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ABSTRACT 

This paper is to assess the challenges facing micro and small enterprises in 

accessing bank credit in Nigeria. The major objective of this paper is to 

critically to make identify the challenges facing micro and small enterprises in 

accessing bank credit in Nigeria. The use of primary and secondary data was 

adopted were consulted. Some of the identified challenges that micro and small 

enterprises are facing in accessing bank credit include: There is high interest 

rate charged on loan granted by financial institutions to MSEs, Lack of 

possession/ownership of adequate collateral hinders access to bank credit by 

MSEs and Inability to provide required documents reduces the chance of getting 

access to bank credit. At the end, summary, conclusion and recommendations 

are made such as Maintaining a bank account with any of the financial 

institutions will also help the MSEs to have easy access to credit facilities thus 

serving as a guarantee that the MSE will be able to pay the credit back in time. 
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INTRODUCTION 

Bank credit is the aggregate amount of credit available to a person or business 

from a banking institution. It is the total amount of funds financial institutions 

provide to an individual or business (Investopedia, 2016). In other words, it is 
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the borrowing capacity advanced by a bank to an individual, firm, or 

organization in the form of cash loans which is repayable at a future date as 

agreed by both the lender and the borrower. 

The sources of finance available to SMEs are his personal equity, loans and 

grants from relatives and friends (Osamwonyi,1988:Nwoye,1994), institutional 

sourcing of funds which according to Roger (2002) include banking industry, 

Small-Scale Industries Credit Scheme (SSICS), Small and Medium Industry 

Equity Investment Scheme, the Bank for Industry; and the Capital Market. 

Considering the above listed sources of funds, it seems clear that the problem 

with funding Micro and Small Enterprises is not so much the sources of funds 

but the accessibility. 

Micro and Small Enterprises (MSEs) are lifeblood of most economies. To be 

successful in this and other business sectors, finance plays a major role. Without 

finance, no business enterprise can achieve its objectives as it is the backbone 

of MSEs and any other business enterprise (Mckernan& Chen, 2005). Both in 

the developing and developed countries, small firms have been found to have 

less access to external finance and to be more constrained in their operation and 

growth (Galindo &Schiantarelli, 2003). Micro, Small and Medium Enterprises 

(MSMEs) are viewed as a key driver of economic and social development in 

the African context. They represent a large number of businesses in a country, 

generate much wealth and employment and are widely considered to be vital to 

a country’s competitiveness.  

MSMEs are hailed for their pivotal role in promoting grassroots economic 

growth and equitable sustainable development (Pelham 2000). MSMEs tend to 

be large in number, accounting for about 90 percent of all enterprises in many 

African countries and over 80 percent of new jobs in a given country (Reinecke, 

2002). Therefore, in order for Micro, Small and Medium Enterprises (MSMEs) 

to continue to fulfill social economic needs, they need access to finance to carry 

out their business operation and expansion. 

 

CONCEPT OF MICRO AND SMALL ENTERPRISES 

Ezeudu (2010) stated that, the governments of many developing countries have 

been concerned with promoting their Small Scale Enterprises (SSEs) since the 

1960s. The rationale for helping those enterprises could be summed up neatly 

in the often heard saying “small is beautiful”. This view arises for a number of 

diverse reasons, which have tended to differ from one country to another.  
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However, the criteria are important for the government agencies that administer 

support policies (Homi and Strange, 2001). If different enterprises use different 

types of technologies, and/or produce different quality/price product, the 

grouping of small scale enterprises may alter between the various criteria. In the 

event, in of absence of any guidelines, decisions about cut off points have 

sometimes been influenced by the lobbying power of pressure groups.  

Ezeudu (2010) asserted that, studies by Berhanu (2001), Adaju (2006), Kuteyi 

(2006), reveal that any alternative criterion rests on certain characteristics of the 

enterprises. For example, Berhanu (2001) subscribes to the view that SSEs 

would be those enterprises that have family ownership and employ only family 

members. This criterion would avoid the problem of the cut off points, but there 

may instead be a problem of defining ‘the family’. The obvious inference from 

this brief discussion is that no one criterion is unquestionably better than the 

others.. 

