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IMPACT OF ECONOMIC RECESSION ON THE GROWTH OF SMALL AND MEDIUM SCALE ENTERPRISES IN
NIGERIA

Dr. JOSEPH EDEWO AGBADUDU
LECTURER
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FACULTY OF MANAGEMENT SCIENCE
UNIVERSITY OF BENIN
BENIN CITY

MONEY UDIH
LECTURER
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FEDERAL UNIVERSITY OF PETROLEUM RESOURCES, EFFURUN
DELTA STATE

ABSTRACT

This Study sought to determine the impact of economic recession on the growth of small and medium scale enterprises in Nigeria. A descriptive survey design was
adopted for the study. A structured questionnaire was developed as the instrument for data collection for the study. The population of the study consists of hotels,
restaurants and travel agencies in Warri, Delta State, Nigeria. A systematic sampling method was used to select the respondents for the study, which comprised of
questionnaires administered to 55 SMEs owners while 50 were retrieved making a success response rate of 90.1%. The study findings revealed that economic
recession inversely have a significant effect on small and medium scale enterprise productivity in Nigeria. Also, SMEs sales, SMEs product patronage and SMEs
employment impact negatively on economic recession in Nigeria. In other words economic recession in the economy lead to poor sales, product patronage, low
employment and low productivity. It shows that the existence and growth of SMEs are one of the major drivers of economic growth in a nation. Economic recession
has been viewed as a problem that steals away the individual standard of living of citizens of an economy due to depressed economic activities. It was recommended
that the management of SMEs should seek the advice of expert consultants in managing critical business issues in order to reduce the impact of the recession. Also,
government should also help stimulate economic activities in these core industries that have been hit by the recession by enacting favorable policies such as tax
holidays, pioneer industry relief and infant industry protection.

KEYWORDS

SMEs employment, low productivity, depressed economic, economic activities.

JEL CODES
GO01, L26.

INTRODUCTION
s indicated by Meriam-Webster (2008), Economists formally characterize a recession as two successive quarters of negative growth in Gross Domestic
gProduct (GDP)> as per the National Bureau of Statistics, Nigeria is presently encountering recession after - 0.36% growth in GDP (Gross domestics Product)
in the principal quarter of 2016 and - 1.5% growth in GDP (Gross Domestic Product) in the second quarter of 2016. The Nigerian circumstance has been
labeled weak because of the negative impacts of the worldwide economic emergency has had on the nation. Each industry has had what's coming to its of the
inconveniences and organizations are licking their injuries with resultant consequences for the majority. Adebayo (2006), Economic recession is a time of economic
stoppage including low yield, illiquidity and joblessness. Itis described by its length, unusual increments in joblessness, fall in the accessibility of credit, contracting
yield and venture, various liquidations, decreased measure of exchange and business, and also very unstable relative cash esteem changes, for the most part
depreciations, budgetary emergencies and bank disappointment. Along these lines, the push of this examination researches the nexus between economic reces-
sion and SMEs (Small and Medium Scale Enterprises) operational exercises in Edo State.
Everywhere throughout the world, small and medium enterprises are considered as the foundation of a nation's economy (Smirat, 2016). They assume a key part
in economic development and make an imperative commitment to work and gross domestic product and are vital commitment to add up to business. The part of
small and medium scale enterprises (SMEs) on the planet economy have been stressed as the methods through which fast industrialization and the objectives of
a country can be acknowledged (Smirat, 2016). This division is in charge of around 70 percent of the aggregate mechanical work in Nigerian and between 10-15
percent of the aggregate assembling yield (cassavamilers.com). The horticultural area, which includes neighborhood crude materials, they are the most grounded
guarantee we have for mechanical growth.
Promoters of small and medium scale enterprises (SMEs) are individuals with thoughts, measures and creative abilities however larger part of the business vision-
aries do not have the monetary intends to interpret their fantasies and goals into solid that will procure them the coveted riches (Aremu, 2004). Small and medium
scale enterprises encounter challenges in raising equity capital from the back house or people. Notwithstanding when the back house consents to give equity
capital, the conditions are constantly terrifying. Around 80% of small and medium scale enterprises are smothered due to this issue of poor financing and different
issues related with it (Aremu, 2004). The issues that exuded from poor financing incorporates absence of able which is the outcomes of failure of proprietors to
utilize the administrations of specialists, utilize or out of date gear and strategies for productions due to proprietor's powerlessness to get to new innovation
unnecessary rivalry which came about because of offers which is a results of poor fund to adapt to expanded rivalry in the business.
The Nigerian economy which is at present encountering recession (described by typical increment in joblessness, fall in the accessibility of credit, contracting yield
and speculation, various liquidations, diminished measure of exchange a business, and additionally profoundly unpredictable relative money esteem changes, for
the most part downgrades, monetary emergencies and bank disappointment), may significantly affect SMEs execution (Adebayo, 2006).
Therefore, the need for a study that will determine the extent to which economic recession affects SMEs operational activities in Edo State.

