdentified this lack lustre

hievement with problems associated with severe lack of
managerial and technical skills among Nigerian small-scale
industrialists, inadequacy of financial resources as well as
enormous infrastructural deficiencies. Desirous of realising
the potentials of small-scale enterprises in Nigeria, the paper
proposed new approaches to solving the identified problems.
At the same time, it reiterated earlier suggestions which could
be effective but have been left in abeyance. The paper warned
against too-soon disenchantment because there are no easy
options to industrialisation which requires a technological
culture which is acquired through learning by doing. It called
also for trade-offs between the dictates of economic s
reliance and the demands of accelerated industrial
devel - ment and, above all, time.

Introduction

After about a decade and a half of adopting an
industrialisation strategy based on large-scale industries,
mostly of the assembly type, Nigeria has achieved only a
fragile industrial development. The large-scale industries
which were set up tended to be capital-intensive and
inappropriate, given the country’s resource endowment.
Their capitali equipment and technical manpower have
continued to be largely imported. As a result, the triple
ohjective of setting up the plants — achievement of high level
local value added, foreign exchange saving and acquisition of
transferred technology — have not materialised. For example,
the assembly plants have not achieved up to 15 perc in
local raw material sourcing, ‘~stead, they are more or less
systematic foreign exchange guszlers with neither the will nor
the capacity to transfer any meaningful technology beyond
the primitive type.! In response to these weaknesses of
large-scale manufacturing, government has sought to

Theoretically, small-scale industries have potentials worth
gunning for in promoting Nigerian industrialisation. Thus, in
the Second Development Plan (1979-74), both the Federal
and State governments were to actively support and promote
the development of small-scale industries.’. In the Third
National Development Plan (1975-1980), government
explicitly  ted the main objectives of a programme for the
development of small-scale industries as the creation of
employment opportunities, mobilisation of local resources,
mitigation of rural urban migration and more even
distribution of industrial enterprises in different parts of the
country. These were to be achieved through complementary
assistance to small scale entrepreneurs in financial,
management and technical aspects. The main vehicle
designated for administering the incentives were the
Industrial Development Centres (IDC) and the State’s Small-
Scale Industries Credit Scheme,?

In subsequent vyears after 1979, the institutional
arrangements and structure of the programme were modified
while the objectives remained the same. [t is instructive to
appraise the successes achieved and to proffer opinion on
how to come to grips with the problems of promoting
small-scale industries which artse from lack of technical and
managerial expertise as well as inadequate funding and poor
state of infrastructural facilities,

The rest of this paper is arranged into six sections as shown
below:

1. Concepts of small and medium-scale enterprises and
the expected roles of these enterprises in promoting
industrial development in Nigeria.

2. Content of Federal Government policies for the
promotion of small-scale enterprises 1970-1986.

3. Appraisal of these policies with special reference to
small-scale industries credit scheme 4 the role of
representative financial institutions:

(a) Nigerian Bank for Commerce and Industries
{NBCI),

(b) Commercial Banks; and

(c) Nigerian Industrial Development Bank {NIDB),

4, Problems in the way of promoting the growth of

small-scale enterprises sub-sector.

Suggestions for solution.

6. Conclusion.

wn


















manufacturing sector and the overall development of the
economy. the problems in the domain of government are
highlighted below:

(1) High Rate of Defaulr
Wherever government funds have been borrowed, the
default rate in repayment is high becausc of political
connections of the borrowers or because the loan was
extended without proper appraisals.

(1) Manpower Shortage
Government specialised institutions for industrial
development and promotional agencies lack adequate
skilled manpower to evaluate and assess loan
applications.

(ii1) Lack of Efficient Supervision

Monitoring of business performance of the
enterprises to which loans have been given, provision
of efficient and effective extension services, etc.. do
not receive the attention they deserve. Clearly, this
can only be done if there are adequate numbers of
trained officers - extension officers, technical officers,
etc.

(iv) Infrastructure
There is inadequate supply of infrastruciure. Supply
of efficient infrastructure such as water, electricity.
teeder roads and other means of communication is a
‘sine qua non” to the efficient performance of small-
scale enterprises.

