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Abstract: 

In Nigeria, small and medium-sized Enterprises (SMEs) are vital forces behind economic expansion and 

advancement. Particularly in the healthcare industry, pharmaceutical SMEs are crucial to expanding 

access to reasonably priced and necessary pharmaceuticals. Sequel to this, this study examines the 

effect of access to commercial banks’ lending on the financial performance of SMEs in Pharmaceutical 

Business in Kwara State, Nigeria. Data was gathered from 140 registered SMEs in the pharmaceutical 

industry using a survey research approach and structured questionnaires. The data was analyzed using 

ordered logistic regression and descriptive statistics. The results showed that financial performance 

metrics like revenue growth and return on investment were considerably improved by commercial bank 

financing (P=0.013). The study concludes that lending pharmaceutical SMEs by commercial banks 

significantly improves their financial performance. This is since loanable funds are accessible to assist 

routine business operations, operational capital and income generated by pharmaceutical SMEs are 

alleviated, and payback periods are flexible. To maintain flexible loan payback periods, competitive 

interest rates, and straightforward processes for retrieving deposited cash, the study advises 

collaboration between commercial banks, pharmaceutical SME associations, and financial regulatory 

bodies. By maximizing the benefits of loan support, these programs will promote financial growth and 

sustainability for pharmaceutical SMEs. 
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Introduction 

Small and Medium Businesses' (SMEs') financial success is a key factor in economic growth, especially 

in emerging nations like Nigeria where SMEs make substantial contributions to GDP, employment, and 

innovation (Pulka & Gawuna, 2022). SMEs are key to maintaining access to necessary medications, 

bolstering healthcare systems, and promoting economic wellness. One important element is having 

access to commercial banks' lending. Developing countries are establishing chances to improve SMEs' 

access to financing as they become more aware of their potential. The International Finance Corporation 

(IFC) stated in 2023 that SMEs are economic powerhouses in developing nations, accounting for up to 

60% employment and 40% of GDP (Samy et al., 2023). To aid in the expansion of SMEs, nations like 

Brazil and India have implemented cutting-edge financing schemes, such as Brazil's BNDES and India's 

Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE). These programs increase 

SMEs' participation in healthcare systems by allowing them to participate in distribution networks, 

inventory control, and quality assurance in the pharmaceutical industry (Takawira & Pooe, 2024). 

According to Jin and Liu (2024), SMEs in these areas are essential for economic diversification and job 

development, and there are increasing initiatives to increase financial inclusion through digital lending 

platforms and microfinance. Pharmaceutical SMEs can improve their operations and financial 

performance in a positive environment thanks to these advances (Qomariah & Satoto, 2021). 

According to Olanrewaju (2024), the National Bureau of Statistics (NBS) reported in 2023 that SMEs in 

Nigeria account for 84% of employment and 48% of GDP, making them a vital component of the 

country's economy. Through programs like the Central Bank of Nigeria's (CBN) SME Credit Guarantee 

Scheme, which assists businesses in a variety of industries, the nation is making progress in bettering 

access to financing (Aribaba et al., 2024). Nigeria's healthcare system depends heavily on the 

pharmaceutical sector, and SMEs are key to the distribution and sale of medications (Akinyi, 2024). 

Initiatives such as those funded by PharmAccess Nigeria demonstrate how microcredit and unofficial 

financing are increasingly being used to address the capital needs of the industry, giving SMEs the 

chance to continue operating profitably (Onyemaechi & Ezenwaka, 2022). Nigerian SMEs, especially 

those in the pharmaceutical industry, are benefiting from these initiatives by improving their financial 

performance and increasing their influence on the provision of healthcare.  

Pharmaceutical SMEs can meet regulatory requirements, maximize working capital, and invest in 

technology with the help of commercial banks' funding, all of which enhance their financial performance 

(Balogun & Fatogun, 2024). These businesses can increase their market reach, guarantee product 

quality, maintain steady inventory levels, boost profitability, and promote sustainability if they have 

enough capital (Wansi et al., 2023). Effective financing techniques improved financial performance by 

25–30% in terms of return on assets and profit margins, according to a study on working capital 
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management in Nigerian pharmaceutical companies Balogun and Fatogun (2024). Pharmaceutical 

SMEs in Kwara State can innovate and expand thanks to financial availability, which also increases their 

contribution to economic growth and healthcare.  

Limitations in commercial banks' lending availability have practical repercussions that have a substantial 

impact on Kwara State's pharmaceutical SMEs' financial performance. Many SMEs in Nigeria are unable 

to obtain loans due to the strict collateral requirements and high credit criteria frequently imposed by 

commercial banks (Anigbo, 2022). Wansi and Burrell (2023) report that just 7% of Nigerian SMEs obtain 

loans from commercial banks, and the industry is under more scrutiny because of perceived risks related 

to market volatility and regulatory compliance. Banks are deterred from lending to SMEs by this strict 

monitoring, which restricts their access to funding. Also, according to a study by Nwosu et al. (2021), 

Nigerian commercial banks give preference to big businesses, giving SMEs fewer than 10% of all bank 

credit. Due to their perceived stability and greater ability to repay, larger companies are preferred. The 

high cost of borrowing, which includes interest rates that averaged 22% in 2022 (Ogbuji & Lawal, 2024), 

also limits SMEs' capacity to invest in expansion prospects. Due to the burden these high rates place 

on SMEs' profit margins, loan repayment is difficult. The financing shortfall for SMEs is further 

exacerbated by the unavailability of sector-specific financial products and the cumbersome loan 

application procedures (Oni, 2019). SME demand, especially those in rural locations like Kwara State, 

are not met by generic loan packages and complicated procedures.  

