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Abstract  

This study examined the impact of microfinance bank activities on small and medium 

enterprises performance and financial inclusion after COVID1- 19 surge in Oyo State, 

Nigeria. A purposive sampling technique was used to select 5 microfinance banks from 

each senatorial district, totaling 15 microfinance banks as a sample size for the study.  

Registered Small and Medium Enterprises in Oyo State were senatorially stratified after 

which fifty (50) small and medium enterprises were randomly selected across the three 

senatorial districts of Oyo State. The questionnaire was employed to collect data and 

scales measuring emergency loans, fixed assets loans, working capital loans, local 

purchase order financing, SMEs performance, and financial inclusion. The study 

confirmed that MFBs offered financial support (emergency loans, fixed asset loans, 

working capital loans and local purchase order financing) to boost financial inclusion 

and SMEs performance in Nigeria after COVID-19.  Evidence shows that SMEs 

performance is significantly influenced by emergency loans, while financial inclusion is 

not significantly influenced by emergency loans. The study established that fixed asset 

loans have significant effect on financial inclusion but have insignificant effect on SMEs 

performance. Also revealed that working capital loans have direct link with SMEs 

performance, and financial inclusion but have no significant effect on SMEs performance, 

and financial inclusion. It was also revealed that local purchase order financing has no 

significant effect on SMEs performance, and financial inclusion.   Consequently, the study 

recommended that the financial and regulatory supports should be given to 

microfinance banks by the Central Bank of Nigeria to enable the sector to support small 

business and less privilege in the economy.  
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Introduction  

The main purpose of microfinance banks was to provide banking and credit lines to the 

poor, low-income people and small and medium enterprises. Shreiner (2005) confirms 

that the government should improve access to credit and savings services for SMEs by 

establishing microfinance banks. Kolawole (2013) also points out that microfinance his 

bank helps create savings in the economy, attract foreign donor agencies, encourage 

entrepreneurship and promote economic development. Nevertheless, most SME 

operators are unaware of his various MFB financing products. Research shows that SMEs 

gain credit alongside other financial services due to geographical distance from financial 

centers, affordability, lack of security, poor or non-existent credit history, and other non-

price barriers (Onaolapo & Odetayo, 2012). The impact of the COVID-19 plague has 

worsen the finances of SMEs worldwide. Containment mechanisms put in place to slow 

the spread of deadly diseases are creating disruptions in financing of businesses large 

and small around the world (Sajuyigbe, Eniola, Obi & Peter, 2021). Apparently, Amnim, 

Aipma, and Obiora (2021) noted that the government-imposed lockdown syndrome 

associated with the COVID-19 surge has increasingly prevented organizations from 

receiving domestic and international supplies, has negatively impacted liquidity and 

profitability from the organization. The report adds that more than 80% of SMEs in 

emerging markets have experienced the financial crisis. In Nigeria, the National Bureau 

of Statistics reported that the COVID-19 plague has cost the banking industry alone 

N917.5 billion and over 20,000 people have lost their jobs. As such, the growing impact 

of COVID-19 on organizational liquidity and profitability has captured the attention of 

accountants, economists, financial experts and academics around the world (OECD, 

2020). 

This financial exclusion syndrome is forcing financial institutions, especially 

microfinance banks, to develop strategies to solve the mystery of the financial impact of 

COVID-19. The role of microfinance banks in facilitating Nigerian SMEs cannot be 

overstated. Small and medium enterprises (SMEs) are the engine of economic growth 

and development, and microfinance banks are the fuel. Microfinance is a form of financial 

development primarily aimed at alleviating poverty among the generally unserved or 

poorly financially served poor (Sajuyigbe et al., 2017). The emergence of microfinance 

banks was greeted with great confidence by the business community, believing that it 

would improve access to credit that commercial banks were unable to easily access due 

to lack of collateral. According to Sajuyigbe and Alabi (2012), many Nigerian SMEs are 

unable to reach the stage of lifelong growth due to lack of access to finance. SME lending 

is limited, especially compared to microfinance and commercial loans for businesses. 

