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ABSTRACT 
This study assessed the Impact of First Bank of Nigeria Plc on Financing SMSEs in Bauchi and Gombe 

States, Nigeria. The survey research design was adopted and Instrument of data collection is questionnaire 

and personal interview which formed the source of primary data. The data is analyzed by means of 

regression analysis. The major finding of the research is that banks contributes a lot to the continued 

survival of SMSEs in the States .Based on the finding, the study concludes that FBN Plc impact positively 

to the growth and survival of SMSEs in the States, Based on the conclusion the study recommends 

Central Bank of Nigeria and the Government to do more by encouraging the bank to do more on the 

financing. It is also recommended to enlighten the SMSEs operators on the amount set aside for their 

usage by the banks  

Keywords: Return on Equity, Return on Assets, Entrepreneur, SMSEs, Finance 

 

INTRODUCTION 
Small and medium enterprises are the foundation upon which nation’s industrial strength is built. Rapid 

industrialization and economic prosperity of many nations like Japan, China, India, U.S.A, Canada, Italy, 

South Korea, Indonesia and Nigeria is dependent in the development of her small and medium enterprises 

(Samuel and Onoriode, 2012). 

Aremu and Adeyemi (2011) examined that small and medium enterprises have been considered as the 

engine of economic growth and for promoting equitable development .It was noted that the SME sector is 

the main driving force behind job creation, poverty reduction, wealth creation, income distribution and 

reduction in income disparities. Small and medium Scale enterprises (SMSEs) are considered the 

backbone of economic growth in all countries. They play an important role in Nigerians economic 

growth, as they constitute 97.2% of the companies in Nigeria ,(Oyelaran, 2007) cited that 96% of 

Nigerian business are SMSEs  compared to in the United States to 53% and 65% in Europe They also 

contribute to national development by positively influencing the distribution of income in both functional 

and nominal terms. In emphasizing the importance of SMSEs, (Rogers, 2014), stated; that enhance  

capacity building as they serve as entrepreneurial training avenues; they  create more employment 

opportunities; per unit of investment because of their labour intensive operations; they achieve a much 

more relative high value added operations because they  are propelled by basic economic activities that 

depend mostly on locally sourced raw materials; they provide feeder industry services as they serve as 

major suppliers of intermediate goods and components to large-scale industries as well as major agents 
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for the distribution of final products of such industries; they provide opportunities for the development 

local skill and technology acquisition through adaptation. In addition, small and medium scale industries 

are known to exist all over the country and most of them where established from the mid-1980s, with the 

inception of the structural adjustment programme (SAP). All these indicate great potentials for the 

emergence of a vibrant industrial sector, particularly the small-scale segment. 

The SMSEs in Nigeria have expanded following the adoption of the Structural Adjustment Programme 

(SAP) to fill the supply gap in industrial consumer goods created by the difficulties faced by large scale 

firms which have not easily adapted to the policy changes of SAP (Olorunshola, 2003:34). 

The emphasis from then was shifted from large-scale business to SMSEs due to its potentials for 

developing domestic linkage for rapid a sustainable development (Mamman, 2010).SMSEs play a vital 

role in the development of world economy. 

According to Philip (1989) at a national conference on small industries and development held at Ibadan 

“small scale enterprises are said to be bedrock of any national industrial development especially in a 

typical developing country like ours. “Small and medium Scale enterprises (SMSEs) are considered the 

backbone of economic growth in all countries. They play an important role in Nigerians economic 

growth, as they constitute 97.2% of the companies in Nigeria In emphasizing the importance of SMSEs. 

Despite the catalytic role of SMSEs in the economic emancipation of countries, some of their major 

operational challenges in Nigeria include financial problems. About 80% of small and medium enterprises 

are stifled because of poor financing. As part of its developmental efforts and mandate of promoting 

SMSEs, CBN launched micro ,small and medium scale enterprises development fund (MSMEDF) in 

2013(MSMEDF guideline, 2014).The fund presented 50:50 ratio for on-lending to micro enterprises and 

SMSEs, one of the objective is to reduce cost of funds by translating into reduced borrowing cost for the 

SMSEs. 

