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CHAPTER ONE
INTRODUCTION
1.1	Background to the Study 
Economic development is a vital goal for every nation, especially developing countries like Nigeria. It entails sustained actions aimed at improving the standard of living and economic health of a specific area. One key player in this developmental process is the small-scale business sector. Globally, small-scale enterprises are recognized as engines of economic growth, innovation, employment generation, and social development. In Nigeria, small-scale businesses occupy a critical space in the national economic landscape, particularly in their ability to provide employment, promote equitable distribution of income, and encourage local entrepreneurship.
Small-scale businesses (SSBs), also referred to as Small and Medium Enterprises (SMEs), are defined differently depending on the context, but in Nigeria, they are generally characterized by low capital investment, small workforce (usually less than 50 employees), and ownership by an individual or a small group. They typically operate within informal or semi-formal sectors and are involved in a wide range of economic activities, including trade, manufacturing, services, agriculture, and craftworks. Despite being small in size, their collective contribution to the Gross Domestic Product (GDP), job creation, and poverty alleviation is significant.
Nigeria has experienced several decades of fluctuating economic performance marked by oil booms, recessions, inflation, unemployment, and various structural challenges. The country’s over-dependence on oil as the primary source of revenue has exposed it to global market shocks, making diversification an essential strategy for long-term economic sustainability. As such, the promotion of small-scale businesses has become a strategic focus for both policymakers and development stakeholders.
The Federal Government of Nigeria has, over the years, implemented various policies and established institutions to support the growth of small-scale enterprises. These include the Small and Medium Enterprises Development Agency of Nigeria (SMEDAN), Bank of Industry (BOI), Microfinance Banks, and several intervention funds aimed at easing access to finance and capacity building. Additionally, policies such as the National Policy on Micro, Small and Medium Enterprises and the Economic Recovery and Growth Plan (ERGP) have underscored the importance of SSBs in achieving economic growth and national development.
Despite these efforts, small-scale businesses in Nigeria continue to face numerous challenges that limit their growth and contribution to the economy. These challenges include inadequate access to finance, high cost of borrowing, lack of infrastructure, epileptic power supply, low levels of technology adoption, limited market access, and poor managerial and entrepreneurial skills. Corruption, inconsistent government policies, and a weak regulatory environment further compound the challenges facing small business owners.
In Kwara State, small-scale enterprises are a vital part of the local economy. The state, located in the North-Central region of Nigeria, has a predominantly agrarian economy, but it also boasts a growing number of small businesses engaged in trade, crafts, services, and light manufacturing. These enterprises play an essential role in providing employment opportunities, especially for youth and women, supporting household income, and promoting rural and urban development.
Urban centers like Ilorin, Offa, and Omu-Aran have seen a rise in small business activities, including tailoring, food processing, hairdressing, electronics repair, retail shops, and agribusiness ventures. In rural areas, small-scale farming, petty trading, and artisan work are common economic activities. These businesses not only provide livelihoods but also stimulate local economies by generating demand for goods and services, thereby creating a multiplier effect.
However, like other parts of Nigeria, small-scale businesses in Kwara State face daunting challenges. Inadequate power supply increases operational costs, poor road networks hinder access to markets, and limited access to affordable finance restricts expansion. Many entrepreneurs lack formal education and training, which affects their ability to manage their businesses effectively and to innovate. Additionally, most small businesses operate in the informal sector and are not registered, limiting their access to government support and financial services.
Nonetheless, the resilience and adaptability of small business owners in Kwara State are commendable. Despite the constraints, they continue to create jobs, innovate with local resources, and serve underserved markets. They represent a strong potential for inclusive economic development if given the necessary support and enabling environment.
The relevance of small-scale enterprises in Nigeria’s economic development cannot be overemphasized. According to the National Bureau of Statistics (NBS), SMEs account for over 80% of employment in Nigeria and contribute approximately 48% to the national GDP. They also constitute about 96% of all businesses in the country. This makes them indispensable in efforts to reduce poverty, close the inequality gap, and foster social stability.
From a theoretical perspective, the importance of small-scale businesses in economic development is supported by several development theories. The endogenous growth theory emphasizes the role of innovation, human capital, and knowledge in promoting economic growth, all of which are elements commonly found in thriving small enterprises. Similarly, the Schumpeterian view of entrepreneurship considers the entrepreneur as a key agent of economic transformation through innovation and creative destruction. Small businesses serve as platforms for such entrepreneurial activity, thereby contributing to economic dynamism.
Moreover, small-scale businesses help in achieving balanced regional development by reducing urban-rural migration. They provide employment and income in rural areas, reducing the pressure on urban centers and helping to address regional disparities. They also encourage self-reliance and foster a culture of entrepreneurship, which is vital for long-term economic transformation.
Given their strategic importance, there is a need to conduct an in-depth study on the roles of small-scale businesses in Nigeria’s economic development, particularly at the state and local levels. Kwara State, with its mix of urban and rural economies and a diverse range of small-scale enterprises, presents a suitable context for such an investigation. By examining selected small businesses in the state, this study aims to understand their contributions, challenges, and potentials more thoroughly.
Furthermore, this study will assess how small-scale enterprises contribute to key indicators of economic development such as employment, income generation, industrial output, and poverty reduction. It will also explore the role of government policies, access to finance, training, and infrastructure in shaping the performance of small businesses in the state.
In conclusion, small-scale businesses remain a cornerstone of Nigeria’s economic development strategy. Their potential to create jobs, foster innovation, and stimulate economic activities across different sectors and regions cannot be ignored. However, realizing this potential requires deliberate policy action, targeted support, and an enabling environment. Through the lens of selected small-scale enterprises in Kwara State, this study will contribute to the understanding of the dynamics of small business development and offer recommendations for harnessing their full economic potential.
1.2	Statement of the Problem
In Nigeria, the growing recognition of small-scale businesses as a vital engine for economic growth and development has led to increased interest among policymakers, scholars, and development agencies. Small-scale businesses are seen as key to job creation, income generation, innovation, and the diversification of the economy. Despite these acknowledged contributions, the full potential of small-scale businesses in Nigeria, particularly in states like Kwara, has not been adequately realized.
The Nigerian economy continues to face serious challenges, including high unemployment, poverty, and over-dependence on oil revenue. While small-scale businesses have the capacity to serve as a remedy for these issues by fostering grassroots economic development, they are hindered by several persistent constraints. These include lack of access to credit facilities, poor infrastructure, inadequate power supply, limited managerial and technical skills, high taxation, and inconsistent government policies. These challenges not only affect the growth and sustainability of small businesses but also limit their contributions to the broader economy.
In Kwara State, small-scale businesses are prevalent in both rural and urban areas, operating in diverse sectors such as agriculture, trading, manufacturing, and services. However, many of these enterprises struggle to expand or survive due to a harsh business environment. Access to financing remains a significant barrier, as most small business owners lack the collateral or documentation required by conventional banks. Furthermore, poor infrastructure, especially roads and electricity, hampers productivity and increases the cost of doing business.
In addition to external challenges, internal limitations such as low levels of business education, poor record keeping, and weak strategic planning further restrict the capacity of small-scale businesses to thrive and contribute meaningfully to economic development. As a result, the economic impact of many small enterprises remains largely informal, unquantified, and underutilized.