(v) Insufficient Funds
Government funds are not limitless. In the face of
competing needs for government resources. sufficient
funds are not always available to promote the needs
of small scale enterprises,

(vi) There is a reasonable apprehension that the small-
scale enterprise might not survive under SFEM.
Small-scale industries might be forced to close down
under SFEM for two reasons:

(a) inability to provide the required naira
equivalent of the foreign exchange needed 1o
procure machinery, raw materials and other
inputs: and

(b) disability in obtaining adequate foreign
exchange from SFEM in competition with
branches of transnational corporations
operating in the country. If the small-scale
enterprises were to become an endangered
specie, it would be in direct conflict with the aim
of achieving economic self-reliance through the
promotion of small-scale industries.

3. Problems with the Small-Scale Industries themselves

The unattractiveness of small-scale-industry-loans to
banks reflect the following underlying problems of small-
scale industries which represent deviations from the small-
scale industry paradigm presented in the opening section of
the paper.
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(v]

Shortuge of Shilf

The promoters or owners of the 1ali-scale
enterprises are people of average means with no
specialised skills or experuse. Because of financial
constraints. they are unable 1o hire the services of
spectalists on pari-time or full-time basis. As a result,
efficiency and productivity are low and hence the
small enterpriscs cannot survive stilf competition.

Louan diversion

In order to obltain the required loan, small
industrialists wait patiently on the managers of banks
and show all sincerity of purpose. After the loan
sought with great enthusiasm has been received. the
small-scale industrialist ceases 1o co-operate. When
the banker calls to discuss his business problems. he
becomes evastve. This attitude often occurs where
loan is given against the secur:”  of the assets
proposed 1o be acquired but the cnent has failed to
apply the loan for the purpose for which 1t was
obtained thus jeopardising the bank’s interest. The
loans disbursed are thus turned into loans without
any security.”' The President of the Nigeran
Association of Small-Scale Industrialists (NASSD)
deplored the attitude of Nigenan businessmen who
view loans from the banks as resources for promoting
personal aggrandizement in the form of more wives,
cars or even as resources for settling old scores.

Laoan defaults

Quite apart from loans misapplication, there is the
problem of loan repavment resulting ©  wccumulation
of arreas in many cases. Fven where the business has
earned reasonable profits. or is generating sufficient
funds to ailow repayment of the loans and interests
duc. the loans sometimes are not repaid regularly and
in many cases not at all. The misuse of funds and
failure 10 repay the fixed instalments seriously
weaken the capacity of the lending institutions to
benefit larger numbers of clients.

Luck of good advice

Another  characteristic 15 that  the small-scale
proprictor does not share his problems with others
nor does he scck good advice in order 1o find a
solution 1o his problems. This results in high costs
and/or unprofitable operations.

Luck of efficiency

Efficiency is a main area of weakness of the small
businesses. The owner-manager. in most cases, is
neither a technical expert nor an able administrator.
He runs his business with average efficiency, leaving a
wide margin for better and fuller uulisation of
resources at his disposal. In his study of 400
engincering  metal  working firms in 1968-72,
Professor Dudley of Birmingham University found
that better utilisation of reseurces in medium-sized
firms 1n the U.K. could lead up to 30 per cent higher
production and that at lcast 70 per cent of material
throughput time was wholly unproductive. Further,


















APPENDIX

Operation of the loan scheme in all the 19 states of the
federation would require a separate study. Here only a broad
generalisation indicative of a tendency can be given, using
one or two states as an example. The period, 1981-19835 was
one of economic recession and scarcity. It is not surprising
thercfore that the smali-scale loan schemes in the states was
not doing well for lack of funds. However, some states tried
more than others. Ondo State, for example, was reportedly
making more determined efforts at loan recovery and more
efficient use of available resources. Projects numbering 147
and employing 2.500 workers were visited in 1984 and their
proprietors offered technical advice to better their
performance by officers of the state small-scale credit
scheme.!

