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Abstract 

This study investigated the impact of microfinance bank on the development 

and growth of Nigeria’s small and medium scale enterprises using descriptive, 

survey and case study research design. The data for the study were sourced 

primarily, and structured questionnaire were administered on thirty 

respondents (staff and management) of Ifedapo Microfinance bank, Saki as 

case study. The responses were presented in tables with rows and columns. 

The data were analyzed using chi square and other statistical packages. The 

findings revealed that microfinance contributed immensely to the growth and 

development of Nigeria’s small and medium scale enterprises thereby should 

be encouraged and accepted as agent of development and grassroots’ 

mobilizer of deposits, agents for the reduction of poverty. This study also 

recommends that enabling environment should be created for the 

establishment of more microfinance banks, and that the regulatory 

framework should be strengthened for the continued survival and growth of 

Microfinance institutions. 
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Background to the study 

Microfinance is popularly seen as rendering financial services to economically 

active poor in the form of loans to enable them start income generating 

activities or expand their little businesses which includes savings, payment, 
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transfer and micro insurance. Therefore the extension of credit to the Small 

and medium enterprises would go a long way to develop the economy of the 

rural areas. Ofeimium (2018) attest to the importance of Small and medium 

enterprises as an instrument of income distribution among the poor, the 

utilization of local resources which assist a great deal in the local areas 

industrial development. This is why microfinance banks (MFBs) are 

registered under Corporate Affairs Commission (CAC) to carry on the 

business of providing microfinance services such as savings, credit, micro 

leasing, domestic fund transfer, and other financial services needed by the 

economically active poor. According to UNDP Report (2005), over 98.3 

million (70.2%) of Nigeria population lives on less than one dollar a day. In 

addition, over 65% (91.0 million) of the less economically active population 

do not have access to formal financial services. Thus, a huge gap exists in the 

provision of services to these segments. Also, according to Central Bank of 

Nigeria (CBN), with about 3,462 total branch networks, commercial banks 

make their services available only to 26% of the Nigeria population. In other 

words, only 39 million Nigerians benefits from banking system, leaving a 

whopping 84%or N460 million in the informal sector of micro banking. 

Report from other parts of the world particularly India, Philippine and 

Bangladesh have shown that microfinance is not a powerful tool for the 

reduction of poverty; it only recognized as a veritable vehicle for the 

achievement of the United nations Millennium Development Goal by 2015. In 

the same vein, Prasda et.al (2011) observed the significant contributions of 

Small and medium enterprises (SMEs) but assert that the case of Nigeria is 

different while Archa,(2012) Nwigwe (2012) and Nwankwo (2007) assert 

little evidence of the contributions of Microfinance banks to the growth of 

SMEs.  In the same vein, Orodje (2012) also attest to the failure of Nigeria 

Microfinance bank in addressing poverty and financing the growth of SMEs.  

The factors responsible for the failures as highlighted by Yahaya (2011) 

include differential interest rate, training services, access to credit 

requirements, capacity buildings and etc. The level of poverty worldwide is a 

major determinant of economic growth and economic development. There 

has been increasing concern for microfinance institutions because of their 

potentials to actively impact positively the desired development in other 

sector that could lead to employment generation, income generation as well 

as the perceived ability of microfinance institutions to reduce the level of 
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poverty in a nation’s economy. Several countries had used different 

approaches towards improving their nation’s poverty level if not completely 

erased. In Nigeria, the availability of credit facilities to small and medium term 

enterprises through different policy directives of the government is an 

indication of the recognition bestowed on the development and growth of the 

rural economy as an engine for the growth of a nation. On this note, 

microfinance banks were introduced to cater for the need of the rural 

dwellers. Credit facilities from microfinance banks were designed to reduce 

the level of poverty and stir economic activities at the rural and semi-urban 

centers. It was recognized that lack of funds to entrepreneurs hinder their 

ability especially those in the rural areas as they make up the bulk of small 

scale entrepreneur from engaging in ventures such as: agricultural 

production, commercialization, etc. Microfinance banks were introduced to 

close the gap created by commercial banks’ lending habits (provision of 

collateral securities) which peasant farmers and small business advent would 

not be able to provide. Hence, microfinance banks were introduced to bridge 

the gap of credit extension to SMEs as SMEs are constraint from commercial 

banks because of incessant request for collaterals exorbitant charges etc the 

SMEs even prefer sourcing fund from personal savings and cooperative 

societies (Olufemi,2019). SMEs are engine of economic growth and 

development (Ofogbu, et al, 2013). 

