


EFFECT OF BANK CREDIT ON THE GROWTH OF SMALL MEDIUM ENTERPRISES IN NIGERIA




ABSTRACT
Small and medium enterprises play pivotal roles in the economy by contributing toward job creation, Gross Domestic Product, and inclusive growth. However, access to finance remains the key challenge to small and medium enterprises performances . This study looks at nexus between bank credits and Small and medium enterprises growth in Nigeria with empirical findings. Secondary data were obtained from the Central Bank of Nigeria and Small and Medium Enterprises Development Agency of Nigeria. .Ex post facto research design based on the annual time series for the data obtained from the Central Bank Statistical Bulletins 1999-2024 were employed. Data Analysis was basically centered on Ordinary Least Square regression and Granger Causality tests for a study on bank credit and small and medium enterprises growth. Regression result shows that bank credit positively and significantly affects small and medium enterprises growth while higher interest rates has negative effect on small and medium enterprises growth. The Granger Causality test disclosed that the bank credit is the one that granger causes small and medium enterprises growth and not vice-versa. These findings provide insights for the financial inclusion, small and medium enterprises for a financing, and sustainable economic growth with specific policy recommendations on the need for complete financial landscape to be set for small and medium enterprises finance in Nigeria. 
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1.1 INTRDUCTION
Small and Medium Enterprises (SMEs) are widely acknowledged as catalysts for economic development, contributing significantly to employment, innovation, and poverty alleviation in both developed and developing economies. In Nigeria, SMEs constitute a substantial portion of the private sector, contributing a large share to national output and job creation. According to Ishola et.al (2025) ‘Despite their economic importance, SMEs in Nigeria encounter persistent challenges, chief among them is inadequate access to finance. Conventional banks often prefer lending to larger firms due to perceived risk, lack of collateral, and informational asymmetries.’ Consequently, SMEs struggle to secure bank credit essential for business expansion, technological adoption, and productivity improvements.
Banks serve as principal financial intermediaries in Nigeria, mobilizing savings and allocating credit to deficit sectors. Through loans, overdrafts, and other credit instruments, banks supply necessary capital to firms. However, notwithstanding the premise of Financial Intermediation theory that bank credit facilitates investment and growth, empirical evidence on the effect of bank credit on Nigerian SMEs remains mixed. Some studies find a positive impact of bank credit on SMEs’ productivity and growth, while others report insignificant or negative relationships, particularly when loan terms and interest rates are unfavourable.
1.2 Statement of the Problem
Despite substantial policy efforts and banking reforms aimed at promoting small and medium scale enterprises, many SMEs in Nigeria continue to face limited access to bank credit.According to Olowookere et.al (2021), High interest rates, stringent collateral requirements, and cumbersome loan application procedure are major constraint to SME access to credit. Meanwhile, inconsistent findings from previous empirical studies create doubt regarding the true impact of bank credit on SME growth. While some research like Linda et.al (2019) shows a positive and significant relationship between bank credit and SMEs’ output in the long run while others like Akinadewo (2020) find no significant effect or even negative short-run impacts.The issue therefore lies in the need to clarify the relationship between bank credit and SME growth in Nigeria, especially the bank lending practices that may moderate this relationship.
1.3 Research Objectives
The general objective of this study is to investigate the effect of bank credit on the growth of SMEs in Nigeria. The specific objectives are to:
*Examine how interest rates affect SMEs performance in Nigeria.
*Examine the direction of causality between SMEs and Bank credit in Nigeria.
1.4 Research Questions
*Does bank credit has a significant effect on SME growth in Nigeria?
*To what extent has interest rates influences SME performance in Nigeria?
*What is the direction of Causality between SMEs and Bank credit in Nigeria?

1.5 Scope of the Study
This research focuses on Nigeria’s banking sector (Deposit Money Banks) and SMEs performance indicators between 1999 and 2024, using Central Bank of Nigeria (CBN) Statistical Bulletins and published reports of Small and Medium Enterprises and Development Agency of Nigeria (SMEDAN).

2. LITERATURE REVIEW
2.1 Concept and Definition of Variables
Small and Medium Enterprises (SMEs): In Nigeria context SMEs usually grouped by assets and staff: According to Investopedia, Small enterprises usually have less than 100 employees and total assets of less than 50 million naira while Medium enterprises usually have less than 300 employees and total assets of less than 200 million naira. SMEs are known for their innovation potential and job creation but greatly challenged by inadequate financing.
Bank Credit: Immoughele and Ismaila (2013) explained bank credit as .the amount of fund provided by banks to individuals or enterprises with promise of future repayment
2.2 Theoretical Review
Financial Intermediation Theory: In the study of Scholtens and Wensveen (2000), Financial Intermediation Theory postulates that financial institutions, such as banks, play a critical role in mobilizing savings and allocating credit to productive sectors of the economy. Banks reduce transaction costs and information asymmetry, thereby enhancing investment efficiency. According to this theory, increased credit supply to SMEs should facilitate investment, expansion, and growth, leading to broader economic development.

