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Abstract 

 Small Scale Industries all over the world have been the engine room for viable economic growth 
and development. In the light of the above, this paper identifies the role of small scale industries 
(SSI) in the growth of the nation's economy. Various related literatures were reviewed from which 
it was noticed that Small scale Industries are central to the growth of the nation’s economy. This is 
evident in the policies created by government to accelerate the development of small scale 
industries through the establishment of agencies like DFRRI, NDE, NAPEP etc. The researchers 
thus concluded that SSIs are a sine qua non for economic growth. From the conclusion made 
above, the researchers wish to recommend that government should create the enabling 
environment for the growth of small scale industries such as macroeconomic stability, reduction in 
fiscal imbalances, stability in exchange rate, increasing small scale industries access to credit 
facilities etc. 

 
 

The dynamic role of Small scale Industries (SSIs) in developing countries as engines through 
which the growth and development objectives of developing countries can be achieved has long been 
recognized. The term ‘small scale industries’ can be seen as a business organization whereby production 
is in the hand of the producer or individual who attempts to anticipate consumers’ want. According to 
Aderinto (2002), Small scale industries control the economy of a nation. The industrial revolution 
changed the status quo, and introduced mass production. The various roles that small scale industries have 
played in the economic growth of a country have triggered the unexpected re-appraisal of the role of 
small scale industries in the global economy. Small scale industries form the bedrock of the economic 
growth in every nation; they have always been in the forefront of developmental strategies. This is 
because of the great role industries play in terms of production, employment generation and the overall 
improvement in the quality of life. Industrial development involves the development of a technical 
arrangement that moves an economy from traditional method of production to a more complex system of 
mass manufacture of a variety of goods and services involving technology and management techniques 
(Kasimu, 2008).  Small Scale Industries have been acknowledged to have huge potential for Sustainable 
Development. Yet in Nigeria, the Small scale industries sub-sector has stagnated and remains relatively 
small in terms of its contribution to the Gross Domestic Product (GDP). Industrialization propels growth 
and quickens the achievement of structural transformation and diversification of economies.  It enables a 
country to utilize fully its factor endowments and depend less on the external sector for its growth and 
sustenance. 
 
Concept and Definition of Small Scale Industry 

The Small Scale Industry is a relative heterogeneous concept. What is small in an industrial 
country like the United States may not be considered small in an African country like Burkina Faso.  
What is small in the manufacturing sector may not be small in the retail trade sector.  Small scale industry 
has been defined differently from one country to another based on differences in the levels of economic 
development.  Lawal (2007), posits that it is possible to define Small scale industry using many different 
indicators and parameters.  Ijaiya (2007), said that financiers might be inclined to use the value of fixed 
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assets or turnover as parameters when defining a small scale industry. In Nigeria, there have been 
different definitions of a small scale industry by different institutions. These institutions include the 
Central Bank of Nigeria (CBN), the Small and Medium Industries Equity Investment Scheme (SMIEIS), 
the Nigerian Institute for Social and Economic Research (NISER), Federal Ministry of Industry (FMOI), 
the National Association for Small and Medium Enterprises (NASME), and the Small and Medium 
Enterprises Development Agency of Nigeria (SMEDAN). For instance, an SME has been defined by 
CBN as an outfit with a total capacity outlay (excluding land) of between N2 million and N5 million, 
while SMIEIS recognizes an SME as any industry with a maximum asset base of N200 million, excluding 
land and working capital, and with the number of staff employed by the enterprises not less than 10 and 
not more than 300 (Lawal and Ijaiya, 2007). Oyelaran-Oyeyinka (2012) captures the poor performance of 
SMEs in Nigeria relative to their counterparts elsewhere by revealing that although about 96% of 
Nigerian businesses are SMEs compared to 53% in US and 65% in Europe, they contribute approximately 
1% of GDP compared to 40% in Asian countries and 50% in both US and Europe. In essence, each 
economy needs to be able to define the micro-, small-, and medium–sized enterprises in terms of values 
or parameters that are likely to help enhance the growth and development of the sub-sector as a whole. 
The National Council of Industries defined Small Scale Industry as an industry with total capital 
employed (total investment) of more than N1,500,000 including working capital but excluding cost of 
land, but not more than N50,000,000 and a labor size of not more than 100 workers. This definition is 
reflected in the classification of industrial businesses in Nigeria shown in the table.  
 
