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ABSTRACT
THE ROLES OF SMALL AND MEDIUM SCALE ENTERPRISES IN

NIGERIAN ECONOMIC GROWTH: AN EMPIRICAL ANALYSIS

Muhammad USAINI
M.Sc. Financial Economics
Supervisor: Prof. Dr. Mehmet YAZICI

April 2014, 54 Pages

The study addresses the roles of small and medium scale enterprises SMES
toward accelerating the economic growth and development in a manner in which
they enhance effective utilization of local resources. However, the militating
challenges faced by SMES are that while making policy by the government, much
attention is not being paid to them. This, makes their financing the main problem to
SMES growth and blocks their potential for reaping economic growth in Nigeria.
Thus, with regards to the identified issues, the study investigated the roles of SMES
in economic development in Nigeria between 1981 to 2002.1t made use of Ordinary
Least Square OLS, two stage Least square 2SLS and Vector Error Correction Model
VECM method while estimating the regression model. The end result of this analysis
shows that, when we proxy the SME as a component of Gross Domestic Product
GDRP, it portrayed the nagetive influence on economic growth. Therefore, based on
the finding of the study, the central authority should pay more attention for the
development of SMES.

Key Words: Small and medium scale enterprises, economic growth.



OZET

KUCUK VE ORTA OLCEK ISLETMELERIN (KOBI) NiJERYA
EKONOMIK BUYUMESINDEKI ROLUNUN AMPIRIK ANALIZi

Muhammad USAINI
M.Sc. Finansal Ekonomi
Tez Danigsmani: Mehmet YAZICI, Ph.D.

Nisan 2014, 54 Sayfa

Bu caligma yerel kaynaklardan efektif yararlanmay1 artirma tavrinda olduklari
icin kiiciik ve orta dlgek isletmelerin (KOBI) artan ekonomik biiyiime ve kalkinma
lizerindeki roliinii ele almaktadir. KOBI’lerin karsilastiklar1 giigliikler hiikiimetin
politika yaparken ¢ok fazla dikkat etmedikleri durumlardir. Bu, KOBI’lerin biiyiime
finansmaninda ana problem olup, Nijerya’nin ekonomik biiylime potansiyelini
engellemektedir. Bu nedenle, ¢alisma belirtilen hususlarla ilgili olarak, 1981-2002
yillar1 arasinda Nijerya’da KOBI’lerin ekonomik kalkinma iizerindeki roliinii
arastirmaktadir. Regresyon model tahmin edilirken, siradan en kiigiik kareler, 2
asamali en kiigiik kareler ve vektor hata diizeltme yontemleri kullanilmistir. Analiz
sonuglar;, KOBI gayri safi milli hasilanin bileseni olarak alindiginda, ekonomik
bliylime lizerinde nagetive etkisi oldugunu gdstermektedir. Dolayisiyla ¢alismada
elde edilen sonuglardan yola ¢ikarak merkezi otoritenin KOBI’lerin kalkinmasina

daha fazla 6nem vermesi gerekmektedir.

Anahtar Kelimeler: Kiigiik ve orta dlgek isletmeler, ekonomik biiyiime.
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CHAPTER ONE

INTRODUCTION
1.0 Background Information

It has been discovered that, Nigeria is fortunate to have enormous number of
resources that are believed to be there in commercial quantities. They include but not
limited to; solid mineral, electric power, gas, oil etc. Nigeria also has a very big human
population, substantial industrial sector; very big and well organized market as well (CBN,
2000). In addition, small and medium scale enterprises were created virtually in all part of
the country and vast majority of them were incorporated during the mid-1980 with coming
of Structural Adjustment Program SAP. All these show great potential and vibrant
industrial sector, more especially the small scale segment. In this regards, a well-organized
SME program was established within an investment environment so as to realize the
industrial transformation which the large scale ones could not deliver.

The Nigerian small and medium scale enterprises have not escaped from the
militating constraints faced by SMES in other developed and developing countries.
Virtually, if not all the countries render assistance to their SMES greatly considering the
important roles they observed toward economic growth and development. The structural
Adjustment Program really helped the expansion of SMES sector, simply because large
scale enterprises could not adapt easily with the newly introduced policies by the SAP, as
such, small and medium scale enterprises SMES continue to carry out the activities left by
the large scale as well as filling the created gap of industrial consumer goods(Olorunshola,
2003:34)

Furthermore, an existence of wide gap within the industrial development process
many years ago in Nigeria has been the lack of robust and virile small and medium scale
enterprises sub-sector(SMES)which is caused by financial constraints that was depicted by

high lending rate, high loan requirements as well as little or no viable entrepreneurial skill.



Moreover, scanty credit for SMES, rigidity of the banks to shift or extend the grace period
of the credit owing them, inadequate collateral by small and medium scale enterprises
operators incorporate some of the SMES draw-back in Nigeria. Nevertheless, the little
good performance recorded from the effort of courageous indigenous industrialist was
nearly gone if not completely varnished as a result of traumatic devaluation of Naira (N)
which Nigeria faced under the period of Structural Adjustment Program (SAP).

Having seen these constraints and for the purpose of providing the required
remedies to the them, and in order to reap the potentials benefits of small and medium
scale enterprises SMES in the economy, the Central Bank Of Nigeria CBN remained
committed in order to ensure its efforts goes toward the growth and development of SMES
in Nigeria .Measures of ensuring these have been put in place successively through the
Bank’s policies years ago. CBN ordered the commercial banks and merchant banks to set
aside a stipulated amount of credit to the prescribed sectors, SMES inclusive. Looking at
Nigeria SMES internationally, its operational environment improved. The world Trade
Organization WTO through trade liberalization circulated awareness that gives SMES the
liberty to get access to international market. Another opportunity is the African Growth
and opportunity Act that allows African countries to export to the United States.

Sound economic reforms are considered to be agents of development in any nation
if implemented without bias or error. Recently, particularly the incorporation of 1986
economic reform in the country which Nigeria, there have been several changes based on
capital intensive, giant industrial project in line with the philosophy of small industrial
import substitution with regards to great potential in in order to enhance good relationship

for the smooth and speedy linkage for industrial development.

1.1 Definitions

It is clearly understood that it is not very much simple or easy to define Small and medium
scale enterprises SMES based on size and scale of operation but however, it might be easy
to do that based on the nation fixed coordinate boundaries. SMES were defined during the
13™ Council meeting of the National Council on Industry that was conducted in July 2001,

ranging from micro, small and medium were defined as:



» Micro/Cottage Industry
An industry with a labor size of not more than 10 workers, or total cost of not more than
N1.50 million, including working capital but excluding cost of land.

« Small-Scale Industry
An industry with a labour size of 11-100 workers or a total cost of not more thanN50
million, including working capital but excluding cost of land.

* Medium Scale Industry
An industry with a labour size of between 101-300 workers or a total cost of over N50
million but not more than N200 million, including working capital but excluding cost of

land.

* Large Scale
An industry with a labour size of over 300 workers or a total cost of over N200 million,
including working capital but excluding cost of land.
United Nations Industrial Development Organization UNIDO
(2002) defines SMEs in terms of number of employees and classifies these
SMEs in developing and developed economies differently (see Abor and Quarty (2010).
The classification of SMEs in developing country is as follows:
. Micro firms with less than five workers,
. Small firms with 5 to 19 workers,
. Medium firms with 20 to 99 employees,
. Large firms with 100 or more employees.
The Classification of SMEs in industrialized nations is given as follows:
. Small firms with 99 or less employees,
. Medium firms with 100 to 500 employees,

Large firms with 500 or more workers.



As stated by the Nigeria Economic Summit Group NESG (2002), its depend on the
magnitude and the nature of business, for e.g Bakers, road side artisans, local fabricators,
petty traders, water producers, bottle/pure (considered as micro enterprises) as such, they

formed part of small and medium scale enterprises.

1.2 Sources of Finance
It is good in every business dealing provided it is legitimate to know where, how

and when it secures its funds. Therefore, SMES will not be an exception. the followings
are some of the ways which SMES realizes its funds. These are:
The sources of finance for small and medium scale enterprises SMES in Nigeria include
but not limited to:

1) Formal sources such as:
Development bank, Commercial bank, Insurance companies, Merchant bank and saving
bank as well.

2) Informal sources such as:
Friends and relations, money lenders, esusu, landlord credit, and cooperative societies
(saving associations).

3) Personal savings.
According to a study by Leonard (1977) “’on sources of agricultural credit and finance in
West Kwara State of Nigeria, about 82 per cent of farmers sampled obtained credit from
non-institutional sources (of which 58 percent from friends and relatives, and 24 per cent
from money lenders) .

It has been discovered that small and medium scale enterprises faced a lot of
problems due to several factors, which include but not limited to; as stated by (Basil,
2005).

1) Inability to employ or engage the right caliber of staff
2) Inability to procure the right plant and machinery

3) Inability to distinguish between revenue and profit

4) Lack of business plan

5) Infrastructural inadequacies (Water, roads etc)



6)
7)
8)
9)

Irregular power supply

In experience

Lack of succession plan

In adequate market research

10) Insufficient capital

1.3 Problems of SMES
The interesting aspect of this is that, notwithstanding the fact that their clear true size,

the problem facing small and medium scale enterprises happens to be identical in most of

the countries, be it developing or developed. Hence, the extent of obstacle changes among

the country, that is between country to country and also industry to industry depending on

its characteristics. Below are some of the problems that Nigeria SMES are being faced

with:
1)

2)

3)

4)

Lack of access to credit more especially on concessional term, this has no doubt
affected the small and medium enterprises growth negatively and also their
development in Nigeria.

Decision making, lack of good and effective management and professionals in
accounting practice is another obstacle among the operators of small and medium
enterprises.

Government policy, some of the policies seem to have caused serious problems for
the small and medium scale enterprises. For instance during the year 1982 SMES
were faced with the several difficulties by the policy of the government in the name
of “‘stabilization measures " and this measures did not favor the financial institution
that are there to assist the SMES, as a result of this, SMES were affected too.
Entrepreneur’s deficiencies, some of the operators of small and medium enterprises
are resistant to changing condition and this would bring a drawback or be a setback
for the SMES.



