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Abstract
This study evaluated the problems and prospects of investment climate of Small and Medium  
Enterprises (SMEs) and also identified the impact of business climatic conditions and how they  
affect SMEs in Nigeria. The data collection was purely secondary data and was analyzed using  
descriptive  statistics  such  as  mean  and  standard  deviation.  The  study  also  used  Stochastic  
Frontier Analysis and Regression Analysis using STATA 11.0 to test  the hypothesis. Findings  
from the study revealed that Nigeria’s investment climate (environment) faces challenges which  
have made effective business transaction very problematic. The paper concluded that investment  
climate is not conducive and this makes the cost of operating SMEs in Nigeria to be high. The  
study  therefore  recommended  among  other  things  urgent  need  for  government  to  overhaul  
critical infrastructure like power and transportation sector, a vibrant industrial policies that will  
engender development on a sustainable basis;  tackle  headlong security challenges and curb  
corruption. The paper canvassed for visionary, purposeful and accountable leaders to direct the  
affairs of this nation.
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Introduction
There are critical issues surrounding the realities of doing business in Nigeria and the need to 
have basic  understanding of the shifting business paradigms globally coupled with Nigeria’s 
complex  business  environment.  Transacting  in  Nigeria,  it  is  said,  poses  complexities  that 
companies need to factor in before taking investment decision (Akinbogun, 2008).
Historically,  multinational  and  larger  listed  companies  have  conducted  investment  into  and 
across  Africa.  However,  we are now witnessing an increasing number of  smaller  companies 
undertaking investment due to improved growth opportunities and regulatory and tax regimes. 
This means that companies are now seeking out the right entity to transact with, negotiate details  
of collaboration and sign legal contracts.
With  population  of  about  160  million  people  spread  over  a  total  area  of  923,800  square 
kilometers, Nigeria is one of the most populous nations and one of the largest countries in Africa. 
Nigeria’s economy is dependent on economic activities that take place in the coastal region, with 



Niger Delta as the seat of oil and gas deposit. Her productive activities are mainly agricultural 
and industrial. Nigeria emerged Africa’s number one destination for Foreign Direct Investment 
(FDI) inflows in 2011 and $8.92 billion (Etumeahu et al, 2009).
Nigerian industrialists suffer from high production cost associated with infrastructural decay and 
as such are not positioned to take advantage of benign trade regimes. The erratic power supply, 
high energy costs, poor road network among others have reduced the production capacity of the 
manufacturing sector  in  the country.  Over  the  years,  the Nigerian industrial  sector  has  been 
plagued  by  the  influx  of  cheap  substandard  products  mostly  from  developing  Asia.  These 
substandard  products have imposed enormous costs in terms of lost human lives and properties, 
declining  capacity  utilization  in  manufacturing  sector  and  exchange  rate  pressure  with  the 
attendant drop in foreign reserve level.

Statement of the Problem
Most countries of the world now are undergoing economic recession while some have not yet 
recovered  from  the  recession  that  hit  the  globe  in  2008  and  2009.  This  had  led  many 
governments of various countries to design and develop methods to make them float over the 
recession ‘tsunami’ that has not yet subsided in a few countries. Some countries like the US have 
encouraged job creation, others like UK and Japan have dwelled on investing in other developing 
countries, the BRIC nations (Brazil, Russia, India and China) are encouraging the opening of 
new development line within and outside the shores of the country, thereby encouraging greater 
investment and entrepreneurship from the old norms of oil and gas, arms and ammunition, estate 
sales  and investment,  to  specific  day to  day services and products  like food and beverages, 
households, production of daily and manufacturing equipments and materials.
The business climatic conditions in the country in recent times are nothing to write home about.  
Operators of micro, small and medium scale businesses reported that deposit money banks are 
denying them access to credit facilities, thereby leading to the collapse of many small businesses. 
The influx of foreign goods which are usually cheaper than the ones produced in Nigeria is not 
helping the matter as well (Jean, Maximilian and Stephane, 2008). Power and insecurity of lives 
and business resources had caused so many SMEs to close down their operations; vis-à-vis, the 
poor state of transportation network and unavailability of cheap transportation in the country. 