Classification of Industrial Businesses in Nigeria 

  
Category 

Total Capital Employed Plus Working Capital 
Less Cost of Land 

Labor Force 

Cottage Not more than N1,500,000 1-10 workers 
Small Above N1,500,000 but not more than N50,000,000 11-100 workers 
Medium Above N50,000,000 but not more than 

N200,000,000 
101-300 workers 

Large Over N200,000,000 Above 300 
workers 

 Source: World Bank, SME Country Mapping 2001 
 
Historical Trace of Small Scale Industry in Nigeria 

Small scale industry orientation is part and parcel of Nigeria. Evidence abound in  respective 
communities in Nigeria of what successes our great grand-parents made of their respective trading 
concerns, yam barns, iron smelting, farming, cottage industries and the likes. The secret behind their 
success of a self reliant strategy does not lie in any particular political philosophy, so much as in the 
people’s attitude to enterprise and in the right to which the right incentive is adequate enough to make risk 
worth taking are provided.  
 
Pre-Independence Historical Development 

The historical background of small scale industries in Nigeria can be traced back to 1946 when 
the essential paper No. 24 of 1945 on “A Ten year plan of development and welfare of Nigeria 1946 was 
presented. Small Scale Industry is an all-time necessity. It was there at the beginning; this is simply 
dictated by the developmental needs of the Nigerian society. Prior to Nigerian Independence, the business 
climate was almost totally dominated by the Colonial and other European Multinational companies like 
United African Company (UAC), GB Olivant, Unilever Plc, Patterson Zechonics, Leventis, etc. These 
companies primarily engaged in bringing into Nigeria finished goods from their parent companies 
overseas. These companies have vast business experience and strong capital base, and dominated the 
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Nigerian economy. This time and the early 1960s saw the massive increase in Nigerian import market, 
while the Nigerian economy became largely dominated by very few large foreign firms. 
 
1970 – 1976 

A major/remarkable break-through in small scale business came about through the indigenization 
Decree 1972 and later, the Nigeria Enterprises Promotion Act 1977. These were genuine attempts by the 
Federal Government to make sure that Nigerians play active and worthwhile roles in the development of 
the economy. In its 1970-74 National Development  plan, the Federal Government gave special attention 
to the development of small scale industries particularly in rural areas. This was in recognition of the roles 
of small and medium scale industries, as the seedbeds and training grounds for entrepreneurship.  
 
1980 – 89 

Within these decades, the government policy measures placed emphasis on the technological 
aspects of industrial development of small scale industries in Nigeria. Various Nigerian governments 
within this decade embarked on corrective measures to divert efforts towards the maximum exploitation 
of natural resources, and tried to discourage capital intensive mode of production in the light of the 
abundant resources available. It is worthy of note that the introduction of the Structural Adjustment 
Program (SAP) during the Babangida regime made matters worse for employers of labour and created a 
veritable ground for self-employment. 
 
1990-99 

During this period, the federal and state governments had both contributed to the growth of small 
scale industries in Nigeria especially in the rural areas. Of recent time, various fiscal and non-fiscal 
incentives have been established for investors and entrepreneurs in the small scale sectors of the 
economy. Of special mentioning was the strategy adopted by the federal government towards the training 
and motivation of the unemployed graduates, to be gainfully employed in out of school entrepreneurship 
development programmes. Thus on the presentation of viable feasible projects, approved loans are 
disbursed through pre-selected commercial banks assisted by the National Directorate of Employment. 
The Peoples Bank of Nigeria (PBN) was also in the vanguard of granting of soft loans to unemployed 
youths and artisans, and this aimed at diverting the attention of youths from government salaried jobs, to 
that of gainful self solely employment. NDE and the Peoples Bank of Nigeria were solely charged with 
the responsibility of generating employment through their various programmes for thousands of 
unemployed Nigerians. To show its seriousness, the Federal Government through its educational agencies 
like the National Board for Technical Education (NBTE), the Nigerian University Commission (NUC), 
and the National Youths Service Corps (NYSC) programme gave a directive that entrepreneurship 
development courses be incorporated into the curricular of tertiary institutions and NYSC programme. 
 
