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ABSTRACT

The development and growth of small scale industries is
very much dependent on the availability of finance. But the
financing of small scale industries have always boon a problem
to the Government and to the financial institutions concerned.
While small scale industries any where have the cronic problom
of lack of adequato capital and credit facilities for
sustaining their growth and development, they are also
characterized by lack of proper strategies for their survival

and viability.

In view of those problems which endures because they are
never completely resolved, this study have been carriod out
with a view to highlight some of the problems encountered by
tho small scale entrepreneurs in Kano State in financing their
small scale industries as well as attempting to suggest some
ways in which some of these problems can bo over-corned or at
least minimised. Also examined is the extent to which
Government policies and incentives have contributed to the
viability of small scale industries in Kano State as well as

strategies for their survival or viability.

Wo found that much importance is attached by various
governments to the development of small scale industries
because of tho significance role they can play in tho economic
development of any country in terms of: employment generation,
use of local resources, import substitution, development
of entrepreneurship, and encouragement to traditional

craftsmanship.
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This dudy revedss thet the finanad inditutions hao
nat payed ay dgnificant role in the finendng of srdl-
de indudries in Kao Stete. AdgLee ingitutiona
credit is nat avalable to amdl scade entayrises as they
ae gaadly congdaed high credit risks by to finenad
ingtitutions, ad as axh they ae nest o tho tine daved
for finence or havo to tum to ourcss atner then the
Ingtitutional anesto barowv maney on extresdy ufavourdde
terns.

We faurd thet gopropriate incentive meeares by the
Goamet an act as a cadys o dinulant far the
dedgomat of modan amdl-scae indudtries, but nat anegc
fomua to esure ther rgad ad sHf-audaning dedgomat.
ome draegies for tho aunvivd ad viability of ardl scae
indudtries have been dscussad in detall.

In viev o aur findings, some suggesions ad proposds
hae ben pu fawad to the Govarmat, whidh if propaty
ad pronpy implemented can sudain the viahility of the
grdl scde indudries in Kao Sate in paticular ad Nigaia
in generd, as wdl as inpoe thar dfective ad rapd
devdopnat.
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GLIFTEL UNE
o INTRCIUCIT 0N
i
te1 Turpoge of the Study

The purpose of this study is to cxamine the problem of
finaneing end viability of small scals industries in Kano 3tate.
financing Smell Seale Indugtries has for long remained a
problem to both the Kano State economy and that of Nigeria ag
a whole, This problem which endures bhecause it ia never
completely resolved has recently engaged the attention of small

g8cale snterproncurs. Proprietors and managers of small dcsls

industries maintains the belief that they confreont undue
difficulties in obteining the funds to carry out their plans.
They are suspicious that their lack of access to finance ia due
te the fact that the banking and financial machinery of thy
Rigerian economy is designed and opcrated to meet the capital
and crodit needs of the large moale industries, while high
barrierd 4rée thrown up against small geale industrigiists. It
i8 the intention of thia study to highlight some of the problems
encountered by the small secgle entroprencurs in Kano State

in financing their small scale industrics as well as attempting
to suggest some ways in which some of these problems can be

over comod or at least bo minimized. -

However finance is only one sspeot {though an important
aspect) of a whole complex of problems facing tho small scale
industrialigte in the establishment, mpdarnization or growth of

smell scale industries in Kano State., 4 a rosult sther basie



inter-related inputs which ar. required to give impetus to the
development and viability of small scale industries will also

be examined. Such inputs to be examined include: (a) favourable
Government policies and Incentives, (b) Technicel Assistance,
(c) Managerial Assistance and other services rendered by the
government to the smal]l scale industries. &lso to be examined
are certain strategies for the survival or viability of swall

geale industries.

1.2 Scope of the Study
This study is intended tc cover the financing problems and

the problems of viability of small scale industries in Kano State.
Adlso to be covered is the extent to which Govermment policies and
incentivesg have contributed to the viability of small scale
industries in Ksno State, as well as strategies for their

sarvival or viability.

The fiecld research has been carried out in Kano State. The
results are intended to serve as a model, and any generalisations
made should be seen as having originated from an inference drawn
from thoroughly analysed data collected in the State. This study
however cannot lay any claim to any enhaustive discussion and
analysis on the financing and viability problems of small.scale
industries. If however it does succeed in pointing the way to

further inquiry, it will not have been written in vain.

1.3 Definition of Suall Scale Industries

Various definitione of small scale industries have been

different
proferred by different countries in . Z *- studies, and this



heve produced a vast and divernified literatures on the subject.
The definition, however ars used only relative to the objectives
ag well as the industriecs those analysts have in mind. The
enalystas mostly define small gealo industries in terms of volume
of annunl sales, the size of the business, the nature of the
buainesas operation, finaneisl control, and or the number of
employeas in the hu&sinesss.1 This eriteria is used mainly to

digtinguish between small business and big business,

4.;‘ Adoccording to the Bolton Report {1971) a small seale -

entorprise must have the following characteristics:-

h 1) In economic termo, & small firm is one that has
a relatively small share of its market,

2) It is managed by its owners or part owners
in a perscnalized way, end not through the
poddum of a formalized managemont gtructure.

3) It is also independent in the sonse that it does
not form part of a larger enterprise, and that
the owner-managers should be free from outside
control in taking their principal dcac:‘uaicm.2

T™ia definiticn is not without its lind tations.

In respccet of volume of annual gales, the small Business

Administration, of the United Stetes of hLnerice determinesz a
ceiling range from 4 million to 1% million dollars annuzl sales,
- It should bo noted, at this point, that a businesg operation
whether big or small usually depends on the demand for products

and services of a particular businesa and the type of



induatry in which that buginess is operating.

Tho definition of a small scale industiy Lased on the
size of the business depends on the stage of industrialization
of & country. Obviously, the definition giwen in doveloping
countries will differ greatly f{rom the one of the developed
econonica, In Japan for exanple, various laws and resulations
concorning small scale industries have been enacted (or revised)
in the posti-war period and all these define such industries as
having less than 10 million Yen in oapital.3 . In Britain
indugtries which arc considered “small concern" are mainly

privaete companies with net assets of less than 250,000 ponnda.4

In the United States of Americe and Italy define small

8cale industrics as manufacturing plants investing not more than
deminate

¥1,600,000,00 - ¥2,000,000,00 and which do not ,  the narket,J

In Nigeria, the definitions have been varied according to
different institutions. The Industrial Research Unit of the
University of Ife defined small secale industries as thosge whose
total assets in capital equiment, plant and world.n%i%rehliaaa
than ¥50,000,000. It may be a factory establishment. It may
also be a non~factory establishment, a cottage, 2 oraft, or
factory induatry.s Blsewhere, the small industry developuent
programme of the fuderal Governnent of Nigeria stated that any
manufacturing, prooessing or service industry with a ocapital
investmoent not exceeding ¥150,000 in machinery and equipment

alone "ig to be treated as a snall scale induatnea."r

The number of employees have alsc been used widely to

determine what distinguishes a snall scale industry from its



large scnle counterpart., In Japan for examplzs, Bleven (11)

of the fiftcean (15) acts ond regulations eoncerning small scale
industries enacted between Auzust 1951 to a4pril 1958, define
these industries as having lessa than 300 employees.B The
Bolton report (1971) dofined a smell industry as one with

not nmore than 20C suployees. But this should howevor not bo

rogarded 88 o rigid definition.”

In Wigeriae, the Industrial Resesrch Unit of the University
of Ife regards & pomall scale industry as one omploying fawer
than fifty (50) full-time workers, It was quick to poin$ ocut
that this measure of definition is "less defensible™ becauec a
factory that employs 40 persons and works for two or three shifte
of eight hours e¢ach per day has more man-hour employees than
another which enploy® 60 persons for only one shift of eight
hours per day.w Genorally, the number of cmployees may start
fron as low as five in a developing country to as high as 500 in
& developed country. Each country carries cut i{s definition in
the light of its enviromment and purpose as well as 448 goneral

level of industriel dewelopment.

Y

8uall scale indusiries can also be diatinguished by the
~ nature of their businesse operation. The first five-year plan
(1951~1956) in India divided suall goale and village industries

into three broad categories:-

1) Those which formed an integral part of the village

oconcny. Thess are called villoge industrics.

2} Those which represented traditional skills and



erafta, otherwise kaown as handicraftin, and
3) Thosae which were nore dewveloped and had intinate
connaction with the corregponding large scale

indugtry. 1 1:

In India, differsnt definitions wa;'r'e. adopted and revised
in the lagt thres Queades boecause they werv Tound to e too
rastrictive, L& mwore reoent definition regards small scale
industries nanufacturing enterprises with a capital investment

in nachinery and equiment not oxcvoding Hs 2.5 million.’g

In the cese of Nigerie, the Thixd National Davelopment
Plan (1975-80) provided & long list of industries with scope
for amall geale operations in the country. Those industrics

can ba broadly categorimed into the following:.

1) Agro-hased Industries

-2) livestock-baged In‘ustrics

x) Fo re st~based Industrios

4) Marine-baged Industrice

%)  Other Industries
The list ig howewsr revised from time fo tine by the Federal
Ministry of Industrics having regard te the developing situstion

in the snnll indugtriea sector.

Another meéaure of distinguishing small scale industries
from large scale one is financial control. A recent study in
Nigeria indicates that a business is conamidercd small when its
financial base is less than ¥50,000,00 including fixed agsets

and working capital. Sueh a buginess also inclwdes that which

is unablo to sooure long-term loan from a conmercial bank for



investment purposes or if the registered bHusiness nane is

13 & buginees

not pervdttod on the list of tho atoek oxchanse.
is also consldered snall if it dows not weintain acceurate
records in ths forn of annual balanoe sheets and profit and

loss cecounts and/or if such e buginess is characterized Ly the
use of the owuers resources, retained carnings from tho procuods
of the sales, ftrode credit, and short-term Beank loans without
accugg to capifal narket, 14 Aecoriding to Fred Weston and
Bageno (1981}) the major financial charac{eriatics of snall

scale industries sxe as follows:-

1) Formal dircet and personal finaneisl control
of the fim.

2)  Provision of the neoeasar;r funds either from
personal savings or borrowed from friends.

3)  Difficulty in obtaining loen from benks.

4) Working capital managerent boing the over-
riding problem.

5) liquidity becomes crucial and eritieal with

the problen of under capitalizaticn.

Such an oxtensive review of the literature on the
definition of gusll secale induwstries has heen undertakesn in
ordor to emphasize the fact thet thoere is no gtandard definition
of a suall geale industry. For the purpese of this study =
gnall scole indugtry is considered to be "any menufacturing,
processing or servico industry with & capital investmoent not
axceeding ¥150,000 in machinery and equipnent alone"” and a
mininum of fifty (50 employees, either paid or wapsid

t»:.ppremt.:i_c:eshni;g.'16 Fron thiag definition it can be noted that



no lower linit of investnent has been prescribed to allow
not only nechanized and seni-nechanized small scele industries,
but also conventional snall secale industries to be brought
within the scope of the definition,
1.4 T 2ty Ircustrios

The developent of suall scale industries is considered
vexry vital by developing countries especially so as to help
them achieve the much needed rapid industrialization. Much
importance is attached by various governments to the development
of samall scale industries because of the signifiecant role thoy
can play in the industrialization of a country. In
industrialized countries, small industries account for a
significant part of the total number of manufacturing
establishments and of employment in manufacturing. A sinmilar

gtructure is equally appropriate in developing countries.

For nany articles, it is nore economical  to produce on a
small scale while some articles nay be produced more eccnomically
on a small scale than on a large one. In such cases, smallness
is not a handicap and nay even afford competitive a.dvnntagoa.ﬂ
Efficdent snall scdle industries cannot only co-exist with large
ones or oconpete successfully with then but also, in sono cases,
be linked with then by complementary relationships in which, as
sub-contractors, they produce for their various parts or

components or carry out certain processing or financing.

