
European Journal of Economics, Finance and Administrative Sciences 

ISSN 1450-2275 Issue 69 November, 2014 

© FRDN Incorporated 

http://www.europeanjournalofeconomicsfinanceandadministrativesciences.com 

 

An Evaluation of the Nigerian Capital Market Impact on 

Micro, Small and Medium Scale 

Enterprises (MSMEs) in Nigeria 
 

 

Imoisi, Anthony Ilegbinosa 

Department of Economics, College of Social & Management Sciences 

McPherson University, Seriki Sotayo, Km 96, Lagos-Ibadan Expressway 

P.M.B. 2094, Abeokuta, Ogun State, Nigeria 

E-mail-mcanthonyby@yahoo.com 

Tel: +2348034525743 

 

Amos, Akinola Olusola 

Department of Accounting and Banking and Finance 

Faculty of Management Sciences, Osun State University, Osun State, Nigeria 

Tel: +2348027726332 
 

 

Abstract 

 

This research examines the Nigerian Capital market influence on the Micro, Small 

and Medium Scale Enterprises (MSMEs) in Nigeria. One of the main vehicles for growth 

in any economy is the micro, small and medium scale enterprises. Over the years in 

Nigeria, there has always been a financial gap existing between large-scale enterprises and 

micro, small and medium scale enterprises in terms of availability of financial resources 

referred to as the missing middle and this has affected the activities of these MSMEs. The 

purpose of the study is to identify and consequently analyze the financial incentives 

available to MSMEs in the Nigerian capital market. We adopted the survey design for our 

method of study and the disproportionate stratified random sampling technique was use to 

select a representative sample of one hundred MSMEs in Lagos state being the centre of 

commerce in Nigeria. Our data for this study were sourced from Primary sources and the 

Questionnaire was used as the instrument for data collection. The questionnaire was 

developed on a five-likert scale ranging from one to five (i.e. from strongly disagree to 

strongly agree) while, the hypothesis developed was tested using Chi-square(X
2
). Based on 

our findings, we recommended that, the government through the Nigerian Capital Market 

should create an alternative Stock Exchange dedicated to MSMEs as done in the developed 

countries like USA, Japan, China, Malaysia, and many other countries that has changed 

their economic fortunes. In addition, the management of MSMEs should prepare timely, 

transparent and acceptable financial reports of their companies, which would be acceptable 

to regulators, investors and stakeholders especially financial institutions. 
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1.  Introduction 
Production of goods and services in the most efficient manner has continued to be the only viable and 

reliable option for growth, development, and survival of world economies. Despite the importance of 

production, it is impossible for a sustained high productive level to be attained without a well-

developed industrial sector. Industries normally operate either on a large or small scale both in the 

public and private sectors. In Nigeria, the private sector enterprises cover a wide range of different 

types of industries as distinguished by various criteria such as size, sector, ownership structure, 

employment and technology.  

The small-scale industries cover the entire range of economic activity sectors and are very 

heterogeneous groups (Hallberg, 2011). They include a wide variety of firms – restaurants, bakeries, 

poultry farming, hairdressing, barbers shops etc. The Small and Medium Enterprises Development Agency 

of Nigeria (SMEDAN), (2011) classified industries into micro, small and medium scale enterprises 

(MSMEs). The significance of MSMEs to growth, productivity and competitiveness of the economies of 

developing countries is universally recognised. According Kasekende & Opondo (2003), MSMEs are seen 

as the bedrock of the industrial development of world economies. They are more innovative than larger 

firms; MSMEs usually provide training grounds for entrepreneurs even as they generally rely more on the 

use of local materials. MSMEs development can play a key role in entrepreneurs’ development through 

their contributions to economic advancement and social empowerment.  

In Oteh, (2011), the Global Entrepreneurship Monitor 2009, a research program aimed at 

assessing the national level of entrepreneurial activity in selected countries, conducted an 

entrepreneurship and economic growth study on 37 countries. According to the study, the economic 

growth of a country is directly correlated with its level of entrepreneurial activity. The study reveals 

that, there is a high correlation between economic growth and entrepreneurial activity in industrialised 

countries. Hence, to achieve Nigeria’s Vision 2020, greater attention should be given to vibrant and 

robust enterprises. Entrepreneurs create new enterprises, new commercial activities and new sectors, 

which have a positive multiplier effect on the economy. Entrepreneurial activities are very crucial to 

fostering economic and social progress in the country. The development of MSMEs in Nigeria is 

therefore an essential element in the growth strategy. Notwithstanding the widely acknowledged role of 

MSMEs in fostering economic growth and development, MSMEs have continued to face a variety of 

constraints and majorly of that is finance (Adelaja, 2004). This is quite common in many African 

countries, including Nigeria, where access to finance was the second most important constraint in 

doing business after inadequate supply of infrastructures. This is because; the conditions for financing 

MSMEs are more restrictive to those of large enterprises. This has also confirmed the fact that, 

inadequate finance is a serious challenge, which must be tackled before there could be any meaningful 

progress in the MSMEs sub-sector.  

MSMEs in Nigeria suffer from lack of access to appropriate funds from both the money and 

capital markets. This is due in part to the perception of higher risk resulting in high mortality rate of the 

business, information asymmetry, poorly prepared project proposals, inadequate collateral, absence of, 

or unverified history of past credit(s) obtained and lack of adequate accounting records of the 

company’s transaction. In some cases, there are virtually absence of capital market facilities and 

instruments that MSMEs can access. (Bates, 2010). 

