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This paper examined micro, small and medium-scale enterprises financing and its 
impact on economic growth in Nigeria using the Ordinary Least Squares 
methodology starting with the application of the Phillips-Perron unit root test, 
Johansen Cointegration techniques, Pairwise Granger Causality techniques and 
Error Correction mechanism. Annual time series data from 1992 to 2020 on the 
selected variables used in this work were obtained mainly Central Bank of Nigeria 
(CBN) Statistical Bulletin (2020). The Phillips-Perron test statistics results showed 
that all the selected Economic and MSMEs financing variables were stationary at 
first difference I(1), except PLIR which was stationary at level I(0). The Johansen 
unrestricted cointegration rank test results revealed the existence of a long run 
relationship, as both Trace and Max-Eigen statistics indicated three and two 
cointegrating equations respectively. The empirical results from the short run error 
correction model showed that credit to SMEs by DMBs, total savings with DMBs 
and total output of SMEs in Nigeria (SMEQ) had direct and significant impact on 
real gross domestic product in Nigeria. Also, prime lending interest rate, inflation 
rate and unemployment had inverse relationship with real gross domestic product 
in Nigeria. The error correction mechanism (ECM) result which was -0.722397 was 
statistically significant and had the appropriate sign. It suggested however, that 
there was a high adjustment process on MSMEs financing in Nigeria, since the 
speed of adjustment was 72 per cent approximately. The Diagnostic and stability 
tests confirmed the robustness and stability of the model over time. The study 
therefore recommended that the central bank of Nigeria should strengthen the 
policy on deposit money banks’ credit to MSMEs in Nigeria to sustain funding for 
the MSMEs and thereby enhance growth and development in Nigeria. Also, 
government at all levels should establish government owned MSMEs, as this will 
lead to inflation reduction and increase in employment generation as well as boost 
economic growth and development in Nigeria. 
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INTRODUCTION 
The Micro, Small and Medium Enterprises (MSMEs) sector is 
the engine growth of all economy in the world including 
Nigeria, with significant contributions to its development, job 
creation and export amongst others. The International 
Labour Organisation (ILO) defined micro enterprises as 
those having 1-10 employees and small scale enterprises as 
those having 11-50 employees, and did not bother to talk 
about the market spread and capital base (ILO, 1999). At the 
13th council meeting of the National Council on Industry held 
in July, 2001 Micro, Small and Medium Enterprises (MSMEs) 
were defined by the Council as follows: a) Micro/Cottage 
Industry: Industry with asset base of not more than ₦1.5 
million excluding cost of land, but including working capital 
and a staff strength of not more than 10; b) Small Scale 
Industry: Industry with asset base of more than ₦1.5 million 
but in excess of ₦50 million excluding cost of land, but 
including working capital and/or a staff strength from 11 to 
100; c) Medium Scale Industry: Industry with asset base of 
more than ₦50 million, but not in excess of ₦200 million 
excluding cost of land but including working capital and/or a 
staff strength from 101 to 300 (Ebitu et al., 2016).  

Micro, small and medium enterprises (MSMEs) makes 
vital contributions to economic growth and development of 
Nigeria, as they represent a seedbed of entrepreneurial skills 
and innovations, and are considered the backbone of the 
economy. Mamudu and Okosodo (2019) stated that 
economic growth is the process whereby the real per capital 
income of a country increases over a long period of time, and 
is measured by the increase in the amount of goods and 
services produced in a country. A growing economy 
produces more goods and services in each successive time 
period. Thus in a wider perspective, it implies raising the 
standard of living of the people and reducing inequality of 
income distribution. Economic growth is the steady process 
of the economy by which the productive capacity augments 
over time to bring about increasing levels of national output 
(Gezer, 2018). Economic growth refers to the increase (or 
growth) of a specific measure such as real national income 
(RGDP), gross domestic product (GDP), or per capita 
income (PI). National income or product is commonly 
expressed in terms of a measure of the aggregate value 
added output of the domestic economy called gross domestic 
product (Onyemachi, 2012). Central Bank of Nigeria (CBN) 
(2017) added that gross domestic product (GDP) is the 
monetary value of goods and services produced in an 
economy during a period of time irrespective of the 
nationality of the people who produced the goods and 
services. It is calculated without making deductions for 
depreciation. GDP at constant basic prices (otherwise known 
as the Real GDP) equals GDP at Constant Market Prices 
less indirect taxes net of subsidies (CBN, 2019). 

Over the years, traditional sources of financing MSMEs  

revolved around personal savings, loans from friends and 
family, and other informal sources. This scenario presents a 
conundrum as the impact of these sources of funding 
altogether represents only a fraction of the available potential 
when banks and the government become major contributors 
of MSMEs financing. This report seeks to chart a course 
towards analyzing the major impediments to MSME growth in 
Nigeria; one of which is access to finance and the issues 
impacting MSME’s ability to effectively increase their 
contribution to the economy. It goes without saying that 
strengthening access to finance for MSMEs requires the 
active participation of all the major players including the 
MSMEs, banks, other financial institutions, and the 
government (Lamikanra, 2014).  

A key issue affecting the performance of the MSMEs in 
Nigeria is lack of easy access to funds. The federal 
government and the Central Bank of Nigeria (CBN) have 
tried to lessen the difficulties of funding by establishing many 
financial credit institutions so as to enable access to funds by 
the MSMEs. However, the stringent conditions set by these 
institutions in addition to lack of adequate collateral and 
credit information have rendered this effort ineffective. Other 
challenges faced in financing MSMEs in Nigeria are high 
interest rate, high inflation rate and exchange rate 
fluctuations. These challenges have caused a large 
percentage of MSMEs to die within their fifth year of 
existence and another smaller percentage going to extinction 
within their sixth to the tenth year, leaving only about 5% of 
MSMEs to survive and grow in Nigeria (Awoyemi and 
Makanju, 2020).  

Despite the important role of MSMEs in achieving more 
inclusive economic growth, access to finance for MSMEs 
remains a challenge. This situation has greatly affected the 
growth potentials of MSMEs and its impact on economic 
growth in Nigeria, especially in the area of employment and 
self-sufficiency as compared to what is obtainable in the 
developed countries.  It is on this background that this study 
becomes imperative to empirically analyze the nexus 
between micro, small, and medium enterprises financing and 
its impact on economic growth in Nigeria with the application 
of the Error Correction mechanism on a multiple regression 
framework using annual time series data from 1992 to 2020.   
 
Objectives of the Study 
The overall aim of the study is to examine the impact of 
Micro, Small and Medium-Scale Enterprises (MSMES) 
financing on economic growth in Nigeria. The specific 
objectives of this study are to: 
 
(a) examine the impact of credit to SMEs by deposit money 
banks (DMBs) on real gross domestic product in Nigeria, 
(b) estimate the impact of total savings with DMBs on real 
gross domestic product in Nigeria, 
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(c) examine the relationship between prime lending interest 
rate and real gross domestic product in Nigeria, 
(d) evaluate the effect of total output of SMEs on real gross 
domestic product in Nigeria, and 
(e) investigate the impact of unemployment rate on real 
gross domestic product in Nigeria.   
 

 
LITERATURE REVIEW 
 
Conceptual Issues 
SMEs is an acronym that stands for Small and Medium-size 
Enterprises. Small and medium-sized enterprises are non-
subsidiary independent firms which employ less than a given 
number of employees. Small Scale Enterprises (SSE) 
officially started in Nigeria in the year 1992 with mandatory 
20% total banks credit to small scale enterprises to 
encourage geometric spread of  small and medium scale 
enterprises in Nigeria (CBN, 2018). Small and Medium Scale 
Enterprises (SMSEs) are considered the backbone of 
economic growth in all countries in the world including 
Nigeria. They play an important role in Nigerians economic 
growth, as they constitute 97.2% of the companies in Nigeria 
(Kawugana and Faruna, 2018). SMEs are defined by the 
European Commission as a business having less than 250 
persons employed with an annual turnover of up to EUR 50 
million, or a balance sheet total of no more than EUR 43 
million (Emezie, 2017). 

