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Foreword

The Small and Medium Enterprises Development Agency of Nigeria (SMEI2&N)
established in 2003. Its mission is to facilitate the development of a structured and
efficient Micro, Small, andMedium Enterprises (MSMES) sector, thereby creating a
foundation for sustainable and brodmhsed economic development in Nigeria. The
Agency is the apex and coordinating institution for promoting the atartdevelopment

and growth of the MSME sugectorof the Nigerian economy.

As such, SMEDAN is charged with contributing to the attainment oNtberiaVision
20:2020(NV20202 6 2 SOl A @Sazx (KS AYLX SYBaasiamatog y 2F (K
Agenda,and the pursuit of theCluster Development Approaohthe Federal Ministry of

Trade and Investment. Within this framework, the Agency provides a range of services

to MSMEs that aim to alleviate poverty, expand gainful employment, create wealth and

promote sustainable economic growth and development.

TheNational Policy on Micro, Small and Medium Enterpriseged in 2007 serves as a
guide for effective MSME promotion. After five years of implementation, this policy is
now being reviewed, and the resulting draft revised policy has been presented to and
discwssed with stakeholders in all parts of the country.

a{a9a INB 3Ift2olffte IO0ly26fSR3ISR | a WiGKS 2Af
SO2y2YAO GNIYyaAT2NXIGA2YQ 2F yeé ylILGAz2yd ¢KS
of jobs and related incomes, irgases valuaddition to raw materials, and provides

export earnings. The sector spreads across almost all economic sectors and thus has

strong linkages with the entire range of economic activities in the country.

The absence of a reliable and detailed MSMatabase has prevented SMEDAN and
other principal stakeholders from translating the general policy framework into effective
and sustainable intervention strategies to overcome the critical business development
constraints that MSMEs face in Nigeria. Tdwposure of the Nigerian economy, in
general, and the MSME sector, in particular, to a constantly changing world market
environment offers many opportunities but also increases competitive pressures.

Therefore, the Agency recognizes the importance of tiedand reliable data for
planning and policy formulation. As a first step toward that end, SMEDAN and the
National Bureau of Statisticd\BS)undertook a survey in November 2011 in the 36
States of the Federation and the Federal Capital Territory. Thaegwprovided some

key parameters of the MSME sector, such as the estimated number of MSMEs in
Nigeria, their contribution to GDP and employment, etc.

TheWt N22NJ DNRSGK YR t NRY2(GA2Y Rdgradmeikds 22 YSy i A
launched in 2011, fineced by theGerman Governmerdand executed by th&erman

Agency for International Cooperation (GIXYith its focus on sustainable economic

development, the programme was an ideal development partner for the promotion of

MSME development. To this en&§MERN and SEDINsigned aMemorandum of
Understandingn 8 March 2012.

One of the first initiatives taken under this new partnership has been to jointly conduct
an Enterprise Baseline Survey (EBS20a2stablish baselines for SEDIN indicators that
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will allowv measurement of programme objectives through future follop surveys, and
that will help measure and track progress at enterprise level.

The EBS was conducted in March 2012, coveniigro, small, mediumand large
enterprises in five selected states igeria: Niger, Plateau, Kwara, Oyand Ogun It

was designed to complement and deepen the data generated by the 2011 national
survey. It also provides a detailed and statistically sound picture of the MSME landscape
and business environment in the fivelscted states, including industrial structures,
assets, performance, and business constraints, detailed by industry and size category,
for both formal (registered) enterprises and informal sector businesses. Tdispth
perspective will help strengthethe ongoing MSME policy review and contribute to
targeted strategy design.

Together, the NBS/SMEDANational MSME Survegnd the GIZ/SEDIEnNterprise
Baseline Survey 201provide a longawaited analytical basis for strategies and
instruments that will dynmise MSMEs in Nigeria. The EBS2012 will assist SMEDAN in
developing a Strategic Action Plan for the emergence of competitive and vibrant MSMEs
GKFG gAff a0AYdzZ S bAISNRAIQa az20Alf | yR
Most important of all is thémplementationof the emerging MSME strategy and action
plans, in which public and private sector organizations as well as development partners
will have to work closely and harmoniously together.

Abuja, 10 December 2012

Muhammad Nadada Uma Carola Jacob8ambou
Director-General/CEO GIZ Country Director
SMEDAN Nigeria
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1. Background and Introduction
General

Nigeria is the second largest economy in Africa, with a population of iidnmand

large oil and gas reserves and production output. Its GDP grew at a rate of 7.8% in 2010
and is forecast to grow at an average rate of 6.7% over the years-Z1The

3 2 @S NY NigegaivRian 20:202(NV2020) strategy aims for Nigeria todoene one

2T GKS ¢g2NIRQ&a un fFNBSadG SO2y2YASa o0& GKS S
two-digit annual growth target for the coming yedrs.

Yet the macroeconomic data make clear that the performance of the Nigerian economy
lags well behind desed growth targets. The shortfall is particularly acute in the
manufacturing sector, which achieved only 1.4% growth in 2012 instead of the targeted
annual 15%. The ambitious NV2020 targets appear unrealistic in the face of this
widening gap.

