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ABSTRACT 

This study explores the impact of business environment on the performance of Micro, Small and Medium 

enterprise (MSME) in 6 local governments areas (LGAs) of Federal Capital Territory (FCT), Nigeria which 

include; Abuja Municipal Area Council (AMAC), Bwari, Gwagwalada. Kuje, Abaji and Kwali LGAs. The 

study employed a mixed-method approach combining surveys of 400 MSMEs and interviews with 20 

stakeholders using purposive sampling techniques with a specific emphasis on identifying regulatory 

inefficiencies, infrastructure deficits, financial exclusion, and market competition as critical constraints.  The 

research reveals that financial access has the strongest positive effect on performance (β=0.513, p<0.001), 

while infrastructure gaps (mean=2.3/5) and regulatory bottlenecks (mean=2.8/5) significantly hinder growth. 

Qualitative findings highlight adaptive strategies such as niche specialization and informal financing, though 

these often impose hidden costs. Despite policy interventions, implementation gaps limit their effectiveness. 

Recommendations include infrastructure investment, regulatory digitization, and enhanced financial inclusion 

to foster a more enabling ecosystem. The study underscores the need for coordinated action between 

policymakers, financial institutions, and MSMEs to unlock the sector’s potential. 

Keywords: MSMEs, business environment, regulatory constraints, financial access, infrastructure deficits, 

FCT, Nigeria. 

BACKGROUND  

Micro, Small, and Medium Enterprises (MSMEs) are vital to Nigeria's economy, contributing 48% of GDP 

and 84% of employment (NBS, 2022). In FCT, these enterprises drive local economic activity but face 

significant challenges that hinder their growth and sustainability (SMEDAN, 2021). The business environment 

presents both opportunities, such as government initiatives like the Entrepreneurship Development Center 

(EDC), and constraints, including regulatory burdens, infrastructure deficiencies, and limited access to finance 

(World Bank, 2020; Okafor, 2019). Complex tax policies, bureaucratic delays, and unreliable power and 

transport networks escalate operational costs, while high interest rates and collateral requirements restrict 

financial access. Intense competition from larger firms further compounds these challenges, as reflected in 

Nigeria's 131st ranking in the World Bank's Ease of Doing Business Report (2023). 

Problem Statement 

A major issue is the high mortality rate of Abuja's MSMEs, with many failing within five years (SMEDAN, 

2021). While past studies (e.g., Adeyemi & Aremo, 2020; Eze & Okpala, 2021) have explored broader 

Nigerian MSME challenges, few focus on Abuja's unique environment. Policy interventions, such as tax 

incentives, often suffer from poor implementation and low awareness (NISER, 2022), leaving gaps in both 

research and practice. This study aims to bridge these gaps by analyzing how Abuja's business environment 

affects MSME performance, offering evidence-based recommendations to policymakers, financial 
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institutions, and business support agencies. By addressing regulatory, infrastructural, and financial barriers, 

stakeholders can foster a more enabling ecosystem for MSMEs, enhancing their resilience and contribution to 

economic development. 

 Research Questions 

1. How does the regulatory environment affect the performance of MSMEs in the Federal Capital Territory 

(FCT), Abuja? 

2. What is the impact of infrastructure deficiencies (e.g., power, transportation) on the operational 

efficiency of MSMEs in Abuja? 

3. To what extent does access to finance influence the growth and sustainability of MSMEs in the FCT? 

4. How do market dynamics and competition shape the performance of MSMEs in Abuja? 

5. What policy measures can be implemented to improve the business environment for MSMEs in the 

FCT? 

Research Objectives 

1. To examine the effect of government regulations and policies on the performance of MSMEs in Abuja. 

2. To assess the impact of infrastructural challenges (electricity, transport, etc.) on the productivity of 

MSMEs in the FCT. 

3. To evaluate the role of access to finance in determining the growth and survival rates of MSMEs in 

Abuja. 

4. To analyze the influence of market competition on the profitability and expansion of MSMEs in the 

FCT. 

5. To propose evidence-based policy recommendations for enhancing the business environment to support 

MSME development in Abuja. 

LITERATURE REVIEW 

Micro, Small, and Medium Enterprises (MSMEs) are vital to Nigeria’s economy, accounting for over 90% of 

businesses, 48% of the national GDP, and 84% of employment (NBS, 2022; SMEDAN & NBS, 2021). In 

FCT, the Federal Capital Territory (FCT), MSMEs contribute significantly to entrepreneurial development 

and job creation. Despite their importance, these enterprises face multidimensional challenges that hinder 

growth and sustainability. 