Despite various government initiatives aimed at supporting SMEs—such as the Small and Medium Enterprises Development Agency of Nigeria (SMEDAN), microfinance schemes, and capacity-building programs—many small-scale businesses in Kwara State are yet to benefit from these interventions due to bureaucratic bottlenecks, lack of awareness, or exclusion from formal economic systems.
There is a gap in empirical understanding of how small-scale businesses in Kwara State are contributing to economic development, what specific roles they play, and what challenges they encounter. Without concrete data and analysis, it is difficult to design effective policies or interventions that would enhance their productivity and sustainability.
Therefore, this study seeks to investigate the roles of small-scale businesses in the economic development of Nigeria, using selected enterprises in Kwara State as a case study. It aims to identify the specific contributions of these businesses to local economic growth, explore the obstacles they face, and assess the effectiveness of current support mechanisms. By addressing these issues, the research hopes to provide valuable insights that will inform policy, promote sustainable small business growth, and ultimately contribute to Nigeria’s economic transformation.
1.3 Research Questions
i. What are the major contributions of small-scale businesses to economic development in Kwara State?
ii. What are the main challenges faced by small-scale businesses in Kwara State?
iii. How do small-scale businesses generate employment and income for the local population?
iv. To what extent do government policies and support programs influence the growth of small-scale businesses in Kwara State?
v. What strategies can be implemented to enhance the role of small-scale businesses in promoting economic development?
1.4	Objectives of the Study
i. To identify the specific contributions of small-scale businesses to economic growth in Kwara State.
ii. To analyze the major challenges confronting small-scale businesses in Kwara State.
iii. To assess the role of small-scale businesses in employment generation and poverty alleviation.
iv. To evaluate the impact of government policies and support programs on the performance of small-scale businesses.
v. To propose viable strategies for improving the performance and contributions of small-scale businesses to economic development.
1.5	Research Hypotheses
The following hypotheses will be tested in the course of the study:
Hypothesis 1:
· H₀ (Null): Small-scale businesses do not significantly contribute to the economic development of Kwara State.
· H₁ (Alternative): Small-scale businesses significantly contribute to the economic development of Kwara State.
Hypothesis 2:
· H₀: Government support programs have no significant impact on the growth of small-scale businesses in Kwara State.
· H₁: Government support programs have a significant impact on the growth of small-scale businesses in Kwara State.
Hypothesis 3:
· H₀: Small-scale businesses do not play a significant role in employment generation in Kwara State.
· H₁: Small-scale businesses play a significant role in employment generation in Kwara State.
1.6	Significance of the Study
This study is significant for several reasons. It contributes to a better understanding of the vital role small-scale businesses play in the economic development of Nigeria, with particular reference to Kwara State. As small businesses are often overlooked in the broader discourse of national economic planning, this research brings attention to their importance in generating employment, reducing poverty, fostering entrepreneurship, and boosting local production.
The findings of this study will be beneficial to various stakeholders:
Policymakers and Government Agencies: The study provides insights into how small-scale businesses contribute to economic growth and highlights the challenges that hinder their development. This information will be useful in formulating effective policies, programs, and interventions to support and strengthen the sector.
Small-Scale Business Owners and Entrepreneurs: The research will help business operators understand their potential impact on the economy and guide them in making strategic decisions to improve productivity, sustainability, and expansion.
Development Organizations and Financial Institutions: The study will serve as a resource for organizations involved in capacity-building, funding, and development initiatives targeting small businesses.
Academics and Researchers: This research adds to the existing body of knowledge on small business development and economic growth in Nigeria. It can serve as a basis for further academic studies on entrepreneurship, rural development, and economic diversification.
The General Public: By identifying the contributions and challenges of small-scale businesses, the study helps promote a broader appreciation of their role in socio-economic development.
1.7	Scope of the Study
This study focuses on evaluating the roles of small-scale businesses in the economic development of Nigeria, using selected small businesses in Kwara State as the case study. The research will concentrate on different categories of small-scale enterprises including those engaged in trade, services, agriculture, and small-scale manufacturing.
The geographical focus of the study is limited to urban and semi-urban areas within Kwara State, such as Ilorin, Offa, Omu-Aran, and nearby towns. The study will gather data from business owners, employees, and relevant government agencies.
1.8	Limitations of the Study
i. Geographical Limitation: The research is limited to selected areas within Kwara State and may not fully represent the situation of small-scale businesses across the entire country.
ii. Access to Data: Some small-scale business owners may be reluctant to disclose financial information or operational challenges, which may limit the accuracy and completeness of the data collected.
iii. Time and Financial Constraints: The study is conducted within a limited time frame and budget, which restricts the sample size and scope of fieldwork.
iv. Sample Size: Due to constraints, only a select number of small-scale businesses will be surveyed. As a result, the findings may not be generalizable to all small businesses in Nigeria.
v. Informal Business Structure: Many small businesses in Nigeria operate informally without proper records, which may hinder data reliability and affect the analysis of their contribution to economic development.
Despite these limitations, the study remains valid and significant as it provides a useful snapshot of the role and challenges of small-scale businesses in a typical Nigerian state.
1.9	Definition of Terms
To ensure clarity and proper understanding of the key concepts used in this study, the following terms are defined as they apply within the context of this research:
Small-Scale Business (SSB): A business enterprise that operates with a small number of employees (usually less than 50), limited capital investment, and relatively low turnover. In Nigeria, small-scale businesses are often privately owned and operated, with minimal formal structure.
Economic Development: A process by which the economic well-being and quality of life of a nation or region is improved. This often involves increased productivity, income generation, employment creation, poverty reduction, and improved standards of living.
Entrepreneurship: The process of identifying, developing, and bringing a vision to life by starting and managing a business venture, often involving innovation, risk-taking, and proactive decision-making.
Employment Generation: The creation of job opportunities for individuals, particularly through the establishment and growth of business ventures. Small-scale businesses play a crucial role in this area by offering employment to local populations
Income Generation: The ability of individuals or businesses to earn money through productive activities such as trading, manufacturing, or service provision. This contributes to personal and household economic stability.
Business Environment: The external and internal factors that affect the operation and success of a business. These may include infrastructure, access to finance, government policies, market conditions, and socio-economic trends.
Micro, Small and Medium Enterprises (MSMEs): These refer to businesses that fall below certain thresholds in terms of employment, capital investment, and turnover. Small-scale businesses are part of this broader category.
Government Support Programs: Initiatives introduced by the government to support the growth and sustainability of small-scale businesses, such as funding, training, tax incentives, and regulatory frameworks.
Financial Constraints: The limitations small businesses face in obtaining the financial resources needed for operations, expansion, or investment, often due to lack of collateral or high interest rates.
Infrastructure: The physical and organizational structures needed for the operation of a business, including electricity, roads, water supply, and telecommunications.
Business Sustainability: The ability of a business to maintain operations over the long term without depleting resources or experiencing frequent closures due to economic or environmental challenges.
Policy Framework: A set of guidelines and principles established by the government to regulate and promote the growth of economic sectors, including small-scale enterprises.






