1.4 Objectives of the Study
As a means of ensuring transparent running of any economy, growth relies mostly
on the factual evidence on the ground (i.e simultaneous increase of all goods and services
from the various sectors of the economy) without which economic growth is a myth.
This work is aimed at achieving the following objectives:
a) To assess the roles of Small and medium scale enterprises in ensuring growth in
an economy.
b) To evaluate the extent to which small and medium scale enterprises can be used.
¢) To examine the implication of or absence of, SMES contribution in an economy.
d) To examine the effect (if any) of faulty or incomplete attention given to SMES

in an economy.

1.5 Significance of the Study

1) This research will be beneficial to the management and owners of Small and
medium scale enterprises; it will intimate them on the need for enhancing organizational
performance.

2) It will also benefit the Government agencies responsible for small and medium
scale enterprises (i.e. small and medium scale enterprises development agency in Nigeria,
SMEDAN).It would enable them to know the kind of assistance required by most of the
SMES.

3) It will also benefit the students and other researchers who want to carry-out
further investigation in the area of the study. It will enable them to know the present

situation in the area of the study and what needs further investigation.



CHAPTER TWO

Except during the year 1986, most economists considered continued moving of
small and medium scale enterprises in under developed countries as vindicated by shortage
of capital and inexperience’s of administrative activities. It has been argued on several
occasions that economic growth and local type of enterprises would, bit by bit be in a
sector that was overpowered by modern way of large scale activities so as to ensure an
efficient transition. Small scale have been noticed to be given support but that should only
be geared toward those sectors where modern method seen to be difficult to observe or
exercise. At the middle of 1960s way to SMES improvement started emanating as a result
of some factors. First of all is that there has been serious concern on improving
employment and curtailing the unemployment but most of the efforts were made by large
scale .1t has been observed by(Chenery et al, 1974, ILO 1973)that despite the efficient
policy(s),the large scale were unable to cover significant proportion of labor force.
Secondly, there had been an issue that the accrued benefit attributed to economic growth
were fairly distributed and the blame is that using capital intensive on large scale was
among the factor that made it difficult for the large scale to cover significant proportion of
employment (Chenery et al, 1974).Thirdly, it has been discovered that the way to alleviate
poverty is through the increment of productivity of those engaged in small scale as posited
by(Aftab and Rahim,1989)

This established a new role for small scale or rather to be called ‘‘the urban
informal sector™" the idea of exercising labor intensive in small scale was considered not
only to increase employment opportunity but also to improve the poor people living
standard. They had been also thought to be capable of obtaining a fresh dynamic of
economic growth, the recent motive was to uplift the small scale sector as stated
by(Schmitz,1982; Aftab and Rahim 1986)



The recent change of diverting attention from large scale to small scale was aimed
at improving the ‘‘rurally orientated smallholder’® ROSH as stated by the following:
Oshima(1962),undp(1974), Kilby(1975),Acharya(1981), Daniel et al (1985), and
Olofin(1990)among others,

Even though, world bank (1989) remained committed to assist the ROSH program
by focusing on its activities through the non-governmental organization, equally the
government interceded in order to ensure the implementation (Olofin, 1990).Therefore,
coming together by both parties would certainly strengthen the strategy, this is because
where one party couldn’t do, the government as the mover of the economy would do
within small period of time.

The idea of Kilby (1969)who sees SMES as a ‘‘quasi sponge’" more especially in
urban employment and the distributor of cheap consumable goods with scanty cost,
carrying out very important role that would assist the citizenry to maximize his wellbeing.
Hence, upon all efforts of the government in Nigeria to uplift SMES, there is no significant
progress being achieved on their part, this could be seen through the SMES performance.
This research will investigate and evaluate the militating features that hinder them from

doing significantly.



LITERATURE REVIEW

As discovered in the above, some studies do believe that SMES do not provide
quantitative and qualitative employment. However, in his research, Birch(1979)discovered
that SMES are strongly important in terms of job creation, he also stated that during the
year 1970 firms with less than 100 employees created eight out of ten of newly job or
employment in USA; However, some objected the proposition that SMES are the provider
of job formation. Researchers like; (Dunne, Robert and Samuelson 1989; Leonard 1986,
Biggs and Shah (1998) posited that large scale have the dominant way for creating net job
within the manufacturing sector.

Furthermore, sizes of a particular firm is not a yard-stick for measuring labor
intensity because it varies more often over the industries than across their size group in an
industry, this is because many small scale are more of capital in intensive than large one
that are within the similar industry, as posited by the following (Little mazundar page
1987,Snodgrass and Biggs, 1996)

Therefore, looking at the provision of job, pro SMES believes that small scale is the
best in that aspect but, however, there is disagreement that believes based on certain
researches like what empirical evidences is, Large enterprises provide a lot of
employments that are stable, more benefits and other fringe ones, while small scale
enterprises do not do much on that aspect in developing and developed countries, even
with education level and industry experience(Brown,Medoff and
Hamilton,1990;Rosenzweig ,1988).”’Similarly, Another research solidifies the above
views of empirical by saying ‘‘Many small firms are created at last resort rather than as
first choice and have therefore limited growth potencial”™ (Compare Liedholm and mead
(1987)for Africa and de soto (1987)for Latin America.).On the contrary, another research
from USA completely disagreed and provided its research finding as, small firms are
figured as the one that are more of labor augmenting and have higher and skill employees
while large firms are more of capital augmenting even though they have very good
technology U.S firms Acs and Audretsch (1987). In the case of developing economies,

probably due to the number of International organizations that secure employment for the



teeming populace, that made most of the research finding to support the large scale as
stated here, in terms of technology transfer, it has been discovered that large enterprises
played a crucial roles in which very good and sophisticated technology(s) are being
forwarded from developed to developing countries through large enterprises(see
Biggs,shah, and srivastava,1996 for sub-saharan Africa; pack, 1992, and pack and west
phal 1986 for Asia).Therefore, most of the researches from developing countries did not
support the pro SME views.

On the other hand, some looked at it from the perspective of productivity approach
or level, and the research on productivity exert that, with regard to the total factor
productivity, small scales are the least efficient but medium and large scale enterprises are
the best (Little,Mazumdar and page,1987).

Another research viewed the growth of an enterprises based on the country’s
financial development and this is their research as, the extent of large enterprises tend to
have a direct positive and strong relationship with how strength a developed country is
financially Beck, Demirguckunt, and Maksimovic (2002a) .Others are of the opinion that
having good and better enterprises in a particular country depends on how good and
efficient the judicial system is as exerted ,a good, sufficient and better judicial system in a
particular country could lead to the presence of large firms Kumar,Rajan and Zingales
(2001).

2.2 The Roles and Characteristics of SMES in Innovation

The main objective of the SMEPOL project is to undertake comparative analysis of
existing policies and programs to encourage and support innovation in small and medium
scale enterprises SMEs in order to establish good practice. Since SMEs have been
increasingly recognized by policy makers as a target by intervention, an important part of
the context of SMEPOL project is role of SMEs in contemporary European economies.
Another is distinctive characteristic of SMEs with respect to innovation, since these are
likely to influence the rationale for policy intervention designed to support innovation in
them, as well as any barriers they face in achieving their innovative potential. It may be
suggested that one of the key underlying aims of policy intervention in this respect should

10



be to help firm to overcome any size-related barriers that may limit their ability to achieve
their potential contribution to innovative capability of a local, regional or national
economy.

Although there are variations between policy program (within as well as between
countries) in the eligibility criteria that are applied, the SMEs definition used in the
SMEPOL project is that currently used by EC for statistical purposes: very small
enterprises, with less than 10 employees: small enterprises with 10-49 employees and a
turnover of less than pound 7m: and medium enterprises with 50-249 employees and an

annual turnover of less than pound 40m.

2.2.1 The Role of SMES in Contemporary European Economies

One aspect of the structural change that has been affecting most European
economies in the last two decades is  ‘‘growth in the number of small firms and an
increase in their relative importance. Whilst the starting point and pace of change may vary
between countries, the underlying trend is consistent, which helps to explain the increasing
attention to the need of the SMEs sector by policy —makers. In the more industrialized
countries, this re-emergence of the small firm sector followed a period of increasing
concentration, particularly in manufacturing. This reflected a previous emphasis on scale
economies associated with the mass production of standardize products, market expansion
to minimize cost at optimal plant sizes and an extensive division of labor. The reversal of
this trend toward increasing size of enterprises and establishments in the 1970s saw the
share of small enterprises start to grow, particularly in term of employment™ " (Sengenberger
et al.1990).

During the 1980s,the apparent of small enterprises to create jobs at a time when
many large firms were shedding labor attracted the attention of policy —makers in many
countries. Whilst the magnitude of the increase varied considerably from country to
country, as well as between sector, Sengenberger at .al. concluded that ‘‘the increasing
share of small enterprises(<100 employees)in total employment represented a reversal of a
decline in the share in the small sector that had existed for several decades previously.
However, whilst emphasizing that data limitation (particularly with respect to the

11



availability of comparable time series) limit the scope for direct comparison ",Storey has
suggested that ‘‘the evidence available to support the sengenberger hypothesis concerning
the increasing contribution of small firms employment is convincing when the UK is
excluded™ (storey 1994)

Nevertheless, following the publication of the Birch Report (Birch 1979) which
showed that, between the year 1969 to 1976, small and medium scale enterprises had
contributed excellently about 80% in respect of net employment growth in the US, since
then, most of the Europeans countries’ policy makers re-focus toward the SMEs
contribution in respect of employment generation at different levels like: nations, regional
or local Storey 1988).

Moreover, recessionary period had been characterized as the time in which most of
the economic activities are running down which in turn lead to lose of number of jobs
while job gain reduces, therefore, small and medium scale enterprises performance with
respect to employment had remained stable within the trade or economic circle while that
of large enterprises are getting down continuouslyDavis and Haltwanger 1992;EIM
1994;Fendel and Frenkel 1998;Schmidt 1995),particularly that of the smallest .For
example, ‘“‘In EU countries at the beginning of recession in 1991,employment in micro
enterprises continued to increase whilst that of small and medium enterprises remained
unchanged and that in large enterprises decline. However, during the recovery in 1994-5,
large enterprises were the first to increase their employment™ (EIM 1997).1t would appear
that ‘‘employment in large enterprises is more vulnerable to cyclical effects than
employment in SMEs. During recessionary periods, SMEs are able to partly offset job
losses in large firms while during recovery periods employment growth is concentrated in
large enterprises” (EIM opt. cit).