Critical barriers include inadequate infrastructure, particularly erratic power supply and poor road networks, 

which significantly increase operational costs. For instance, infrastructure deficits raise MSME overhead costs 

by up to 30% (World Bank, 2023). Access to finance remains a persistent constraint, as financial institutions 

demand high collateral and offer limited credit products tailored to MSMEs, with only 15% of Nigerian 

MSMEs having access to formal credit (CBN, 2023; IFC, 2022). 

In addition, complex regulatory frameworks and inconsistent policy implementation stifle enterprise 

development. Bureaucratic red tape in business registration, taxation, and licensing discourages formalization 

and scale-up efforts (Udeh & Adeola, 2022). Furthermore, MSMEs in FCT face stiff competition from larger 

firms and foreign entities with stronger capital bases and supply chains. Government programs such as the 

Entrepreneurship Development Centers (EDCs) exist, but their reach and effectiveness are often undermined 

by poor coordination and low awareness among entrepreneurs (UNDP Nigeria, 2022). 

Existing literature has largely concentrated on national-level MSME challenges, leaving a contextual gap in 

understanding how regional dynamics especially in the FCT interact with firm performance. This study 

addresses that gap, offering a localized analysis and practical recommendations aimed at enabling a more 

resilient and competitive MSME ecosystem in FCT. 
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Business Environment and MSME Performance 

The performance of MSMEs is intricately linked to the external business environment. Macroeconomic 

instability, inflation, exchange rate volatility, and policy inconsistency create an unpredictable environment 

that discourages investment and innovation. Regulatory burdens such as multiple taxation, overlapping 

jurisdictions, and inconsistent enforcement—create unnecessary friction that hinders business scaling 

(Okonkwo et al., 2022; Oyelaran-Oyeyinka & Adebowale, 2021). 

Infrastructural inadequacies including power shortages, internet instability, and inefficient transportation 

hamper production efficiency and market access. For example, SMEs in FCT report losing over 40% of 

productive hours monthly due to power outages (FCT-SMEDAN, 2023). Meanwhile, the underdeveloped 

financial ecosystem continues to marginalize MSMEs, with informal credit sources often being the only 

option, despite high interest rates and default risks (AfDB, 2022). 

Additionally, market competition in FCT is fierce, with MSMEs often lacking the scale and innovation needed 

to compete with larger firms or imports. The lack of business development services, such as incubation hubs, 

mentorship programs, and market intelligence tools, further weakens their competitiveness (OECD, 2023). 

To foster a more enabling environment, strategic interventions are necessary. These include coordinated 

infrastructure investment, regulatory simplification through digitization, enhanced access to credit via MSME-

focused financial instruments, and ecosystem-building initiatives such as cluster development and public-

private partnerships. 

Performance Metrics 

Evaluating MSME performance in FCT requires a balanced scorecard approach that integrates both financial 

and non-financial indicators. Financial metrics such as Return on Assets (ROA), Return on Investment (ROI), 

and liquidity ratios measure profitability and financial health (CBN, 2023; Abiodun & Ibrahim, 2022). Sales 

growth and market share reflect market traction, while operational indicators such as capacity utilization, 

inventory turnover, and customer retention rates reveal internal efficiency (FCT-SME Dept., 2022). 

In the post-pandemic context, innovation and digital adoption have become performance differentiators. 

MSMEs that embraced e-commerce and digital payment systems exhibited greater resilience during COVID-

19 disruptions, with up to 28% higher recovery rates (World Bank, 2023). Moreover, sustainability metrics 

such as environmental compliance, energy efficiency, and social impact are gaining prominence, particularly 

among MSMEs seeking development funding or engaging with global supply chains (UNIDO, 2023). 

Theoretical Framework 

This study adopts a multidimensional framework combining Institutional Theory, Resource-Based View 

(RBV), and Porter’s Five Forces to analyze MSME performance within the FCT business environment. 

Institutional Theory provides a lens to understand how legal, regulatory, and socio-cultural institutions 

influence MSME operations. RBV emphasizes internal capabilities—such as human capital, innovation, and 

organizational culture that drive competitive advantage. Porter's model contextualizes external competitive 

pressures, revealing how supplier bargaining power, market entry barriers, and product substitutes shape 

MSME strategies (Adeoye et al., 2021; Uzonwanne, 2023). 