Hence, investigating the effect of commercial banks’ lending on the financial performance of SMES in 

Pharmaceutical Business in Kwara State is essential to uncover barriers and propose solutions for 

improving credit access. 

Literature Review 

Stiglitz and Weiss originally explicitly presented the Credit Rationing Theory in 1981 to explain why 

banks and other financial organizations could limit the amount of credit available to borrowers even 

when demand is present at the current interest rates. The idea is that financial institutions have trouble 

accurately differentiating between high-risk and low-risk borrowers because lenders and borrowers have 

asymmetric information. This results in issues with moral hazard and adverse selection, when lenders 

may deny loan applications or restrict credit availability to prevent taking on too much risk, even when 

borrowers are prepared to pay higher interest rates. According to credit rationing, certain creditworthy 

borrowers are turned down for loans because raising interest rates above a certain threshold 

exacerbates moral hazard and adverse selection, in contrast to the traditional supply and demand 

theory, which holds that higher interest rates clear the market (Stiglitz & Weiss, 1981). 
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The Credit Rationing Theory has drawbacks despite its insightful observations. One significant criticism 

is that it mostly concentrates on information asymmetry without considering the institutional and 

regulatory frameworks that have an impact on loan markets, especially in developing nations. 

Furthermore, it assumes that lending behavior is generally uniform, while in practice, loan decisions can 

differ greatly depending on collateral, relationships, and unofficial information networks. Additionally, 

there is conflicting empirical evidence in favor of credit rationing; other studies contend that bureaucratic 

inefficiencies or collateral requirements have a greater impact on credit restrictions than does pure 

rationing (Kunt & Maksimovic, 2020). Additionally, the theory undervalues the contribution that 

alternative funding sources and government actions make to easing credit limitations. 

The Credit Rationing Theory has been extensively used in empirical research to examine the difficulties 

SMEs encounter when trying to obtain financing. According to credit rationing principles, Osei-Assibey 

and Osei (2021), for example, examined credit limitations among Ghanaian SMEs and verified that many 

viable businesses are turned down for bank loans because of asymmetric information and perceived 

risks. Adeoye and Elegunde (2022) investigated the financial accessibility of SMEs in Nigeria and 

discovered that formal banks' credit rationing restricts SMEs' ability to grow and forces them to turn to 

unofficial sources of credit. Mukherjee and Chakraborty (2023) conducted a second study on 

microfinance institutions in India and showed that, despite high demand, many borrowers are subject to 

credit rationing, which hinders the growth of businesses. These studies support the use of Credit 

Rationing Theory in analyzing SMEs' funding challenges, particularly when there is insufficient 

information and market inefficiencies. 

Credit Rationing Theory is highly relevant to this study since it examines different commercial banks' 

lending practices and how they affect the financial performance of pharmaceutical SMEs that are 

registered in Kwara State, Nigeria. Examining the informational barriers and risk perceptions that 

influence lending decisions, the theory offers a critical lens through which pharmaceutical SMEs may 

find it difficult to obtain sufficient funding despite strong demand. The function of informal lending 

practices and alternative financial programs as reactions to credit rationing in official institutions is also 

better understood in this perspective. Therefore, Credit Rationing Theory provides a strong framework 

for analyzing problems with financing availability and how they affect the financial results of SMEs in 

this Nigerian context.  

Indicators like sales growth, return on investment, liquidity ratios, and net profit margins are typically 

used to assess financial performance, which is the extent to which a company effectively uses its assets 

to produce income and maintain profitability over time (Abdulwahab, 2021). The operational success 

and financial sustainability of registered SMEs in the pharmaceutical industry, where adherence to 

health regulations and product quality has a substantial impact on market positioning and revenue 

https://doi.org/10.51137/wrp.ijarbm.2025.iaai.45850
https://www.wr-publishing.org/


International Journal of Applied Research in Business and Management (ISSN: 2700-8983) 

an Open Access journal by Wohllebe & Ross Publishing, Germany. 

Volume: 06 Issue: 02 Year: 2025 

https://doi.org/10.51137/wrp.ijarbm.2025.iaai.45850  

 

 

 

Wohllebe & Ross Publishing, Germany – The Open Access Publisher. 

More information and current publishing opportunities at wr-publishing.org 

generation, are encapsulated in financial performance. Financial performance, according to Ekundayo 

(2022), encompasses a company's capacity to sustain solvency, reinvest for expansion, and endure 

external economic shocks. It is not just a reflection of earnings earned.  

Pharmaceutical SMEs need to evaluate performance using a wider perspective than just typical financial 

measurements. According to Oghenekevwe (2024), these companies' long-term success is largely 

dependent on managing credit relationships with suppliers and distributors, following health regulatory 

requirements, and ensuring continuous product supply. Strong financial results in pharmaceutical SMEs 

are generally associated with effective inventory management, cash flow stability, and the capacity to 

fulfill short-term obligations, particularly in supply chains that are prone to disruptions, according to 

Oyinlade (2021), who further supports this viewpoint. 