The definition of MSMEs vary from country to country, 
and from one organization to another. The major indices to 
consider in MSMEs as given by World Bank definition are 
number of employees, total assets and annual turnover. 
Micro, Small and Medium Enterprises (MSMEs) are generally 
referred to as enterprises with up to 1-250 employees. 
MSMEs are defined as follows: micro enterprises 1-9 
employees; small: 10-49 employees; and medium: 50-249 
employees (Osunde, 2016). In this study, the definition given 
by Bank of Industry (BOI) was adopted based on their 
definitions from foremost SME-facing organizations in Nigeria 
and categorization of MSMEs in number of employees, total 
assets and annual turnover. Micro enterprises are business 
with total number of employees less than or equal (≤ 10 
employees), with total assets monetary value of ≤ ₦5million 
and annual turnover of ≤ ₦20million. Small enterprises are 
business with total number of employees greater than eleven 
and less than or equal to fifty persons (>11 employees ≤ 50 
employees), total assets monetary value > ₦5 million ≤ 
₦100 million and with an annual turnover of ≤ ₦100 million. 
While Medium-size enterprises are business with total 
number of employees > 51 employees ≤ 200 employees, 
with total assets monetary value > ₦100 million ≤ ₦500 
million and with an annual turnover of ≤ ₦500 million (BOI, 
2011; Uyi et al., 2020). 

As part of its developmental efforts and mandate of 
promoting SMSEs, CBN launched Micro, Small and Medium 
Scale Enterprises Development Fund (MSMEDF) in August 
15, 2013 with a share capital of ₦220Billion. The fund was 
established in recognition of the significant contributions of 
the Micro, Small and Medium-size Enterprises (MSMEs) 
subsector of the economy and the existing huge financing 
gap. 10% of the fund was being devoted to developmental 
objectives such as grants, capacity building and 
administrative costs while 90% commercial component will 
be released to Participating Financial Institutions (PFIs) at 
2% for on-lending to MSMEs at a maximum rate of 9% per 
annum. Eligible activities to be financed include agricultural 
value chain, services, cottage industries, artisans, trade and 
commerce and any income generating business as many be 
prescribed by the CBN from time to time.  For easy clarity, 
the objectives of the MSMEDF include: a) enhance access 
by MSMEs to financial services, b) increase productivity and 
output of micro enterprises, c) increase employment and 
create wealth and d) engender inclusive growth (CBN, 2020).  

Cole (2017) sees economic growth as a process by 
which the productive capacity of an economy increases over 
a given period, leading to a rise in the level of the national 
income. When there is economic growth it shows in the form 
of an increase in income level, an expansion in the labour, an 
increase in the total capital stock of the country, and a higher 
volume of trade and consumption. On the other hand, 
economic development is the process whereby the level of 
national production (national income) or per capita income 
increases over a period of time. The main purpose of 
economic development is to raise the standard of living and 
the general well-being of the people in an economy. 
Economic growth is the increase in the quantity of goods and 
services produced in a country which raises her national 
income. He added that economic growth occurs whenever 
there is a quantitative increase in country’s input and output 
over a period of time. Economic growth is a major step to 
economic development and economic growth leads to 
economic development. For this to exist, all the sectors of the 
economy must be growing and this must be sustainable 
(Johnson, 2003). Therefore, Economic development occurs 
when there are quantitative and qualitative improvements in 
all or almost all the sectors of the economy and which can be 
sustained. Economic growth means an increase in a nation’s 
Real Gross Domestic Product (RGDP) that is, an increase in 
a nation’s output of goods and services or the physical 
expansion of the nation’s economy (Antwil et al., 2013). Real 
GDP is proxy in this work for economic growth. It is the total 
aggregate value of goods and services produced in a country 
over a given period usually one year.  

Economic growth is generally agreed to indicate 
development in an economy because it transforms a country 
from a five percent saver to a fifteen percent saver. Thus it  is  
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argued that for stock market and bank financing to contribute 
or impact on the economic growth in Nigeria, it must operate 
efficiently (Bashiru, 2013). The development of any economy 
of any nation is greatly dependent on the functionality and 
interplay of the Small and Medium Enterprises (SME’s). For 
both developing and developed nations of the world, small 
and medium enterprises play very prominent roles in the 
process of industrialization and economic growth. Separately 
from rising per capita income and output, SMEs create 
service opportunities, enhance regional financial balance 
through business dispersal and generally promote effective 
resource utilization considered critical to engineering 
economic growth and development (Ogujiuba et al., 2004).  

Though, evidence from research has shown that SMEs 
in Nigeria have remained under-developed (Iyortsuun, 2017). 
The challenges of SMEs in the Nigeria industrial sectors are 
unfriendly business environment, poor funding, high interest 
rate, inaccessible collateral requirements, low managerial 
skills, and lack of access to modern technology. For 
instance, following the work of Muritala et al. (2012) high 
production cost, poor funding, inadequate infrastructural 
development, and unstable profit were the most common 
challenges constraining the growth of SMEs in Nigeria. 
Similarly, according to Small and Medium Enterprises 
Development Agency of Nigeria (SMEDAN) (2012) the 
topmost of all the assistance needed by SMEs is finance. 
The survey also shows that only about 17.2 million SMEs 
have been able to get credit facilities such as loans and 
overdrafts from financial institutions while start-ups find it 
almost impossible to get funds from banks (SMEDAN, 2014). 
This has made most SMEs operating in Nigeria to depend on 
individual savings, donations, or loans from associates to 
keep afloat their operations (Irefin et al., 2017).  

In view of the challenges confronting MSMEs in Nigeria, 
and in recognition of the numerous prospects of MSMEs and 
the need to encourage the growth of entrepreneurship and 
entrepreneurs in Nigeria, successive administrations have 
over the years employed monetary, fiscal and industrial 
policy measures at the macro level to develop the MSMEs 
sub-sector. Robust review of both the old and new funding 
initiatives for MSMEs in Nigeria are presented below: The 
Nigerian Industrial Development Bank (NIDB): The NIDB 
was established in 1964 and charged with the function of 
harnessing local and foreign skills and local and foreign 
private capital in the development of new industries and the 
expansion of existing ones.  Small-Scale Industries Credit 
Scheme (SSICS): The small-scale industries credit scheme 
was introduced in 1971 as a revolving grant by the federal 
and state governments to assist in meeting the credit needs 
of small-scale enterprises on liberal terms. Promotion of 
small-Scale Enterprises: The CBN, from 1970, was 
instrumental in promoting wholly-owned Nigerian enterprises. 
In its then Policy Guidelines, the Bank directed that with 

effect from April 30, 1970; credit to indigenous borrowers 
was to be at least 35% of commercial and merchant banks’ 
total loans and advances. The proportion of loans to 
indigenous borrowers was raised in subsequent years with 
special emphasis on small-scale enterprises. Promotion of 
Agricultural and Manufacturing Activities: Through its 
Monetary Policy Circulars (before its abrogation in 1996), the 
CBN  prescribed that not less than 15% of commercial and 
10% of merchant banks’ credit be granted to agricultural 
activities. The banks were also to allow grace periods on 
agricultural loans: one year for small-scale peasant farming, 
four years for cash crop farming, five years for medium and 
large-scale mechanized farming and seven years for 
ranching. To promote manufacturing activities, the Bank 
stipulated in its guidelines that not less than 35% of 
commercial and 40% of merchant banks’ credit be granted to 
manufacturing enterprises (CBN, 2006).  

Promotion of Rural Banking: To encourage banking 
habit nationwide and channel funds into rural development, 
the CBN introduced the Rural Banking Scheme in June 1977 
in three phases-1977-1980, 1980-1985 and 1st August, 1985 
through 31st July, 1989. As at end-June 1992, 765 of the 766 
branches stipulated by the CBN had been opened.  Also, the 
CBN stipulated that not less than 50% of the deposits 
mobilized from the rural areas be advanced as credit to rural 
borrowers to solve the problem of inadequacy of credit to 
rural based small-scale industries. The Nigerian 
Agricultural and Co-operative Bank (NACB): The NACB 
was established in 1972 to assist in financing viable 
agricultural projects and thus enhance the level and quality of 
agricultural production. The Nigerian Bank for Commerce 
and Industry (NBCI): It was established by Decree 22 of 
May, 1973 and charged with the function of providing equity 
capital funds by way of loans to small and medium scale 
industries. The Agricultural Credit Guarantee Scheme 
Fund (ACGSF): The Agricultural Credit Guarantee Scheme 
Fund (ACGSF) was established in 1977 and it took off in 
April, 1978 under the management of the CBN, while a 
Board of Directors was constituted for policy making. The 
scheme was designed to encourage banks to increase 
lending to the agricultural sector by providing some form of 
guarantee against risks inherent in agricultural lending.  In 
case of default, the lending banks is expected to exhaust all 
legal means of loans recovery, including realization of any 
security pledged for loan, before the ACGSF pays 75% of 
guaranteed loans in default (Evbuomwan et al., 2013).  