Empirical studies using this combined framework have demonstrated its predictive validity, explaining up to 

78% of MSME performance variance in emerging markets (Okafor, 2022; Udeh & Nwachukwu, 2023). This 

integrated perspective is critical in designing context-specific interventions that empower MSMEs to 

overcome systemic constraints and enhance their developmental impact. 
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Figure 1: A Tripatite Theoretical Framework 

Source: Adopted from Okafor, 2022 

METHODOLOGY 

This study employs a mixed-methods approach to assess FCT's business environment impact on MSMEs, 

combining surveys of 400 enterprises with 20 stakeholder interviews using purposive sampling technique. 

Quantitative data analyzes regulatory, infrastructure, financial, and competitive factors using SPSS, while 

qualitative insights from NVivo-processed interviews reveal operational challenges and strategies. The 

research integrates SMEDAN, CBN, and World Bank data through Institutional Theory and Resource-Based 

View frameworks. Ethical protocols ensure data integrity. Findings provide policymakers with evidence-based 

recommendations and entrepreneurs with adaptation strategies, offering comprehensive insights for FCT's 

MSME ecosystem development. 

Population of the Study 

This study examines FCT formal MSME sector, comprising 98,000 registered businesses across retail (42%), 

services (35%), manufacturing (18%), and agriculture (5%). The sample includes micro (72%), small (21%), 

and medium enterprises (7%) operating for at least one year, along with 87 financial institutions serving the 

sector. Focusing on established businesses ensures reliable assessment of environmental impacts on formal 

MSMEs. The representative sample captures FCT's diverse business landscape while maintaining research 

rigor, providing policymakers with actionable insights to support small business growth in the capital region. 

Sample and Sample size determination 

This study adopts a stratified random sampling technique to ensure adequate representation of FCT’s diverse 

MSME population. Based on Krejcie & Morgan’s (1970) sample size formula for finite populations, a 

minimum sample size of 383 MSMEs was derived from the estimated 98,000 registered MSMEs in FCT 
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(SMEDAN, 2023) at a 95% confidence level and 5% margin of error. To enhance reliability, the study rounds 

this up to 400 respondents, distributed proportionally across: 

For a finite population (N = 98,000 MSMEs in FCT), the minimum sample size (nn) is calculated as: 

𝑆𝐼𝑍𝐸 =
X2NP(1 − P)

d2(N − 1) + X2P(1 − P)
 

Where; 

X2 = Table value of chi-square at d.f. = 1 and α = 0.05 

N = Population size 

P = Population proportion (assumed to be 0.50) 

d = Degree of accuracy (expressed as a proportion) 

𝑆𝐼𝑍𝐸 =
3.841(98 000)(0.50)(1 − 0.50)

0.052(98 000 − 1) + 3.841(0.50)(1 − 0.50)
 

= 
94 104.5

245 + 0.96025
 ≈ 383 (sample size) 

Final Adjusted Sample Size: 400 MSMEs (rounded up for higher precision). 

Category Population % (SMEDAN, 2023) Sample Size (n=400) 

Enterprise Size     

- Micro 72% 288 

- Small 21% 84 

- Medium 7% 28 

Sector     

- Trade/Commerce 42% 168 

- Services 35% 140 

- Manufacturing 18% 72 

- Agriculture 5% 20 

Area Councils     

- AMAC 16.67% (equal distribution) 67 

- Bwari 16.67% 67 

- Gwagwalada 16.67% 67 

- Kuje 16.67% 67 

- Abaji 16.67% 67 

- Kwali 16.67% 65* 

Source: Field work, Analysis 
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Method of Data Collection 

This study combines quantitative surveys (400 MSMEs) and qualitative interviews (20 stakeholders) to 

analyze FCT’s business environment. Using 5-point Likert scales, surveys assess regulations, infrastructure, 

finance access, and performance metrics, while interviews explore policy challenges and strategies. Secondary 

data from SMEDAN, CBN, and World Bank supplements findings. The mixed-method approach, with 

digital/physical distribution and ethical protocols, ensures comprehensive insights into MSME operations, 

balancing statistical analysis with contextual understanding for robust policy recommendations. 