Credit Availability and Growth Theory Kiyatoki and Moore (1997) emphasizes the role of credit accessibility as a determinant of firm growth. SMEs typically face a ‘credit gap’ owing to information asymmetry, high perceived risk, and lack of collateral, which constrains their investment capabilities. Enhancing credit availability will enable SMEs to invest in capital, technology, and human resources, and consequently boost economic growth.
2.3 Empirical Review
There is a mixture of empirical studies on bank credit and SME growth in Nigeria. An econometric study by Ismaila and Imoughele (2015) where analysis of commercial banks, their credit, and the data counts from 1986 through 2012 are studied, only to demonstrate that bank credit significantly and positively correlated with SME output though the test is not statistically significant mainly due to shortcomings in credit access policy and high interest rate. Commercial bank study was put into place by Ovat (2015). The study sought to examine the role of commercial banks in providing credit to small and medium-scale enterprises (SMEs) in Nigeria. The empirical study comprised ten listed commercial banks in Nigeria, noting the positive effect of commercial banks on SME credit in Nigeria.
In another study, the nature of the relationship between bank credit, lending rate, savings, and time deposit, and the performance of the SMEs has been probed by Ishola et al. (2025). The study made use of secondary data collected from the central bank of Nigeria's Statistical Bulletins for a period of 32 years (1992-2023). From the fully modified least squares regression analysis, the results reveal that the banking sector credit, savings, and time deposits have significant positive effects on SME performance at the 5% level of significance (with P-values 0.005 to 0.00548. According to the results, the study concludes that Deposit money banks credits make significant positive contributions to SME performance in Nigeria.
Aladejobi (2019) and Ilegbinosa & Jumbo (2015) has investigated the relationship between bank credit for Small and Medium Scale Enterprises (SMEs) econometrically. They further conducted empirical investigation to ascertain how commercial banks' credit to SMEs has affected SME output in Nigeria. The result can easily be dissect by meaning, that the more a credit to SMEs, the more their output. Following yet another study by Nafiu and Tolulope (2024) which presented a positive, but insignificant, effect of bank credit on the growth of SMEs in Nigeria; savings and time deposits were found to have a positive and significant effect.
Babajide (2012) studied the impact of microfinance on the growth of micro and small enterprises in Nigeria. The paper took a sample survey of 502 enterprises financed by the microfinance banks in Nigeria, in which it utilized panel data regression analysis to analyze the data collected on the basis of a multiple regressions framework. The findings indicated that access to microfinance market does not adjoin and enhancef growth prospects among micro and small enterprises in Nigeria.
Odufuye (2017) has also looked at the significance of bank credits in Nigeria's economic growth over a 24-year period from 1992 to 2015. Secondary research was applied, and various sources like journals, textbooks, and the statistical bulletin from the Central Bank of Nigeria (CBN) were used. The finding was that bank credit had no impact on small and medium-scale enterprises in any manner for the period under consideration. Bank credit, it thus concluded, serves as a catalyst for the growth of SMEs and economic growth in Nigeria when properly channeled. The discrepancy in previous studies and findings required that further research needed to be carried out to get their updates.
3. DATA AND RESEARCH METHODS
3.1 Research Design
The analysis was ex post facto research which is analysis through secondary data. It evaluates historical financial and economic data in the task of determining the impact of credit, among other variables, on SME growth for the years 1999 to 2024.
Data sources
Secondary data came from the central bank of Nigeria (CBN) 2025 statistical bulletin and all annual reports from different Small and Medium Enterprises Development Agency of Nigeria (SMEDAN).
While doing this study, data analysis utilizing ordinary least squares (OLS) regression was undertaken to determine potential repercussions of bank credit and interest rate on SME growth in Nigeria, whereas the test of Granger Causality was done on OLS Regression. The opinion that bank credit had a significant impact on SME growth through Granger Causality test were perused. Casual analysis to show the  direction of influence between bank credit and  small and medium enterprises growth are examined to know which one influences another. That is, which one is a causal factor. 