In an effort to explain the re-incorporation of the sector of SME firms, David storey
(1994)had differeciated between influences of demand and supply side, in respect of
supply side ,new product and services came up through the development of the
contribution of technological chances and the marginalization of activities of new
knowledge base, which had provided the chance for new and small companies. In some
sectors, such as printing, technological change has contributed to a reduction in the

12



minimum optimum scale of production, enabling smaller firms to compete more actively
with larger enterprises. In the other cases, such as business services the growth in the
number of small firms is based on the new ‘commodity’ of information™ (Storey
op.cit).Increasing the chances for scales have also came up from the fragmentation through
the strategy for cost reduction in for larger enterprises which assisted immensely in
outsourcing and sub-contracting out. Whilst it is difficult to estimate the extent to which
the increase in either the number of small firms, or the people they employ, is a result of
externalization strategies of large firms, it is clear that the growth of the small firms sector,
during the 1970s and 1980s particularly, reflected changes in the nature of the relationship
between firms of different sizes.

The rise in the number and roles of small scale is incorporated with strategic moves
between the services and manufacturing, alongside a shift or moving upward of the
demand for business services. Rising the real incomes have assisted to a growth in
consumer demand for more alternative sequel of products and services, thereby creating an
inche opportunities that small scales are ideally deserved to serve. Potential entrepreneurs
there have been a rise in their supply, convinced during some time by recession factors that
can be the or lead to so-called ‘enforce entrepreneurship’. Finally, government policies,
which, in Storey’s analysis, include privatization, deregulation and taxation policy as well
as direct support measures designed to promote or assist small business development, have
also contributed. Whilst the precise nature and extent of commitment to SME policy varies
between European countries, most EU member states attempt to encourage the
development of SMEs through some combinations of policies designed to improve the
environment for enterprise establishment and development (such as through deregulation,
liberalization tax reform) and direct support measures (such as financial schemes or tax
relief) (EIM 1994).

It is clear that ‘‘the re-emergence of the small firms sector in Europe’s mature
market economies is associated with a change in the nature of the relationship between
firms of different sizes, which has involved a number of processes. Contracting and
outsourcing by large scale enterprises provide business opportunities in favor of small
scale which in other ways, can aid to the growth of clustering in which some number of
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large scale acts as last producers, the customers for their small scale suppliers. Small scale
in this regards can contribute up to a regional competitiveness in line with their supply role
to most of the large scale and by extension to regional innovation through the dynamic
nature of their inter-relationship with large firms. Moreover, from an economic
development perspective, the efficiency of the local supply system and ability of SMEs to
develop linkages with large firms affect not just regional competitiveness but also the
spread effect associated with any expansion of leading firm within the region. In other
cases, regional competitiveness may be based on the interdependence between SMEs
rather than on the strategies and actions of individual firms or a dependence of SMEs on
larger firms. Whilst it may be argued that the social condition within which such integrated
production systems develop are highly specific, the potential advantages of co-operation in
terms of external economies of scale between SMEs,between SMEs and large firms and
between SMEs external agencies makes region where such network exist of considerable
policy interest,even if the importance of local economies networks for the majority of

small firms is the exception rather than the rule™"(Curran and Blackburn 1994)

2.3 Small and Medium Scale Enterprises (SMES) in Nigeria

Since countries must not have similar way for classifying and defining their small
and medium scale enterprises sector, neither does a single acceptable definition worldwide.
Its solidly depend on the purposes as well as on how the regulation of the SMES sector are.
Hence, there are three approaches or ways which is generally applied by the vast majority
of countries, either in separate identity in conglomerate, these are: 1) capital investment on
plant and machinary,2)number of workers employed and 3)volume of production or
turnover of business.

Even though, there is no single definition for them that is universal, but they are
clearly distinguishable in most of the country(s) whether developed or developing. The
militating factors that exposed them to many of their problems are: quantitative or
comparative.

Looking at the quantitative one, it focuses mainly on the structure of the

management that is internally, ranging from; process of decision making, financial issues,
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attendance etc. It is understood that vast majority of SMES are being handled or taken care
of by one, two or three individuals and these are mainly friends, relatives or even partners
in business where the decision couldn’t be reached by anyone except them. In such a
situation there is no serious concern on personal and business assets on how to handle
them.

Secondly, on the issue of comparative factors, it is a way in which the SMES are
situated, for instance small and medium scale enterprises in comparison with the large

enterprises or rather large enterprises in comparison with the giant corporate sector.

2.3.1 SMES Capacity Building in Nigeria

In its efforts to acknowledge the contribution of SMES in the country, the Nigerian
government remained committed to promote the growth and development of small and
medium scale sector. Hence, its effort was demonstrated through the establishment of some
agencies that could assist, these include: Nigeria directorate for employees NDE, National
poverty eradication program NAPEP etc. This was also posited as, in respect of small and
medium scale enterprises substantial contribution toward the country’s economy, the
initiatives and strategies to uplift the development of SMEs were figured out essentially in
most of the government developmental plans with the aims of promoting growth within the
sector, decade ago, a clear efforts have been demonstrated toward the establishment of
National Directorate of Employment NDE, National Program for the eradication of
Poverty NAPEP (Ogwuma, 1995).

The state carried out the industrialization model which was immediately came up
after the independence of Nigeria during the year 1960 and after that there were 1970s and
1980s which faced the constraining factors in terms of growth of small and medium scale
enterprises. During this period, SMES were faced with lots of discriminations some which
are;

First, trading activities were regulated in such a way that large enterprises could
easily obtain license for the imports among others more easily than small scale enterprises,
and equally they were denied the privilege for most of the incentives with regards to
investment due to high-rent seeking service cost.
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Secondly, coming up to the issue of financial activities which is of paramount
important in every set of business dealings, SMES also were discriminated, this is because
due to the certain selective credit control procedure that charges high rate of interest in
respect of loan acquisition which mostly is within the range of SMES small scale
enterprises and hence, favor the large scale enterprises by charging lower rate of interest.

Thirdly, with regards to the issue of government regulation is very discouraging,
simply because some government stuffs like; tax, fixed cost for complying with
import/export are also in favor of large scale. Thus, afore mentioned weight down the
small scale.

Fourthly, due to the nature of under development in Nigeria, the below research
stated it as, due to the over reliance on ineffective established state of infrastructural
facilities by SMES which include; water, electric power and affording other means for
developing seem to be difficult. Similarly, still, lack of skilled entrepreneurs, managers etc
hampers the growth of small and medium scale enterprises SMES (Tendler and Amorim
1996).

In view of the above situation, there is an advice in his research as,
the ongoing changes that have an impact on the business environment with regard to the
technology innovation and globalization process, urges small and medium scale enterprises
SMES including other organizations as well, particularly in Nigeria so as to improve ,
maintain and realized the newly competitive advantages within their market
position(Aremu 2004).

Contextually, with regards to the above phenomenon, the Nigerian government
should geared its efforts towards strengthening SMES thereby motivate domestic

investment in order to promote economic growth.

2.3.2 SMES Strategy for Sustainable Development

Sustainable development is considered as an important requirement for reaping
economic goals with the exception of mis-handling it. At an initial stage, researchers
handling with sustainable development have come to the conclusion that, for sustainable

development to ensure, it has to maintain these: individuals, organizations, system of
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economy, sustainable politics etc (Starik and Rands 1995; Costanza and Daly 1992; Gallup
International Institute 1992).

Similarly, government, residents, consumers and enterprises assist and observe an
important role in securing the sustainable development. In line of this, if the aim of
sustainability are to be realized, small and medium scale enterprises must be reviewed to
reduce their non-positive ecological and social impact as deduced by (Gladmin,1992)

In general, SMES will be given the assistance so as to facilitate growth. The SMES
sector is recognized to be the prime mover of the modern day economy. The advantage of
this part is undisputed. Hence, the yawning gap that exists between the needs policy
response and the demand in this unorganized sector was every time weakens the prospects
of the sector. Having witness the economic turbulence recently has equally increase the
number of problems of the sector.

Therefore, it is paramount for us to make sure the SMES sector which is
experiencing the toughest time in the history of industry, should be immensely assisted by
the following: stakeholders, associations, government, financial institute etc, so as to
encourage the sector to observe its sustainable duties in an economy.

The contribution of small and medium scale enterprises with regards to the
development is relatively small, but in general it has a very enormous impact towards the
development quality of a particular geographical location as posited that, the more the
establishment and existence of small and medium scale enterprises in an economy, the
easier for achieving the sustainability through their roles (Welford and Gouldson, 1993).
The increasing number of the SMES in a particular economy the more advantage is the
SMES role for reaping sustainability when comparing it with the large scale enterprises,
SMES showcase certain benefits for particular geographical area that has the zeal in
achieving or reaping sustainable development, which could be term in the following
categories: economic, socio cultural, environmental and collaboration. Generally, on the
issue of economic contribution for sustainability came through the assumption that SMES
would be own and run by the residents and the indigenous unlike the large enterprises.
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More specifically, within the SMES environment a particular research posited that,
a highly personalized features like; owners-managers, attitude of firm entrepreneur,
prejudices are being used for management process (Jennings and Beaver, 1995).

As indicated or stated above, indigenes residents were allowed by the SMES to take
part within the economic development and to gain the economic advantages realized by the
community (Howards and Hine 1995).

Moreover, the residents that run the SMES should re-invest their gain upon the community
while large enterprises are mainly act internationally.

Lastly, the capital that would hardly be enjoyed by the economy was draw out by
the SMES so as to assist new market through the improvement of both back and forward
linkages that exist among; geographically, economically, socially as well as the diverse
sector of the economy(Howard and Hine 1995).However, he suggested in his research as, it
is generally believed that small and medium scale enterprises contribute significantly in an
economy , and for that to ensure effectively, it has to be internationally competitive(Diego
and Juan 1998).