Research Hypothesis
H01: The investment climate has no impact on the operations of SMEs in Nigeria.

Theoretical Framework
Nigerian Investment Climate 
An investment climate is the general economic environment comprising of the attitude of the 
government and lending institutions towards businesses and business activities, attitude of labour 
unions towards employers, current tax regime, inflations, government policies and other internal 
and external factors that affect the operations of a business enterprise.
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In an adverse business climate, the production costs can increase considerably. From the data 
obtained  from  the  Investment  Climate  Assessment  (ICA  2002),  it  is  estimated  that  the 
manufacturing sector in Nigeria has to bear additional indirect costs amounting to 16 percent of 
sales because of bottlenecks in the business environment. Losses to power outages amount to 10 
percent of sales, and production lost while in transit (4 percent of sales) is also significant. These 
losses affect different types of firms in different ways while electricity is more of a problem for 
small and medium-size firms, production lost  while in transit  affects large firms to a greater 
extent. In comparison with other countries, it could be seen that firms in Nigeria face higher 
indirect costs than firms in all other countries. This is due largely to electricity-related losses. By 
contrast, Nigerian firms have similar indirect costs resulting from corruption and crime (World 
Bank  Group,  2002).  The  problems  facing  small  business  enterprises  in  Nigeria  and  that  of 
developing countries could be much differentiated with the developed countries. The result of 
this is mostly the government of this developed counties make good provision with policies that 
are favourable to them (Etumeahu, Okeke and Ukwandu, 2009).
The business climate of Nigeria can be categorized into 15 based on the 2008 Nigeria Investment 
Climate report, namely: Electricity, access to finance, transportation, tax rates, access to land, 
cost  of  finance,  crime  and  theft,  informal  practices,  corruption,  tax  administration,  political 
environment, business licensing, customs and trade, uneducated workforce, labour regulations. 
To identify the main bottlenecks the Investment Climate Survey asked Nigeria’s managers about 
the major constraints to doing business and three major constraints emerged; electricity, finance, 
and transportation. The perception of other obstacles varies across firms.
Although electricity appears to be a challenge for all firms, its impact is more significant in the 
manufacturing sector. Access to and the cost of finance appear to affect small and medium firms 
more significantly than they affect large firms, as well as firms located in the less industrialized 
states. Domestic firms complain significantly more of access to finance than do foreign firms 
(World Bank, 2009).

Effects of Investment Climate on Productivity
Power Sector
Despite federal government announcement that Nigeria’s power generation has reached an all 
time peak, the country has suffered an unprecedented electricity generation and supply shortfalls. 
In May 2010, available resources revealed the quantum of power generated in the country was 
about 2,800MW. The figure spiked by 1,000MW within one year. By January 2012, the country 
was generating 4,400MW, though this  kind of incremental  improvement is  not  what  Nigeria 
needs (Yunus and Waidi, 2010). The federal government has been doing a lot to ensure rapid 
improvement of power supply in the country, but gas supply which is a critical element of the 
value chain of power production and delivery has remained a major obstacle to the realization of 
the objective.
Indeed,  more  investments  are  needed  in  the  power  sector.  Fresh  investments  of  $10 billion 
annually are needed for the next decade to enable Nigeria to generate 40,000MW by 2020 for it  



to be one of the 20 top economies in the world (Yunus and Waidi, 2010). The power blueprint is 
silent  on  the  use  of  coal,  which  Nigeria  has  in  abundance  for  power  generation.  The  coal 
technology is the cheapest and quickest route to power generation. It is said to be one-sixth as 
expensive as the capital-intensive gas technology. Nigerians expect nothing more than steady 
improvement in electricity supply as against the current generation – supply shortfalls.
Nigeria requires 100,000 megawatts of electricity to support its population 160 million; with a 
stable power supply, Nigeria’s economy could grow 8-12% annually (Oni and Daniya, 2012).