SMEs are severely constrained in raising the capital they need to grow and expand, 

especially in Nigeria, where nearly 50% of SMEs in developing countries see access to 

finance as a significant barrier. (Odetayo, Sajuyigbe & Adeyemi, 2020). This study 

establishes the need for in-depth analysis of this area if the country is to achieve her 
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2030 Sustainable Development Goals (SDGs). Therefore, this current study aims to 

explore the extent to which different financial products offered by the MFB affect the 

post-COVID-19 financial inclusion and SME performance in Oyo State, Nigeria.  

 

Theoretical Framework 

The theory underlying this study is the risk trade-off theory. This theory was first 

developed by Modigliani in his 1958 and further developed by Miller and Myers in 1984. 

Since then, this theory has been linked to financial crises by researchers, and academics, 

to solve liquidity problems (Amankwah, Amoah, Khan, and Wood, 2021). The theory 

argues that small business owners must have financial skills to access finance during and 

after the devastation of COVID-19.  In line with assertion, Mirza, Rahat, Naqvi, Kumail, 

and Rizvi (2020) argue that SME operators or managers generate cash flow through 

financial institutions like microfinance banks, and customer relationships by offering 

discounts for early payment during the financial crisis.  To support the claim, Odetayo, 

Sajuyigbe, and Adeyemi (2020) showcase that SME operators should acquit the various 

microfinance products/services that can boost their financial inclusion. The study by 

Agyei, Sun, and Abrokwah (2020) attests that the trade-off theory improves financial 

decisions during and after corona pneumonia epidemic to predict the best financing 

decisions in financial crises. Similarly, Zimon and Hossein (2021) demonstrate that the 

flexibility of credit policies by Microfinance during and after COVID-19 can improve 

financial inclusion. Also, Amankwah, Amoah, Khan, and Wood (2021) advocate that 

adherence to flexibility and attractive business credit policies during and after the 

financial crisis (COVID-19 pandemic) will lead to high levels of sales and profits. The 

theory, therefore, admits that SME operators should have awareness of various funding 

products provided by Microfinance banks by assessing them for the expansion of the 

business. (Amnim, Aipma, & Obiora, 2021).  The study, therefore, confirmed that the 

trade-off theory could better explain decisions about the financial inclusion of SMEs 

during and after a crisis. Therefore, it is closely related to risk trade-off theory research, 

especially as the third phase of COVID-19 resurfaced in many countries, and businesses 

must make financial decisions to improve their working capital (Omaliko & Okpala, 

2020). 

 

Small and Medium Enterprises (SMEs) 

The definition of SMEs varies from country to country. For instance, European Union 

(EU) defines a small enterprise as one which has a headcount of fewer than 50 employees 

and a balance sheet and turnover each of which is not more than 10 million Euros 

(Sajuiygbe and Alabi, 2012). A medium-sized enterprise has a headcount of less than 

250, and a turnover of not more than 50 million Euros or a balance sheet of not more 

than 43 million Euros. In Great Britain, Small Scale Industries include those with an 

annual turnover of two million pounds or less and with less than 200 paid employees. In 

Indonesia, they refer to those employing less than 10 full-time workers. In Japan, they 
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refer to those employing between 300 and 500 workers. In the USA, a firm with less than 

500 employees is considered a small business (SBA, 2009).  In Kenya, a firm that employs 

between 5 and 50 persons is defined as small, while one that employs 50 to 200 is a 

medium-sized enterprise.   Egypt defined SMEs as having more than 5 and fewer than 50 

employees, while Vietnam considers SMEs to have between 10 and 300 employees. In 

Nigeria,  According to the Central Bank Nigeria’s (CBN) Credit Guidelines, a Small Scale 

Industry is any manufacturing or service enterprise whose annual business turnover 

does not exceed the N500,000 ceiling which was imposed on the Agricultural Credit 

Guarantee Scheme (ACGS) and not the more than N1 million (one million Naira).  