These goalsontrast, however, with the persistence of poverty, which in fact appears to

be worsening. According to the National Bureau of Statistics (NBS), the proportion of
Nigerians living in absolute poverty increased from 54.7% in 2004 to 60.9% in 2010; this

figure is likely to have risen further, to an estimated 62% in 20The First National
Implementation Plan for the NV2020 is theme®! OOSft SN} GAy3 5SS
/| 2YLISGAGAGBSYSaa | YR ard&img td pursue giwthiin & sbcialy2 NJ |
and regionalf balanced manner. The challenge is to speed up private séetbgrowth

of the nonoil & gas economy including the MSME section.

SEDIN

In April 2011 GIZ and the Nigerian government launched RhePoor Growth and

Promotion of Employmenprogramme, know as SEDIN. The programme aims to

continue to improve the regulatory and institutional framework and acdes@nancial
ASNDAOSa FT2NJ a{a9a AY DAISNRFZT yR G2 &dza!
programme supports reforms at the Local Governménéa (LGA), State and Federal

levels, and focuses geographically on three stdtiger, Plateaiand Ogun

Objective and Target Groups

The overarching objective of the SEDIN programmi i;ncrease employment and
income generated by MSMERo this end,tiaims to support key actors in the public,
private, and financial sector in planning and implementing reforms to improve the
business and environment climate, enhance competitiveness, add value to domestic
resources, and expand access to financial ses\iceMSMEs in Nigeria.

{95LbQa GFNABSG 3INRAZIA |NB GKS 26ySNBE YR SYL
other economically active losmcome households. Measures that SEDIN supports at the

1, AGET T AT 01 ATTET ¢ #1 11 EOQWIikidn 29:2020,Eéofoimié Transfaqmatiomqh O. ECAOEA
"1 OAPOET 6886 o011 EAU AT AOi AT Oh $AAAI AAOS
2 National Bureau of Statistics (NBS), Nigeria Poverty Profile 2010 Report, 13 February 2011.
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federal level are intended to have an impact on the entire couneasures at state
and local levels target the three focus states and selected LGAs within these states.

Programme Outline and Approach
The SEDIN programme objective is being pursued via three components:

Component X, Financial sectareform: Supportfor the implementation of FSS2020, the
review of microfinance policy, the regulation and certification of microfinance banks,
and the introduction of micransurance and valuehain finance.

Component 2¢ Business Enabling Environment Refori@spport to improve the
business environment for MSMEs on three levels (federal, state, local), e.g. reforms in
land and company registration, reform of the taxation system for MSMEs, and
promotion of selected value chains.

Component 3 Support to Nigeria regardingegional economic integration in the West
African subregion (ECOWAS)romotion of the implementation of ECOWAS protocols,
e.g. in the fields of trade facilitation and tax harmonization, as well as improving
financial sector regulation/supervision in Wefrica.

The purpose of this Enterprise Baseline Survey (EBS) is to establish and quantify key
indicators that are essential to the programme as a whole as well as to its component
objectives. Baseline data on MSME characteristics, performance and aiotstwill

make it possible to monitor the impact of reforms and the effect of other factors
through subsequent enterprise surveys. In addition, the EBS offers the inherent value of
a detailed and rigorous picture of the business environment in the selexttges.
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2. Performance and Perspectives of the MSME Sector in Nigeria

Micro, Small and Medium Enterpris@dSMES) represent the overwhelming majority of
the number of businesses and enterprises in Nigeria, and account for nearly half of its
national econmic output. Yet despite various past and recent surveys, data on MSMEs
remain scanty, unspecific and patchy. As a result, the empirical base for policy and
strategy formulation at federal and state level has been weak.

Currently available data on come ptimfNA f & FTNBY {a95! bQa ylaGaA2yl ¢
(2007, updated in 2012) and from a 2010 survey of MSMEs by SMEDAN and the National
Bureau of Statistics (NBS), whose findings were published in a study report in April 2012.

These data provide a broad viewtbé MSME sector in Nigeria:

¢ Nigeria ha an estimated 17,609,270 MSMEs. Together these amoutded
99.8% of all businesses and enterprises in the country in 2010.
e A vast majority of MSMEs are midoosinesser micro-enterprises(17.26m
businesses, or 99786 of MSMESs), followed by small (21,264; 0.12%) and
medium enterprises (1,654; 0.01%).
e MSMEs operate across the whole range of economic activities and sectors in
Nigeria.
e MSMEs accounted for over 25% of total employment in Nigeria in 2007.
e MSMEscontribu® nc ®p’s 2F bAISNAI Q& D5t AY HAmMAd

According to the 2012 NBS/SMEDAN report, common problems of MSMEs in Nigeria
include: low market access, poor access to credit, poor information flow, discriminating
legislation, poor access to land, weak operating cajin terms of technology, skills,
knowledge, and attitudes, as well as lack of infrastructure.

The national NBS/SMEDAN survey supplies vital data, but their use is limited, due to the
small samples by state, LGAs and industry, and the limited businessgtars they
cover. Moreover, to monitor the impact of both the MSME policy and the SEDIN
programme implementation, there is a need for a reference pointb@seling against

which the results of the next SEDIN Enterprise Survey, planned for 2014, can be
compared.