A snall entrepreneur is better placed to usefully invest
hia small savings and those of hig friends and relations in

establishing and running small enterprises, thus increasging



the Giogs National Product (GuP), whoreas such savings ni ht
geen very insignificant indded to a mediun or largs enterprensur
and consequently remain untapped or even spent in an unproductive
manner. Snall industries are also & training ground for
panagonent and labour. lany of then enphasgize the use of labour-
intensive nothods of production, that is, of techniques
chargctorized by a low capital-labour retio, which is an
important consideration in countries with scarce capital and
abundant labour. Bven when advanced technology is used and the
capital required is modest and can be raised out of domestic
resources without recourse to foreign participation. Thus, the
pronotion of small scale industries offers an effective way of

mobilising private savings and :Lnitiativa.w

$+4.1 Buploynent Generction
Snall secale industries assit govermment in the provision

of enployment cpportunities to as many people in the community
as possible, thus reducing unemploynent in the society. Since
most of these industries operate in semi-urban and the rural

arcas, they arxe better able to provide means of livelihood to
the inhabitants of such areas by way of employrent. This role

contributes imnensely in checking rural-urban wigration.

In Kano State, the small industries sector consists of
both household units carrying on divaerse types of industrial
activities in the traditional manner and those orgonised on the
factory-type basis. It is however not eaay to know the exact
nmber of people enployed by the snall-scale industries as
nany of then are unregistered. But it is estinmated that about
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250,000 people are presently erpluyed by the smell sceale

industries in Kano State, o o

1.4.2 Use of local Rosources

Snall sealo industries typically use resources that are
cbtainable locally sither from the natural habitat or throwsh
other complonentary indugtrics. Structurelly, the snall
industries sector is still heavily wei;hted towards the
production of sinple treditional conswmer goods. Most of the
industries are b be found in a wide variety of nanufacturing
lines guch am weaving, tailoring, shoe meking, corn nilling, obe.

In such cases, the use of local resources ig intensified.

1.4.3 Exwort

The major contribution of small scale industries in this
aron has been the conservation of foreign exchange through
import substituticn. Small scale industries provide raw
nsterials to vital industries for their production. Large
indugtrlies prefer to purchase their inputs from small-scale
indugtries rathor then making or inporting raw meterials, gpare
varts and egsential technical services. Due to cost -
congsideratian, such large establishmenta finl it cheapsr to use

19 Ag &

inputs produced by specialised small~scale industries.
reault therefore, the products of the snall-industry sector
perve as subgtitutes for those which night otherwise haye been

icported witha considerable amount of foreign exchange.
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1.4+4 Deywlepment . ° Engoyropsursship
Another aree in which the snsll seale industrics play en
inportent role is in the dewelopnont of eéntrepreremrship, The
devcelopnent of &nall scale industries has broucht along a new
entorprencural c¢lagg drawn fron niddle and lower niddle levels
of society with limited ecapital.resources. It has thus bceon
magible to mwbilize and use resources of capital ag well ss

8kill to a great extent.

The Federal Government éstablishecl Industrial Daveloiment
Centrea (IDCQ:) with branches in ewvery State in order to provide
adequate technical and nenagerial training to emall scale
eantreprononrs. They are to provide faecilities for managerial
and akill treining as well as consultative and oxtensive

- services for proprietors and menagers of sneil scale entorprises.

1+4.5 Encouragement of Traditional Creftascanship

A Y49t nunber of traditional smell scele industrics exist
in Kano 3tate. The sector consists nainly of houschold unita
carrying on Jiverse types of industrial activities in the
traditional pampmew,. The situation offers substantial opporiunity
for the intensive developnent and inprovenent of ftraditional
craftsmansnip as an effective meang of produetion. Many somll
peale enterprencurs use their traditional skills, partioularly
in areas guch asg weaving, tanning, %ailoring, ahoe-naking and

anithing, in their nanufacturing procssssg.

The inmportance of small seale indwstries vig-a~vis thelr role

in the economic development of the State can be synnarized a®
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follougi-
1) The srall business is ugually in closer tough with
itas employees, custoners, and suppliers with excellent huan

relations.

2) It ean do a rore individualized job for a speciality
product quality for its custorers than large conpanies with

rigidly fixed prices and standardized products.

3) The small business entrepreneur offers a new source of
raw teterials, processes, ideas, sorvices, and products that

larger firns are reluctant or unable %o do due to high cost.

¢) Intinate knowledge of the cormunity Ly the entrepreneurs
of the busincss and therefere takes more personal interest in

them than large businesses operating in the sare aroa.

5) 8mall busineass can be deseribed as the university of
entxeprensurship which producue hard working people and

leadership for the service of the community.

1.5 Methodology
i) Secondary Data: This rusearch project was started with

the colloction of secondary data. Various relevant books ard
publications in the libraries relating to snall scale enterprises
were scanned through and relevant infomation were also collected
from the Ministry of Trade and Industry Kano State, Kano. Visits
were also nade by the author to the Industrial Development Centre
(1Dpc) Kano for the collection of many useful and relevant
secondary data on snall scale industries. All these data were
eventually used to identify the main problems of small scale

indugtrics in Kano State particularly with rogards to their



Therefore one hundred (100) gquestionnaires were distributed
rendonly to various industries throwliout the State, No
attenpt was nade to select industries which are likely to fornm

any sort of honogencus groug.

Iater, it was discovered that information could not be
collected from all the distributed gquestionnaires for verious
reasona. Most of these reasons can be attributed to lack of
co-operation, while others result from travelling, and even
migplaccnent of the questionnaires, Consequently, 50 of the
questionnaires were filled and returned which represents 50%
responses. The bulk of the response come from Kano town.
Howover the srmall scale industrics in Kano teond to have conmon
characterigtics of small scale industries that could be found

elsowherc in the State.

1«7 IReview of Rolated literature

Financial problems and problems of viability of snall
scale industries have becen examined in all the developed
countries and steps taken for inprovement. A study of small
netal-workin; fims in a lorth Indian town (Chopur) carried out
by MeCrory concluded that the root causcs of small enterpreneurs
lack of success was their pereninl shortage of capital. The
small businessnen of then has no satisfactory external ecurce
of capital either at all or, where he has such limiba:l

access on terms he is hardly able to a.ooapt.21

4 field study of 120 factories in Columbia was carried

our for the purpose of assessing the strengths and the growth
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finarcing and viability.

ii) Primary Data: In the collection of prirery data

for this rescarch, the survey method wes used.

A questionnaire was developed and adninisterced on sone
selectud small scale industrics in the Statoe which forms the
sanplec population. In several cases where the industrialists
lack adequate educational background fto properly understand and
regpond to the questionnaire, a sort of questionnaire-guided
interview was used, Questions relating to the questionnaire
were agked and the regponses of the industrialists were filled

in appropriate places in person~to-person interviews.

Some officials of financial institutions like Commercsal
Banks, the Nigerian Industrial Devolopment Bank (MEDB) and the
Nigerian Bank for Commerce and Industries (NBCI) were also
interviewed in the bid to get their views on this vital financing

and viability problems of small scale industries.

1.6 e Sanple
There is no accupate record in existence regarding the
total nuber of smrll scale industries operating in Kano State.
This is because many of such industrics do not register their
business nenes with the Federal Ministry of Commerce and
Industries., Nevortheless, it is estimated that about 1,000

snall scale industries exist and operate within Kano State.

For the purpose of this study 2 sanple size of about 107%

of the total number of the industrics was considered adequate.
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capacity of small ap.d mediun nanufacturing fime as well ag

to pinpoint the major fhctofé lid ting tholr ozpansion and
nodernization. The factora considercd include netivation
viagion, and I-ﬁnagenent eapabilities of cach enterprensur,
About 7O onterpriges were considererl to posgoss real capmcity
for alwgmificant growth. Of thig nwber Hie highest priority
roguirerent for sigmificant sxpansion, according to she survey
team, was odditional finaneing. Above G60% of the "growth-
potential® firms were deened &ble to expand significantly with

financial assigtancs alona.22

A ainiler survey in Japan conrl.:llﬂea that an i;lportant phase
of the overall neasures to agssist analler onterprisces and to
rougsa them to a compotitive level against big enterprisea must
necessarily involve the wmeans by which their corodit standing is

inproved and thoir source of finance is scu:m::'ead.e3

An investigation into the spocial problemns of small geale
unita carried out by the Radeliffe Conmittes on the workings of
the British Monetary Syston found out that the 111arke1;l dows not
teke care of small firme finanecisl needs. Tho problens are that
guch firns cammot offer security, often dv not wunt outsiders in
the fims, and have no orpanized market to draw on, hence their
o "acowmulated reserves" are the principel gource of
oxpansiocnary capital. The counittec was of the view that aid to
such fime is justified bocause their chances of viability and
purvival ar¢ explicitly linked to the poeneral rate of growth

of the econorw.24

In other countries, such as Kenya, Ghana, Pakistan and so
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on, various gtudies have concluded that the financial neceds

of anall seale indugtries are sufficiontly distinet, urgent and
inadequately served to require spocial finsneisl prograes.

It is nccessary, however, to point out here that soue dissenting
opinions exist. For exanple Sayrep Schaétz's study in Iigeria
concludes that no eapital shortage ogdsts for local industries,
that the problem rather is one of cgpitel vainly seeking viable
private projoots.zs Nevertheless, other recent surveys also
carried out in Nigeria further confirms shal small businesses
are short of adequate funds for Tong-term financing. The cause
has been attributed to several factors guch as sgtrickness of
financial institutions on their loan repayment policy as woll as
the businessmen's failure to plan &nd prepare their own budgets

and keept records as guides for their businesa opentionﬂ.ﬂ

A research survey on small scale industries in Mid-Western,
Kwara and Lagos States of Nigeria carried out by Aluko and
Oguntoye (1973) idontified the following characteristics of
emall sonle industriosi-

1) Thoe sane Mapager/prbprictor handles or supervises
the financing, production, marketing and personnel of the

enterprisc.

2) The Manager/proprictor finds it difficult to borrow
ghort~torm or long-term ecapital from organised financial .
institutions and so relies heavily on relations, money lenders,
personal savings or the profit of his enterprise.

3) The industry is closely integreted with and meets

only the immediate needs of the local community in which he
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carrics on the business. He has little loowledge of wider

aend digtant markets.

4) The establishment is gencrelly week, poorly equipped
and reluctant to requuet or even accopt assistonce for reasons
of ignorance, prejudice, or fear that infomation about the

enturprisc nizht reach the tax authoriticse o¥ nearly conpetitor.

5) The rate of failure is high, because of the dominance
of sole propriector., The reluctance to conbine as partnership
or lirdted liability companies is very strong bechuse of putual
distrust.

6) Little or no accommt of busincss cost and revenwe is
kept and the banking systen is hardly ever utilized. The
result is that banking facilities for business financing and

expansion are extended tc only very few of the industrialists.