SMEDAN (2009) found that SMEs represent 90% of the enterprises in Nigeria.  Culkin 

and Smith (2000) also found that small businesses employ 53% of the private workforce 

and account for 47% of sales and 51% of private sector gross domestic product and also 

argued that SMEs make up the largest business sector in every world economy.  The 

World Bank defined SMEs as those enterprises with a maximum of 300 employees, $15 

million in annual revenue, and $15 million in assets. The Inter-American Development 

Bank, meanwhile, describes SMEs as having a maximum of 100 employees and less than 

$3 million in revenue.  Understanding basic financial concepts are seen as an integral 

part of financial education aimed at establishing good practices in the day-to-day 

stewardship of all those who might make decisions related to money and finances. 

 

Concept of Financial Inclusion 

The United Kingdom was one of the nations to recognize the significance of financial 

inclusion. It published its strategy for financial inclusion in its report promoting 

inclusion.  Oruo (2013) defined financial inclusion as utilized to operationalize the 

concept of financial exclusion. It's, therefore, viewed as the capability of some people to 

access and use basic financial solutions. Services include insurance, loans, and savings in 

a way that's reasonably convenient, reliable, and flexible with regard to accessibility and 

design. According to Nwankwo and Nwankwo (2014), the traditional notion of inclusion 

is the provision of access to usage of varied, convenient, affordable financial solutions.  

Access to the usage of financial solutions is among the main drivers of economic growth. 

Financial Inclusion covers renewable, relevant, cost-meaningful, and effective financial 

solutions for the economically low-income population, especially rural dwellers. World 

Bank (2012) described financial inclusion as the range, quality, and availability of 

financial services to the underserved and financially excluded.  According to Pallavi and 

Bharti (2013), numerous reasons for financial exclusion are High cost: Providing and 

utilizing financial services isn't available free from cost for the service provider and 

support utilizer and Non-cost barriers: Access to formal financial resources necessitates 

documents of evidence regarding person's identity, postal address, income, etc. poor 

people usually don't have these documents and therefore are excluded from financial 

services.  World Bank (2012) also argued that more than 50% of the world's adults do 

not have a banking account, leaving them susceptible to lose, theft, and exploitation.  
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Bureaucracy, cost, and traveling space are a number of the identified barriers to getting 

into banking along with other financial services by more than 50% of the planet's 

population, especially those living in a rural places.  

 

Microfinance  

In order to enhance the flow of financial services to micro, small and medium enterprises 

in the country, the Federal Government of Nigeria (FGN) launched the new Microfinance 

Policy, Regulatory and Supervisory Framework (MPRSF) in December 2005. The MPRSF 

aimed among other things to bring the existing informal institutions under the 

supervisory purview of the Central Bank of Nigeria (CBN). By doing this, monetary 

stability in the country is enhanced and the financial infrastructure of the country is 

expanded to meet the financial requirements of the Micro, Small, and Medium 

Enterprises (MSMEs) in the country (Odetayo et al., 2020). Post-COVID-19 pandemic has 

imposed greater constraints on the global economy and financial system (World 

Economy Forum, 2020). According to Ayeni and Adekunle (2021), financial markets 

have experienced price re-adjustment due to COVID- 19 epidemic worldwide. This 

scenario may the microfinance institutions to be threatened by liquidity and 

vulnerability due to falling economic activities, especially among small and medium 

businesses. This worsening economic activity has resulted in high credit default, and low 

deposit mobilization capacity (Ogden & Bull, 2020). Ayeni and Adekunle (2021) argued 

that most of the financial distress indicators of financial institutions especially 

microfinance banks have continued to rise sharply. Microfinance banks and other 

financial institutions globally are under pressure resulting from excess demand for funds 

by the business sector to reinvigorate business activities (Financial Stability Board, 

2020). In line with the statement, the Financial Stability Board (2020) further reveals 

that microfinance banks are not capable of meeting the loan demand of the productive 

and other important sectors as a result of the fall in deposit mobilization capacity 

occasioned by the COVID-19 epidemic expected to witness significant fall in earnings 

capacity. As a result of this, small and medium-scale enterprises that rely heavily on 

loans from microfinance banks may be negatively affected. 