In Lagos State. the credit scheme which was formerly
operated as an arm of the ministry was up-graded to the
status of an autonomous body in 1981 under the supervision
of the State Ministry of Industries. Principally, the scheme
granted credit facilities to small-scale industries, charging an
interest rate of 812 per cent. In addition to providing technical

" See Grace Fawla and Yemi Adebavo “Financial Aspects of
Small-Scale Indusinies Development: Being a paper presented at
the Nigerian Economic Society Conference, 14th-18th May, 1983,
p.3.
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assistance, loan recipients were also helped to procure raw
materials from domestic sources. secure import licence for
necded spares. equipment and raw materials. Beneficiaries
received assistance in the marketing of products with the aim
of improving loan repayment ratec. However, lack of
sustained effort and/or funds resulied in the scheme's
dwindling performance. Disbursements declined from MN1.4
million in 1982 to 500,000 in 1983 and 1o M100,000 in
1984. In 1985, the scheme did not offer any loans. Similarly,
the number of applicants declined steadily from 38 in 1982 10
29. 14 and 7 in 1983, 1984 and 1985. respectivelv, while loan
recipients decreased from 16 in 1982 to 7 in 1983 and to one
n 1984,

There are no statistics in support of the claims of
satisfactory performance of the small-scale loan scheme in
the Rivers State. However. promotion of small-scale
tndustries in rural arcas is undertaken through the state-
owned PABOD, Finance and Invesiment Company. The
company undertakes feasibility studies of small business 10
determine viability and to advise government to guarantee
the funding. As tn Lagos State. the government of Rivers
State obtains required import licences for machinery. raw
maierials and spare parts. This kind of assistance is most
helpful to small-scale, proprietors and is advocated for
adoption by other states of the federation.
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Table |

NIGERIAN BANK FOR COMMERCE AND INDUSTRY
NORMAL OPERATIONS: LOAN TO SMALL AND MEDIUM ENTERPRISES 1980-1985

Date of Approval

Amount Approved

Total No. of

Project Sector 1981 1982 1983 1984 1985 Projects Equity Loan CGuarantee
N N
I, Food and BOVeTages. ..ot 6 17 9 2 l 1 36 130 8,165 —
2 Tourism, Hotels & Entertainmient .. 2 3 1 1 — 7 1.620 —
3. Tron & Steel Basic Industry oo 2 1 - — — — 3 70 —
4. Non-metallic Mineral Products ... 2 I 1 — — 4 877 —
5. Electronic & Electrical Appliances.. — — — — — — — — — —
6. TIANSPOTT oot rceeeiemee e erer e i — — - —_ 1 — 500 —_
7. Woud & Wooden Products...ooieen 3 6 6 2 — 1 18 4,422 —
¥. Machinery & Basic Muial Preducts. 1 5 2 — — — 8 — 2,730 —
9. Pulp & Paper Products . — 1 2 — — — 3 B8R —
L. TeXUT0S e s s — — — — — — — — —
11, Other Manufactured Products 2 6 2 I — 11 150 2.455 —
12, Other Service INAUSITICH .o 3 8 12 6 — 1 35 7.006 —
27 45 35 12 1 3 126 530 29,433 —
Sowerce: Nigerian Bank for Commeree and Industry (NBCT)
Table 2
NIGERIAN BANK FOR COMMERCE AND INDUSTRY
TOTAL NBCI DISBURSEMENTS FROM 1980-1985
Loan Equity Total
2 N N
4.458.136.00 12,886.00 4,.471,022.00
12,550.196.14 120,000.00 12,670,196.14
23,925,119.24 3,230.300.00 27.155,419.24
29.466.546.53 2.430.000.00 31.896,546.53
6,203,435.65 35,000.00 6.238,435.65
9.638,640.48 — 9.638,640.48
86.242,074.04 5.828,186.00 92,070,260.04

Source: Nigerian Bank for Commerce and Industries (NBCT)

*The above figures cover disbursements to all projects but exclude disbursements to FMI Small Scale Enterprises.