Model Specification 

The structural form of the model is given as: 

PERFi= f (Environment, Resources, Controls) + ui…………… (I) 

The Explicit Structural Equation is given as: 

PERFi=α+β1REGi+β2INFi+β3FINi+β4COMPi+β5RESi+β6(REG×RES)I+γ′Xi+ui .. (II) 

The Structural Components are: 

Endogenous Variable 

PERFi: MSME performance (composite index) 

Exogenous Variables 

REGi: Regulatory quality 

INFi: Infrastructure quality 

FINi: Financial access 

COMPi: Competitive intensity 

RESi: Resource endowment 

Moderator 

REG×RES: Interaction term testing if resources mitigate regulatory constraints 

Controls (Xi) 

Firm age, sector dummies, location, owner characteristics 

Disturbance Term (ui): Unobserved factors affecting performance 

Apriori Expectations 

The model forecasts positive impacts of regulations (β₁>0), infrastructure (β₂>0), and financial access (β₃>0) 

on MSMEs, with competition potentially harming performance (β₄<0). Internal resources (β₅>0) and their 

regulatory moderating effect (β₆>0) should boost outcomes, aligning with FCT's SME data. Controls (firm 

age, owner education) are expected to show positive relationships, while deviations may indicate unique local 

factors needing policy adjustments. 
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Method of Data Analysis 

Quantitative data from surveys will be analyzed using descriptive statistics (means, frequencies) and 

inferential statistics (multiple regression, correlation tests) in SPSS to examine relationships between business 

environment factors and MSME performance. Robustness checks (VIF, heteroscedasticity tests) will validate 

results. 

Qualitative interview data will undergo thematic analysis (NVivo) to identify key challenges and coping 

strategies. Triangulation of both methods will enhance validity. Ethical compliance ensures data integrity.  

RESULTS AND DISCUSSION 

Descriptive Statistics 

The results of the descriptive statistics are compiled and presented in Table 4.1. 

Table 4.1 Descriptive Statistics 

Variables Mean Std. Dev. Min Max 

Performance (0-100) 62.4 18.2 25 95 

Regulatory Quality (1-5) 2.8 1.1 1 5 

Infrastructure (1-5) 2.3 0.9 1 4 

Financial Access (1-5) 3.1 1.2 1 5 

Competition (1-5) 3.7 0.8 2 5 

Source: Field Analysis using SPSS 

FCT's MSMEs demonstrate moderate performance (62.4/100) but with significant variation (SD=18.2). Key 

challenges include infrastructure deficits (2.3/5), regulatory hurdles (2.8/5), and intense competition (3.7/5). 

Financial access remains limited (3.1/5) and unevenly distributed. These findings highlight critical constraints 

on business growth, emphasizing the urgent need for infrastructure development and regulatory improvements 

to enhance MSME performance in the capital region. 

Robustness Checks 

The Robustness of the result is shown in Table 4.2. 

Table 4.2 Robustness Check 

Test Statistic Result 

VIF (Multicollinearity) < 3.0 Passed 

Breusch-Pagan (Heteroscedasticity) χ²=1.82 (p=0.18) Passed 

Ramsey RESET (Specification) F=0.94 (p=0.39) Passed 

Source: Field Analysis using STATA 17 

The regression model's reliability was confirmed through rigorous robustness checks. VIF scores (<3) ruled 

out multicollinearity, while the Breusch-Pagan test (p=0.18) verified homoskedasticity. The Ramsey RESET 

test (p=0.39) confirmed proper model specification. These diagnostics demonstrate the model's statistical 

validity, supporting the study's conclusions about business environment impacts on FCT's MSMEs without 

multicollinearity, heteroskedasticity, or specification issues. 
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Regression Result 

Table 4.3 present the regression results using STATA 17. 

Table 4.3 Regression Results 

. regress performance reg_quality infra fin_access competition res_strength c.reg_quality#c.res_strength i. 

sector age owner_edu, vce(robust) 

Linear regression    Number of obs = 400 

F(9, 390) = 36.72 

Prob > F = 0.0000 

R-squared = 0.6342 

Root MSE = 12.873 

 

Note: *** p<0.01, ** p<0.05, * p<0.1 

Source: Field Analysis using STATA17 

The study found financial access (β=0.513) most strongly boosts MSME performance in FCT, followed by 

regulatory quality (β=0.418) and infrastructure (β=0.377). Competition negatively impacts results (β=-0.287). 

Firm resources (β=0.331) and owner education (β=0.122) enhance performance, with internal capabilities 

helping mitigate regulatory challenges (β=0.186). The robust model explains 63.4% of performance variation, 

highlighting financial access as the key driver while emphasizing the combined importance of business 

environment factors and firm-level resources for MSME success. 

Test of Hypotheses 

Effect of regulatory environment on performance of MSMEs in FCT 

The study found that improved regulatory quality (β=0.418, p=0.001) significantly enhances MSME 

performance in FCT, with each regulatory improvement increasing performance by 0.418 points. However, 

this effect is smaller than financial access impacts, indicating regulations alone are insufficient. The results 

support digitizing permits and training officials to reduce bureaucracy, but emphasize that regulatory reforms 
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must be combined with other support measures, particularly financial access to maximize benefits for small 

businesses. While important for performance, regulatory improvements work best as part of a comprehensive 

support package addressing multiple business environment constraints. 

