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Project Overview & Outcomes

. a In October 2021, EFINA in partnership with
OverV|eW GlZ kicked off a project focused on

improving MSMEs financing in Nigeria

2 Reduced barriers to access to finance

Expec.l-ed for MSMEs

2 Increased access to finance for MSMEs

Qutcomes

2 Increased number of MSMEs targeted
solutions deployed in the market
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Methodology & Approach

Rely on the existing rich demand-side survey and triangulate the findings with primary supply-side data

Secondary Research: | Primary Research: Supply-side focused
Demand- side focused

World Bank Enterprise 10 financial 30+ questions An online interview Focus on:
Surveys service around survey was ,
2014 providers organisational conducted * MIC.I’O and Smal

covered: investments in between businesses
National MSME Surveys MSMEs — 11— 18 Nov 2021 & Agricultural
2017 a4 DMBs » financial and lending

2 3 MFBs non-financial * Womer)—owned
PWC Survey a3 MFls requirements for enterprises
2020 lending,

A barriers to

EFINA Access to lending,
Financial Services in a risk management
Nigeria 2020 Survey efc.
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Overview of MSMEs in Nigeria

MSME i

] X
41.5 million MSMEs 97% Sole proprietorship  49.8% GDP Contribution
X 0
“MICRO-ENTERPRISE ° @:}
| \\ /4
99.8% 7.64% of export receipts 59.6 million
Microenterprises employment
contribution

Dominant sectors
Wholesale/ retail trade _ 42%

Other services _ 13%
Manufacturing - 9%

Accommodation & Food services - 6%

Micro, small and Medium enterprises (MSME) National Survey 2017 report
BOI https://www.boi.ng/smedefinition/

Enterprise Micro Small Medium

category/ Enterprise | Enterprise Enterprise
Indicator

Number of 1-9 10 - 49 50-199
Employees

Turnover <20 million <100 million <500 million
(N)

This definition of MSMEs is a blend of the SMEDAN
and BOI definitions which categorises MSMEs
based on at least 2 of 3 metrics:

2 number of employees

a2 total asset

4 annual turnover

SMEDAN prioritises the number of employees

while the financial industry typically priorifises
turnover.
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Challenges MSMEs face in Access to Finance



Globally, MSMEs face multiple hurdles in the effort to establish and grow sustainable enterprises, with

the lack of appropriate forms of finance often ranked as the most serious constraint

In developing countries, lack of a well-developed financial infrastructure poses challenges for both credit providers and
the enterprises using the credit.

The situation in Africa is particularly challenging, in that the MSME finance gap (% of formal MSMEs that cannot or can
only partially access credit) for sub-Saharan Africa is the highest in the developing world (51 percentin 2017).

Biggest obstacle (% of firms)

Main obstacle to SME lending (%)

access fo . electricity fax transportation = Lack of collateral
Economy finance corruption rates
All Countries 14.3 6.8 8.9 13.1 3.7 = Lack of managerial
. . capacity of SME
East Asia & Pacific 13 8.6 5.6 10.6 4.8 0 » Lack of information
(financial or ID)
E\‘;Ir ope & Central 9.6 3.9 3.5 19.1 4.6 « High default rate
. . . ¢ it rof
Lo’rlh America & 9 97 54 10.9 29 IE)?JcrzgooUScredl’r reference
Caribbean .

. Regulatory/legal barriers
Middle East & 11.4 9 11.7 11 4 - -
North Africa J Quality of asset portfolio
South Asia 12.4 9.3 20.3 6.9 3.6 High competition
Sub-Saharan Africa 23.7 7.3 14.7 9.5 2.6
Nigeria (2014) 30.2 12.7 27.2 5.9 5.7

World Bank, 2014, IFC, 2017, EIB
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In Nigeria, access to finance remains a priority area for assistance for both SME (67.9%) and Micro enterprises
(90.5%). Poor integration in financial system can be tied to low business planning and formalization

Srell & MecumBterprises e

a 76% microenterprises

Lack of access to

GOOD TRANSPORT finance have no business plan
FACILITIES 100 65% SM ES)
%0 ADEQUATE AND %0 (65%
OTHERS SPECIFY & REGULAR POWER AND Others Lack of work space
60 WATHEURLY 2 a 98% microenterprises
20 2 are not registered
PROVIDE SECURITY 30 REDUCES TAX RATE 20

a2 96% of microenterprises
are uninsured (64%
SMEs)