The capital market in Nigeria is still evolving while other conventional sources have no 

confidence in the credit worthiness of the MSMEs. Non-bank financial intermediaries such as micro 

credit institutions could play a greater role in lending to the MSMEs. Nevertheless, some of these 

institutions may not consider MSMEs credit worthy.  MSMEs therefore rely on their retained earnings, 

informal savings and loan associations, which are unpredictable and insecure with little scope for risk 

sharing as their major source of capital. Many African countries have to deal with this chasm between 

the role of micro credit institutions and that of larger financial institutions. According to the African 

Commission’s Report, this is the space where MSMEs operate and is referred to as the “missing 

middle”. (Oteh, 2011). Yet, the panacea for solving problems of economic growth in Nigeria often 

resides in adequate financing of micro and small-scale industries.  The missing middle or financial gap 
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is a serious challenge in a fast- changing knowledge based economy because of the speed of 

innovation. Innovative MSMEs with high growth potential, many in high- technology sectors, have 

played a pivotal role in raising productivity and maintaining competitiveness in recent years. 

Nonetheless, innovative product and services need investment to flourish, however great their potential 

might be. MSMEs depend on capital accumulation, and capital accumulation requires investment and 

an equivalent amount of saving to match it. Two of the most important issues in developing countries, 

are how to stimulate investment, and how to bring about an increase in the level of savings to fund 

increased investment. The main purpose of this study is to identify and consequently analyze the 

financial incentives available to small and medium scale enterprises in the Nigerian capital market, 

thereby taking into consideration various conditions such as economic, political, social, psychological 

etc under which small and medium scale enterprises could be encouraged to operate. 

Most importantly, a well functioning financial system is based heavily on trust. An investor 

who deposits money in the bank or contacts his/her broker to buy stocks place his/her money and trust 

in the hands of the financial institution that provides her with advice and transaction services. (Madura, 

1996). No wonder, Kneown (1996) stressed that, one reason why underdeveloped countries are 

underdeveloped is because, they lack a financial system that has the confidence of those who must use 

it. Particularly, the stock market crash of 2008 affected the Nigeria financial sector adversely. It 

generated a pessimistic outlook on the economy that led to a decline in the demand for loans and 

higher percentage of loan defaults, causing a consequent decline in the stock prices. Despite all these 

illicit practices in the financial sector, the Nigerian capital market is potentially the most viable source 

of capital for industries in Nigeria.  

The primary focus of this research work emanates from the fact that, there exist a wide financial 

gap between the capacity of micro financial institutions and that of larger financial institutions. While 

large loans are available to a certain degree for large-scale industries, there is an evident lack to finance 

for MSMEs.   In trying to bring a solution to this problem, the CBN stipulated that 20% of banks’ 

credit should be granted as loan to the Small Scale Enterprises. This was not adhered to because, most 

loans granted to small scale holders were not repaid and so the banks did not consider them as credit 

worthy. In the light of these, the research has explored the financial incentives available to MSMEs 

especially in the Nigerian capital market in order to provide the financial information needed by 

entrepreneurs. 

 

 

2.  Review of Related Literature 
2.1. Conceptual Framework 

From national policy viewpoint, enterprises are classified by size, sector, organisation, technology and 

location. (Adebusuyi, 1997). These variables interact with one another in complex ways, which must 

be taken into consideration in understanding the nature, characteristics, performance, problems and 

challenges of business enterprises. From the perspective of policy and planning, size provides the most 

practical basis for classifying MSMEs. The usual criteria include one or more of the following: 

employment, turnover, assets, and paid up capital.  However, definitions vary from country to country 

relative to the overall size and structure of the domestic economy. 

On the global context, a general definition of MSMEs using size and scale of operation is not 

easy, but within the fixed co-ordinates of national boundaries, it might be relatively easier. (Adebusuyi, 

1997).  Prior to 1992, different government agencies in Nigeria such as the Central Bank of Nigeria 

tended to adopt various definitions to reflect differences in policy focus. However, in 1992, the 

National Council on Industry streamlined the various definitions in order to remove ambiguities and 

agreed to revise them every four years. Small Scale Enterprises were defined as those with fixed assets 

above N1million but not exceeding N10 million, excluding land but including working capital, while 

Medium Scale Enterprises were defined as those with fixed assets, excluding land but including 

working capital, of over N10 million but not exceeding N40 million. (Udechukwu, 2003) 
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The definitions were revised in 1996.  Small Scale Industry were defined as those with total cost 

including working capital but excluding cost of land above N1 million but not exceeding N40 million. 

with a labour size of between 11 and 35 workers; while Medium Scale Industry was defined as those 

with total cost, including working capital but excluding cost of land, above N40 million, but not 

exceeding N150 million with a labour size of between 36 and 100 workers. At the 13th Council meeting 

of the National Council on Industry held in July, 2001 MSMEs were defined by the Council as follows:  

Micro/Cottage Industry: An industry with a labour size of not more than 10 workers, or total 

investment of not more than N1.5 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 investment of 

over N1.5m but not more than N50 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 

investment 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 investment of over 

N200 million, including working capital but excluding cost of land. (Hamitle Consults, 2007). Based 

on the assessment of existing national perspectives on the taxonomy of MSMEs, the CBN guidelines 

on SMEs’ classification are based on dual criteria: employment and assets (excluding land buildings). 