OBIJECTIVES OF THE STUDY

Following the research questions, the objectives of the study will be to:

1.  Examine the relationship between small and medium scale enterprises (SMEs) productivity and economic recession.

2.  Determine the relationship Between SMEs sales and economic recession. Ascertain the relationship between SMEs employment rate and economic reces-
sion. Determine the relationship between SMEs product patronage and economic recession.
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3. Ascertain the relationship between SMEs employment rate and economic recession.
4.  Determine the relationship between SMEs product patronage and economic recession.

LITERATURE REVIEW

DEFINITION OF ECONOMIC RECESSION

Agreeing to Meriam-Webster (2004), Economists formally characterize a recession as two back to back quarters of negative growth in gross Domestic Product
(GDP). Adebayo (2006) characterized economic recession as a time of economic stoppage including low yield, illiquidity and business. It is portrayed its length,
irregular expands blade joblessness, falls in the accessibility of credit, contracting yield and venture, various insolvencies, lessened measures of exchange and
business and also exceedingly relative cash esteem change s, for the most part cheapening, budgetary emergencies and bank disappointment.

REASONS FOR ECONOMIC RECESSION

A recession has many characteristics that can happen at the same time and incorporates decrease in part measures of economic movement (GDP, for example,
utilization, ventures, government spending and net fare action. The synopsis of measure reflect fundamental drivers, for example, work levels and abilities, house
hold reserve funds rates, corporate venture choices, intrigue statistic and government approaches. Koo (2009) expressed that under perfect condition, a nation's
economy ought to have the family unit division as the net gets, with the administration spending plan almost adjusted and net fare close to zero. At the point
when these connections end up plainly imbalanced, recession can create inside the nation or make weight for recession in another nation. Arrangement reactions
are frequently configuration to drive the economy back towards this perfect condition of adjust. Recession have mental and certainty perspectives. For example,
if the desires build up that economic action will moderate, firms may choose to lessen business levels, spare cash instead of contribute. Such desire can make a
self-fortifying downwards cycle achieving or compounding a recession (Samuelson, 2010). Koo (2009) expressed that Japan's "Awesome Recession" that started
in 1990 was an asset report recession". It was activated by a crumple in land and stock costs, which made Japanese firms have negative equity, which means their
assets were worth not as much as liabilities. In spite of Zero loan fee and extension of the economic supply to energize getting, Japanese organization in total
selected to pay down their debts from their own business as opposed to obtain to contribute as firms topically do (Gregory, 2010).

CONCEPT OF SMALL AND MEDIUM SCALE ENTERPRISES

It is difficult to build up a general meaning of a small concern in light of the fact that the financial specialists of nations vary and individuals go up against specific
measures for uncommon employments. Auxiliary research (Bowler, Dawood & Page, 2006; Phakisa, 2009) showed that there are no all around acknowledged
small business definitions. Distinctive organizations and countries utilize contrasted gauges to characterize SMEs. Since, a ton of their substantial procedures rely
upon the business in which they work, additionally the identities and aspirations of those responsible for these organizations. There is no obvious meaning of SMEs
in Nigeria, at the same time, it changes extra time from organization to organization. Different organizations or foundations in Nigeria have a particular time;
characterized SMEs in various ways, yet the definition have as regular measures settled assets, gross yield, and the quantity of workers.