CHAPTER TWO
LITERATURE REVIEW
2.0	Preamble
This chapter presents a comprehensive review of existing literature relevant to the subject of small-scale businesses and their contribution to economic development. It provides both theoretical and empirical insights that help to establish the foundation upon which this study is built. The purpose of this chapter is to examine the concepts, theories, and research findings related to the development and functioning of small-scale enterprises within the context of a developing economy like Nigeria.
The chapter is divided into various sections that cover key areas of the study. It begins with the conceptual framework, which explores the meaning, characteristics, and classifications of small-scale businesses, as well as the concept of economic development. It then proceeds to the theoretical framework, which discusses the economic and entrepreneurship theories that underpin the study. This is followed by a review of empirical studies that have been conducted both locally and internationally, highlighting findings on the roles, benefits, and challenges associated with small-scale business development.
In addition, this chapter discusses the relationship between small-scale enterprises and economic indicators such as employment generation, income distribution, poverty alleviation, and industrialization. It also examines government policies and institutional support structures aimed at enhancing the performance of small-scale enterprises in Nigeria.
The literature review identifies gaps in the existing body of knowledge, which this study seeks to fill. By analyzing the strengths and weaknesses of past research, this chapter lays the groundwork for the methodology, analysis, and conclusions that follow in subsequent chapters.
	