The Small and Medium Industries Equity Investment scheme (SMIEIS) is an initiative of the Bankers’ 

Committee whose operation became effective in August 21, 2001. Under the scheme, banks in Nigeria are 

to set aside (based on agreement) 10 percent of their pretax profit for equity investment and for the 

promotion of small and medium scale enterprises. The goal, according to Aruwa (2006), is to reduce 

interest rate burden and other financial service charges imposed under normal bank lending. As at May, 

2006 the SMIEIS fund is about 40.7 billion, with N14.8 billion invented in 225 projects nationwide. The 

SMIEIS, according to Aruwa (2006), can be seen as a Nigerian brand of venture capital. This is because 

the venture (i.e. the bank) is expected to participate in the affairs of the enterprise at early stage of its 

development.  

 The research intends to assess the impact of First Bank of Nigeria Plc on financing of SMSEs in Bauchi 

and Gombe state. 

Statement of the Research Problem 

A recent small business enterprises survey, (F.O.S, 2008), revealed that of every (20) twenty business 

enterprises established as low as (5) five succeed.  This figure represents a 25% rate of success.  Chigbo 

(2006) earlier reported that (68) sixty-eight out of (75) seventy-five small business enterprises established 

between 2000 and 2005 in the study area closed down within two years of business operation.  In this 

case, the failure rate of over 90% is rather too high for anyone to expect a meaningful economic growth 

and development in the area. 

 The SMSEs operating in Nigeria are not shielded or immune from the typical problems and constraints of 

SMSEs in other developed countries. Almost every country assists her SMSEs largely because of the 

crucial inherent role they play in the economic growth and development.  

Despite the significant role of SMSES, they are largely affected by lack and insufficiency of funds to 

operate and expand their businesses. In view of this first bank of Nigeria play financial roles towards 

meeting the capital and operational funds required by SMSES. Moreover, a major gap in Nigeria’s 

industrial development process in the past years has been the absence of a strong and virile small and 

medium enterprises sub-sector (SMSEs) owing to financial constraints explained by high lending rates, 

high loan requirements and lack of viable entrepreneurial skills. 
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According to Shilong, (2002) in his survey of 1,500 (one thousand, five hundred) SMSEs performance in 

the North-East, the result revealed that 20% of the business enterprises were experiencing deteriorating 

working capital, 23.33% of the selected business enterprises studied were suffering from declining sales.  

26.67% of these business enterprises were facing acute decline in their profit and 30% of the micro 

business enterprises surveyed were coping with high debts ratio.   

Ogujiuba, et al, (2004) indicate that most SMEs do not have good management structures often they are 

owned by a family and this engenders poor internal control systems. The poor management leads to lack of 

proper keeping of financial records as well as lack of technical and economic counseling since such 

business rarely engage the service of qualified consultants. Simple records of financial transactions are not 

kept and this creates loopholes for fraud which limit accessibility to instructional credit. SMEs are most 

likely to divert funds meant for the business in funding other projects. This naturally will impact on the 

survivability of the business and equally comprise the ability of the firm to pay back a loan (Mamman, 

2010). 

However, the discovery by the central bank that this policy was not enough by itself led to the central 

bank request with effect from 1970/80 that all deposit money bank must reserve a proportion of the 

minimum credit allocation to indigenous borrowers for small scale Nigeria enterprises.  The target 

prescribed in 1979 was ten percent (10%) which subsequently rose to sixteen percent (16%). 

Even though available data showed that performance of deposit money banks against this directive has 

been disappointing. The central bank intends to spare no effort in ensuring that banks fully couple without 

compromising the smooth functioning of the nation banning system. 

The researcher identifies these problems and considers it necessary to carry our study on them. 

Research Objectives 

The Main objective of this study is to assess the impact of FBN Ltd on financing SMSEs in Bauchi and 

Gombe States .The specific objectives are: 

i .  To identify the impact of FBN plc finance on ROA of SMSEs in Bauchi and Gombe state. 

ii. To examine the impact of FBN plc finance on ROE of SMSEs in Bauchi and Gombe state. 

iii. To assess the impact of FBN plc financed on survival of SMSEs in Bauchi and Gombe State. 

iv. To identify the lending process required by FBN plc in financing SMSEs in Bauchi and Gombe 

State. 

Scope of the Study 
The scope of the study is the impact of first bank of Nigeria on financing registered small and medium 

scale enterprise in Bauchi (2066) and Gombe State (1108). The sample size of 415 in Bauchi and 221in 

Gombe State SMSEs was also considered adequate for the study given its spread, representativeness, 

percentage of the population (20%), as well as the over eighty (80) personal 

interviews.(SMEDAN/NBS/SMSEs Survey 2013). 