The National Economic Reconstruction Fund 
(NERFUND): NERFUND was set up by Decree No. 25 of 
1988 as a funding mechanism aimed at bridging the gap in 
the provision of local and foreign funds to small and medium 
scale enterprises. The federal government set it up to 
provide relatively long-term loans (5-10 years) to small and 
medium scale enterprises at relatively concessionary rates of  
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interest. Peoples’ Bank of Nigeria: The Peoples’ Bank of 
Nigeria (PBN) was established by the Federal Government in 
1988 with an initial take-off grant of N30 million to meet the 
credit needs of small borrowers who cannot satisfy the 
stringent collateral requirements normally demanded by 
conventional banks.  The bank was designed to cater for the 
credit needs of informal sector operators such as artisans 
and petty traders’ in both the urban and rural areas and 
thereby increase their self-reliance. Community Banks 
(CBs): These were established in 1990 with the objectives of 
providing effective financial services for the rural areas as 
well as micro-enterprises in the urban centres. Community 
banks in Nigeria were self-sustaining financial institutions 
owned and managed by local communities such as 
community development associations, town unions, 
cooperative society’s, farmers’ groups, social clubs, etc to 
provide financial services to the respective communities 
(CBN, 2005).  

The Small and Medium-Scale Enterprises (SME) 
Apex Unit Loan Scheme: In order to increase access to 
credit by the SMEs, the CBN and the Federal Ministry of 
Finance, on behalf of the Federal Government, obtained a 
World Bank Loan for SMEs.  The total project cost was 
US$451.8 million, of which the World Bank provided US$270 
million or 64%. The CBN established an SME Apex Unit in 
the Bank in 1990 to administer the credit components and 
other related activities of the World Bank loan in order to 
facilitate project implementation. Loans disbursement under 
the Scheme ceased in 1996. Nigerian Export-Import Bank 
(NEXIM): The NEXIM was established by Decree 38 of 1991 
to manage a number of credit facilities introduced specifically 
to boost Nigeria’s non-oil export sector. The bank 
commenced operations on 2nd January, 1991 with facilities 
in the following areas: trade finance, project finance, treasury 
operations, export advisory service, and market information. 
The Nigerian Agricultural: Cooperative, and Rural 
Development Bank (NACRDB), now Bank of Agriculture 
(BOA). The bank was set up in October 2000 as an 
amalgam of the old Peoples Bank of Nigeria (PBN), Nigerian 
Agricultural and Cooperative Bank (NACB) and Family 
Economic Advancement Programme (FEAP). It is jointly 
owned by the Federal Ministry of Finance Incorporated 
(MOFI) and the Central Bank of Nigeria (CBN) with a 
shareholding ratio of 60 and 40% respectively. The primary 
aim is to finance agriculture as well as small and medium 
enterprises. While micro credit facilities account for 70%, the 
balance of 30% is for macro-credit facilities (Evbuomwan et 
al., 2013). 

The Bank of Industry (BOI): This is also an amalgam of 
the former Nigerian Industrial Development Bank (NIDB), the 
Nigerian Bank for Commerce and Industry (NBCI) and the 
National Economic Reconstruction Fund (NERFUND). It was 
set up in 2000 principally to provide credit to the industrial 

sector. The mandate of the BOI include providing financial 
assistance for the establishment of large, medium, and small 
projects; as well as expansion, diversification and moderniza-
tion of existing enterprises; and rehabilitation of ailing 
industries. The percentage of its annual lending to MSMEs 
increased to 96% by December 2010 from 35% in 2005 
(BOI, 2011).  

Small and Medium Enterprises Equity Investment 
Scheme (SMEEIS): This scheme is a voluntary initiative of 
the Bankers’ Committee approved at its 246th Meeting held 
in 1999 but started operation in 2001. The initiative was in 
response to the Federal Government concerns and policy 
measures for the promotion of Small and Medium 
Enterprises (SMEs) as vehicles for rapid industrialization, 
sustainable economic development, poverty alleviation and 
employment generation. The scheme requires all banks in 
Nigeria to set aside ten (10) percent of their Profit After Tax 
(PAT) for equity investment and promotion of small and 
medium enterprises. The 10% of the PAT to be set aside 
annually is to be invested in small and medium enterprises 
as the banking industry’s contribution to the Federal 
Government’s efforts towards stimulating economic growth, 
developing local technology and generating employment. 
The N200 billion Small and Medium Scale Enterprises 
Guarantee Scheme (SMECGS): The scheme was 
established in 2010 to stimulate the development of the 
sector through increased access to credit by MSMEs. The 
scheme guaranteed maximum amount of ₦100 million in the 
form of working capital, long term loan for renovation or 
equipment upgrade. The scheme also provided guarantees 
on loans by banks in the sector in order to absorb the risks 
that had inhibited banks from lending to the sector. The 
beneficiaries of the scheme are MSMEs in Nigeria. The 
Youth Enterprise with Innovation in Nigeria (You Win) 
program: This is a youth development programme, 
established to empower Nigerian youth. The programme is a 
private and public initiative with the aim of financing 
outstanding business plan for aspiring entrepreneur Nigerian 
youth. The main objective of You Win is to generate jobs by 
encouraging and supporting aspiring entrepreneurial youth in 
Nigeria to develop and execute business ideas that will lead 
to job creation. The specific objectives of the first phase 
include to attract: ideas and innovations from youth 
entrepreneurial aspirants from universities, polytechnics, 
technical colleges and other post-secondary institutions in 
Nigeria; provide funds for 1,200 selected aspiring entrepre-
neurs to start or expand their businesses and mitigate start 
up risk; generate 80,000–110,000 new jobs for currently 
unemployed Nigerian youth over a period of three years 
during which the three cycles will be implemented; Provide 
business training for 6,000 aspiring youth entrepreneurs 
across the six geo-political zones each year; encourage 
expansion, specialization and spin-off of existing  businesses 
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in Nigeria; and, enable youth entrepreneurs to access a wide 
business professional network and improve their visibility 
(Okon, 2018).  

The Nigeria Incentive-Based Risk Sharing system for 
Agricultural Lending (NIRSAL): This programme was 
launched in 2011 and incorporated in 2013 by the Central 
Bank of Nigeria (CBN) as a dynamic, holistic USD500 Million 
public private initiative to define, measure, price and share 
agribusiness related credit risk. NIRSAL has four concrete 
and transparent measures of success for the financial value 
chain: Leveraging of NIRSAL fund to USD3 billion to 
increase bank lending  within ten years in order to increase 
bank’s total lending to agriculture from the current 14 to 7 
percent; increased lending to the “pooled” small farmer 
segment to 50 percent to total lending to agriculture. 
Typically, banks do not reach producers individually but 
through “pools” such as MFIs and cooperatives; Increased 
lending to agricultural primary producers by 3.8 million in 
2026 through pooling mechanisms such as value chains, 
MFIs and cooperatives; Reduction of banks break-even 
interest rate to borrowers from 1.4 to 7.5-10.5 percent 
(NIRSAL, 2017). 

Micro, Small and Medium Enterprises Development 
Fund (MSMEDF): In 2013, N220 billion intervention funds 
were launched by the Central Bank of Nigeria (CBN) to 
enable the SMMEs access fund for its growth. The federal 
government reduced the collateral requirement for the 
Development Microfinance Banks to access this intervention 
fund from 75 percent to 50 percent. This was done to enable 
the DMBs to have easy access to the fund for delivery to 
MSMEs at reduced interest rates. The Fund shall be 
administered at wholesale credit at 3 percent interest rate to 
the Participating Financial Institutions (PFIs) with a spread of 
6%, bringing the lending rate to the MSMEs at a maximum of 
9 % per annum inclusive of all charges (Awoyemi and 
Makanju, 2020). Federal Government of Nigeria (FGN) 
Special Intervention Fund for MSMEs (National 
Enterprise Development Pogramme): The fund is the FGN 
initiative to provide subsidized loans to MSMEs at a single 
digit (9% per annum) all inclusive interest rate. The fund is 
also to cater for applications received from SMEDAN under 
the National Enterprise Development Programme (NEDEP) 
scheme (SMEDAN, 2014).  