7) The level of education of the proprictor is usually
very low with a2 conseguent low level of business management

techniques skills or narket in.fon.mtion.zﬁ

It nust however be noted 1 .as pointed cut by William Swo
(1978) that "™the typical small business is characterised by f;r
more than its 'snmallness.' What it lacks in size, it must make
up for in other areas; to compete effectively with big Musiness,
it nust offor its custonmers and clients value that larger firms
cannot duplicate, Personal service ias the key to success - the
one thing that big businesses so scldon cannot achiew.za In
bricf, studies on the subject recognize the problen of financing
and viability of snall geale industries but opinions differ

as to the nmethod of solution.
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1.8 lindtntivns of tho Study

&lthough this study was carried out in a rolatively
snooth atnosphere, it is yet inportant o rention soune
mroblong oncountered in ordur for fubture researchers o
oxpect thut in advance and take nocogsary procoutionary

LAASUrige

The mejor preblen eﬁcountored in this area is .
questionnaire administration. Soevornl proprietors suspectoed
this gtudy to have something to do with taxation despite
assurances to the contrary by the rosearcher. Consequently,
pore of then refused t0 ¢o-oporato while those who did were
lazy about questions relating to capital employed, capital

gtructure, mmber of enmployesa and s8¢ on,

another problem lics with the fact that geveral of the
respondents lock good educational background. Very few of thenm
posgsess clementary education, not to tallkk of possessing mediun
qualificationa to nanage & bugineds. Thorefom each iten of
the quostionnaire has to be read and axplained very slowly to
thery bofore they are able t¢ give an appropriate responso.
This problem took more tine than intended originelly in the
adrinigtretion of the questicnnaira, o | o

Other lintitations include the lack of adequate records
from which correct and up~to-date informnation can be suppliad.
&5 g result, some of the information involves guess work and

historieal nemories fron sone respondents.

Putuyes researchors would find it much eagier if these
" problens ara taken note of with a view to finding prior

golutions to them.
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CLFTAR THC

GOVERNMEIT POLICIAS AlD INCRITIVES

Iz this chapter, attenpt will bo rede to analysc in broad
terrs the government policies with regards to emall senle
industrios, the inluceci.ents, the special incentives as well as
the various sorvices available to snall scale industrios fron
the government, government sponsored agencics and other services
and in particular: (i) Managerial issistance, (ii) Technical
Asgistance and (iii) Bdueational and Treining facilities which
are also incentives and at the sane tine vital inputs to the

viebility of small scale industries.

2.1 Governuent Industrial Poligies
Perhaps it will be pertinent to mention at this juncture

that under the constitution of the Federal iepublic of Nigeria,
Industrialization (srall seale industrios inclusive) is in the
Exclusive Legistative lists, although, it rust be noted that the
Constitution permits the State Government or their agercies the
right to initiate or participate in industrial developnent. The
author will also consider various attenpts by the Governrents
(Federal and State) to formlete a strong industrial policy for
the country since 1962 and nlso steps taken to achieve the

objectives of these policies.

During the 1962-68 National Development Plan period, the
governrent ained at stimulating the establishimg and growth of
industries which contributed both directly and naterially to the

econonic growth, and secondly, to enable Migerians participate to
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an ever increasing extent in the owwership, direction and
managanedt of iserian industry. Towwrds &chiveving thoese
cbjeotives the sun of 180,000 miilicu or about 1% of the
pabvlic seotor investnent programe wes alloceted to the
industrial sector investnent for the esteblishrent «f an
intesroted iron and steel industry, provision of funds for
dir¢et participation in industries anl for the provision of
important ser¥ices to industry, arong othars. By ths end of
the plan periced very little had been aéhieved; the contribution
of mamufacturing and crafis to the G.I.I. increased from 5.8
pércant to 7.4 percont as ngminst the projected goal of at least
10 percent. PFailure of the policy to achicve the desired goal
coull be attrihuted to the process by which the policy itself
was forrmlated particularly, sufficient effort was not put to
deterrine priorities in the realities of the existing socio=
economiec conditions, the policy was thoereforv s set of

Ineonsistont list of objectives devoid of much cconomic

considerations.T

| 'tIn drawing up the second Retional Develomment Plan (19?’0—74)2

there wng a general review and restmucturing of the industrial
policy. The new polkey wag designed to check the ghort—-comings

of its predecessor and at the same tine lay a solid foundation
for a long tern steady growth and development of the industrial
gector. The objectives of the new pulicy wore anong others, to:
(1) promote oven dovelopuent and fair distribution of indusiries
all over the country; (ii) to ensure a rapid expansion and
divergification of the industrial sector of the economy and

(iii) pronote the establighment of industries which cater for
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overacas ma.rlnet.é 1n order to asrn foreign exchange and at the
sane tine continue the progrevue of inports substitution. .39
as well as vaisge the level of interaediate and capitel goods
as

production, This policézalso dezigned to cresate rore orployrient
opportuni tles. The govermwnt woas te set priorities in respect
of the pullic sector prograrme on the one hand, and endenvour

to give firm guidelines to private mcetor on investrents in

priordty argas through appropriste selective incentive measurss,

on the othor hand in pursuance of the ohjectives.

The third plan (1975-80) dovs not diverge much fron the
(1970-1974) plan. However the government then stresses the nced
for (i) the liberalization of industrizl policy to encourage
indigenous and foreipgn enterpyemgurs in rwst sub-sectors of
nanufacturing: (ii) the increased use of governments industrial
banks 1.2, the Nigerian Industrial Development Bank (NIDB) and
the Nigorie Bank for Comnerce and Industries (NBCI) and (iii)
receiving the existing incentives to teke account of the prosent

realitios of the countyy's 43:1..1:11.&1:1.0:1.3

In the Fourta Plan (1981-1085), tho Nigerian government
regarde industrielization as an essential pnart of the total
national sffort required %o achiewve a greater degres of self
reliance and sclf pustainod growth. 4B such menufacturing waa

accorded high priority in the plana.

"

It was thought that for & developing country of the size
and potentisl of Nigeria, industrialization is essentinl for
rapid eeononic and soecial transforretion. Specific objectives

end policy mensures for the nanufacturing sector include to:-

1) I increase level of self reliance in the



supply of industrial goods.
ii) increase the total resources ccatent of nanufacturing
output (raw raterials and nanpower).
iii) neintain rapid growth of the namfacturing sector with
a view of its share of the G.D.kF. to a minimw of 125,
iv) incruase enploynent opportunitics.
v) increase the contribution of spall seale industries to
the total value added of the manufacturing sector.
vi) remove inatitutional constraints and bottlenecks
which constitute obstacles to industrialization.
vii) pronote more even dispersal of industries,
viii) promote the developrent of expert industries.
ix) give maxinun encouragerent to private sector industries.
x) inprove the efficiency of pgovernwent owned enterprises.
xi) inprove price and quality conpetitivencss of Nigerian

products.

2,2 Government Policies on Snall Scale
Industries in Nigoria

Though the central concermn of the study in this section is
governnent policies on the snall scale industries, the above general
exposition of the nation's industrial policy has been necessary in
order to throw light on snall scale industries poliey of the
governnent which in any case, is but a sub-gsector of the seneral
industrisl policy. Small scazle industries have been given sonme
attention by the govermnent with the belief that they could
contribute significantly ;.n achievikng the objectives of the
country's industrial policy. However, provision of funds to

a very small nunber of local enterprencurs, apart, the governmant
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has nct done much to formulate a comprchensive policy to aid
development of small scale industries along & given path.

Until recently, government involvement in small scale industries
followed two troad 1ines, (1) government gives direct capital
loang to indigenous entreprencurs for establishwent and expanding
small industries and (ii) it provides infrestructural incentives
Like rural electrification, establishes industrial treining

centres and develops industrial estates.

In 1969, sequel to a national confercnce on small scale
industries, the govermment re-emphasized the potential impact
the small-scale industry has on the industrialization of the
scononyy. One vital stop taken was the takc-over of the rogional

Industrial Developrent Contres in Zaria and Owri,4 a third one

was then to be set up at Oshogbo., Initially, the centres were
established by the then Regional Governrenta for the promotion

of srall scale industries in their arcas.

The function with which the re-~organization of the centres
werc charged, included the feollowingsi- (i) technical appreisal
of applications for loans; (ii) provision of industrial extension
services; (iii) treinming of enterprencurs and staff; and (iv)
applied reseoarch into industrial products for snall-scale

industries and nanagorunt training.5

Without doubt, theso
functions were ; e~requisites for a radical transformation of
the anall scale industry sector. The extent to which the
centres were able to perforn those functions were however

doubtful.

Considering the internal structure of the centres and
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their orientation, they do not possess the neccury direetion and
resources with which they comld be expected to perforn such crucial
and corplex functions. The scute shortage of gualified technical
and nonegerial staff l:;?'t_iedfor rescarch and extonsion services

igs ono of the noet obvious constrainming fuctor, &inee the nmain

funetiong of ths centrus are consultency orionted, the most vitel

input is qualificd nanpower which is lacldng in tho centros,

2.3 Gevernment Incentives to Srall Scale Industries
Part of the inventives rendered to the emall scale industries

are in fom of services nade freely awailsble to them by the
governnant, governnent sponsored agencies and other sources which
include technical and managerial assistance as well as

educational and trining facilities,

The institutions rendering assistance or services to snmall
scale industries in Nigeria may be divided into the following
groupai-

1) Governnent

b) Training and Devolopmont Organisations — which

erc nainly quasi-governnental;

c) Privato Organisations,

An exanination of the various forms of assistance given
revelas the following picture:-

Governnent Institutions

A) [oderal Minigtry of Industries, which is mainly

responsible for the policies of the federal government in

respoct of this sector of the economy. The State Governnents

becone conscious of the need to pronote the develepment of
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snall scale industries, which in fact is their constitutional
responsibility as a result of the various policy-assistance
rondered by the Foderal Hinistry of Industries. For example, the
egtablisluont of the National Advisory Committec for the
Developient of small~scale industries in 1972 as well as the
Joint sponsorship of the ammual training course for small scale
industries officials and workshops for the snall industrielists
from 1970-1975 had contributed to raising the awareness of
Nigerians in the public and private sectors on the importance of

enall scale industrial development,

During the 1975-80 Nationel Plan Period, there was an official
aware;ices of the various handicape facing small scale industries
in the industrialization strategy of the country, steps were taken
by the Federal Ministry of Industries to supply the lmgke services
which are necessary for the success of the small scale industry
schenes, Thus, in the Third National Developrent Plan (1975-1980)
provisions were made for the establishment of the Industrial
Development Centre (IDC) to be located in each Statc of the
federation, The centres provide free consultation and extension
gervices a8 well as nanagerial and technical training facilities
for proprietors, managers, &nd technical staff of the small scale
enterprises. These services as outlined are conprehensive and
cover:

a) Technical advice and assistance in the selection of
the proper manufacturing processes, proper nachinery equipment

and raw oaterials.

b) Advisory on operational problems and on improvencnt of

designss and product quality.



1) Installation and o; ration of machineyry.
d) Technical on-the-job training for artisans,

) Repairs and waintenance of rachinery and tools.

The danagorent services or assistance provided at the

centres includei=-

a) Giving ranagement adviee and guidance

b) Feasibility studies

¢) Treining of proprietors and supervisors in
nodern managenent

d) Marketing counselling, including pricing, packaging,
edvertising, sales strategy etc.

e) Indentification of tusiness opportunmities.

B) Federal Ministry of Beononic Developrent:- agsisted by

snall scale industriea by securing various foms of external aids

fron the institutions rendering assistance to these enterprises.