Where there exists a conflict between employment and assets classification criteria, such that, 

an enterprise has assets worth of seven million naira, but employ seven people, the employment-based 

criteria will take precedence and the enterprise would be classified as micro. Employment based 

classification tends to be a more stable definition, given that inflationary pressure may compromise the 

asset-based definition. 

 

2.2. Characteristics of MSMEs in Nigeria 

MSMEs cover the entire gamut of economic activity sector in Nigeria. One of the commonest features 

of MSMEs is that they are either sole proprietorships or partnerships. Even when they register as 

limited liability companies, it is merely on paper, as their true ownership structure is one-man or 

partnership. Moreover, most MSMEs have labour-intensive production processes and centralised 

management. (Udechukwu 2003), 

MSMEs are generally categorised as micro, small and medium scale enterprises. Each of the 

three size categories of MSMEs has its own characteristics. MSMEs are very heterogeneous groups. 

They include a wide variety of small machine shops, restaurants, computer software firms, e.t.c. 

(Hallberg, 2011) 

 

2.3 Problems Militating Against Micro, Small and Medium Enterprises 

According to Adelaja, (2004), promoters of Small and Medium Industries are people with ideas, 

dreams and imaginations but majority of the entrepreneurs lack the needed financial means to translate 

their dreams and aspirations into concrete materials, to create value/services that will earn them the 

desired wealth. In spite of the roles played by MSMEs in Nigerian economy, the sub-sector has 

continued to suffer from other myriad of problems at different stages as follows: 

Inadequate Access to Finance: MSMEs generally have limited access to long-term capital; even 

their access to short-term financing is limited and sometime attained at a penal rate of interest and other 

conditionalities. (Saito and Villanueva, 2001)  

The worst of this is that the banking sector tends to be lukewarm in meeting the credit 

requirements of the MSMEs. This is because of inadequately prepared project proposals, incomplete 

financial documentation, and inadequate collateral, including the inability to raise the required equity 

contribution by the MSMEs. (Olorunshola, 2003). The banks also regard many MSMEs as high risk 

ventures because of absence of succession plan in the event of the death of the proprietor. As a result, 

working capital is still a major constraint on production, as most MSMEs are restricted to funds from 

family members and friends and are therefore unable to respond timely to unanticipated challenges. 
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More worrisome is the inability of MSMEs to tap available finance from the capital market. This has 

been attributed to their aversion to disclosure and ownership dilution, although many MSMEs blamed 

this phenomenon on the cumbersome requirements and procedure for listing on the Stock Exchange.  

Lack of management and financial accounting practices: Lack of management and financial 

accounting practices in MSMEs leads to poor formulation and execution of policies in the MSME sub-

sector. This is because; many MSMEs do not keep proper accounts of transactions. As a result, many 

MSMEs find it difficult to obtain loans from financial institutions who demand for their past financial 

statements, business plans and feasibility studies.  

 

2.4 The Nigeria Capital Market 

A financial market is made up of series of arrangements, institutions, facilities and processes that 

facilitate the exchange of funds (government, corporate bodies, and individuals). The duration of the 

lending/borrowing arrangement and the nature of the instrument/product used, determines the 

classification of a financial transaction as either a money market or capital market activity. (Madura, 

1996). The money market is a market where funds for short-term purposes (usually between a day and 

one year) are sourced, while the capital market is a market where funds for medium to long-term 

purposes (usually above one year and upwards) are sourced. (SEC, 2012). Brigham and Houston 

(2007) defined capital market as the market for intermediate or long-term debt and corporate stocks.  

To Madura (1996), capital market is the financial market that facilitates the flow of long-term 

funds. 

According to Akinsulire, (2011), capital market is the market for raising/investing long-term 

funds. Financial instruments traded on this market are equities and loan stocks with over three-year 

maturity. 

The common term that run through these definitions is long term. This makes the capital market 

the most viable source of long-term capital for industries especially the MSMEs.ssssssss 

 

2.4.1. Roles of the Nigerian Capital Market  

The Nigerian capital market plays an important role in the development of the Nigerian economy. 

Some of the roles according to SEC, (2012) are as follows: 

It provides opportunities for companies to borrow funds needed for long-term investments 

purposes. It provides avenue for the marketing of shares and other securities in order to raise fresh 

funds for expansion of operations, leading to increase in output/productivity. It ensures an efficient and 

effective distribution of scarce resources for optimal benefit to the economy. It provides employment 

opportunities for the ever-growing labour force. It encourages transparency and good 

accounting/management practices, by ensuring that companies disclose relevant and adequate 

information to enable potential investors and shareholders make well-informed decisions. It reduces 

the over reliance on short-term funds for long-term projects. It provides the needed funds for venture 

capital development that could serve as a vehicle for development. The capital market also provides 

facilities for commodities, futures and option trading. 

The above are just to mention but a few of the functions 

 

 

3.0  Methodology 
This part of the research deals with the method of collecting data, sources of these data collected and 

the procedures for analyzing the data collected. It is an efficient way of creating knowledge. 

