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Abstract

This study attempts to evaluate the impact of micro-credit Schemes in Ondo State, Nigeria, on entrepreneurship performance, as well as investigating the relationship between loan disbursement and loan recovery to ascertain the sustainability of the credit schemes. There have been prior attempts to examine the issues of micro-credit schemes in entrepreneurship performance (Aryeetey, 1996a, b; Chirwa et. al., 1999; Bhasin and Akpalu, 2001; Kiriri and Munguti, 2007; Irwin and Scott, 2007; Mascarell, 2007 and Da Silva, et. al., 2007). The approach adopted for the research was a survey conducted in Ondo State, Nigeria. The study employed both descriptive and analytical methods, using primary and secondary data obtained at beneficiary and institutional levels.  The study reveals that the accessibility of the economically active poor entrepreneurs to credit was enhanced by the credit schemes, which also influenced their capital, profitability, employment and output growth. It was also established that a statistically significant relationship does not exist between loan repayment and the amount of loan disbursed. The loan repayment rates were generally low for many of the schemes, and this confirms the problems of public sector lending, with implication for the sustainability of the schemes. Many reasons were given for the low repayment rates, among which were poor credit culture of schemes managed by public sector and the attitudinal nature of Nigerians towards public funds. The implication of the study is that public credit schemes can only be sustainable, if they appropriately incorporate private sector approaches and operate independently of government influences. The paper contributes to knowledge by showing to the policy makers what could be done in an attempt to accelerate the level of economic development, through micro-credit institutions, and provides lessons for other credit schemes targeting poverty reduction among the poor entrepreneurs. The issues raised here are also relevant to those developing countries in similar growth process.  
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1.
Introduction


That smaller firms live under tight liquidity constraints is basically a matter of consensus (see Da Silva, et. al., 2007). Therefore, in most countries, both developed and developing, there has been an increased attempt to introduce credit programmes aimed at developing small and medium scale enterprises (SMEs), which are considered critical in economic development.  The SMEs have the tendency to create employment opportunities, generate income and provide a source of livelihood for the majority of the poor. In Nigeria, despite emphasis on increasing the availability of credit to small and medium enterprises (SMEs), access to credit by such enterprises remains a major constraint. The formal financial institutions, such as commercial banks, could not meet the credit needs of SMEs, mainly due to their lending terms and conditions, and hence majority of the SMEs are not considered credit worthy by these institutions.  Although, informal credit institutions have proved relatively successful in meeting the credit needs of small enterprises in some countries, their limited resources restrict the extent to which they can effectively and sustainably satisfy the credit needs of these entrepreneurs (Nappon and Huddlestone, 1993).   Aryeetey (1996a) cited in Atieno(2001) observes that, as micro-enterprises expand in size, the characteristics of loans they require become increasingly difficult for informal credit sources to satisfy, yet they still remain too small for the formal lenders. Therefore, the failure of both formal and informal financial institutions to meet the credit needs of small enterprises has necessitated the introduction of micro credit institutions by governments at all levels to meet the financial needs of the poor and entrepreneurs.   However, the problem with most of these governments’ micro-credit schemes is that, they were in many instances lack credit culture and are usually politicalised. Similarly, it is believed that government sponsored poverty reduction programmes usually benefit the executors rather than the indigent masses (Ogundele, 2000). Thus, most of the government sponsored schemes could not achieve their primary objectives of providing accessible credit to the poor and the entrepreneurs.
The human factors associated with credit schemes, notwithstanding, the Ondo State government in 2003 established the Ondo State Micro-Credit Agency (OSMA), to coordinate credit delivery to the entrepreneurs, while also providing avenues for reducing the poverty levels in the State.  The agency is to ensure well-coordinated, functional and people-centered micro-credit schemes.  This study, therefore, sets out to investigate the following questions: What is the current level of involvement of micro-credit institutions in entrepreneurial finance? Can the amount of credit provided by the micro-credit institutions be considered significant to impact on the performance of the small and medium enterprises?  Is the sustainability of the various micro-credit schemes assured? This study attempts to examine and assess the role of micro-credit institutions in Nigeria on entrepreneurship performance, and their loan repayment records, in order to determine the sustainability of such micro credit institutions.  The specific objectives of the study were to: 

· examine the impact of access to credit through micro-credit institutions on entrepreneurial performance; 

· investigate the relationship between loan repayment and the amount of loan disbursed in order to determine the  sustainability of micro-credit institutions;

· show the policy implications of well designed and functional micro-credit schemes on small-scale enterprises development in Nigeria. 