The State Governments discharged their responsibilities
for development of snall scale industries through their
Minigtrios of Trade and Industries. The Ministry of Trade and
Indugtries render the assistance throughi:-

a) Grenting of Development Loeng:~ The State Small Scale
Industries Manggenent Loan Scheme, operated by the Ministry,

grants loansg for capitel itens and working capital.

b) Advisorv Serviceg:- The Ministry alsoc assist the
industries by offering them useful advices which halp in
golving their problems. In order to have a better spatial

they have
distribution of its services, Z : Offices throughout the
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Local Government Arecas., Howcver, both the headquartoers es
well ag Zonal Offices are ill-gtaffed os the Ministry finds it
difficult to rotain its professional staff owing to pucr
conditions of service. Through tranafurs, the linistry clso

guffera 2 lar:c turnover of its senior adrministrmtive staff,

2.4 s Tr and Developoent Institution

a) The Polytechnigs:- 4 good oxanple of how the polytechmies
and colleges of commerce and science oan contribute to the
development of snall scale industries is given by the skill
inprovement and Development Unit of Ibadan Polytechnic. Since
its inception, the Unit has not only conducted a series of
training progrvammes to assist the inprovement of skills of workers
in small scale industries, but algo has helped in development of
their skills through in-factory-training courses.

b) Centre for Managenent Dovelopneugs{@D)s~ ~Mo CuM.D, is
to receive an annual grant fron the Industrial Treining Fund for
the purpose of rendering management developnent agsistance to
snall scale industries throuwghout the country. The centre,
according to an authoritative source, ias gtill trying to determine
its policy and to rap out its course of action in discharging
this responeibility. The lack of a policy-decision on the key
question of whether the C.M.D, should go on its own in carrying
out its amall scale industries progrenne or it should concentrate
on inproving the capacity of other awvailable institutions in
rendering assistance to snall scale industries has had an
adverse effect on the inplenentation of the centre's programme,

the source added,
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Howevor, C.M.D. has been cble to assist in the estahlishment
of the Nationnl Lssociation of Snall-Scele Industrialiets (NASST),
28 well as in conducting training courses for stell scealo

induatrialigts in difforunt purts of the country.

o) Univorgity's Industrial Research and Tevelopnent Thit:-

Tho University's involvencent in agsisting the devslopment of stwmll
acale indugtries in Wigeria began with the estadblishment of the
Industrial Research Unit at the University of Ife in 1969. In
1972 the Departrents of Beonomics at Neuwlkka and A.B.U., Zaris
were encouraged by the Federal Ministry of Industries to fake
vart in the surveys of small geels industries which wes then
going on throughout the gountry. Thus, the universities
involvenant was originally limited to carrying out of surveys

S

and studies about these industries.

The Privete Instiksons
which
a) The Nigerian Institute of Manageuent = / until a

couple of years ago conducted sone training programnes for small
gcale industrialists. 'The Institute geers to be withdrawing
from this field mainly VYecause of 4he inubility of the srmill

#cale indusirialists to pay the cost of such programed,

b) Consultency Firms ~ which ecarry out contract assignments
for the Federal and State Govermments in respect of small scale
industries development, mainly because the small soale
industrialists are not in a position to afferd their

professional fecs.
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2.5  Spseinl Tncentives and Inducenents

% great neny incentives and inducenents heve hecn dovised
by the qovermient with the purpose of rwtivating snall scale
industrinlists to ostablish new industrial enterprises or

expand cld onca., Inatances of thosg are:-

£

1) Tax Concossions/Exenptions:- These have beon widely msed

to promoto the establislinent of noew industrics, either bWy locsl
enfrepronours or by capital and entorprise fron outside, to
sneouragd expansion of established industrics, and to induce
nenagenent of industyy into less develodped states. It has to W
noted howevaer, that there are grave disadvantages in the use of
tax exenptions or concedgsions to stirulagte indusirial growth. For
ane thing, the pethod is subjeot to abuge. For instance, the
Republic of the Philippines provided tax exenption for “new and
necoggary industriesg" in laws of 1946 and 1953. 1t was found,
howover, that many firps utilizing these exenplions were not
ectually nanufacturing dbut wore selling their foreipgn exchange

- allocations or tax~free inports on the black narket. 4s a result,
the Fhilivpine Congxess in 1959 re-iunpoased the income tax and

6

certain other taxes on these "new and necessary indusiries.®

This sarc resporsibility of abuge ag cited above cannot be ruled
out in Nigeria nere 9o whon one mﬁ;rzﬁe_rs ‘cqe rocent foreign
exchange scandal in this country. But, of 0‘6111‘39, the posaibility
of abuse doea not necesgarily condé-ﬁn an otherwige useful

development technigue, however, the strong fenptation to abuse

should e noted.

Cre of these ogxanples of tax concessions is the Pioneer



Status by which new industries that meet certain conditions
enjoy tex holideys for the first threc to five years of their
exigstence; others are the Approved Status by which repatriation
of forvign capital investrient and of accruing; dividends in
facilities; and the Lpproved Users Schenu by which large custons
duty concegsions are granted in respect of industrial rew
materials, Successful use of tax concessions and cther foinms
of direct financial incentives require particular concentious
and abled adrinistration and & relatively high level of tax

norale and buginess ethics.

ii) ection Conpetitive Inports:~ PFProtection
for manufactured products in the hone narket is an alnost
universally used instrunent of nmational industrialization.
Official protection is given to local industries through fiscal
reasures (c.g. high inport duties on inported goods), so that
their operations nay not be stiffled by unequal competition with
their older, bigger and nore experienced foroign counterparts.
This is done, however, without prejudice to efficiency, quality

and the need for sone anmount of healthy rivalry.

1ii) Industyial Bstates:~ The eostablishrent of indusirial
estates is part of the Federal Governmecnt policiea and incentives
for even developrent and dispersal of industrial activities in
the country. The inportance of industrial estates to the
developnent and viability of srall gcale industries cannot be
over-enphasized, In fact transportation, public utility and

other services can be provided to the clustered occupantg of
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an industrial estate nore cheaply and efficiently than they

can be brought to scattercd suall geale industries, for the
clustering of the smll scalo industries enablos centralized
planning and construetion of facilities., Clustering also permdts
s nunbor of edtornal econordes, e.g. in providing watchnen,

naintenonce and other care tnking service.

iv) legel Franework:- Iaws regulating industry and
providing for its pronotion hawe been passed in the country.

There is no particular legislation as at now in Kano State
specifically dealing with small scale industrioes, but it has to
be pointed out that at the national lewvel, the legislation
dealing with the registration of busincss nanes or licencing
nakes no distinetion between small or large establishnents and
this is equally applicable in Kano State., 3inilarly, there are
the revised Rules and Regulations with regards to the operation
of the Small Scsle Industries Credit Schene (SSIC) issued by the
Swall-Scale Industrics Division of the Federal Ministry of
Industries which are also applicable in Kano 3tate in the

operation of thie schene.

Fron the discussion in this chapter, it has been noted
that the key arca which have recceived priority of attention
under a oo~ordinated institutional and infrastructural
developrnent programme to accelerate the growth of small scals

industriee, include the followingi-

i) Provision of phyeical infrestructurel facilities
in a package form through the cstablishment of



industrial estates with all rclated facilities.

ii) Provigion of supervised credit enconpassging bulk of
fixod eapital roquirement in nachinery, equipent

and substantial portion of the working capital.

iii) Ir-scrvice training prograiws for IDC extention
persommel and SSI officials, s8pecial. training
courses and seninars for higher executive aand
nanagernent training for snall plant owners and
their supervisory staff plus specialised treining

for entrepreneural notivation.

iv) Technical assistance exbrecing technical and
managerial consultancy services, selection,
installation and maintenance of equiment and
nachinery investment badefing, sales promotion
and marketing counselling and also up-grading

of labour skill.

This programme of agsiastance has been evolved with the
sole ain of Muilding up an independent and a viable small
industry sector. If therefore the foregoing services were
effectively opore;tional and readily accessible to all snalle
gealie industries, the bottleneck to their financing and
viability would, to a considerable extent be ninimized.
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CHAYTER THREE

FINANCING OF SMa WLis TNDUSTRI 45

This chapter is ained at assessing the oxisting sources of
finano: of small-scale industries. also to be examined is the
oxigting institutional financing structure of such indugtries.
To be examined are both the primary institutions which seek $o
finance these industries and some specialized oncs established
purposely for financing small enterprises. Thc role of the
various institutions in such financing will be examined with a
view to identifying certain obstacles in the structure, and
offoring somc suggoestions. The institutions to be disocussed in
detail include the following:-—

1) Tho Semll.Scale Industrios Credit Schome

2) Commercial Banks

3) The Nigerian Bank for Commorce and Industry

4) The Nigerian Industrial Development Bank,

1 | st So ce

1) Intornal Financingi:- For a small-scale industry, the
most important source of funds is its own savings which are derived
from past profits. It is important to point out, however that the
availability of this source of finanoc depends partly on the
profitability of the firm, partly on the amwount of tax which it
has to pay, and partly on its own policy with rugard to the
distribution of profita. Moreover, the degree to which a small

fim can finance itsclf nay be measured in two waysi-



1) mbioc of gross company savings (retained prolfite
plus deprecintion, ote.) to raterial investuont
in fixed agsets and stocks; and

2) ratio of gross conpeny savings to expunditurs on

opartting assets,

On most occasious, how rnuch to save and what proportion of
earnings tc put by deponds on the circumstnnoes of the fim. These
could be intermg of the strength of the desire to grow, the speed
at whieh to grow, the sort of roserves, the e¢xcellencs or other-
wise of market pomsibilitics as well as a host of other factors,
One way in which small industries could go some of the way to
solving their finaneial problens is by becoming more profitable,
thus generating moye varnings for retention, and actunlly
retaining the money whon earncd. This is often necessary becausae
finanetal institutions tend to base thoir poliey on the principle
that the sound growth of a firm should he basad  largely on the
adeoquate participation of its owners. This participation, in
the long run, can only come fron savings, without which it is

usually difficult to reise funds from outside gources.

2) Extornal Financo:

Private Financiers or "Money lenders?: Individuals other
than principal owner(s) are probably the third most important
source of finance for small-scale industries in Kano S8tate, Some
of the small scale industrialiste interviowed.by the author during
the study, confirmed that apart fron their private savings and the

oredit loan from the Siate Government, they also borrowed funds to



finance their enterprises through private financiers or

"money lenders.? lHowever, becauso these relations are usually
informal and unracordud, and hecause offen neither the financier
hor the re&ifient of funds ié anrious to publicise their.
r¢lationschip, information on the oporations of private financiers
is extremoly skotchy. However this source of external finance
have often reeceived critici.sms that (1) they charge h.igh rates,
or more Spocifically, the maximm each recipient can afferd,

and (2) they seék to utilize their position to take over the

enterpriss in a moment of woakness.

Fundg Frow Frionds, Relatives and Local Investors:- Another

Jrorfim R ey

aource of small gcale industry finanecing is loans from friends,
relatives or loeal invegtora. Quite a few of the selected small
gcale induatriclisto interviewed by the author admitted that they
derived funds from friends, or relatives especially at the initial
stage in setting up their enterprises. As a source of funds in
initial financing, howewsr, frienda and relatives are freqguently
- lear sotisfackory than ontsiders. This is because thoy tead to
foel that their close perscnal relationship with the entrepreneur,
bagked up by their o&pifal loans, coanfers on them the right to Bive
managemant advice or even actively interfere in mansgement. Pinance
from friends or relatives jia sometimes encumbered by increased
ohligations to paplay mmqnalified or peorly notivated dependents
of the supplier of funds. I% should however be noted that even
though friends, relatives or local investors constitute prinary
sources of funds for particular small soale industries, these

sourcesg, Judging from the information received from soma .Z geals



industrialists in Kano State, supply an insignificant part of

the total capital uscd by the snall sosle industrios.

Transfornation into a lindted liability conpany: Snall seals

industries usuclly find it very difficult to obtuin long—tem.

finanos frou financial institutions., Somc of the reasons for

this difficult could be attrilumted sinply to the scale of operation
and their financial roquirements, MNorecver since nost of these
industiies are not limited liability conpanies, capital issues

do not fall into their rejor sources. FYotential londers are also

reluctant to invest in then because of high risk rate.

One of the major options open to snall sonle industries in
securing log-tom capital, therefore, is transfomation from a
sole proprietorship or partnership type of business into an
incorporated limited liability company. This transformation can
also be seen as one of the nost inportant stages in the growth
of a business. Financial institutions nay be unwilling to invest
in sole proprietorships or partnerships whereas they may agree to
contribute a percentagc of the equity or nake a secured loan to

a private coupany.