Transportation
The  second  infrastructural  constraint  after  power  is  the  limited  availability  of  physical 
infrastructural  –  including  roads  and  railways  –  which  seriously  hampers  private  sector 
competitiveness.  The  impacts  of  the  lack  of  adequate  and  good  transportation  system  are 
immense as it lowers productivity and also limit the entry of new entrants into the market. The 
major cause of hike in prices of goods and services is transportation. Hence, businesses in Africa 
either supply only to fragmented regional markets, or restrict themselves to market opportunities 
with profits large enough to cover high transport  costs. These effects  are difficult  to reverse 
because, unlike the power supply which can improve or deteriorate rapidly, transport bottlenecks 
are  typically long-term,  bad roads  and limited transnational  linkages  have  kept  markets  and 
businesses highly segmented for decades in Africa (Vijaya, 2008).
The lack of transport infrastructure has not only affected the manufacturing but also have the 
agricultural sector as the most hit. Farmers are often unable to increase the value-added through 
processing, or to transport their goods overland to domestic markets or international ports.

Access to and Cost of Finance
Finance is the linkage between creations of resource mobilization from the point of production to 
the area of needs. Capital is a key input to any business. A good and virile investment climate is  
one that have an efficient financial system whereby financial resources are allocated quickly and 
easily for productive usage. For Nigeria firms, the Investment Climate Survey data and other 
indicators  suggest  that  finance  imposes  important  constraints  on  business  expansion  (ICA 
Survey, 2002).
The Investment Climate Surveys of the World Bank show that access to finance improves firm 
performance. It not only facilitates market entry, growth of companies and risk reduction, but 
also promotes innovation and entrepreneurial activity. Furthermore, firms with greater access to 
capital are more able to exploit growth and investment opportunities. In other words, aggregate 
economic performance will be improved by increasing the access to capital.
Firms finance their operations and growth in many different ways. Their financing choices are 
influenced by the preferences of each firm’s entrepreneur and, more important, by the options 
that are available to them. In what form, from whom, how successfully, and at what cost firms 
are financed thus depends on a wide range of factors both internal and external to the firm. The 
internal financial resources available to the firm’s entrepreneurs and other insiders are of course 
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important. Not only are these the basis for most start-ups, but they can help leverage external 
finance, that is, finance from outsiders.
Access to finance is necessary to create an economic environment that enables firms to grow and 
prosper.  SMEs  in  developing  countries,  however,  are  facing  significant  barriers  to  finance. 
Financial constraints are higher in developing countries in general, but SMEs are particularly 
constrained by gaps in the financial system such as high administrative costs, high collateral 
requirements and lack of experience within financial intermediates (Amit et al, 2011).
Access to finance and, to a lesser extent, the cost of finance is perceived by Nigerian firms as the 
second most important constraint to doing business. This obstacle however does not affect all 
firms equally (World Bank, 2007). The study showed that the smaller the firm, the bigger the 
problem in access to finance and in the cost of finance. Domestic firms complain about access to  
finance twice as much (53 percent) as do foreign firms (25 percent), which often have access to 
their own external financing. Similarly small firms complain more often (59 percent) than do 
medium (35 percent)  and large firms (11 percent). Access to finance seems to be more of a 
problem in less industrialized states (60 percent) compared with more industrialized states (49 
percent).

Information and Communication Technology 
Over  the  last  few  years,  ICT industry  has  grown  to  be  one  of  the  biggest  contributors  to 
economic growth and development.  Studies put ICT spending globally in 2011 at  over $1.6 
trillion while global value of ICT opportunities is estimated at over $200 trillion (Muazu, 2010). 
ICT contributes meaningfully to knowledge management, allowing seamless communication of 
information and intelligence for real time production around the world. It has been the main 
driver of globalization even as it made the world smaller, reducing communication costs and 
time between hitherto distant places. The birth of the internet spurned new industries even as it 
brought to life new media. ICT has revolutionized and shaped most industries/sectors; including 
defense,  education  and the  financial  services  sectors.  Though Nigeria  has  made tremendous 
progress in accepting and deploying ICT, it is still a far cry from the potential. With about 160 
million people and high computer illiteracy rate, Nigeria can do better if more effort is put into  
enlightenment  campaign  and  capacity  building.  Also,  cyber  security  challenge  arising  from 
frequent hacking of ATM and bank accounts poses significant challenge to ICT development as 
potential users of ICT powered devices and services shy away.