The study covers SMSEs in production, and processing, servicing, manufacturing, wholesale, and retail and 

Agriculture 

 

LITERATURE REVIEW 

This chapter review literature related to SMSEs, financing to SMSEs its financing by deposit money 

banks. it also review past studies on SMSEs and DMBs as well as theoretical framework.  

There is hardly any unique, universally accepted definition of SMEs because the classification of business 

into small and large scale is a subjective judgment (Ekpeyong & Nyong, 1992). The major criteria used in 

the definitions according to Carpenter (2003) could include various combinations of the following; 

numbers of employees, financial strength, sales value, Relative size, Initial Capital outlay and types of 

industry. 

In Nigeria, the definition of SMSE’s also varies from time to time and according to institutions.  The 

Nigeria government has used various definitions and criteria in identifying what is referred to as SMSE’s 

sized enterprises. 
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However, the definition based on Capital especially in the Nigeria economy should be revisited from time 

to time due to consistent devaluation of Naira (National Currency) and high inflationary trend in the 

economy. 

Small firms are backbone of national development, for a country to reach its full potentials in terms of 

economic and social development, it cannot afford to ignore the importance of its indigenous small and 

medium scale enterprises and the contribution that they make to the country economy. The 1992 Review 

by the National Council on Industrial Standards have defined Small and Medium Scale Enterprises 

(SMEs) as enterprises with total cost of (including working capital but excluding cost of land) above 

31million but not exceeding 50million with a labour size of between 11and100employees. It is clear that 

SMEs are usually small own or family managed business with its goods and services being basic. SMEs 

also tend to lack the organization and management structure, which characterize large-scale entrepreneur 

.Urban SMEs tend to be more structured than their rural counterpart. Small and Medium Scale 

Enterprises(SMEs) as defined by the National Council of Industries(2009) refer to business enterprises 

whose total costs excluding land is not more than two hundred million naira(N200,000,000.00) only. 

Although, there exists no consensus among policy makers and scholars concerning the point at which a 

business firm is deemed to be small or medium. 

SMSEs definition depends mainly on the level of development of the country. In most developed market 

economies like the United States of America, UK and Canada, the definition criterion adopted a mixture 

of annual turnover and employment levels. SMSEs exist in the form of sole proprietorship and 

partnership, though some could be registered as limited liability companies and characterized by ; simple 

management structure, informal employer/ In Nigeria, the small and medium industries Enterprises 

investment scheme (SMIEIS) defines SMSEs as any enterprise with a maximum asset base of N200 

million excluding land and working capital and with a  number of staff employed not less than 10 or more 

than 300 .The federal ministry of commerce defines SMXEs as firms with a total investment (excluding 

cost of land but including capital) of up to N750,000, and paid employment of up to fifty persons, 

Employee relationship, labour intensive operation, simple technology, fusion of ownership and 

management and limited access to capital. 

The need to promote a vibrant industrial sector has continued to be a major concern of most government’s 

worldwide especially the developing countries like Nigeria. The reasons for this are centered on the 

prospects that a developed industrial sector will boost manufacturing production, increase employment 

generation and efficiency in the sector. Similarly, modern manufacturing processes are characterized by 

high technological innovations, the development to managerial and entrepreneurial talents and 

improvement in technical skills which normally promote productivity and better living conditions of the 

people. The effect of this is that productivity level will be enhanced, a sustainable level of economic 

growth will be achieved with the prospect of economic diversification and increased exports. The 

economy will have the potential of being competitive in the global market (Olorunshola, 2002; Egbon, 

2004). 

The importance of SMEs sub-sector cannot be overemphasized. The sub-sector contributes significantly 

in achieving various socio economic objectives, which include employment generation, contribution to 

national output and exports, fostering new entrepreneurships and providing a foundation for the industrial 

base of the economy (Inang and Ukpong, 1992). In low income countries with Gross National 

Product(GNP) per capita of between US$100 and US$500,SMEs account for over 60percent of Gross 

Domestic Product(GDP) and 70percent of total employment; in middle income countries, the SMEs 

produced close to 70percent of GDP and 95 percent of total employment; and in Organization for 

Economic Cooperation and Development(OECD)countries, SMEs constitute the majority of firms and 

contribute over 55percent of GDP and 65percent of total employment (Basu,et.aI.,2005).In most 

developed countries, efforts to support SMEs growth are over a century and have helped to create an 

enabling environment for their operations(Sule,1986).  
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THEORETICAL FRAMEWORK 

Deposit money banks should advance only short term self liquidating productive loans to business firms. 