The paper confirms the problems of public sector lending, emanating from absence of credit culture and the non-observance of good lending principles.  The credit schemes operated by private sector in Nigeria seemed to be performing better than the public funds sector. The better performance of the private schemes was made possible through proper screening of applicants and monitoring of the loans. The study contributes to the emerging literature on the importance of micro-credit institutions in several ways. First, it adds to our understanding on how government credit schemes can transform the poor into viable entrepreneurs and reduce the poverty level. Second, the policy makers are advised on the design and implementation of micro-credit programmes in an attempt to accelerate the level of economic development.
2. Nigeria and Key Issues About its Micro credit Institutions


The Federal Government of Nigeria had introduced several micro-credit programmes to alleviate poverty in the country.  The summary of some of the Programmes is scheduled in Table 1 below:

Table 1: Some of the Anti-Poverty Programmes by the Federal Governments of Nigeria

	Programme
	Year Established
	Target Group
	Nature of Intervention

	Rural Banking Scheme
	1977
	Rural Areas
	Encouraging Savings, credit facilities

	Directorate for Food, Roads and Rural Infrastructure (DFRRI)
	1986
	Rural Areas
	Feeder Roads, Rural Water Supply and Rural electrification 

	National Directorate of Employment (NDE)
	1986
	Unemployed Youths
	Training, Finance and Guidance

	Better Life Programme (BLP)
	1987
	Rural Women
	Self-help and rural development programmes, skill acquisition and health care delivery

	People’s Bank of Nigeria (PBN)
	1987
	Underprivileged in rural and urban areas
	Encouraging savings and credit facilities

	Community Banks (CB)
	1990
	Rural Residents, micro enterprises in urban areas
	Encouraging savings and credit facilities

	Family Support Programme (FSP)
	1994
	Families in rural areas
	Banking facilities

	Family Economic Advancement Programme (FEAP)
	1997
	Rural Areas
	Credit facilities to support the establishment of cottage industries

	National Poverty Eradication Programme (NAPEP)
	2003
	Rural Dwellers, unemployed youth, less privileged in urban area
	Micro-credit delivery, infrastructural facilities, social welfare, etc.


Source:
Ogwumike (2001) An Appraisal of Poverty and Poverty Reduction Strategies 

in Nigeria”, CBN Economic and Financial Review. Vol. 39, No.  4, pp. 55-71


Although, all these programmes were directed at improving the productive base for sustainable growth, they had in the past been associated with high default rates. This is due largely to abuses, poor project evaluation and monitoring as well as moral hazards involved in using public funds for the purpose of promoting private sector enterprises (Tumkella, 2003).   Put differently, as Ojo (2003) argues, all these SME assisted programmes have failed to promote the development of SMEs, with the finance provided having been misdirected, gone to wrong persons or found to be inadequate to impact the development of the assisted firms.

3. Micro Credit Schemes in Ondo State, Nigeria 

3.1. History

In many countries, it is believed that alleviating poverty by means of entrepreneurship development is a workable strategic option (Ahwireng-Obeng and Ncube, 2007).  For instance, the Macedonia Community Development Project (MCDP), which is similar to OSMA, was designed to address priority needs of communities, producing tangible benefits and generating short term employment (See Mascarell, 2007). Thus, one of the cardinal policy thrusts of the Government of Ondo State is to tackle the pervading poverty in the State. This led to the evolution of the Accelerated Poverty Alleviation Agency (APAA) as a short-term component of a comprehensive poverty alleviation package. The poverty alleviation programme consists of capacity building through skill acquisition, entrepreneurial Development Training Programme, and gainful employment through the various Micro-Credit Schemes under the Ondo State Micro-Credit Agency (OSMA), to coordinate credit delivery and recovery in the State. As at August, 2007, there are thirteen credit windows for accessing about N3 billion made available by the Ondo State Government under the various schemes/programmes. However, for this study, nine credit schemes were considered, because they focused on entrepreneurial development. The Micro-Credit institutions considered were  CDC Micro-Credit Loan Schemes (MCLS), Ondo State Agricultural Development Trust Fund (OSADTF), Entrepreneurial Development Training Programme (EDP), Ondo State Oil Producing Areas Development Commission (OSOPADEC) Loan Programme, National Poverty Eradication Programme (NAPEP) - Assisted Resettlement Loan Scheme (RLS), Tricycles Youth Empowerment Scheme(KEKE NAPEP), Ondo State Palliative Loan Scheme (OSPLS), Youth Empowerment Scheme Through GSM, and Micro Finance Institutions (MFI). 