N-Power: N-Power is a job creation and empowerment 
program of the National Social Investment of the Federal 
Government of Nigeria. N-Power is an integrative program of 
the National Social Investment Program of the Federal 
Government of Nigeria that provides a platform where most 
Nigerians can gain employment, access skills acquisition and 
development. At this time, however, the initial modular 
programs in N-Power are designed for Nigerian citizens 
between the ages of 18 and 35. It is a paid volunteering 
program for a two-year duration. In the specifications of the 

program, graduates are required to undertake their primary 
tasks in identified public services within their proximate 
communities. All N-Power beneficiaries were entitled to 
computer devices that contained information necessary for 
their specific engagement, as well as information for their 
continuous training and development (N-Power Informational 
Guide, 2017). The program is divided into two categories 
namely, Graduate Category and Non-Graduate Category. 
The Graduate category comprise-N-Teach, N-power Health 
serves, N-power community (Adult educator and civil 
educators but later merged with N-Teach) and N-power Agro. 
The Non-Graduate encompasses N-Power Creative which 
trained on the Animation, Graphics design, Post-production 
and Scriptwriting. Also, N-Power Tech Hardware trained 
youths to be hardware technicians while the N-Power Tech 
Software trained youths to be software developers for local 
and international markets. N-power enhanced the efficacy of 
MSMEs in Nigeria in the area of skill acquisition, training and 
re-training of MSMEs owners and staff, and also create jobs 
and provides funds for establishing and running existing 
MSMEs in Nigeria (Odey and Sambe, 2019; Ifatimehin et al., 
2020).  

TraderMoni Empowerment Scheme of Nigeria: 
Finally, the Federal Government of Nigeria initiated the 
TraderMoni which is a Government Enterprise and 
Empowerment Programme (GEEP) of zero-collateral, soft 
loans and quick credit in May 2016 due to her understanding 
to the plight of the over 20 million Nigerians in petty 
businesses which include small kiosk owners, food stuff 
seller, bread seller, mai shayi (local tea seller), wheel barrow 
pusher, mobile tailor, mobile cobbler, fruits seller, keke rider 
etc. and in dire need of capital to grow their business. These 
Nigerians rarely have banks accounts, and are usually not 
interesting or profitable to traditional lenders. They cannot 
access loans to trade, and they therefore remain in a cycle of 
poverty. If you are a petty trader or artisan in Nigeria, for your 
first loan of ₦10,000 you do not need a bank account but 
after the first loan you will need to provide Bank Verification 
Number (BVN) and bank account for the next level after you 
had paid back, you get ₦15,000; ₦20,000, ₦50,000 and 
₦100,000 respectively. Getting the next level higher loan is 
automatic upon the dial of a code on your phone as soon as 
you pay back the outstanding loan within 3 months. The 
beneficiary has 6 months to pay back the ₦10,000 
TraderMoni loan which he/she is expected to make small 
payment of ₦430 weekly for 6 months (Gabriel et al., 2019). 

The impact of all existing credit schemes to MSMEs, in 
terms of providing funds for meaningful and sustained de-
velopment among the MSMEs, had hardly been noticeable. 
These credit schemes either have a direct or indirect link with 
banks. The banks by their nature and position in the 
economy, therefore, remain the known formal source of 
finance for enterprises (Agumagu,  2006).  Akabueze  (2002)  
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asserts that the significance of finance in the drive for 
economic growth is fairly well established and generally 
accepted. For instance, the take-off and efficient 
performance of any industrial enterprises, be it small or large, 
will require the provision of funds for its capitalization, 
working capital and rehabilitation needs, as well as for the 
creation of new investments. Apart from entrepreneurship, 
funds are required to bring together the other factors of 
production (land, labour and capital) before production can 
take place. Provision of funds to the industrial sector, 
particularly, for the MSMEs has, therefore, been of prime 
interest to policy makers in both the public and private 
sectors (Terungwa, 2011). 
 
 
THEORETICAL LITERATURE 
 
Finance Led Growth Hypothesis and Banks’ Capital 
Channel Theory 
Theoretically, the finance led growth hypothesis provides a 
veritable framework and a lucid explanation for the link 
between banks’ credit and the growth of the SMEs. This 
theory, which was propounded by Schumpeter in 1912, 
maintains that the activities of the financial institution serve 
as a useful tool for increasing the productive capacity of the 
economy. In concrete term, the finance led growth hypothe-
sis emphasizes that the existence of financial institution and 
the supply of their financial assets, liabilities and related 
financial services in advance of demand for them would 
provide an efficient allocation of resources from surplus 
spending units to deficit units, thus boosting investment 
which in turn stimulate growth. A number of studies have 
argued in favour of the finance led growth hypothesis (Okey, 
2016). They include Patrick (1966); McKinnon (1973); Shaw 
(1973); King and Levine (1993). These studies acknowledge 
the role played by banks in facilitating technological innova-
tion by identifying and supplying credit to entrepreneurs with 
the least chances of implementing innovative products. 
Another theory that provides a useful explanation on the 
relationship between funding/banks’ credit and the growth of 
MSMEs is the bank capital channel theory of monetary 
policy. According to this theory, monetary policy affects the 
supply of intermediated credit, particularly bank loans and is 
active through an imperfect market for bank debt. Given the 
different transmission mechanisms through which monetary 
policy affects economic activities, an expansionary monetary 
policy will increase money supply which will in turn increase 
commercial banks’ reserve and their ability to create credit to 
investors including SMEs at reduced interest rates (Okey, 
2016). 

On the other hand, a restrictive or contractionary 
monetary policy leads to a reduction of commercial banks’ 
reserves which inhibits their ability to lend to the business 

public. Under a restrictive monetary policy regime the interest 
rate at which commercial banks borrow from the central bank 
is high and in like manner, the rate at which they lend to the 
business public is high.  This model considers the lending 
behaviours of banks to SMEs to be influenced by capital 
adequacy requirement with interest rate as a major 
determinant. This theory is linked to many scholars like 
Bernanke and Gertler (1995); Kishan and Opiele (2000); and 
Obamuyi (2007). The dictates of monetary policy as 
purported by this theory in no small measure affect the 
relationship between micro, small and medium-size 
enterprises financing and economic growth in Nigeria. 

 
Pecking Order Theory 
This theory argued that the financial needs of MSMEs are 
met in order of hierarchy, preferring internal funds first, 
external debt next and external equity as a last resort (Myers, 
1984; Gunarsih, 2011). The theorists believed that small 
businesses obtain their initial funds internally and as the 
financial needs increase, they resort to debt capital (Israel, 
2020). The pecking order theory (POT) states that firms are 
likely to fund themselves firstly from retained earnings and 
then from bank debt rather than issuing equity. The theory 
further suggests that the mix of debt and equity should be the 
cumulative result of hierarchical financing decisions over time 
(Terungwa, 2011). Accordingly, firms finance their activities 
with retained earning when feasible, if these are inadequate, 
then debt is used, and it is only in extreme cases will firms 
use new equity finance (Myers, 1984; Gunarsih, 2011). Thus, 
pecking order theory predicts that the issuance of equity 
(common stock) is the last alternative sources of funding, 
which means that firms turn to debt funds under pressure of 
an internal funds shortage (Israel, 2020).  
 
Endogenous Growth Theory  
Endogenous Growth Theory or new growth theory was 
developed in the 1980’s by Romer, Lucas and Rebelo, 
among other economists as a response to criticism of the 
neo-classical growth model. The endogenous growth theory 
holds that policy measures can have an impact on the long-
run growth rate of an economy. The model posits that the 
long-run growth rate is determined by variables within the 
model, not an exogenous rate of technological progress as in 
a neo-classical growth model (Aigbomian & Mamudu, 2020). 
Jhingan (2006) explained that the endogenous growth model 
emphasizes technical progress resulting from the rate of 
investment, the size of the capital stock of human capital. In 
an endogenous growth model, Nnanna (2004) observed that 
financial development can affect growth in three ways, which 
are: raising the efficiency of financial intermediation, 
increasing the social marginal productivity of capital and 
influencing the private savings rate. This means that a 
financial institution can affect economic output by efficiently 
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carrying out its functions, among which is the provision of 
credit. 
 