Self-liquidating loans are those loans which are meant to finance the production and movement of goods 

through the successive stages of production, storage, transportation, and distribution. When such goods 

are ultimately sold, the loans are considered to liquidate themselves automatically (Jhingan, 2009). 

Aremu and Adeyemi (2011) examined that small and medium enterprises have been considered as the 

engine of economic growth and for promoting equitable development .It was noted that the SME sector is 

the main driving force behind job creation, poverty reduction, wealth creation, income distribution and 

reduction in income disparities. 

Mamman and Aminu (2013) assessed the effect of 2004 banking reforms on loan financing of SMSEs in 

Nigeria. A sample size of 500 was randomly chosen and chi-square test provided analysis on the survey 

data. The study indicated that there is no significant effect of 2004 banking reform on loan financing of 

SMSEs in Nigeria and suggested that there are some constraints which restricted access to loans from the 

banks for SMSEs in Nigeria. Aliyu and Bello (2013) examined the contribution of deposit money banks to 

the growth of SMSEs in Nigeria between 1980 to2009. Using ratio analysis and trend analysis, it was 

discovered that commercial banks contribute to financing SMSEs but their contribution has declined as the 

government through CBN directives abolished the mandatory bank’s credit allocations. 

Nwosa and Oseni (2013) examined the impact of banks loan to SMSEs on manufacturing output in Nigeria 

for the period spanning 1992 to 2010. Employing error correction modeling technique, the study deduced 

that bank loans to the SMSEs sector had significant impact on manufacturing output both in the long and 

short run. .Omah, Duruwoju, Adeoye and Elegunde (2012) examined the impact of post-bank consolidation 

on the performance of SMEs in Nigeria, with special reference to Lagos State. A sample size of 50 was 

drawn from the supra-population of the study with in Ikeja Local Government in Lagos State. Applying 

mean, standard deviation and coefficient of variation in its data analysis, the study revealed that SMSEs do 

not have better access to finance through banks, due to neo-reorganization in banks as a result of post-bank 

consolidation and SMSEs do not have absolute rapport with the financial institutions due to their financial 

back ground in Nigeria. In addition to these indicators, SMEDAN (2007) identified turnover, asset, and 

investments and paid up capital as the measuring rods through which SMSEs could be differentiated from 

large enterprises.  

SMSE is an outfit with a maximum asset base of 200 million, excluding land and working capital and 

with the number of staff employed by the enterprise not less than 10 and not more than 300 (Oboh, 2002). 

Ayegusi (2004) defined SMSE as an enterprise which has an investment capital of up to 150000 naira and 

employs not more than fifty (50) persons or workers. 

Gbandi & Amissah (2014) conducted a descriptive study on the financing options for SMEs in Nigeria. 

The study examined debt financing by considering the role commercial, microfinance banks, co-

operatives and other finance institutions play in the financing of SMEs in Nigeria. The study revealed that 

the informal financial sector provides more than 70% of funds to SMSEs in Nigeria and concluded that 

funding of SMSEs in Nigeria is very critical if SMSEs are to perform their role of growth and 

development of the nation’s economy. 

Safiyyah & Garba (2013) investigated the contribution of deposit money banks to the growth of SMEs in 

Nigeria. Applying the descriptive method ratio and trend analysis, it was discovered that commercial 

banks contribute to financing small and medium scale enterprises but their contribution has declined as 

the government through CBN directives abolished the mandatory bank’s credit allocations. 

 

METHODOLOGY 

The study will use the survey research design to examine the Impact of FBN Plc. on financing SMSEs. 

The design is chosen because of its appropriateness in describing the current situation of phenomenon 

(Kothari, 1970).Considering the above mentioned study size, a well structured questionnaire will be 

distributed which will be analyzed with the use of descriptive statistics.  Primary and Secondary method 

of data collection will be adopted to obtain needed data. The population of the study consists of registered 

small and medium scale enterprises in Bauchi which are 2066, and Gombe State which are1108. The 
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Simple Random Sampling (SRS) method used in the selection of the sample for the study was aimed at 

giving every SMSE in the target population an equal chance of being selected. The sample size of 620 in 

Bauchi and 332 in Gombe State SMSEs was also considered adequate for the study given its spread, 

representativeness, percentage of the population (30%),as well as the over eighty(80)personal interviews. 

 

CONCLUSION 

Finance is vital for the sustainability of SMSEs, access to funds and the cost of raising finance have 

remained one of the challenges that confronts SMSEs in Nigeria and the rest of the world. This current 

research reveals that there are a number of factors that hinders the access of funds by small and medium 

scale enterprises owners.  Banks should make efforts to address the factors that hinder access to loans and 

other credit facilities provided or supplied by banks. Apart from creating awareness by banks on credit 

facilities, Government agencies have a role to play to assist small and medium business owners through 

the provision of training programs for entrepreneurs. 

