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Introduction 
One of the objectives of industrialization policies in Nigeria since the 
inception of the Third National Development Plan had been to achieve 
more even distribution of industrial enterprises. And in recent times, 
significant attention has been focused on Small and Medium Scale 
Enterprises (SMEs) in developing nations because of their potential for 
diversification and expansion of industrial production, as well as the 
role they play in the attainment of the basic objective of development 
(Olaniyan, Olayiwola and Alayande, 1998). 

To achieve the basic objective of development, it is widely 
recognized that understanding information system is essential for a 
manager because most SMEs need information system to enhance 
organizational effectiveness and ultimate survival of the organization. 
Organizational effectiveness in this study is based on the premise that it 
is difficult, if not impossible, to manage a modern organization; and to 
achieve productivity by an entrepreneur, at least some knowledge of 
information systems, the utilization, what they are, how they affect 
business, their implications on entrepreneur’s productivity, and how 
they can make SMEs more competitive and efficient are needed. 
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Objectives of the Study 
The objectives of this study are as follow: 
 

1. To ascertain if SMEs play any role(s) in the development of a 
nation 

2. To find out the hindrances and challenges facing SMEs in 
Lagos. 

3. Examine the importance of market research to the growth of 
SMEs 
in national development. 

 
The Concept of SMEs 
The concept of Small and Medium Scale Enterprises is difficult to 
define, because there is no legal or single clear-cut definition of what 
constitutes SMEs in Nigeria. (Ozigbo, 2000), Ekpeyong and Nyong 
(1992) submit that there is hardly any unique and universally accepted 
definition of an SME, because the classification of business into small, 
medium or large is a subjective and qualitative judgement. Each 
country tends to adapt definitions based on the needs of public policy 
and the level of economic development among others. Ozigbo (2000) 
concludes that the definitions change overtime, depending on 
circumstances and specific objectives of government and institutions. 

Against this scenario, in consonance with Nigerian perspective, 
attempts have been made at defining SMEs. For instance, the 1992 
review by the National Council in Industrial Standards defines SMEs as 
enterprises with total cost (including capital but excluding cost of land) 
above N31 million but not exceeding N150 million with a labour size of 
between 11 and 100 employees. Thisdayonline (2000) goes further to 
show how the Small and Medium Industries and Equity Investment 
Scheme (SMIEIS) established by the Bankers’ Committee in Nigeria 
defines SME as an enterprise with a minimum asset base of N200 
million excluding land and working capital, and with the number of staff 
employed not less than 10 or more than 300.  
 
Oyewole (2004), however, citing European Union, classifies SMEs into 
three groups as follows: 

i) Micro-enterprises: between 0 and 9 employees 
ii) Small-enterprises: between 10 and 99 employees 
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iii) Medium-enterprises: between 100 and 499 employees. 
 
Osa-Afiana (2002) reports that the Nigerian National Council on 
Industry (NNCI) adopted the following classification of SMEs in July 
2001: 

i) Micro/cottage-scale: between 0 and 10 employees 
ii) Small scale: between 11 and 100 employees 
iii) Medium scale: between 101 and 300 employees. 

 
From the above background, it is obvious that there is no specific and 
generally accepted definition. However, there are various parameters 
for classifying SMEs (Iheana-Chanma, 2000). Even these parameters are 
equally not generally accepted as they change depending on 
circumstances and specific objectives. 
 
Financial Parameters of SMEs 
So many definitions of SMEs in Nigeria today have the financial capacity 
of the enterprises in mind. Citing from the Central Bank’s (CBN) 
Monetary Policy Circular No. 22 of 1988, Iheana-Chanma (2000) states 
that SMEs are those entrepreneurs whose total investment (including 
land and working capital) did not exceeding N500,000 and/or with an 
annual turnover of not over N5 million. 

The devaluation of Naira seems to govern ground in the 
classification of SMEs, because in July 2001, the NCCI adopted the 
following capital based for reclassification of SMEs (Oyewole, 2004): 

I. Micro/cottage-scale: Not more than N1.5 million excluding 
working capital, but excluding cost of land. 

II. Small-scale: Between N1.5million and N50 million including 
working capital, but excluding cost of land. 

III. Medium-scale: Between N50 million and N200 million 
including working capital, but excluding cost of land. 

 
Labour Level of SMEs 
Another parameter for the classification of SMEs is the number of 
people employed. While Terzler (1989) pegs the number of people at  
not less than five and not above twenty, Iheana-Chanma (2000) seems 
to disagree. He argues that the number of labour employed in an 
enterprise will depend on the mode of nature of its operation as well as 
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the kind of technology employed. The variation in the number of labour 
employed will depend on the demand for the specific enterprise 
product at any given point in time (Pedersen et al, 1994). 
 