The term "access to commercial banks' lending" describes how simple it is for people, business owners, 

and entrepreneurs to get money to support profitable ventures and improve the sustainability of their 

enterprises (Onwuka, 2023). It includes the affordability and accessibility of payment, savings, 

insurance, and credit systems and is frequently influenced by the financial sector's structure, regulatory 

frameworks, and bank strength. According to Uche (2021), financing from commercial banks is a crucial 

component of entrepreneurial growth, particularly for SMEs, since it affects their ability to grow, control 

risks, and innovate in cutthroat marketplaces. 

According to Adebayo (2022), registered pharmaceutical SMEs operating in regulated industries like 

healthcare depend on commercial banks' lending for working capital requirements and equipment 

acquisition, as well as for guaranteeing adherence to supply chain, quality assurance, and licensing 

requirements. According to Obioma (2024), one of the most enduring obstacles that SMEs in emerging 

economies face is limited access to commercial bank lending, particularly those operating in specialized 

industries like pharmaceuticals where operational costs and regulatory requirements are proportionately 

higher. Financial inclusion, which is defined as the availability of suitable and reasonably priced financial 

services, must thus be expanded to meet the unique requirements of these businesses. 

According to Obafemi (2021), commercial bank lending is the process of granting credit facilities to 

people, companies, and small and medium-sized businesses (SMEs) through bank deposits for uses 

like working capital, company expansion, and capital projects. Usually, these loans have regulated 

repayment plans, interest payments, collateral requirements, and formal risk assessments. Edeh (2023) 

asserts that commercial banks are important financial intermediaries in contemporary economies, 

transferring deposits from surplus units to deficit units such as SMEs through loans to enhance their 

financial performance and business operations. 

Commercial bank lending to SMEs is essential, according to Onah (2022), for improving their operating 

capacity, manufacturing efficiency, and revenue creation, particularly in industries like pharmaceuticals. 
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He maintained that having access to bank credit helps pharmaceutical SMEs to invest in technology, 

buy inventory, meet regulatory requirements, and grow their distribution networks. This is especially 

important in the pharmaceutical industry, where businesses must adhere to strict quality standards, fulfill 

licensing requirements, and address changing health needs. Therefore, commercial banks' credit 

availability promotes sectoral competitiveness in addition to business continuity. 

Abdullahi (2024) asserts that several criteria, such as the borrower's creditworthiness, firm age, 

business plan, and past performance, affect commercial banks' lending decisions. According to him, 

SMEs in the pharmaceutical sector frequently struggle to comply with these regulations because of a 

lack of proper documentation, informality, or insufficient collateral. To close this funding gap, commercial 

banks and the Central Bank of Nigeria have implemented intervention programs and lending products 

tailored to SMEs in recent years. These programs aim to boost industries like healthcare and 

pharmaceuticals that are thought to be vital to general welfare. 

According to Akindele (2020), commercial banks and SMEs have a relationship that extends beyond 

finance because banks frequently offer financial planning tools, cash management solutions, and 

consulting services that improve SMEs' overall performance. She maintained that pharmaceutical SMEs 

could minimize financial volatility, enhance supply chain effectiveness, and maximize inventory 

management with the support of well-structured credit agreements. The company's financial 

performance improves when these operational enhancements result in increased sales and profitability. 

Access to commercial bank loans is still one of the most important factors influencing the viability and 

expansion of registered pharmaceutical SMEs in Nigeria, according to Olowe (2025). According to his 

theory, enterprises that have access to sufficient bank financing are better able to meet regulatory 

requirements, expand production, and engage in innovation. These factors are all critical for financial 

success in a highly regulated industry like pharmaceuticals. He added that credit availability has an 

impact on long-term strategic growth and competitiveness in addition to short-term operations. 

For registered pharmaceutical SMEs in Kwara State, Nigeria, commercial bank lending is therefore seen 

in this study as a crucial component of financial performance and a crucial component of access to 

financing. In a capital-intensive and regulatory-sensitive industry, it acts as a formal financial instrument 

that enables businesses to improve liquidity, finance expansion, and satisfy operational demands 

essential to maintaining profitability and business growth. 

Small and medium-sized businesses' (SMEs') financial performance is significantly shaped by 

institutional and macroeconomic factors, which are the larger structural, regulatory, and economic 

environments in which firms operate. Regulatory frameworks, legal enforcement, property rights 

protection, governance quality, and the strength of financial institutions supporting business operations 

are examples of institutional variables (Okoye, 2021). However, national economic indices including 
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GDP growth, interest rates, currency rates, inflation, and general economic stability are also considered 

macroeconomic factors (Balogun, 2022). Access to financing, cost structures, and corporate 

expectations are all directly impacted by these elements, which collectively define how favorable the 

business environment is. 

According to Akpan (2023), investor trust is increased, and business risk is decreased by institutional 

effectiveness, specifically regulatory clarity, anti-corruption measures, and contract enforcement. He 

maintained that many SMEs in industries like pharmaceuticals in Nigeria, where institutional flaws still 

exist, deal with uncertainty that jeopardizes financial planning and investment. He underlined that credit 

providers are reluctant to offer loans in the absence of clear regulations and effective institutions, which 

causes SMEs to be undercapitalized and perform poorly financially. 