{95LbQa 9YGSNIINRAS . FaStAyS {dNWSe wnmu SESN
point, as well as supplement the existing data base on MSMEs with reliable and
disaggregated data from the five surveyed statdigér, Plateau, Kwara, Oyand

Ogun), for the benefit of all partner organisations that have a mandate or interest in
MSME development.
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3. Scope and Design of the EBS2012

The EBS aims to complement and add value to the existing data set and understanding
of the MSME environment in twimportant ways:

e First, by capturing sizelocation and industryspecific business performance,
investment plans and perspectives in five states

e Second, by focusing on the analysis bafsiness constraintas a basis for
improved targeting and effectivens®f MSME support measures.

The target sample size was 10,0@gistered enterpriseandinformal businesses

In Niger and Plateau States (our partner states at the time the survey was conducted)
the sample includes enterprises and businesses locatdueifallowing types of LGAs, in
order to cover all typical enterprise or business settings:

e the state capital (covering more than one LGA)

e one adjacent or semirban LGA

e one or two rural LGAs with VC promotion or other SEDIN activities

e one LGA without dact SEDIN activities (to serve as a control group).

w»

LY YégFINIZ heée2 FyR h3dzyy {GlQGSaz gKSNB (K
process for a third intervention state, we sampled enterprises in:

e the State Capital (in some cases covering more tranLGA)
e one adjacent or semirban LGA
e one rural LGA

Within each LGA, the sample size was based on available registry data or estimates, with
an aim of sampling 3% of the formally registered enterprise population in that LGA. In
addition, the survey irerviewed a selection ofarge and mediumsized enterprises
important for the state economy, to ensure an appropriate coverage of their operations,
their linkages, development perspectives and constraints. In total, 4,066 enterprises and
5,620 informal seor businesses were surveyed, resulting in a total EBS sample of 9,686.

Sampling MethodologyThe sampling aimed to produce a true representative set of
data for the total enterprise and business population in the sample states.

e In places where lists of gistered enterprises were available and reliable, the
registry data were analysed according to sector classifications, so as to assess
the relative importance of each subsector in that location. This then guided the
Sy dzYSNI 2 NEQ I LILINE en@fprsesinkKhs feldSy dzy SNI G Ay 3
e In places where reliable lists of registered enterprises were not available, and
also for the selection of informal businesses, the following approach was used
to form the survey sample:
0 Several persons (at least three) wemsked independently in which
industries or suksectorsformal andinformal enterprises operate ithe LGA
in question

10
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0 They were then asked hich of these (sub) sectors arepresented in the
greatest numbers.This produced a rough assessment of thadative
importanceof subsectors, estimated by percentage

0 After receivingat leastthree such lists, supervisors checked if the resource
persons indicated the same tendenc¥o( instancejf all mentioned that
construction enterprises and wholesalere much mae represented than
any other sectoj)

0 This process resulted in a list of different ssdxtors operating inhe LGA
andtheir relative importance by number of enterprisdsy each LGA

e The relative importance of subsectors was then used to determigentimber
of interviews required in each subsector so as to produce a representative
sample for each LGA.

e Supervisors ensured a representative sample by aggregating the information
they got from the field and tracking whether the collected questionnaires
reflected the sector priority list. If they did not, they steered the selection of
enterprises to be interviewed as needed.

e The process of sampling in the field was also made representative by adopting
0KS aaeadSYFIGAO NIYR2Y¢ skladinN@athGdagh ¢ KA A 4|
business along a selected street by zigzagging and considering also the opposite
sides of the street.

The EBS2012 used two types of questionnaires: onéforal enterprisegfeaturing 62
questions), and one foinformal businesseéwith 39 questions). Both questionnaires
included the same basic enterprise identification data covered in the NBS/SMEDAN and
World Bank ICA surveys, so as to allow for aggregation as well as comparison of data and
findings. However the EBS questionnairalso covered additional characteristics,
performance data, and constraints, specifically selected to help focus MSME promotion
efforts on actual or perceived business obstacl&ecause many enterprises and
businesses either did not have or were reluctémishare reliable data on profits or tax
payments, the focus was on obtaining qualitative or approximation data as well as a
combination of perceptions and hard facts.

An Enterprise Baseline Survey 2012 Technical Comnii®8201-4C) was created at a

first meeting on 29 November 2011ts members were drawn from the following
organisationsSmall and Medium Enterprises Development Agency of Nigeria (SMEDAN)

(Chair & Secretariat){ational Bureau of Statistics (NBNational Planning Commission

(NPC); Féeral Ministry of Trade and Investment (FMTgntral Bank of Nigeria (CBN)

Federal Inland Revenue Service (FIR&)onal Association of Chambers of Commerce,
LYRdzaiNEX aAySa FyR ! ANAROdAZ Gdz2NE ob! // La! 0T
(MAN); and &/SEDIN.

Technical Working Groups were created Burvey Design and Questionnaire
SamplingData AnalysiReport EditingandPublication and Dissemination of Results.