 

3.1 Research Design 

In conducting this research, survey design was adopted, whereby; the opinion of entrepreneurs and 

managers of small and medium scale industries about the independent variable of the study was 

obtained. The independent variable is the Nigeria Capital market and the Micro, Small and Medium 
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Scale Enterprises (MSMEs) is the dependent variable. The population of the study is comprised of all 

small and medium scale industries in Nigeria. Specifically, small and medium scale enterprises 

constitute the target population based on the fact that, these industries source of capital fall under the 

missing middle between the role of micro credit institutions  and that of large financial institutions. The 

sample for the study was selected with the adoption of disproportionate stratified random sampling 

technique in Lagos being the centre of commerce in Nigeria. Lagos state was stratified into three 

senatorial districts. From each of the stratum, 20 small scale and 20 medium scale industries were 

selected from each district. This results into a sample of 120 enterprises 

 

3.2 Sources of Data 

The data for this study was gotten from primary sources and secondary sources. The primary sources 

included the questionnaire distributed to respondents, while the secondary sources included data gotten 

from textbooks, journals and articles from the Nigerian Stock Exchange on activities of the Nigerian 

Capital Market. 

 

3.3 Method of Data Collection 

The Questionnaire was used for data collection to provide answers to the research question for the 

study. The questionnaires were pilot-tested to ensure its reliability. Twenty copies of the questionnaire 

were administered on the respondents who were not part of the main study. The data gathered were 

divided into two halves and correlated statistically with the use of split-half method of estimating 

reliability. 

 

3.4 Method of Data Analysis 

The statistical method used for data analysis and description of the responses is the chi-square. Chi-

square is a statistical technique used in testing hypothesis. It is used to draw inference on whether a 

group of observed frequencies deviate remarkably from the group of expected frequencies, the use of 

chi-square however is done when the data are in nominal scale or ordinal scale. Generally,X
2
 

distribution involves a discrete variable and it is employed in the analysis of enumeration data. The 

formula for calculating chi-square is given below as: 

Where, Oi = Observed frequency 

Ei = Expected frequency 

X
2
 = Chi Square 

With (R-1) (C-1) degree of freedom 

The decision rule is as follows: reject the null hypothesis if the calculated chi-square value is 

greater to the critical value otherwise accept null hypothesis. 

 

 

4.0  Data Presentation and Analysis 
This involves the presentation and analysis of the responses given to the questions asked in the 

questionnaire that was administered to the categories of respondents as stated earlier. The percentage 

analysis was used to compute the percentage of respondents that answered the questionnaires and the 

percentage of questionnaires returned. It involved the use of the formula: Percentage (%) Analysis = 

R/N *100 

Where R = Row figure; N = Total Population 
 

Table 1: Distribution of Questionnaire to Respondents 
 

Districts Questionnaire Issued Questionnaire Returned Percentage (%) 

1 40 35 29.17 

2 40 35 29.17 
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3 40 30 25.00 

Total 120 100 83.34 

Source: Field Survey 2014 

 

Table 2: Sex Distribution of Respondents Table 

 
Sex Number of respondents Percentage % 

Male 80 66.7 

Female 20 16.7 

Total 100 83.4 

Source: Field Survey 2013 

 

Table 2 above shows that out of the 100 respondents, 66.7% are males, while 16.7% are 

females. This shows that majority of SMEs are owned or managed by males. Only few representing 

16.7% are owned or managed by females. This could be attributed to the low level of income among 

the female folks. 

 
Table 3: Analysis of Questionnaire: statement 1-4 

 

S/N Statements 
Responses  Number of 

Responses 

Percentage % 

1 
The major source of capital for 

MSMEs is personal savings 

Strongly Agree,  51 51 

Agree,  41 41 

Disagree  6 6 

Strongly Disagree  2 2 

 Total  100 100 

2 
MSMEs does not lack adequate 

capital for expansion 

Strongly Agree,  1 1 

Agree,  2 2 

Disagree  42 42 

Strongly Disagree 55 55 

 Total  100 100 

3 
MSMEs lack long term capital for 

long term investment 

Strongly Agree,  62 62 

Agree,  31 31 

Disagree  4 4 

Strongly Disagree 3 3 

 Total  100 100 

4 

Inadequate capital is the major 

constraint encountered by MSMEs 

in doing business in Nigeria after 

poor infrastructure 

Strongly Agree,  72 72 

Agree,   22 22 

Disagree  4 4 

Strongly Disagree  2 2 

 Total  100 100 

Source: Field Survey 2013 

 

Table 3 above reveals that, the major source of capital for MSMEs is personal savings with 

greater number of respondents amounting to 92% who agreed with the statement, as against 8% who 

disagreed with it. It also shows that, MSMEs lacks capital for expansion as 97% agreed with the 

statement, as against 3% who disagreed with it. MSMEs lack of capital for expansion also hinders 

long-term investment as 93% of the respondents agreed with the statement as against the 7% who 

disagreed with it. This has confirm that, inadequate capital is the major constraint encountered by 

MSMEs in doing business in Nigeria after poor infrastructure as agreed by 94% of the respondents as 

against 6% of the respondents who disagreed with the statement. 
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Table 4: Analysis of Questionnaire: statement 5-8 

 
S/N Statements Responses Number of Responses Percentage % 

5 
High capital has a positive effect 

on MSMEs profitability 

Strongly Agree,  54 54 

Agree,  31 31 

Disagree 13 13 

Strongly Disagree 2 2 

 Total  100 100 

6 

Low profitability for MSMEs 

does not reduce capital 

formation. 