20
0 Inconsistent policies 0 Weak infrastructure|
PROVISION OF
INFRASTRUCTURE

REDUCE INTEREST RATE

(ACCESS ROAD,
MARKET ETC) Lack of access to Lack of
PROVIDE FARM research & entrepreneurship/vo e e e e e e e 2 )
INPUTS(SPEED, REGULAR FUEL SUPPLY development cational training
SEEDLING, EQUIPMENT, AT APPROVED RATE _
FERTILIZER ETC) Obsolete equipment

FINANCING/FINANCIAL
ASSISTANCE

SMEDAN, 2017 - QEFInA



High cost of capital as well as insufficient guarantee remain key barriers to obtaining funds

Half of the businesses revealed that they had applied for, and tried fo negotiate for a bank
loan over the last 12 months, but turned it down because the cost was too high.

Obtsining fnance I 22
Finding customers | 15
Infrastructure deficit (eg ElEﬂl’iCﬂY, trartsport _ 15%
deficiencies)
Insufficient cash-flows _ 14%

Multiple taxation [ 7%
Competiton | 7
Unskilled workforce [T 7%

Advancements in technology and technology
disruptions - 2%

Regulatory challenges (e.g. red
tape/bureaucracy) - 4%

Corruption [ 2%
Slow judiciary/court processes I 1%

Souwrce: PwC analysis

PwC MSME Survey 2020
PWC I W N WE T W

Most limiting factor to obtaining funding (%
of those who applied for a bank loan)

Interest rates or price too high

Insufficient collateral or
guarantee

Current economic conditions

Financing not available at all

Reduced control over the firm

Others

No obstacles

DN 29%
N 25%
I 22%
e 1%

P 10%

N 2%

| 1%
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Access to Finance Challenges MSMEs Face in Nigeria - Supply-Side

Manual/Rigid
Credit
Reporting
System

High Default
Rate

Access to Finance
Challenges

High Cost to
Serve

Lack of
Technical Skills
in Specific
Segments (e.g.
Agric)

Ineffective
Customer/

Address
Verification
System

Crowding Out
Effect
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Access to Finance Challenges MSMEs Face in Nigeria - Demand side

\
‘ Inability to fulfill requirements (financial records, collateral)

‘ Lack of financial management skills

\

Low-level awareness of existing finance products/interventions (NCR, CBN/Govt loans)/
alternative nonbank options (MFIs that can give loans without collateral)

|

Lack of financial management and technical skills

[
. High interest rate/ long process timing/ Lack of transparency (hidden charges,

repayment schedule/plan)
[

’ Lack of proximity to financial service access points

Perception that loans are bad/ FSPs will threaten businesses that default/ low level of trust in
financial service providers
/
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Mitigation strategies adopted by supply-side providers in tackling some of these challenges are often
costly, and not scalable. The goal is to leverage technology to implement scalable solutions that can
tackle these barriers

a  Non-financial services — business advisory, capacity-building programmes,
access to market linkages
a Undated cheques, guarantors, monthly visits to clients

a2 Partnerships with multiple players

[

|

|

|

|

|

|

|

: a2 Social collateral
: a2 Credit guarantee schemes
|

i # Insurance

| . .

1 2 Non-interest finance loans
\



Opportunities for Promoting Access to Finance for MSMEs



45million (43% of adult population) Nigerians are business owners. Over half of

business owners are formally financially included, but just 3% are borrowing from
formal sources

DEMOGRAPAHICS

WHY IS THIS THEIR PREFERED
52% are female

CHOICE TO BORROW FROM?

41% Speed - to get the money as
soon as possible

15% suitable repayment period
9% no collateral, low interest
7% flexible repayment terms

59% live in rural areas
77% are sole proprietors

45 million Nigerian
business owners

WHERE THEY ARE BORROWING
FROM?
FINANCIAL INCLUSION 3% are borrowing from formal
57% are formally included,

sources,
17% rely on informal financial 10% from informal sources only,

17% from family and friends

30% of those borrowing from
informal and FF are saving with
bbanks

WHAT THEY ARE BORRWOING
FOR?

39% start/expand a business
10% medical reason
15% buy food/clothing

services only
26% are financially excluded

L QEFInA
Business Owners (own business as primary income source) Access to Financial Services in Nigeria 2020 Survey
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