CBN (2010) characterized Small and Medium Scale Enterprises (SMEs) as economically autonomous organizations with around 11 to 300 representatives and a
yearly charge turnover of between N5million to N500 million. As indicated by Olise (2000) cites the government service f industry a platitude that, small scale and
medium business is any assembling worried about a capital not surpassing a hundred and fifty thousand naira in apparatus and hardware, and utilizing not more
than fifty. Olise (2000) additionally said "The Nigeria bank for trade and industry characterizes small scale business enterprises as firms or organizations with assets
(counting working capital however barring land) not surpassing seven hundred and fifty thousand naira and paid work up to fifty individuals. Such a foundation
must be entirely Nigeria possessed. Inspite of the level of definitional issue, there exists an abnormal state of accord concurrence on the part and significance of
SMEs particularly the SMEs subsector for economic growth and development. Oluba (2009) noticed that the significance of SMEs differs with segments and with
the developmental phase of a state.

SIGNIFICANCE OF SMALL AND MEDIUM SCALE ENTERPRISES

In Nigeria, the Small and Medium scale Enterprises (SMEs) is the main impetus and set up an inept pillar of the Nigerian economy. A couple of years back, SME
speak to around 90 percent of the modern division as far as the quantity of enterprises (NIPC, 2002). This part economically, holds the way to maintainable
development of the nation and its significance can be placed in appropriate angle in connection to the structure of the Nigeria economy with much execution
commitment as the wellspring of innovation advancement and new products (Jocumsen, 2004).

In tower of the investigation of oil, (SMEs give beneficial work to around 70% of the Nigeria populace. Accessible reports propose that the rural division represents
near 35% of the country's gross domestic product (GDP). The majority of the administrators in the horticultural segment are small-scale independently employed
people occupied with agro united handling exercises, for example, cultivating, craftsmanship, angling, agro ranger service and domesticated animals raising. In
accomplishing ideal economic development and to decrease reliance on raw petroleum for reprisal of economic riches the administration looks for safeguard from
the SME part by utilizing economic expansion.

THEORETICAL FRAMEWORK

Macroeconomics policies because of recession, financial and monetary, are gotten from both the Keynesian hypothesis (total request and the liquidity trap), and
the traditional (mercantilist hypothesis) and idea of macroeconomics balance. The established hypothesis was the fundamental assortment of economic hypoth-
esis (Say's Law and the Quantity Theory of Money) acknowledged by business analysts from the eighteenth century until the point when 1936 when Keynes
distributed his book, the General Theory of Employment, Interest and Money. In the Classical Theory, advertise powers worked in the framework, for example, to
least full business and productive assets and thusly keep the total yield at the level create capable under states of full work. The variables which decide the
productive limit of an economy are the amount and nature of accessible assets in the economy, aptitude and proficiency (innovation) with which these assets are
joined.

Macroeconomic policies in light of recession are assembled into two: financial approach and money related strategy. Diminishment in imports, expanded domestic
production, interest in framework, agribusiness and assembling, advancing SMEs and entomb local exchange, empowering indigenous business enterprise would
expel the weight to the Naira, and furthermore scratch off the edgy hunt from the dollar (searching trade). Local mix, energetic exchange amongst Nigeria and
whatever remains of the world, especially African countries and raising fares will enhance the economy and fill in as a cure in economic recession. Tight (contrac-
tionary) monetary approach will likewise offer assistance. Nigeria is having economic recession close by with expansion. There is need to lessen the levels of
government borrowings. Controlling excess government borrowing is essential for the economy to bounce back. There is need to reduce income trade taxes for
household and firms, and increase domestic production, domestic trade and employment. These will boast disposable income and increase producer and consumer
spending, raise geranial economic activates and improve macroeconomic variables in this business cycles of recession.