 
EMPIRICAL LITERATURE 
Evbuomwan et al. (2013) carried out an investigative study to 
analyze the sources of finance for micro, small and medium 
enterprises in Nigeria. Their results showed that commercial 
banks loans constituted over 90 percent of sources of funds 
to MSMEs in Nigeria and their loans and advances to 
agriculture and manufacturing sectors combined (where the 
MSMEs are dominant) grew from N83.40million in 1970 to 
N1,129,158.30 million in 2009 and averaged N149,106.08 
million per annum thereby constituting 17.81% of total 
commercial banks loans and advances to the Nigerian 
economy on the average between 1970 and 2009, whereas 
the MSMEs contribute about 50% to the nation’s gross 
domestic product. The results also revealed that MSME 
operators still do not have enough funds for their operations 
as a frequency analysis indicated that inadequate 
fund/working capital was the most mentioned problem with a 
percentage share of 60.7%. In view of the assured role of 
MSMEs in economic development and poverty alleviation, 
they recommended that all the funding apparatus directed at 
the MSMEs in Nigeria, be sustained and intensified. 

Alese and Alimi (2014) investigated the role of small and 
medium scale enterprises (SMEs) financing as a catalyst for 
economic growth in Nigeria within the period 1980–2012. 
The study employed the Error Correction Model (ECM) and 
Engel Granger causality tests. The results revealed that 
commercial bank credit significantly improved the economic 
size of the Nigerian economy in the long-run, but not 
significant in the short-run. The Engel Granger causality test 
indicated a bi-directional causal relationship between SMEs 
financing and economic growth in Nigeria. Eze and Okpala 
(2015) examined the quantitative impact of small and 
medium scale enterprises (SMEs) on Nigeria’s economic 
growth performance within the period 1993 and 2011. The 
study adopted multiple regression method based on Ordinary 
Least Squares econometric technique, and the Johansen 
Co-integration test. Results of Johansen test revealed 
evidence of long run equilibrium relationship between SMEs 
and economic growth. However, output of SMEs did not 
make any significant contribution to Nigeria’s economic 
growth over the period. 

Ebitu et al. (2016) critically appraised the Micro, Small 
and Medium Enterprises (MSMEs) in Nigeria with major 
focus on the growth, challenges and prospects of the 
MSMEs in the country. The work revealed that SMEs 
contribute significantly to economic development in the 
provision of goods and services, creation of employment and 
contribute to a high standard of living. While the setbacks 
facing the over 17,284,671 MSMEs in Nigeria include; limited 

financing, lack of action plan to deal with eventualities, lack 
of managerial and marketing skill, and lack of research 
appreciation and technical expertise. The study concluded 
that entrepreneurship is regarded as the catalyst in most 
developing economies and that it is very crucial to the 
economic growth and development of Nigeria. As such, they 
recommended that government policies should support the 
establishment, nurturing and growth of SMEs by curtailing or 
banning importation of certain products, training of young 
entrepreneurs, establishment of Centers for Entrepreneurial 
Development and promoting entrepreneurial spirit through 
the provision of conducive entrepreneurial environment, 
funding and empowerment programmes.  

Furthermore, Evbuomwan et al. (2016) analyzed the 
structure and constraints of micro, small and medium scale 
enterprises (MSMEs) in Nigeria in the face of the current 
economic downturn. The results of their survey conducted 
indicated that MSMEs dominate Nigeria’s economic 
landscape as 53.5 per cent of the respondents were in the 
micro-enterprise category, 29.6 per cent in the small scale 
category, 14.1 per cent in the medium-enterprise category 
and only 2.8 per cent in the large scale category. Capacity 
utilization rate was highest for MSMEs in the 
agriculture/agro-processing sector at 70.2 per-cent compared 
with 55.4 per cent for those in the manufacturing sector. 
They concluded that inadequate fund/working capital was the 
most problem faced by the MSMEs and therefore 
recommended that credit programmes that will take 
cognizance of the peculiarities of MSMEs in Nigeria be 
intensified so as to increase their access to funds in view of 
their dominance and potential contributions to the growth of 
the economy. 

Ajuwon et al. (2017) evaluated the relationship between 
MSMEs and employment generation in Nigeria with the 
objective to ascertain if MSMEs are actually fulfilling the 
significant role purported to it in terms of employment 
generation. The study employed dataset for 473 enterprises 
across all sectors of the economy comprising 110 micro 
enterprises, 218 small scale enterprises, 116 medium scale 
enterprises and 29 large scale enterprises. The dataset was 
sourced from the 2014 World Bank Enterprise survey on 
Nigeria. The variables employed in this study as indicators of 
employment generation include gross job creation, net job 
destruction and net job creation for sampled firms. The non-
parametric variance analysis that uses the locally-weighted 
scatterplot smoothing (LOWESS) method was employed. 
The results revealed that MSMEs performed better than 
large firms in term of employment generation, with Small and 
Medium size enterprises performing exceedingly. The policy 
implication of this study is that any targeted intervention to 
reduce unemployment should focus MSMEs, as this study as 
confirmed that small businesses are actually a net creator of 
jobs. Furthermore, MSMEs development  centres  should  be  
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encouraged so as to stimulate MSMEs growth in Nigeria. 

Okon (2018) examined MSMEs performance in Nigeria 
with the view that MSMEs are seen as a veritable engines of 
economic development, but the findings from his study 
revealed that the growth and development of small and 
medium scale enterprises in Nigeria have been slow and in 
some cases even stunted due to uncertain environments and 
many internal and external challenges that affected MSMEs 
supply chain collaboration performance in Nigeria. He 
concluded that government of Nigeria should put in place 
more infrastructural facilities to enhance collaboration in 
supply chain while MSMEs on their own part should have to 
find innovative ways to make collaboration work for mutual 
benefits. 

Encouraging micro, small and medium enterprises 
(MSMES) for economic growth and development in Nigeria 
and other developing economies was examined by Mpi 
(2019) with the role of the Igbo apprenticeship system. The 
research concluded that in spite of the challenges facing 
MSMES in Nigeria and other developing economies, the Igbo 
apprenticeship system still remains a major catalyst in 
reducing unemployment, wealth redistribution, insecurity, 
increased GDP and diversification of the economy. Based on 
the challenges facing the MSMEs and the Igbo apprentice-
ship system, He recommended that the apprenticeship 
system can be fused into the educational systems of 
developing and underdeveloped economies, with a license or 
certificate issued. This can curb the challenges abandonment 
of education and lack of training and development. The 
license certificate can aid the apprentice to secure a loan or 
fund where and when necessary. 

Idehen and Oriazowanlan (2019) studied the impact of 
Micro, Small and Medium Scale Enterprises (MSMEs) on 
Gross Domestic Product (GDP) and Human Development 
Index (HDI) in Nigeria using Ordinary Least Square Method 
and Analysis of Variance (ANOVA) at 0.05 level of 
significant. The findings revealed that MSMEs impact on 
gross domestic product through poverty and unemployment 
reduction and stimulate economic growth thereby raising 
standard of living to impact on country’s human development 
index. The study recommended increase on MSMEs access 
to finance, removal of encumbrances that impair access to 
finance and policies directive that could encourage MSMEs 
development. 

Emmanuel et al. (2019) provided new evidence on the 
determinants of business enterprise performance by 
combining the structure conduct performance, efficiency 
structure and business environment factors, with major focus 
on the determining factors of MSMEs performance in Nigeria 
using a cross sectional Ordinary Least Squares (OLS) with 
fixed effects. The results showed that skilled labor, capital 
intensity, age, size, foreign ownership, percentage of export, 
research and development as well as bribe payment have a 

positive impact on MSMEs performance. Although, bribe 
payment is positive, it is not significant to MSME 
performance. This is because bribery does not translate to 
outright performance, rather it form illegal extortion from 
MSMEs by government officials in order to allow them 
remain in business. On the other hand, the study further 
revealed that the degree of competition, poor electricity 
supply, high insecurity and difficulty in accessing finance are 
major setbacks to MSMEs performance in Nigeria. On the 
other hand, the study found skilled labor, age of enterprise 
and size to contribute significantly to MSMEs performance in 
Nigeria. 