Governance
Today Nigeria is a nation fractionalized by deliberate, long-standing wrong political decisions 
coloured by tribal and primordial sentiments. We are still heavily weighed down by latent ethic 
chauvinism  which  often  gets  in  the  way  of  fighting  corruption  honestly  Nigeria’s  former 
contemporaries including Brazil,  Malaysia,  India,  South Africa,  Ghana among others,  are no 
longer in the same class with Nigeria. According to Akinbogun (2008), the reason is that we have 
never allowed patriotic leaders with genuine national interest to rule this country. A patriotic 



leader is revolutionary by reason of the aggressive developmental policies he implements for the 
well-being of his people. A patriotic leader identifies and copies development ideas from aboard, 
domesticates them and comes up with something better, like Malaysia and the Asian Tigers has 
done. Our own leaders have been extremely selfish and acquisitive.

Security 
Adequate protection and guarantee and properties are imperatives for sustainable development. 
Investors  are  attracted  to  places  where  the  security of  their  investments  are  maintained and 
sustained. Nigeria is not a safe haven for local and foreign investment opportunities. There is 
insecurity in the land. Cases such as armed robbery, kidnapping, ritual killings, assassinations, 
promotion of violence and incitement of the public to insurrection, ethnic and communal clashes, 
political  and  religious  crises,  massive  killings  of  innocent  people  at  different  times,  youth 
restiveness and the Niger Delta militancy and the Boko Haram insurgency have brought the 
security apparatus to their kneels. According to Mohammed (2012), what Nigeria is facing in the 
North-East part is a manifestation of international operations akin to what the world is witnessing 
in Iraq, Afghanistan, Pakistan and Somalia where the Al-Qaeda network has strong foothold. He 
submitted that as the sect intensifies its attempts on soft targets, there are strong indications that 
the  security  challenge  facing  the  nation  may not  be  easily  solved,  unless  there  is  a  proper 
understanding of the insurgency by all stakeholders in the Nigeria project.
Insurgency and other forms of terrorism in the country have made the tourism sector in Nigeria 
lose over N35 billion annually (Michael, 2010). The North-Eastern zone of Nigeria has gone into 
economic doldrums as a result of the crises that have robbed it of its viability as one of the fastest 
growing zone economically (Mohammed, 2012). People and investors are living the state en 
masse. We can hardly sleep today with our two eyes closed because of armed robbers. Travelling 
on our roads is very dangerous not only because of the horrendous state of the roads but also 
because of the danger of armed robbers and other insurgents (Abiola and Taiwo, 2011).
Aside  the  promotion  of  a  harmonious  society,  efficient  security  is  the  basis  of  economic 
development.  Security  is  essential  for  a  conducive  business  environment  and  engenders 
investment. The huge investment on security by the developed countries is underscored by the 
economic prosperity they enjoy. The business community has suffered huge losses due to the 
activities of bandits which increase the cost of doing business in the country and this eats deep 
into profit. A general atmosphere of insecurity also leads to high cost of living as accessibility of 
certain goods and services becomes difficult, especially where there is a total breakdown of law 
and order. Basil and Ngwu  (2005) reckons that insecurity ultimately leads to unemployment and 
a decline in Gross Domestic Product (GDP). As insecurity takes toll on a society and there is a 
breakdown on the production/value chain, goods and services become scarce leading to rising 
prices and declining demand and ultimately employee layoff due to inventory build-up.

Insurance
Many factors influence the demand for insurance products, some of which include the aversion 
for risks, the quest to transfer or shift risks away from oneself, cost reduction, tax advantages etc.  
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(Oni and Daniya, 2012). Demand for insurance products will also heighten when it is obvious 
that the benefits from insurance products exceed the costs.
The Nigerian insurance sector has not performed up to expectations since its inception relative to 
other countries such as South Africa and Morocco. As at 2010, the gross insurance premium in 
Nigeria represent a marginal 0.6 percent of the Gross Domestic Product with less than 10 percent 
of the population having any form of insurance. In contrast, the situation in developed economies 
reveal up to 90 percent participation (Oni and Daniya, 2012). Up till now the Nigerian insurance 
sector has not improved. The macroeconomic uncertainty arising primarily from the conduct of 
monetary and fiscal policies impacts on insurance businesses. Investors are averse to long-term 
risks in times of uncertainty and will under such circumstance be more inclined to short-term 
investments. Short-term focused portfolios will rarely accommodate insurance policies, unstable 
and inflationary environments which are perceived as and which actually erodes the value of 
nominally fixed life policies will therefore not support demand for some insurance risk-types 
such as life which has long-term fixed commitment.