Strongly Agree,  5 5 

Agree,  12 12 

Disagree  41 41 

Strongly Disagree 42 42 

 Total  100 100 

7 

Investment among  MSMEs is 

low due to low capital and 

profitability 

Strongly Agree,  35 35 

Agree,  51 51 

Disagree  11 11 

Strongly Disagree 3 3 

 Total  100 100 

8 

MSMEs with high profitability 

are capable of building a large 

capital base 

Strongly Agree,  55 55 

Agree,   30 30 

Disagree  11 11 

Strongly Disagree  4 4 

 Total  100 100 

Source: Field Survey 2013 

 

Table 4 above shows a greater number of respondents 85% who were of the opinion that, high 

capital have a positive effect on MSMEs profitability as against 15% with a counter opinion. However, 

there was a strong believe by 83% of the respondents that, low profitability for MSMEs reduces their 

capital formation as against 17% that disagreed with the statement. 86% of the respondents were of the 

view that, Investment among MSMEs is low due to low capital and profitability as against 14% who 

disagreed with it. These clearly show that, MSMEs with high profitability are capable of building a 

large capital base with 85% agreeing with the statement against 15% who were of a contrary view. 

 
Table 5: Analysis of Questionnaire: statement 9-12 

 
S/N Statements Responses  Number of Responses Percentage % 

9 
The Nigerian capital market is not a good 

source of long term capital for MSMES 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree  

2 

13 

31 

54 

2 

13 

31 

54 

 Total  100 100 

10 
MSME may not want any interference in 

making decisions on their enterprises  

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

35 

42 

12 

11 

35 

42 

12 

11 

 Total  100 100 

11 
MSMEs may not like to share their profits 

with other shareholders 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

35 

51 

11 

3 

35 

51 

11 

3 

 Total  100 100 

12 

MSMEs are not sure as to whether their 

shares will sell after incurring the cost of 

being listed on the stock exchange 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

55 

30 

11 

4 

55 

30 

11 

4 

 Total  100 100 

Source: Field Survey 2013 
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Table 5 above shows that the Nigeria capital market is a good source of capital for MSMEs as 

agreed by 86% of the respondents contrary to the 14% of the respondents who disagreed with it. 

Despite this response, many MSMEs may not want to be quoted on the stock exchange due to the fact 

that, MSMEs may not want any interference in making decisions in their enterprises as 77% of the 

respondents agreed with the statement against 23% who did not agree.  Another reason why MSMEs 

may not want to sell their shares to the public could be attributed to their unwillingness to share their 

profit with other investors in form of dividend as agreed by 86% of the respondents against 14% who 

disagreed. Apart from these factors, many MSMEs are not sure as to whether their shares will sell after 

incurring the cost of being listed on the stock exchange as 85% of the respondents agreed with the 

statement against 15% who disagreed. 
 

Table 6: Analysis of Questionnaire: statement 13-16 

 
S/N Statements Responses Number of Responses Percentage % 

13 
MSMEs may not always 

have up to 100 shareholders  

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree  

54 

31 

13 

2 

54 

31 

13 

2 

 Total  100 100 

14 

MSMEs may not always 

afford the cost of audited 

accounts 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

42 

31 

18 

9 

42 

31 

18 

9 

 Total  100 100 

15 

MSMEs may not have a 

dealing member on the 

exchange to sponsor them 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

35 

51 

11 

3 

35 

51 

11 

3 

 Total  100 100 

16 

The listing requirements of 

the second tier primary 

market are not too stringent 

for MSMEs 

Strongly Agree,  

Agree,  

Disagree  

Strongly Disagree 

4 

21 

30 

45 

4 

21 

30 

45 

 Total  100 100 

Source: Field Survey 2013 

 

Other factors that hinder MSMEs from being quoted on the stock exchange include their 

inability to have the minimum number of shareholders to subscribe to their share with 86% of the 

respondents agreeing with the statement against 14% who disagreed. Moreover, most of the MSMEs 

are unable to pay for the services of external auditors to audit their financial statements as required by 

Securities and Exchange Commission (SEC) as agreed by 73% of the respondents against 27% who 

disagreed with the statement. Another requirement of SEC that is very difficult for MSMEs to meet is 

their inability to have a dealing member to sponsor them in the Stock Exchange with 86% of the 

respondents who agreed with the statement against 14% who disagreed. This shows that the listing 

requirements of the Second Tier Primary Market are too Stringent for MSMEs to meet as agreed by 

85% of the respondents as against the 15% that disagreed with the statement. 

 

4.1 Test of Hypotheses  

The four formulated hypotheses were tested and these were subject to empirical examinations with aid 

of Chi-square, while responses expressed as strongly agreed and agreed are classified as agreed while 

those with strongly disagreed and disagreed were classified together as disagreed for SPSS analysis,  

the results are as follows: 

Where X
2
 = the computed value of Chi-square 

O = Observed frequency 
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E = Expected frequency                                                     

This is given as:             ∑R   X    ∑C 

                                     ____________ 

                                    Total Observed 

Degree of freedom (df) = (R-1)(C-1) 

Where (df) = Computed degree of freedom 

R = Number of Rows 

C = Number of columns 

The Hypothesis is to be tested at 95% level of confidence showing 0.05 level of significance. 