Theoretical Framework  

Small scale industries have long been a matter of concern for government and policy makers. In 
the populist tradition of thought, an economy based on small scale industry has been regarded as the 
alternative to the standard course of capitalist industrialization, generated, with its tendency towards 
increasing concentration of industries in the hands of a few large firms (Kitching, 1982). Size theories of 
the firm can be classified into four approaches, namely, conventional microeconomic approach (or the 
technological approach), the transaction cost approach (or the institutional approach), industrial 
organization approach, and the dynamic model of size distribution approach (You, 1995). In the 
conventional microeconomic approach, firm size is determined by technical and allocation efficiency. The 
traditional analysis of firm size is conducted in the context of a competitive equilibrium. In a competitive 
equilibrium, the actual firm size will be the efficiency size in the sense that the long-run average cost is 
minimized at that point. Here, the technologically determined economies of scale and scope are the 
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principal determinants of firm size (You, 1995). The efficient firm size can be determined uniquely only 
if the long run average cost curve is Unshaped. One way by which decreasing returns to organization size 
may occur is where there is a fixed input such as the entrepreneurial input. Kihlstrom and LaFont (1979) 
see the propensity to take risk in the face of uncertainty as the central quality of entrepreneurship. Firm 
size therefore, depends on the individual entrepreneur’s willingness to take risk. Marx (1976) posits that 
changes of efficient firm size over time depend on the nature of technological change. Lucas (1978) posits 
that there is a given distribution of managerial talents across entrepreneurs.  In equilibrium therefore, the 
greater the talent of an entrepreneur, the greater the size of the firm (measured in number of employees) 
he manages.  
In the transaction cost theory, firm size is determined by transaction cost efficiency. Here the efficient 
size of the firm is determined where the marginal intra-firm transaction cost (cost of internalizing one 
more transaction) equals the market transaction cost (Coase, 1937). While market transaction costs 
explain why firms exist, intra-firm governance costs explain why the efficient firm size is limited. The 
third approach is the industrial organization approach. Firm size and its distribution (market structure) are 
determined by market power. In this approach there is no presumption that the observed firm size or its 
distribution is efficient or in the process of adjustments towards the efficient equilibrium. Rather, the size 
distribution of firm is thought to reflect the distribution of market power and the competitive structure of 
the market.  
 

The fourth theory is the dynamic model of the size and distribution of a firm’s approach. This 
includes stochastic models, life-cycle models and evolutionary models. The stochastic model for instance, 
is based on the Gibral’s law, which states that the growth rate of a firm is independent of its current size 
and its growth history (You, 1995). If every firm experiences the same growth rate subject to random 
variations year after year, the size distribution will turn to a log normal distribution. That is a skewed 
distribution rather closed to the typical size distribution of firms actually observed in most industries.  
 
 Small Scale Industries (SSI) Capacity Building in Nigeria  

In recognition of Small scale industries substantial contribution to the country’s economy, the 
strategies and initiatives to promote small scale industry development features prominently in most of the 
government’s economic development plans with a view to nurturing further growth in the sector. Over the 
last decade, a clear path for accelerating the development of Small scale industry has been charted 
through the establishment of agencies such as DFRRI, NDE, NAPEP, etc. although the challenges before 
these establishments are daunting (Ogwuma, 1995). The state led models of industrialization followed 
immediately after Nigerian independence in 1960 and those of 1970s and 1980s were major factors 
constraining the growth of Small scale industries. There were many ways in which industrialization 
discriminated against SSI during the time. First, trade was regulated in a way that allowed large firms to 
obtain import licenses, official exchange rates for imports; and tariff rebates more easily than small firms. 
The anti-export bias induced by import substitution strategies also discriminated against intensive SSIs. 
As a result, small clients were allocated limited credit, allowing large firms to grow at the expense of 
small firms. Thirdly, the problems of dealing with government regulations and tax authorities weighted 
more heavily on smaller firms in the shape of higher compliance costs, i.e. the fixed costs of complying 
with import/export and tax regulations, labour market regulations, and licensing and price control. Fourth, 
Nigeria’s underdeveloped physical and social infrastructures created a binding constraint to SSIs growth. 
SSIs rely heavily on inefficiently provided state infrastructures such as electricity and water and cannot 
afford the cost of developing any alternatives. Towards this end, the government efforts should be 
directed to strengthening SMEs and thus encouraging domestic investment and promoting economic 
growth. 
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The Propelling Force of Economic Growth 
 One of the features of industrial development is the increasing size of business units, According 
to Ekeuararhe, (2002), Economic growth are usually described as the quantitative increase in total or per 
capital output of goods and services in an economy. In order for growth to take place, it is necessary to 
increase the existing level of productive capacity i.e the available stock capital. From this perspective, it 
will be adequate that the present government of Delta state finds it necessary to build up the economy in 
pursuit of ‘Delta beyond oil’.  In recognizing the propelling forces for economic growth, Ekuerarhe 
(2002), pointed out that small scale industries in Nigeria are systematically moving towards the area of 
specialization, mass production and automation which are of great interest.  

a. Liberalization: The promotion of competition in certain areas of activity by the removal of 
statutory monopolies or other barriers to the entry of firms into the industry. 

b. Transfer of Ownership Assets: The partial or total sale by the government of its ownership of 
public corporation or public company by the issues of shares. 

 
c. The Extension of Private Provision of Public Services: Here the private sector takes over the 

provision of services previously required to be provided by a public authority, e.g. the handing 
over of PHCN to private firm and the operation of a refuse collection system. While some 
specialize in production, some are in distribution.  