The SMES performance is of serious concern for every country; this is because the
sector has a crucial role to observe upon the social and economic development by
providing immensely on the part of income, employment as well as the rural and urban
development (Hallberg, 2000; Olutunla, 2001; OECD, 2004; Williams, 2006).

Vast majority of the nations that are industrial have been observed as, small and
medium scale enterprises obtain about 98% of industrial sector of an economy and also
provide most of the employment (Sanusi, 2003).Therefore, it is also discovered that SMES
provided jobs for more than 22% of the teeming adult group in developing
economies(Kayanula and Quartey 2000). They (smes) equally continue to generate more
and more per unit employment for the capital other than the large scale (Inang and
Ukpong, 1992).

And, on the account of the Nigeria GDP, about 50% of its were contributed by the
SMES(Odeyemi, 2003).This is totally similar with what was discovered by another
researcher as ‘‘the SMEs account for about 70% of industrial employment™ (Adebusuyi,
1997).
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However, upon all the good deed of the SMES sector, they are much vulnerable
and least of them could survive because of militating problems that include: cost of setting
the business, financial issue, low profitability and sales etc. Securing the commencement
capital and expansion one is equally another perennial problem of SMES, if not worldwide
but in Nigeria. Banks have the capability to inject resources in order to meet their need or
demand, and still there is an existing gap between supply of funds by the banks and the
demand needs of SMES.

2.3.3 The Structure of SMES in Nigeria

The structure of small and medium scale enterprises in Nigeria comprises different
sort of businesses that are legitimate by the laws of the country, more so, they operate in
every part of the country irrespective of the tribes or religion, language or culture. SMES
consist many of the people that engaged in the field of distributive trade that form almost
50% portion that is own and run by the small and medium scale enterprises. Equally, the
manufacturing sector carries 10%, while agricultural sector takes 30% and also the
remaining 10% goes to the services and the total portion of the percentage constitute
100%(Odeyemi, 2003). Similarly, many researchers show that, in term employment,
SMES has taken credit, simply because based on the indication that 70% jobs of the
Nigerian industrial sector were provided by them.

2.3.4 SMES Finance and Government Initiative in Nigeria

The small and medium scale enterprises within the Nigerian context are expected to
secure or get their funds from the following sources: Debt and equity. Debt, enterprises
secure their funds through external borrowing for the purpose of expansion. These external
debts could be obtained either in a formal way or in an informal one. The informal way
include; cooperative societies, friends, credit associations or even relatives etc. While the
formal sources; Bank and sometimes government agencies. Hence, considering the level of
people attitude toward saving or saving propensity is relatively low especially from the low
income level; therefore, mostly borrowing from the informal source is relatively minimal.

Similarly, with regards to the accessibility of the formal source, is a bit higher than the
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informal one. This is because, considering the banks that the suppliers of fund, they don’t
expand the loan size for the SMES. On the other hand, SMES are scared of obtaining loan
because of high service cost or interest and sometimes the maturity of the facility is not
favorable. The obstacles of funds issue had been in existence for long, even though several
programs were established by the government purposely to assist the sector of small and
medium scale enterprises. The establishment by the government had been on ground since
1970, and several credit scheme.

Therefore, Hallberg (2000) observes that, the strategy for offering assistance by the
government to both developing and developed countries is on ground in order to reap the
combine aims of equity which include;( gender inequalities, social ethnic, and addressing
poverty alleviation) also objectives of efficiency include(increase in productivity and
firm’s profitability).

However, there is a total disagreement based on the above observation, the
argument of the Ojo (2003) is, most. if not all, the assistance programs for the small and
medium scale enterprises by the government were failed to achieve its aim. Similarly,
another researcher supported it as, the several programs established to achieve the desired
goals, they could not because of numerous number of obstacles which include ; lack of
monitoring and lack of poor evaluation of project which in turn led to mis-use of public

funds with the aim of promoting private sector enterprises Tumkella (2003).

3.2.5 Perception of SMES Growth Constraints in Nigeria

The study critically examined the symptoms that influence the performance, growth
and development in respect of small and medium scale enterprises
In Nigeria and what negative effect the policy could face by the factors. Previously, a study
conducted on the issue of Nigeria growth constraint, and posited that, growth, development
and performance of small and medium scale enterprises in Nigeria and what consequences
the policy will face, the number of reasons were justified by the study, more so, external
funding institutions were faced with lots of borrowing by the Nigerian government in its
effort to make immense spending in respect of small and medium scale and entrepreneurial

business development programs, which unfortunately rendered poor result Mambula
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1997). Therefore, manufacturing value-added product in terms of employment creation,
export or import substitution were faced with little progress because of the factors that

impede the development of small and medium scale enterprises in Nigeria.

2.4 SMES and Economic Growth

Growth is nothing more than simultaneous increase of all goods and services from
the various sectors of the economy usually a year. In line with the importance of small and
medium scale enterprises in developing as well as developed countries SMES’ role would
be re-considered in the economy of a nation. The yard stick for measuring the development
level include but not limited to; urbanization, industrialization, modernization, meaningful
employment for the people that are willing as well as able to provide their factor services,
equitable distribution, per capita income, undergoing and living a quality life by the
citizenry.

It is obvious that, in most, if not all the economic environment the small and
medium scale enterprises exist so also in Nigeria. The background history of SMES in
Nigeria could be ascertained during the year 1946 (i.e the commencement year of SMES)

In its effort to ensure the growth and the development of SMES which in turn will
be a means of poverty alleviation in the country, there was a commitment since the
establishment of Structural Adjustment Program SAP in 1986 with the aim of reforming
the economy. According to a study that posited as, small and medium scale enterprises is
considered as an avenue for growing the Nigerian economy and also help in alleviation of
poverty which in turn reduce the level of unemployment. Moreover, enhancing such
enterprises in growing economies like Nigeria is very crucial simply because its help in the
provision of; entrepreneurial development employment, wealth, self-dependence, income
and other economic uplifting factors (Aremu 2004). Additionally, during the unfavorable
balance of payment, small and medium scale enterprises contributed a lot in respect of
growing the industrial sector which in turn help in export portfolio as well as generating
the smoothening effect that get-rid the unfavorable balance of payment. It was also stated
as, small and medium scale enterprises observe a crucial role in an economy of a particular

country in relation to their supportive developmental level. Additionally, re-stated that
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since 1980 Nigeria had been on the part of poverty increase even though it’s a worldwide
phenomenon Aremu (2004)

However, based on the above issue, there is a disagreement by (Adeyemi and
Badmus 2001 and Schmitz 1982) they argue that, enough and sufficient funding of small
and medium scale enterprises could curtail if not eliminate the unemployment in Nigeria.

It is therefore discovered generally that, through the development of SMES sector,
the desired employment could be obtained (Awosika 1997, Schmitz 1995) while another
position is stated as, Small and medium Scale Enterprises provide employment generation,
income and savings, they are considered as prime mover and engine for enterprenuerial
development Gunu (2004) and Aremu (2010).

2.5 SMES and Economic Development

One of the important features of rising and growing the economy has to do with the
booming of small and medium scale enterprises sector. They observe a crucial role toward
the development of a particular country (Feeney and Riding, 1997). In several ways, they
contribute toward the development of an economy. Some of the ways are; by providing an
employment for both urban and rural residents and also by providing sustainability as well
as the innovation in an economy at large. Additionally, directly or indirectly vast number
of people heavily rely on it (Fida, 2008).Therefore, the growth of small and medium scale
enterprises is considered as an avenue to accelerating the aim of a large socio economic
mission, alleviation of poverty is inclusive (Cook and Nixson 2000).While another study
exerts that, country’s development process has been observed by the Economics through
its crucial roles, the main concern of development process is to ensure the people living
standard is on increasing rate, while obtaining needs that are basic necessities by the entire
people at an affordable price is the effort of life sustaining, it is pertinent to know that
absence of some certain needs to people make their life to be in danger or none at all,
additionally, when the majority of the people are excluded while small number of people
enjoy the benefit, there is no development(Todaro and Smith, 2003).

The previous non positive effect of economic hard-ship, have worldwide affected
the condition of many people. With regards to this negative conditions, a study posited that
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it is pertinent to consider the job creation effort or ability by the small and medium scale
enterprises were enhanced (Barakat, 2001).Therefore, another study supported it as, an
enhanced and well supported small scale tend to continue to provide its contribution
toward growth and development of an economy in a manner that large scale enterprise
does (Abraham, 2003).

The economic down turn that caused the rising unemployment as well as declining
the living standards in group of developing countries. This was an ugly situation due to the
fact that, the economy was left with no option than to reshuffle the jobs which cause many
people to lose their jobs (Abraham, 2003, DTI, 2004).

2.5.1 Relevance of SMES in Economic Development

Small and medium scale enterprises carries out an important contribution in
transforming the agricultural economy comes to an industrial one that set many
opportunities for processing certain activities that could provide sustainable way of
revenue and promote the process of development. A study reveals as, small and medium
scale enterprises SMEs help in ensuring the system of a particular economy is flexible, in
the sense that large, small and medium scale are interlinked, this linkages are very crucial
especially with regard to the attracting the foreign investment (Fida, 2008).

Small And Medium Enterprises Development Agency(SMEDA)provides that
SMES formed almost 90% of the Pakistan enterprises,80% employment of labor force for
nonagricultural sector, they also provide 40% share in annual GDP approximately(Harvie
and Lee, 2003; Neumark et al, 2008).

Economist, politicians and academicians are in agreement that, small and medium
scale enterprises enhancing and promoting their development through entrepreneurs will
promote and contribute a very good strategy for economic development, in respect of
economic development small and medium scale provide most of the newly created jobs in
an economy and it presume the jobs are good ones(Edmiston, 2007). Therefore, one of the
interesting features of the sector which is informal 1is ‘‘its flexibility in
production™ (Sanchez, 2006).Those businesses that are successful are those that keep
inventing newly improved vast number of products. Additionally, businesses that are small
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in nature are highly flexible and efficient to adopt to varying market conditions. Moreover,
it is pertinent to provide a conducive environment of which small business could be
established, provided needed jobs for the purpose of ensuring a good economic
development (Edmiston, 2004).