11



EBS2012SummaryReport

4. Implementation of the EBS2012

The SEDIN programme hired national and internaioconsultants:Michael Jacobs
Consulting Ltdbased in Abuja, Nigeria, arMrs. Beate Holthusens the international
expert.

SEDIN staff and MJC organised stakeholder workshops to present the survey concept,
the sample and the intended benefits of the datollected to potential users.

Enumerators were recruited from within the Local Government Areas selected for the
survey. They applied in response to advertisements posted in their respective LGAs
during the sensitisation period; some were also recomnezhdly the stakeholders in

the different states. The enumerators included staff of the relevant ministries and
government agencies, unemployed graduates and undergraduates in the LGAs.

During the field work, enumerators were deployed in teams -d28membes. All the
supervisors in each state reported to a state coordinator. Each enumerator was
provided with a branded -$hirt, tag and introductory letters for ease of identification.
The enumerators were able to overcome communication barriers and mistryst b
respondents since they were from the same locality, could speak the same language and
had existing relationships with some of the respondents.

The major challenge encountered in the field was the unwillingness of some
interviewees to give information but their business, especially with respect to
financial aspects. As a result, some questionnaires had to be discarded due to
incomplete data, and could not become part of the sample. Other challenges were the
onerous bureaucratic procedures imposed karge enterprises before they could
respond to the enumerators. In generkdrge enterprises were most uncooperative.

Quality control was done by th@uality Review & Assurance Tef@RT) made up of the

LGA supervisors and the State coordinators. Secomlaeiity checks were carried out

by officials of SMEDAN and SEDIN. The data collected from the field was further
cleaned, coded and entered into the system through 8tatistical Package for Social
Sciences (SPS$he SPSS and Microsoft Excel prograere wsed to analyse the data

and to plot the graphs.

The report was produced by the GIZ team, based on inputs and graphs provided by MJC,
SMEDAN and NBS. The report went through a meticulous process of reviews and
scrutiny before this final draft was edsed.The editing of the submitted draft was done

by SEDIN based on comments provided by members of theTEBSncluding
representatives of SMEDAN, SEDIN/GIZ, NPC and the FMTI. The final editing was done
by an external consultant, Mr. Siddhartha Mittélew York, USA.

12
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5. Findings: Enterprise Characteristics, Performance and Business
Constraints

The following discussion of findings from the EBS 2012 survey presents highlights of the
data and analysis. A fuller discussion of each topic, along with illvstrgtaphs, will be
found in the fullength version of the report. For ease of crasference, the graphs in

this summary report are numbered as they appear in the full report.

a. Characteristics of Sampled Enterprises/Busises, Their Performance
by Type, Size, Industry and Location

i. General Characteristics

The EBS surveyed 95%8usiness entities in selected Local Government Areas (LGAS)
of five States of Nigeria, according to the methadpl described in section (3)
above. These entities included 4®rmal enterprises (i.e., ones that have gone
through the process of business registration) and 5,620 informal businesses. In this
report, the termenterprisedesignates formal sector entits, in contrast tanformal
businesses

Graph 5.1: Number of sampled enterprises and informal businesses
by state

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

1423 743

1022 ——— 1313 —— 1119 —

Niger Plateau Kwara Oyo Ogun
1665 2168 1802 2669 1381
W 4065 No. of enterprises 5620 No. of informal businesses

The largest sample of surveyed entities isOyo state, followed byPlateauand
Kwarastates Graph 5.].

These entities employ a total of 558 staff, of whom 37,80 work in formal
enterprises and 15,3Lin informal businessesThe average staff size of formal
enterprises is 9@, while average staff size for informal businesses is 2.72.

A large majority of the formal enterprises ar@cro enterprise$72.3%); a significant
share issmall (25.6%); a very smadhare ismediumsized(1.5%); and a tiny share

13
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(0.2%) is represented Hgrge enterprises Graph 5.4. The overwhelming majority
of informal businesses are micgized (98%).

Graph 5.4: Number & Shares of Enterprises by Size
medium: 63; large: 9; 0.2%
1.5%
small:
1056;26%
micro: 2938;
72%

Although micro enterprises make up the bulk of the sample, they do not acéount
the bulk of employment. Among formal enterprisessnall enterprises account for
50% of employment, followed bynicro (29%), medium (13%) and large (8%)
enterprises.

Logically enough, staff numbers grow with enterprise size (indeed, staff levels are
the main way by which these size categories are defined). Notably, however, the
ratio of temporary to permanent workers declines as enterprise size grows. The
average ratio of permanent to temporary staff is 50% in micro enterprises, but only
28% in small md medium enterprises, and 22% in large enterprises. Hence, larger
firms not only hire more workers, but such hires are also more likely to be

permanent rather than temporary.

The relationship between size aharnoveris logical as well. The majority (280) of
micro enterprises report turnover values of less than 5m Naira. Among large
enterprises, 22.2% reported turnover values of more than 500m Naira. Notably,
however, quite a few large and medium enterprises reported very low turnover.