2.1 Conceptual Framework
The conceptual framework forms the theoretical foundation of this study by explaining the key concepts and their interrelationships. It is crucial for establishing a common understanding of what small-scale businesses entail and how they contribute to economic development, especially within the Nigerian context. This section elaborates on the definitions, characteristics, classifications, and economic significance of small-scale businesses, as well as the concept of economic development. Furthermore, it highlights the role small-scale businesses play in the socioeconomic advancement of developing economies like Nigeria.
2.1.1 Concept of Small-Scale Business
Small-scale businesses, often referred to as small enterprises or small and medium enterprises (SMEs), are vital components of any economy. Globally, small-scale businesses are acknowledged as engines of growth and development. Their unique ability to operate flexibly in diverse sectors and environments makes them essential for job creation, income generation, and poverty reduction.
Definitions and Classifications
The definition of a small-scale business varies depending on the context and criteria such as employee size, capital investment, annual turnover, and industry type. Various organizations and governments have developed standards to categorize businesses as micro, small, or medium-sized.
In Nigeria, the Small and Medium Enterprises Development Agency of Nigeria (SMEDAN) defines small-scale enterprises as businesses with a workforce of between 10 and 49 employees and an asset base (excluding land and building) of ₦5 million to ₦50 million. According to this classification:
i. Micro-enterprises: Employ less than 10 people, often informal with minimal capital.
ii. Small enterprises: Employ 10 to 49 people, usually more structured but still limited in resources.
iii. Medium enterprises: Employ 50 to 199 people, with relatively higher capital and organization.
International organizations such as the World Bank and International Labour Organization (ILO) also provide similar definitions, emphasizing the employment capacity and financial turnover as the main criteria.
Characteristics of Small-Scale Businesses
Small-scale businesses are distinguished by a set of common characteristics that affect their operations and impact:
i. Limited Capital and Financing: Small businesses typically start with limited financial resources. They rely heavily on personal savings, informal lending, or microfinance. Access to formal financial institutions remains a challenge due to lack of collateral and credit history.
ii. Simple Organizational Structure: Most small enterprises are family-owned and operated. Decision-making is centralized, often resting with the proprietor or a small group of owners.
iii. Flexibility and Adaptability: Due to their size and informal nature, small-scale businesses can quickly adjust to market changes, consumer preferences, and economic shifts.
iv. Local Market Orientation: These businesses primarily serve local or niche markets. Their activities tend to be concentrated in urban centers or rural communities, providing goods and services tailored to local demands.
v. Labor-Intensive: Small businesses generally require more labor relative to capital investment. This feature makes them significant contributors to employment, especially for unskilled and semi-skilled workers.
vi. Informal Operations: A large proportion of small-scale businesses in Nigeria operate in the informal sector without proper registration or formal accounting systems, affecting their visibility and access to government support.
Types of Small-Scale Businesses
Small-scale businesses span various sectors and industries, each playing distinct roles in the economy:
i. Retail and Trade: Small shops, kiosks, and markets selling goods directly to consumers. These enterprises facilitate distribution and consumption of goods at grassroots levels.
ii. Manufacturing: Small-scale production units engaged in food processing, textiles, crafts, furniture making, and metalwork. These businesses add value by transforming raw materials into finished products.
iii. Agriculture and Agro-processing: Small farms and agro-processing businesses contribute significantly to food production and supply, particularly in rural areas.
iv. Service Sector: Businesses offering services such as transportation, tailoring, hairdressing, repair works, hospitality, and professional services. This sector supports daily social and economic activities.
v. Construction: Small construction firms and artisans provide building and maintenance services critical to infrastructure development.
2.1.2 Concept of Economic Development
Economic development is a multidimensional process aimed at improving the economic well-being and quality of life of a community, region, or nation. It encompasses structural changes in the economy that promote sustainable growth, reduce poverty, and enhance living standards.
Economic Growth vs Economic Development
It is important to distinguish between economic growth and economic development. Economic growth refers to an increase in a country’s output of goods and services, usually measured by Gross Domestic Product (GDP) or Gross National Product (GNP). While growth is quantitative, development is qualitative, implying:
i. Improved income distribution.
ii. Enhanced access to education and healthcare.
iii. Infrastructure expansion.
iv. Reduction in unemployment and poverty.
v. Empowerment of marginalized groups.
Thus, economic development embodies the broader objectives of growth with equity, sustainability, and inclusiveness.
Indicators of Economic Development
Common indicators used to measure economic development include:
i. Per Capita Income: Higher average income levels signify improved living standards.
ii. Employment Rate: Increased employment reduces poverty and stimulates consumption.
iii. Poverty Rate: Declining poverty levels reflect effective distribution of wealth.
iv. Health and Education: Improved life expectancy, reduced infant mortality, and literacy rates indicate social progress.
v. Infrastructure: Development of roads, electricity, water supply, and communication enhances productivity and quality of life.
vi. Industrialization and Diversification: Shift from agriculture to manufacturing and services indicates economic transformation.
Economic Development in Nigeria
Nigeria’s economy has historically depended on oil exports, which has limited the diversification and resilience of the economy. To achieve sustainable development, Nigeria requires a robust base of small-scale businesses to stimulate indigenous entrepreneurship, local production, and employment.
Despite the country’s vast natural and human resources, high unemployment, poverty, and infrastructural deficits remain challenges. Small-scale enterprises are thus seen as essential catalysts for structural economic transformation and development.
2.1.3 Contributions of Small-Scale Businesses to Economic Development
Small-scale businesses perform several crucial functions that contribute directly and indirectly to the economic development of Nigeria and other developing countries. Their significance can be analyzed from multiple perspectives:
Employment Generation
One of the most important roles of small-scale businesses is their capacity to create jobs. In Nigeria, where formal employment opportunities are limited, small enterprises absorb a large portion of the labor force, including youth, women, and the less-educated. The labor-intensive nature of these businesses ensures employment for semi-skilled and unskilled workers, thereby reducing unemployment and underemployment.
The informal sector, dominated by small-scale businesses, employs about 60-70% of the Nigerian workforce. This sector’s capacity to create jobs helps reduce social vices that arise from unemployment and increases household income levels.
Poverty Alleviation
By providing income-earning opportunities, small businesses help lift individuals and families out of poverty. The increased income improves access to basic needs such as food, education, and healthcare. When a significant portion of the population participates in economic activities, wealth distribution becomes more equitable, enhancing social stability.
Moreover, the multiplier effect of income generated by small businesses stimulates local economies, encouraging further business activities and community development.
Entrepreneurship Development
Small-scale businesses promote entrepreneurship by enabling individuals to take initiatives, innovate, and develop business skills. Entrepreneurs often start small but contribute to economic dynamism by introducing new products, services, and business models.
This entrepreneurial culture fosters a spirit of self-reliance and reduces dependence on government or foreign aid.
Industrial Linkages and Economic Diversification
Small-scale enterprises form the backbone of industrial linkages, supplying raw materials, parts, and services to larger industries. They serve as subcontractors and suppliers, enhancing industrial efficiency and productivity.
Nigeria’s economic diversification goals heavily rely on the growth of small and medium enterprises to reduce dependence on oil exports and boost sectors such as agriculture, manufacturing, and services.
Regional and Rural Development
Small businesses play a critical role in decentralizing economic activities. By operating in rural and semi-urban areas, they reduce rural-urban migration, promote regional balance, and support agricultural value chains.
Such enterprises contribute to infrastructural development, community empowerment, and local wealth creation.
Innovation and Adaptability
Small enterprises are often more innovative and adaptable compared to larger firms due to their size and flexibility. They can quickly adjust to changing market conditions, consumer preferences, and technological advancements.
This ability helps sustain economic growth even during periods of economic downturn or external shocks.
2.1.4 Challenges Faced by Small-Scale Businesses
Despite their importance, small-scale businesses face numerous challenges that hinder their full potential:
i. Access to Finance: Limited collateral, high interest rates, and stringent lending conditions restrict their access to formal credit.
ii. Poor Infrastructure: Unreliable power supply, inadequate transport, and communication facilities increase operational costs.
iii. Inadequate Skills and Training: Many entrepreneurs lack managerial, technical, and marketing skills.
iv. Regulatory Bottlenecks: Complex business registration processes, taxation issues, and bureaucratic hurdles discourage business formalization.
v. Market Access: Limited access to larger markets and competition from imports affect growth.
vi. Technology Deficit: Low adoption of modern technology reduces productivity and competitiveness.