EMPIRICAL LITERATURE

Research on the impact of economic recession on small and medium enterprises (SMEs) in sub-Saharan Africa nations like Somalia and Mauritania as a rule offers
help to the possibility that small and medium enterprises (SMEs) responds adversely to the downturns of the business cycle — as it were, most examinations
discover a 'procyclical relationship' between economic growth and small and medium enterprises (SMEs) operational exercises in the created world (Macunovich,
1996). Normally, small and medium enterprises (SMEs) operational exercises decrease amid a recession is transitory and for the most part took after by a com-
pensatory ascend in small and medium emprises (SMEs) operational exercises (or if nothing else a backing off in the pace of its decay) in sub-Saharan Africa
hundreds of years. The negative connection between economic recession and small and medium enterprise (SMEs) operational initiates simply like in Nigeria have
additionally been noted in authentic examinations identified with the nineteenth and the primary portion of the twentieth century (Van Bavel, 2001).

Economic recessions have additionally been found to add to a brief small and medium enterprise (SMEs) operational enacts decrease in the creating scene, initi-
ating the sub-Saharan Africa (Macunovich, 1996). We feature particularly the investigations that control for various total social and economic elements and those
that utilized macro-economic pointers in the basically 'miniaturized scale level' investigations of the elements influencing small and medium enterprises (SMEs)
operational exercises and these elements evidently likewise influence SMEs operations in Nigeria.
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METHODOLOGY

The descriptive survey research design help to describe the real events without any manipulation of what cause the event or what is been observed will be adopted
in this research study. The study population consists of hotels, restaurants and travel agencies in Warri, Delta State, Nigeria. Due to the difficulty in studying the
entire accessible population, 50 businesses will constitute the sample size. The sampling technique that was adopted is convenience sampling technique. The
research instrument to be employed in this study is the questionnaire response format. Data collected or generated from the questionnaire will be analyzed using
the correlation and multiple regression techniques via the Statistical Package for Social Sciences (SPSS) 24.0.

The model for this research study as adopted in line with prior studies (losivan, 2008; Carson, 2005 and Simon 2005) is specified below;

ER;; = Bo+ By SP+B2 SSi+ BsSPP+B,SEjc+&i (1)
B1, B2, B3, B> 0

Where:

ERit= Economic recession

SP;; = Small and medium scale enterprise productivity

SSi¢ = Small and medium scale enterprise sales

SPP;; = Small and medium scale enterprise product patronage

SE;; = Small and medium scale enterprise employment
Bit = the coefficients of the explanatory variables and control variables
€;; = the stochastic error term

Reliability Test

TABLE 1: RELIABILITY TEST
Reliability Statistics
Cronbach's Alpha | N of Items
.853 15

Source: Researcher’s fieldwork survey, 2017

From the reliability test, the measuring instrument measures what it is purported to measure at an alpha value of 0.9. The Cronbach’s alpha value of 0.9 indicate
an excellence internal consistency of the items in the scale i.e. it shows that is instrument used for this research study is acceptable.

DATA ANALYSIS
TABLE 2: SCHEDULE OF QUESTIONNAIRE ADMINISTERED AND RETURNED
Number of Questionnaire Administered | Number of Questionnaire Returned | Number of Questionnaire Not Retrievable
55 50 5
Source: Researcher’s fieldwork survey, 2017

TABLE 3: DEMOGRAPHIC VARIABLES

Variables Frequency | Percentage
EL
QO’level 5 10
OND/NCE 20 40
HND/BSC 15 30
Postgraduate degree 7 14
Others 3 6
Total 50 100
Sector/industry of business
Agriculture 5 10
Manufacturing 8 16
Qil 10 20
Financial services 10 20
Hospitality 9 18
Others 7 14
Total 50 100
Years of experience
Less than 1 year 10 20
2-5 years 30 60
5-10 years 7 14
Above 10 years 3 6
Total 50 100
TABLE 4: CORRELATION RESULT
Correlations
Economic recession | SMEs productivity | SMEs sales | SMEs| | SMEs Employment
Economic recession Pearson Correlation | 1 -.058 -.053 -.333" | .656"
Sig. (2-tailed) -.688 -.715 -.018 .000
N 50 50 50 50 50
SMEs productivity Pearson Correlation | -.058 1 -.703"" -510" | -.151
Sig. (2-tailed) .688 .000 .000 .297
N 50 50 50 50 50
SMEs sales Pearson Correlation | .053 -.703" 1 531" | -.166
Sig. (2-tailed) .715 .000 .000 .250
N 50 50 50 50 50
SMEs product patronage | Pearson Correlation | .333" -.510™ -.531" 1 .205
Sig. (2-tailed) .018 .000 .000 .153
N 50 50 50 50 50
SMEs Employment Pearson Correlation | -.656™ -.151 -.166 -.205 1
Sig. (2-tailed) .000 .297 .250 .153
N 50 50 50 50 50