Many snall industries faced difficultics in obtaining long-
tern finanes because of ownership problens. The owners of such
businesges are reluctant to part with any share of ownership while
outside inwvestors are naturelly not intercstced in putting norey
into a business if thoy are not allowed any say in its operations.
Thus, the suell proprictors have to faco the fact that if they

want extra-long-tern oapital, they will have to zive up & bit or
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be prepared to natch now funds with noney of their own.

Othar extor:ml.aourcea of financoe for i s::uill scale
indugtries inclules the dircctors lewend, hire purchasc and
lease fingneing. Howovor, from the forogeing  scuscion on
the gmall geslo industriea scurces of finaunce, vhich are all
not very adeguate, ilicre is a necd thoreforu to cuphagize the
institutional sourcc of finance, and thig ia Jdiscusscd below
in detail, highlighting their operations and difficulties

éncountered in financing gmall-scale industrics.

$.2 Small-geale Industrios Credit Schene

Int;oductlgj;_: Sriall scale indwstries have comwn problems
in all countries and porhapz the most besic problen is the lack
of adeguate eapital and credit faecilities for susteining their
growth and developnent. Credit is no doubt a eritieal input for
industries in general, but norsso in the caso of srall-sealo

industries which have a wesck capital hase.

Adequate instituticnal credit is not awilable to .éms.ll gcale
entorpriges as they are senerally considored high ervdit risks by
conmercial banks and other financial institutiong. 4&n overwhelning
majority of siall-scale induwstries are ol ther proprietory concerns
and, therefore, cannct also draw noney fron the capital :arket.

As a result, thwge industries are either starved, for finance or
have to turn to sourcces other than the institutional cnes to bourrow
noney on extrenely unfavourable terma. This makes it alnost

inpossible for them to operate profitably in a conpetitive oarket.
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doving regard to the essentially similar and difficult
aituation faced by srall sonle industrics in MNigeria, tho second
National Developnent Plan (1970—75) incorporated the srall scale
Industries Credit (SSIC) schenss in the State prograames in line
with the Govermwnt pelicy of giving effective aid to indigenous
snall scels industrinlists. The SSIC schere way seob up by each
State Governnent to idve loans tc small scale industrics on
liveral terns. The State contributions to the Credit Fund were
augnented by natching federal contritutions to supplement the

leading operations.

It was apparent towards the end of the second plan that
Governnent would have to be the main source of finance for snall
sosle industries during the Third Plan poriod as well (1975-80),
in spite of efforts being nade to stinulate lending to this sector
by commercial banks and other institutional finaneing agencies.
The Snell-3oale Industries Credit Scheie have, therefore, been
continwed under the Third Plan and substantial allocations of
funds have been made to the Credit Schene by both State and
Foderal Governnents to meet the growing crodit needs of the snall
industries sector. The allocation of additional funds is of the
order of ¥50,00 nillion to ncet the estirated investuent

requirenents of snall scale industries during 1975—86.1

Scope of the Credit Schene:-~ The Snall-Scale Industries

Credit Schene have been set up by each State Govermment to give
loans to small-scale industries carrying on manufacturing,
processing or servicing activities with a capital investment not
oxceeding ¥150,000 in nachinery and equipnent only. The loan



is {0 be given for the expansion and owdernization of exdsting
srall scale industrics and also for the developwnt of new snall
gcale enterprises of the nochanised type to nanufocture
relatively sophisticaled consumor goods as well as sinple
producer goods. Tho erodit schenc is 'bhué neant for siving |
financial assistance aud support not only to 'L'.J;a s1all secale
industries in the upper investment ranges but also to the

conventional snall scale ipdustries particularly for their

process inprovenent.

Undar the schone, both fixed and working capital loans can
ber given to gnall industrialists. Workdng ocapital loan can be
given up to 50 percent ’.of the requirernent, aubject to & maxinum
of 316,000, The fixcd eapital loan for machinery and equipnent
can be given up to 75 percent of the coat of nachinery and
equimoent 0 be purchased. Howoever the total fixed and working

capital loan should_ not excesd ¥80,000 in any single caso,

The loans advanced under the Small-Industries Credit Scheme
enn in no case be usaed for neeting outatanding loan cormitnents.
4 speciel objoetive of the COredit Scheue is to vncourage a new
class of educated and tochniecally gualified vnireprencurs to set
up modern snall scsle enterprises; but certein oategories
of persons, o.g. civil servants, statutory corporation and Loeal
duthorities enployeocs and menberd of the smied Forcog will not
be entitled to reocive any loans under tho Crodit Schene for

setting up small senle industries.

Progedure, for the Grant of the Lean:- The Snall Industrics

Crodit Schene in every State is operated by & Loan Managerment
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Comittee specially constituted for the purpese by the State
Governomont concormél. Lny smell industrialist desiring to howve
a loen under tiw SSIC schers of the Stute where the inlvstry is
alrcady functicnin: or is to be started, will have tuv e ply to
ths Sceretary of thoe Loan Monngenant Covdtice for the loon in
prescribed forus, Only persens whoe erc ordinarily resident in
the State will be eliqible for loans under its SSIC schone,

The Loan Managerpnt Covzdttee shall, before processing the loan
application, satiafy itself as to the todmicnl/mme:erial
ability of the applicant and also his integrity and credit-

st anding .

The Loan Managenent Cowrxttee will have a project
feasibility study prepared for each project prior to the
consideration of the loan application. The feasibility report
will be prepared with the help of the Industrial Dsvelopment
Centres sorving the State in question and will give estimates
of the total project cost, machinery and equiment requirenents,
scope of marketing the product, expected profitalility and

break even point of the project.

The comd ttoe shall decide whether the loan is to be
grented, based on the techno-economic feasibility of the

product.

Terns and Conditions of Ioans:- In addition to any
specific conditions whieh nay be inposed by the Loan Manasgenent
Connittee, the followins are the tocrns and condition which are

generally applicable to all loans granted by the comittees~
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1) The borrower shall use the loan solely for the

purpese for which it was sansctioned.

2) The borrower shall pay interost on tho logn at such
rates as the cormitive may determino. Ordinarily, thu rote of
interest will te 5 porccut on reducing balance, thet is on the

outstanding loan.

3) The loan will be repayable over & period of 5 to 7
years on a quarterly, half-yearly or yearly basis, as the Loan
Management Conmd ttec may deternine. With a suitable period of

moratoriun of 1 to 2 years, depending on the nature of the project.

4) The borrower shall execute such docunients as the comnmittee
nay require for sccuring, by means of logal mortgage, zuarantee
or any other manner acceptable to the committee, the repayment

of loan and interest thereon.

5) The borrower must agree to the supervision of the loan
in such mamnger as may be deternined by the Loan Managerent
Conmittee. He shall at all tine maintain proper records to show
the financial position of the enterprise. Ie shall permit
inspection of his business and accounts by the designated

official of the Lonn Managenent Conmittec.

6) In all natters involving proper control, operation and
naintenance of the asscts orvated by the loan, he shall seek and
act upon the advice of the Industrial Develcprient Centre and the

Srall Industry Division of the State's Ministry of Industries.

Dighursenents: The loan is to be disbursed in accordance
with the schedule of disburserent approved by the Loan
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Mana;onent Conmittee at the tine of sanctioning the loen. As
far as possible, paymentc are to be nmado to the suppliars
dirsct and, ordinarily no part of the approved loan should be
peid in oash tc¢ the vorrvowor prior to the delivory of the

mechinery reguired for sottin - up the enterprise,

Secuci tyi- The Loan Manggeuont Coizditteoe nay accept as
sgourity for tho lcan such agsets as land and buildings,
machirery, equipnent and other fixed agsets including those
created out of tho loan, provided movable.aaseta like livestock
and household effects, etc. shall nof be deened to be acceptable
security. &1l assots usod to secure a SSIC loan nust be insured
against loss by fire with an insurance conpeny to the Loan

Managenent Comiittea.

Investnent Brigfing:- The Small-3cale Industries Credit
Jeéretariat not only supplies the loan application forms, tut
also provides infermation on investment prioritiecs aml guides the
applicant in the selection of promising snall scale industries.
The secretariat also gives assistance in the filling up of the
loan application forms. The prospective investor can also
consult the Induwstrinl Development Centre serving his State for
similar advice and puidance. Prior consultation with the SSIC
Sacretariat or the I.D.C. concerned will enalble the applicant
to aveid the product-lines which have wory limited scope for
oxpansion and to choose one of the prospective small soale

industries with sood scope for expansion in the area,



3«3 Cowercial Banks
Connoreial Banks are the larcst sourece of institutional
finance in wost cowntries, regardless of staze of their econouioc
developuent. Tids section attenpts to ezanine thu puxrfornance,
scope and problong of the cormorcial banis in Higeria in soneral
and in Kanc Stete in particular, as a souwrsu of siellegsezle

industrial finanea.

In Nigeria commercial banks can be distinguished ino
indigenous comnercial banks and mixed banks. Indigencus banks
refer to those which ar: cne hundmd percent owned Ly Nigerians.
Mixed banks refer to those banks wherc Nigerian ownership is not
more than sixty percent (607%) while the renaining forty percent
ownership is held hy expatriates. The Nigerian Entermrises
Promotion (Indigonization) Decree of 1972, and anended in 1977,
provided that no bank should alloocate nore than forty percent
ownership to expatric.tes. hAs a result, there is a predominance
of indigenous ownorship of commercial banks in Nigeria. The
Federal and State Govermments own the tulk of tho equity capital
of the banks while private sector participation is relatively

very snall.

Another feature of conuercial banks in Nigeria is the
lopsidedness of the banking dowveloprnent. Therc are two few
officials in relation to the area and population of the country,
This results in poor quality of banking services such as long queue
in order to cash cheques. Though mixed banks have the largest

nmnber of bank offices, they have tended to concentrate on a few

States, especially lagos. It is noted that these banks have
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existed previously as foreizn banks or thoir sulsidiaries whose
major pre-occupaticn wns to cxploit the best possible averuwes

for pvaking profits for their owncers. The resultant concentration
of banking offices in very few areas impedes the dewvelopnent of
banking: habits as well as mobilization of pavings. It also
ipedes effectivu narketinzg in the induwstry sincs this requires
that bank services e made convenient and accessible to the

pecple.

4s regards financing, comnercial banks gencrally exdeavour
to invest in projects which are economiocally desirable, technically
foagible and conmercially viable. It is evident that small-scale
industries could not 1eot the idninum lending criteria of the
banks. The Govornnent found it necessary to intervene in 1979
and directcd connercial banks in the country to allocate a
mininu of 105 of their total loans and advancos to indigenous

snall-soale entorprises. This was further raised to 167 in 1981,

Commercial barks traditicnally do not consider the provisions
of long-tern funds for industry to be part of their business, but
concentrete in the main on the finencing of short-tem: needs such
as working ocapital on the security of readil, realisable assets.
Thorefore they can be said to be playing an alnost inad . dficant
role in the financing of small-scale industries in Nigeria,
particularly as regamds longer tern requirenents of small scale

industries and the requiremonts of new potential industrialists.