Null Hypothesis (H0): Capital will not significantly affect MSMEs’ profitability in Nigeria. 

 
Table 7: Analysis of Questionnaire: Statement 1-4 Observed Frequencies (fo) 

 
Statement  SA A D SD Total 

1 51 41 6 2 100 

2 1 3 42 54 100 

3 62 31 4 3 100 

4 72 22 4 2 100 

Total 186 97 56 61 400 

Source: Field Survey 2013 

 
Table 8: Analysis of Questionnaire: Statement 1-4 Expected Frequencies (fe) 

 
Statement SA A D SD Total 

1 46.5 24.25 14 15.25 100 

2 46.5 24.25 14 15.25 100 

3 46.5 24.25 14 15.25 100 

4 46.5 24.25 14 15.25 100 

Total 186 97 56 61 400 

Source: Field Survey 2013 [Table 7: (TR X TC)\GT] 

 
Table 9: Analysis of Statement 1-4, Using Observed and Expected Frequencies to Compute Empirical; Chi-

square (X
2
) 

 

Statement O E O-E (O-E)2 (O-E)2 

E 

1 
92.00 70.75 21.25 451.5625 6.3825 

8.00 29.25 -21.25 451.5625 15.4380 

2 
4 70.75 -66.25 4389.0625 62.0362 

96 29.25 66.25 4389.0625 150.0534 

3 
93 70.75 22.25 495.0625 6.9973 

7 29.25 -22.25 495.0625 16.9252 

4 
94 70.75 23.25 540.5625 7.6405 

6 29.25 -23.25 540.5625 18.1702 

     283.643 

Source: Field Survey 2013 (Table 7 & 8) 

 

Degree of freedom (df):  = (4 – 1) (5 – 1) = 3 x 4 = 12 

Chi Square (X
2
) = ∑(O – E)

2
 where E = ∑R x ∑C  

                                      E                  Total Observed 

Chi Square (X
2
) =283.6433   

Empirical Test (X²) = 283.64 
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N.B: All testing are carried out at 0.05 level of significant and degree of freedom 12, value of 

critical ratio = 21.03 

Decision Rule: reject Null hypothesis (Ho), when X² > 21.03 

From the above computation, it can be concluded that calculated value- X² (283.64) is greater 

than corresponding critical value (21.03). That it is 283.64 > 21.03 Therefore, the Null is rejected and 

the alternative hypothesis is accepted. Therefore, the null hypothesis, which states that capital, will not 

significantly influence MSMEs’ profitability in Nigeria is rejected, while the alternative hypothesis, 

which states that capital, will significantly affect MSMEs’ profitability in Nigeria is accepted. 

 

4.1.1 Test of Hypothesis 2 

Null Hypothesis: (H0) Profitability will not significantly influence capital formation of MSMEs. 

 
Table 10: Analysis of Questionnaire: Statement 5-8, Observed Frequencies (fo) 

 
Statement SA A D SD Total 

5 54 31 13 2 100 

6 5 12 41 42 100 

7 35 51 11 3 100 

8 55 30 11 4 100 

Total 149 124 76 51 400 

Source: Field Survey 2013 

 
Table 11: Analysis of Questionnaire: Statement 5-8 Expected Frequencies (fe) 

 
Statement SA A D SD Total 

5 37.25 31.00 19.00 12.75 100 

6 37.25 31.00 19.00 12.75 100 

7 37.25 31.00 19.00 12.75 100 

8 37.25 31.00 19.00 12.75 100 

Total 149 124 76 51 400 

Source: Field Survey 2013 [Table 10 (TR X TC)\GT] 

 
Table 12: Analysis of Statement 5-8, Using Observed and Expected Frequencies to Compute Empirical Test; 

Chi-square (X
2
) 

 

Statement O E O – E (O - E)2 (O - E)2 

E 

5 85 68.25 16.75 280.5625 4.1108 

15 31.75 -16.75 280.5625 8.8366 

6 17 68.25 -51.25 2625.5625 38.4844 

83 31.75 51.25 2625.5625 82.6949 

7 86 68.25 17.75 315.0625 4.6163 

14 31.75 -17.75 315.0625 9.9232 

8 85 68.25 16.75 280.5625 4.1108 

15 31.75 -16.75 280.5625 8.8366 

     161.614 

Source: Field Survey of 2013 (Table 10 & 11) 

 

Empirical Test (X
2
): = ∑(O – E)

2
 where: E = ∑R x ∑C        

                                            E                        Total Observed 

Therefore, Empirical Test (X
2
) =161.61 

N.B: Value of critical ratio = 21.03 

Decision Rule: reject Null hypothesis (Ho), when X² > 21.03 

From the above computation, it can be concluded that the calculated value X² (161.61) is 

greater than corresponding critical value (21.03). That it is 161.61 > 21.03 Therefore, the Null 
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hypothesis is rejected and the alternative hypothesis is accepted. Therefore, the null hypothesis, which 

states that, profitability will not significantly influence capital formation of MSMEs in Nigeria, is 

rejected; while the alternative hypothesis, which state that, profitability will significantly influence 

capital formation of MSMEs is accepted. 