 

Statement of the problem 
Many attempts on poverty reduction and rapid economic growth have been 
made in Nigeria commencing early 70s but inefficiencies of government 
apparatus and changes in favour of market system informed the need for 
enabled small business enterprises and microfinance support. Most 
microfinance banks in Nigeria do not view their activities as having impact on 
the overall economy. This research will therefore attempt to provide solutions 
to problems that may likely create difficulties to the general role expected of 
microfinance banks in impacting positively on the development of small scale 
enterprises.  
 

Research Questions 

The broad question this paper seeks to answer is: How has microfinance 

banks impacted on the growth of SMEs in Nigeria. This paper also intends to 

answer the following specific questions: 
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1. What are the contributions of microfinance banks to Nigeria economic 

growth? 

2. To what extent has the range of services rendered by microfinance banks 

affected the growth of SMEs in Nigeria. 

 

Objectives of the Study 

The main objective of this paper is to examine the impact of microfinance bank 

on the growth of SMES in Nigeria. The specific objectives are to: 

1. Examine the contribution of microfinance banks to Nigeria economic 

growth. 

2. Determine the extent of the contribution of the range of services 

rendered by microfinance banks on the growth of SMEs in Nigeria. 

 

LITERATURE REVIEW 

Concept of Microfinance banks 

The growth and development of small and medium scale enterprises as well 

as low income earners gave rise to the microfinance banks in which past times 

or years have been in practice in form of:  

(i) Savings box (Kolo):  for children, traders who serve as treasurers for 

the family.   

(ii) Daily contribution:  Rational or joint labour submissions to father in 

law for the extension of their farms.  

(iii) Business set up for new wives and youth:  this is usually husbands, 

family or co-wives and friends and wives mother.  

(iv) Money lenders (Sogbon doogoji):  An individual giving loans to others 

with hundred percent interest rate.  

 

Also, microfinance banks were then called community banks which came into 

existence following the community banking Act No 46 of 1990. Under this act, 

community banks were established by communities and private 

individuals/organizations both the rural and urban areas of the country to 

people in the community. But as a result of the upward review in banks capital 

base in which professor Charles Soludo, the former governor of Central Bank 

of Nigeria announced an increase in bank’s capital base from #2billion to #25 

billion and community banks from #1 million to #5million on 6th of July, 2004 

with a deadline set for 31st December, 2005.   
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Similarly, there are categories of microfinance banks namely:  

(v) Microfinance bank licensed to operate as a unit bank; 

(vi) Microfinance bank licensed to operate in a state.  

(vii) Microfinance bank licensed to operate outside the state. 

 

Microfinance bank licensed to operate as a unit bank is a local bank and this 

can operate cash centers subject to meeting the prescribed prudential 

requirement and availability of free funds for opening cash centers with the 

minimum paid up capital of #20 million.  

Microfinance bank licensed to operate as a state is authorized to operate in all 

parts of the state which they are registered, subject to meeting the prescribed 

prudential requirement and availability of free funds for opening branches 

with the minimum paid up capital of #1 billion. And other category of 

microfinance bank is derived under this, thus:  

Microfinance bank licensed to operate outside the state. This is a microfinance 

bank authorized to operate outside the state in which the head office is 

situated and it requires special permission from the monetary authorities and 

the permission may not be forthcoming on time.  