3.2   Objective and Organisational Structure of OSMA

The main objective of OSMA was to provide credit facilities to the poor and small businesses aimed at fostering rapid economic transformation of the State.

The organisational structure consisted of the Ondo State Micro-credit Agency (responsible agency)/partner banks, the Community Development Committees (CDCs) and the beneficiaries. The OSMA board, chaired by an appointed person, with four other representatives, helped guide and supervise the administration of the agency, and ensure consistency of the agency activities with government poverty eradication policy. At the Local Government Areas (LGAs), special decision-making bodies were created, known as Community Development Committees, chaired by renowned Kings, to encourage active involvement of the community members and helped monitor the disbursement and repayment of the loans.  

3.3 Acceptable Securities for OSMA Loan Schemes

1. Cash deposit (not in all cases)

2. Share certificate of quoted companies

3. Bank Guarantees

4. Life Insurance/Insurance Bond

5. Fixed Deposit

6. Debenture

7. Salary of Public Officers with at least ten (10 years services with the Ondo State Government).

3.4 Loan Disbursement

The disbursement process is aimed at ensuring that an approved credit line is drawn only by the desired beneficiaries and for the intended project(s).

i.
OSMA recommends successful groups (cooperatives) and enterprises to partner banks.

ii.
The approved loan shall be disbursed in instalments (where applicable) to the beneficiaries in cheque, which shall be issued by Ondo State Micro-Credit Agency according to approved disbursement plan to be accessed through the bank.

iii.
When the first instalment is released, the OSMA monitoring team visits the project(s) to ascertain that the money released were properly utilised for the specific project(s).

iv.
A loan account for disbursement shall be opened by the beneficiaries at the partner bank.

3.5 Loan Repayment

The beneficiaries will start the repayment of loan due immediately after the period of moratorium allowed, as may be contained in the letter of offer. Payments are made directly to an account designated for the purpose. The bank and the account vary from schemes to schemes. The photocopy of the bank teller used for payment will be submitted to OSMA Local Government Credit officer located within the CDC Secretariat.

4 Literature Review

4.1 Concept of Micro-Credit 


Microfinance refers to the activity of provision of financial services to clients who are excluded from the traditional financial system on account of their lower economic status (Kiriri and Munguti, 2007). These financial services mostly take the form of loans (micro-credit) and savings. One of the aims of micro-finance is to assist the poor and unemployed to sustain self-employment or to start up very small businesses. As Chirwa et. al., (1999) observe, the experiences of microfinance institutions shows that they play an important role in the fight against poverty and in the promotion of entrepreneurs, while  struggling  to operate efficiently and  free from subsidies. Most case studies of credit schemes show that microfinance has positive effects on income and poverty (See Chirwa et. al. 1999).


Therefore, the idea of micro-finance institutions developed from the inability of the formal financial institutions to satisfactorily provide credit for the poor entrepreneurs, who are desirous of starting businesses, but lack the necessary capital. In most countries of the world, the small and medium enterprises sector is regarded as risky by the formal financial institutions. Lending to a small business is considered riskier than lending to a large company (see Miettinen, 2007). For instance, Miettinen, (2007) summarised the reasons, as given by some authors, as follows: First, there is information asymmetry in SME. That is, SMEs are informationally opaque, which makes lending to them to involve high potential risks. Second, micro enterprises have no access to public equity. Thus, they offer less information, such as market prices that might suggest the quality of their stock. Third, small businesses are more sensitive to economic change; an economic downturn is more likely to have serious consequences for small firms. However, studies have shown that it is mainly the rules and regulations of the formal financial institutions, which have created the myth that the poor are not bank-able, since they cannot afford the required collateral, and hence they are not considered credit-worthy (Adera, 1995, in Bhasin and Akpalu, 2001).


The lack of financial assistance from formal financial institutions, has made the small businesses, most of the times, to turn to the informal sector for support, which is regarded as a veritable source of credit for production and consumption purposes.   As Irwin and Scott (2007) observe, there are a significant number of businesses, and a far higher proportion amongst young people, who would be unable to start a business without loan finance from a micro-finance institution (MFI), so it would appear that MFIs are indeed filling a gap.  Despite the benefits of the informal financial sector, the small and micro-enterprises have limited access to informal financing because they are considered as too risky (Steel, 1977), have insurance arrangement which are only partial (Aryeetey, 1996b), or totally absent (Aryeetey and Udry, 1997), unable to provide collateral security for the loans (Ray and Hutchinson, 1983, Besley, 1994), and the resources of the lending institutions are too small (Aryeetey, 1996b). As micro-enterprises expand in size, the characteristics of loans they require become increasingly difficult for the informal credit sources to satisfy, yet they remain too small for the formal lenders (Aryeetey, 1996a). This situation therefore created the need for semi-formal financial institutions such as micro-credit institutions to provide credits to the economically active poor and the entrepreneurs.