 
The question one may ask is why are the small scale industries in the country moving towards 

specialization? The answer is not far-fetched; Specialization has the greatest advantage of producing high 
and quality low cost goods in large quantities. According to Aderito (2002), out-put is said to be on the 
increase if there is division of labour (specialization) in operation. There are greater skills of workers 
through the use of machinery by specialized hands. The pleasure in specialization has resulted cheaply 
from the desire of the business person to achieve maximum production and efficiency, all these help in 
the modernization and diversification of the nation’s economy. 
 
The Importance of Small Scale Industries in the Nigerian Economy 

Small scale industries have been important economic catalysts in a developing nation. The 
industry provides employment and earning opportunities, which contribute to economic growth and 
increase in the standard of living of the populace. Orgi (1988) views small business firms as the engine of 
development strategies in the promotion of economic growth and development. The Nigerian Industrial 
Promotion Council, NIPC, (2000) confirms this by stating that “the advent of Small and Medium Scale 
Enterprises in Nigeria was necessitated by the need to stimulate the establishment and growth of 
industries in order to launch the country’s industrial development.”  In the area of employment, small 
scale industry has proven beyond reasonable doubt by giving both skilled, semi-skilled and unskilled 
workers employment and thus reducing the rate of unemployment in the country; small scale industry also 
creates employment opportunities for professionals of various categories, (Aforun, 2011). Another 
importance of small scale industry is that it encourages and provides technical education with a view to 
increasing workers knowledge and understanding of the problem of labour in the society, some workers in 
the society have been trained as Agriculturists, economists, development planners, and engineers to 
mention but few, all these categories of persons contribute to the growth of the national economy. In the 
area of  which is seen as the total of all income including wages, rent, interest payment and profit received 
by the household, small scale industries have made an increase as a result of taxes being paid to 
government which they use in generating economic growth and developmental effort. The establishment 
of large firms involves heavy financial outlay and is essentially capital intensive, which does very little in 
solving unemployment problems.  It also requires that manufacturing industries be designed and set up by 
foreign producers who also supply most of the raw materials and machinery spare parts needed for an 
uninterrupted production of industrial output. Thus, it behooves developing countries to devote vigorous 
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energy to the development of local manufacturing industries. To obtain economic self reliance and 
sufficiency, Nigeria needs to pursue small scale industries as a strategy for growth and development.  
 

The advantages claimed for Small scale industries are various, including: the encouragement of 
entrepreneurship (Safiriyu and Njogo, 2012; Ayozie and Latinwo, 2010; Ayesha, 2007); the greater 
likelihood that Small scale industry will utilize labour intensive technologies (Aremu and Adeyemi, 2011; 
Salami, 2003; Muritala et al 2012) and thus have an immediate impact on employment generation 
(Ayozie and Latinwo, 2010; Aigboduwa and Oisamoje, 2013; Udechukwu, 2003; Aremu and Adeyemi, 
2011); they can usually be established rapidly and put into operation to produce quick returns; Small scale 
industry development can encourage the process of both inter- and intra-regional decentralization 
(Ogujiuba, Ayozie and Latinwo 2004); and, they may well become a countervailing force against the 
economic power of larger enterprises (Salami, 2003). The concomitant effect is that less financial 
facilities are made available to Small and Medium Scale Enterprises (SMEs) by banks. Firms depend on a 
variety of sources of financing, both internal and external (Terungwa, 2012). The relationships among 
these sources and their effects on investment, however, remain unclear in the literature. But in Nigerian 
context, this crucial source of finance for Small Scale industry is apparently non-functional (Kadiri, 
2012). This is evident in the ratio of loans to Small Scale Enterprises to Commercial banks’ total credit, 
which shows that a meager 0.13% of commercial banks’ total credit was granted to Small Scale 
Enterprises in the last quarter of 2012 (CBN, 2012). More worrisome is the fact that this ratio has been 
falling over the years and continued unabated in the post-consolidation era.  
 

Small scale industry has contributed immensely and in diverse ways to the growth of the nation’s 
economy. The contribution, as Rosemary and Joe (1975), Tate et al (1975), Olokoyo (2000) and Nnanna 
(2003) observed, include Innovation and Flexibility, Employment Creation, Promotion of Even 
Development and Reduction of Income Disparities, Output Expansion, Production of Intermediate Goods, 
Increase in Revenue Base of Government, Transformation of Indigenous Technology, Utilization of Local 
Resources, Contribution to Consumer Interest, Keeping Larger Firms Competitive, Maintaining Close 
Relationship with Customers and Community, Providing a Comprehensive Learning Experience, 
Developing Risk Takers and Contributing to the Balance of Payment. The advent of Small scale industry 
in Nigeria was necessitated by the need to stimulate the establishment and growth of industries, in order 
to launch the country’s industrial development.  
 