 

Role of Microfinance in Meeting Millennium Development Goals 
No single intervention can defeat poverty. Poor people need employment, 
schooling and health care while some of the poorest require immediate 
income transfer or relief to survive. Moreover, improvement in healthcare, 
nutritional advice and education can be sustained only when households have 
increased earning and greater control over financial resources. Financial 
services reduce poverty and its effect in multiple concrete ways.  
As documented in the regulatory and supervisory guidelines for MFBs 
(Central Bank of Nigeria 2006) the goals of microfinance banks are: 

i. Eradication of extreme poverty and hunger; 

ii. Achieve universal primary education 

iii. Promote gender equality and empower women 

iv. Reduce child mortality; 

v. Improve maternal healthcare; 

vi. Ensure environmental sustainability 

 

Overview of Microfinance banks activities in Nigeria 

According to Omolumo (2001), the practice of microfinance in Nigeria is 
culturally rooted and dates back several centuries ago. The traditional 
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microfinance institution provides access to credit for the rural and urban low 
income earners. They are mainly of the information Self-Help Group (SHG) 
types. Other services provided by microfinance banks include savings 
collection and co-operative societies. The informal financial institutions 
generally have limited outreach due to paucity of loanable funds.  
In order to enhance the flow of financial services to Nigerian rural areas, 
government has in the past initiated series of publicly financed micro-rural 
credit programmes and policies targeted at the poor notable among such 
programmes were the rural banking programme, sectorial allocation of 
credits, a concessionary interest rate and agricultural Credit Guarantee 
Scheme (ACGS). 
Since the 1980s, non-governmental organizations (NGOs) have emerged in 
Nigeria to champion the cause of the micro and rural entrepreneurs with a 
shift from the supply approach to a demand-driven strategy. The number of 
NGOs involved in microfinance activities has increased significantly in recent 
times due largely to the inability of the formal financial sector to provide the 
services needed by the low income groups and the poor and the declining 
support from development partners amongst others.  
 
Critical success factors for financing small and medium scale enterprises 
Small and medium scale businesses are the energizers of the business 
environment through the provision of products and services in demand by 
consumers in different markets. When analyzing the factors responsible for 
the success or failure of businesses, poor management and lack of qualified 
staff and personnel are often cited as one of the major reasons for failure of 
small businesses. It can be helpful to go through some self-appraisal 
questions. The questions would include:  
(i)you need more capital? (ii)How do you define your need? Is the money 
needed to expand or as a cushion against risk? (iii)How urgent is the need? 
(iv)How great is the risk? (v)All business caries risk and the degree of risk will 
affect cost of finance of any project? (vi)What state of development is the 
business need? (vii)The purpose for which the capital will be used (viii)The 
strength of the management (ix)Business plan is a major priority for any 
business (x)Nature of the business i.e. seasonal or cyclical. 
 
METHODOLOGY 
This study uses descriptive, survey and cases study research design. The data 
for this study was sourced primarily. The population of the study comprises 
of fifteen microfinance banks located in the Oke-Ogun area of Oyo state 
comprising of ten local governments in Oyo state Nigeria. While Ifedapo 
Microfinance bank, Saki, located at Saki-West local government area of Oyo 
State was chosen as a case study, using purposive and simple random 
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sampling techniques. Questionnaire is the research instrument that was used. 
Thirty copies of questionnaire were distributed and twenty eight copies were 
duly completed and returned (i.e. 80%) which is considered a true 
representative of the population. 
 
DATA ANALYSIS 
Section A 

Table  1   Questionnaire – administration 

Questionnaires  

administered 

Frequency % 

No. of questionnaires 

returned  

28 80 

No. of questionnaires not 

returned 

2 20 

Total  30 100 

Source: Field Survey, 2020 

 

From the table above, it is clear that 80% of the staff Ifedapo Microfinance 

Bank limited completed the questionnaire administered to them while the 

remaining 20% did not complete theirs, and such did not form part of this 

report. 

 

Table 2 Sex distribution 

Sex Frequency % 
Male 16 57 
Female 12 43 
Total 28 100 

Source; Field survey, 2020 
The table above shows that majority of the respondents are male representing 

57% while the remaining are female representing 43%. 

 

Table 3 Age distribution 

Age Frequency % 

18-25years 8 29 

26-35years 10 35 

36-45years 7 25 

46-50years 3 11 
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51years and above - - 

Total 28 100 

Source: Field Survey, 2020. 

 

The table above shows that 8 respondents representing 29% fell between the 

ages of 18-25years; 10 respondent representing 35% fell between the ages of 

26-35years; 7 respondents representing 11% fell within the age bracket of 

46-50years.  