The picture is much different when the activities of United

States, and Jepanese commercisl banks are considered. In Japan,



as much ag Tifiy-six percent of a1l loans granted by the local
hanks and about twonty~six percent of all lozns granted by the
city banka ware rmade to srall buginess. In thé Tnitaed States
of armerica, twonty porecent of the counercial banks loans are

granted to sasll business.z

Broblens:— The failure of the Nicerian corwwrcial lanks to
gsexrve as the major source of funds to small senleo industries can
be attributed to many recascns. 4n importent intermal criterion
influencing tho leuding ability of conmercial banks is the advencs
doposit ratic. Dut at the background of this are sone of the
Contral Banks requirven®nie which should guide the olpera-ta‘.ons of
the commercial banks. One of these is that at all finea cach
conrwreial bank is required to raintain with the Central Bank a
rogervs the sun of which foms a ratio of commerciel henk's deposit
liabilities, and & scoond requirenent is that the comnercial banks
is to hold a riniimn anount of spucified liquid nssets and this
is expressed ag a ratio of compereisal banka'! dopogsit liabilities.3
Coupled with these requirements arc the additional stipulations
that the Central Tank has power to require that all applications
for loans cxceeding o epecified linit shall be referred to it for
approval and that it has power to fix a ceiling on aggregate
credit including discounta outatanding at the tinmo and alap

power to deterrine the mte of increase of such aggrogate crodit.

Apart from the intornal congtraints in the operation of the
cormercial banking, there are a host of other factors external to

the banking asysten that novertheless areate difficulties for
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banks. One of thoso is the peucity of cligible borrewors. 4
larpze majority of the ownesrs of gunll secleo industries lack
nanogenant ald lity and tedhnieal skdll. Thoy hoave no proper

gchene cof workdng., Their knowledge of the industry is insdequate,
and thoy hawve no nethod of keepinrg accounts saxl proper rocords, |
Their lrdted cdueation inpairs ability to work ocut donand
conditions and the nature of competdition and thercfore thoir
abvility to decernm omore profitable lines of investrnent. This
failure has lod conscquently to over—crowding in ceriain areas of
industrial manufacturca, It is thua apparent that the vhole
organisational and operational structure of wost Nigorian soall
enterprises ronders it difficult for courprciel banks to wish to
extend to thon any line of credit. Tho dogrec of risk is considoered
oxtrenely high and whore banks are by the very nature of their

own oporations soriously concerned with considerations of liquidity,
solvency and yield, they cennct but feel apathetic to support the
Nigorian businesanan whoze project can be of doubtful wiawdlity.
Moreover, bechusc snallor loans are nore expensive to administer,

usually
they aro . / . not considered attractive propositions by

N . 4
Wigorian coirwrceisl banls.

Another factor is the object rlisregﬂ.rd of financinl obligations
by mony custoners. Very offten, borrowers repgard connercial bank
loan and advinces as their sharc of tho mational cake and have no
intention to pepay. On many occagions, they open accoumts with
soveral banle only to borrow and then abscond. Here, the banks

find thensclves in a helpless situation bocguse the borrowers are
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protectcd by bank scorecy, the fluid society, and an cbaonce

of a contral intclligonce agency plus inadequrte rucords,

The natwre of conrercial bank lending in the country is
manifegted Ly thoe concontration of suclh londing: in the financing
of goenerel coxwrec including donestic trede, irpeorts and oxports
of agricultural procducc and raw raterials. This is partly
because of the dodnance of foreign beanks and partly, iun
keeping with the orthodox banking theory of the 'real bills
doctrine' which holds that the only good loan is that nade on
conmercial paper and is self liquidating.’ The maturity of

loans and advonecs is also excessively short.

Need for o New Banking Policy:- The above examination of

comnercial banks financing of srell scale industrios leads us to
a nuber of conclusions. The connercicl banks in Nigoria have
considerable potential for the expansion of short-tern and mediun
tern industrial finonces and this potential can bo exploited
without detrinment to the banking syston and with benefit in small
scale industrial entreprencurs. The banks activity in snall seale
industrial finanece secens inpaired by tho consciousncss of and
adherence to & long tradition in banking prectice which requires
that comnercial banks confinec their loans to custoncrs who

would use such finonce to increase their working cepital. What

is urgently needud is a new outlook and a new banking policy.

Fron the view point of longer tern capital requirenonts the
commercial banks have a acope which is limited only by ertificial

and thooretical rather than the statutory constraints within which
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they function. Sinco the real simificance of legal shortness
of loans lice in tho banks' continuing control and inteverntion,
it should Ye possiblc to achiove this objectiwves in long-tornm
financingz. 4port fron their traditional inhibition to grant
this type of loan, bank's consideration of safety and ldquidity
neko such propositions particularly wmattractice, althouwnh
constantly renowed overdraft facilities arc in a final analysis
not strictly ccononically difforent fron long torn industrial
finance, Horeover, consideration of functionsl spocialization
reinforce the thousht that long-tern industrial financing should
bolong to institutions which are in organisational structure and
purpose, suitod for guch financing. This ray perhaps account for
the establishment of Doveloprent Corporeétions by sone cxpatriate
banks for the sole purpose of long~tern finaneing, but their
usefulness seens hanpered by policies which may still be

inappropriate to thu eircunstances and noceds of the country.

The author hios no doubt that tho Nigerian comnercial banks
can considorably improve their perfomance in rogard to short and
nediun torm loans without undue strain on their over-all
operations. With thc pmesent onphasis on tho role of smll-sozle
industrios with their omploynent and inconc-croating potentialities
(as noted in chapter one) in a context of planned ceonomic
development, the banks occupy a pivotal position in a strategy of
snall scale industrial credit creation., While it is realized that

such credit creation rey at tines be circunscribed by the extent

of nonetary expansion pernission by the Central Bank in view of



generel ccononic conditions, it is ncintained that the Migerian
cormercial banks do hawve considerablo scope for a nore inpressive

rerfomance in grenting of short and nediu: ter: loons.

One in which the banl® nay inprove their poxforamec in
the granting of loans is to inerecse their technicezl staff and
if possible receoruit norv quealified personnel whoso priuery
functions will e not only the cveluation of projects in which
the banks have financial intorcats but also the evaluation of
the onterpriscs of custoners who apply to than for loans. A
gyston wherc Wranch nenagers who ray have no knowledge of project
appraisal are roquested to report on operetions of a prospective
borrower is unsatisfactory. The comnercial banks can jointly
organise a consortiun of expert technical personnel for the
ovaluation of custonors' projocts. This will not only enhance
the officiency of thoe banks, but will providc prospective
borrowers the opportunity of knowing how best to organisc their
busincsses and what the banks oxpect their custonors' business

atructure to be,

Alsc, vhile a good goneral cducttion for the population in
banking and finanecial mnttors is very crucinl, credit giving
coupled with technical advice and a follow-up of the progress of
borrower's enterprisos would be the nwst creative approach to

the Nigerian situation.

To cnhanee ond facilitate the work of commercial banks a

full-scele systen of loan guarantce schene such &8 has rocently
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beon introduced for Asriculturz, should be ewvolved by boeth the
Foderael and Keno Stete Govermrents. This systen has clready beon
introduced in Oyc, Ogzun and Ondo States and no doubt it ncods a
country-widc adoption for the full inpact to be felt. A syston
of loan guarantece and insurancce has foeiliteted banl londing

in Jepan since 1937 and there should e no reason why such a
systen, if well oxccuted, cannot function succcssfully in Nigeria.
In anall countrics like the Philipines, the Infuatrial Guarantee
and Loan Fund sct up in 1952 has been very useful to the banks

in facilitating granting of loens to small scale incmstriea,s
and thore is hoardly any reason for Nigeria not to cnulate wsuch

exanplos.

3¢4 Tho Nigzorian Bank for Commorce and Industry

To mitigate the problen of scarce financiel capital, which
has long been identified as one of the greatest problens of nost
Nigerian entrcprencurs, the Federal Government cstablished the
Migerian Benk for Corverce and Industry (NBCI) ty Duerce No, 22

of April, 1973.

ion t= The functions of the NBCI range fron the
movision of equity and loan funds to indigenous porsong,
institutions and organisations for nediun and long-tom investront
in industry and cormerce to the perfornmance of 2ll aspocts of
comnercial and merchant banking busincss., The Bank, thorefore is
constituted to support industrial, agro-based, commwrcial and

service projects by providing for then both equity and loan



financo anl by giving 2 whcle rango of aliod finsacial scrvicus
such as loan syndic-tion, guarantocs, lotters of crodit and Yills
for collcetion businues, foneibility studies, monegonsnt
consulteney, ctes It is also e nembor of ths Mijerian Stock
Exchangee In spit. of thoese . uniyue sot of functions, thoro
ara certain prineipnl liid ts which arc currently in oporetion,

though subjeet to review fron tine to tines

The Bank nay NOT
1) Mnenee (&) residontial aceormodation or such
ronl ostrte business which is not part of

other najor bankable business venture.

b) infrasturcturc for genoral publiec use
such 43 roads, schools and hospitals.

c) nining business

d) purc asyeulturel plantation not intondod
to support prinnry processing businoss.

0) sciontific and other sdueational or research
activitics not direoetly reloted to a
potential spucific bankable businoss.

ii) @ive financial assistanco loss than #20,000.00

t0 & new client,

iii) dwe finncial csSistance to any singlo
conpany in excess of 104 (ten perecent) of

NBCI's paid-up sharc oapital and rosorvoes.

iv) meke invostrent in tho shares of eny conpany (other than
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corpanics pronotod by NBCI) in oxcess of 405

(forty percont) of that company's paideup copital.

v) provide fintnciel assistance to any project wiich

it has not appmised and adjudeod viadble for its

purposcd.

vi) srovide financinl assistance to anybody (for exanple
Stato Governwnts) for unapocified projects,

/:v:li) vake investnent in non-corperate bodios i.o. in
prinership and sole busincsscs.

viii) support any busincss unless 604 of its owncrship
capital oarrying voting rights is owned by Nigerians
or ligorian institutions or organisatiocns,

i/z) provide loen in oxoess of tho project's acceptable
nortgageable fixod assots unless collatorals are
available to provide a security valus of nore

than the anount of the loan.

Prou inception to date, NBCI ownorship ocpital has been
provided by the Fodoral Governnent and the Centrel Bank of Nigeria
in the mtio of 607 to 40, rospoctively. Tho funds of the Bank
have been provited nainly by its sharcholders by way of
contribution to its sharc capitel and by way of lcans. The bank
has special fund-borrowing access to the general funds of the
Federal Government for the developnent of busincess projocts in
Nigeria. The Benk's ownership capital, denominated in 'shares',
has been fully paid-up.
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Special Iinc of Crodit:~ It should bHe noted that article
(vii) of the Bank's lidting funotions cloarly prohibits investront
in nonecorporete bolics such as pertnerships asd sole busineass.
Thorefore the Bank could only dool with businesses which hawe boon
incorporatod inte limited liability coirpanics. Howovor, as
a rosult of this nogloet of the srall scale industrics soctor,
perticularly the solc business and partnerships, the Fodorel
Ministry of Industries cstablishod & special line of eredit for
snall scale industriecs to be administered by the NBCI. The najor
objectives of this special line of credit is to nake osft loans
easily aveilable to desorving smell-sczle industrialists all over
the Fedoration to enable thon undertake new projects cnd to finance
on~-going projects. In guneral, all snallescale projects whoso
total assets (including working capital but excluding land) do
not oxcced ¥500,000 are cligiblc.

According to this schoeme, the maxirun anount to be loaned
would be H250,000 depending on the type 2nd specinl roquirenents
of each project. Therc is no lower linit. Gonermlly, loans will
cerry a low interost of 67 per annun (this has roecently boen
increased to 10/ per annun), Disbursonent of funds to successful
applicants will only coiuwwence after the Loan Agrecncnt has been
duly signcd by the applicants and their guaranters. Similarly to
tho SSICS, payrent will nornally be rade direct to suppliers (on
the basis of invcicea) or contractors or consultants (based on

the cortificate of work dong). The repaynent period will
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nornally not oxcoed five ycers fron the dato the project is

coruissioncl.

Svallescale enderpriscs which arc e¢lizible for this loan
arc thoge who arc oithor wholly or majority owned by Wigoerions
and whoss sponsors arc ordincrily residont in the State of

application. Other criterins are:-

a) a mnimnm age of 21 yoars,
b) ability to provide two guirantees of rcpute for

the loan (incluling interest and othor related costs)
c) applicant nust have valid business rogistration

or certificate of incorporation.