In order to improve and enhance developing countries economic situation, there is
need for ‘‘a strong focus on macroeconomic stabilization including the promotion of
SMEs, the pursuance of massive trade and investment liberalization programs are vital to
encourage foreign direct investment™™ (DTI, 2004). In view of this, a country should
remain committed on relieving the restrictions in favor of investors whom should enjoy tax
relief, and establish a conducive atmosphere so that SMES promotion could be easier (DTI
2002).

2.6 Contribution of SMES to the Economy

Based on the development of socio-economic point of view, small and medium
scale enterprises established several benefits (Advani, 1997). Large scale enterprise does
not have much advantage when comparing it with the small scale businesses. Simply
because cooping easily with market conditions is not a barrier to them and even the
unfavorable economic conditions could be withstand because of their flexible nature.
Labor intensive is their nature unlike large scale enterprises and even the cost of formation
with regards to job creation is relatively low comparing it with the large scale. They
observe crucial roles in ensuring stability of income, economic growth and development
(Liedholm and mead, 1987; Schmitz, 1995). The contribution that small business can offer
toward the economy of a nation, wealth creation should be considered and acknowledge by
the central authority at an initial stage and to be recognized as an integral part of economic
development process. Additionally, the position in line of this is stated as ‘‘Small
businesses which can be defined as small firms with less than 500 employees are integral
part of any national economy ™ (Edmiston, 2007). Small business in terms of work
force/employment within the private sector, provide more than half of it, provide almost %
of net newly jobs year by year as well as generate almost the output of private sector more
than half.
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2.7 SMES and Jobs Creation

Industrialization in relation to the economic development can be achieved with the
help of small and medium scale enterprises SMES. Hence, They have crucial effect upon
the following; utilization of resources efficiently, employment, tax revenue, distribution of
income as well as family income stability. United Nation Industrial Development
Organization UNIDO for the growing countries exerted that ‘‘integration into the global
economy through economic liberalization, deregulation and democratization is seen as the
paramount way to triumph over poverty and inequality. Important to this process, is the
development of an animated private sector, in which small and medium enterprises can
play a central role™" (Bies, 2002; Fida, 2008).

Small and medium scale enterprises have the zeal to provide employment for the

vast number of people especially in production process unlike large scale enterprises.
Similarly, they play an important role in terms of providing productive employment
opportunities, minimization of poverty, at the same time income generation. Therefore,
based on the statistics, countries that are industrial, most of the private sector employments
were provided by the small and medium scale enterprises. It was exerted by the empirical
study as  ‘*SMEs and informal enterprises, account for over 60% of GDP and over 70% of
total employment in low income countries, while they contribute about 70% of GDP and
95% of total employment in middle income countries™" (Fida, 2008).
In its effort to provide the data, Department for Trade and Industry DTI, is of the view that
several number of net newly jobs had been provided by an enterprise with more than 500
employees. According to Edmiston, ‘‘the bulk of net new jobs were created by firms with
500 employees or more. Net jobs are the total of new jobs created by the firm startups and
expansion/cross job creation, minus the total number of jobs lost by the firm closures and
contractions/cross job lost™™ (Edmiston, 2004).

The planning that are strategic undoubtedly can help the business to expand and
grow at a particular point in time. Small and medium scale enterprises would not remain

stagnant forever, as such, some if not all will expand and grow when the strategic planning
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is adequately put in place (Schayek, 2008). This process of changing the business class
size from small to medium and from medium to large really helps each category.

However, changing of business class size into and out at the same time causes the
increase or other wise of jobs within those class sizes (Edmiston, 2004)
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RESEARCH METHODOLOGY

Introduction

The objective and systematic analysis is what the methodology of a research is all
about and also to witness the recording of observed data which in turn can lead to the
certain generalizations, development of principles and even noticed some theories of a
particular result that can help in predicting and possibly control events (Best, 1985).
Research methodology is the approach adopted in any organized way for the purpose of
providing relevant and efficient information in order to handle the identified problems.
Therefore this chapter is structured in such a way that useful data will be sourced using one
of the required recognized methods in order to find solutions to the identified problems on

the “’Role of Small and Medium Scale Enterprises in Economic Growth in Nigeria .

3.1 Population of the Study

A population encapsulates the entire conceivable element of which the researcher
has a particular interest upon it. Asika (1991) States ;it is the set of all objects (units)or
observation about which conclusions are to be drawn. It refers (population) to the
collecting of group of items, objects or people, which share similar features or
characteristics which underline the subject of interest of research.Hence,the population of
this study is all of the Small and Medium Scale Enterprises in the Nigerian Manufacturing

industry.

3.2 Method of Data Collection
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This is the process of obtaining data from source or otherwise for the purpose of
extracting findings from the information generated. The data collected have to be analyzed
in order to obtain meaningful information. The analysis would be based on the data
obtained. The study used secondary data.

The secondary data was obtained through documents survey which means consultation of
journals, magazines, seminar papers and most of all text books, in order to generate
relevant data, especially with regards to the literature review and other parts of this

research work.

3.3 Model Specification
This part of the research portrays the specified model being used in this work, the
investigation made use of econometric model to find out the roles of small and medium

scale enterprises in Nigeria economic growth. The general model can depicted as:

Yi= 0t Br SME+ B2 XA U everereeeeeeeeeeeeeeeseee (1)

Where: Y = Per capita Real Gross Domestic Product;
SME = Small and Medium Enterprises (SMES) activities;
X = set of control variables;

o = Intercept or constant;

= Parameters or Co-efficient of explanatory variables;

u = Error term;

The variables are in first difference

More specifically in our context, the model is depicted as:

LNAGDP = o + B;LNASME; + B,LNAINV; + BsLNARG; + Ba +t (2)

LNAGDP =Log of gdp per capita.
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LNASME =Log of small and medium scale enterprises (share of employment).
LNAINV =Log of investment rate(represent the macroeconomic environment).

LNARGT =Log of real government transfer(funds)

3.4 Description and Sources of Data

The frequency of the data is yearly and it encapsulates the period ranging from
1981-2002. In an empirical analysis per capita growth in GDP is used as a proxy for the
growth rate of the economy. The following data are; GDP per capita, SME, investment
rate, and government transfer were obtained from:
Central Bank of Nigeria CBN, Nigeria national population commission NPC and
International monetary fund IMF respectively.
LNSME represent the share of SME contribution to the total GDP, LNINV represent the
macroeconomic environment and LRGT represent the real government transfer (i.e

government transfer divided by consumer price index cpi ).

3.5 Method of Analysis

““OLS is one of the simplest (if you can call it so) method of linear regression, the
goal of OLS is to closely fit a function with a data, it does so by minimizing the sum of
squared errors from the data. While two stage least square(2sls) is considered to avoid the
inconsistencies of the OLS.

Co-integration is a method of statistical time series analysis, if two or more time
series are co-integrated they share a common stochastic drift. Furthermore, VECM is
a dynamical system with the characteristics that the deviation of the current state from its
long-run relationship will be fed into its short-run dynamics™ .

The study made use of macroeconomic analysis of the relation between small and
medium scale enterprises growth of an economy and development as well. The study also
aims at analyzing the impact of small and medium scale enterprises SMES expansion of
growth rate through the gross domestic product per capita, at the same time controlling
some of the factors that can affect the economic growth within the macroeconomic

environment.
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3.5.1  Research Hypotheses

The relevant research hypotheses for this study are specified in null form as
follows:
Hypothesis

HO: SMEs has no effect on economic development in Nigeria.

3.5.2 Model Specification/Efficiency Test

The regressed model is analyzed using the ordinary least square OLS and vector
error correction model (VECM). The ADF test and other time series diagnostic tests are
employed like: Histogram normality test, serial correlation LM test, ARCH effect test and
endogeneity test as well. Based on the above tests, it is revealed that, the estimated model
is stable and efficient to provide good explanation in relation to SMES effect in the long

run on Nigerian economic growth.
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CHAPTER FOUR

Attainment of predetermined target indisputably means the focus of every Research
which demands absolute accentuation of cautiousness so as to prevent Chancy result that
might turn the entire work useless. It (the research) has to conspicuously present the data
collected (which must be harmonious with the objectives and the research
hypothesis/question of the study), analyze and interpret it, which is the main deal of this
chapter.

4.0 Small and Medium Scale Enterprises (SME) and Economic Growth with SMES
proxied by Share of Employment

The table below depicts the result of ordinary least square OLS. The variables are
shown while the figures in the second column show the result for the OLS estimates. The
way the equation (2) is specified, the coefficient represents the dependent variable
elasticity for each explanatory variable. The log of per capita gross domestic product
GDPPC is the dependent variable.
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4.1 Table: 1 The Result of Ordinary Least Square (OLS) Regression

Variable OLS: Estimation 2SLS: Estimation
Constant 11.5724 11.6645
(0.1092) (0.1400)
[0.0000] [0.0000]
LNSME -0.0167 -0.0977
(0.0444) (0.0708)
[0.7104] [0.1877]
LNINV 0.9988 0.8801
(0.0507) (0.0875)
[0.0000] [0.0000]
LNRGT -0.0016 0.0012
(0.0029) (0.0065)
[0.5769] [0.8471]
t 0.0087 0.0056
(0.0015) (0.0027)
[0.0000] [0.0549]
Adjusted R Square 0.9816 0.9786
Number of Observations 22 22

The numbers in parenthesis () are the robust standard errors while the ones in squared bracket [ ]

are the p-value(s)

Based on the OLS result, economic growth elasticity of small and medium scale
employment expansion is -0.0167.This shows the percentage share of small and medium
scale employment is not associated with growth of Real GDP Per capita RGDP. The
coefficient for the log of SME is insignificant at ten percent level of significance.

Rate of investment indicates strong and healthy effect on economic growth. That is
to say, it is significant at one percent level of significance with positive sign as expected. A
one percent increase in an investment rate leads to a 0.9988 increase in the Real Growth
GDP Per capita. The strength and direction of the relationship are also significant.