Deposit money banks (FBN Plc) play a great role in the financing and encouragement of SMSEs that 

constitute the foundation for the sustained growth and development of any economy. Hence, it is notable  

that  an  urgent  regulatory  system/mechanism  by  the  Central  Bank  of  Nigeria  is  needed  to  ensure  

that  deposit  money  banks  are  effective  in  administering  their  required  role  especially  in  the  area  

of  interest  rate charges and credit allocation towards these SMSEs. In the era of industrialization, rigidity 

in giving out loans to SMSEs particularly cannot encourage investment in key areas that will give way or 

contribute to economic growth in the country.  If  all  these  are  done,  success  may  be  achieved  in  

attenuating  the  problems  arising  from  poor control of the national economy and the dark economic 

clouds that bedevil the banking sector of Nigeria and as well,  discourage  some  SMSEs  that  have  made  

themselves  perpetual  beggars  to  various  international  monetary organizations  for  assistance.  Every 

financial institution ought to be interested in facilitating economic development and not for profit 

maximization. Hence, any system that does not have this view in mind is bound to crumble. For business 

to function effectively finance is required; and this should be made available through the instrumentality 

of the banks.  When  finances  are  made  available,  industries  like  SMSEs  manufacture  goods which 

help to offer individuals the best standard of living. The deposit money banks should not only be 

interested in its gains, but should also be occupied with the various needs of SMSEs in order to protect 

her nation against risks.   

This research work exanimate the contribution of deposit money banks in financing small scale enterprise 

in Nigeria. A case study of First bank of Nigeria plc and small scale enterprises are regarded as an organic 

part of a viable structure for the attainment of meaningful economic development in developing 

economics like Nigeria. They bring about development than larger enterprises because of the perceived 

linkage and multipliers effects which the small scale industries have on the performance of the economy 

and economic growth in general. 

 

RECOMMENDATIONS 
There is no way Nigeria can achieve sustainable funding of small and medium scale enterprises by 

deposit money banks and other agencies such as NERFUND,  NIDB  etc  established  for  the  funding  

purposes  until  both  the external and internal problems of SMEs are solved. Banks react to the stimulus 

of the macroeconomic environment and as long as the environment remains unconducive, banks will 

continue to exhibit risk-averse behavior irrespective of the programs put in place to address this problem 

including the SMIEIS program that was already highlighted. 

Based on the findings from the study the following recommendations were made 

1. The SMSEs should have clear objectives. The objectives that necessitate the collection of the loan must 

be clearly stated. it should be known whether they are short, medium or long term. They must be broad 

enough so that policies and procedure can built around them 

2. It is also recommended to increase in planning pattern. The planning must precede the formulation of 

objectives, policies, procedures, standards, purpose and control 
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3. Government should encourage small medium enterprises to have access to loans by providing waiver, 

reducing interest rate and other monetary policy 

4. The government should cut down the interest rate since interest rates are not favorable to 

investors in the sense that the cost of funds could undermine profits and cause a loss of the 

investment. Interest rates in Nigeria officially are as high as 23.6% and this has a negative impact on the 

ability of small and medium scale industries to obtain credit from the banks. 

5. The government should provide adequate infrastructural facilities like electricity, roads and water 

supply for the SMEs as this will reduce the high cost of doing business. This will encourage banks to 

fund the SMEs as their investment will be recouped. 

6.  The banks should target potential borrowers for its core operations and form them into groups. Then 

soft loans should be made available to these SMEs, repayable within a specified period before others in 

that strategic group can benefit from the scheme. The idea is that with this system, a subtle pressure from 

other SMEs that are members of this strategic core is mounted on the benefiting group to repay so that 

others can benefit from the scheme. This will no doubt introduce healthy capitalization among SMEs 

through factoring the credibility of the borrowers. 

7. The banks should adopt relationship lending as a dominant bank rule in funding SMEs (SMSEs 

Desk officer/unit). This will mitigate the problem of weak asset- based collateral. However, this can be 

more effective if the borrowers show some high level of responsibility, discipline and trustworthiness. 

According to the CEO of one of the mega banks in Bangladesh, they give loans to SMEs without 

collateral and realize over 96 percent of their investments (CNN CONNECTS, Sept 05). 
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