Table 3

NIGERIAN BANK FOR COMMERCE AND INDUSTRY
FEDERAL MINISTRY OF INDUSTRIES SPECIAL FUND FOR SMALL-SCALE ENTERPRISES 1980-1985

8¢

Amount
Gross Received
. Total Yalue by NBCI .
No. of Projects Approved and Year Ng. of 019 fr):)m the Amount Approved Amount Disbursed -
Project Sector 1980 | 1981 [ 1982 [ 1983 | 1984 | 1985 | Projecis | Projects ! FML | Equity | Loan [Guarantee] Total | Equity | Loan | Total
N N N M M N N N M
1. Non-metallic Building Materiais ]
2. Textiles o -
3. Chemicals & Pharmaceuticals ...
4. Other Manufacturing Sectors......
5. Electrical & Electronics................
6. Metal Fabrication........
7. Pulp & Paper Industry. r— 483 885 216 — — 1,584 N/A 37,775.0 — 554273 — 55,4273 — 48,640.1 48,640.1
8. Iron & Steel Basic........
9. Tourism & Haotels.....
10. Food & Beverages.....
11. Wood & Wooden Industries .
12, Other Services ......o...ooovveeeeeennn..
13. Transport Industry......................
Total — 483 885 216 — — 1,584 N/A 37,775.0 — 55,4273 — 55,4273 — 48.640.1 48,640.1
Source; Nigerian Bank for Commerce and Industry (NIBC)
Table 4
BANKS PERFORMANCE UNDER THE GUIDELINES PRESCRIBED TARGETS
Banks Total Loans and Advances
Loans and to the Prescribed
Total No. Total No. of Advances Target Group (4)as % of (3) Target
Year ol Banks Respondents N B % U
20 10 6.300.0 102.1 1.6 16
20 12 8,600.0 203.1 2.3 16
22 11 10,300.0 206.7 20 16
25 16 11.100.0 351.3 31 16
26 20 11,500.0 3543 10 16
28 27 12,170.1 §77.2 7.9 16




Table 5

NIGERIAN INDUSTRIAL DEVELOPMENT BANK LIMITED
SANCTIONS TO SMALL AND MEDIUM-SCALE INDUSTRIES (1980-1985)

(B000)
Sub-sector 1980 | 1981 ! 1982 1983 1984 1985 | Total

T FOOU oot reeee ettt e 845.0 39423 5.816.5 6.096.1 2.393.0 7.405.0 26,4979

2. Beverages.....ooovvieeeens 4,245.0 6,504.7 — 1.131.0 1.100.0 23050 [5.285.7

3 Textiles. oo 2,760.0 2.695.0 3,193.0 700.0 — 1.984.5 11.328.5

4. Footwear and Leather Products. 2,520.0 701.0 — — — — 3.221.0

5. Wood Products and Furniture... . 1.680.0 2,124.0 4,439.1 3,278.0 — — 11,521.1

6. Paper ProductS....ovveevveeceecccineinnan 2.660.5 §,840.0 2.954.0 3.042.3 3.686.5 3.727.3 24.910.6

7. Chemical and Petroleum Products.......ccooicecriiennes 5,523.0 10,764.5 8,229.3 7.257.0 11.966.1 10,346.7 54,086.6

8. Rubber Products...........cccovveeee — — —_ — — — —

G, Cement .o . 2,000.0 — _— — — — 2.000.0
10. Glass, Clay and Stone Products......onns 158.8 1.683.0 4.091.9 1.898.0 1,840.0 — v.671.7
11, Ironand Stee' e 2,880.0 — — — — 1,020.0 ) 3.900.0
12, Metal Fabric: Moo 3,350.0 7,037.7 3,526.6 5.151.2 1.655.0 6.319.8 27.040.3
13, Elcctronics and Electrical Apphiances. . 2,230.0 — — 579.0 — — 2.809.0
14. Transport Equipment..... v e e ita b eaneans — — 2,196.0 713.0 — 1.005.0 134.0
15. Mining and Quarrving. — — — 2,360.0 — — 2.360.0
16. Hotels and Tourism ..... 6,930.4 4,326.0 — — 11124 — 12.368.8
17. Miscellaneous....eeeeeeee . 5,340.8 13,480.5 4,455.8 3.834.0 6,980.0 5,692.3 39.783.4

Total 43,123.5 62,098.7 38,9022 36,059.6 30,7330 319.801.6 250,718.6

The disbursements are usually spread over the implementation period of the projects. These dishursements are in respect of sanctions to projects whose costs (investment plus working capital) are u
750,000 for small-scale and up 1o W3.0 million for medium-scale projects.