Furthermore, the realization of the sector’s potentialities, specifically in developing economy has 
also aroused the interest of major international aid agencies including the World Bank. This is practically 
proved with targeted assistance to the sector. From 1998-2002, the World Bank Group approved more 
than $10 billion in SMEs support programs and $1.3 billion in 2003 in an effort to achieve meaningful 
and rapid industrial progress. In the developed world where big industries flourish, SSIs are still a major 
force. Hence, the drive towards a dynamic, focused, consistent, and productive SME base in developing 
nations is healthy when their capability for building sustainable and resilient economic system are 
considered. In the overall economic development, the impact of the micro, small and medium enterprises 
is enormous to the extent that over 90% of enterprises in the world and 50-60 % of employment belong to 
this sector. Through the establishment of manpower development support schemes, and their involvement 
in the training and retraining of entrepreneurs, small scale industries have provided a pool of potential 
entrepreneurs and business people who are well equipped to start and successfully manage industries 
whether small or large, not only in Nigeria, but overseas. Successful business people in Nigeria like the 
Aliko Dangotes, the Ibrus, Mike Adenuga, Illodigwe and the Orji Kalus started as SSI, before the growth 
of their various businesses into conglomerates. It has reduced the dependence on government and large 
firms on salaried employment. This is evidenced from the liberalization policy of the government in the 
telecommunication and education sectors as a lot of companies have been established to provide support 
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staff and employment for Nigerians. Small scale industries have stimulated rural development and the 
achievement of a meaningful level of broad economic and rural development. It has uplifted the dignity of 
labour. There is the spirit of “ME TOO”, I can do it attitude. It has upgraded the social status of Nigerian 
youths, by showcasing them as very successful entrepreneurs and operators of small scale industries. 
Given the paramount role of small scale industries to the growth and development of the economy, it 
becomes imperative to assess their contribution to the development of the Nigeria economy. 
 
Conclusion/ Policy Recommendations 

It is becoming increasingly apparent to government and policy makers that the role of small scale 
industry is very important to the development and growth of any given economy. The economic growth 
and prosperity of Nigeria lies in the dynamism and growth of small to medium and large scale enterprises. 
Small scale industries play critical roles as the main engine of growth in promoting private sector 
development and partnership. They are indeed the bases that provide the necessary impetus for the 
transformation of most industrialized economies.  Hence, the rapid growth of Small scale industries is of 
crucial importance to the nation’s economy, thus, the relevance of small business firms to the economic 
growth of Nigeria calls for a determination of deliberate strategies for their survival and success.  
 

Small Business firms have enough economic potential to enable Nigeria’s industrial sector meet 
the contemporary challenges of globalization. The enabling environment for the growth of Small scale 
industries such as macroeconomic stability, reduction in fiscal imbalances, stability in exchange rate, 
strengthening the basic infrastructure, need to promote linkages and inter-firms relationships through 
construction of industrial estates, capacity building through EDP, increasing Small scale industries access 
to credit facilities, and the need for reduction in tax rates should be created.  
 

Since the international economy is no longer divided along ideological lines, but between the rich 
and the poor countries, between the technologically backward and the advanced, between countries of the 
North and those of the South, it is only pertinent for developing countries like Nigeria and a state like 
Benue to brace up to the challenge of matching the massive flow of trade from Eastern Europe with the 
restructuring of their economies. The Government and non-governmental organizations (NGOs) should 
partner together to ensure the growth and success of SSIs in Nigeria considering their catalistic role in 
economic growth and development.  In order to move away from this prevailing situation and build up 
some dynamism in its operations, a small-scale manufacturer should also be involved in strategic 
marketing planning. This planning will try to answer three important and relevant questions: 
(i) Where are we now? 
(ii) Where do we want to be? 
(iii) How are we going to get there? 
 

At the diagnosis stage, they should endeavour to be market-focused. They should find target 
markets, interpret trends, and identify customer needs before assessing the firms strengths and 
weaknesses, noting also the limitations imposed upon by local marketing environment. It is only after this 
can an effective marketing strategy be formulated and appropriate plan put into action. The small-scale 
manufacturer should also use price/quality assortment, convenience, service, and other elements of the 
marketing mix to promote the right image for their companies and products.  
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