4.2 Theoretical Links between Entrepreneurship and Micro-Credit Institutions


The willingness of people, business and government to save for future consumption grows with incomes.  Thus, in most developing countries, there is low capital formation emanating from low savings and low income, thus creating a vicious cycle of poverty (See Figure 1). 
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Figure 1:
The Vicious Circle of Poverty

                                        Source:  
Samuelson and Nordhaus (1995) 


For a country with low capital, low savings and low capital formation to develop, the vicious circle must be broken.  One of the ways to do this is to reverse the vicious circle of poverty through the establishment of micro-credit institutions. Therefore, the assumption on which micro-credit is built and developed is that if credit is injected into the vicious circle of poverty, the circle will change into a spiral signifying movement out of poverty. In other words, when a low income earner is helped with micro-credit, he will find his way out of poverty. This is clearly demonstrated in Figure 2.
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Figure 2:
The Poverty Circle after Credit Injection

Source:  
Samuelson and Nordhaus (1995) 

Since the main problem of SMEs is financing, injection of more funds provides the needed capital for optimal production and profitability. Credit is expected to positively influence the availability of factors of production such as land, labour, capital, equipment and machinery. All things being equal, increased quality and quantity of factors of production available to a firm will generate more production and income.  Thus, when a loan is granted to a firm, the effect on the firm’s profitability is expected to be positive. Credit also enhances bulk purchases of productive resources, which decrease unit cost of production as a result of economies of scale. The reduction in unit cost of production is also expected to generate an increase in profit. Therefore, a well-managed loan tends to lead to profit maximization. Similarly, an increase in production and sales, as a result of the loans, demands that employment be increased to maintain the workforce necessary for the increased production and sales. 
5. Hypotheses 

      The study tested the following main hypotheses: 

H1: The accessibility of small and medium enterprises to credit facilities through micro-    

      credit institutions does not significantly influence their performance in Nigeria

H2: Loan repayment by the entrepreneurs has no significant relationship with amount of     

      loan disbursed.

6. Methodology
6.1 Data type and sources
The approach adopted for the research was a survey conducted in Ondo State, Nigeria. Ondo State was chosen because it operates thirteen micro-credit schemes under Ondo State Micro-Credit Agency (OSMA) and in most cases, the State ranks first among the 36 States of the Federation to implement or replicate Federal Government of Nigeria micro-credit programmes. 

Data for the study were obtained at both beneficiary and institutional levels, using primary and secondary sources. At beneficiary level, individual entrepreneurs who had received credit from the Schemes under the Ondo State Micro-Credit Agency (OSMA) were selected. At institutional level, data were collected from project files and reports of the Ondo State Micro-Credit Agency (OSMA) and the Community Development Committees (CDCs) that are in charge of policy making. Small-scale entrepreneurs engaged in agriculture, manufacturing, retail trade and services were selected as the units of study. 

6.2 Sampling procedure 

The data collection process required preliminary surveys in order to construct the sampling frames and draw a sample. A pilot survey was conducted for the purpose. The pilot survey revealed some weaknesses in the structure of some of the questions in the original questionnaire. The questionnaire was therefore modified accordingly. Research assistants who were very proficient in all the dialects in Ondo State were selected and trained for two days so that they could administer and interpret the questionnaires to the entrepreneurs, some of whom have no formal education.  A population of small-scale enterprises, who have obtained loans from the available schemes, was identified in the LGAs of the State, with the help of the Officers of the Community Development Committees.  Twenty respondents were randomly selected from this population in the selected LGAs, using a random start for each LGA. Thus, purposive random sampling technique was used in selecting the respondents.  The questionnaires were hand-delivered and carefully read out to the entrepreneurs. 

A sample size of 360 respondents was initially targeted from the eighteen Local Government Areas of the State, but 340 respondents were successfully interviewed, because the CDC officer in one of the LGAs (Ifedore Local Government) refused to supply the record of beneficiaries, making interview in the Local Government impossible.  
Information was collected on organisation at start-up, entrepreneurship performance indicators, relative impact of micro-credit programmes, and socio-economic variables. There was a follow up to confirm some of the responses provided by the respondents. 