The sustainability of SME operations is seriously threatened by macroeconomic unpredictability, such 

as inflation and volatile exchange rates, according to Shuaib (2020). He believes that because 

pharmaceutical SMEs depend heavily on imported raw materials, their manufacturing costs are 

particularly susceptible to fluctuations in currency rates. According to him, high inflation reduces 

purchasing power, raises input costs, and modifies consumer demand, all of which influences earnings. 

In addition, erratic macroeconomic circumstances raise interest rates and deter lenders and businesses 

from making long-term investments. 

Bello and Idris (2021) studied commercial bank credit and its effects on pharmaceutical SMEs’ 

profitability in Ghana employing a mixed-methods strategy. Qualitative interviews and quantitative data 

from 120 SMEs showed that although access to financing enhanced operational capabilities, the 

benefits on profitability were diminished by high interest rates and bureaucratic hold-ups. They used 

turnover and ROE as performance metrics in their regression study. The study's relatively small sample 

size and possible bias from self-reported financial data are its limitations. 

Ojo and Adekunle (2023) analyzed the impact of commercial bank lending on the profitability and liquidity 

of pharmaceutical SMEs in Lagos State, using panel data gathered from 150 businesses between 2017 

and 2022. Return on assets (ROA), current ratio, and net profit margin (NPM) were used to gauge 

financial performance, and the total number of credit facilities utilized each year was used to 

operationalize lending. Using fixed-effects regression analysis, they found that while some businesses 

found it difficult to cope with high interest rates and strict collateral requirements, more bank lending had 

a beneficial impact on liquidity and profitability. The study's concentration on urban SMEs may have 

resulted in its neglect of rural SMEs with distinct funding patterns, which is one of its limitations. 

Eze and Chukwu (2021) investigated the relationship between commercial bank credit and sales growth 

of pharmaceutical SMEs in Enugu State, utilizing data from 120 businesses between 2016 and 2020. 

Using a multiple regression technique, the study examined bank lending as the total quantity of loans 
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received and used sales growth and return on equity (ROE) as financial performance variables. Their 

findings showed that bank loans significantly increased sales growth, but they also pointed out that 

certain SMEs were unable to fully benefit from the loans due to high collateral requirements and loan 

disbursement delays. The study's dependence on self-reported financial data, which could result in 

measurement bias, is a weakness. 

Ibrahim and Sulaiman (2022) investigated how commercial bank financing affected Kaduna State's 

pharmaceutical SMEs' operational effectiveness. Using data from 140 SMEs from 2015 to 2021, the 

study operationalized financial performance using the asset turnover ratio and operational profit margin. 

According to the study's panel data fixed-effects model, operational efficiency and profitability were 

enhanced by bank credit availability; however, lengthy loan processing periods and intricate 

documentation posed challenges. One of the study's limitations is its regional focus, which would restrict 

how broadly the results can be applied to other Nigerian states. 

Methodology 

The study adopted survey research design to enhance a comprehensive understanding of the research 

entity through an interview in form of structured questionnaires. Therefore, primary data will be collected 

through questionnaires to critically investigate the phenomenon and achieve the objectives of the study. 

The Pharmacists Council of Nigeria (PCN) has disclosed that there are about 594 patent medicines 

shops and 149 pharmacies in Kwara State. Out of which a total of 520 premises were sealed comprising 

39 pharmacies and 481 patent medicine shops. Eight compliance directives were issued for various 

offences such as poor sanitary conditions, poor documentation and non-display of premises 

and pharmacists annual licenses (Pharma-approach, 2021). With the focus of this study being 

registered SMEs in pharmaceutical business in Kwara State, the population of this study is all pharmacy 

within the senatorial districts of Kwara State, Nigeria who are registered SMEs in pharmaceutical 

business. As at 26thof May, 2022, there were one hundred and forty-nine (149) registered SMEs in 

pharmaceutical business in Kwara state. 

However, for this study, sample size needs to be scientifically determined as the accuracy of any survey 

is directly dependent on the sample size. Thus, in the determination of sample size, a formula which 

was invented by Yamane, (1967) was used. Yamane (1967) provides a simplified formula to calculate 

sample sizes. A 95% confidence level and p = 0.05 are assumed. The selected sample size arrived at 

by the following formula: 

𝑛 =
𝑁

1 + 𝑁(𝑒)2
 

Where: 
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n= sample size  

N = is the population size of registered SMEs in pharmaceutical business in Kwara State 

e = The desired level of Precision e = 0.05 is assumed. 

𝑛 =
149

1 + 149(0.05)2
 

𝑛 =
149

1 + 0.0596
 

n =140.6191015478 

n = 140 Respondents 

The study will make use of 141 respondents as the sample size out of the total population of 

149registered SMEs in pharmaceutical business in Kwara State. Hence, to have unbiased selection of 

samples, an optimum allocation method will be used to select respondents. Optimum allocation in 

sample size distribution helps ensure that the study has sufficient representation from each stratum, 

allowing for meaningful subgroup analysis and improving the overall generalizability of the research 

findings. This approach is particularly valuable when there are known variations or differences within the 

population that could impact the study results (Murray, 1998). 