Labour and Labour Regulations
In today’s business environment, effective management of firm’s factor inputs especially labour 
is vital to business survival because it determines a firm effectiveness and ability to create a 
sustainable  competitive  advantage  over  competitors.  The  human  potential  in  a  company  is 
generally much more difficult for competitors to duplicate than the plant, equipment or even 
products that a company produces. Hence, the nature and well-being of a company’s employees 
can become its main strength in carving out a profitable existence in the industry (Obasan, 2012). 
This implies that human resource plays an important role and exerts more significant functions in 
modern economy. Rapid revolution of science and technology which marks the information era, 
in  which  it  is  not  physical  resources  but  the  human  resource  that  promotes  the  economic 
development. Human capital is the most critical agent of small and medium enterprise (SME) 
performance.  The  recruitment  of  academically  qualified  employees  is  a  necessary  start  for 
sustainable human capital development in all organizations. Olubitan, (2014) considers the high 
prioritization of the design and implementation of strategic plans for training of labour force in a 
business has led to it being seen as a critical index for competition in the business world. The 
above assertion seems more important for small and medium scale enterprises (SMEs) in Nigeria 
and other developing nations, as they brace up ever increasing challenges of advancement in 
technology,  deregulation,  and  globalization.  In  order  to  ensure  that  SMEs  in  Nigeria  grow, 
develop, and remain globally competitive, they must train and develop their human capital in line 
with changing trends in technology and market economics. Unfortunately, it seems a common 
practice among SMEs in Nigeria, to see training as a one-time activity, necessary only for new 
employees (Oforegbunam and Okorafor, 2010).
Vijaya (2008),  discovered that from the beginning of the 1990’s it was found that the size of a  
business does affect the formality of human resource practices. It also affects the sophistication 



of the HRM practices used. Small firms do not have the same kind of resources to implement 
official human resource practices, but they still need to keep employees satisfied and productive.
Akinbogun (2008) and Alexa (2005), consider SMEs to be more likely to survive and sustain a 
competitive  advantage  over  larger  firms  by increasing  employee  satisfaction,  which  in  turn 
minimizes personnel turnover, absenteeism and lost productivity costs. The adoption of HRM 
programme or department in SMEs can be considered as a key element in increasing competitive 
advantage. Research by Amit, et al (2011), Etumeahu et al (2009) has also revealed that a well-
motivated,  highly  skilled  workforce  can  be  a  determinant  of  small  firms’ ability  to  remain 
competitive in  the present  business environment.  In  the light  of a  resource based view they 
assume that HR capabilities, including skilled human resources, innovative human resources, 
human  resource  effectiveness,  HR commitment,  and training  competent  HR are  factors  that 
determine the competitive advantage of the firm.
Test of Hypothesis
Table 1: Investment Climatic Constraints 

Most Serious Obstacle Small % Medium % Total % 
Telecommunications   20   1.05     7.00   0.80      27    0.97 
Electricity 937 49.16 544.00 62.03 1,481 53.22 
Transportation 101   5.30   52.00   5.93    153   5.50 
Access to land   59   3.10   21.00   2.39     80   2.87 
Tax rates   59   3.10   39.00   4.45     98   3.52 
Tax Administration   87   4.56     3.00   0.34     90   3.23 
Customs and trade registration     8   0.42     2.00   0.23     10   0.36 
Courts     3   0.16     0.00   0.00       3   0.11 
Labour regulations   25   1.31     1.00   0.11     26   0.93 
Inadequately educated   11    0.58     7.00   0.80     18   0.65 
Business licensing    7   0.37     1.00   0.11       8   0.29 
Political environment  27   1.42     7.00   0.80     34   1.22 
Macroeconomic environment  45   2.36   16.00   1.82     61  2.19 
Corruption  55   2.89   19.00   2.17     74  2.66 
Crime and theft  21   1.10   12.00   1.37     33  1.19 
Practices of some companies  27   1.42     9.00   1.03     36  1.29 
Regulation on hours of labour   0   0.00     1.00   0.11      1  0.04 
Others   3   0.16     3.00   0.34         6  0.22 
Policy uncertainty 
Access to finance 