Larger enterprise tend to be older onesgraph 5.12 In particular, 100% dérge
enterprises and 55% ohediumenterprises are older than 10 years, whitgcro,
small and mediumsizedenterprises have significant proportions of more recently
founded enterprises. This néirms the intuitive notion that (i) enterprise and
business growth takes time and icroandsmallenterprise size categories rather
grow innumbersthan size

The same tendency is true for informal businesses. The average age of an informal
businessn each size class is very close to that of its formal counterpart.

Overall, the average agesmicroandsmallenterprises are actually quiteigh. This
suggests that many micro and small enterprises manage to successfully stay in
business but do so triout great expansion.

14
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Graph 5.12: Average Age of Enterprises & informal Businesses by
Size
25

19.78
20

15 13521367

10

Micro Small Medium Large

m Formal ® Informal

Graph 5.13: Numbers & shares of business establishments by industry

I3

232,2% 59,1%

269, 3% e B Wholesale & Retail
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B Manufacturing
413, 4% ® Information & Communication
B Others
2868, 30% Agriculture
m Accommodation & Food
® Professional Services
B Construction
Health
B Education
W Transportation
m Electricity & Gas,

Arts

Mining & quarrying

The largest numbers of enterprises are in tholesale & retail trade(30%),
manufacturing (12%), information & communication(9%), agriculture (8%) and
accommodation & food(6%) industries. Notably, the share of enterprises in
wholesale & retail tradés relatively big compared to that in commodignd goods
producing sectors likagricultureand manufacturing

The distribution of enterprises across industries is generally similar in each of the
five States. There are howeveome small differences. The sharevdfolesale &

15
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retail industry is largest ilNiger(33.2%) and smallest Plateau(15.8%). The shares
of the information & technologyand health industries are largest irKwara
Enterprises dealing iagriculture are vely few in Kwaraand Ogun The share of
professional services highest irDyo(10%) and lowest iNiger(approx. 3%).

Differences in industrial composition are much more pronounced at the LGA level,
however, reflecting urban versus rural location and ate&ong influencing factors
for each industry. In additionyrbanLGAs have a higher sharefofmal enterprises,

e.g., Abeokuta (62.8%), Jos South (60.3%) and Ibadan (53.5%); by contrast the rural

environment is dominated by informal businesses.

Graph 5.17: Formal enterprises & informal businesses by Industry

Others
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The rdio of formal and informal entities differs considerably by sec@®raph 5.17.
The share oformal enterprisess highest (greater than 60%) @ducation, health
and mining The shares oinformal businessess highest (greater than 60%) in
agriculture,trade, and also, notably, imanufacturing One reason is thatducation
and health usually require proper registration and accreditation. In contrast,
businesses likavholesale & retailing low-level manufacturingand arts are often
carried out at the hasehold level.Thus, they are less bothered about business
registration.
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ii. Business Performance

One set of measures of business performance concern staff growth, i.e. the ability of
enterprises to create jobs. The survegkad respondents to report current staff
levels against those at stamp. There was a higher propensity of employment
growth amongformal sectorenterprises (from 2,608 to 37,80, i.e. more than
82%) than amongnformal sectorbusinesses (from 10,412 16,314, i.e., by 47%)
(Graph 5.29. This finding reflects in part the fact that formal enterprises tend to be
located in urban centres where there are markets and the potentiakfmnomies

of scale

40000

Graph 5.29: Total number of staff at start-up and now for formal

and informal sector
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Enterprise size influences job creation: the larger enterprise, the more dynamic

its performance at increasing employment. Larger enterprises also have a lower
proportion of their workforce employed agemporary workers, indicating the
creation of more stable employment. The size effect is true inrtfarinal sector as
well: informal micrebusinesses added 31% more staff, wislmall and medium

businesses added 157% and 403% more staff respectively.

Staffing increments vary significantly by industfrdph 5.32 Employment by
enterprises ineducation, professional services, transportation, agricultusnd
constructionhas more than doubled since their inceptidther industries have also
grown significantly.In certain other manufacturing branches, such keerages,
plastics, basic metals, furniturend transport equipment employment actually
doubled. In the informal manufacturing sector, aggregate staffing increased by
153%, with the biggest increases found in thmiture andapparelindustries.
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Graph 5.32: Staff increments from start-up by enterprises by industry

E xR Others
S Arts
§ = Health
% = Education 4963
a R Professional Services
Ese Information/Communication
E R Accommodation and Food
% F Transportation
E R Wholesale and Retail 4941
§ = Construction
% -3 Electricityand Gas,
§ R Manufacturing 5131
g R Mining and quarrying h5§81
ﬁ R Agriculture
0 1000 2000 3000 4000 5000 6000
W 37671 Current Staff @ 20608 Start Up Staff
Graph 5.35: Number of Enterprises having investment plans in
2012/13 by size
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Graph 5.36: Investment plans of informal businesses by size
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Another indicator of business performanaad vitality is the willingness to invest. A
large majority of formal enterprises (89%) reported they had investment plans for
the 2012/13period, including all the large enterprises interviewe@réph 5.35%.