 

4.1.2 Test of Hypothesis 3 

Null Hypothesis (H0): MSMEs will not significantly need to be quoted on the Nigerian Stock 

Exchange 

 
Table 13: Analysis of Questionnaire: Statement 9-12 Observed Frequencies (fo) 

 
Statement SA A D SD Total 

9 2 13 31 54 100 

10 35 42 12 11 100 

11 35 51 11 3 100 

12 55 30 11 4 100 

Total 127 136 65 72 400 

Source: Field Survey 2013 

 
Table 14: Analysis of Questionnaire: Statement 9-12 Expected Frequencies (fe) 

 
Statement SA A D SD Total 

9 31.75 34.00 16.25 18.00 100 

10 31.75 34.00 16.25 18.00 100 

11 31.75 34.00 16.25 18.00 100 

12 31.75 34.00 16.25 18.00 100 

Total 127 136 65 72 400 

Source: Field Survey 2013 [Table 13 (TR X TC)\GT] 

 
Table 15: Analysis of Statement 9-12, Using Observed and Expected Frequencies to Compute Empirical Test; 

Chi-square (X
2
) 

 

Statement O E O – E (O - E)2 (O - E)2 

E 

9 
15 65.75 50.75 2575.5625 39.1721 

85 34.25 -50.75 2575.5625 75.1989 

10 
77 65.75 11.25 126.5625 1.9249 

23 34.25 -11.25 126.5625 3.6952 

11 
86 65.75 20.25 410.0625 6.2367 

14 34.25 -20.25 410.0625 11.9726 

12 
85 65.75 19.25 370.5625 5.6359 

15 34.25 -19.25 370.5625 10.8193 

     154.656 

Source: Field Survey 2013 (Table 13 & 14) 

 

Empirical test X
2 

= ∑ (O - E)
2
    

                                     E 

Therefore, Empirical Test, Chi Square (X
2
) =154.66 

N.B: value of critical ratio = 21.03 

Decision Rule: reject Null hypothesis (Ho), when X² > 21.03 

From the above computation, it can be concluded that the calculated value X² (154.66) is 

greater than corresponding critical value (21.03). That it is 154.66 > 21.03 Therefore, the Null is 

rejected and the alternative hypothesis is accepted. Therefore, the null hypothesis, which states that, 

MSMEs will not significantly need to be quoted on the Nigerian Stock Exchange, is rejected, while the 
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alternative hypothesis, which states that, MSMEs will significantly need to be quoted on the Nigerian 

Stock Exchange, is accepted. 

 

4.1.3 Test of Hypothesis 4 

Null Hypothesis (H0): The listing requirements of the Securities and Exchange Commission (SEC) will 

not significantly affect the listing of MSMEs on the Nigerian Stock Exchange. 

 
Table 16: Analysis of Questionnaire: Statement 13-16 Observed Frequencies (fo) 

 
Statement SA A D SD Total 

13 54 31 13 2 100 

14 42 31 18 9 100 

15 35 51 11 3 100 

16 4 21 30 45 100 

Total 135 134 72 59 400 

Source: Field Survey 2013 

 
Table 17: Analysis of Questionnaire: Statement 13-16 Expected Frequencies (fe) 

 
Statement SA A D SD Total 

13 33.75 33.50 18.00 14.75 100 

14 33.75 33.50 18.00 14.75 100 

15 33.75 33.50 18.00 14.75 100 

16 33.75 33.50 18.00 14.75 100 

Total 135 134 72 59 400 

Source: Field Survey 2013 [Table 16 (TR X TC)\GT] 

 
Table 18: Analysis of Statement 13-16, Using Observed and Expected Frequencies to Compute Empirical 

Test; Chi-square (X
2
) 

 

Statement O E O – E (O - E)2 (O - E)2 

E 

13 
85 67.25 17.75 315.0625 4.6849 

15 32.75 -17.75 315.0625 9.6202 

14 
73 67.25 5.75 33.0625 0.4916 

27 32.75 -5.75 33.0625 1.0095 

15 
86 67.25 18.75 351.5625 5.2277 

14 32.75 -18.75 351.5625 10.7347 

16 
25 67.25 42.25 1785.0625 26.5636 

75 32.75 -42.25 1785.0625 54.5057 

     112.8379 

Source: Field Survey 2013 ((Table 16 & 17) 

 

Empirical test X
2 

= ∑(O - E)
2
    

                                      E 

    Empirical Test (X²) = 112.84 

N.B: Value of critical ratio 21.03 

Decision Rule: reject Null hypothesis (H0), when X² > 21.03 

From the above computation, it can be concluded that the calculated value X² (112.84) is 

greater than corresponding critical value (21.03). That it is 112.84 > 21.03 Therefore, the Null is 

rejected and the alternative hypothesis is accepted. Therefore, the null hypothesis, which states that, the 

listing requirements of the Securities and Exchange Commission (SEC) will not significantly affect the 

listing of MSMEs on the Nigerian Stock Exchange, is rejected. While the alternative hypothesis, which 

states that, the listing requirements of the Securities and Exchange Commission (SEC) will 

significantly affect the listing of MSMEs from on the Nigerian Stock Exchange is accepted. 
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4.2 Discussion of Findings 