7.3 Analytical Techniques

To achieve the stated objectives, the study used both descriptive and analytical methods. Three independent variables were identified and regression analysis was carried out on the data. The regression model was specified as follows:

CLR = (+(1ALD +(3INTA+ (2NLB  + (
                (1 >0       (2<0         (3 >0

Where,

CLR     = Cumulative loan repaid

ALD     = Amount of loan disbursed

INTA   = Amount of Interest charged

NLB     = Number of loans beneficiaries

· = Error term

8.
Socio-Economic Characteristics

This section presents the major socio-economic characteristics of enterprises in this study. Such characteristics include business sector, years of existence, start-up capital and sources of loans, among others

Table 2 shows that 29.1% of the respondents were involved in Agriculture and 26.8% were involved in retailing business.

Table 2:    Business Sector

	          Business Sector
	Frequency
	Percent

	
	Services
	69
	20.3

	 
	Manufacturing
	52
	15.3

	 
	Agriculture
	99
	29.1

	 
	Retailing
	91
	26.8

	 
	Others
	29
	8.5

	 
	Total
	340
	100.0



The study also found that 20% of the enterprises were engaged in services and 15.3% in manufacturing.  The number of enterprises engaging in agriculture is not surprising, because Ondo State is an agrarian State, with productive farm land for food and other agricultural production.


Table 3 reveals that most of the enterprises (67.6%) were established within the last five years, which coincided with the periods of the setting up of the micro-credit schemes in the State.
Table 3: Years of Existence of Enterprises

	Years
	Frequency
	Percent

	
	1 – 5
	230
	67.6

	
	6 -10
	71
	20.9

	
	11 -15
	11
	3.3

	
	16-20
	13
	3.9

	
	21-25
	8
	2.4

	
	26-30
	4
	1.2

	
	Above 30
	3
	0.9

	
	Total
	340
	100.0


Thus, there is an indication that most of the loans collected must have been used as start-up capital by the entrepreneurs. This confirms that entrepreneurs are ready to start new businesses in Nigeria, if they are provided with capital. This is because the high level of poverty resulting from low income makes it impossible for people to save enough for the purpose of starting a business.  

Table 4 shows that the start-up capital for majority of the small businesses (41.4%) ranges between N50, 000.00 and N100, 000.00.

Table 4: Start-up Capital 

	                     Amount(N)
	Frequency
	Percent

	
	10000  -  50000
	71
	20.9

	 
	50001  - 100000
	141
	41.4

	 
	100001- 150000
	33
	9.7

	 
	150001- 200000
	9
	2.7

	 
	200001- 250000
	55
	16.2

	 
	250001- 300000
	13
	3.8

	 
	300001- 350000
	17
	5.0

	 
	Above    350000
	1
	0.3

	 
	Total
	340
	100


This start-up amount is considered very small to establish a sizable business, especially in a country with high inflation rate and poor infrastructural facilities, which makes the cost of doing business very high. As Bhasin and Akpalu (2001) argue, at low levels of income, the accumulation of capital may be difficult. Thus, loans, by increasing family income, can help the poor to accumulate their own capital and invest in employment-generating activities (Hossain, 1988).

The classification of enterprises according to the major sources of loans employed to finance the business is given in Table 5. The intention here is to determine which source is mostly used, even although, the entrepreneurs may have taken loans from other sources.
Table 5:   Major Sources of Loan

	Sources
	Frequency
	Percent

	
	Partners/Shareholders
	9
	2.6

	
	Banks
	11
	3.2

	
	Micro-credit agencies
	252
	74.1

	
	Cooperative societies
	43
	12.6

	
	Friends/relatives
	25
	7.4

	
	Total
	340
	100.0


It is evident that majority of entrepreneurs (74.1%) had loans mainly from micro-credit agency, followed by cooperatives (12.6%), while friends/relatives, banks and owners funds constituted 7.4%, 3.2% and 2.6% respectively. As Irwin and Scott (2007) suggested, more financial support should be made available by government and other non-bank lending routes to support people with a proposition that looks viable, but who lacks sufficient resources to get started and cannot attract bank finance.  The low percent of bank loan is an indication of the difficulty in accessing formal sources of credit, forcing enterprises to use informal sources of finance. Thus, the study confirms that the main sources of finance for entrepreneurs in Ondo State are from the micro-credit institutions, which are semi-formal, and the informal financial institutions. This study is in conformity with the following studies in some developing countries, as cited in Bhasin and Akpalu (2001). For instance, Hyuha, et. al. (1993) noted that informal finance was a significant source of agriculture financing in Tanzania.  In Kenya, Atieno (1998), observes that about 70% of the respondents got their initial capital from family/friends, while 81% got their operating capital from the same source.   In both Ghana and Nigeria, steady growth in the flow of loan applications to informal lenders has been observed, and has been matched by steady increases in the numbers of loans granted by various informal lenders (Aryeetey, 1994; Soyibo, 1994)