This proportion held quite evenly across altemprise size categories as well as by

state. In contrast, the vast majority of informal businesses have no plans to invest

(Graph 5.3%. Only 15.8% offnicro-businesses and 18.9% sinall businesses said
they intended to make investments.
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Graph 5.39: Types of investment planned for 2012/13 by
enterprise size groups
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The most fregently planned investment type for enterprises of all sizes was in
company buildingsfollowed bymarketingand office equipmeni{Graph 5.39. The
share of planned investments inaining is almost the same in all enterprise size
groups (less than 10%).i#t notable that companies report more frequent plans to
invest incompany buildingshan they do inmachinery which is often seen as the
foundation for industrial development. This pattern of investment priority was
broadly similar across industries aslwe

Graph 5.42: Reasons for not investing in 2012/13
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When enterprises did not have plans to invest, they were askdy notK.(Xhe

most frequent answerg Qf | O 2 PointE daytHe &igh cost of capital and

limited credit facilities for MSMEs. Other common answgtido profitz o nidrkek Q

and Watisfied with my busine€g point to management problems and the lack of

commercial orientation of those enterprises. The high number noédium

enterprises thatthey I NBatisfigd with my busine®& Yl & AYyRAOFGS | ¢
appreciation for the need to aiy competitive in a changing market environment. In

42YS OQdckicbmarke®¥ Yl & AYRAOFGS SEOS&aa OF LI OadGe
learn about new markets in the region and the world.

A breakdown by industry shows that whilii 2 2 Y dzOK &dmiiBeé dzONI O& Q
primary deterrent for most enterprises, it is so for over 10% of enterprises in several

key sectors, which warrants addressing by government and public sector agencies.

As a measure of sefferceived performance, respondents were asked to assess the

threat from domestic or foreign competitors. The majority had concerns about

domestic competition (Graph 5.45)lo8e to half the enterprises in all sectors, and

more than half in some sectorsadriculture, transportation, information &
communication, whigsale & retail, electricity & gasccommodation & foodind

manufacturing, seedomesticO2 YLISGA GA 2y & | &SNAR2dza LINRO
WYSRAdZYQUO @
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By contrast, a majority of firms in all industry segments express no worries about
foreign compettion. Only inmining and quarrying, construction, agricultusad
wholesale & retaitlo more than 20% of enterprises consider foreign competition to
0S I aASNR2dza O0WoAIQ 2NJ WYSRAdDZYQOU
and services offeretdy Nigerian and foreign enterprises.

LINEGE SY®

Graph 5.45: Problems with Domestic Competition by Industry
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iii. Human Resources

The survey examined several human resource indicators, focusing on respondents
themselves (enterprise and business owners/managers) and their gender, age, and
education and professional training, as well as on the training of their staff.

Graph 5.47: Gender of Enterprise Graph 5.48: Gender of Informal
Owner/Manager in all EBS States Business Owner/Manager in all
EBS States

H Male m Male

Female Female
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Gender patterns are quite different between formal and informal businesses
(Graphs 5.47and 5.48). In the aggregate survey, 28.3% of business entities are
owned/run by a wman. However in the formal sector, women run 16.5% of
surveyed enterprises, whereas in the informal sector women own 37% of
businessesThe highest shares of femadtevned or-managed enterprises are found

in the services sector, particularly éducation 83%), health (28%) accommodation
& food (23%)and trade (22%).Male-managed enterprises show slightly higher
turnover values than femalmanaged enterprises, but the overall variance is very
small.

The owner/manager age pattern is also different betweea fbrmal and informal
sector. The largest number of owners/managers (4B#png tothe 3650 age
range, whereas a 58% of informal business owners are 35 or younger. In addition
the proportion of older owners increases with the size of the business.

Graph 5.53: Highest education level of owners/managers in formal and
informal sectors

100% 8737 | 324 |

161

90%
918

80% [ No schooling

70% Arabic school

60% ) )
Primary education

50%

20% M Secondary education

30% M Vocational / Technical

20% M Tertiary education

10%

0%

Formal Informal

4066 5620

The educational attainment of owners/managers presents notable differences
between formal and informal sector&s(aph 5.53. In the formal sector, 64% of
owners/managers have @rtiary education, and less than 1% have schoolingBy
contrast in theinformal sector, only 24% have &@rtiary education, and 10% have
schooling Perhaps surprisingly, only a small share of owners/managers in both
formal and informal sectors have haebcational/technical educationAnother
observed pattern is that théiggerthe enterprise, thenigherthe education level of

the owner is likely to be.

When owner education and staffing performance are related, it appears that
ownerswith primaryand Arabic schoofjualification have added more staff on than
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have those withsecon@ry education. Another notable finding is that women
entrepreneurs are competitive with men in terms of education: the average
educational attainment level of women owner/managers is slightly higher than that
of men, and women entrepreneurs are slightly mdikely to have hadertiary
education Conversely, a larger proportion of male owners/managers have had
vocational/technical qualification

Graph 5.58: Training received by enterprise owner after start-
up?
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70% response
60%
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40%
30% — 4g8g | 610 — . e B ves
20% |— —— —— —— —
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2938 1056 63 9

Training is quite prevalent, as even a majoritynsitro-enterprise owners (53%)
have had some kind of trairgnsince starup, and the larger the enterprise, the
higher this proportion Graph 5.58 The most common training topics are in
business management, occupational heagltlsafety and entrepreneurship
improvement Training iraccountingand business finances the least common, and
should be promoted. Indeed there is considerable interest in further traigingth
the highest interest expressed in large enterprigeend financial management and
business plan formulation attract the greatest interest, folebyinformation and
communication technologftCT).