Based on our interpretation and analysis of the data collected for this study, we discovered the 

following: 

1. Inadequate capital is one of the major constraints hindering the activities of MSMEs in 

Nigeria and most MSMEs do not have access to long-term capital, which would have 

helped to improve their productive activities. It was however noticed that most MSMEs 

operating in the country gets the major source of their capital from close relatives and as 

such their capital are always small to expand their business 

2. Low profitability due to inadequate capital has a chain effect on MSMEs as it reduces 

capital formation from retained profit. As a result, most MSMEs find it difficult to expand 

their productive capacity to grow into large corporations. This hinders them from 

employing more labour and capital thereby creating more employment opportunities for 

the country. Most developed nations in the world today, were able to be where they are 

right now because of the significant role of MSMEs in their economy.  

3. Listing requirements of the regulatory body of the Nigerian capital market (Securities and 

Exchange Commission) is too stringent and this has significantly affected the listing of 

MSMEs on the Nigeria Stock Exchange. In addition, the listing requirements of the Second 

Tier Market are also too stringent for most MSMEs in the country to take advantage of for 

sourcing for long-term capital. The inabilities of most MSMEs in Nigeria to source for 

long-term capital for their businesses have affected the Nigerian economy directly or 

indirectly. 

4. MSMEs always see the Nigerian Capital Market as a good source of capital for them since 

equity financing is always cheaper for long-term financing. Yet, many MSMEs still 

entertain some fears in approaching the Nigeria capital market such as: the fear of losing 

their total control over their companies, and the fear of sharing their profit with other 

investors as well as hostile takeover of their companies by other investors. 

 

 

5.  Conclusion and Recommendations 
MSMEs in Nigeria are the catalyst of economic growth and development, as well as the backbone of 

the nation. They are very important components of the economy, especially in Nigeria where they 

make up the majority of enterprises. MSMEs are increasingly taking the role of the primary vehicle for 

the creation of employment and income generation through self-employment, and therefore, have been 

tools for poverty alleviation. MSMEs also provide the economy with a continuous supply of ideas, 

skills and innovation necessary to promote competition and efficient allocation of scarce resources. For 

Micro, Small and Medium Enterprises to contribute maximally to the growth of the economy, it is 

therefore recommended that ways of easing the processes and costs of MSMEs sourcing funds from 

the capital market as well as being listed should be explored. There should be creation of platforms on 

the Stock Exchange for MSME and government in Nigeria should consider harmonising initiatives for 

supporting the MSME sub-sector. 

 

 

References 

[1] Adebusuyi, B. S (1997): “Performance Evaluation of Small and Medium Enterprises (SMEs) in 

Nigeria”. CBN Bullion Vol. 21 No.4. Central Bank of Nigeria. 

[2] Adelaja, A. (2004):  Causes for SME Financing Difficulty”. International Journal of Business 

Management, vol.4, No.6. 

[3] Akinsulire, O. (2011): “Financial Management”. Ceemol Nigeria Limited. Lagos, Nigeria. 7
th

 

Edition. 



19 European Journal of Economics, Finance and Administrative Sciences 

[4] Bates,  J. (2010): “The Financing of Small Business”. London: Sweet and Maxwell Federal 

Ministry of Finance and Economic Development. 

[5] Brigham and Houston, (2007): “Fundamentals of Financial Management”. Thompson Higherz 

Education, USA. 

[6] Central Bank of Nigeria, (2010): “Guidelines on Operation of SMEs Credit Guarantee 

Scheme”. Abuja, Nigeria 

[7] Hallberg, K. (2011): “A Market Oriented Strategy for Small and Medium-sized Enterprises 

(SMEs)”. IFC Discussion Paper No.4 

[8] Kasekende, L. & Opondo, H. (2003): “Financing SMEs: Uganda Experience”. Bank of Uganda 

Working Paper. 

[9] Keown, et al (1996): “Financial Management”. Prentice-Hall International. U.S.A 

[10] Madura, J. (1996): “Financial Markets and Institutions”. West Publishing Company. USA 

[11] Mbutor, O. (2010): “Exchange Rate Volatility, Stock Market Fluctuations and the Lending 

Behaviour of Banks in Nigeria” Journal of Economics and International Finance Vol.48, No.3. 

[12] Olorunshola, J. A. (2003): “Industrial Financing in Nigeria”. CBN Economic and Financial 

Review; vol. 23, No. 1. 

[13] Oteh, A. (2011): “Making Capital Markets work for SMEs in Africa” The Journal for Capital 

Markets Industry; vol. 14, no. 1. Uganda.  
[14] Saito, K. and Villanueva, D. (2001): “Transactions costs of credit to the small-scale sector in 

the Philippines”, Economic Development and Cultural Change; vol. 29 No. 3. 

Securities and Exchange Commission (2012): “Nigerian Capital Market” SEC Annual Reports 

2012, Lagos, Nigeria 

[15] Hamitle Consults (2007): “Training Manual: Introduction to Entrepreneurship” National 

Board for Technical Education. Kaduna. 

[16] Udechukwu, F.N. (2003): “Survey of Small and Medium Scale   Industries and Their 

Potentials” CBN Economic and Financial Review; vol. 23, No. 5. 

 

 