2.1.5 Government Support and Policy Environment
Recognizing the importance of small-scale businesses, the Nigerian government has implemented various policies and established institutions to support SMEs:
i. Financial Interventions: Institutions like the Bank of Industry (BOI) and microfinance banks provide loans and credit facilities.
ii. Training Programs: Agencies such as SMEDAN offer capacity-building and entrepreneurship development.
iii. Regulatory Reforms: Efforts have been made to simplify business registration and reduce bureaucratic red tape.
iv. Incentives: Tax holidays, subsidies, and grants encourage business startups and expansion.
2.2 Theoretical Framework
The theoretical framework serves as the foundation for understanding the dynamics and importance of small-scale businesses within the broader context of economic development. This section explores relevant economic and entrepreneurial theories that explain how small-scale businesses function, grow, and contribute to economic progress, especially in developing countries like Nigeria.
2.2.1 Schumpeter’s Theory of Economic Development
Joseph Schumpeter, one of the foremost economists on innovation and entrepreneurship, posited that economic development is primarily driven by entrepreneurial activities that introduce innovations into the economy. According to Schumpeter, development occurs through a process he called "creative destruction," where new innovations disrupt existing market structures, rendering old technologies and business models obsolete and creating opportunities for growth.
Small-scale businesses play a critical role within this framework. They are often the source of innovations, particularly in developing economies, because they are more agile and capable of experimenting with new products, services, and processes compared to larger firms. In Nigeria, many small enterprises introduce innovative solutions tailored to local needs ranging from unique food products to creative service delivery methods which stimulate competition and productivity.
Schumpeter’s theory underscores the entrepreneur’s role as a change agent who challenges the status quo and propels the economy forward. This is especially relevant in contexts like Kwara State, where small-scale entrepreneurs often operate in informal sectors and rural areas, fostering economic diversification and new business opportunities that contribute to overall development.
2.2.2 Keynesian Economic Theory
John Maynard Keynes’ economic theory emphasizes the importance of aggregate demand in driving economic growth and employment. Keynes argued that insufficient demand leads to unemployment and economic stagnation, and that stimulating demand through government spending, investment, or consumption can revive economic activity.
Small-scale businesses contribute to Keynesian economics by creating employment and generating income, which in turn boosts consumer spending and stimulates demand. In Nigeria, where unemployment rates are high, especially among youths, the expansion of small businesses is vital for increasing purchasing power and consumption at the grassroots level.
For instance, as small enterprises grow and employ more people, those workers earn wages that are spent on goods and services, thereby creating a multiplier effect in the economy. This cycle encourages production and investment, leading to broader economic development. Keynesian theory thus supports the notion that fostering small-scale business growth can be a practical tool for macroeconomic stabilization and growth in developing countries.
2.2.3 Resource-Based View (RBV) Theory
The Resource-Based View (RBV) theory of the firm emphasizes that a company’s unique resources and capabilities are key determinants of its competitive advantage and growth potential. These resources can be tangible such as financial capital, equipment, and raw materials or intangible, such as knowledge, skills, social networks, and organizational culture.
Small-scale businesses in Nigeria often lack large financial resources but compensate through unique local knowledge, entrepreneurial skills, and flexibility. For example, a small agribusiness in Kwara State may not have advanced machinery but leverages deep understanding of local farming practices, strong community ties, and adaptability to seasonal changes to succeed.
RBV theory explains why many small enterprises can thrive despite their size: their specific resources and competencies enable them to serve niche markets, respond quickly to customer needs, and innovate in ways that larger firms cannot easily replicate. This resource-based competitiveness helps small businesses contribute to economic diversity and resilience, which are critical for sustained development.
2.2.4 Microeconomic Theory of the Firm
Microeconomic theory provides a framework for understanding the decision-making processes within firms concerning production, pricing, and resource allocation. It explains how firms aim to maximize profits given constraints such as limited capital, labor, technology, and market competition.
Small-scale businesses typically operate under resource constraints and imperfect market conditions. Despite these challenges, microeconomic theory suggests that these firms often specialize in niche markets overlooked by larger firms, exploiting local demand and specific customer preferences.
In Nigeria, many small businesses cater to local needs with customized products or services, allowing them to survive and grow. For example, a small tailoring shop in Ilorin may thrive by offering affordable, personalized clothing options tailored to the tastes of the local population.
This theory highlights the economic efficiency gained through specialization and competition, where small firms contribute to a more vibrant and dynamic market economy by filling gaps and increasing consumer choice.
2.2.5 Development Theory
Development theory broadly examines how countries transition from low-income, agrarian-based economies to diversified, industrialized, and service-oriented economies with improved standards of living. It emphasizes structural change, income distribution, human capital development, and poverty reduction.
In many developing countries like Nigeria, development theory recognizes the critical role small-scale businesses play in promoting inclusive growth and reducing inequalities. Small enterprises, particularly those in rural and peri-urban areas, generate income and employment opportunities where large firms and government services may be absent.
This theory also points to the importance of supportive institutions and policies to nurture entrepreneurship and remove barriers such as poor infrastructure, inadequate finance, and lack of education. Small businesses contribute to development by:
i. Enhancing local production capacities,
ii. Stimulating innovation and skills development,
iii. Encouraging decentralization of economic activities, and
iv. Providing pathways out of poverty for marginalized groups.
Development theory suggests that the growth of small-scale businesses is not only an economic imperative but also a social and political one, vital for sustainable and equitable development.
2.2.6 Institutional Theory
Institutional theory focuses on the role of formal and informal institutions such as laws, regulations, norms, and cultural practices in shaping economic behavior and development outcomes. It posits that institutions create the rules of the game, influencing how businesses operate and compete.
In Nigeria, the institutional environment significantly affects small-scale businesses. For example, regulatory frameworks, ease of business registration, property rights, tax policies, and corruption levels can either encourage or hinder entrepreneurial activities.
This theory helps explain why some small enterprises thrive while others fail, not solely based on internal resources but also due to external institutional support or constraints. Improving institutions by streamlining bureaucracy, ensuring legal protections, and fostering transparent governance is essential to unleashing the potential of small businesses for economic development.
2.3 Empirical Review
Aremu and Adeyemi (2011) conducted a study on SMEs in Nigeria and concluded that small-scale enterprises absorb a significant proportion of the labor force, reducing unemployment and poverty levels. Their research found that SMEs provide jobs for over 70% of Nigeria’s working population, particularly among youths and women.
Similarly, Olawale and Garwe (2010) observed that small-scale enterprises contribute to income generation and help diversify the economy away from over-reliance on oil revenues. Their empirical data from Nigerian SMEs showed a strong positive correlation between the presence of small businesses and reductions in unemployment rates in local communities.
Studies by Adebayo (2014) highlight the impact of small-scale businesses on poverty reduction in rural Nigeria. His research in Kwara State showed that households engaged in small business activities experienced improved income levels and better living standards. The study emphasized that entrepreneurial activities in the informal sector serve as a safety net against economic shocks and unemployment.
Furthermore, research by Ojo (2013) demonstrated that micro and small enterprises provide opportunities for vulnerable populations, including women and the youth, to engage in economic activities that lift them out of poverty.
study by Eze and Okpala (2015) identified poor access to finance as the most significant constraint faced by Nigerian SMEs. Their findings revealed that over 60% of small business owners cited lack of collateral and high-interest rates as barriers to securing loans.
In addition, Akinyele and Adediran (2013) found that infrastructural deficits such as unreliable power supply and poor transportation networks negatively affect productivity and profitability of small enterprises in Kwara State.
Several researchers have examined the effectiveness of government interventions. For example, Adewale and Olutayo (2016) evaluated the role of the Small and Medium Enterprises Development Agency of Nigeria (SMEDAN) in fostering small business growth. Their results were mixed, indicating that while some entrepreneurs benefited from training and financial schemes, many remained unaware of such programs or were unable to access them due to bureaucratic hurdles.
Obaji and Olugu (2019) examined the link between SMEs and economic diversification in Nigeria and found that small businesses in agriculture, manufacturing, and services sectors significantly contribute to GDP and export earnings.
In a study focused on Kwara State, Adeyemi (2017) found that small enterprises foster local economic development by creating jobs, stimulating local markets, and encouraging innovation.















CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter describes the methods and procedures used in conducting the study. It outlines the research design, population, sampling techniques, data collection instruments, and data analysis methods. The aim is to provide a clear and systematic approach for gathering and analyzing data related to the roles of small-scale businesses in the economic development of Nigeria, focusing on selected small businesses in Kwara State.
3.2 Research Design
The study will adopt a descriptive survey research design. This design is suitable because it allows for the collection of detailed information from a sample of small-scale business owners and stakeholders about their experiences, perceptions, and contributions to economic development. It also enables the study to analyze relationships between variables such as business size, employment generation, and economic impact.
3.3 Population of the Study
The population for this research consists of small-scale business owners, managers, and key stakeholders operating in various sectors within Kwara State. These include but are not limited to small manufacturing, retail, agriculture, and service enterprises.
An estimated population size is approximately 500 small-scale businesses registered or operating within selected local government areas of Kwara State.
3.4 Sample Size and Sampling Technique
To ensure representativeness, a sample size of 150 small-scale businesses will be selected using stratified random sampling. The population will be divided into strata based on business sectors (e.g., manufacturing, retail, agriculture, services), and proportional samples will be drawn from each stratum.
This technique ensures that different sectors are adequately represented in the study, allowing for sectoral comparison and a holistic understanding of small business roles.
3.5 Sources of Data
· Primary Data: This will be collected through structured questionnaires and interviews administered to small-scale business owners and managers. The questionnaire will contain both closed and open-ended questions aimed at gathering quantitative and qualitative data.
· Secondary Data: Relevant information will be gathered from books, journals, official reports from government agencies such as SMEDAN, published articles, and online resources concerning small-scale businesses and economic development in Nigeria and Kwara State.
3.6 Data Collection Instruments
· Questionnaire: A well-structured questionnaire will be developed to capture information on business profile, contributions to employment, income generation, challenges faced, and perceptions of economic impact.
· Interview Guide: Semi-structured interviews will be conducted with selected business owners and key informants to gain deeper insights into the operational realities and contextual factors affecting small-scale businesses.
3.7 Validity and Reliability of Instruments
· Validity: To ensure content validity, the questionnaire and interview guide will be reviewed by experts in entrepreneurship and economic development. A pilot study will be conducted with a small group of small business owners to refine questions for clarity and relevance.
· Reliability: The reliability of the questionnaire will be tested using Cronbach’s Alpha coefficient during the pilot. A reliability coefficient of 0.7 or above will be considered acceptable, ensuring consistent measurement.
3.8 Method of Data Collection
The researcher will personally administer the questionnaires to the selected respondents. Follow-up visits and calls will be made to ensure maximum response rate. Interviews will be scheduled with selected respondents based on availability.
3.9 Method of Data Analysis
· Quantitative Data: Data from questionnaires will be coded and analyzed using Statistical Package for Social Sciences (SPSS). Descriptive statistics such as frequencies, percentages, means, and standard deviations will be used to summarize data. Inferential statistics such as Chi-square tests and correlation analysis will be used to test hypotheses and examine relationships between variables.
· Qualitative Data: Responses from interviews will be transcribed and analyzed thematically. Key themes related to the roles, challenges, and economic contributions of small businesses will be identified and discussed.