Asked to identify training needs of their staff, respondents focusedbodd dza G 2 Y S NJ
Ol N&ed by 50% of respondentsWSF T A OA Sy O&(maokeYthahNBOBE YSy i Q
WNEB O 2 NRanqYSORLIALYIAIQEHFh 8.63A £ £ &4 Q

iv. Technology

The survey asked formal enterprises about the primary type of technology used in
their operations Graph 5.6 Across all size groupsandoperated toolsremain

the most commonly used technolo@g80%).Large machineris used also by all size
groups, accounting for 15% of the total sample and 40%exfiumenterprises. The
relatively low technology level shown by the EBS survey helps explain why the
Nigerian manufacturing sector, in particularpexiences low productivity. This may
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also be connected with the low level of innovation in local technology development,
as well as the unsuitability or inadaptability of imported technology.
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Graph 5.64: Type of technologies used by enterprises by size
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With respect to communicationsGfaphs 5.6mnd5.66), telephae use is the norm
(96%). Use of thinternetlags far behind: only 26% of enterprises report having an
e-mail address. This emphasizes the contrast between the widespread use in Nigeria
of mobile phones in particular, and the slow progress of Internenectivity.

Graph 5.65: Possession of

Telephone
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Graph 5.66: Possession of E-

mail Address
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v.Trade Orientation: Inputs and Markets

The survey looked into the exposure of enterprises to trade, whether to source their
inputs or to export their goods and services. The vast majority of formal enterprises
do not import directly, but réher buy inputs locally (69%) or collect them
themselves (8%)3raph 5.67. The fact that more than twthirds of enterprises buy
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inputs among themselves suggests vital and generally functioning domestic linkages
that could be further harnessed to drive awmic growth. Meanwhile, 23% of
enterprises import goods directly from abroad, with Asia the primary source region
(5%). It is notable that only 3% of enterprises import directly from ECOWAS trade
partners.

Graph 5.67: Sources of Inputs for Enterprises

257,8%

80,2%

184,5% B Gather / collect self

86,3% B Mainly Nigeria
- = ECOWAS
Asia
2314, 69% ® Europe
Other imports

Graph 5.69: Nature of imports by importing enterprises

= Primary agricultural goods

B Proceseed agricultural goods
® Manufactured goods

H Services

Other imports

92,10%

Among the 886 enterprises that do impdtteir inputs directly from abroad, most
import primary agricultural product$44%), followed bynanufactured good$24%)
and processed agricultural good$0%) Graph 5.69. Mediumand large enterprises
tend to focus their imports onmanufactured goods while micro and small
enterprises mostly imporagricultural goods
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In general, the value of imports increases with the size of the enterprise. However
even verysmallenterprises can be significant importers, as 25%iafo-enterprises

in the subset repat annual imports of 11m Naira or more. This means that they
find ways to participate in trade in the swbgion (or beyond) with relatively little
capital. It suggests that targeted and tailored trade finance policies have potential to
lead to growth angboverty reduction through enterprise development.

Within the EBS sample, only 370 formal enterprises, or 9.1% of the total of formal
enterprises surveyed, reported export activity. This proportion varies little by state;

it is highest inOyo(12%). The @msence of exporting enterprises does vary a great
deal by LGA, however. Enterprises in one LGA of a given state may be highly export
oriented while those in a nearby LGA may have minimal or no expigmtation.

The concentration of exported goods andhdees types varies by stat®yohas the
highest share ofprimary agricultural good€xporters (68%), whil®©gunhas the
highest share ofmanufactured goodexporters (75%). The most diverse exporting
state in the sample isliger, where the leading expodategory idT service$30%).

vi. Business Management

The survey examined the use of various business management resources by
enterprises and informal businesses. Banking is widespread in both groups. Among
formal enterprises, over 90% in every size catggloave a bank account. In the
informal sector, 69% of micro businesses and 73% of small businesses possess a
savings account.

Participation in business associations, also known as Business Membership
Organisations (BMOs) is fairly widespread, as ovdrthalformal enterprises, both

in the aggregate and within each sector, belong to a BMO of some type. The highest
BMO participation rates (60% or more) are firmnsportation, manufacturing,
construction, mining, electricity, accommodation & faodi arts.

