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ABSTRACT

This study examines the impact of Small and Medium Enterprises (SMEs) on economic
development in Lagos State, Nigeria, addressing the gap in state-specific empirical data on SME
contributions to employment, GDP, and innovation.A quantitative, cross-sectional survey design was
adopted. Data were collected from 372 SME owners and managers across three sectors (trade,
manufacturing, and services) in Lagos State using structured questionnaires. Stratified random sampling
ensured sectoral representation. Data were analyzed using descriptive statistics, Pearson correlation, and
multiple regression analysis with IBM SPSS v29.Results revealed that SMEs created 4,850 jobs between
2018 and 2023 (r = 0.65, p < 0.001) and contributed ¥#67 billion annually to Lagos State's GDP (= 0.31,p <
0.001). The regression model explained 52% of the variance in economic development (R* = 0.52).
Infrastructure deficits (mean = 4.3/5) and multiple taxation (mean = 4.0/5) were identified as the most
critical challenges. Access to finance significantly enhanced SME productivity ( = 0.22, p = 0.012).The study
concludes that SMEs are pivotal drivers of Lagos State's economic development, with employment
generation and GDP contribution being the strongest predictors. Addressing infrastructure gaps and
simplifying taxation could significantly amplify SME contributions. Recommendations include establishing
a dedicated SME Growth Fund, prioritizing infrastructure upgrades, and consolidating taxes into a single
digital portal.
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1. INTRODUCTION

1.1 Background of the Study

Small and Medium Enterprises (SMEs) are universally acknowledged as engines of
economic growth, innovation, and poverty reduction, particularly in developing economies
(OECD, 2023). In Nigeria, SMEs constitute 96% of all businesses, employ over 60% of the
workforce, and contribute 50% to the national GDP (SMEDAN, 2023). Lagos State, Nigeria's
commercial nerve center, hosts 40% of the country's SMEs and accounts for 30% of Nigeria's non-
oil GDP (Lagos Bureau of Statistics, 2023). The state's strategic position as a hub for trade,
manufacturing, and services underscores the centrality of SMEs in driving its $140 billion
economy (PwC Nigeria, 2023).

Globally, SMEs contribute up to 70% of employment in middle-income countries (World
Bank, 2023). In Africa, they are pivotal to achieving the United Nations Sustainable Development
Goals (SDGs), particularly SDG 8 (Decent Work and Economic Growth) and SDG 9 (Industry,
Innovation, and Infrastructure) (AfDB, 2022). However, in Lagos State, despite their economic
significance, SMEs face systemic challenges such as inadequate access to finance, multiple
taxation, and infrastructural deficits (Ogunleye, 2022). For instance, 80% of Lagos SMEs cite
power supply instability as a critical constraint (LBS, 2023), while 65% struggle with high-interest
loans averaging 27% annually (CBN, 2023).

Recent studies highlight the transformative potential of SMEs in post-pandemic recovery.
The COVID-19 crisis wiped out 45% of Lagos SMEs in 2020-2021, but surviving firms
demonstrated resilience through digital adaptation (NBS, 2023). Platforms like Jumia and
Flutterwave have enabled 32% of Lagos SMEs to adopt e-commerce, boosting their revenue by
18% (Adeyemi et al., 2023). This underscores the need for targeted policies to harness SME
contributions to Lagos State's economic development.
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1.2 Statement of the Problem

Despite their critical role, SMEs in Lagos State operate in an environment fraught with
structural bottlenecks. While national studies (e.g., SMEDAN, 2022; World Bank, 2023) broadly
acknowledge SME contributions to Nigeria's economy, there is a dearth of state-specific empirical
research quantifying their impact on Lagos's economic development. Existing literature often
conflates national data with subnational realities, masking unique challenges faced by Lagos
SMEs, such as overcrowding, high logistics costs, and regulatory fragmentation (Oyewole, 2023).

Furthermore, recent macroeconomic shocks—including inflation (27.3% in 2023),
currency devaluation (Naira losing 70% of value in 2023), and the removal of fuel subsidies—
have exacerbated operational costs for Lagos SMEs (NBS, 2023). A 2023 survey by the Lagos
Chamber of Commerce and Industry (LCCI) revealed that 72% of SMEs in the state operate below
capacity due to rising input costs. Yet, policymakers lack granular data to design context-specific
interventions. This study fills this gap by providing quantitative evidence on SME contributions to
employment, GDP, and innovation in Lagos State, alongside actionable recommendations.

1.3 Objectives of the Study

a. Evaluate the contribution of SMEs to employment generation in Lagos State (2018-2023).
b. Quantify the impact of SME activities on Lagos State's GDP growth.

c. ldentify critical challenges inhibiting SME sustainability in Lagos State.

d. Propose policy measures to enhance SME resilience and productivity.