 

 

Empirical Review 

Several studies have linked the funding activities of MFBs to financial inclusion and 

SMEs' performance across the globe. For instance, Odetayo, Sajuyigbe, and Adeyemi 

(2020) discovered that many small businesses leverage the informal sector as a vector 

of inclusion, while lack of collateral, interest rate, and the short payback period was 

found to be the most factors preventing SMEs from accessing credit from Nigerian 

Microfinance banks.  A study conducted by Fidow (2020) reveals that COVID-pandemic 

prevents small enterprises to have access to funding activities of MFBs in the Eastleigh 

business community. Another study carried out in Nigeria by Ayeni and Adekunle (2021) 
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attested that COVID-19 impedes the activities of microfinance banks through a fall in 

loans repayment, declining deposits mobilization, low customers patronage, poor 

operational efficiency, and high nonperforming loans. Similarly, Onuka and Oroboghae 

(2022) examined the impact of COVID-19 on Microfinance banks’ customers in Nigeria. 

The study established that the COVID-19 pandemic has had a negative impact on the 

financial inclusion of their customers.  However, the study by Simon (2020) claimed that 

microfinance institutions have a proven track record of reaching SMEs and historically 

excluded populations, providing critical last-mile microfinance interventions, 

distribution and services to communities that often do not have access to mainstream 

financial services. In the same vein, Stephen (2020) discovered that access to 

microfinance has helped to mitigate the impact of Covid-19 on the income and income-

generating activities of households in low-income countries in Asia.  Similarly, Abi-Habib 

and Yasir (2020) argue that SMEs have access to funding activities of microfinance in 

India. Afridi et al. (2020) also attested that the urban poor in India who had no access to 

microcredit were affected disproportionately more than those who had access to 

microcredit during the Covid-19 government-mandated lockdown. In line with previous 

studies, Hadid (2020) reaffirmed that SMEs and the well-being of households have 

access to microcredit in Pakistan. Another study by Zheng and Zhang (2020) revealed 

that MFBs alleviated micro businesses financing constraints. Bernard (2020) also 

reiterated that poor and rural communities in Sri Lanka have access to funding activities 

of microfinance. Dąbrowska, et al., (2020) also affirmed that small businesses have 

access to funding activities of microfinance after the COVID-19 pandemic in Europe.  

Based on the theoretical and empirical findings, the following hypotheses are proposed: 

H1: Emergency loans of microfinance have a direct association with SMEs 

performance  

H2: Emergency loans of microfinance have a direct association with financial inclusion  
H3: Fixed assets loans of microfinance have a direct association with SMEs 

performance  
H4: Fixed assets loans of microfinance have a direct association with financial 

inclusion 
H5: Working capital loans of microfinance have a direct association with SMEs 

performance  
H6: Working capital loans of microfinance have a direct association with financial 

inclusion 
H7: Local purchase order financing of microfinance has a direct association with SMEs 

performance  
H8: Local purchase order financing of microfinance has a direct association with 

financial inclusion 
 

Methodology  

A descriptive research design was employed to solicit information from the respondents. 

The sampling method used was simple random sampling as well as stratified random 

sampling.  There are a total of thirty (30) microfinance banks in Oyo State fully licensed 
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to operate by the Central Bank of Nigeria. 5 microfinance banks were selected from each 

senatorial district, totaling 15 microfinance banks as a sample size for the study.  

Registered Small and Medium Enterprises in Oyo State were senatorially stratified after 

which fifty (50) small and medium enterprises were randomly selected across the three 

senatorial districts of Oyo State. The questionnaire was employed to collect data and 

scales measuring emergency loans, fixed assets loans, working capital loans, local 

purchase order financing, SMEs performance, and financial inclusion.  The scales were 

designed with a 5-item Likert scale from 1 = strongly disagree, to 5 = strongly agree. The 

emergency loans scale was driven from the work of   Odetayo et al (2020), the fixed 

assets loans scale was adopted from the works of Dąbrowska, et al., (2020), the working 

capital loans scale was adopted from the study of Zheng and Zhang (2020), local 

purchase order financing scale was adopted from the works of  Afridi et al. (2020), SMEs 

performance scale was adopted from the works of Zheng and Zhang (2020) and the 

financial inclusion scale was adopted from the works of Odetayo et al (2020). The 

validity and reliability were determined for the study (see Table 1). Data analysis was 

performed with the aid of Pearson Product Moment Correlation and Structure Equation 

Modelling.   

