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ABSTRACT

The study was designed to examine the effect oh@wic environmental factors on small scale business
performance in Nigeria. The review of literatureotnght to limelight the effect of economic factors small scale
businesses. The study employed quantitative resekesign of which secondary data were collectenh f@entral Bank of
Nigeria Statistical Bulletin and Federal Office $fatistics for the period of 1970-2013. Data caéidcwere estimated
using regression models via (SPSS) of which Orginarast Square (OLS) formed the basis for estimafiche study
found that high Inflation rate, Exchange rate, Gowgent Tax Revenue, External Finances and inteaéstas economic
indices have a significant effect on the perforneaat small scale businesses in Nigeria and thexefoncludes that the
federal government should come up with stringericpoand regulations that would maintain a fixedclkange rate,
interest rate, and low inflation that create emapknvironment that could enhance the activitiesnodlll scale businesses
in Nigeria. From the foregoing, the study recomneetidht the government should through the relevgaheies look into
the key sectors of the economy and creates a sadtiiamework that would stabilize the economyritheo to enhance the

performance of small scale businesses in Nigeria.
KEYWORDS: Economic Factors, Small Scale
INTRODUCTION

Small-Scale Businesses have been fully recognized-dderal, State, Local governments and development
experts as a pivotal instrument of economic groaritl development either in developed or developgupemies (lhua,
2004). Economic environment of business operatmeording to Gbosi (2002) measures the worth angth and
weakness of every small scale businesses arounoifhé, as it plays an indispensable role in malpoficy in an attempt
to stabilize the economy. More so, Shane (2014uemdghat economic environment is referred to astdkeity of
economic factors, such as employment, income,tioflainterest rates, productivity, gross domegtiowth (GDP), and
exchange rate that influence the activities of $s@dle business. Shane (2014) observed that soaé businesses drive
in a suitable economy. Small scale enterprises baigted prior to the late 19th century, cottagiustries, mostly small
and medium scale businesses controlled the ecomdnBurope. The industrial revolution changed thetust quo and
introduced mass production. The twin oil shocksmuthe 1970s undermined the mass production medeth triggered
an unexpected reappraisal of the role and impoetafsmall and medium sized enterprises in theajlebonomy. Small
and Medium Scale Enterprise(SMES) as instrumergcohomic and national development started in 197079, when

Nigeria adopted the policy of indigenization thrbuts national development plan programme (AbiodRéd,1).
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The development plan articulated the need for thgefian economy to be self reliant through indaditzation,
entrepreneurial development employment generatimhceevelopment through increasing export trade (NCZFO0). The
federal government singled out Small and Mediumle&S&mterprises (SMES) as the key area of intereantihis was
premised on the government desire of giving supfmamall scale enterprise in the country as a ureasf meeting up
with its commitment to the development plan andgedization policy. In development planning, smaltale businesses
are increasingly recognized as development straf@gsichieving equitable and sustainable industiiaérsification and
growth. In Nigeria, small-scale business accountafloout 70% of industrial employment and over 5004he Gross
Domestic Product (Odeyemi, 2003), while in devetopntries like Japan, USA, and United Kingdomgit@unts for over
half of the total share of employment, sales, valdded and contribution to GDP. (Aftab and Rahi®8% Schnitz,
1982). Government had on various occasions proredgdifferent regulations for the basis of protegtthe small scale
enterprises. Some of the regulations according lawé (2004) are Nigeria Enterprise Promotion Act.3NOf 1977,
Patient right and Design Act. No 60 0f 1979, Custdduties, dumped and subsided goods Act. No. 969 1industrial
Promotion Act. No. 40 of 1979 etc.

The Federal Government Small Scale Industry Devetg Plan of (1980) sees small scale businessderidi
as any manufacturing process or service industity, avcapital not exceeding N150,000 in manufaotuand equipment
alone. More so, The small scale industries assoniatf Nigeria (1973) defined small scale businassthose having
investment (i.e. capital, land, building, and equgnt of up to N60, 000 pre-SAP Value) and employing more than
fifty person.

The Problem

Economic environment of small scale businessesléoge extent determines the success or failudeusiness
enterprises in the country (Emefiele, 2012). Sh@&@@4) opines that an economy is considered stahlen there is

constant output economic growth, exchange raterast rate, Gross domestic product and low inftatio