1.4 Research Questions

a. To what extent have SMEs influenced employment rates in Lagos State between 2018 and
20237

b. How significant is the contribution of SMEs to Lagos State's GDP growth?
c. What are the predominant challenges faced by SMEs in Lagos State?

d. What policy interventions can mitigate these challenges?

1.5 Research Hypotheses

H;: There is a statistically significant relationship between SME growth and employment
generation in Lagos State.

b. H,: SME activities have a positive and significant impact on Lagos State's GDP.

c.  Hs: Access to affordable finance significantly enhances SME productivity in Lagos State.

d. Hy4: Regulatory constraints negatively affect SME sustainability in Lagos State.

1.6 Significance of the Study

This study provides policymakers with empirical data to refine Lagos State's SME policies,
such as the Lagos State Employment Trust Fund (LSETF). It also highlights actionable strategies for
entrepreneurs to navigate operational challenges like digitization and supply chain optimization.

1.7 Scope of the Study

The study focuses on registered SMEs in Lagos State's three key sectors: trade (55%),
manufacturing (30%), and services (15%). Geographically, it covers Lagos's five major business
districts: Ikeja, Victoria Island, Lekki, Apapa, and Surulere. The temporal scope spans 2018-2023.

1.8 Conceptual Framework

The study adapts Schumpeter's Innovation Theory (1934), Institutional Theory (North,
1990), and Entrepreneurial Ecosystem Theory (Stam, 2015) to explain the relationship between
SME activities and economic development in Lagos State.
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Figure 1. Conceptual Framework for the Impact of SMEs on Economic Development

Note. This framework illustrates the hypothesized relationships between SME activities (independent variables) and
economic development (dependent variable), with control and moderating variables included to contextualize the study
within Lagos State.

1.9 Theoretical Framework

Schumpeter's Innovation Theory (1934) posits that SMEs disrupt markets through
innovation. In Lagos, fintech SMEs displaced traditional banking, increasing financial inclusion
from 45% to 65% (2020-2023) (EFInA, 2023). Institutional Theory (North, 1990) explains how
institutions shape SME performance Lagos State's 2022 Simplified Business Registration
Actreduced registration time from 14 to 3 days (LSETF, 2023). Entrepreneurial Ecosystem
Theory (Stam, 2015) emphasizes interconnected factors: Lagos startups raised $1.5bn in 2023
(TechCabal, 2024), though 25% of SME owners relocated abroad (PwC, 2024).

1.10 Empirical Review

Globally, SMEs contribute 60% of Indonesia's GDP (World Bank, 2023), while Kenyan
SMEs using M-Pesa accessed credit 3x faster (IMF, 2023). In Nigeria, SMEs created 4.7 million jobs
nationally (2020-2023), with 40% in Lagos (NBS, 2024). Lagos SMEs contribute ¥15.3tn
($19.1bn) annually (28% of state GDP) (PwC, 2024). However, only 12% of Lagos SMEs secured
bank loans (2023); 68% rely on personal savings (EFInA, 2024). SMEs lose ¥4.2bn daily to traffic
congestion (LCCI, 2024) and pay 35 different taxes annually (Lagos State Ministry of Finance,
2023).

1.11 Research Gaps

This study addresses four gaps: (1) subnational focus on Lagos-specific dynamics; (2)
quantitative rigor through regression analysis; (3) post-pandemic analysis (2020-2023); and (4)
gender lens on access to finance.

2. METHODS

2.1 Research Design

This study adopts a quantitative, cross-sectional survey design to examine the impact of
SMEs on economic development in Lagos State (Creswell & Creswell, 2023).
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2.2 Population and Sampling

The target population comprises 8,500 registered SMEs in Lagos State across trade,
manufacturing, and services (Lagos Bureau of Statistics, 2023). Using Yamane's (1967) formula, a
sample size of 369 was calculated; adjusted to 400 to account for non-response (Bryman, 2021).
A stratified random sampling method ensured sectoral representation: trade (55%),
manufacturing (30%), and services (15%).

2.3 Data Collection

A structured questionnaire was developed, divided into three sections: demographic data,
SME contributions (5-point Likert scale), and challenges (5-point Likert scale). Content validity
was reviewed by 3 SME experts (CVR = 0.86), and construct validity was confirmed via CFA (factor
loadings > 0.7). Reliability was established through pilot testing on 40 SMEs (Cronbach's alpha =
0.89). Data were collected over 8 weeks (January-February 2024), yielding 372 responses (93%
response rate).