Specifidusiness associatiosse the most favoured in nearly all industry categories
(45.5% of all BMO memberships reported). NACCIMA membership is common as
well, particularly irmining & quarrying(36%) andagriculture(34%), where it is the

most comnon form of BMO participation.
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Graph 5.85: Type of BMO Membership by Industry
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When asked the reasons why the joined a BMO, approximately 15% of BMO
members in each size group cite rules and regulations that required them to join.

dzii

2 0 KSNJ TNBI dzS yil INg SHMAFIW LNING 2 S BBEE NS W

WS E LIS N& S yDifférenéek by Kidteypais@€ize group are minor.

vii. Finance

Access to finance is an issue of concern for a large number of MSMEs in Nigeria. In
the EBS sample, 42% of formal enterprises and 70% of informal businesses view

Hoor access to finan€e | a |

~

probably means difficulty in obtaining loans. It is a general problem: its prevalence
does not seem to differ significantly based on the gender of the owner/manager, at
lead in the case of formal enterprise$Shere is only small variation between states.
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Graph 5.89: Access to finance as growth constraint by
formal enterprises & informal businesses
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W9 E LIS N& Sy O Sdifférs\ dorisidetalllyybetiveér formal enterprises, 29% of
which have received a business loan in the past, and informal businessesTh&%).
seans to confirm the general understanding that many commercial banks prefer to
work with the few medium and large enterprises that exist, rather than with the
many micro and small enterprises. Among formal enterprises, the larger the
enterprise, the more ligly that it has received a loan: only 27%nu€ro-enterprises

had received a loan, compared to 34%safall 38% ofmediumand 56% ofarge
enterprises. By contrast, more than 80% rofcro and small informal businesses
have never received a business loan.

Respondents were also asked what problems they experienced when attempting to

get a loan. The hierarchy of challenges is roughly similar for foi@ralpf 5.10D

and informal businesses. In both samples, over half the respondents noted

Wollateral requir Sy (WG dY 6 SNE 2 YO 2 V §¥ &Y AlyAY S IWNAR @S R dzNBS & =
AYOdzZNNBR dzy G Af WBOBWMING 20FA 2fyasldvbStifdidg SR Sy (1 & Q
problem of some significance. The two issues that both formal and informal

businesses most frequently ranked abig LINR 6 f SYO24 $ NB&I SWI f NI |j dzA NB
andWOdzyo SNE2YS YR GAYS O2yadzvyAy3a LINROSRdAzZNEB &

28



EBS2012SummaryReport

Graph 5.100: Challenges encountered in accessing loans by formal
enterprises
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Graph 5.105: Reasons for 'Rejection of Loan Application’ by
enterprises
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When formal enterprises have had loan applications rejected, the most common

NEI a2y OakkiobdallatéraRa F@ f f gdr SURinedstpladiGraph 5.05).

l'Yy20KSNJ O2YY2yfdankOkdéadey N ENBZENNRY I (2 adNm
or preconditions that banks impose for applying or receiving a loan.

The full spectrum of the financing environment includes many sou@asmercial
banks, developmentbanks, microfinance banks, cooperatives, supplier credits,
advance payments, money lenders, funds from friends and family, and savings. For
formal enterprises, savings is the primary source of finance, accounting for 48% of

funding events reportedGraph 51060 @ LG Aa&a F2ftt2¢6SR |4 az2yvys$
FNRY FlLYAf@ YSYOSNB YR FNASYRAQ OmMm:03 | yF

indicates the big gap between the demand for business finance, on one hand, and
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commercial lending and other financial instnents, on the other hand. This
presents both challenges and opportunities for the banking and rfinemce
sector.

Graph 5.106: Sources of business finance for enterprises
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When savings are excluded and enterprises are grouped by Giaph 5.107, a

more balanced picture appears. Friends and family memblens g principal role in

all enterprise size groups, for a total of 27% of all 3,398 lending events. But
commercial banks play a significant part as well, accounting for 13% to 20% of loans,
depending on size group. Cooperative societies add 12% and méaroé banks a
further 6% of loans to enterprises.

A similar analysis for informal sector businesses finds thatrofinance banks
provide a large share of loan financing toicro and small businesses. While
commercial banksnay be reluctant to deal with #informal sector, they are not
completely absent, accounting for 20% of all 1,526 loan transactions.
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Graph 5.107: Sources of loans for formal enterprises by size
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Graph 5.108: Sources of loans by informal businesses
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One encouraging finding is that nearly half of formal enterprises that received one
loan went on to receive at least one oth&rgph 5.11» Thisis a positive sign that
financial institutions are performing adequately in addressing the needs of their
clients, establishing durable relationships with them. That said, few enterprises take
out more than two loans, which is a reminder of the other coaisits that wouldbe
borrowers face.Moreover, in the informal sector,a far smaller proportion of
businesses received a second loan, let alone additional ones.

The incidence of problems with repaying loans is almost exactly the sarl 2D
for formal enterprises in all size categories, and also for informal rditrsinesses
(22.5%).

viii. Physical Infrastructure

The physical infrastructure is essential for conducting business in efficient,

predictable and timely ways, and itdeficiencies introduce major costs to

enterprises. Infrastructure problems emerge as a major concern for enterprises in

the survey Graph 5.115 The most commonly cited ¥t I O1 2 F (orSf SOUG NA O,
Wyl RSIljdzl (S & dzLJwihich 722670f entgxibeS @ik M3t alhindranee do

GKSANI ANRPGGKET FYR noz» O2yaARSNI I WoA3IQ 2N
areas raise major concerns as well, including peater supply (61%), anthck of

good roadq46%).
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