Source: Researcher’s fieldwork survey, 2017

*, Correlation is significant at the 0.05 level (2-tailed).
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According to Dwivedi (2008) the correlation coefficient should not exceed 0.90; otherwise the independent variables that show a relationship in excess of 0.90
may be suspected of exhibiting multicollinearity. A closer look at the coefficients results in the matrix revealed that to a large extent all the variables coefficients
are not more than 0.90. This means that there is absence of multicollinearity problem in our model. Multicollinearity between explanatory variables may result to
wrong signs or implausible magnitudes, in the estimated model coefficients, and the bias of the standard errors of the coefficients. On the association among the
independent variables, we can observe that both positive and negative associations exist among all the variables. Most of the coefficients are quite low and
moderate.

TABLE 5: REGRESSION ANALYSIS

Model Summary®

Change Statistics
Adjusted R | Std. Error of the Esti- | R Square Durbin-Wat-
Model | R RSquare | Square mate Change FChange | dfl | df2 | Sig.FChange | son
1 .6892 | .475 428 .74045 475 10.172 4 45 .000 1.743

a. Predictors: (Constant), SMEs Employment, SMEs productivity, SMEs product patronage, SMEs sales
b. Dependent Variable: Economic recession

Source: Researcher’s fieldwork survey, 2017
The value of R? which is 0.48 indicates that the independent variable explain 48% of the systematic variation in the dependent variable (economic recession). The
F statistic of 10.17 is significant at 1% conservative level. This means that there is a statistically significant relationship between economic recession and the growth
of small and medium scale enterprise in Warri, Delta State.
Table 4.8: shows OLS Estimation of the impact of economic recession on the growth of SMEs in Warri, Delta State. This is discussed below.

TABLE 6: OLS RESULT

Coefficients®
Unstandardized Coefficients | Standardized Coefficients
Model B Std. Error Beta T Sig.
1 | (Constant) .562 .205 2.736 | .007
SMEs productivity -.163 .054 -.163 2.997 | .003
SMEs sales -.157 .057 -.150 2.738 | .007
SMEs product patronage | -.247 222 -.157 1.111 | .273
SMEs Employment -.303 .057 -.311 5.349 | .000
a. Dependent Variable: Economic recession

Source: Researcher’s fieldwork, 2017
DISCUSSION OF FINDINGS
The result shows that there is negative and significant relationship between SMEs productivity and economic recession because the p-value of 0.03 is significant
at 5% conventional level. Also a negative and statistically significant relationship was found to exist between SMEs sales and economic recession. This is clearly
indicated by its p-value of 0.07, which is less than 0.05. SMEs product patronage is negative but statistically insignificant because its p-value of 0.27 is not significant
at 5% conventional level. Lastly, a negative and statistically significant relationship was found to exist between SMEs employment and economic recession.
In a nutshell, economic recession was found to impact negative on the growth of small and medium scale enterprises in Warri, Delta State.

CONCLUSION AND RECOMMENDATIONS

This study critically examines the impact of economic recession on the growth of SMEs in Nigeria. It shows that the existence and growth of SMEs are one of the

major driver of economic growth in a nation. Economic recession has been viewed as a problem that steals away the individual standard of living of citizens of an

economy due to depressed economic activities. Therefore, economic recession is seen as a very important condition that adversely affects the operational activities

of small and medium scale enterprises in Nigeria.

The following are recommended:

1. The management of SMEs should seek the advice of expert consultants in managing critical business issues in order to reduce the impact of the recession.

2. SMEs entrepreneurs should seriously avoid overstaffing and consider consolidating certain business functions.

3. Government should also help stimulate economic activities in these core industries that have been hit by the recession by enacting favorable policies such
as tax holidays, pioneer industry relief and infant industry protection.
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