2.4 Data Analysis

Data were analyzed using IBM SPSS v29. Descriptive statistics summarized demographic
data. Inferential statistics included Pearson Correlation and Multiple Regression (Y = o + B1X1 +
B2X, + B3X3 + €), where Y = Economic Development, X; = Access to Finance, X, = Regulatory
Constraints, X3 = Infrastructure Quality. Hypothesis testing used a = 0.05.

2.5 Ethical Considerations

Informed consent was obtained, data were anonymized, and a summary report was
shared with Lagos State Ministry of Commerce.

3. RESULTS AND DISCUSSION

3.1 Descriptive Statistics

A total of 372 SMEs participated. Trade sector dominated (55.1%), followed by
manufacturing (30.1%) and services (14.8%). Ikeja (32.3%) and Victoria Island (22.8%) were the
most represented business districts.
SME Contributions:

e SMEs created 4,850 jobs (mean = 13 jobs per SME, SD = 4.2).
e Average annual revenue: ¥180 million (SD = ¥62m).
e 41% introduced new products/services post-COVID-19; 29% adopted digital tools.

Table 1. Challenges Faced

Challenge Mean Score (1-5) SD
Access to Finance 2.1 0.8
Poor Infrastructure 4.3 0.6
Multiple Taxation 4.0 0.7
Regulatory Bottlenecks 3.8 0.9

Source: Authors Computation, 2026
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Infrastructure deficits (mean = 4.3) and taxation (mean = 4.0) were the most severe

challenges.

3.2 Inferential Statistics

Table 2. Regression Analysis

R R? Adjusted R? Std. Error
0.72 0.52 0.49 0.61
ANOVA: F =28.74,p=0.000
Table 3. Coefficients:
Variable Unstd. 8 Std. B t Sig.

(Constant) 1.82 - 3.21 0.001
Employment Generation 0.38 0.42 5.02 0.000
GDP Contribution 0.29 0.31 4.15 0.000
Innovation 0.18 0.15 2.11 0.036

Source: Authors Computation, 2026

The model explains 52% of the variance in economic development. Employment
generation ($=0.42,p <0.05) and GDP contributions (8 = 0.31, p < 0.05) are significant predictors.

Table 4. Pearson Correlation

Challenge Employment GDP
Access to Finance -0.34** -0.28**
Poor Infrastructure -0.51** -0.47**
Multiple Taxation -0.39** -0.32**

Source: Authors Computation, 2026
Note: **p < 0.01

Infrastructure deficits show the
0.51) and GDP (r =-0.47).

3.3 Hypothesis Testing

a. Hj: Accepted (r = 0.65, p = 0.000).
H: Accepted (= 0.31, p = 0.000).
Hj: Accepted (f =0.22, p=0.012).

b.
C.
d. Hy: Accepted (r =-0.41, p = 0.000).

strongest negative correlation with employment (r = -
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3.4 Discussion of Results

The findings align with Adeyemi's (2023) study in Kano State, where SMEs explained 48%
of economic development variance. However, unlike SMEDAN (2023), this study found innovation
to be a weaker predictor (f = 0.15), likely due to low tech adoption in non-digital sectors.
Infrastructure deficits emerged as a stronger barrier than national studies suggested (LCCI, 2023).
Addressing infrastructure gaps could boost SME employment by 51% (extrapolated from
correlation).

4. CONCLUSIONS AND SUGGESTIONS

4.1 Summary of Findings

This study examined SME contributions to Lagos State's economic development through
372 SMEs across trade, manufacturing, and services. Key findings: SMEs created 4,850 jobs
(2018-2023), contributed ¥67 billion annually to GDP, and faced critical challenges including
infrastructure deficits (mean = 4.3) and multiple taxation (mean = 4.0). The regression model
explained 52% of economic development variance.

4.2 Conclusions

This study validates SMEs as pivotal drivers of Lagos State's economy. All four hypotheses
were accepted. Contrary to national studies, innovation had limited impact due to uneven digital
adoption. Infrastructure deficits emerged as the strongest barrier to SME growth.

4.3 Suggestions

To Lagos State Government:
e Establish an SME Growth Fund offering low-interest loans (<10%).
e Prioritize power supply upgrades (e.g., solar mini-grids) in industrial clusters.
e Consolidate taxes into a single digital portal and cap levies at 5% of revenue.

To Financial Institutions:
e Design collateral-free loan products for SMEs.
e Leverage Al-driven credit scoring for SMEs without formal records.

To SME Owners:
e Adoptdigital tools (e.g., accounting software, social media marketing).
e Participate in government-funded training programs (e.g., Lagos Innovates).

4.4 Limitations and Future Research

Limitations: Self-reporting bias, cross-sectional design (causality not established), and
exclusion of rural Lagos SMEs (15% of total).

Future Research: Investigate barriers to tech adoption, explore gender disparities in
finance access, and conduct longitudinal studies on SME performance.
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