Based on the OLS result shown in Table 2,it is simple to conclude that the
relationship that exist between Small and medium scale enterprises and the growth of an

economy aren’t robust. Despite OLS is used, it is not possible to ascertain whether Small
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and medium scale enterprises could cause impact on economic growth. Therefore, the
results are exposed to simultaneity bias.

In order to check for the presence or absence of endogeneity problem, the Housman
Procedure is conducted. First, the regression of LNSME is observed on all exogenous
variables. Therefore, equation 2 is estimated once more by inserting the retrieve residuals
as additional variable explanation. The second regression results show the coefficient on
the retrieve residuals is not different from zero. This therefore, depicts the absence of

endogeneity problem in equation 2 (see Appendix).
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Table 2 SMES proxied by Share of Loan

Variable OLS: Estimation 2SLS:Estimation
Constant 11.5361 11.4782
(0.0378) (0.0516)
[0.0000] [0.0000]
LNSSMEL 0.0008 -0.0003
(0.0059) (0.0084)
[0.8843] [0.9708]
LNINV 1.0053 0.9546
(0.0688) (0.0913)
[0.0000] [0.0000]
LNRGT -0.0018 -0.0034
(0.0029) (0.0050)
[0.5372] [0.5057]
t 0.0092 0.0091
(0.0011) (0.0015)
[0.0000] [0.0000]
Adjusted R Square 0.9815 0.9761
Number of Observations 22 22

The numbers in parenthesis () are the standards errors while the ones in squared bracket [ Jare
the probability(s). Log of SMES share of loan (LNSSMEL)

Based on the OLS results in Table 2.The coefficient of LNSSMEL, LNINV and t
variables are positive while that of LNRGT is negative respectively. The coefficient of
LNSSMEL is positive (0.0008) and insignificance at Ten percent level of significance.

Similarly, the coefficient of LNINV is significance at one percent level of
significance. A one percent point increase in rate of investment is associated with 1.0053
percentage point increase in Gross Domestic Product. The coefficient of government
transfer to public is statistically insignificance at ten percent level of significance.

Now we consider the other encapsulated time series such as: log of gross domestic
product (LNGDP),log of small and medium scale enterprises SMES (LNSME),log of

investment rate (LNINV) and log of real government transfer (LNRGT) unfortunately
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none of them was found to be stationary. However, after differencing the series, it
indicated the rejection of null hypothesis at the first difference. Similarly, this shows that
the first difference of log of GDP, SMES, INV and RGT and their variance convergence
over a period of time.

However, looking at the possibility of biasness of OLS estimates and the
consequences of regressing the non-stationary series on stationary times, the study equally
made use of Co-integration and VECM to figure out the long run and short run relationship

that exist between the series.

4.3 Empirical Results Based on Co-integration and VECM

The relationship that exists between the SMES and economic growth in Nigeria in
the long run is clearly indicated by using Johansen Co-integration test. Furthermore, result
is established for the log of GDP as dependent variable. This shows the presence of long
run relationship among the following: log of (GDP),(SME),(INV) and (RGT) respectively
in Nigeria from 1981 to 2002.

4.4 Unit Root

It has been a common practice, in applied econometrics analysis to test the order of
integration of the time series. The study applies Augmented Dickey Fuller ADF unit root
test, at level and at the first difference of the time series with presumption of no drift and
trend, to have the information about the order of a time series, ADF test results reported in
the Table below, and the results show that we are unable to reject the null hypothesis for
the presence of a unit root at level of each of the time series. All of the time series are

stationary at their first difference.
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Table 3: ADF Unit Root Results

Variable Level Difference prob at 1° diff
LNGDP -2.3988 -5.1424 0.0000
LNSME -1.4464 -4.1372 0.0004
LNINV -2.5111 -5.0196 0.0000
LNRGT -0.6733 -2.1057 0.0369
LNSSMEL -2.2279 -6.4101 0.0000

Rejected the HO of unit root at(p-values) 1% and 10% significance level.
Table 4: Johansen Co-integration Coefficients
LNGDP LNSME LNINV LNRGT
1.0000 -0.1383 0.9930 -0.0213
(0.0286) (0.0379) (0.0067)
[-4.8297] [26.151] [-3.1392]

The numbers in parenthesis are the robust standards error and the ones in squared bracket [

] are the t.statistics.

The above table shows the co-integrating vector normalized with respect to
LNGDP. Results show that LNSME has a negative impact on the dependent variable
LNGDP. This means that in the context of Nigeria SMEs don’t positively contribute to
economic growth in the long run. However, as expected, investment rate is highly
positively significant so increase in the investment rate leads to a higher growth rate. With
regard to government transfers, they have a negative impact on growth of Nigerian
economy.

Given the fact that variables of the model are co-integrated, we have estimated
VEC model, results of which is shown in the table below. In this table we only report

results for variable of our interest, D(LNGDP).

4.6 Vector Error Correction Model for d(Ingdp)
Dependent Variable: D(LNGDP)

Method: Least Squares

Date: 03/20/14 Time: 19:29
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Sample (adjusted): 1983 2002
Included observations: 20 after adjustments
D(LNGDP) =C(6) C(1)*( LNGDP(-1) + 0.1383698937*LNSME1)-
0.9930811168*LNINV/(-1) + 0.02131413389*LNRGT(-1) -
0.005994385878*@TREND - 11.72710545) + C(2)
*D(LNGDP(-1)) + C(3)*D(LNSME(-1)) + C(4)*D(LNINV(-1))
+ C(5) *D(LNRGT(-1))

Coefficient Std. Error t-Statistic  Prob.

C(@1) -1.055374 1.185050 -0.890574 0.3882
C(2) 0.993111 1.159291 0.856654  0.4061
C(@3) -0.032434 0.218219 -0.148631 0.8840
C4) -0.680127 1.111332 -0.611993 0.5504
C(5) 0.030274 0.069297 0.436878  0.6689
C(6) -0.002020 0.019113 -0.105709 0.9173

VECM model is used to capture the short-run dynamics. As we see in the above table,
none of the variables is significant including LNSME. This means in the short-run SMEs

have no impact on economic growth in Nigeria in the short run.
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CHAPTER FIVE

The unmingled rationale behind the conduct of every research is to discover the
unknown preclusion of this aim violates the basic rudiments of research, and thereby
rendering the work unacceptable. A research has to summarize the findings on the basis of
which conclusion and recommendations are arrived at, this indeed constitutes the main
concern of this chapter.

This study concentrates on the impact or role of small and medium scale enterprises
SMES on economic growth in Nigeria. It has used annual time series data for the period of
1981-2002 .The analysis encapsulates the followings: Ordinary Least Square OLS, Second
Stage Least Square 2SLS, cointegration techniques and Error Correction Mechanism ECM
Models for the long run and short run effects of Small and medium scale enterprises,
Investment and Real Government transfer. Therefore, until observing the methods above,
the study carries out Augmented Dickey Fuller ADF Unit root test on each time series data
so as to become stationary, and they became at their first difference.

1) Based on the first Ordinary Least Square OLS result, the inverse relationship
between the relative size of small and medium scale enterprises SMES and
economic growth is highly strong, despite the efforts for controlling many other
variables for growth determinants.

2) It was discovered at the second Ordinary Least Square OLS result that, the relative
size of inverse relationship between SMES and economic growth is not much
strong.

3) It was also found out at the third result(Cointegration) that, SMEs have a negative

impact in the long run.

38



4) The impact of the relative size of small and medium scale enterprises SMES on
economic growth is very much scanty, which shows that strong inverse relationship
as shown in (1) above is through economic growth.

This study succumbs the impact of small and medium scale enterprises SMES
development research finding .Apart from that, the empirical results and the analysis
indicate that investment rate has a strong impact on economic growth, and cyclical effect
as well. Government transfers are negatively related with an economic growth, which may
be because they act as disincentive to work. It is clearly shown that strong macro-economic

performance is of paramount importance for sustainable growth.

5.2 Recommendation(s)

1) The federal government of Nigeria should provide the much-awaited National
Credit Guarantee Scheme for small and medium scale enterprises SMES which would
guarantee greater percentage of loans needs by them(smes).

2) The government should deal with and upgrade rural/urban means of
transportation system such as: road, water, railways etc, so as to help the local
manufacturers more importantly SMES.

3) The government should continually shun any act of bribery and corruption so as
to ensure transparency and due process in the conduct of business(s).

4) The government should within its capacity establish National Rehabilitation
Fund NRF as a way of assisting the viable but ailing small and medium scale enterprises
SMES.

5) Tax system by the government should be reduced in favor of SMES to zero (0)
from their first three years of operation and then up to 20% and above from the fourth
year.(Because in Nigeria newly established firms or organizations are oblige to pay 10% to
20% for their first three years of operation)

6) The owners of SMES should ensure and maintain good quality in their goods as

well as services at all level in all production activities.
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7) SMES should endeavor to provide relevant needed information to the relevant
government agency saddle with responsibility of receiving such information for the sake of
providing enabling environment.

8) The owners of SMES should be given accurate data of their return so as to
represent the Nigerian SMES sector and those that are not registered, they should in order

to represent the formal sector in general.

40



REFERENCES

Abraham D (2003). Local Economic Development (LED) in South Africa: A useful tool
for sustainable development. Urban Forum, 14: 185-200.

Acharya, S.N. (1981) "Perspectives and probl ems of development in SubSaharan Africa
" World Development, 9 Daniel et tal (1985),and Olofin (1990).

ACs, Zoltan J.,and David B. Audretsch. (1987) ’’Innovation, Market Structure and Firm
Size.”'Review of Economics and Statistics 69, 567-574.

Adebusuyi BS (1997).“Performance Evaluation of Small-Medium Enterprises (SMES) in
Nigeria.” CBN Bullion 21(4):46-52. (October/December).

Advani A (1997). Industrial clusters: A support system for small and medium-seized
enterprises, the private sector development. World Bank Occasional Paper No. 32,
Washington DC.

Aftab, K. and E. Rahim (1989) "Barriers to the growth of informal sector f i rms: a case
study", Journal of Development Studies, 25(4).