A small scale enterprise is defined as a business with a small number of 

employees. The legal definition of “small” often arises by country and industry, 

but is generally under 100 employees in the United States while under 50 

employees in the European Union (Wikipedia, 2001). In Comparison, the 

American definition of medium sized businesses by the number of employees 

is generally under 500 while 250 are for that of European Union. According to 

Wikipedia (2001), these businesses are normally privately owned corporation, 

partnership or sole proprietorship. In Australia, Small Scale Business Act 

defines Small Scale Business as 1-9 employees and medium scale business are 

made up of 20-2000 employees. 

According to London Enterprise Promotion Act (1990) a small scale business 

is a person, corporation, partnership or other entity who employs 100 or fewer 

individuals (across all facilities and operations owned by small scale business). 

The Small Scale Business Act defines a SmallScale Enterprise as a concern that 

is independently owned and operated, and which is not dominant in its field of 

operations (LEPA, 1990). These criteria are followed by the European Union, 

for instance headcount, turnover and balance sheet totals. In their separate 

definition the World Bank (1998) and International Finance Corporation (IFC) 

(2001), adopted the above criteria. According to these International 

Organizations, the small scale businesses often located in private homes are 

called micro businesses, which employ not less than ten (10) people while small 

scale enterprises employ not less than 10-50 workers.  
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In Nigeria, attempts to define Small Scale Enterprises (SSEs) recognized 

criteria such as employment base and asset base classifications. These two 

criteria or classifications help to distinguish between small scale enterprise and 

medium scale enterprise in Nigeria and other developing economies. Based on 

these criteria, one of the agencies or groups in Nigeria that has tried to offer a 

simple definition of SSEs is the Small and Medium Scale Industries and Equity 

Investment Scheme (SMIEIS). SMIEIS is a voluntary initiative of the Bankers’ 

Committee whose membership includes all the Managing Directors and Chief 

Executive Officers (MD/CEOs) of banks in Nigeria, which require all licensed 

banks in Nigeria to set equity investment in and promotion of small and Medium 

Scale Enterprises (SMEs). 

The body (SMIEIS) defines Small and Medium Scale Enterprises (SMEs) as 

enterprises with a maximum asset base of N200 million (excluding land and 

working capital) and with the number of staff employed not less than 10 or more 

than 300. Small and Medium Scale Enterprises (SMEs) have been defined along 

a broad continuum of size and type. In terms of size, measures used to classify 

SMEs include employment and assets.  

The International Finance Corporation (2001) defines small scale enterprises as 

a business that employs 10 to 50 workers with an asset base of not less than $2.5 

million. IFC (2001) also defines medium scale enterprise as a business that 

employs 50 to 100 people. On her own part, the Central Bank of Nigeria (2005), 

describes small scale enterprise as a business that employsnot less than 50 

people and with an asset base of not less than N1million. It was 

adopted as an operational definition of SSE because the size of a firm is 

determined by the firm capitalization, among other factors. 

National Association of Small Scale Industries (1998) describes Small Scale 

Enterprise as a business that employs not less than 40 people, with an asset base 

of not less than N40 million. Accenture (2000), describes SSE as a business that 

employs not less than 50 workers and medium scale enterprise as a business 

that employs not less than 500 employees. The Federal Ministry of Commerce 

and Industry (1995) describes a small scale enterprise as business enterprise that 

has an asset base of not less than N50 million while it describes a medium scale 

enterprise as that which has an asset base of not less than N200 million. The 

National Economic Reconstruction Fund (1998) describes small scale 

enterprise as a business with an asset base of not less than N10million. 
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Beside the above discussed criteria used in classifying a small scale enterprise, 

size and rate of turnover have been also used in Latin America and Mauritius. 

Manuel (2001) asserted that small scale enterprise can be distinguished from 

medium scale business based on size of its operation and annual turnover. 

Manuel (2001) however failed to be specific in the amount of money that would 

be used as a benchmark based on rate of turnover for describing or determining 

a small-scale enterprise. However, in Botswana, Manuel (2001) argues that 

small scale enterprise can have less than $1 million dollar as return on 

investment. Small businesses are common in many countries depending on the 

economic system in operation. Typical examples include: convenience stores, 

other small shops such as hair salons, tradesmen, solicitors, lawyers, 

accountants, restaurants, guest houses, photographers, small-scale 

manufacturers etc.. 