9.
Performance of Micro-Credit Schemes in Ondo State, Nigeria

Table 6 presents the design of the nine micro-credit schemes that received funding from the Ondo State Government of Nigeria.  All the nine schemes offer credit facilities to prospective borrowers.   The schemes also offer different training programmes for the loan beneficiaries, either before or after the loans are disbursed, except for the OSPLS. Loan duration ranges between 12 and 48 months, depending on the programmes and the amount involved. However, in a country where it is almost impossible for small business to get a loan from commercial sources for more than 12 months, it appears that the lending periods of 48 months is too long and needs to be reconsidered. Similarly, the maximum amount of loans that an individual beneficiary is entitled to is between N19, 000.00 and N250, 000.00 for most of the schemes. The beneficiaries are organised in groups of between five and ten, and whatever loans that are obtained are shared equally among them.  Two of the nine schemes do not make saving mobilisation an integral parts of the credit programme. Although, there is no objective definition of the poor, as claimed by Chirwa et. al. (1999), all the micro-credit schemes target the poor, unemployed and small-scale enterprises as their clientele. A total of N185 million was granted to 15,200 entrepreneurs under CDC Micro-Credit Loan Schemes (MCLS), with the repayment rate of 42.69% in 2007. Generally, the rate of loan recovery was low for the schemes, except for KEKE – NAPEP, OSPLS and MFI with 83.33%, 75.00% and 81.00% respectively. During the same period, 132, 498, 875, 447, 45, 96, 1300 and 1519 entrepreneurs benefited from the OSADTF, EDP, OSOPADEC, RLS, KEKE-NAPEP, OSPLS, GSM and MFI respectively. 

Table 6: Comparative Design of Micro-Credit Schemes under OSMA in Ondo State, Nigeria

	Type of services     

                        MCLS                                                                                                       
	OSADTF
	EDP
	OSOPADEC
	RLS
	KEKE-NAPEP
	OSPLS
	GSM
	MFI

	Credit facilities
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Borrowing Training
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	No
	Yes
	Yes

	Target Group
	
	
	
	
	
	
	
	

	Poor                                     
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Unemployed           
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Small business                          
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Lending Policies
	
	
	
	
	
	
	
	

	Max. Repayment period (months)
	12
	12
	18
	18
	24
	24
	48
	12
	12

	 Max. Loan Amount(N)   
	250000
	10000000
	12000000
	100000
	250000
	170000
	NA
	19500
	250000

	 Interest rate (%)         
	14
	14
	   8
	8
	8
	14
	14
	14
	14

	   Collateral
	 NA                                              
	Salary and share Cert.
	Salary
	Guarantee
	Salary
	Salary
	NA
	Salary
	Bank

g’tee

 and Share Cert.

	Performance Indicators 
	
	
	
	
	
	
	

	Number of beneficiaries          
	15200
	132
	498
	875
	447
	45
	96
	1300
	1519

	Amount Disbursed
(N’ Million)     
	185
	22.7
	57.8
	116.3
	28
	9
	308.5
	27.3
	35.5

	Amount Due

(N’ Million)
	180
	7.2
	5.435
	115.54
	14
	9
	2
	15.68
	30.5

	Cumulative Recovery (N)
	76.84
	4.5
	1.606
	10.167
	2.2
	7.5
	1.5
	.199
	24.705

	Percentage Recovered   
	42.69
	62.50
	29.55
	8.80
	15.71
	83.33
	75.00
	1.27
	81.00