A multistage sampling technique was used to select the respondents who are owners of pharmaceutical 

stores in Kwara State for this study. In the first stage a stratified random sampling method was adopted, 

and the population was grouped into strata (or groups) with each stratum containing elements with 

similar characteristics. Afterwards, the second and third stages, elements in each of these strata were 

purposively selected randomly to allow for equal chance of selection into the sample. In this sampling 

technique, all elements of each group have equal chance of being selected; hence, this sampling 

method provides an unbiased way of selecting the representatives for the study.  

For the purposes of this study, pharmaceutical SMEs are categorized into three groups based on their 

location within the senatorial districts of Kwara State, Nigeria. The first group comprises those situated 

in Asa, Ilorin East, Ilorin West, and Ilorin South LGAs, collectively representing Kwara Central. The 

second group consists of pharmaceutical SMEs in Ekiti, Oke-Oro, Offa, Ifelodun, Irepodun, Isin, and 

Oyun local government areas, forming Kwara South. The third group includes pharmaceutical SMEs 

located in Baruten, Edu, Pategi, Kiama, and Moro local government areas, constituting Kwara North. 

Within Kwara Central, 20 representative samples of pharmaceutical stores were purposively and 

randomly selected from each LGA, while in Kwara South and North, 5 representative samples were 

similarly chosen from each LGA. In total, 140 pharmaceutical stores across all senatorial districts in 

Kwara State were selected for inclusion in this study. 
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Geopolitical Zone LGAs No. of Pharmaceutical 

SMEs Selected per LGA 

Total Samples 

per District 

 Kwara Central Asa, Ilorin East, Ilorin West, & Ilorin 

South 

20 80 

 Kwara South Ekiti, Oke-Ero, Offa, Ifelodun, 

Irepodun, Isin, Oyun 

5 35 

 Kwara North Baruten, Edu, Pategi, Kiama & 

Moro 

5 25 

Total 140 

Table 1: Summary of Sampling Procedure and Sample Size 

The data used for the purpose of this study was from primary source through the administration of a 

structured questionnaire. The survey covered Kwara State, which has sixteen (16) LGAs – Ilorin East, 

Ilorin West Ilorin South, Asa, Ekiti, Oke-Oro, Offa, Ifelodun, Irepodun, Isin,Oyun,Baruten, Edu, Pategi, 

Kiama and Moro. The research instrument employed to obtain the data used in this study is a structured 

questionnaire. The questionnaire was divided into two (2) parts, section A and B. Section A deals with 

the demographic of the respondents while section B focused on the research questions raised in chapter 

one. This structured questionnaire was given to the randomly selected pharmaceutical store owner in 

each LGAs of Ilorin metropolis to allow for a degree of representation. This well-structured questionnaire 

was given to the respondents who are literate and the procedure for completing the questionnaire was 

explained to them. 

To validate the primary research instruments, we used Face validity: Face validity simply means that the 

validity is taken at face value. As a check on face validity, test/survey items (questionnaires) were sent 

to lecturers and experts on the subject matter to obtain suggestions for modification. The instrument 

was scrutinized and properly validated for its face content by three experts, two in the Departments of 

Accounting and Finance, Kwara State University, and a pharmacist in Ilorin. These resource people 

vetted the items in the questionnaire in terms of clarity and relevance and their comments were used in 

the revision of the instrument. To ensure content validity, the targeted respondents were given enough 

time to answer any questions and the right to either answer the questions or do otherwise. 

The study adapted and modified the model proposed by Ruri and Omagwa (2018) originally developed 

to assess the impact of various sources of funds of non-financial firms on their financial performance in 

Kenya. This model was chosen because its structure aligns closely with the focus and analytical needs 

of the present study. The original model is stated as: 
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𝑌 = 𝑓(𝐸𝐶, 𝐷𝐶, 𝑅𝐸) 

𝑌 = 𝛽𝑜 + 𝛽1𝐸𝐶 + 𝛽2𝐷𝐶 + 𝛽3𝑅𝐸 + 𝜀 

Where 𝑌 = Financial Performance;𝛽𝑜 = Intercept; 𝐸𝐶 = Equity Capital, 𝐷𝐶= Debt Capital; 𝑅𝐸 = Retained 

Earnings, 𝛽1 − 𝛽3 = Regression Coefficients; and 𝜀 = Error Term. 

From the original model the study excluded equity capital, debt capital, retained earnings due to gaps 

identified in the empirical review and study objectives, suggesting that these variables might not 

substantially contribute to the understanding of the phenomena under investigation. The decision to 

exclude them was likely guided by a desire to streamline the model and focus on more relevant factors 

that align with the study's goals. However, micro-finance bank lending, commercial bank lending, 

development bank lending, government programs, and informal micro-credit lending indicates a 

strategic refinement to encompass broader contextual factors deemed crucial for a comprehensive 

analysis. Hence, the modified model from Ruri and Omagwa (2018) is expressed as follows: 

𝑌 = 𝑓(𝑀𝐹𝐵𝐿, 𝐶𝐵𝐿, 𝐷𝐵𝐿, 𝐺𝑃, 𝐹𝐼𝑀𝐶𝐿) 