Level of Technology and Management Structure of SMEs in Nigeria 
Iheana-Chanma (2000) states that the level of technology used in 
production is one of the criteria for identifying SMES. He says while 
some use up-to-date techniques and are fully integrated into the 
structure of modern economy through sub-contracting, others are still 
in the process of modernization, using intermediate technology and 
seeking to establish forward linkages with modern sectors of the 
economy. 
 
The management structure is of importance at this juncture. Bigras and 
Gehrias (2004) posit that this is implementing mechanisms to ensure 
fluidity of physical and information flows, accuracy of information, and 
application of decision-making within the supply chain. 
 
The activities of SMEs could be summed up in these: 

 Management of firm is independent. Most times, it is the 
management who is also the owner. He is often referred to as 
an entrepreneur who runs the business at his or her own 
financial risk (Ejiogu, 2002). 

 Capital is supplied and the ownership is held by either an 
individual or a small group. 

 The area of operations is mainly local, with the workers and 
owners living in one home community. The market may not 
necessarily be local. 

 The relative size of such firm within its industry tends to be 
small when compared with the unit in its field. 

 
National Industrial Development in Nigeria 
Industrialization has historically been a significant drive of economic 
growth and modernization by retaining its importance for developing 
countries, providing them with principal means to increase their 
factories’ productivity.  Development is defined as gradual growth of 
something, so that it becomes more advanced, stronger, etc. (Hornby, 
2000). Beach (1975) cited by Ogundele (2006) considers development 
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as a systematic process of training and growth through which the 
individual gains and applies skill, knowledge, insight and attitude to 
manage work organization effectively. Development is seen as a 
process which involves growth. Ogundele (2006) is of the opinion that 
the feature of development is simply change, and this must be borne in 
mind in the development of the entrepreneur. 

The Nigerian historical industrial development seems to have 
its genesis from post-independence era when Nigeria was believed to 
have graduated from import substitution to export-led industrialization 
(Agboh S. Okaegbu, 2006). The post-industrialization started with a 
policy of ‘walking on two legs’, and got the support of the subsequent 
governments. With this, investments were made in strategic sectors 
such as agriculture, cement, oil refining, telecommunication, electricity, 
steel, and other areas. 

Adewunmi (1988) opines however that the national 
development and government involvement in trainee activities actually 
started with the government’s ‘Guidelines for the Fourth National 
Development Plan, 1981-85’. In it, the Federal Government states that 
‘the over-riding aim of development is an improvement in the living 
conditions of the people using the resources, human and material, with 
which the country is endowed.’ 

However, the Nigerian state could not make a successful 
industrial development, therefore becoming and remaining an 
‘industrial dwarf’ (Ford, 2004) despite its abundant oil and gas 
resources, and agricultural ministry. 

With the aid of the World Bank and its sister agencies, the 
Nigeria Government turned its policy attention to private sector 
development. Interestingly, this sector has to survive under a conducive 
business environment, which the World Economic Forum Survey (WEF, 
2003) ranks Nigeria dismally low in growth competitiveness, technology 
and innovation, and overall quality of national business environment, in 
the three consecutive years from 2001-2003 (Agboli & Ukaegbu, 2006). 

Bird (1989) conceptualizes the business environment as events, 
circumstances, situations, settings and niches - which surround 
entrepreneurial activity. Gnyawali and Fogel (1994) see the business 
environment as the overall economic, socio-cultural and political 
factors that influence people’s willingness and ability to undertake 
entrepreneurial activities. 
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The contribution of SMEs to the growth of any given economy cannot 
be overemphasized, because they are believed to be the engine room 
for the development of any economy, as they form the bulk of business 
activities in a growing economy like that of Nigeria (Akabueze, 2002). 

They dominate private sector landscape in virtually every 
country where market economics flourish. They are major source of 
economic growth, job selection, innovation, exports and other key 
development indicators. Through their wide dispersal, they provide an 
effective means of assisting several sectors during migration and 
resource utilization. Furthermore, by producing intermediate product 
for use in large-scale enterprises, SMEs contribute to the strengthening 
of industrial linkages and import substitution (Thisdayonline, 2003).  

Akabueze (2002) in NigerianBusinessInformation.com, 
corroborated by Thisdayonline (2003), submits that global statistical 
records show that SMEs account for 98% or more of all private 
companies in the global market and contribute not less than 30% to the 
global GDP. In Nigeria, a study of the Federal Office of Statistics shows 
that 97% of all business in Nigeria employs less than 100 employees. 
The SMEs sector provides, on the average, 50% of Nigeria’s 
employment, and 50% of its industrial output (Ariyo, 2005). 