SME = ƒ(bank credit, interest rate)………….(1)
Turnover was adopted as a proxy for SME growth
SME = ƒ(BCRD, INTR) …………………….(2)
 An econometric model derived from (2) above is: 
SME = β0 + β1BCRD + β2INTR + Ut ………..(3)
Taking the logarithm of all the variables will ensure equal weight so as to avoid serial auto correlation since the data covered a long period (1999 to 2024). Hence, the equation (3) now becomes:
LSME = β0 + β1L1BCRD + β2LINTR + Ut………..(4)
Where
SME = small and medium scale enterprises performance
BCRD = bank credit 
INTR = interest rate
LSME = Log of SME
LBCRD = Log of BCRD
LINTR = Log of INTR
β0 = constant 
β1 – β2 = coefficients of the variables 
Ut = error Term.

[bookmark: _GoBack]4. RESULTS AND DISCUSSIONS
Table 1. Descriptive Statistics
	
	BCRD
	INTR
	SME

	 Mean
	 3540.500
	 18.76923
	 7188.654

	 Median
	 1145.500
	 18.00000
	 4760.500

	 Maximum
	 14164.00
	 30.00000
	 21524.00

	 Minimum
	 30.00000
	 14.00000
	 123.0000

	 Std. Dev.
	 4310.155
	 3.191334
	 6958.752

	 Skewness
	 1.056447
	 1.848171
	 0.667375

	 Kurtosis
	 2.883958
	 7.357711
	 2.053239

	 Jarque-Bera
	 4.850931
	 35.37363
	 2.901073

	 Probability
	 0.088437
	 0.000000
	 0.234444

	 Sum
	 92053.00
	 488.0000
	 186905.0

	 Sum Sq. Dev.
	 4.64E+08
	 254.6154
	 1.21E+09

	 Observations
	 26
	 26
	 26


Source: Author’s computation (2026)

Descriptive Statistics 
The descriptive analysis of the variable used in this study is presented in table 1 above. SMEs performance is the dependent variables while bank credit and interest rate are the Independent variables. The SME has a mean value of #7188.654 millions while the maximum value is #21524.  It had a standard deviation of #6958.752 millions which was close to the mean value. This indicates a low degree of data variance between time series. SME was positively skewed with a skewed value of 0.667375. The mean value of interest rate was 18.78%, while the mean value of bank credit was #3540 million.

4.2 Regression analysis 
4.2.1 Stationary test: It was first conducted and shows that all the three variables – LSME, LBCRD and LINTR are stationary at level I(0). This connotes there was no need for co-integration test. Hence, one can run Ordinary least square (OLS) regression.




4.2.1 Table 2: Regression result
Dependent variable: LSME
	Variable
	Coefficient
	Standard Error
	t-Statistics
	P-Value
	R-Squared
	Prob F-Statistics
	Durbin-Watson

	Constant
	479.4421
	422.9179
	1.133653
	0.2686
	
	
	

	LBCRD
	0.711183
	0.086363
	8.234811
	0.0000
	0.970890
	0.0000
	1.705448

	LINTR
	-0.623986
	0.800603
	-0.7793949
	0.4468
	
	
	


Source: Author’s computation (2026)

The table 2 above shows the regression result conducted on nexus betweenf bank credits and the growth of small and medium scale enterprises in Nigeria for the period 1999 to 2024. 
 From the result, the following findings were made:
Constant (intercept): The intercept which is 479.44 is the predicted value of the dependent variable (SMEs) when both predictors (bank credits and interest rates) are zero.
Bank credit: It has a positive coefficient of  0.71183 and this is statistically significant with the P-value of 0.0000.This positive and significant effect implies that an increase in bank credit contributes about 71% to the growth of small medium enterprises in Nigeria. This validates the financial intermediation theory  which posit that access to finance, fosters business expansion, innovation and job creation, all of which stimulates SMEs growth.
Interest rate: However, the interest rate has a negative coefficient of -0.623986.For every 1-unit increase in interest rate, SME growth reduces by approximately 0.62 units, ceteris paribus. This means higher interest rates reduce SME growth. This means interest rates contribute about 62% to any decrease in the SMEs performance in Nigeria. This implies that to ensure growth of SMEs performance in Nigeria, interest rate need to be minimized
R-squared - An R-squared of 0.970890 implies almost 97 percent of the variation in SME growth is explained by bank credit and interest rates. The model has an excellent fit at this high level of goodness of fit.
F-Statistic - An F-Statistic of 0.0000, which is below the 0.05 significance level, shows that bank credit and interest rates do have a significant combined effect on SME growth in Nigeria.
Durbin-Watson Statistics showed that both variables showed no autocorrelation as value is 1.705488 and close to 2 benchmark, which is considered an appropriate indicator for forecasting. 
4.2 Pairwise Granger causality result 
Table 3: Pairwise Granger Causality Tests
	Null Hypothesis
	Obs
	F-statistic
	Prob