It could be asserted that the aforementioned ecamenvironmental factors predict the performancesiofall
scale businesses at different levels. Some cowdigir very high responsiveness on performance ngés on the
economic variables, while others could predict I®gponse on performance of small scale busine$$is.however
suggests that variations on the level of perforreamicsmall scale businesses are influenced by tfaesers. Given the
myriad of possible economic factors that could fmedmall scale performance in Nigeria, the problefrsmall scale
performance associated with the economic factoutdcoe limited to those already supported by thesmrgl/or empirical
research. These factors that affect small scalloqmeance in Nigeria include Interest rate, Excharage, high inflation
rate, and Government Tax Revenue and External EinguCBN statistical Bulletin (2013) gave detailieformation on
the proportionate increase on exchange rate, sttesie and inflation rate from 1970 to 2013 aS68% to 160.65%, 7%
to 10.52% and 0.23% t08.2%, respectively. Thereftre high increase in exchange rate as well &sdst rate to large
extent affects the operations of small scale bgsindhe study observed that following the cost nwsall scale
enterprises incur as a result of high exchangeamatkinterest rate, lead to increase in per urst cbproducing domestic
products in Nigeria which subsequently lead toéase in the cost of their products (inflation). iEfiere, the economic
instability in Nigeria had hitherto affected tremdenisly the performance of small scale enterprisesice, the study is

therefore designed to ascertain the implicationeaminomic environment factors on small scale bgsimerformance in
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Nigeria.
Related Literature
The following are studies carried out by some redeas on the small scale business in Nigeria.

Ayozie, et al (2013) conducted a study on Small lsedium Scale Enterprises (SMESs) in Nigeria. Thizotive
was to determine the effect of Small and Mediuml&eEaterprises (SMEs) on Nigerian economy. Theystmployed a
survey research design of which structured questioa was administered to the sample drawn fronptplation of the
study. The data collected were analyzed with chiase (X) and it was found that Small and Medium Scale &mise
(SMEs) assist in promoting the growth of the coyisteconomy, hence all the levels of governmeriff¢rent times has
policies which promote the growth and sustenanc8MEs, and therefore concludes that Small scalesing orientation
is part of the Nigerian history. Evidence aboundhe communities of what successes our great goanehts, made of

their respective trading concerns, yam barns, getiadustries, and the likes.

Abiodun (2011) carried out a study on Small and Med Scale Enterprises in Nigeria: The problems and
Prospects. The objective of the study was to exartfia role of Small and Medium Scale Enterprisdsigeria in relation
to those challenges which affects SMEs from devetppapacity to realizing its full potentials aslwas the prospect for
improvement and development for employment ger@mratconomic growth and national development. Thpleyed a
descriptive research such that structured questiomnwas administered to the sample drawn frompthigulation of the
study. The data collected were analyzed with Chiasg (X2). It was revealed that small and mediualesenterprises
plays a pivotal role in the socio-economic wellAgeof the citizenry if properly and carefully maedg From the findings,
the study therefore concludes that invigorating EMadium Scale Enterprises (SMESs) with strengtlteoemmitment to

economic reform would offer.
Concept of Economic Environment

Economic environment according to Omobolanle (209%¢ferred to all those economic factors, sucimiéation
rate, exchange rate, unemployment rate etc whigk baaring on the performance of small scale basin@mobolanle
(2009) further observed that small scale businegseids on the economic environment for all the ededputs.
Therefore economic environment influences the dmera of small scale businesses. In other wordsan@mic
environment consists of those economic factorsdirattly or indirectly affect the operations of alirscale businesses in

Nigeria, it include inflation rate, exchange rateerest rate, employment etc.

Exchange rate is the rate at which the naira iseded to the US dollar. Therefore, it is expedtetdave positive
or negative implication on economic stability ingdiia depending on the nature or components ofredtdorrowing.
Exchange rate is of two dimensions, the domesticeagy and foreign currency; it can also be quatitider directly or
indirectly. When it is quoted directly, the prickaounit of foreign currency is expressed in teohthe domestic currency.
On the other hand, the price of a unit of domesticency is expressed in terms of the foreign cuaygVincent, Loraver
and Wilson, 2012).

Inflation rate according George (2005) is a susi@imcrease in the general price level of goodssandces in an
economy over a period of time. Consequently, iidtateflects a reduction in the purchasing poweindividuals as well

as small scale businesses per unit of money oedbromy. More so, Asiedu (2002) observes thattiofiarate is a tool
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for measuring the stability of the economy. A coynith a consistently lower inflation presentsuitable economy that

favors the activities of small scale businessahléncountry.

Interest rate according to Umeora (2013) is theprion of a loan that is charged as interest olibrrower.
However, it is expresses as an annual percentagjeedbdan outstanding. In addition, interest rat@also expressed as a

percentage pf principal, by a lender to a borroiwethe use of assets,

Gross Domestic Product (GDP) refers to the markemoney value of all goods and services produced in
country at a particular over a period of time. they word, it is a general index of economic depeient. Emefiele (2014)
asserts that GDP growth rate measures the ecoramtivities in Nigeria. Therefore, it measures # yoods and services

produced domestically.

Government Tax Revenue is a measure of total teentee which is the income that is gained by govemm
through taxation. Bhatia (2009) contends that gowvemt tax revenue is used to finance governmergredifure and help

to redistribute wealth which translates to finagoo government development programmes.
METHODOLOGY

The study employed a quantitative research destgohaattempt to build statistical models that woalpture

the relationship among the modeled variables. Gédlgethe multiple regression model may be spedis:
Y=f(X1,X2,....Xn) 1

Where: Y is the dependent variable, andiX 1,2,....,n are the independent variables. Tioeee the model for

the study becomes:
Bi, = f (EXR;, GTR, INTR,, EXR,, INF) 2

Where: B is Business indicators, f is a function operalXF is External Financing, GTR is Government Tax

Revenue, INTR is Interest rate, EXR is Exchange aad INF is Inflation rate.