Aremu, M. A. (2004). Small Scale Enterprises: Panacea to Poverty Problem in Nigeria,
Journal of Enterprises Development, International Research and Development Institute,
Uyo, Akwa Ibom, Nigeria, 1(1): 1 - 8.

Bangemann, M. (1994), Europe and the global information society, Recommendations to
die European Council, EU Brussels.

Barakat NY (2001). The role of small and medium enterprises in the economy. Jordan
Times, Thursday, October 1.

Basil, A. N. O. (2005). Small and Medium Enterprises (SMES) in Nigeria: Problems and
Prospects, Ph.D. Thesis, St. Clements University.

Beck, Thorsten, Asli Demurguc-Kunt,and Vojislav Maksimovic (2002a) ‘’Financial and
Legal Institutions and Firm Size""World Bank Mimeo.

Bies SS (2002). Credit availability for small business. Federal Reserve Bank of New York,
Buffalo Branch, Buffali, NY.

41



Biggs, Tyler, Vijiya Ramachandran, and Manju Shah. (1998).”’The Determinants of
Enterprises Growth in Sub-saharan Africa:Evidence from the Regional Program on
Enterprise Development.” " World Bank. RPED Discussion Paper 103.

Biggs, Tyler, Manju Shah,and Pradeep Srivastava. (1996) “’Technological Capability and
Learning in African Firms™™ World Bank (Africa Region) Technical Paper.

Birch,David L. (1979). The generation Process :Final Report to Economic Development
Administration.Cambridge,MA: MIT Program on neighborhood and regional change.

Brown,Charles,James Medoff,and Jay Hamilton. (1990).Employers: Large and Small
Cambridge, MA: Harvard University Press. (Rosenzweig 1988).

Business Blog (1998). How small businesses affect our economy. 4hb.com.
http://www.4hb.com/09icesmallbizeeconomy.html.

Central Bank of Nigeria (2007) Economic Report for the First Quarter of 2007, Abuja.

Chell, E. and Adam, A. (1993). Transitional issues in moving from an entrepreneurial to a
professionally managed firm, Paper Given at the 16th National Small Firms Policy and
Research Conference, Nottingham.

Chenery, H. et al. (1974) Redistribution with Growth, Oxford: Oxford University
Press,ILO 1973.

Churchill, N.C. and Lewis, V.L. (1983). The five stages of small business growth, Harvard
Business Review, 30-50.

Cook P, Nixson F (2000). Finance and small and medium-seized enterprise development.
IDPM, University of Manchester, Finance and Development Research Programme
Working Paper Series No 14.

Dalziel L (2006). SMEs increase contribution to economy — Minister for Small Business
Media Statement. Short description of SMEs in New
Zealand.http://www.med.govt.nz/templetes/MultipageDocumentTOC_ 20196.aspxX.

Dana LP (1988). More small business is not the answer for Peru. J. Small Bus. Manage.,
vol 26. York, M. 2009.

Davis,Steven,J.,John Haltiwanger,and scott schuh. (1993) “’Small Business and Job
Creation:Dissecting the Myth and Reassessing the Facts  Business Economics 29, 13-21.

Day, J. and Reynolds, P. (1995). The importance of correctly defining entrepreneurship
when studying SME's, Paper Presented at the 18th ISBA National Conference, Paisley.

42


http://www.4hb.com/09icesmallbizeeconomy.html

Diego, M. and Juan, M. G. (1998). Sustainability as a Major Source of Competitive
Advantage for Small and Medium Sized Enterprises, 7th International Conference of the
Greening of Industry Network, November 15-18, Rome, Italy.

DTI (2002). Small business development guide. Department of Trade and Industry,
Government Printer, Pretoria, South Africa.

DTI (2004). Annual review of SMEs in South Africa. Department of Trade and Industry,
Government Printer, Pretoria, South Africa.

Dunne, Timothy,Mark J.Roberts,and Larry Samuelson. (1989) “’Growth and failure of
U.S. Manufacturing  Plants  Quarterly  Journal of Economics 104,671-
698.(Brown,Hamilton and Medoff 1990).

Edmiston K (2007). The role of small and large businesses in economic development.
Federal Reserve Bank of Kansas City, USA.

Edmiston KD (2004). The role of small business in economic development. Community
Affairs Department, Federal Reserve Bank of Kansas City, USA.

Elgar, Edward (2003) Regional Policy Innovation for Small and Medium Scale
Enterprises,Glensanda House Montpellier parade Cheltenham Glos GL50 1 UA UK.

Feeney LS, Riding AL (1997). Business owners fundamental tradeoff. Finance and the
vicious circle of growth and control. Canadian Business Owners, November.

Fida BA (2008). The Role of Small and Medium Enterprises (SMEs) in Economic
Development. Enterprise Development, Free Online Library, December.

Gladwin, T. N., Kennelly, J. J. and Krause, T. S. (1995). A Shifting paradigms for
Sustainable Development: Implications for Management Theory and Research. Academy of
Management Review. 20 (14): 874 - 907.

Hallberg K (2000). “A Market — Oriented Strategy for Small and Medium Scale
Enterprises” ,International Finance Corporation Discussion Paper, 40, April.

Hallberg K (2000). “A Market — Oriented Strategy for Small and Medium Scale
Enterprises”, International Finance Corporation Discussion Paper, 40, April.

Harvie C, Lee CB (2003). The Role of SMEs in National Economies in East Asia: Studies
of Small and Medium Sized Enterprises in East Asia, Volume II. Asian Economic Bulletin,
Volume Il. Cheltenham, UK: Edward Elgar, p. 404.

Horn P (1995). Self employed women’s union: Tackling the classgender intersection.
South Afr. Labour Bull., 9(6): 34-38.

43



Howard, D. and Hine, D. (1995). The Population of Organisations Life Cycle (POLC):
Implications for small business assistance programs.

Inang EE, Ukpong GE (1992). “A Review of Small-Scale Enterprises Credit Delivery
Strategies in Nigeria.” CBN Econ. Finan. Rev. 30(4): 249 — 278.

Jennings, P. D. and Beaver, G. (1995). The performance and competitive advantage of
small firms: A Management Perspective. International Small Business Journal. 15 (2): 63 -
75.

Kayanula D, Quartey P (2000). “The Policy Environment for Promoting Small and
Medium —Sized Enterprises in Ghana and Malawi”. Finance and Development Research
Programme Working Paper Series; No. 15, May.

Kilby, P. (1969) Industrialization in an Open Economy: Nigeria 1945-66,Cambridge,
Cambr idge University Press.(1975) "Manuf a c tur ing in colonial Africa™ in
Colonialism in Africa 1969- 78, Vol. 4, London: Cambr idge University Press.

Kumar, Krishna B., Raghuram G.Rajan,and Luigu Zingaless. (2001). “’What Determine
Firm Size?"" University of Chicago.CRSP Working Paper No. 496.

Liedholm C, Mead D (1987). Small scale industries in developing countries: Empirical
evidence and policy implications. International Development Paper No. 9. US Department
of Agricultural Economics, Michigan State University, East Lansing, MI, USA.

Liedholm, Carl, and Donald Mead (1987).”’Small Scale Industries in Developing
Countries:Empirical Evidence and Policy Implications™ Michigan State University
Internayional Development Papaers,9.

Little ,Jan M.D.,Dipak Mazumdar and John M. Page, Jr. (1987). Small Manufacturing
Enterprises:A Comparative analysis of India and Other Economies.Oxford:Oxford
University Press.(Snodgrass and Biggs, 1996).

Longley R (2006). Small business drives US economy, provide jobs for over half of
nation’s private workforce. About. Com. US Government Info.

Mambula, C. (1997) “’Factors Influencing the Growth, Performance and Development of
Small Plastic Manufacturing Firms (SPMFs) In Nigeria and Implications for policy,
Unpublished Ph.D. dissertation sumited to the University of Wales, Swansea, UK.

Mbendi Business (2003). Sub Saharan Africa — An Overview. The African Resource
Network.

Nigerian Economic Summit Group. (2002). A Survey of Micro and Small Enterprises,
NESG Digest, Lagos.

44



Ntsika (1999). State of small business in South Africa. SARB Quarterly Bulletin and Stats
SA Releases. Ntsika Enterprise, South Africa.

Odeyemi JA (2003). “An Overview of the Current State of SMEs in Nigeria and the Need
for Intervention,” A Paper Presented at the National Summit on SMIEIS Organised by the

Bankers’ Committee and Lagos Chambers of Commerce and Industry (LCCI), Lagos, 10"
June, 2003.

OECD (1997). Globalisation and small and medium enterprises, Synthesis Report.
Organisation for Economic Cooperation and Development, Paris.

Ogwuma, P. A. (1995). Revitalizing the manufacturing Sector CBN Bullion Vol. 19 no2.
April —June P.2.

Ojo AT (2003).“Partnership and Strategic Alliance Effective SME Development” Small
and Medium Enterprises Development and SMIEIS: Effective Implementation Strategies;
CIBN Press Ltd, Lagos, 185-212.

Olof in, S. (1990) "The prospects for an outward-looking industrialization strategy under
adjus tment in Sub-Saharan Af r i ¢ a ", a paper presented at the World Bank Africa
Economic Issues Conference, held in Nairobi, 4-7 June.

Oshima, H.T. 91962) "A strategy f or Asian development", Economic Development and
Cultural Change, 10(3). UNDP (1974), Kilby (1975).

Pagano,Patrizio,and Fabiano Schivardi, (2001) “Firm Size Distribution and
Growth "Banca d" Italia Working Paper 394.

Rosenberg,Nathan.  (1976). Perspectives on Technology =~ Cambridge: Cambridge
University Press. Baumol, (1994).

Sanchez D (2006). Socio-economic transformation in South Africa Black Economic
Empowerment and Small, Medium and Micro-Enterprises. Denis Institute of International
Studies (DIIS), Working Paper 31.

Sanusi, JO (2003) “Overview of Government’s Efforts in the Development of SMEs and
the Emergence of Small and Medium Industries Equity Investment Scheme (SMIEIS)”. A
paper presented at the National Summit on SMIEIS organised by the Bankers’ Committee
and Lagos chambers of commerce and Industry (LCCI), Lagos, 10" June, 2003.