	BCRD does not Granger Cause SME
	25
	0.98141
	0.3795

	SME does not Granger Cause BCRD
	25
	1.54515
	0.0352


Source: Author’s Computation (2026)
The decision of the Pairwise Granger Causality test is based on the acceptance or rejection of the null hypothesis. A null hypothesis is rejected, if its probability of F–statistics is less than 0.05. In table 3, the first null hypothesis is rejected since the probability of F-statistics 0.3795 is greater than 0.05. This implies BCRD Granger cause SME. The probability of F- statistics (0.0352) of the second null hypothesis cannot be rejected. Hence, the causality is uni-directional from bank credit to SME growth. This implies that, increase in bank credit can boost the desire for innovation, more investments, job creation and resultant growth of SMEs in Nigeria
4.3 Diagnostic Test
To ensure the reliability and validity of this empirical study, two diagnostic tests were conducted on the data. The tests are Variance Inflation Factor (VIF) and Cumulative Sum (CUSUM) 


Table 4: Variance Inflation Factors
	Date: 02/28/26   Time: 16:21
	

	Sample: 1999 2024
	

	Included observations: 26
	

	
	
	
	

	
	
	
	

	
	Coefficient
	Uncentered
	Centered

	Variable
	Variance
	VIF
	VIF

	
	
	
	

	
	
	
	

	C
	 5185628.
	 50.12901
	 NA

	BCRD
	 0.006972
	 2.048630
	 1.203844

	INTR
	 12716.60
	 44.51021
	 1.203844

	
	
	
	

	
	
	
	


Source: Author’s Computation (2026)

The result of variance inflation factor which is one of the diagnostic test is shown in table 3 above. In regression analysis, Variance Inflation Factors (VIF) can be used to detect multicollinearity problem. Multicollinearity exists when two or more independent variables are highly correlated. The rule of thumb is that Centered VIF should not be greater than 10. 
From the result, both independent variables - bank credit (BCRD) and interest rate (interest rate) are relevant to this study since their Centered VIFs are 1.203844 <10 benchmark. This implies an absence of multicollinearity in the regression model.  
[image: ]
Fig 1. CUSUM plot
The result of the Cumulative Sum (CUSUM) test shows in Fig 1 above revealed that the CUSUM plot do not cross 5% critical lines.CUSUM: This study determined the model stability by using the Cumulative Sum (CUSUM). Given the independent variables employed in the study, the stability test enables us to predict the dependent variable in a regression with a proper degree of precision. Thus, in fig 1 above, the red dashed lines represent the critical region of 5% significance level while the middle blue curve represents the cumulative sum (CUSUM). When the CUSUM curve falls within the critical region (and not outside) the red lines, it means throughout the period of study, the variables used did not display structural instability. Thus, the estimated parameter are reliable and useful for policy decision. 

5. CONCLUSION AND RECOMMENDATION
This study found that bank credit has a positive and significant effect on SME growth in Nigeria from 1999 to 2024. Increased bank credit and improved access are likely to enhance SME performance. These results align with Olaoye et al. (2018) and Ilegbinosa and Jumbo (2015), who also found a positive relationship between bank financing and SME output. However, they differ from Ghulam et al. (2017) and Onyeiwu et al. (2021), who reported a negative relationship between lending rates and SME growth, highlighting the need for further research. Overall, high interest rates, strict collateral requirements, and inefficient credit processes may reduce the effectiveness of bank credit, while better credit access can improve SME performance.
This study recommends the following:
Lower Interest Rates: The Central Bank of Nigeria (CBN) and Deposit Money Banks (DMBs) should collaborate to offer lower interest rates to SMEs.Enhance Credit Accessibility: Banks should adopt flexible collateral requirements to encourage SMEs borrowing.
Policy Support: Government should expand credit assurance schemes  to aid SMEs financing.
Capacity Building: Financial literacy and business development services for the operators of  SMEs can improve utilization of credit for productive investment.
Contribution to Knowledge
This study has assisted in reconciling inconsistent reports of previous studies by using recent secondary data from Central Bank of Nigeria and SMEDAN to reflect current realities.
Limitations of the Study
The study focused mainly on Nigeria and the findings may not be generalized on other countries with different financial and economic status.. 
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