 

Table 1:  Validity and Reliability Results 

Variables  Items  Average 

Variance 

Extracted (AVE)  

Composite  

Reliability 

(CR)  

Cronbach's 

Alpha 

Coefficient  

Emergency loans 4 0.71 0.87 0.898 

Fixed assets loans 5 0.78 0.82 0.880 

Working capital 

loans  

4 0.69 0.80 0.790 

Local purchase 

order financing 

4 0.79 0.85 0.818 

SMEs performance  4 0.72 0.83 0.830 

Financial 

inclusion 

4 0.70 0.81 0.770 

 

Results and Discussion  

Table 2: Relationship between Variables 

variables  1 2 3 4 5 6 

1.SMEs Performance 1.0000      

2.Financial Inclusion 0.5789 1.0000     

3.Emergency Loans 0.8611 0.5978 1.0000    

4.Fixed Assets Loans 0.5805 0.8931 0.6460 1.0000   

5.Working Capital Loans 0.5543 0.5598 0.6408 0.6713 1.0000  
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6.Local Purchase Order 

Financing 

0.5682 0.5511 0.6958 0.6030 0.6435 1.0000 

   

Table 2 depicts the relationship between various funding activities of microfinance 

banks, financial inclusion, and SMEs' performance. The results reveal that emergency 

loans have a significant association with SMEs' performance and financial inclusion with 

r – values of 0.5789 and 0.5978 respectively.  This implies that emergency loans have a 

significant influence on financial inclusion and SMEs' performance.  The r- values of 

0.5805 and 0.8931 indicate that fixed asset loans are positively and significantly 

associated with SMEs' performance and financial inclusion.  This indicates that fixed 

asset loans are major determinants of financial inclusion and SMEs' performance. The 

results further reveal that working capital has a direct link to SMEs' performance and 

financial inclusion with r –values of 0.5543 and 0.5598 respectively. Additionally, the r- 

values of 0.5682 and 0.5511 showcase that local purchase order financing is significantly 

related to SMEs' performance and financial inclusion. This result is in line with the report 

of the Consultative Group to Assist the Poor (CGAP) (2020) that the microfinance banks 

have received global acclaim for reaching out to communities that have been largely 

neglected by the traditional financial system as well as by focusing on financially 

empowering low-income people, especially women.  This indicates that microfinance 

banks have the capacity to offer immediate support to small businesses and vulnerable 

people impacted by the Covid-19 lockdowns and the resultant economic disruptions 

while also helping to provide badly needed financial support to their customers, 

especially in communities that often do not have access to mainstream financial services. 

 

 
Figure 1: SEM 
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Table 3: Results of Path Analysis 

Relationship 

between 

variables 

Coef. t-value p-value  Hypothesis Remark  

PFM <- EML .8746248 16.87 0.000 H1 Confirmed  

FIC <- EML .0568918 1.03 0.301 H2 Not 

Confirmed 

PFM <- FAL .0605455 1.02 0.310 H3 Not 

Confirmed 

FIC <- FAL .9089282 21.87 0.000 H4  Confirmed 

PFM <- WCL .0044207 0.07 0.942 H5 Not 

Confirmed 

FIC <- WCL .1080478 2.01 0.044 H6 Confirmed 

PFM <- LPO .0797384 1.31 0.191 H7 Not 

Confirmed 

FIC <- LPO .0330222 0.62 0.537 H8 Not 

Confirmed 

 