A critical component of a quantitative model likguation (3) is the determination of the real suetof the
model. Although Equation (2) could be said to appmate the real behaviour of the modeled varialiles,way in which
the independent variables interact on the econemiironment of small scale business performancpefugent variable)
is neither captured in Equation (1) nor (2). Thime structure of prediction shall be additive andltiplicative. The

additive structure may be stated as:
Bii= a + aEXF + @ GTR +& INTR; + g EXR; +a INF; + 3

Where g to a5 are coefficients of the independent var@lbdebe estimated and [ is the error term. As Eojuat
(3) contains economic variables, economic may meract in an additive way in such a way that tredjztive level of a
variable is determined holding other variable canst Generally, the independent variable is noepreshdent of one
another. Rather, their interaction in some fashiispels the idea of additivity. Since economic &hlés as such interact
mutually, a multiplicative model was designed irtiraating small scale business performance with gelspio the

expressed independent variables. However, thisphicétive model may be stated as:
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emploved thus:

Bi = log K + g LogX; + aLogX, + alLogXs; + aLogX, + aLogXs + Logg,
RESULTS

Dependent Variable BI

Method: Least Squares

Sample: 1970 — 2013

Table 1
: . Std. A
Variable Coefficient Error T-Statistics Prob

Constant 12134.5| 48279.66 0.11446% 0.33p5
INF. -13209.4 | 6236.662 5.675843 0.0000
INTR -35048.60 | 32447.90 -0.675870 0.00q0
GTR 2.570346 | 0.18511p 13.88507, 0.0000
EXR -22875.76| 6578.908 5.446789 0.000Q0
EXTF 56.9659 | 65482.87 0.768904 0.5437

R 0.988 Mean 3.92000
R-square 0.976 Std. Deviation 1.10820
Adjusted R 0.976 Durbin Watson 2.263
Sum of Sq 88.727 F- Statistics 3008.727
E;?'E”"r of | 017173 | Prob. (F- statistic) 0000

Sourdenalysis of Statistical Data (SPSS 17.0)

The above results show the coefficient of econaenidronmental factors on small scale business pagace in
Nigeria. The five explanatory variables of Exterrigance, Interest rate, Government Tax rate, Emgharate and
Inflation rate are economic factors that interpteythe environment of small scale business opemtibhe coefficient of
the constant is -1214.4 and shows where the smalé performance intercepts the Y axis. This cdddnterpreted to
mean that even at zero changes on the economargathe small scale business performance willease by 12134%.
The possible increase is due to extraneous faciaiside the modeled ( a case of internal validityspuriosity). The
regression coefficient of all the explanatory valég carries negative sign and the t-values ofésterate and Government

Tax Revenue are statistically significant at 5%elesf significance, while External Finance, Exchamgte and Inflation
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rate are statistically insignificant at 5% levelsignificance. The negative signs on the coefficieply that the economic
environmental factors have a significant effectlos performance of small scale businesses in Nigklénce, an increase
in inflation rate will contribute to a decrease small scale performance of 13209%. More so, areag® in interest rate
will contribute significantly to decrease of 35948&cthe performance of small scale business in fi&gén increase on
exchange rate will contribute significantly to acoease of 22875% on small scale business perfoendde the other
hand, an increase on Government tax revenue wilfribmte significantly to an increase of 3% on thexformance of
small scale businesses, while an increase in eltémance will significantly contribute 57% incremon the performance

of small scale businesses.

In addition, the correlation coefficient (R) is 88 It suggests a strong positive relationship bketwthe
dependent and independent variables under studie thle coefficient determination fRis 0.976. This implies that 98%
of total variation on small scale business perforoeais accounted for, by the explanatory variallesonomic
environmental factors). The computed Durbin WatsoR.263. Therefore, the tabulated DW for di andadei 1.758 and
1.778 respectively. Hence, DW is greater than fmgeu limit; it means that there is no evidence ofifive first order

serial correlation.

CONCLUSIONS/RECOMMENDATIONS

Based on the findings, the study therefore condutiat the economic environmental factors havegaifsdant
effect on the small scale business performanceiger and therefore emphasized the need for ttheré government
and Central Bank of Nigeria to come up with strguudicies that will maintain fixed exchange rate.isTts absolutely
imperative because low of fixed exchange rate Wakter economic stability and enhances small sdamlsiness
performance in Nigeria. More so, there is neednengthen interest rate policy through effective afficient regulatory
and supervisory framework. Therefore, the regujatarthorities should entrench a strong policy oohexge rate that

would provide stable economy that fosters the diets/of small scale businesses.

The impact of external financing on economic stgbdannot be over-emphasized because it is otleeofactors
that affect the economic environment of small sdalsinesses. Therefore, external financing shoeldapropriately
channeled on the key sectors of the economy thatdyarovide a pride of place that will enhance diperations of small

scale businesses in Nigeria.
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