According to him, the proportion of Nigerian SMEs and their 
impact on the economy is pretty much sensitive to those in other 
countries of the world, especially in the advanced economy. For 
instance, there are approximately 23 million small businesses in the 
United States. They altogether employ more than 50% of the private 
workforce, and generate more than half of the nation’s GDP. 

Again, in the European Union, SMEs are seen as largely 
essential for European employment. They account for 99.8% of all 
companies and 65% of businesses in the European Union. However, the 
difference lies in the importance attached to the SME sector by the 
government and this is where the problems and challenges of SMEs 
reside. 
 
Problems and Challenges of SMEs 
One would think that with the involvement of the government in 
industrialization, success would role into the way of SMEs. It was not 
so, because the problem lies in the importance attached to the sector 
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by the government. This is a major constraint to the growth and 
development of SMEs in Nigeria. 

Ozigbo (2000) highlights inadequate infrastructural facilities 
such as road, water, electricity, communication and security as major 
constraints to SME development. And until there are “stride in roads, 
public water (as against generating sets) water supply, I dare say that 
Nigeria SMEs will continue to run on the spot” (Bankole, 2004). 
 
In “Why SMEs cant contribute meaningfully to economic growth?”, 
Bankole (2004) tries to sum the constraints of SMEs in contributing 
meaningfully to economic growth with this acronym; MISFIT 
 
M - Market 
I - Infrastructure 
S - Services 
F - Finance  
I - Information 
T - Technology 
 
However, Arikpo (2004) goes beyond these to add the problem of 
ownership and management to the constraints. He says, there is no 
clear distinction between the business person and the business. The 
business person is always the business himself. Management and 
ownership are often held by one individual/family and hence, decision-
making is often subjective and corporate governance is weak 
(Thisdayonline, 2003). Weak corporate governance is the leading cause 
of corporate failure. While the owner manages, enterprises benefit 
from the commitment of the owner; they often suffer from the fact 
that the owners hardly differentiate their private funds from the 
company’s funds. This is not peculiar to SMEs alone, but without an 
effective governance, structure such co-mingling of personal and  
business resources can often be ruinous. 
 
Methodology 
The study employed a survey design. The research instrument used to 
collect data was questionnaire. The essence is to collect adequate data 
which would give accurate and vivid description between variables.  
The population of the study was made of 236 respondents in twelve 
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local government councils out of twenty local government councils in 
Lagos State. A non-probability sample of these business enterprises was 
selected using purposive sampling. Bailey (1987) states that, with 
purposive sampling, the researcher uses his/her own judgement on 
which participant to use, and picks only those who best meet the 
purpose of the study.   
 
Results and Discussions 
Table 1 below is the demographic profile of the respondents. 
 
Table 1: Socio-demographic characteristics of the respondents 

Background variable of 
respondents 

Frequencies  Percentage % 

Sex 
Male 
Female  

 
158 
78 

 
66.95 
33.05 

Total 236 100.0 

Enterprises 
SME (producing) 
SME (buying/selling) 
SME (services/repairs) 
Missing system  

 
104 
90 
27 
15 

 
44.06 
38.14 
11.44 
6.36 

Total 236 100.0 

 
The table shows that 158 (66.95%) respondents were males, 78 
(33.05%) were female. Their types of enterprise were SMEs 
(producing), 104 (44.06%), SMEs (buying/selling), 90 (38.14%) and SMEs 
(services/repairs) 27 (11.44%). 15 (6.35%) of the respondents did not 
return their questionnaires. 
 
Table 2: Percentage distribution of respondents on influence of SMEs 
on national development 

 Yes   No 

SMEs are the engine room for the 
development of the nation 

180(76.27%) 41(17.37%) 

The exports in this nation are mainly 
carried out by the SMEs 

195(82.63%) 26(11.02%) 

Through SMEs wide dispersal, they provide 177(75%) 44(18.64%) 
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an effective means of assisting  several 
sectors 

They provide intermediate  products for 
use in large-scale enterprises 

153(64.83%) 68(28.81%) 

They serve as industrial importation 
substitute 

170(72.03%) 51(21.61%) 

On the average, SMEs provide 50% of the 
nation’s development 

164(69.49%) 57(24.15%) 

Note: Does not total to 100%, as respondents could select more than 
one option. 
 
From the above table, 76.27% agreed that SMEs are the engine room 
for the development of the nation; 82.63% said the exports of the 
nation are mainly carried out by the SMEs;75% were of the opinion that 
the dispersal of the SMEs provides an effective means of assisting 
several sectors; 64.83% agreed that intermediate products for use by 
the large enterprises are provided by the SMEs; 72.03% of the 
respondents agreed that SMEs  serve as industrial importation 
substitute; and 69.49% opined that SMEs provide 50% of the nation’s 
development. All these mean that the importance of SMEs to the 
development of any nation is of high magnitude. Akabueze (2002) in 
NigerianBusinessInformation.com, corroborated by Thisdayonline 
(2003), submits that global statistical records show that SMEs account 
for 98% or more of all private companies in the global market and 
contribute not less than 30% to the global GDP.  
 