Israel (2020) examined the nexus between microfinance 
banks and the growth of micro, small and medium 
enterprises in Nigeria using logit regression analysis. The 
findings further showed that a significant positive relationship 
exists between microfinance banks, proxied by Small Scale 
Financial Services (SSFS); Financial Sustainability (FST); 
Absence of Assets-based Collateral (AAC); and Advisory 
Services (ADS) and the growth of micro, small and medium 
enterprises in Nigeria. This implies that any upward 
movement in the services of microfinance banks will enhance 
the growth of MSMEs. The study then recommended among 
others, the need for government to put in place, a strong and 
more effective team comprises of all stakeholders, to ensure 
that the microfinance banks do not derail from their primary 
responsibility of sustaining funding for the MSMEs. 

Awoyemi and Makanju (2020) examined the growth 
prospect of financing Micro, Small and Medium Enterprises 
(MSMEs) in Nigeria and the challenges that constitute a 
hindrance to the growth of MSMEs in Nigeria. This study 
employed descriptive analysis, simple percentages and 
deductive method to describe the growth prospect of 
financing MSMEs and the problems experienced by the 
MSMEs. The empirical results revealed that the growth and 
survival of MSMEs are still hampered by inaccessibility to 
funds owing to different reasons and challenges. The chief 
among the challenges is that financial institutions look at 
many MSMEs as high risk debtors without credit worthiness. 
The key finding of this study is that the financial support in 
term of loans given to MSMEs by the financial institutions 
has been declining continuously over the years and this 
hamper the growth prospect. 

Onyeiwu et al. (2021) examined the extent to which 
SMEs financing influenced economic growth in Nigeria 
through the use of time-series data from 1999-2018. The 
Ordinary Least Squares estimation was used and their 
findings revealed that lending rate reduces Aggregate of 
SME contribution to Gross Domestic Product (ASGDP) by 
7% and gross capital formation reduces ASGDP by 5%. On 
the other hand, surprisingly, credit to SMEs did not retain the 
massive effect on growth. Electricity distribution increased 
ASGDP by 4.6%. They recommended that capital inflows vis- 
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à-vis affordable local loans to SMEs at single digit (interest 
rate) is necessary to enhance the performance of SMEs and 
growth simultaneously. Electricity tariffs should be heavily 
subsidized for small and medium scale enterprises to 
decrease their overhead cost. 

Lyndon and Opinion (2021) evaluated the impact of 
small and medium enterprises development on economic 
growth in Nigeria. The study used aggregate asset base and 
aggregate capitalization of SMEs as the independent 
variables, while gross domestic product (proxy for economic 
growth) was adopted as the dependent variable. Their 
findings revealed that aggregate asset base and aggregate 
capitalization of SMEs have little or no significant effect on 
the GDP. It was also discovered that there exists a long-run 
relationship among the variables even though the overall 
regression model was not statistically significant at 5%. It 
was recommended amongst others that more efforts should 
be put in place by Government to gather enough information 
on SMEs through the responsible. They added that the 
Federal and State Ministries of Industry in collaboration with 
SMEDAN should work out strategies for reporting the 
operations of SMEs in Nigeria, highlighting the asset base 
and aggregate capitalization of the sector and put in places 
policies to resuscitate the sector. 

Finally, Gbemi et al. (2021) analyzed the gains and 
pains of small and medium-scale enterprises (SMEs) with 
focus on the way forward for entrepreneurship development 
in Nigeria using Confirmatory Factor Analysis (CFA) and 
Structural Equation Modelling (SEM). Their findings 
established a significant direct relationship between 
entrepreneurship development, infrastructure development 
and employment generation, as well as significant direct 
relationship between government policies and infrastructure 
development. They reported insignificant relationship 
between government policy and financial aid and 
accessibility. The study concluded that government policies 
have positively driven and encouraged further development 
of SMEs and entrepreneurship in Nigeria and also financial 
aid and accessibility has created room for entrepreneurs and 
business owners to get access to funding. In other words, 
entrepreneurship and SMEs have been the major driving 
force for the growth and development recorded in Nigeria so 
far. 
 
 
MATERIALS AND METHOD 

 
Theoretical Framework 

 
The Finance Led Growth Hypothesis and the Bank 
Capital Channel Theory  
The theoretical base of this study is anchored on the Schum- 

peterian finance led growth hypothesis and the bank capital 
channel theory of monetary policy. The Schumpete-rian 
finance led growth hypothesis emphasized the supply of 
financial assets, liabilities and related financial services by 
financial institutions in advance of demand for them by 
enterprises. Also, the bank capital channel theory stressed 
that interest rate is a key factor affecting banks’ lending 
behavior and banks’ capital adequacy. The financial sector 
leads other sectors of the economy in their growth process 
and boost the productive capacity of the economy. Okey 
(2016) concluded that these theories provides useful 
explanation on the relationship between micro, small and 
medium-size enterprises (MSMEs) financing and economic 
growth. 
 
Model Specifications 
The specification by Alese and Alimi (2014) was adapted and 
the reason for is to empirically capture MSMEs financing and 
its impact on economic growth in Nigeria. The adapted Alese 
and Alimi (2014) model is presented as follows: 
 
RGDP = f(LSME, LC, CDB, IFA)           (1) 
RGDPt = β0 + β1LSME + β2LC + β3INF + β4IFA + U         (2) 
 
Where: RGDP = Real gross domestic product; LSME = 
SMEs financing options proxy by commercial bank loan to 
SMEs; LC = Lending cost proxy by interest rate; CDB = Cost 
of doing business captured by inflation; rate; IFA = 
Infrastructural facilities and U = Stochastic term.   
 

The current study modified equation (1) by removing 
infrastructural facilities and added total output of SMEs in 
Nigeria (SMEQ), total savings with deposit money banks 
(TSAV) and unemployment rate in Nigeria (UNER). The 
reason for the modification of equation (1) to include these 
variables (SMEQ, TSAV and UNER) in the current model 
specification is to empirically capture MSMEs financing and 
its impact on economic growth in Nigeria. 
  

RGDPt = f(CSME, TSAV, PLIR, SMEQ, INFR, UNER)       (3) 
 
Equation (3) above is expressed more specifically for the 
purpose of statistical test as: 
 
InRGDPt = β0 + β1InCSMEt + β2InTSAVt + β3PLIRt + 
β4InSMEQt + β5INFRt + β6UNER+ Ut       

          (4) 
 

(Apriori expectation β1, β2 and β4 > 0 while β3, β5 and β6 ˂0). 
 
Where: RGDP = Real gross domestic product; CSME = 
Credit to SMEs by DMBs; TSAV = Total savings with DMBs; 
PLIR = Prime lending interest rate; SMEQ = Total output of
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SMEs in Nigeria; INFR = Inflation rate; UNER = 
Unemployment rate; Ut = Disturbance term or error term, β0 = 
Intercept, β1 – β5 = Coefficient of the independent variables 
and t is the time trend. The error correction specification of 
equation (4) is presented as equations (5): 
 
∆InRGDPt = β0 + β1∆InCSMEt + β2∆InTSAVt + β3∆PLIRt + 
β4∆InSMEQt + β5∆INFR + β6∆ UNER + β7ECMt-1 + Ut  

                                    (5) 
 
The ECM in equation (5) is the error correction mechanism 
which indicates the speed of adjustment to equilibrium 
whenever disequilibrium occurs in MSMEs in Nigeria. 
 
Sources of Data 
Data for this study were obtained from secondary sources, 
which include CBN Statistical Bulletin (2020), CBN Quarterly 
Statistical Bulletin (2020), World Bank Development 
Indicators (2020) and Journals on MSMEs in Nigeria for 
various years.  
 
Method of Data Analysis 
This study used the Ordinary Least Squares methodology 
starting with the Phillips-Perron test statistics, Johansen 
Cointegration techniques, Pairwise Granger Causality 
techniques and the Error Correction Methodology on the log 
linear modeling specification because log linear modeling is 
superior and more effective to linear form and gives more 
favorable results. The Phillips-Perron test statistics was used 
to determine the unit root stationarity test. Statistical theory 
requires that variables be stationary before application of 
standard econometric techniques. This was done in order to 
avoid spurious (misleading) results. The Johansen 
cointegration test was also employed to determines the 
existence or otherwise of a long run relationship among the 
variables in the models. The error correction model was 
thereafter estimated to determine the speed of adjustment to 
long run equilibrium. Diagnostic and stability tests were also 
conducted to confirm the robustness and stability of the 
model. Finally, the Pairwise Granger Causality techniques 
was conducted to determine the direction of causality 
between MSMEs financing and economic growth in Nigeria.  
 