It is gignificant to note that the inplenentotion of the
Fedoral Ministry of Industries' Srall Scale Bnterprises Loan
Schono, being adiinistered Ly the NBCI on bLehalf of the Federal
Governnent, has nade sonoe ranarimble progress in spite of nunerous
probleons encountoercd during its inplenentation. In Keno State
alonc & tofml sun of H3.2 nmillion has bocn approved to sixty-four
projects. These projccts are uolll sproad throughout all the
looal governcents of the State, loan repeymont (both principal

and interest), thouch still very poor, has also connenced,

However, there arc gone problens which have beset the
inplencntation of this scheme particularly in Keneo Statc and

these include the following:-

1) Problens associated with the world-wide econonic recession
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2) Diversificntion of loans to personcl neccds
3) Acute shortigze of raw reterizls
4) Inndequate funding

5) lack of méntgorinl ecpubility.

These problens arc still very nuch with ua beciuse the
general econonic rocession in the country has not yot abated
while the genercl attitude of Nigerians towards loan servicing

still remains poor.

3.5 Ihe Migerian Industricl Dovelopnent Bank
The Nigerian Industrial Development Bank (NIDB) is a
development finance conpany sponsored by the World Bank., The
Benk was instituted in {964. Though the Bank received financial
and other forns of support fron the Federal Governnent it was
agrec! that its operational policies should be focused on tho
development of the private industrial sector of the Nigerian

aconory .

Financing Practice of NIDB:~ The NIDB's financing practices
arc related to its objectives and functions which 2re conprehensively
stated in its Menorandun of Association. Boredly, it gives
agsistance mainly to industry and the exploitation of maturel
resources in Nigeria. It perforns this functions by assisting in
the creation, expansion and modernization of industrial enterprises.
It encoureges, sponsora and facilitates the acquisition of

ownership of investrent, shares and securitics.

More specifiocally, its finaneing takes the forn ofi-
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1) Froviding finance in the form of lonz or nediwn
tern loans cr shore participations;

2) S8pmsorins cnd underwriting any issues or
converasion of shares end socuritias;

3)  Guarenteein: and counter-guarantevin: loan and
obligntions;

4) lMaking funds aveilsble for re-investrent by
cauging the transfer of shares anl sccurities by

revolving invostnents as rapidly as prudent.

In addition tc these financing functions it furnishes
panagerial, technical and adninistrative advice and assists in
obtaining managerial, technical and adrinistrmtive services for
Nigerian industry and conuazozj/’xt should be pointed out that
NIDB's functions cover e wide range of activitiecs including
cormerce and agriculturce It has however, linited its operations
to the nanufacturing and rining sector as well as agro-allied
industries. In 3970, the Board of Direectors of the Bank extended
its scope of financing to projects operated as independent

enterprises on purely conrorcial principlose.

For prouoting industrial dewveloprent the bank ~ffors
finnncial sasistance to private ipfustrial enterprises whicy by
virtue of their sizec will mnke 2 simificance contribution to
the econonic developnent of the country. It does not finance
anterprises of rudinentary cottage nature or small-scale

industries .o

Loans are nade for periods between five to fitecn years,
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though longer anortization pericds are norelly nllowed in
excetional circunstances, The lonns are grented for the purchase
of fized asscts only and are not normally disbursed in lunp suns
to present rds-—epplication of funds. Disburseniants are rather
nade against purchasc doowwxnts on suppliers of equipnent and
other expernditure being those zagrced with NIDB Aduring the project

analysis.

The standard ranges of interest and other charges made by
the coupany arc decided by the Board of Directors and are
considered in the light of the prevailing capital narket

conditions and the financial position of NIDE itself.

The NIDB financing practices have reccived alot of
criticiens fron the Nigerian business comrmmnity. The response
to these criticisns is partly reflceted in the reversed situation
shown by the 1970 and 4971 figures for projects approved for
financing. The nost influential ceuse wos the Migerian Bnterprises
Pronotion Decrec of 1972 which rescrved certain nrcvas of industrial
pctivity to Nigerians. The Decrue rade it inperative for nost
foreignars to scll thoir centerpriscs to Nigerians becnuse of the
dorninance of foreisn entreprencurs. Its lending practices are
also veherently criticised for totally excluding small scale
industrialists who constitute o very large proportion of the
Migerian industrial sector and nced for financianl and tochniecal
asgistance nore than large foreign ownod enterpriscs. The
practice of financing large enterprises which are prectically

foreign-owned, only enphasizes this profit orientation and gives
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rise to tho adoption of eapital intensive production tochniques.

NIDS and Srall-Se~lc Industry Finance:~ The Fuderel

Governpent has placed groat criphasis cn the necessity &nd urgency
of giving effective 2id to indimnouws snall-scale industries,

and has rale soue fund ayrilable to NIDB for on~lundinge to worthy
snell scale industrialists, The NIDB, howewver, haa bluntly
refuscd to be inwvolved in small industry financing. This attitude
could be construed as a deliberatc attenpt to continue financial
agsistance to large enterprises when girdler assistance to
indigenouws industrizal cnterprises would have a greater inpact

on Nigerian industry through changing the industrial structure

and up-grading indigenous technology.

Though there nay be sore justification in the fear that if
a devoloprent finance conpany is too closely associated with a
governnent's planning nachinery. It night be involved in
formulating and pranoting objectives outside the conpany's
norial activities. It is howewver also true that the conpany
operatos at the care of the country's industrialization effort.
It thercfore has an intinate lmowledpe of the governnent's
policies on industrial investuents and is likely to offor the
nost objective judgenent of the soundness in rolations to the
overall developiental goals of the governrent. It is, by close
moxinity to governnent and involvenent in its planning cxercises
that nutual understanding synpathy oan be established and only
then can a financial institutition appreciatc the neod, in a

developing cowntry, like Nigeria, to dilute its cold profitability



objuctives with iorc general objectives.

In this chaptor, tho cxisting sources of fincnce for
a;n1] seale industries has béen exarined. Also exonined is the
role of wvori~us fianncial institutionno vigeo-vis tho finaneding

of annll scalo industries.
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CHLFTER FOUR

ANALLY3IS OF THY QUESTIONNAI RES
In this chapter is presented ~n enelysis of tho questionnaire.
Host of the data uscd in this chapter was obtained as o result of
the responses of the small senle incustries (in our senple unit),
to the questionncires The sanple unit covers fifty firs

existing and opereting in Kano State.

G orn of
The ownership pattern of small secle industries can be grouped
into sole proprictorship, pertnorship and private conpany. The
respondents wore asked to indicate the type of ownership pattern

of their busincss end the response is as presented in Table 4.1:

Table 4.1: Pattern of Ownership

Type Hoe pe
Sole Proprietorship 40 80
Partnership 3 6
Private Conpany T 14
Total 50 1007

Source: The Questionntire.

4s rewvealed by Table 4.1 the orpgenisation of snall scnle
industries in Kano State is based nostly on sole proprietorship.
80% of the enterprises cre proprictory while only 14% and 6% are
recorded as orgenised on private conpany and partnoership basis

respectively, This inliocntes that snall businessnen's deagire for
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independence and dislike for jeint ownership.

The dominonce of the sole proprictorship tye of business
could bo attributed to the desire for independence by nany of the
smnll seele industrialists, Feilure to bring in portners or
outsiders in oxder for tic busincss to oxpand nay nake the firn
to renain sm2ll mther then expand. another reason is that a
high proportion of the firms in the State arc run on & fonily
basis using the house as a place cof work and using unpaid or
under~paid fanily labouwr and such fims may well remain snall
fron a sense of fhnily pride and a desire to leop the firm in
the fanily.

Sirdlar studies in Migeria cxpress the same reasult. 4 study
in Bauchi State of sone sixty (60) snall secalo industrios reveals
that 86.7~ of the entreprencurs profer the sole proprictorship
type of ownarah.ip.‘ Another study of some small scale industries
in Sokoto Stato indicates 95% of the enterprises wore owned by

sole ,n-opriotors.z

There i8 & need for & change in the present pattern of
ownership whnich wekes the snall senle industriclists to hawve
little access to cxtemnl sources of financo, and this nakeos

their problon of fincnee nore critienl.

4.2 DNat of Busines
There arc nany types of snall scale industries in Kano State,
but for the purpose of this stwly thoy arc divided into four m jor
eatogoriesy (1) Menufacturing, (2) Processing, (3) Serviee and
(4) Others ns presented in Table 4.2,
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Table 4.2 Moture of Business

- i b wim e e e — - . - —- —

Nature of Business No. %
—ﬂ"—'—_‘_“_— ———— . ——
Menufscturing » 70
rrocossine 4 | 8
dervice ! 9 i 18
Othors 2 4
Total 50 | 1007

Source: Sane =28 in Table 4.1.

Table 4.2 intoates that T0% of the suall scale industries
belong to the manufacturin: type of business., This shows that in
Kano State pany of the simall seale industrialists are wore
attracted to manufacturing industries such as bakery, Block
naking, rPoultry farns, lcather naking. Only 18% of the fims
belong: to the service industry whilc 8 belong to the processing
industry and renaining 4» represent all others which cannot be

contained in the precceding ones.

This result is not howevor uncxpocted as governnent policies
enphasizoe nanufocturing for inport substitution as well as export.
Also financinl institutions give  priority to ranufacturing
establishnonts in line with the policies of the governrent. 4s
& result thercforc snall scale industries appear not to have nuch
choice in the naturc of bheir businesscs. Howover the tendency
is still therc for sone entrepreneurs to opt out for onterprises
which are quicker to set up, easier to handle and generate

relatively quicker retums.
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4.3 Sourcug of Rew laterials

The snz2ll scale industrics can sccure their raw raterials
gither frou local or foruism scurces. Local sources refers to
cu808 whorc the raw natoricls are aveilable within the cowntry
while forciim scurccs refors to cases wacre the raw naterinls
haw to be inportod fror foreimm countrics. Tablc 4.% ives a
dotailed breakdown of the source of raw naterinls for the snall

scale industries.

Teble 4.3: Sources of Rew Matoriolg

Source No. ¥

Local 45 90

Forcign 5 10
Total 50 | 100/

Source: Samc &8 in Trblo 4.1.

ks indionted in table 4.3, 90/ of the sanple result uses raw
meterials which arc available loctlly within the country. Only

57 obtain part of their raw iaterials fron forcign sources.

Many of the soall scale industrialists expressed their
dislike for industrics which uses inported raw tatericls for reasons
which ineclude: lack of sufficient funds to cngege in such ventures,
the tight contrcl by tho Governnent on inpert licence and fear of
unne cessary delay at the ports due to port congestion and
clearance procedurcs and rogulation. Howo‘var the uses of local
rew natorials have sonc linknge effocts as it indircctly provides

enploynent for those people engaged in the production of such



raw ieterials, Thore is nacd thesuforce for us to develop our
resources fully so that the muall serle industrivs arc not starved
of raw patericls. Without roaw matoricls thoy ecannot operate and
os such their growth and viability depends nuch on the

evailability of mw :/storials to kucp thon in ecastant operetion,

444 i Monufe cturod
The nature of products manufactured by the smnll scalo
industrics are clessified here into consuner goods and

industrial goods as shown in Table 4.4.

Table 4.4: X a of ufact
Nature of Product No. %
Consunor Goods 45 90
Industrial Goods 5 10
Total 50 100/

Source: Sare 28 in table 4.1.