Table 3:  Perception distribution of respondents on hindrances of 
SMEs’ productivity  

 Yes No 

Government attach much importance 
to SMEs 

2(.85%) 219(92.80%) 

There are inadequate infrastructure to 
aid the development of SMEs 

165(69.92%) 56(23.73%) 

There is no clear distinction between 
the business person and the business 

153(64.83%) 68(28.81%) 

There is problem of finance 195(82.63%) 26(11.02%) 

Bad corporate information policy 165(69.92%) 56(23.73%) 

Problem of technology 158(66.95%) 63(26.69%) 
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Note: Does not total to 100%, as respondents could select more than 
one option. 
 
The above table shows .8% of the respondents agreed that government 
attach much importance to the existence of SMEs while 92% of them 
responded that government did not attach importance to the existence 
of SMEs. 69.9% said there are inadequate infrastructures to aid the 
development of SMEs, 64.8% agreed that there is no clear distinction 
between the business person and the business. To the problem of 
finance, 82.6 said it is a hindrance to the development of SMEs, while 
69.9% agreed to the problem of bad corporate information policy and 
66.9% opined that technology is a problem.  All the above constraints 
corroborate the acronym MISFIT Bankole (2004) gives as constraints;  
M - Market 
I - Infrastructure 
S - Services 
F - Finance  
I - Information 
T - Technology 
 
Table 4: Percentage distribution of respondents on importance of 
market research to SMEs  

  Yes No 

Do you conduct customer research? 197(83.47%) 24(10.17%) 

Do you conduct competitor 
research? 

207(87.72%) 14(5.93%) 

Do you audit the market? 170(72%) 51(21.61%) 

Do you carry out industry research? 170(72%) 51(21.61%) 

DO you carry out frequent 
staff/employee research? 

203(86.02%) 18(7.63%) 

Is information gathered of any 
importance to your organisation? 

210(88.98%) 11(4.66%) 

Do you audit the information 
gathered? 

172(72.88%) 49(20.76%) 

 
From the above table, It is also discovered that the respondents 
reacted positively to how important information gathered is to their 
organization, and that stands at 210(88.98%). This is because 
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information is representative of a resource which requires effective 
management (Ellis et al, 1993). Also, one can deduce from table above 
that by conducting a market research, a company can gain invaluable 
information. In turn, the company can make better decisions resulting 
in a higher degree of success and profit. Since the business 
environment in Nigeria is becoming more competitive, this kind of 
research is a high priority for all types of businesses and organizations. 
Ekwere (2011) says that market research can provide answers and 
guidance to many marketing questions such as:  

 Is there a demand for your products and services?  

 What are the preferences and needs of your potential 
customers? 

 What is the size of your market or pool of potential customers? 

 How many other businesses are offering similar products or 
services?   

 
By the time a business owner can get answers to some of these 
questions, he is on his way to succeeding in his business. In an attempt 
to make information useful to any given organization, Ajayi (2004) 
posits that equipment, utilization, space, materials and information can 
be measured, and this can be done through the frequency of use rather 
than percentage of use. The lowest respondents on the table stand at 
170(72%) for both audit of market and industry research.  
 
Conclusions and Recommendations  
This paper examined the role of SMEs as tools in the national 
industrialization development in Nigeria. It has shown the concept of 
SMEs and that there is no specific definition for SME. The available ones 
work according to the dictate of the given country. 

Some problems were discussed, and from the research 
conducted, government lacklustre position towards SME, inadequate 
infrastructure which stemmed out from the government position was 
discovered as problems. Moreover, the thin line was discovered 
between the business person and the business, which should not be so. 
There are also the problems of finance, corporate information policy 
and technology were discovered. All these problems served as clog in 
the developmental wheel of SMEs in the nation.  
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This paper recommends a conducive business environment where the 
government will play the role of a participant, a facilitator and a 
regulator to ameliorate non-conducive business environment which as 
a participant, the government invests directly or in partnership with 
private entrepreneurs in business activities considered strategic to the 
economy. As a facilitator, the government should endeavour to ensure 
adequate provision of infrastructural facilities such as roads, telephone, 
water and electricity and a politically stable government. While as a 
regulator, the government should enforce laws and regulations 
designed to enhance business activities as well as ensure that the 
national economy and Nigerians desire maximum benefit from the 
fruits of industrialization, nay Small and Medium Scale Enterprises 
(SMEs). Moreover, the thin line between the business person and the 
business must be dichotomized. There must be free access to 
technology and information. 
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