 31 
313 

  1.63 
16.42 

    1.00 
125.00 

  0.11       32 
14.25     438 

 1.15 
15.74 

Cost of finance   67   3.52      7.00  0.80        74   2.66
Total 1,906 100.00 877.00 100.00   2783 100.00
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Source: Researchers’ Analysis (2015) using STATA 11.0 
Majority (49.16% of small scale businesses and 62.03% of medium scale businesses) indicated 
that electricity is the major obstacle to their business operations, which represented 53.22% of 
the overall respondents (Table 1). Access to finance was seen as the next major obstacle with 
15.74%. Transportation, tax rates and tax administrations were also seen as major obstacles that 
hinder the business operations of SMEs with 5.50%, 3.52% and 3.23% respectively.
Access to land (2.87%), Corruption (2.66%) and Cost of finance (interest rates) (2.66%), were 
also seen as major obstacles to SMEs (Table 1). Majority (47.48% and 50.27%) of small and 
medium scale businesses respectively indicated that government policy and regulations do not 
pose as an obstacle to their operations. 
In  summary,  the  result  indicated  that  electricity,  transportation,  tax  rates  and administration, 
access to and cost of finance, political environment, corruption and access to land are the most 
serious  and  major  business  climate  constraints  that  have  negative  impact  on  the  business 
operations  of  small  and  medium  scale  businesses  in  Nigeria.  Labour  regulations,  business 
licensing,  policy  uncertainty,  threats  from competitors  and  macroeconomic  environment  are 
minor  business  climate  constraints.  Thus,  the  hypothesis  that  the  investment  climate  has  no 
impact on the operations of SMEs in Nigeria is rejected.

Conclusion and Recommendations
In conclusion,  the study had shed more light  on the happenings  in and around the business 
climates of SMEs in Nigeria. The existence and survival of any business especially SMEs is 
hinged on how conducive the business climate is. The research showed that most of the SMEs 
are adopting other alternative means especially in electricity, finance, transportation by making 
use of their personal resources to run their businesses. Generating sets that requires high cost of 
maintenance due to  the high cost  of  fuel  in  the country,  making use of personal  savings  to 
cushion  the  effect  of  unavailability  of  fund,  conversion  of  homes  and  personal  vehicles  to 
business use, and not been able to employ more hands to curb the shortfall in labour are some of 
the occurrences in the SMEs business environment. This is the reason why most of them remain 
in the sole proprietorship level. 
Evasion  of  tax  is  a  recurrent  phenomenon  among  SMEs  because  of  unconducive  tax 
administration. Though there are various policy that had evolved over the years, policy change 
does not have effect on SMEs because most of them do not benefit from the government policies  
due to the various bottlenecks that they encountered.
The SMEs in Nigeria is filled with many unregistered businesses due to the cost of business 
registration and permits. There exists many of them that are not healthy businesswise, this is as 
result of the shocks that hinders their efficiency and productivity. Efforts should be made by 
supervising agencies to formulate policies that are SMEs centered. This can be done by ensuring 
that SMEs themselves are involved in such policy forniz1ation.



The following recommendations have been made in order to have a better investment climate for 
Nigerian SMEs and hence increased their contribution to the economy:
The unstable power supply, bad roads and infrastructures should be restructured and government 
should  be  more  committed  to  adequate  provision  of  power  and  other  basic  economic 
infrastructure.
Effective access to finance and tax administration that will be easily accessible and conducive for 
their operations should also be put in place.
Government should provide adequate fund to equip and motivate the law enforcement agents to 
improve on their performance.
Government should run a sustainable economy that will guarantee jobs and decent living to the 
people.
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