W, N
& Source: Nigerian Indust | Development Bank.
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NIGERIAN INDUSTRIAL DEVELOPMENT BANK LIMITED

Table 6

DISBURSEMENTS TO SMALL AND MEDIUM-SCALE INDUSTRIES (1980-1985)

(N000)

Sub-sector 1980 1981 | 1982 1983 | 1984 1985 Total
1. Food....... 766.7 2823 1,214,7 954 8 656.6 1,344.8 5,219.9
2. Beverages... 3,969.8 1,624.9 3.2394 1.444.3 3.099.6 4,105.5 17.483.5
3. Textides e i 3.289.6 436.9 1,632.4 1,320.7 1.470.3 1,047.1 9.197.0
4. Footwear and Leatner Production. 868.0 344 119.2 3 470 12.3 1,081.2
5. Wood Products and Furniture 1.440.9 748.7 413.3 26.2 2496 1,035.4 39141
6. Paper Products.........ococoeoveeiicenna, 2,171 686.2 670.8 3,393.9 293.9 872.3 8.088.2
7. Chemical and Petrolevm Preducts 4227 2,578.9 1,630.2 3,409.2 1.211.3 3,907.0 13,159.3
8. RubberProducts.......... ..., — — — — — — —
9 Cement.ooiiiiiiin e — — 3,000.0 — — — 3.000.0

10. Glass, Clay and Stonc Products.. 7.266.2 37201 30550 934.7 1238 3168.7 15.468.5

Il. Tronand Steel .o, 409.5 1,701.4 2,134.0 1,691.2 219.8 2 6,156.1

12. Metal Fahrication .............c..ccoooeee.. 7.1 80.1 1.410.9 1.054.9 8343 1,081.2 4.778.5

13, Electronic and Electrical Appliances . 328.2 538.8 275.3 50.9 127.6 67.1 1,387.9

14, Transport Equipment .........cc........ 43724 — 659.1 97.7 12.5 — 5.141.7

15, Miming and Quarrying ... — — 530.7 9.3 21.0 396 600.6

16. Hotel and Tourism..... 5,040.4 1,.899.2 1.792.3 1,257.2 1.424.9 4914 11,9054

17, MiseellanCous........ooooi e eer e 3,363.6 5.875.7 7.020.7 2,648.8 755.2 1.126.2 20,790.2

Total 34.026.2 20.207.6 28.798.0 18,2941 10,547.4 15,498.8 1273721

The disbursements are usually spread over the implementation period of the projects. These disbursements are in respect of sanctions to projects whose costs (investment plus working capital) are up 1o

MN750,000 for small-scale and up to N3.0 million for medium-scale projects.

Sowurce: Nigerian Industrial Development Bank.

NIGERIAN INDUSTRIAL DEVELOPMENT BANK (N.1.D.B.)

Table 7

SOURCES OF FUNDS

End December 1980

End December 1981

End December 1982 l End December 1983

End December 1984 l

(™" million}
(n
Capral (Pard upy oo 99.4
Laans from:
v, Other non-Bank Financial Institutions ... —
Vo CHOVETTITICR e e [29.9
vi. Abroad...... e e L 634
(Sept)

Grants fronn

1.
2

Federal Governnwent, o,
S8 CHONeIIIMCNLS L

3 OMhers . e

(" mitlion)

(2) (3)
994 99.4
(L6 0.6
187.2 216.3
15.2 25.0

(™" million)

M million)

4)
99.4

(3)
188.4

(™" million)

(6)
198.5

] —
— g A
1w

Srrce: NOLDCB. Bulanee Sheet for the various years.

End December 1985 N
(M million)