Where 𝑌 = Financial Performance; 𝛽𝑜 = Intercept; 𝑀𝐹𝐵𝐿 = Micro-Finance Bank Lending; 𝐶𝐵𝐿 = 

Commercial Bank Lending; 𝐷𝐵𝐿 = Development Bank Lending; 𝐺𝑃 = Government Programs; 𝐹𝐼𝑀𝐶𝐿 = 

Informal Micro-Credit Lending; 𝛽1 − 𝛽3 = Regression Coefficients; and 𝜀 = Error Term 

This study went further to break down the model version of Ruri and Omagwa (2018) into five sub-

models to provide answers to the objectives 1 to 5 of this study. The five sub-models are presented as 

follows: 

Model 1 

Model 1 investigates the effect of commercial banks’ lending on the financial performance of registered 

SMEs in Pharmaceutical business in kwara State, Nigeria. The indicators used in measuring the 

composite variable of commercial banks’ lending is specified as follows 

𝑌 = 𝑓(𝐶𝐵𝐿) 

Specifying the indicators of (𝐶𝐵𝐿) which is commercial bank lending. 

𝑌 = 𝑓(𝐶𝐵𝐿) = 𝑓(𝑂𝑅, 𝐿𝑇𝐷, 𝑀𝑆, 𝐿𝑃𝑇𝐹, 𝐼𝑅, 𝐴𝐷𝐹, 𝑃𝑆𝐿, 𝐿𝐹𝐴) 

𝑌 = 𝑓(𝑂𝑅, 𝐿𝑇𝐷, 𝑀𝑆, 𝐿𝑃𝑇𝐹, 𝐼𝑅, 𝐴𝐷𝐹, 𝑃𝑆𝐿, 𝐿𝐹𝐴) 

𝑌 = 𝛽𝑜 + 𝛽1𝑂𝑅 + 𝛽2𝐿𝑇𝐷 + 𝛽3𝑀𝑆 + 𝛽4𝐿𝑃𝑇𝐹 + 𝛽5𝐼𝑅 + 𝛽6𝐴𝐷𝐹 + 𝛽7𝑃𝑆𝐿 + 𝛽8𝐿𝐹𝐴 + 𝜀 

Where: 𝑌 = financial performance 

OR = Opening Requirement 
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LTD = Loan Timely Disbursement 

MS = Minimal Scrutiny 

LPTF = Loan Repayment Tenure flexibility 

IR = Interest Rate 

ADF = Access to Deposited Fund 

PSL = Provision Short-term Loan 

LFA = Loanable Funds Access 

𝛽𝑜 = Intercept 

𝛽1 −  𝛽8 = Regression Coefficients 

𝜀  = Error Term 

Model 2 

Model 2 evaluate the effect of development banks’ lending on the financial performance of registered 

SMEs in pharmaceutical business in kwara State, Nigeria. The indicators used in measuring the 

composite variable of development banks’ lending is specified as follows 

𝑌 = 𝑓(𝐷𝐵𝐿) 

Specifying the indicators of (DBL) which is development banks’ lending. 

𝑌 = 𝑓(𝐷𝐵𝐿) = 𝑓(𝑂𝑅, 𝑃𝐿𝐿, 𝐿𝑃𝑇𝐹, 𝐼𝑅, 𝐴𝐷𝐹, 𝐿𝐹𝐴) 

𝑌 = 𝑓(𝑂𝑅, 𝑃𝐿𝐿, 𝐿𝑃𝑇𝐹, 𝐼𝑅, 𝐴𝐷𝐹, 𝐿𝐹𝐴) 

𝑌 = 𝛽𝑜 + 𝛽1𝑂𝑅 + 𝛽2𝑃𝐿𝐿 + 𝛽3𝐿𝑃𝑇𝐹 + 𝛽4𝐼𝑅 + 𝛽5𝐴𝐷𝐹 + 𝛽6𝐿𝐹𝐴 + 𝜀 

Where: 𝑌 = financial performance 

OR = Opening of account Requirement 

PLL = Provision Long-term Loan 

LPTF = Loan Repayment Tenure flexibility 

IR = Interest Rate 

ADF = Access to Deposited Fund 

LFA = Loanable Funds Access 

𝛽𝑜 = Intercept 
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𝛽1 −  𝛽6 = Regression Coefficients 

𝜀  = Error Term 

A priori Expectations 

𝛽1, 𝛽2, 𝛽3, 𝛽4, 𝛽5 > 0 

The coefficient estimates of microfinance bank lending, commercial bank lending, development bank 

lending, government programs, as well as informal micro-credit lending are expected to be positive, 

indicating that the financial performance of registered SMEs in pharmaceutical business increases with 

an increase in each of them. However, the three control variables of corruption, insecurity and inflation 

are expected to have a negative effect on the dependent variable. 

Both the descriptive and inferential approaches to data analysis were employed in this study. The 

descriptive approach to data analysis employed in this study entails the use of frequency and percentage 

distributions, as well as summary statistics. The inferential approach to data analysis employed in this 

study is multiple regression analysis. This study employed Ordered Logistic Regression (OLR) and 

Ordinary Least Squares (OLS) regression as the primary inferential techniques to analyze the data. 