Table 3 depicts the effect of funding activities of MFBs on SMEs' performance and 

financial inclusion.  The t-values of 16.87 and 1.03 show that emergency loans have a 

positive link with SMEs' performance and financial inclusion. P-values of 0.000 and 0.301 

further reveal that SMEs' performance is significantly influenced by emergency loans, 

while financial inclusion is not significantly influenced by emergency loans.  The beta-

values of .0605 and .9089 connote that fixed asset loans have a direct association with 

SMEs' performance, and financial inclusion, while the p-values of 0.310 and 0.000 

showcase that fixed asset loans have a significant effect on financial inclusion but have 

an insignificant effect on SMEs performance.  Evidence reveals that working capital loans 

have a direct link with SMEs' performance, and financial inclusion but have no significant 

effect on SMEs' performance, and financial inclusion.  The t-values of 1.31 and 0.62 reveal 

that local purchase order financing is directly associated with SMEs performance, and 

financial inclusion, while the p-values of   0.191 and 0.537 further demonstrate that local 

purchase order financing has no significant effect on  SMEs performance, and financial 

inclusion (see figure 1).   

The study concurs with Simon (2020) who claimed that microfinance institutions have 

a proven track record of reaching SMEs and historically excluded populations, providing 

critical last-mile microfinance interventions, distribution and services to communities 

that often do not have access to mainstream financial services. In the same vein, Stephen 

(2020) attested that access to microfinance has helped to mitigate the impact of Covid-

19 on the income and income-generating activities of households in low-income 

countries in Asia.  Similarly, Abi-Habib and Yasir (2020) argue that SMEs have access to 

funding activities of microfinance in India. Hadid (2020) reaffirmed that SMEs and the 
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well-being of households have access to microcredit in Pakistan. Another study by Zheng 

and Zhang (2020) revealed that MFBs alleviated micro businesses financing constraints. 

Bernard (2020) also reiterated that poor and rural communities in Sri Lanka have access 

to funding activities of microfinance.   

The implication of this finding is that despite the devastation of the COVID-19 surge that 

caused different problems to the activities of microfinance banks globally which include 

loan disbursement, recoupment of loans, physical meeting of clients, reorganization of 

organizational structure and flow of activities (Dąbrowska, Koryński & Pytkowska, 

2020), the microfinance sector is typically engaged in financial support (emergency 

loans, fixed asset loans, working capital loans, and local purchase order financing) to 

boost financial inclusion and SMEs performance in Nigeria after COVID-19.  

 

Conclusion and Recommendations  

This study examined the impact of microfinance bank activities on small and medium 
enterprises performance and financial inclusion after COVID1- 19 surge in Oyo State, 
Nigeria. Based on the research findings, the study confirmed that MFBs offered financial 
support (emergency loans, fixed asset loans, working capital loans and local purchase 
order financing) to boost financial inclusion and SMEs performance in Nigeria after 
COVID-19.  Evidence shows that SMEs performance is significantly influenced by 
emergency loans, while financial inclusion is not significantly influenced by emergency 
loans. The study established that fixed asset loans have significant effect on financial 
inclusion but have insignificant effect on SMEs performance. Also revealed that working 
capital loans have direct link with SMEs performance, and financial inclusion but have 
no significant effect on SMEs performance, and financial inclusion. It was also revealed 
that local purchase order financing has no significant effect on SMEs performance, and 
financial inclusion.   Consequently, the study recommends the following 
recommendations are made: 

1. That the financial and regulatory supports should be given to microfinance banks 
by the Central Bank of Nigeria to enable the sector to support small business and 
less privilege in the economy.  

2. That there is need for the digitization of microfinance banks activities to boost 
financial inclusion among SME operators and less privilege in the economy.   

3. That federal government should provide enabling environment for the SME 
operators through provision of financial palliatives and reduction of excise 
duties. 

4. That Central Bank of Nigeria should make it mandatory for all financial 
institutions to grant loan to SME operators with lower rate of interest and reduce 
the importance attached to the collaterals and so on.  

5. That the SME operators should not use short term loan for long term projects. 
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