 
RESULTS AND DISCUSSION 
The economic and MSMEs financing annual time series data 
used in this analysis are in Appendix A from 1992 to 2020. 
All the variables were estimated in Billion Naira (₦Billion) 
except PLIR, INFR and UNER that were estimated in 
Percentage (%). 
 
Unit Root Test Results 
Prior to the estimation of ECM, a unit root test  was  conduct- 

ed on the selected economic and MSMEs financing 
indicators using the Phillips-Perron test statistic to determine 
their stationarity status. The results of the Phillips-Perron unit 
root tests are displayed in Table 1.  

The results of the Phillips-Perron test statistic in Table 1 
showed that all the selected variables (RGDP, CSME, TSAV, 
SMEQ, INFR and UNER) were stationary at first difference 
I(1), except PLIR which was stationary at level I(0). This 
implies that the hypothesis of non-stationarity is rejected for 
all the variables at their first difference. 
 
Cointegration Test Using the Johansen Methodology 
The results of the unrestricted cointegration rank test for the 
model is presented in Table 2. Starting with the null 
hypothesis that there are no cointegrating vector (r = 0) in the 
model. 
 
Short-run Error Correction Representation  
The result of the short-run error correction model is reported 
in Table 3. The short run error correction results presented in 
Table 3 showed that the entire explanatory variables of 
MSMEs financing estimation met their expected signs. The 
empirical results also revealed that credit to SMEs (CSME) 
by DMBs had a direct and significant impact on real gross 
domestic product (RGDP) in Nigeria for the sample period. 
This means that 1 per cent increase in the credit to SMEs by 
DMBs increase real gross domestic product in Nigeria by 36 
per cent approximately. 

The results further revealed that total savings with DMBs 
(TSAV) had positive and significant relationship with real 
gross domestic product in Nigeria.  This implies that 1 per 
cent increase in total savings with DMBs increased real 
gross domestic product in Nigeria by 52 per cent 
approximately. 

The results in Table 3 showed that prime lending interest 
rate (PLIR) is inversely related to real gross domestic product 
in Nigeria, and a 1 per cent change in prime lending interest 
rate reduced real gross domestic product in Nigeria by 15 per 
cent approximately. 

The results also revealed that total output of SMEs in 
Nigeria (SMEQ) contributed positively to real gross domestic 
product in Nigeria. Thus, 1 per cent change in total output of 
SMEs in Nigeria increased real gross domestic product by 52 
per cent approximately. 

The study also found that inflation rate (INFR) had 
inverse relationship with real gross domestic product (RGDP) 
in Nigeria. Thus, 1 per cent change in inflation rate in Nigeria 
discouraged growth by 13 per cent due to its negative effect.  

The empirical evidence from the short run results also 
showed that unemployment rate (UNER) had negative 
impact on the real gross domestic product in Nigeria. A unit 
change in unemployment rate in Nigeria reduced the real 
gross domestic product by 26 per cent approximately.  
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Table 1. Phillips-Perron Unit Root Test Results. 
 

Variable Level First Difference Order of Integration 

RGDP 0.827242 (0.9535) -3.584729 (0.0074) 1(1) 

CSME -2.281624 (0.1849) -4.710087 (0.0010) 1(1) 

TSAV 1.560977 (0.9990) -4.601727 (0.0011) 1(1) 

PLIR -5.941906 (0.0000) -23.19879 (0.0001) 1(0) 

SMEQ -0.618379 (0.8500) -3.008612 (0.0216) 1(1) 

INFR -2.109871 (0.2425) -6.342954 (0.0000) 1(1) 

UNER -1.217665 (0.6523) -7.198210 (0.0000) 1(1) 

5% C.V -2.971853 -2.976263  
Source: Author Regression Output from EViews 9. 
Note: i. Pro-value are reported in parenthesis, ii. The Phillips-Perron test statistic are 
compared to 5 per cent critical value (C.V). 

 
 
 
Table 2. Unrestricted Cointegration Rank Test result for model. 
 

Hypothesised 

No. of CE(s) 
Trace Stat. 

Critical Value 
(0.05) 

Prob** 
Hypothesised 

No. of CE(s) 

Max-Eigen 
Stat. 

Critical 
Value (0.05) 

Prob** 

None * 214.1883 125.6154 0.0000 None * 94.94368 46.23142 0.0000 

At most 1 * 119.2446 95.75366 0.0005 At most 1 * 49.33856 40.07757 0.0035 

At most 2 * 69.90609 69.81889 0.0492 At most 2 26.47121 33.87687 0.2928 

At most 3 43.43488 47.85613 0.1223 At most 3 22.34389 27.58434 0.2032 

At most 4 21.09100 29.79707 0.3520 At most 4 11.53232 21.13162 0.5942 

At most 5 9.558679 15.49471 0.3162 At most 5 8.432532 14.26460 0.3364 

At most 6 1.126147 3.841466 0.2886 At most 6 1.126147 3.841466 0.2886 
Source: Author Unrestricted Cointegration Rank Test Output from EViews 9. 
Note: i. r represents number of cointegrating vectors. ii. Both Trace and Max Eigenvalue tests indicates 3 and 2 cointegrating 
equations respectively at the 0.05 level. iii. *denotes rejection of the hypothesis at the 0.05 level and iv. ** Mackinnon-Haug-
Michelis (1999) p-values. 
 
 
 

Table 3. Short-Run Error Correction Results for the Model. 
 

Variable Coefficient Std. Error t-Statistic Prob. 

C 10.51977 3.186497 3.301358 0.0040 

D(InCSME) 0.362064 0.157319 2.301463 0.0335 

D(InTSAV) 0.516786 0.096825 5.337319 0.0012 

D(PLIR) -0.151434 0.146472 -1.033876 0.3149 

D(InSMEQ) 0.518056 0.083578 6.198473 0.0000 

D(INFR) -0.131366 0.161136 -0.815249 0.4256 

D(UNER) -0.256029 0.156911 -1.631689 0.1498 

ECM(-1) -0.722397 0.204883 -3.525900 0.0024 
Source: Author Regression Output from EViews 9. 
Dependent Variable: RGDP 
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Table 4. Key Regression and Diagnostic Statistics for Model.   
 

R-squared 0.898364 Mean dependent var 44906.64 

Adjusted R-squared 0.897728 S.D. dependent var 19943.18 

S.E. of regression 950.6698 Akaike info criterion 16.79987 

Sum squared resid 16267916 Schwarz criterion 17.18698 

Log likelihood -210.3983 Hannan-Quinn criter. 16.91134 

F-statistic 1569.135 Durbin-Watson stat 2.071058 

Prob(F-statistic) 0.000000   
Source: Author Regression Output from EViews 9. 
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Figure 1. Plot of Cumulative Sum of Recursive Residuals. 

 
 
 

Finally, The error correction mechanism ecm(-) of -
0.722397 is statistically significant and have the appropriate 
sign. It suggests however, that there is high adjustment 
process in the financing of the MSMEs in Nigeria since the 
speed of adjustment to the long-run equilibrium is 72 per cent 
approximately. 
 
Diagnostic Test 
To confirm the robustness of the model, a diagnostic test 
was performed as shown in Table 4. The coefficient of deter-
mination R2 indicates that 90 per cent of the total variation on 
the real gross domestic product in Nigeria is jointly explained 
by credit to SMEs by DMBs, total savings with DMBs, prime 
lending interest rate, total output of SMEs in Nigeria, inflation 
rate and unemployment rate. The Akaike information 
criterion, Schwarz criterion and Hannan-Quinn criterion 
showed that the model is correctly specified. F statistic 
measuring the joint significant of all regressors in the model 
is statistically significant at the 5 per cent level. Durbin-
Watson statistic of 2.071058 approximately 2 revealed the 
absence of autocorrelation among the explanatory variables.  

Stability Test 
Stability test was performed for the model using cumulative 
sum (CUSUM) and cumulative sum of square (CUSUM Q) of 
recursive residuals as shown in Figures 1 and 2 respectively. 
The existence of parameter instability is established for the 
model if the cumulative sum of the residual goes outside the 
area between the critical (straight bounded upper and lower) 
lines. From Figures 1 and 2, it was observed that the model 
at 5 per cent level of significance, CUSUM and CUSUM Q 
were both stable because the observed bound lied between 
the upper and lower limit. In conclusion, at 5 per cent critical 
value both CUSUM and CUSUM Q explained the stability of 
the model overtime. 
 
Granger Causality Test Results 
The Pairwise Granger Causality test was employed to 
examine the existence of causal relationships between 
MSMEs financing and economic growth in Nigeria, and the 
results of these estimations are reported in Table 5. 
Regarding the test for the null hypothesis of no causation 
between credit to SMEs  by  DMBs  (CSME)  and  real  gross  
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Figure 2. Plot of Cumulative Sum of Square of Recursive Residuals. 

 
 
 

Table 5. Pairwise Granger Causality Test Results for the Model. 
 

Null Hypothesis F-Statistic Prob. Decision 

CSME does not Granger Cause RGDP 1.71997 0.2058 Accept 

RGDP does not Granger Cause CSME 1.48498 0.2516 Accept 

TSAV does not Granger Cause RGDP 6.49628 0.0061 Reject 

RGDP does not Granger Cause TSAV 6.34524 0.0067 Reject 

PLIR does not Granger Cause RGDP 0.25191 0.7795 Accept 

RGDP does not Granger Cause PLIR 2.60525 0.0965 Accept 

SMEQ does not Granger Cause RGDP 0.00122 0.9988 Accept 

RGDP does not Granger Cause SMEQ 4.21359 0.0282 Reject 
 Source: Author Pairwise Granger Causality Output from EViews 9. 

 
 
 
domestic product (RGDP); prime lending interest rate (PLIR) 
and real gross domestic product (RGDP) were accepted as 
their pro-values are  both greater than 0.05 (P > 0.05). This 
implies no evidence of causation between CSME and RGDP, 
PLIR and RGDP during the period. 

Finally, the causality between total savings by DMBs 
(TSAV) and real gross domestic product (RGDP) in Nigeria 
exhibited bi-directional causation as their pro-values are both 
less than 0.05(P<0.05). Also, total output of SMEs in Nigeria 
(SMEQ) and real gross domestic product (RGDP) in Nigeria 
exhibited unidirectional causation as the pro-values of SMEQ 
does   not   Granger   Cause   RGDP   is   greater  than  0.05 
(P>0.05), while RGDP does not Granger Cause SMEQ is 
less than 0.05(P<0.05). Thus, the null hypothesis of no 
causation was rejected as the feedback causation 
phenomenon was evident.  

CONCLUSION AND RECOMMENDATIONS 
In reviewing the impact of micro, small, and medium-size 
enterprises financing on economic growth in Nigeria from 
1992 to 2020, one can deduce from the findings that the 
direct and significant impact of credit to SMEs (CSME) by 
DMBs, total savings with DMBs (TSAV) and total output of 
SMEs in Nigeria (SMEQ) on real gross domestic product 
(RGDP) is as a result of the substantial role played by the 
deposit money banks to finance MSMEs in Nigeria. The 
results of the Augmented Dickey-Fuller test statistics showed 
that all the selected variables (RGDP, TSAV, SMEQ, INFR 
and UNEP) were stationary at first difference I(1) except 
prime lending interest rate (PLIR) which was stationary at 
level I(0), while the error correction mechanism ecm(-) of 72 
per cent approximately showed high adjustment process in 
MSMEs financing in Nigeria since the speed of adjustment to
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the long-run equilibrium is higher than 50 per cent. It is also a 
confirmation that indeed credit to SMEs by DMBs, total 
savings with DMBs, prime lending interest rate, total output 
of SMEs in Nigeria, inflation rate, unemployment rate and 
real gross domestic product in Nigeria are cointegrated. It 
was also revealed that at 5 per cent critical value both 
CUSUM and CUSUM Q explained the stability of the model 
overtime.  

Finally, the causality between total savings by DMBs 
(TSAV) and real gross domestic product (RGDP) in Nigeria 
exhibited bi-directional causation as their pro-values are both 
less than 0.05(P<0.05). Also, total output of SMEs in Nigeria 
(SMEQ) and real gross domestic product (RGDP) in Nigeria 
exhibited unidirectional causation as the pro-values of SMEQ 
does not Granger Cause RGDP is greater than 0.05 
(P>0.05), while RGDP does not Granger Cause SMEQ is 
less than 0.05(P<0.05). Thus, the null hypothesis of no 
causation was rejected as the feedback causation 
phenomenon was evident. 
 
 
Recommendations 
Based on the empirical findings of the study, the following 
recommendations were made: 
 
a) Central bank of Nigeria should strengthen the policy on 

deposit money banks’ credit to MSMEs in Nigeria to 
sustain funding for the MSMEs and thereby boost 
growth and development in Nigeria.  

b) Deposit money banks should establish more branches in 
the rural areas of Nigeria to create more savings 
opportunity for both old and new MSMEs operating in 
such area to have high savings, where parts of the 
savings can be used to finance their new and expand 
existing MSMEs in the rural communities of Nigeria.  

c) Monetary authorities should encourage a single digit 
lending interest rate policies in Nigeria to encourage new 
and potential MSMEs investors to take loans to finance 
MSMEs in Nigeria. 

d) Entrepreneurs should increase the funding of their 
MSMEs business to enhance quality output of MSMEs 
towards the sustainability of economic growth in Nigeria. 

e) Government should establishment government owned 
MSMEs in Nigeria as this will lead to inflation reduction 
and unemployment decline and thereby increase 
employment opportunity for her citizens as well as boost 
economic growth and development in Nigeria. 

 
Research Limitations 
This study is limited to the data available at hand. Data 
outside the study scope were not made use of. Other 
limitations militating against this study are financial 
constraints and time factor.  
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Appendix A. Economic and MSMEs Financing Data for Regression Analysis. 
 

Year RGDP CSME SMEQ TSAV PLIR INFR UNER 

1992 19620.19 2,040.00 2,363.61 55.12 29.80 44.50 3.5 

1993 19927.99 1,546.29 2,434.51 85.03 18.32 57.20 3.4 

1994 19979.12 2,055.25 2,434.99 110.97 21.00 57.00 3.2 

1995 20353.20 3,237.45 2,436.69 108.49 20.18 72.80 1.9 

1996 21177.92 4,230.21 2,457.40 134.50 19.74 14.30 2.8 

1997 21789.10 4,084.43 2,494.26 177.65 13.54 10.90 3.4 

1998 22332.87 4,226.07 2,569.09 200.07 18.29 7.90 3.5 

1999 22449.41 4,682.40 2,633.32 277.67 21.32 6.80 17.5 

2000 23688.28 4,454.23 2,675.45 385.19 17.98 7.10 13.1 

2001 25267.54 5,242.84 2,742.34 488.05 18.29 18.90 13.6 

2002 28957.71 8,236,84 2,920.11 592.09 24.85 13.10 12.6 

2003 31709.45 9,017.65 3,088.31 655.74 20.71 13.90 14.8 

2004 35020.55 5,498.12 4,220.22 797.52 19.18 15.40 13.4 

2005 37474.95 5,067.26 4,790.51 1316.96 17.95 17.90 11.9 

2006 39995.50 2,571.37 5,521.46 1739.64 17.26 8.40 12.3 

2007 42922.41 4,110.04 6,360.81 2693.55 16.94 5.40 13.7 

2008 46012.52 1,351.22 7,252.60 4118.17 15.14 11.50 14.9 

2009 49856.10 1,636.65 8,085.44 5763.51 18.99 12.60 19.7 

2010 54612.26 1,255.03 8,992.65 5954.26 17.59 13.80 15.8 

2011 57511.04 1,561.17 9,640.90 6531.91 16.02 10.90 18.5 

2012 59929.89 1,386.35 9,853.68 8062.90 16.79 12.20 23.9 

2013 63218.72 1,535.30 10,507.90 8656.12 16.72 8.50 23.8 

2014 67152.79 1,606.93 11,125.80 12008.24 16.55 8.00 24.6 

2015 69023.93 1,294.95 11,697.59 11458.13 16.85 9.00 25.8 

2016 67931.24 1,074.79 11,669.06 12310.71 16.87 15.60 13.4 

2017 68490.98 1,074.79 11,546.45 12957.22 17.58 16.50 17.5 

2018 69799.94 4,039.31 11,509.73 15067.12 16.72 12.10 22.7 

2019 71387.83 8,865.14 11,605.71 17040.72 15.21 11.40 23.1 

2020 70014.37 8,763.51 11,582.24 15526.45 16.70 12.88 27.1 
Sources: CBN (2020); CBN Quarterly Statistical Bulletin (2020); World Bank Development Indicators (2020). 

 
 
 