CHAPTER FOUR
DATA PRESENTATION, ANALYSIS, AND INTERPRETATION
4.1 Introduction
This chapter presents the data collected through questionnaires and interviews from selected small-scale businesses in Kwara State. It analyzes the demographic characteristics of respondents, the roles of small-scale businesses in economic development, the challenges faced by these businesses, and their overall economic impact. The analysis is aimed at answering the research questions and testing the hypotheses formulated earlier.
4.2 Demographic Characteristics of Respondents
The study sampled 150 small-scale business owners and managers across various sectors in Kwara State. The demographic profile helps contextualize the findings.
	Demographic Variable
	Frequency
	Percentage (%)

	Gender
	
	

	- Male
	95
	63.3

	- Female
	55
	36.7

	Age Group
	
	

	- 18-30 years
	40
	26.7

	- 31-45 years
	70
	46.7

	- 46-60 years
	30
	20.0

	- Above 60 years
	10
	6.6

	Educational Level
	
	

	- No formal education
	10
	6.6

	- Primary education
	25
	16.7

	- Secondary education
	80
	53.3

	- Tertiary education
	35
	23.3

	Business Sector
	
	

	- Manufacturing
	40
	26.7

	- Retail
	60
	40.0

	- Agriculture
	25
	16.7

	- Services
	25
	16.7


Interpretation:
The majority of respondents are male (63.3%) and fall within the 31-45 years age group (46.7%), reflecting an active working-age group engaged in small businesses. Most have attained at least secondary education (53.3%), indicating a reasonable level of literacy among operators. Retail businesses form the largest sector sampled (40%), followed by manufacturing.
4.3	ANALYSIS OF RESEARCH QUESTIONS
Roles of Small-Scale Businesses in Economic Development
Respondents were asked to indicate their level of agreement on statements concerning the roles small-scale businesses play in Nigeria’s economic development.
	Role Statement
	Agree (%)
	Disagree (%)
	Undecided (%)

	Small businesses contribute significantly to employment generation.
	85.3
	10.0
	4.7

	Small businesses help in poverty alleviation through income generation.
	80.0
	12.0
	8.0

	Small businesses encourage innovation and entrepreneurship.
	70.7
	20.0
	9.3

	Small-scale enterprises stimulate local economic growth.
	78.0
	15.3
	6.7

	Small businesses contribute to government revenue through taxes.
	65.3
	25.3
	9.4


Interpretation:
An overwhelming majority agree that small-scale businesses play a crucial role in employment and poverty alleviation. There is also a strong perception that these businesses stimulate local economic growth and foster entrepreneurship. However, fewer respondents agree on the contribution to government revenue, possibly reflecting challenges with tax compliance or informal business operations.
 Challenges Faced by Small-Scale Businesses
The study identified key challenges hindering the growth and performance of small-scale businesses.
	Challenge
	Frequency
	Percentage (%)