There was no respondent whose age exceeded 50years 

 

Table 4 Marital Status 

Marital Status Frequency % 

Single 12 43 

Married 16 57 

Total 28 100 

Source: Field Survey, 2020 

The table above indicates that 57% of the respondents are married while 43% 

of them are still single. 

 

Table 5:  Length of Service 

Length of Service Frequency % 

1-6years 12 43 

7-14 9 32 

15years and above 7 25 

Total 28 100 

Source: field Survey, 2020 

The above table shows that 12 respondents (43%) have been with the bank 

between 1-6years; 9 respondents (32%) have been with the bank for between 

7-14years and 7 respondents (25%) have been working with the bank for 

15years and above. 

 

Table 6:  Job Status 

Job Status Frequency % 

Management Staff 6 21 

Senior staff 14 50 

Junior Staff 8 29 
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Total 28 100 

Source: Field Survey, 2020. 

The above table shows that 21% of the respondents occupy management 

positions in the bank; 50% of the respondents are senior officers of the bank 

while 29% of them are junior workers. 

 

Table 7 Academic Qualification 

Academic Qualification Frequency % 

SSCE/GCE 8 29 

ND/NCE 5 18 

HND/BSC 9 32 

MSC/MBA 4 14 

ACCA/ACMA 2 7 

Total 28 100 

Source: Field Survey, 2019 

The above table shows that 29% of the respondents have SSCE/GCE 

certificate; 32% of them have HND/BSC certificates; 14 respondents have 

MSC/MBA certificate while 7% of them have ACCA/ACMA certificate. 

 

Section B 

Table 8: Do Microfinance bank has positive impact on the growth of 

small and medium enterprises? 

Responses Frequency % 
Agreed 18 64 
Undecided - - 
Disagreed 10 36 
Total 28 100 

Source: Field Survey, 2019 

The table above indicates that 18 respondents representing 64% agreed that 
microfinance has positive impact on the growth of small and medium scale 
enterprises in Nigeria while 10 respondents (36%) disagree. 
 

Table 9: Do Microfinance banks contribute to the attainment of economic 
growth and objectives of government through funding of small and medium 
scale enterprises? 

Responses  Frequency % 
Agreed 16 57 
Undecided - - 
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Disagreed 12 43 
Total 28 100 

Source: Field Survey, 2019 

 

The above table shows that majority of the respondents which constitutes 

57% agreed that Microfinance banks contribute to the attainment of economic 

growth objectives of government through funding of small and medium scale 

enterprises while 43% disagreed. This implies that microfinance banks 

contribute positively towards the attainment of Nigeria’s economic growth 

objective programme through funding of small and medium scale enterprises. 

 

Table 10: Q6 Do small and medium scale enterprises have easy accessibility 

to microfinance banks’ credit without constraints? 

Responses Frequency % 
Yes 20 71 
Undecided - - 
No 8 29 
Total 28 100 

Source: Field Survey, 2019 

 

In the above table, majority of the respondents said Yes. That is, 20 

respondents (71%) answer in the affirmative while 8 respondents (29%) 

answered in the negative. This means that small and medium scale 

enterprises owners have easy access to funds. 

 

TES OF HYPOTHESIS 

Hypothesis 1 

Ho: Microfinance banks do not have positive impact on the growth of Nigeria’s 

small and medium scale enterprises 

H1: Microfinance banks have positive impact on the growth of Nigeria’s small 

and medium scale enterprises 

Responses O E (o-e)2 (o-e)2 (0-e)2 

2 

Yes 18 9.3 8.7 75.69 8.1 

Undecided  0 9.3 -9.3 86.49 9.3 

No 10 9.3 0.7 0.49 0.1 

Total 28   X2 17.5 
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Source: Author’s field survey 2020 

calculation of the expected frequency 

E = 
0

𝑛
 

=
28

3
= 9.3 

Level of significance = 5% or 0.05 

Degree of freedom = (n-1) 

Df = 3-1 

Df = 2 

X2tab (0.05, 2) = 5.99 

Decision 

Since the X2 cal. (17.5) is greater than the X2 table value (5.99), the null 

hypothesis will be rejected while the alternative hypothesis will be accepted. 