Factor analysis was also applied to refine constructs and ensure robust estimations. These methods 

were selected based on their alignment with the study's theoretical framework and their ability to handle 

diverse data structures effectively. The choice of these methods is grounded in theoretical and empirical 

literature that highlights their applicability in social science research. 

Results and Discussion  

Presented below are the data summaries for each segment contained within the study instrument. Table 

1 displays a range of statistical summaries, including averages, lowest values, highest values, and 

standard deviations. In addition, this section includes the results of the normality test performed on each 

variable, as well as a correlation analysis to reveal the relationship between these variables. 

S/N 

 

Items Min Max Mean S. Dev 

Descriptive Analytics 

1 Account opening requirements with commercial banks is easy 1 5 3.67 1.142 

2 Pharmaceutical SMEs loan requests are usually granted on time 

when needed. 

1 5 3.38 1.095 

3 Pharmaceutical SMEs requests are usually granted with minimal 

scrutiny. 

1 5 3.26 1.065 
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4 The interest on loans received is relatively high and creates a 

burden on repayment. 

1 5 3.33 1.129 

5 Pharmaceutical SMEs requests are usually granted with minimal 

scrutiny. 

1 5 3.31 1.171 

6 Pharmaceutical SMEs can easily access her deposited fund 

whenever needed. 

1 5 3.71 1.003 

7 Commercial banks regularly provide medium-term credit lending 

facilities to pharmaceutical SMEs 

1 5 3.45 1.108 

8 It is easy to access loanable funds within a short duration 1 5 3.40 1.104 

Table 2: Responses on Commercial Banks’ Lending 

Table 2 presents minimum, maximum, mean, and standard deviation with respect to commercial banks’ 

lending to the customers. There are eight (8) items used to measure commercial banks’ lending in the 

Table. Among the constructs, the item with the highest mean score is item 6 stated as “Pharmaceutical 

SMEs can easily access her deposited fund whenever needed.” (M=3.71, SD=1.003). This was followed 

by item 1 stated as “Account opening requirements with commercial banks is easy” (M=3.67, SD=1.142). 

This was followed by item 7 stated as “Commercial banks regularly provide medium-term credit lending 

facilities to pharmaceutical SMEs” (M=3.45, SD=1.108). On the other hand, the item with the lowest 

mean score is item 3, which was stated as “Pharmaceutical SMEs loan requests are usually granted 

with minimal scrutiny.” (M=3.26, SD=1.065), and item 5, stated as “Pharmaceutical SMEs loan requests 

are usually granted with minimal scrutiny.” (M=3.31, SD=1.171). 

The mean scores of all the items are above 3 being the midpoint, which suggests that there was high 

level of acceptance with the statements. None of the items revealed a mean score less than 3, which 

implies that the respondents did not disagree with the items used to measure commercial banks’ lending. 

S/N 

 

Items Min Max Mean S. Dev 

Descriptive Analytics 

1 Account opening requirements with development banks is easy 1 5 3.49 1.174 

2 Development banks regularly provide long-term credit lending 

facilities to pharmaceutical SMEs 

1 5 3.26 1.130 

3 Development bank loan repayment tenure is flexible 1 5 3.40 1.124 
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4 The interest on loans received is relatively high and creates a 

burden on repayment. 

1 5 3.02 1.043 

5 Pharmaceutical SMEs can easily access her deposited fund 

whenever needed. 

1 5 3.38 1.235 

6 It is easy to access loanable funds within a short duration 1 5 3.39 1.097 

Table 3: Responses on Development Banks’ Lending 

Table 3 presents minimum, maximum, mean, and standard deviation with respect to development banks’ 

lending to the customers. There are six (6) items used to measure development banks’ lending in the 

table. Among the constructs, the item with the highest mean score is item 1, which was stated as 

“Account opening requirements with development banks is easy” (M=3.49, SD=1.174). This was 

followed by item 3, which was stated as “Development bank loan repayment tenure is flexible” (M=3.40, 

SD=1.124). This was followed by item 6, which was stated as “It is easy to access loanable funds within 

a short duration” (M=3.39, SD=1.097). On the other hand, the item with the lowest mean score is Item 

4, which was stated as “The interest on loans received is relatively high and create burden on 

repayment.” (M=3.02, SD=1.043), and item 2, which was stated as “Development banks regularly 

provide long-term credit lending facilities to pharmaceutical SMEs” (M=3.26, SD=1.130). 

The mean scores of all the items are above 3, at the midpoint, which suggests that there was a high 

level of acceptance with the statements. None of the items revealed a mean score less than 3, which 

implies that the respondents did not disagree with the items used to measure development banks’ 

lending. However, it could be seen that item 4, was closer to the midpoint of 3, indicating that most of 

the respondents could not decide if the interest on loans received is relatively high and create a burden 

on repayment or not. 

Ordered Logistic Regression to Examine the Effect of Development Banks’ 

Lending on Financial Performance 

This sub-section presents the ordered logistic regression results of the effect of development banks’ 

lending on financial performance of pharmaceutical SMEs in Kwara state. The decision to adopt ordered 

logistic regression was informed by the rank nature of the responses provided for financial performance 

constructs, which range Likert scale format. The result is presented in the Table below. The result shows 

the overall significance information that tested whether the independent variables included in the model 

are jointly significant in determining financial performance of the pharmaceutical SMEs in Kwara state. 