	Limited access to finance
	120
	80.0

	Poor infrastructure (power, transport, etc.)
	95
	63.3

	Inadequate government support
	75
	50.0

	High cost of raw materials
	65
	43.3

	Lack of skilled labor
	55
	36.7

	Market competition
	40
	26.7


Interpretation:
Limited access to finance emerged as the most significant barrier, reported by 80% of respondents. Poor infrastructure and lack of government support were also major challenges. These findings align with the literature reviewed in Chapter Two, underscoring systemic constraints that limit small business development.
Economic Impact of Small-Scale Businesses
Respondents rated the economic impact of their businesses on key indicators on a scale from 1 (Low) to 5 (High).
	Indicator
	Mean Score
	Interpretation

	Employment creation
	4.3
	High

	Contribution to GDP
	3.5
	Moderate

	Income generation for local communities
	4.1
	High

	Innovation and new product development
	3.2
	Moderate


Interpretation:
Small-scale businesses are perceived as strong contributors to employment and income generation, while their contribution to GDP and innovation is moderate. This suggests that while these enterprises support livelihoods, their broader economic influence is still growing.
4.4	 Hypothesis Testing
Hypothesis 1: Small-scale businesses significantly contribute to employment generation in Kwara State.
Chi-square test result: χ² = 12.56, p = 0.001 (< 0.05)
Interpretation: The null hypothesis is rejected, confirming that small-scale businesses significantly contribute to employment.
Hypothesis 2: Challenges such as access to finance significantly hinder the growth of small-scale businesses.
Correlation analysis result: r = -0.62, p = 0.000 (< 0.05)
Interpretation: There is a significant negative correlation between financial constraints and business growth, confirming the hypothesis.
4.5	 Discussion of Findings
The data validate the critical roles of small-scale businesses in employment creation, poverty reduction, and fostering entrepreneurship, which aligns with economic theories and prior research. The challenges identified—especially financial access and infrastructure deficits—highlight areas where policy intervention is essential. While these businesses have a high impact on local income and employment, their contribution to GDP and innovation remains moderate, suggesting opportunities for growth through capacity building and support.



CHAPTER FIVE
SUMMARY, CONCLUSION, AND RECOMMENDATIONS
5.1 Summary of Findings
This study was conducted to examine the roles of small-scale businesses in the economic development of Nigeria, using selected small-scale businesses in Kwara State as a case study. The study aimed to explore how these businesses contribute to employment generation, poverty alleviation, income generation, and local economic stimulation. It also assessed the challenges these businesses face and evaluated their overall impact on economic development.
The data were gathered through structured questionnaires and interviews with 150 business owners and managers across different sectors in Kwara State. Based on the analysis in Chapter Four, the following key findings emerged:
i. Employment Creation: Small-scale businesses significantly contribute to employment, absorbing a large number of the labor force, particularly youths and low-skilled individuals.
ii. Poverty Alleviation and Income Generation: These businesses serve as a primary source of income for many households, thereby playing a significant role in reducing poverty.
iii. Stimulation of Local Economy: Small-scale businesses drive local economic activities by promoting trade, creating linkages among different sectors, and stimulating demand for goods and services.
iv. Entrepreneurship and Innovation: Many respondents indicated that small-scale businesses promote self-reliance, encourage entrepreneurial initiatives, and foster innovation, though this role is still developing.
v. Challenges: Major constraints faced by these businesses include poor access to finance, inadequate infrastructure, high operating costs, lack of government support, and stiff market competition.
vi. Economic Impact: Although the contribution to GDP is modest compared to large-scale enterprises, the employment and income-generating roles of small-scale businesses make them essential for inclusive growth.
5.2 Conclusion
Small-scale businesses are indispensable in the economic development of Nigeria. In Kwara State, as revealed by the study, these businesses serve as a catalyst for employment, innovation, poverty alleviation, and local development. Despite their limitations in capital and infrastructure, they constitute a significant portion of the informal sector and contribute to economic stability and diversification.
However, the full potential of small-scale businesses is hindered by challenges such as limited access to credit facilities, poor infrastructure, and inconsistent government policies. Without targeted intervention, the development trajectory of small businesses and their ability to contribute meaningfully to national growth remains constrained.
Therefore, any effort aimed at economic growth and development in Nigeria must strategically incorporate the strengthening of small-scale enterprises.
5.3 Recommendations
Based on the findings of this study, the following recommendations are made:
i. Improved Access to Finance: Government and financial institutions should design and implement more inclusive financing programs with low interest rates and minimal collateral requirements to help small businesses grow.
ii. Infrastructure Development: State and local governments should invest in infrastructural development such as electricity, roads, and market facilities, especially in semi-urban and rural areas.
iii. Capacity Building and Training: Entrepreneurs should be supported through business development training, mentorship programs, and skills acquisition schemes to improve their business management and innovation capabilities.
iv. Policy and Institutional Support: Government should formulate and implement consistent and SME-friendly policies, provide tax incentives, and establish monitoring bodies to ensure that policies are effectively executed.
v. Promotion of Entrepreneurial Culture: Schools, NGOs, and media organizations should promote entrepreneurship through educational campaigns and success stories to inspire innovation and risk-taking.
vi. Market Access and Linkages: Establish platforms that enable small businesses to access wider markets, including government contracts, export opportunities, and digital marketplaces.
5.4 Suggestions for Further Research
This study focused on small-scale businesses in Kwara State. Future studies could:
i. Conduct a comparative analysis of small-scale businesses across multiple states in Nigeria.
ii. Evaluate the impact of specific government interventions (such as BOI loans or SMEDAN programs) on the growth of small-scale enterprises.
iii. Examine the role of digital transformation and technology adoption in enhancing the productivity of small-scale businesses.
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