Schayek R (2008). Strategic planning - Implementing strategic planning in small business.
Small and Medium Business, November 11.

Schmitz/ H. (1982) "Growth constraints on small-scale manufacturing in developing
countries: a critical review", World Development, June, 451-66. (Aftab and Rahim 1989).

45



Sleuwaegen,Leo, and Micheline Goedhuys. (2002).”’Growth of Firms in Developing
Countries,Evidence from Cote d’ Ivoire™ Journal of Development Economics 68, 117-135.

Starik, M. and Rands, G. P. (1995). A Weaving an integrated web: Multilevel and
Multisystem Perspectives of Ecologically Sustainable Organizations. Academy of
Management Review. 20 (14): 908 - 935.

Tendler, J. and Amorim, A. M. (1996). Small Firms and their helpers: Lessons on Demand.
World Development. 24 (3): 407-426.

Todaro MP, Smith SC (2003). Economic development, 8™ edition, Pearson.

Tumkella K (2003). “The Challenge of Globalisation and SME Sector in Nigeria:
Repositioning through Technology and Innovation,” Paper presented at the National
Summit on SMIEIS organised by the Bankers’ Committee and Lagos chambers of
commerce and Industry (LCCI), Lagos, 10" June, 2003.

Umar, A. B. (1997). Financing small and Medium Scale industries in Nigeria. A Paper
Presented at A day Conference Survival and Development of Small and Medium Scale
Industry Sector in Nigeria, Nov. P13.

Welford, R. and Gouldson, A. (1993). Environmental management and business strategy.
Pitman Publishing. London.

World Bank and UNDP (1989) Africa's Adjustment and Growth in the 1980s, Washington
DC: World Bank.

York M (2009). Startups critical for job creation in US. Free Entrepreneurs Newsletter.

46



APPENDIX

Dependent Variable: D(LNGDP)

Method: Least Squares

Date: 03/20/14 Time: 19:51

Sample (adjusted): 1983 2002

Included observations: 20 after adjustments

D(LNGDP) = C(1)*( LNGDP(-1) + 0.1383698937*LNSME(-1) -
0.9930811168*LNINV(-1) + 0.02131413389*LNRGT(-1) -
0.005994385878*@TREND(81) - 11.72710545 ) + C(2)
*D(LNGDP(-1)) + C(3)*D(LNSME(-1)) + C(4)*D(LNINV(-1))

+ C(5)
*D(LNRGT(-1)) + C(6)

Coefficie

nt Std. Error  t-Statistic ~ Prob.
C®1) 1.055374 1.185050 -0.890574 0.3882
C(2) 0.993111 1.159291  0.856654  0.4061
C(3) 0.032434 0.218219  -0.148631 0.8840
C(4) 0.680127 1.111332 -0.611993 0.5504
C(5) 0.030274 0.069297 0.436878 0.6689
C(6) 0.002020 0.019113  -0.105709 0.9173
R-squared 0.152259  Mean dependent var  -0.001952
Adjusted R-squared - S.D. dependent var 0.069429
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0.150506

S.E. of regression 0.074470  Akaike info criterion -2.113504
Sum squared resid  0.077642  Schwarz criterion -1.814785
Log likelihood 27.13504  Durbin-Watson stat ~ 1.716264
MODEL SPECIFICATION/EFFICIENCY
ARCH Test:
F-statistic 0.890841  Probability 0.358471
Obs*R-squared 0.946070  Probability 0.330722
Breusch-Godfrey Serial Correlation LM Test:
F-statistic 2.231266  Probability 0.146871
Obs*R-squared 5.090964  Probability 0.078435
Normality test
Jarque Bera 1.0208 Probability 0.6002

Table ECM Model Result (p-values)

System: UNTITLED

Estimation Method: Least Squares
Date: 03/20/14 Time: 19:43
Sample: 1983 2002

Included observations: 20

Total system (balanced) observations 80
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Coefficient Std. Error  t-Statistic ~ Prob.
C(®) -1.055374 1.185050 -0.890574 0.3770
C(2) 0.993111 1.159291  0.856654  0.3953
C@3) -0.032434  0.218219  -0.148631 0.8824
C4) -0.680127 1.111332 -0.611993 0.5430
C(5) 0.030274  0.069297 0.436878 0.6639
C(6) -0.002020 0.019113 -0.105709 0.9162
C(7) -4.747559 0.759057  -6.254548 0.0000
C(8) 0.962518 0.742558  1.296220  0.2002
C(9) -0.130163 0.139775 -0.931232 0.3557
C(10) -0.790070 0.711839  -1.109900 0.2718
C(11) 0.029156  0.044386  0.656875  0.5140
C(12) -0.036191 0.012242  -2.956203 0.0046
C(13) -0.757695 1.215026  -0.623604 0.5354
C(14) 1.263738 1.188615 1.063202  0.2923
C(15) -0.063964 0.223739  -0.285884 0.7760
C(16) -0.858461 1.139443  -0.753404 0.4544
C(17) 0.026465 0.071050 0.372479  0.7109
C(18) -0.011899 0.019596 -0.607212 0.5462
C(19) -27.66800 28.68204  -0.964645 0.3389
C(20) -1.212348 28.05860 -0.043208 0.9657
C(21) 2.335479 5.281613  0.442190 0.6601
C(22) 10.41265  26.89783  0.387119  0.7001
C(23) -0.687644 1.677205 -0.409994 0.6834
C(24) 0.515001 0.462595 1.113287 0.2703
Determinant residual covariance 6.91E-10
Equation: D(LNGDP) C(1)*( LNGDP(-1)

0.1383698937*LNSME(-1) -



0.9930811168*LNINV/(-1) + 0.02131413389*LNRGT(-1) -

0.005994385878*@TREND(81) - 1172710545 ) +
C(2)*D(LNGDP(

-1)) + C@B)*D(LNSME(-1)) + C(4)*D(LNINV(-1)) +
C(5)*D(LNRGT(

-1)) + C(6)

Observations: 20

R-squared 0.152259 Mean dependent var ~ 0.001952
Adjusted R-squared -0.150506 S.D. dependent var 0.069429
S.E. of regression  0.074470 Sum squared resid 0.077642
Durbin-Watson stat 1.716264

Equation:  D(LNSME) =  C(7)*(  LNGDP(-1)
0.1383698937*LNSME(-1) -
0.9930811168*LNINV(-1) + 0.02131413389*LNRGT(-1) -
0.005994385878*@TREND(81) -  11.72710545 ) +
C(8)*D(LNGDP(
-1)) + C(9)*D(LNSME(-1)) + C(10)*D(LNINV(-1)) + C(11)
*D(LNRGT(-1)) + C(12)

Observations: 20

+

R-squared 0.781972 Mean dependent var  0.031041
Adjusted R-squared 0.704104 S.D. dependent var 0.087690
S.E. of regression  0.047700 Sum squared resid 0.031855
Durbin-Watson stat 2.986533

Equation: D(LNINV)

0.1383698937*LNSME(-1) -
0.9930811168*LNINV/(-1) + 0.02131413389*LNRGT(-1) -
0.005994385878*@TREND(81) - 11.72710545 ) + C(14)

C(13)%(  LNGDP(-1)

+
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*D(LNGDP(-1)) + C(15)*D(LNSME(-1)) + C(16)*D(LNINV(-
1)+

C(17)*D(LNRGT(-1)) + C(18)
Observations: 20

R-squared 0.179752 Mean dependent var ~ 0.010547
Adjusted R-squared -0.113193 S.D. dependent var 0.072368
S.E. of regression  0.076354 Sum squared resid 0.081619
Durbin-Watson stat 1.670547

Equation: D(LNRGT) = C(19)*( LNGDP(-1) +
0.1383698937*LNSME(-1)
- 0.9930811168*LNINV(-1) + 0.02131413389*LNRGT(-1) -
0.005994385878*@TREND(81) - 11.72710545 ) + C(20)
*D(LNGDP(-1)) + C(21)*D(LNSME(-1)) + C(22)*D(LNINV(-
1)+
C(23)*D(LNRGT(-1)) + C(24)

Observations: 20

R-squared 0.169790 Mean dependent var  0.313538
Adjusted R-squared -0.126713 S.D. dependent var 1.698051
S.E. of regression  1.802426 Sum squared resid 45.48235
Durbin-Watson stat 1.214250

REGRESSION FOR TESTING
ENDOGENEITY

Dependent variable: LNGDP

Variable Coefficient Std. Error t-Statistic Prob.
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C 8.296973  0.057617 144.0025 0.000
LNSME 2497144  0.043196  57.80976 0.000
LNINV 1.451805 0.008490 171.0010 0.000
LNRGT -0.299409 0.004986  -60.04390  0.000
T 0.003061  0.000130 23.55779 0.000
RESID _STEP1 -2.497144  0.043284 -57.69167  0.000
10.64
R-squared 0.999949 Mean dependent var 42
0.090
Adjusted R-squared 0.999932 S.D. dependent var 316
11.32
S.E. of regression 0.000746 Akaike info criterion 990
11.03
Sum squared resid 8.34E-06 Schwarz criterion 146
5869
Log likelihood 124.9639 F-statistic 3

REGRESSION USED FOR RETRIEVING
THE RESIDUALS

Dependent Variable: LNSME
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Coefficie

Variable nt Std. Error t-Statistic Prob.

C 3.239982 19.09046 -0.169717 0.8675
LNGDP 0.392734 1.650842 0.237899 0.8152
LNINV 0.573362 1.640331 -0.349541 0.7315
LNRGT 0.119573 0.057886 2.065671 0.0566

T 0.001131 0.015628 -0.072358 0.9433
LNSME(-1) 0.003902 0.235419 0.016573 0.9870
R-squared 0.869352  Mean dependent var 2.002175
Adjusted R-squared 0.825802  S.D. dependent var 0.166795
S.E. of regression 0.069615  Akaike info criterion -2.256716
Sum squared resid ~ 0.072694  Schwarz criterion -1.958281
Log likelihood 29.69552  F-statistic 19.96243
Durbin-Watson stat  1.625382  Prob(F-statistic) 0.000004
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