The Wald Chi-Squared were employed for this purpose. A statistic value of 16.89 with an associated p-

value of 0.0097 implies that all the development banks’ lending indictors (opening of account 
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requirement, provision long-term loan, loan repayment tenure flexibility, interest rate, access to 

deposited fund, and loanable funds access) are jointly significant in predicting financial performance of 

the pharmaceutical SMEs in Kwara state, Nigeria. 

Variables Coefficient Std. Err. T p-value 

Opening of account Requirement 0.094 0.214 0.44 0.662 

Provision Long-term Loan -0.349 0.129 -2.7 0.008*** 

Loan Repayment Tenure flexibility -0.034 0.212 -0.16 0.874 

Interest Rate 0.092 0.188 0.49 0.624 

Access to Deposited Fund 0.365 0.156 2.33 0.031** 

Loanable Funds Access 0.309 0.195 1.58 0.113 

Wald chi2(12)     =      16.89 

Prob > chi2       =     0.0097 

R-Squared       =    0.0426  

 

 

Table 4: Ordered Logistic Regression Result for Development Banks’ Lending Indicators 

With regards to the coefficient of the variables as presented in Table 4 opening of account requirement, 

interest rate, access to deposited funds, and loanable fund access have positive relationship with 

financial performance of pharmaceutical SMEs in Kwara state, while provision long-term loans and loan 

repayment tenure flexibility have negative relationship with financial performance of pharmaceutical 

SMEs in Kwara state, Nigeria. In terms of the variable significance, the result revealed that provision of 

long-term loans and access to deposited fund has significant effect on the financial performance of 

pharmaceutical SMEs in Kwara state, Nigeria. Other variables including opening of account 

requirement, loan repayment tenure flexibility, interest rate, and loanable fund access are not statistically 

significant in predicting the financial performance of pharmaceutical SMEs in Kwara state, Nigeria. 

Provision of long-term loans with a negative coefficient of -0.349 with an associated p-value of 0.008 

indicates that for every increase in provision of long-term loan, we expect a 0.349 percent decrease in 

the logs odds of being in a higher level of financial performance of the pharmaceutical SMEs, given all 

the other variables in the model are held constant. Also, access to deposited funds with a positive 

coefficient of 0.365 with an associated p-value of 0.031 indicates that for every increase in access to 

deposited funds, we expect a 0.365 percent in the long odds of being in a higher level of financial 

performance of the pharmaceutical SMEs, given all the other variables in the model are held constant 
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Based on the magnitude of the coefficient and their significance, the result indicated that the significant 

determinant of financial performance of pharmaceutical SMEs in Kwara State, Nigeria are provision of 

long-term loans and access to deposited funds. 

Conclusion and Recommendations  

For the pharmaceutical business to address the population's health needs, steady funding is necessary. 

Funding is needed more when there is a disease epidemic because it may be necessary to spend time 

on research and development to find the best way to combat the pandemic. Since their services are 

frequently needed, pharmaceutical SMEs are closer to the public, whether during pandemics or on a 

regular basis. To finance their investment, this necessitates having access to the appropriate funding 

source. Commercial banks are one of the most prominent sources of loan facilities available in Nigeria 

today. Out of curiosity, several studies have investigated how firms, notably small and medium-sized 

businesses, perform when they have access to commercial banks' funding. Despite the variety of 

studies, there is a significant gap that must be filled because very few have taken pharmaceutical SMEs 

into account. For this reason, this study examined the impact of access to commercial banks’ lending 

on financial performance of pharmaceutical SMEs. 

In conclusion, commercial banks' financial assistance in the form of loans to pharmaceutical SMEs has 

a substantial positive impact on financial performance. This is because, from the standpoint of flexibility 

in repayment terms, operating capital and revenue generated by pharmaceutical SMEs are relieved, 

and loanable funds are available to support regular business operations. 

The study's findings and the conclusions drawn from them led to the following recommendations to 

improve the financial performance of pharmaceutical SMEs in Nigeria. 

1. To maximize positive outcomes, SME development agencies and financial regulators 

(including the Central Bank and pertinent financial authorities) work together to expand 

financial literacy programs, streamline loan disbursement procedures, and regularly modify 

lending strategies in response to SMEs' changing needs. 

2. Considering that commercial banks' lending had a favorable and noteworthy impact on 

pharmaceutical SMEs' financial performance, the study suggests that commercial banks, 

pharmaceutical SME associations, and financial regulatory agencies work together to 

uphold flexible loan repayment terms, provide competitive interest rates, and put in place 

simple procedures for obtaining deposited funds. For pharmaceutical SMEs, these 

initiatives will foster financial growth and sustainability by optimizing the advantages of loan 

support. 
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3. Given that insecurity was found to have a significant negative impact on pharmaceutical 

SMEs' financial performance, the study suggests that to reduce such risks, pharmaceutical 

SMEs should work together on supply chain security, invest in alternate distribution 

channels, and interact with local authorities. 

4. To stay competitive in the market, pharmaceutical SMEs were advised to develop pricing 

strategies, investigate local sourcing options, and apply cost-cutting initiatives due to the 

study's major findings on the impact of inflation. 
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