Source: OSMA Report and interview, 2007                       N/A- not available
Based on the analysis above, it was found that the repayment rates in most of the schemes were very low due to start-up delays and business failures.  Specifically, the low repayment rates were attributed to the following reasons: First, there was no credit culture in lending for the schemes, which among others involves proper screening of loan applications and monitoring of the loans. Second, the design of the schemes made it entirely state-owned and state-managed schemes. Thus, the wrong perceptions of Nigerians and the entrepreneurs about State-owned and State-managed schemes has reflected in their unwillingness to repay loans, as they considered the loans as their shares of government funds. Although, the funds obtained were used by the entrepreneurs to either start or expand their businesses, most times, they are unwilling to repay based on the mentality of using government funds. Third, the politically active entrepreneurs are always favoured in lending for start-up or expansion, but may not be sufficiently committed to the businesses for which the loans were granted.  Thus, it becomes difficult for the government, to exercise necessary political will to force repayment, if the business failed or could not pay back the loans. It is common for most of such businesses failing after 6 - 10 months of establishment. Fourth, the low repayment could have also arisen from the long period over which loans were granted (between 12- 48 months), especially in the absence of good lending principles. Fifth, the smallness of the size of the loans granted. The loans are usually considered very small to start or expand any business.  The implication is that the business may lack the working capital for the smooth running of the businesses. Sixth, the high cost of doing business in Nigeria.  The enterprises have to provide electricity, roads, water and security, the cost of which are considered substantial.  Therefore, these costs eat deep into the profitability of the firms, and since repayment has to come from cash flows, it becomes difficult to honour the agreed repayment plans.   Seventh, in recent times, there have been festering crises in the country, with serious consequences on businesses, especially small and medium enterprises, with negative effects on their repayment plans.  The crises relate to the frequent political, religious and economic issues in the country.  


At this point, it may be necessary to compare the performance of OSMA, a public credit scheme, with other funds managed by the private sector in Nigeria.  For instance, the Abuja Enterprise Agency (AEA) in Nigeria was established as a private company limited by guarantee.  The promoters of the agency are the Federal Capital Territory Administration (FCTA), Small and Medium Enterprises Development Agency of Nigeria (SMEDAN) and supported by DFID (SLGP).  The design of the credit facilities of the agency was of two categories: direct loans and guarantee loans.  The direct loans, similar in operation to that of OSMA, experienced low repayment rates, due to the mentality that government’s funds for poverty reduction need not be repaid. Out of N19.9 million granted, only N8.9 million was recovered, with total outstanding of N11 million and past due of N6.9 million. However, the level of repayments is somewhat higher than that of the Ondo Schemes and the lending period is still recent, so AEA continues to make efforts to recover the outstanding monies. This made the agency to enforce repayment through Credit Recovery Agency (CRA) with the mandate to ensure full repayment, a strategy, which is difficult to employ for public credit schemes in Nigeria.  In order to avoid the problem of default, the agency re-designed its credit programme, through guarantee loans, where lending is done only through some approved micro-finance institutions, after a memorandum of understanding (MOU) must have been signed. Under the guarantee loans, the agency had a satisfactory repayments record and makes strenuous efforts (through proper screening of applicants) to lend only to people who are serious about starting a business, and involved in joint monitoring of loans with the micro-finance institutions. The agency has given out loans of N25 million under the guarantee loans, as at September, 2007, with no past due. Unlike the Ondo credit scheme, the screening and monitoring processes and the absence of government influence in lending has tremendously improved the performance of the Abuja Enterprises Agency. This procedure can be replicated in Ondo State and other States that may wish to set up similar funds.
Table 7 indicates the satisfaction of the entrepreneurs with the micro-credit schemes on five indicators of entrepreneurial performance, based on what the majority of the entrepreneurs stated about the micro-credit schemes: These indicators include: Capital, Profitability, Productivity, Employment, and Saving culture.  

Table 7: Entrepreneur’s Satisfaction with the Micro Credit Schemes
	Performance Indicator
	Percentage of Beneficiaries Responding ‘Yes’ to improve performance with scheme loans

	
	MCLS
	OSADTF
	EDP
	OSOPADEC
	RLS
	KEKE-NAPEP
	OSLPS
	GSM
	MFI

	Improved Capital
	75.6
	62.9
	38.8
	87.9
	85.9
	87.9
	83.8
	85.6
	85.3

	Improved Profitability
	77.6
	61.5
	50.3
	85.9
	88.5
	87.1
	89.1
	86.5
	84.1

	Improved Productivity
	83.5
	74.1
	52.1
	75.3
	89.1
	85.6
	89.1
	82.4
	78.8

	Improved Employment
	75.6
	72.4
	51.8
	77.4
	90.0
	88.5
	89.4
	85.9
	87.4

	Improved Saving Culture
	16.8
	40.4
	45.9
	12.6
	15.3
	14.1
	15.6
	17.6
	15.0


Information provided by the beneficiaries show that the micro credit schemes have had some positive impacts on the performance of the small businesses. Improvement in capital as a result of obtaining loans from micro-credit schemes was evident in all the schemes, except that of the EDP.  Majority of the beneficiaries were also of the opinion that, the loan taken impacted positively on their profitability, productivity and employment. However, micro-credit schemes had not really had positive influence on the saving habits of the entrepreneurs. The author adopted the approach above, because entrepreneurs in Nigeria considered information on profitability, turnover and investment in fixed assets as sensitive, and usually do not respond to such questions. Thus, data availability is a limiting factor, which may not allow for trend analysis of those variables to further confirm the opinions of the entrepreneurs regarding the performance of the credit schemes.