Effect of infrastructure on operational efficiency of MSMEs in FCT 

The finding reveals that infrastructure quality significantly boosts MSME efficiency (β=0.377, p<0.001). Each 

1-point improvement in power/transport increases productivity by 0.377 points, confirming FCT's 

infrastructure gaps constrain business performance. These results highlight infrastructure development as 

crucial for enhancing SME productivity in the capital region. 

Effect of access to finance on growth and sustainability of MSMEs in FCT. 

The study shows that financial access significantly boosts MSME growth (β=0.513, p<0.001). Each 1-unit 

improvement in credit availability increases performance by 0.513 points, confirming it as the strongest growth 

driver. These findings align with CBN (2023) data showing 30% faster growth for credit-accessible MSMEs, 

validating financial constraint theories. 

Effect of Market competition on the profitability of MSMEs in FCT. 

The study found out that competition reduces MSME profitability (β=−0.287, p=0.040), with each competitive 

intensity unit decreasing profits by 0.287 points. While 68% of FCT MSMEs report margin pressures 

(SMEDAN, 2023), innovative firms show resilience, suggesting potential nonlinear effects. Results support 

Porter's rivalry theory but indicate competition's impact varies by firm capabilities. 

Effect of policy measures on improving the business environment for MSMEs in FCT. 

The study found existing FCT MSME policies (tax holidays, loans) ineffective (β=0.092, p=0.284), with 72% 

of businesses rating them poorly due to implementation gaps like bureaucracy and low awareness. While 

successful cases (e.g., Gwagwalada Industrial Park) showed 22% productivity gains, most programs fail to 

deliver due to poor execution and misalignment with MSME needs, underscoring the urgency of better 

enforcement and targeted design. 

Thematic Analysis of Key Challenges and Coping Strategies 

Table 4.4 Key challenges and Coping strategies 

Key Challenges Coping Strategies Frequency (%) Representative Quotes 

Regulatory 

Bureaucracy 
Use of intermediaries/agents 68% 

"We pay consultants to handle 

licenses...it's faster but costly" 

Infrastructure Deficits 
Private alternatives (generators, 

VPNs) 
82% 

"I spend ₦120k monthly on 

diesel...no choice" 

Financial Constraints Informal loans/rotating savings 57% 
"Our cooperative gives emergency 

loans when banks refuse" 

Market Competition Niche specialization 41% 
"We focus on organic spices others 

don’t offer" 

Policy Implementation 

Gaps 
Peer networks for information 63% 

"Our business group shares policy 

updates banks ignore" 

Source: Field Analysis using NVivo 

FCT's MSMEs face significant challenges from regulatory hurdles and infrastructure gaps, forcing 82% to rely 

on costly private power solutions and 68% to use intermediaries for compliance. Over half depend on informal 

financing due to credit exclusion, while 41% adopt niche strategies to counter competition. Peer networks 
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(63%) emerge as crucial for navigating policy gaps, reflecting systemic distrust. Though adaptive, these coping 

mechanisms strain resources, particularly for smaller firms. The findings highlight the need for infrastructure 

upgrades, regulatory streamlining, and improved policy communication to reduce survival costs and enable 

growth-focused investments. 

CONCLUSION AND RECOMMENDATIONS 

FCT's MSMEs face four major constraints: burdensome regulations (68% use costly intermediaries), 

infrastructure gaps (82% rely on expensive private power), financial exclusion (over 50% use informal credit), 

and intense competition. While firms employ adaptive strategies like niche specialization (41%) and peer 

networks (63%), these workarounds divert resources from growth. The study identifies financial access as the 

strongest success factor, with digital tools and skills providing secondary buffers against constraints. 

Three key interventions are needed: (1) Infrastructure upgrades in power/transport to cut operational costs, (2) 

Digital regulatory systems to reduce bureaucratic delays, and (3) Expanded fintech partnerships and credit 

guarantees to improve financing. MSMEs should simultaneously adopt digital tools and differentiation 

strategies, while financial institutions must develop tailored products and financial literacy programs. 

Achieving transformation requires coordinated government-private sector action, with future research tracking 

reform impacts across sectors. Addressing both systemic barriers (75% of challenges) and firm-level capacities 

(25% solution space) could unlock FCT's MSME potential, estimated to increase GDP contribution by 15-

20% if constraints are halved. The road-map emphasizes simultaneous top-down policy reforms and bottom-

up capacity building for sustainable impact. 
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