Therefore, microfinance banks have impact on the development of small scale 

enterprises. 

 

Hypothesis 2 

Ho: Microfinance banks do not contribute positively to the attainment of 

Nigeria’s economic growth objectives of the government through funding of 

small and medium scale enterprises. 

H1: Microfinance banks contribute positively to the attainment of Nigeria’s 

economic growth objectives of the government through funding of small and 

medium scale enterprises. 

Responses O E (o-e)2 (o-e)2 (0-e)2 

2 

Yes 16 9.3 6.7 44.89 4.8 

Undecided  07 9.3 -9.3 86.49 9.3 

No 12 9.3 2.7 7.29 0.8 

Total 28   X2 = 14.9 

Source: Field Survey 2019 

Calculation of the expected frequency  

E = 
0

𝑛
 

=
28

3
= 9.3 

Level of significance = 5% or 0.05 

Degree of freedom = (n-1) 
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Df = 3-1 

Df = 2 

X2tab (0.05, 2) = 5.99 

 

Decision: 

Since the X2 Cal. (14.9) is greater than the X2 table value (5.99), the null 

hypothesis will be rejected while the alternative hypothesis will be accepted. 

Therefore, microfinance banks contribute positively to the attainment of 

Nigeria’s government’s economic growth objectives through funding small 

scale businesses. 

 

Hypothesis 3 

Ho: Services rendered by microfinance banks affected positively the growth 

of Nigeria’s small and medium scale enterprises. 

H1: Services rendered by microfinance banks affected positively the 

growth of Nigeria’s small and medium scale enterprises. 

Responses O E (o-e) (o-e)2 (0-e)2 

2 

Yes 28 9.3 18.7 349.69 37.6 

Undecided  0 -9.3 -9.3 86.49 9.3 

No 0 -9.3 -9.3 86.49 9.3 

Total 28   X2 = 56.2 

Source: Field Survey 2019 

Calculation of the expected frequency 

E = 
0

𝑛
 

=
28

3
= 9.3 

Level of significance = 5% or 0.05 

Degree of freedom = (n-1) 

Df = 3-1 

Df = 2 

X2tab (0.05, 2) = 5.99 

Decision 

Since the X2 cal. (56.2) is greater than the X2 table value (5.99), the null 

hypothesis will be rejected while the alternative hypothesis will be accepted. 
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Therefore,services rendered by microfinance banks affected positively the 

growth of Nigeria’s small and medium scale enterprises. 

 

Result of Findings 

It was discovered that microfinance banks have impacted positively on the 

growth and development of Nigeria’s small and medium scale enterprises, in 

the same vein as empirically investigated, since small and medium scale 

industrialists do not face any constraint in accessing create from microfinance 

banks,then, the future of investment opportunities in Nigeria is guaranteed 

which will in turn lead to job creation and improved standard of living for 

Nigerians. 

Microfinance banks contributeimmensely to the attainment of 

Nigeria’seconomic growth objective of government through financing small 

scale enterprises as investigated which will lead to an   increased the rate of 

entrepreneur in Nigeria thereby promoting trade development in Nigeria.  

 

Conclusion and Recommendation 

In conclusion, microfinance banks must be given top priority because of the 

array of opportunities it provides, as the country devices in reality, the 

microfinance banking system is still young compared to the universal 

banking. It is also not reasonable to conclude its contribution to poverty 

reduction, improvement in real purchasing power of the poor. Arising from 

the analysis, the following recommendations are put forward: 

i. Microfinance banks is adjudged as an agent of economic growth and 

economic development as empirically tested therefore the government 

should provide an enabling environment for the establishment of more 

microfinance banks so as to be able to bring banking habit to the door 

step of a greater percentage of Nigerians. In this way deposits from the 

grassroots can be mobilized for investment thereby creating jobs, 

employment opportunities, increased production and reducing poverty. 

ii. Microfinance banks should be innovative in product designing and 

marketing because as empirically tested, the range of services rendered 

by microfinance banks has positively affected the growth of Nigeria’s 

small and medium scale enterprises. 

iii. There should be provision of microfinance policy, regulatory and 

supervisory framework by Central Bank of Nigeria.  
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