10.
Analysis of Estimated Results

The regression analysis on the relationship between the cumulative loan repaid (CLR) and the amount of loan disbursed (ALD), the loan interest amount (INTA) and number of beneficiaries (NLB) is shown in Table 8.
Table 8: Regression results 

Dependent variable:   Cumulative Loan Repaid (CLR)

	Independent Variables
	Coefficients
	t
	Significant

	(Constant)
	3817609.7
	.829
	.445

	ALD
	.006
	.050
	.962

	INTA
	-.026
	-.132
	.900

	NLB
	4794.733
	4.485
	.006

	F-statistic                                            22.534

R. Square                                              .931

Adjusted R. Square                                .890

Durbin – Watson                                  2.427


The significant level is 5%

Table 8, shows that the amount of loan disbursed (ALD) variable, although confirms the a priori expectation of positive relationship, produces statistical insignificance. Although, the regression result suggests that loans repayment by the firms tend to increase with the amount of loan disbursed, it has been found that, there were low rates of loan repayments for most of the schemes.  The effect is that, the sustainability of the schemes may not be assured. Similarly, the loan interest amount (INTA) variable, although confirms our a priori negative relationship, was also statistically insignificant. An increase in the rate charged tends to reduce the amount of loans recovered from the firms. This is because a high interest rate has the tendency to reduce profit and cause some level of default, if the loan is not well managed.   The results that there is an insignificant relationship between interest rate and amount repaid supports Yaron’s (1994) study which contend that, although the poor clientele need low and subsidized interest rates, it is access to credit and not its price that is the most important factor in microfinance.  However, the number of beneficiary variable (NLB) has positive and statistically significant relationship with the cumulative loan repayment, and confirms our a priori positive expectation. This implies that with more entrepreneurs being granted loans, the amount of loan repaid will increase. The result is acceptable, especially with the amendment to the schemes requiring loans to be guaranteed by the salary of Public Officers with at least ten years services with the Ondo State Government.  Overall, the coefficient of determination (R2) of .931 indicates that 93.1% of the variability in the cumulative loan repaid (CLR) was explained by the specified explanatory variables of amount of loan disbursed (ALD), amount of loan interest (INTA) and the number of loan beneficiaries (NLB). The Durbin-Watson (D.W) statistics of 2.427 shows the absence of serial correlation at 5% significant level.

10. Conclusion and Implications

This study explores the impact of micro-credit schemes in Ondo State, Nigeria on entrepreneurship performance. In order to ascertain the sustainability of the credit schemes, it also evaluates the relationship between loan disbursement and loan recovery among the entrepreneurs. The approach adopted for the research was a survey conducted in Ondo State, Nigeria. Data for the study were obtained at both beneficiary and institutional levels, using primary and secondary sources. Three independent variables (amount of loans disbursed, amount of interest and the number of loan beneficiaries) were identified and regression analysis was carried out on the data, using the cumulative loan repaid as the dependent variable. 

The study shows that considerable progress has been made in the institutionalisation of micro-credit programmes in Ondo State of Nigeria, especially between 2003 and 2007. It also reveals that some of the schemes have been successful in influencing positively on the capital, profitability, and employment of the businesses. However, it was shown that the loan repayment rates were generally low among the beneficiaries, due mainly to absence of credit culture and the attitudinal nature of most Nigerians towards public funds. Finally, the accessibility of the economically active poor entrepreneurs to credit was enhanced by the credit schemes, especially with regards to start-up capital.


Based on the empirical results, the study has the following implications for policy formulations on effective and efficient functioning of micro-credit schemes, in other to impact positively on the small and medium enterprises.  First, the design of credit schemes should incorporate private sector approaches and be autonomous in their operations. In this regards, the private and non governmental organisations should collaborate with the government to provide viable and purposeful micro-credit delivery system, to break the vicious circles of poverty in the country. Second, the government should be fully committed in terms of finance, entrepreneurial education and training, and provision of basic infrastructural facilities to aids the performance of the enterprises.  Third, the communities should be fully involved in the formulation, implementation and monitoring of projects funded by the micro-credit schemes, as well as coordinating the disbursement of loans to beneficiaries. Fourth, the entrepreneurs should organise themselves and form a pressure group to lobby and demand from government, accommodating and sustainable policies and programmes that will increase their accessibility to credit.  
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