 

Empirical Studies 

Access to external sources of finance may increase growth possibilities since it 

facilitates the development and improvement of firm’s products and services or 

hire new employees. In transition economies, the development that financial 

markets experience may create barriers linked to the access to finance. Hence, 

academic research considers financial constraints as an important obstacle for 

entrepreneurship and firm growth. Empirical evidence supporting the 

importance of access to external finance for business growth can be found in 

Brown, Earlem&Lup,(2005), who examines firm growth determinants. 

Conversely, Johnson, McMillan and Woodruff (2000) evaluate institutional 

reforms in five Eastern European countries (including Romania), and they 

conclude that access to bank finance does not prevent business growth (Gichuki, 

Njeru and Tirimba (2014). 

Gichuki, Njeru and Tirimba (2014) in their study “Challenges Facing Micro and 

Small Enterprises inAccessing Credit Facilities in KangemiHarambeeMarket in 

Nairobi City County” which was carried out to determine the challenges facing 

Micro and Small Enterprises in accessing credit facilities in KangemiHarambee 

Market in Nairobi City County, Kenya. The study used descriptive research 

design and targeted a sample of 241 from a target population of 656 MSEs 

located in KangemiHarambee market. The study revealed that the key 

challenges hindering micro and small enterprises from accessing credit facilities 

among other are; high cost of repayment, strict collateral requirements, 
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unwillingness of people to act as guarantors, high credit facilities processing 

fees and short repayment period. Therefore, the study recommended that 

financial institutions should set more flexible, affordable and attractive 

requirements in financing micro and small enterprises. 

 

COMPARATIVE ANALYSIS OF MICRO AND SMALL ENTERPRISES 

IN ACCESSING BANK CREDIT IN NIGERIA WITH OTHER 

AFRICANS COUNTRIES 

Kwaning, Nyantakyi, and Kyereh(2015) in their study “The Challenges behind 

SMES’ Access to Debts Financing in theGhanaian Financial Market” which 

was carried out to examines the difficulties SMEs face inaccessing loan, 

difficulties financial institutions face in lending to SMEs and the impact of 

loanon the profitability of SMEs. In conducting the study, the authors 

administered questionnaires were SMEs, and also interviewed Credit officers in 

the selected banks. The study major findings are; Interest rate on loan to the 

SMEs is extremely high, Repayment periods on loans to SMEsare too short 

making it very difficult to embark on any developmental or expansion projects, 

mostSMEs do not understand terms and conditions, and also oblivious of the 

interpretation of thepercentage charged on the loans. The study also found out 

that small business owners normally givefalse information when accessing loan 

from financial institutions. Matavire et al., (2013), in their study on challenges 

facing SMEs in accessing finance from financial institutions: The case of 

Belaway, Zimbabwe found out that SMEs fail to secure loans because of 

restrictive requirements of the financial institutions, top among them being 

collateral security. Among their recommendations is that the government 

should play its role of enabling SMEs to obtain finance from financial 

institutions.  

Mensah, Azinga, andSodji (2015) in their work “Challenges faced by Small and 

Medium sizeEnterprises in Accessing Credit Facilities fromFinancial 

Institutions: An Empirical AssessmentIncorporating the Perceptions of 

bothBorrowers and Financiers”, which was carried out to identified challenges 

faced by borrowers, precisely small and medium-size enterprises in accessing 

credit facilities from financial institutions. The study findings were presented 

usingPearson correlation test, simple linear regression analysis and the 

arithmetic mean. Findings of the study revealed several challenges, which are 

high inflation, lack of adequate capital, high interest rate in the capitalmarket, 
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and exchange rate fluctuation. The study also revealed that there was a strong 

positive relationship betweenchallenges perceived by borrowers and challenges 

perceived by bankers.  

Onugu  (2005) in his work “Small and Medium Enterprises (SMEs) in Nigeria: 

Problemsand Prospects” which was undertaken to find out if the SME sub-

sector in Nigeria has performed its critical role of driving the country’s 

industrial transformation and development as it has done in other developed 

countries; and if not, why, and also to identify remedial measures. The study 

thus investigated the performance of the Small and Medium Enterprises sub-

sector of the Nigerian economy, its problems and prospects by selecting a total 

of 300 SMEs randomly from a cross section of a population of 1,500 SMEs 

spread among all the states of Nigeria including Abuja and covering virtually 

all forms (Sole Proprietorship, Partnership, Private and Public Limited 

Companies etc) and kinds (Services, Manufacturing,Processing, Oil & Gas, 

Educational etc). In the case of Nigeria, SMEs have performed below 

expectation due to a combination of problems which ranges from attitude and 

habits of SMEs themselves through environmental related factors, instability of 

governments and frequent government policy changes and somersaults. The 

study also revealed that the “top ten” problem areas of SMEs in Nigeria in 

decreasing order of intensity include; management, access to finance, 

infrastructure, government policy inconsistencies and bureaucracy, 

environmental factors, multiple taxes and levies, access to modern technology, 

unfair competition, marketing problems and non-availability of raw materials 

locally. Another study was done which sought to identify critical factors that 

influence access to bank credit by MSEs.Overall, these findings support the 

literature that underscores the primacy of entrepreneurial factors, over operating 

environment in facilitating small enterprises’ access to bank credit (Wagema, 

2006: Gichuki, Njeru&Tirimba2014). 

 

CHALLENGES FACING MICRO AND SMALL ENTERPRISES IN 

ACCESSING BANK CREDIT IN NIGERIA 

Micro and Small business enterprises have traditionally encountered problems 

when seeking credits from banks to support their fixed capital investment as 

well as working capital for their operations (Tagoe, Nyarko and Amarh, 2005). 

Factors identified inhibiting funds accessibility as stated by Oladele (1985), 

Adepoju (2003), Osamwonyi (2004), by the MSEs are the stringent conditions 
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set by financial institutions, the lack of adequate collateral and credit 

information, and the cost of accessing funds. The Mainstream Banks do not 

practice development banking and thus do not have the skill to fund MSEs 

(Osamwonyi, 2005).Cynthia (2016) identifies the following Challenges 

FacingMicro and Small Enterprises in Accessing Bank Credit in Nigeria; 

i. There is high interest rate charged on loan granted by financial 

institutions to MSEs 

ii. It takes longer period, stress and excessive documentation before 

loan application will be considered 

iii. Sometimes, the business owners are required to repay the loan within 

a short period of time 

iv. Lack of possession/ownership of adequate collateral hinders access 

to bank credit by MSEs 

v. Inability to provide required documents reduces the chance of getting 

access to bank credit 

vi. Lack of patience to adhere to the procedures given by banks hinders 

the chance of getting access to bank credit 

vii. Delay in consideration of loan application by bank has a negative 

effect on access to credit 

viii. Central Bank of Nigeria regulations on banks concerning lending 

affects access to credit by MSEs in Nigeria 

ix. Utilization of credit is a major problem facing Micro and Small Scale 

Enterprisesin Nigeria 

 

SUMMARY AND CONCLUSION 

This study attempts to empirically examine the various challenges faced by 

Micro and Small Enterprises in accessing bank credit. Positive and significant 

relationship has been established between challenges faced and overcoming 

such challenges. The study confirms that credit and access to it has serious effect 

on the growth of MSE’s in Nigeria, particularly north-eastern part of the country 

with special reference to Maiduguri metropolis.  

In conclusion, most of the owners/managers of MSEs in the country do not have 

the necessary training or education on how to manage their businesses 

profitably. Equipping the various MSEs owners with the necessary skills such 

as credit management, cash management, investment decision making and 

bookkeeping will help improve the returns on their investments. When there is 

an increase or an improvement in the performance of MSEs, the financial 

institutions will be flexible when offering them credit facilities. 
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RECOMMENDATION: 

The following are the recommendations are made; 

i. MSE’s should ensure proper keeping of books of account.  

ii. Keeping up to date records of business transactions enable the 

company to keep track of its operations because many of the financial 

institutions give priority to proper book keeping as a criterion for 

accessing funds and, hence, MSEs will be at advantage if they keep 

good business records.  

iii. Maintaining a bank account with any of the financial institutions will 

also help the MSEs to have easy access to credit facilities and having 

a considerable amount in a bank account with a financial institution 

means the institution will have an idea of how much of capital the 

MSE operates with, thus serving as a guarantee that the MSE will be 

able to pay the credit back in time. 

iv. financial institutions to provide credit facilities with a lower interest 

rate to the small enterprises and also the government can by ensuring 

that the Central Bank reduce the base rate for loans offered to MSEs 

by providing subsidies to the financial institutions supporting the 

small business sector. 
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