Teble 4.4 rowveals that 904 of the firms in ouwr sanple are
enggged in the production of consurer goods, with the renaining
104 engoged in the production of industrial goods. Because of the
heavy investrnent in machinery and equilmients necessary for the
production of industrial goods, majority of the smonll scale
industries specialises in the production of consurer goods. This
agein points to the siv:ll seale industrics cronic problem of
fintnce., Bven wherc thoy are intercsted in the production of
industrial goods their lack of fund and lack of accoess to

financial institutions wherce they can obtain eredit to purchase
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the nccessary equipnonts serves os a great constraint.

Howover it is hoped that ns the snall senle industrialists
gain more access tec inatitutional finonce thoy will o into the

procuction of industricl joods.

4.5 8ize of Firn on Begis of Copitel Zinloyed

Capi tal enployed rmay be defined as owners equity nlus none
current liabilities. Thus, it represonts the "pernanent capital®
or long-run funds entrusted to the firm by owners and creditors.
In the sane way the tern capital employed can bo defined as working
cepital (net current assots) plus non-current a.asots.3 The spall
scale industries in our sanple unit werc asked to indieate the
anount of total eapital enployed in their business, Many of the
responcdents were not ready to say anything concernin: the ancunt
of capital they enploy. #&ven those who were ready to talk have
no record to back up whetever acount they enploy in their
business. Thoy rksmndzggthliatoﬂoal nenory and guess work.
Gince theoy do not keep accurate record, it beccues hard for us
to depend on the figures they call., 4As a result thorefore we
cennot say anything concrete about the size of the firns on the

bagis of capital exployed.

There is every necd to ocdueate the snalle-scnle industrialists
on the inportance of accuratec record keapinz. & proprietor who
do not know the anount of eapital enployed in his buginess
cannot plan his business properly. Profit plemning is very
essential for the success of any snall scale business and this

will continue to elude the small seale industrialists until they
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chan,e thoir attitude towards record keepins. One cannot

depend on figures based on rere estinntes or guess work.

446 itial 3o 8 0 nance
Srall genle industrics hove yjerticular problerg in the field

of finanece and ﬁé’ have asswed grext significanece in current
discussion on s:i2ll scalo industrics, ILack of access te capital
is used as a factor to explain a host of other difficulties
experienced by the cntreprencurs. &Sven wyhen they are given sone
financial assistance throush institutional arrangenents they nostly
conplain that the cash portion of it is not sufficient to wet
their necds, In this study, the sources of finance is seperated
into initial and existing sources of finonec. The respondents
were asked to indicate their initial sources of finance end

rosponse is as shown in Tadle 4.6:

Table 4.63 ticl So s _of o)
Sourco No. of Responses T
Savings » 50
Pardly 15 2144
Fricnds 7 10
Lean 13 18.6
Total 70 100, 0%

Sourcc: Sarc ag in table 4.1.

48 a result of mltiple choices the total nunber of responscs
exceods tho sanple size as indicated by Tablo 4.6. Fron the result

of this study, parsonnl savings constitutc the largest source of
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initial finaneo for the anall senle industricse Fersonal
savinss accounts for 507 out of all the sources of fincnco.
Others nro fanily sources which accownts for 21.4,° , loans
18.6)c an? friends {0i. It should be note! that friend and
frrily sources arc usuzlly corbined with personcl savings

to start the busincss,

Snall scale industrialicts lack of access to extomal
sources of finance particularly institutional finance, is a veory
cronic oneé. Tho problen is anplified whoen it counes to starting
a new business, sco that thce najor source of initial finance for
the snall scale industrics in our sanple unit is personal savings.
It should b¢ appreciated that any business no matter how small
it nay be requircd sonc initiel cepital with which to start their
busincss but in Kano Stato the snall scale proprictors finds
it difficult to securc loans with which to start their business,
that is why they rely heavily on personal savings and whatever

they can et fron fricnds and farmily.

4.7 st Sour of Fincnce
Tablc 4.7 inlicates the existing sources of finance of the
snall scale industrics, In Kano Stnte it is relatively casier
for the established sinll scale industries to pget financial
agsistance fron financial institutions than those which arc just
about to get into business. This is not unconnected with tho
problen of providing the necessary securitics with which to

obtain loans.
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Toble 4.7: dxisting Sources of finonee
Source No. of Responses %
Rotained 3armi:iis 3% » -
Connercial Bonks 20 20-
S.5.1.C.8. 20 a0
N.B.C.I. T T
Fuidly and Friends 15 15
Others 3 3
Total 100 1007

Source: Sanc as in Table 4.1.

48 shown by Table 4.7 %* of tho firms in the sanple unit
responded that Retained Bnrmings forms part of their existing
source of finance. Shall seale industries are known to always
hunt about for any available source of fincnee. The firms clained
that they use any conbination of sources that is available to then.
20% of the firns clained to have obtained loan fron connercial
banks while the sare percontage also obtained loan fron the SSICS.
Farily and friends sources accounts for 15% while the others not
included in the list, accounts for only 3/. Many of tho
respondents clained they were not awmsre of the type of scrvices

offered by NBECI, and ss such it accounts for only T7.

This results indicates that 2ll the institutional sources
conbined accounts for only 477/, which is an indication that there
is an inadequate bank credit for the sngll scalc industries sector.
The snall scale entreprencurs criticise the banks over their
attitudes towanrds risk which is said to make thon unnccessarily

restrictive in their lending policy, particulerly towards now or
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reddly oxpanding siall firns. adled to this is the foet that
the tor's on which they ucke facilitics aveilnble arc soneties
eriticised &s being: téosowro. The Banks of course o not sco
it this wny. They arpued e their own sidc that nany gnell seale
antrepruncurs appronch then with illeconcuived projects in which
they have no strke oxecept the land on which tho projcets nre to
stand. Many propesals get rejected becausc the banker has a
duty to protect his dcpositors funds and ensure that they are
invested in well digested viable projeet that will be able to
guarantece the repaynent of the loan and the interest. Also, the
bankur will require sonc degree of confidence in the project to

be denonstrated by the investor through his equity perticipation.

There is also tho connunication gap betweoen snall business
and the banks., Proprietors of small businesses whatover their
tochnical skills often do not possess the necessary financial
expertise to put together bankable propositions. They find then-
solws in coupletely now ¢nvironnent when thoy cone to the bank for
asgistance. It is rarc to sce such custoners comings to the bank
with cash-flow projections, projected balance sheots, and so on.
They usually have a good idea of their necds bascd on their
experience, but whon it concs to putting 'ovurything on peper, that
is wherc the problen sterts. "Bven whon they scck the adviece of
outside consultants, cur (the banks) exporiencc has shown that
such consultents prepare the reports and projections to suit their
clients' requirerncnts and earn their fooa.4 Consequently the
projects pget rcjected. Here only the closc involvernent of the

banks thensclves in tho initial developnent of projects by snall
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scnle entreprencurs can sclve the problon.

4.8 Inatitutional irofercncec

iroprictors have their proforunces as rejoards the finoneial
instituticn Tron which thoy would like to talke loan. Thore ore
various renacns for which projristors roy prefer to borrow
funds fron a particular finincial institution. This coul? e as
a result of cortain facilities proscnt in onc institution and
lacking in another. It could also be as a result of their
knowledge about a 1urticu1&£21n§gg§%%1tion. Other reasons include
the fact that they consider it relatively casicr to obtaing loan
fron financiel institution than another. Sore have their
proferenco becuase they beliewve that there are less formalities in
the processing of loan application in sone financial institution,
while others fecl that sorwe of the financial institutions aru
more o:péble of kuveping the sceret of thoir custoners. The snall
scale industries in our sanplc were asked to indieate fron whon
they would prefer to obtain loang if given the choice anong najor

sourccs of institutional finence available in Kano Steteo. The

responsc is as shown in Table 4.8:

Table 4.8: Institutionnal Frefercnce

Nane of Institution No. of Pirns b
8.8.1.0.9, 20 40
H.B.C.I. 10 20
Corvercial Banks 15 30
Others 5 10
Total 50 100%

Sourcoe: Sane as in Table 4.1.
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Tnble 4.8 indicates that 504 of the responscs by the scell
industirics in our sople unit prefer to obtein their lecans fron
the 8.8.1.C.8, The cotiercial banks arc preforrod br 30 of
the rospon’ents while the rowsining; 20 prefers the NGCI. Thoy

also have recsons for their preforenco.

Those who prefer the 8.3.1.C.3. cvor the other financial
institutions arc awarc of the fact that the S.8.1.C.8. is a
governnent sponsored schere and it of fers lower rate of interest
and nore so, sone believe that obtaining a loan from the S5.5.I.C.S8.
is a way of their having their share of the national cake. Therec
is also a comnon believe that it is easier to influgnce the
politieal heads of the rministries so as to secure an S.S.I.C.S.

loan, than trying the sane with the NBCI or the connercial banks.

Though the coimercial banks chargzes higher rates of interest
and the securitics required for securing their loan nore
conpeehensive than tho ethoer financial institutiona, yot 30%6.of. -
tho respondontas still cxpross their proference for then. This

is boceuse they maintain the sccrecy of their custoners.

Those who profer the NBCI to other financial institutionas
arc of thce vicw that NSCI is a developnent bank ostablishod
purposcly for granting soft loans to sm2ll scale industrics in
order to cnsure the rapid industrialization of the occonony. 4s
a rosult its rates arc usually lower than that of tho conmercial
banks. Other reasons given inclule the relatively quicker
processing of applicationsg of loans, and disbursenents, whore

such loans have been grented.
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4.9 loan ipplicution Procodurcs
Variouws proccdurcs are adopted by the finoncial institutions
ia the proceassing cof loan appliontion. They ineclule such things
as resdstrotion of a busin.za nane, subrdassion of a statutory
certificente of occupancy o»f land, up-te~late quotrtiona fron
supplicrs of nachinory ool oquipisnt, tochnical o rociiant with
suppliers of raw materials for continuows and uninterrupted supply,

engineoring drawings and a host of other requirorents.

Teble 4.9 shows tho responses of the snnll secale industries
foming the sanple, as to whether they arc satisfied or nct with
the procedures adoptéd by financial institutions in the processing

of applications for loans.

Tablc 4.9: Loan gpplication rrocedure

Rosponse No. %

Satisfied 15 30

Not satisfied %5 70
Total 50 1005

Source: Sanc a8 in Table 4.1.

Table 4.9 shows that 70X of the respondents oxpress
dissatisfoction with the procedures. Some small industriclists
are very nuch dissatiasficd ovor the rigidity of sone of the
procedures, such that it is very difficult for then to cope.
They also conplained about the time it takes to process the
aprlications which may be detrinental to the successful take-off

of their projects. One finds that even aftor the loan has beon



grentod, such procoduros hardly allow adequrtc room fur the
g:nll Lusinessnen to operate thueir inAustrics in the wey thoy
fuel is beet for theri. Only 304 of the respondents exross
setiasfretion with the rocodwes and these are nwoastly thesoe who

heve agscured the loans.

There are alot of hottlenccks involved in reeting some of
the conditions of financial institutions which are often heyond
the control of entroprencurs and as such there is nead for

floxibility in dealing with ratters of loan application procodures.

4.10 Bate of Intcreat

The rate of intorest charged by the finaneial institutions
usually depond on the nature of the Financial institution involwed.
Credit schenes sponsorod or agssisted by Govermuent nomally charge
vory low interost roates., On tiwe other hand, cominwreial banks
charge their rates according $o the prevailing inflationory
condition in the ecountry., In the ense of suall entorprises,
they chnrze higher than nomial intercat roateg for ooany reagons
which includes: (1) the compr'.lrativa;ly low ercdit potentialitics
of the borrowers, (2) the compnratively longer durstion of tho
losns, (3) the cromtor risk involved and {4) the smaller amount
of loans involving conplicated procedurca, The responses of the
respondents as to whethor they find the intercst mtc chorged hy

finanecial institution®s reasomnble arc as shown in Table 4.10:






