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Abstract

This study adopts a resource-based view to model how location specific-factors
among small and medium-sized enterprises (SMEs) in coastal environments in
developing economies enable them to sustain clusters and contribute to economic
growth. Locations of small and medium enterprises (SMEs) play a crucial role in
determining their survival. SMEs agglomerations are often due to natural resource
endowments and types of business climate in their environment. The amoebic nature
and economic roles they play have made them the bedrock of the micro economy in
most economies. This study contributes to the literature on cross-country comparison of
small and medium enterprises (SMEs) in Zhenjiang (China) and in Lagos State (Nigeria).
The methodology used was mainly literature review and secondary research data from
World Bank and data sets from China and Nigeria. The findings highlight an upsurge in
research on SMEs in developing countries and how these enterprises have used location-
specific endowments to mitigate their resource limitation predicament. The learning
points are envisaged to contribute to strategic growth in international business and
foreign investments, knowledge for policy makers and to generate further comparative
location studies in developing countries.

Keywords: Comparative, Clusters, China, Location-specific, Nigeria, Small and medium
enterprises (SMEs), Zhenjiang

Background

Developing economies are prone to weak institutions, fragile business environments,
complex economic and social problems such as poverty, unemployment, low per-capita
income and unstable economic growth and development. Faced with these complex
problems in their weak environments, business activities spring up to escape the poverty
trap and maximize opportunities in different locations (Deng, Hofman, & Newman,
2013). SMEs are common in developing countries and are described as nucleus of eco-
nomic activities, a major source of employment, key contributors to economic growth
and are engaged in poverty eradication initiatives globally (Aga, Francis, & Rodriguez-
Meza, 2015; Bauchet & Morduch, 2013). However, they are also confronted with diverse
problems like financing, low capabilities, fragile structures, lack of technological know-
how, capital issues, institutional deficiencies that hinder their survival and business cli-
mate when compared with developed economies (Sorasalmi & Tuovinen, 2016).
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Based on the strategic roles SMEs perform in the global economy, scholars have in-
vestigated SME dynamics in different contexts using different variables and perspec-
tives. However, there is a dearth of studies on SMEs location—specific endowments in
coastal locations in Asia and Africa. The question then arises on how they are able to
mitigate the adverse effects of their weak institutional environments. We attempt to ad-
dress this through resource-based view theory (RBV) using location as an independent
variable. In the RBV model factors that influence SMEs locations, resource geography
and adaptive capabilities are represented in Fig. 1. Extant literature confirms the ag-
glomeration of SMEs clusters in urban cities (Boisot & Child, 1999). This study makes
novel contribution to the literature on SME cross-country studies in Asia and Africa by
investigating location specific factors in China and Nigeria.

Firstly, we draw our theoretical framework based on resource-based view (RBV) to en-
rich our understanding of SMEs complex dilemma in developing economies. Secondly,
prior SME studies focused on diversity, business complexities, financing and other issues
that affect SMEs mostly in developed countries, but this study adopts location-based per-
spective for SMEs in Zhenjiang, China and in Lagos, Nigeria. Thirdly, this will be the first
study on SME Location —Specific study between China and Nigeria. SME environment-
enterprise continuum globally has distinct contextual factors influencing performance
with business processes often modeled without a holistic examination of context (Nova-
kovic & Huemer, 2014). Finally, our study confirms cross-country complementary syner-
gies, vertical and horizontal networks in both environments.

Conceptual framework
Location offers mixed advantages to enterprises and resource availability enhances
growth and survival advantage depending on the size and type of business (See Fig 1).
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Fig. 1 SMEs Location-Specific Conceptual Framework
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Location specific resources could serve as pull or push factor for SMEs in developing
economies. We draw on resource-based view (RBV) theory mainly for its relevance to
SMEs in developing economies. Firstly, RBV remains relevant in SMEs studies due to
the adaptive and informal structures in most contexts. Thus researchers have engaged
in diverse perspectives to investigate this construct through market imperfections, firm
sizes, age type, specialization level and resources (H. Lee, Kelley, Lee, & Lee, 2012;
Ogunyomi & Bruning, 2015).

Barney (2001) resource based-view suggests the ability of firms to use their resources
as a tool for competitive advantage. Most enterprises are small with minimal internal
resources at their disposal and are left with the only option of leveraging on synergy of
complementary resources in urban locations and environments. This possibility favors
the development of clusters with easy access to infrastructural facilities and supply
chain opportunities arising from presence of big companies and organizations. The
level of availability and access to resources by enterprises in locations could bestow
relative competitive advantages that can help them maximize market share and benefit
from economies of scale as well as internationalization (Fujita & Thisse, 2013; Porter &
Clark, 2000). Small firms in a cluster location are able to benefit from synergy in their
business environment and do not necessarily have to own all the resources they need
before they have access to them (Lechner & Leyronas, 2012).

However, resultant agglomeration and survival of firms in specific locations has many
ties to the enterprise’s ability to maximize its resources at internal and external levels
as well as boundary spanning capabilities (Delgado, Porter, & Stern, 2015; Mesquita,
2016). Similarly, resource advantages of enterprises, uneven resource endowment and
absorptive capacity contribute to location of clusters in urban and semi-urban areas.
Presence of government organizations, agencies, institutions, incubation centers, finan-
cial industry and ports provides opportunities for SMEs to lock into the supply chain
and business needs in such locations.

Businesses in urban locations enjoy location-specific factors such as infrastructural
amenities, value chains, and labor supply with different skill sets. Conversely, in rural
locations there are unique resource advantages that are missing in urban locations,
such as lower cost of living and doing business, strong cultural and institutional frame-
works. Thus, SMEs serve as conduits in the value chain for businesses. Therefore, en-
terprises engage in boundary spanning activities in their locations to enhance their
chances of survival, competitive advantage and internal evaluation of its resources helps
shapes its business dynamics, culture, spatial relationships and skill levels (Lindgren,
Andersson, & Henfridsson, 2008).

RBV provides a robust perspective and theoretical basis for investigating small busi-
nesses positioning, strategic choice and adaptive capacity in their domains and suggests
that collaborative, backward and forward integration can help SMEs overcome their re-
source limitation. Mesquita and Lazzarini (2009) found three core benefits SMEs derive
in their location; complementary competencies, shared knowledge and collaboration
with other enterprises in utilizing common resources. Several empirical studies affirm
the availability and unavailability of tangible and intangible resources as pivotal in
shaping SME clusters, infrastructure (Laosirihongthong, Prajogo, & Adebanjo, 2014),
Human capital (Miller, Xu, & Mehrotra, 2015; Shaw, Park, & Kim, 2013), capital, fi-
nance (Lonial & Carter, 2015), cost of doing business, and accessibility.
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Environment of business

Emery and Trist (1965) classification of business environments as existing on a con-
tinuum with shades of placid, disturbed-reactive, turbulent and dynamic environments
supports existence of agglomeration and clusters in different business spheres and loca-
tion (Sonobe & Otsuka, 2016). The majority of SMEs in African countries operate in
highly volatile and turbulent domains compared to their counterparts in stable and well
regulated domains in China, USA and Europe (Child, 1972; Emery & Trist, 1965; Hatch
& Cunliffe, 2012).

This study adopts the environment of business analogy rather than business environ-
ment and posits the environment of a business contextually depends on interplay of
human behavior and group dynamics. Thus, a working definition of environment of
business signifies “the totality of transient web of forces, interplay of resultant group
dynamics related to business enterprises.”. SME’s environment of business has some
similar features and differences in their domains and at the core is a complex network
of market, physical and institutional environments. Therefore, several factors influence
and hinder SMEs location decisions and location based pull factors draws most enter-
prises to urban areas while some push factors make large enterprises relocate to indus-
trial sites. The transient structures of these enterprises enable them to thrive in urban

centers and engage in commercial and service activities.

Multifaceted nature of SMEs definition in China

The multifaceted nature of China’s economy is reflected in broad SME classifications
when compared with yardsticks used in Africa and Europe. This seeming complexity
arises from its history, transitions, culture and Government policies. While most gov-
ernments provide regulatory support and incentives for SMEs, a regulator-operator role
of the Chinese government is based on peculiarities of each sector with classification
based on operating income, number of employees and total assets (Cunningham, 2011).
This multi-layered SME model is tailored to suit the context of their differentiated eco-
nomic provinces and resources. This model differs sharply from the general classifica-
tion model applied mostly in Nigeria and developing economies (See Table 1) which
does not take cognizance of the peculiarities of each sectors and locations, but revolves
around a class band of employees and assets.

Previous studies suggest that SME definition in China has changed more than four
times since 1949 (Xue Cunningham & Rowley, 2007) in response to changing realities
of the economy and environment of business. For example, what is classified as a small
enterprise in some SME sectors in China can be a big organization and blue-chip

Table 1 SMEs classification *(Nigeria)

Size Category Employment Assets = NGN; - Asset, Assetss
US Dollars Chinese Yuan
Micro Enterprises =10 2> 5,000,000 2> 16,667 2> 125,000
Small Enterprises 10-49 5,000,000-49,000,000 16,667-163,333 125,000-1,225,000
Medium Enterprises ~ 50-100 50,000,000-499,000000  166,667-1,663,333 1,879,000-18,750,000

@ Excluding Land and Buildings
1. NGN- Nigeria naira. 2. Conversion rate of N300 to 1 US dollar. 3. Conversion rate of N40 to 1 Chinese Yuan. Adapted
from Nigeria National Policy on MSMEs, 2010
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manufacturing organization in Nigeria due to their size and financial outlay. This is
supported by Li, Yang, and Xu (2006) view that historical reasons, gap in regional eco-
nomic development, creates sharp disparity in distribution and development of SMEs.
Nigeria’s National Policy on SMEs adopts a classification based on dual criteria, em-
ployment and assets (excluding land and buildings).

China’s multifaceted SME environment is synonymous with peeling an onion the
more layers peeled off, the more you realize contextual elements vary across provinces
and are mystified by the Law of People’s Republic of China on promotion of small and
medium-sized enterprises. This study focuses on the soft variables by examining the
strategic roles of these locations in the growth and development of their countries. Li
et al. (2006) argues that history and time are fundamental in understanding Chinese
SMEs and categorizes the evolution of Chinese SMEs in four phases: “early stage”
(1949-1957)“,growth and fluctuation” (1958-1963), “innovative transformation”
(1978-1996) and “rapid growth” (1997 - onward). The evolution of Chinese SMEs
was initially characterized by the presence of government owned, centrally con-
trolled, provincial SMEs. Market-oriented reforms initiated in the 1980’s by Chinese
leader Deng Xiaoping, resulted in the emergence of private ownership of SMEs.
This foundation premise provides a distinct evolutionary exposition on China’s
SME transitions from government owned enterprises to private sector enterprises.
In essence, business environments are complex systems and the level of complexity
varies from location to location and institutional theory suggests that, like onions,
organizations exist in layered form with internal and external environment, formal,

informal groups and employees (Fuenfschilling & Truffer, 2014).

Research locations

Nigeria’s 2014 and 2015 rebased GDP of $569billion, $481billion and 182 million popula-
tion makes her the most populous economy in Africa and accounts for 47% of West-
Africa population(Bank, 2015). Conversely, China is Asia’s largest country and most
populous nation in the world. According to China’s ministry of commerce, SMEs in China
exceed 4 million and contributes more than 58% of GDP and taxes; they also spearhead
exports and job creation yearly, accounting for about 68% and 75% respectively.

Nigeria’s huge population and economy creates a strategic hotbed for investment with
increasing business relationship with China even though they are in distinct continents
(Guengant & May, 2013). Nigeria’s coastal location and ports creates a strategic eco-
nomic hub for global business flows, while proximity of states to the coastal locations
offers location—specific benefits with constant supply-chain business activities. Coastal
states like Lagos, Port-Harcourt and Cross-River benefit from the inherent economic
resources of their coastal locations. The 2010 Lagos State Government Gross Domestic
Product (GDP) survey shows that Lagos is the smallest state with only 356,861 ha of
land, of which 75,755 ha are wetlands. Its GDP of $80.6billion represents 35.6% of
national GDP, larger than the GDP of some African countries, Kenya($66bn),
Ghana($62bn) and Tanzania($58bn), (Government, 2010). Similarly, Zhenjiang lies at
the intersection of the Yangtze River and the Grand Canal which contains six sub cities,
covering an area of 3847 km2 with a population of 3.019 m. In 2003, Zhenjiang’s GDP
reached 64.36 billion Yuan. In 2007, it grew to 121.3 billion Yuan and in 2012 it grew
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12.8% from the previous year to 263.01 billion Yuan, ranking it 10th among all the cit-
ies in Jiangsu (Knowledge, China, 20164, b; Office, 2016).

Zhenjiang and Lagos offer unique contexts with similar coastal location. The two do-
mains have a small land area compared to other locations in their environment, these
seem to exert a positive pull on their economic performance, and SMEs clusters (see
Tables 2 and 3). Coastal locations in China offer immense economic benefits, good en-
vironment for business opportunities, value chains and outward investments in Africa
(Brautigam, 2015).

The mass of SMEs in Zhenjiang and Lagos State is attributable to myriad elements in their
locations and though they share similar coastal traits, their nature varies. Lagos is the nucleus
and main economic hub of Nigeria with the largest cluster of SMEs, multinationals and cor-
porations. Nigeria’s 2010 National MSME collaborative survey depicts that MSME contrib-
uted 46.54% of Nigeria's s GDP in nominal terms and 55% of GDP in China (National Bureau
Of Statistics) (Chinese Cities and Provinces - http://www.chinatoday.com/city/a htm, National
Bureau Of Statistics, Nigeria 2010). In addition, the coastal location of Zhenjiang places it in
the economic triadic hub with Shanghai and Beijing (see Fig. 2) and the closer the province,
region to any point in this economic triangle the bigger their economic activity. In addition,
the Yangtze River or Changjiang River is the longest river in China with a total length of
6300 km (see Table 3). The Yangtze River Delta, flows across 14 cities, offering immense eco-
nomic advantages to coastal locations and accounts for 42% of rivers in China, this makes
coastal locations along its path a channel of import- export harbor (today, 2016).

The majority of OECD enterprises are SMEs; most nations have them in varying pro-
portions at the bottom of the pyramid shaped by the interplay of pressures from local
and foreign markets (Library, 2012). On the contrary, North and Smallbone (2000)
posits that SMEs in poorly developed locations have a lower inclination to export and
innovation doesn’t fully apply to developing nations like Nigeria, where the bulk of
agricultural and allied exports is initiated by SMEs in the rural areas due to readily ac-
cessible resources. Adopting the resource based view; location is portrayed as an “en-
abler of resource acquisition and capability development” (Freeman, Styles, & Lawley,
2012). Despite, the divergence in views of classical, neo classical and behavioral location
theories and focus on industrial locations, their spatial concentration often spins off the
presence of many small business, positioning them to leverage on the economic geog-
raphy, presence of bigger firms and ancillary elements (Yang, Luo, & Law, 2014).

The strategic positions of Zhenjiang and Lagos seems to offer a “location-specific”
edge, attraction and pull across all frontiers of international business with resultant up-
surge in population growth, investment climates and attendant problems. Likewise,
Porter and Porter (1998) studies on “location, clusters and the new micro economics of
competition” offers insights on unraveling and understanding behavioral and location

Table 2 Land area, population and GDP

Lagos(Sg/Km) Zhenjiang(sq/Km)
Land Area (km?) 3577 3847
Population(million) 175 3.17
GDP (RMB billion) 505 292.71
Conversion Rate (CNY/USD) 6.2302

Source: Adapted from Zhenjiang Economic and Social Development Report, 2013 and Lagos State Gross Domestic
Product (GDP) Survey 2010


http://www.chinatoday.com/city/a.htm

Banwo et al. Journal of Global Entrepreneurship Research (2017) 7:16 Page 7 of 17

Table 3 Major rivers

Drainage area Length

(sg.km) (k)
Changjiang River (Yangtze River) 1,782,715 6300
Huanghe River (Yellow River) 752,773 5464
Songhuajiang River 561,222 2308
Liaohe River 221,097 1390
Zhujiang River (Pearl River) 442,527 2214
Haihe River 265,511 1090
Huaihe River 268,957 1000

Source: China Information: Yangtze (Yangzi, Changjiang) River Delta

factors that influence firms and small businesses locations. The presence and concen-
tration of large organizations in a location attracts ancillary enterprises, infrastructural
amenities and clusters aimed at leveraging on the synergy and economies of scale to
sustain their continued existence, innovation and growth.

Physical environment, contextual dynamics models their strategy, forms of
innovation, survival rate, competition and behaviors in their entrepreneurial activities
(Stearns, Carter, Reynolds, & Williams, 1995) and this substantiates the current density
of firms in Lagos and Zhenjiang. Rivalry among firms breeds imitation and innovative-
ness in the long run though this is moderated by available factors and local demand
conditions (Porter & Porter, 1998). This often dictates the possibility of firms moving
from imitative, low quality products and services to competition based on differenti-
ation and product innovation (Cockburn, Henderson, & Stern, 2000).

Beijing

Economic
Hub

Shanghai Jiangsu

Fig. 2 Triadic Economic Hub of China
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Nigeria’s weak institutional framework has effects on product innovation among firms
leading to growing spate of process innovation used mainly as a strategic tool to under-
cut competition (Mesquita & Lazzarini, 2010). We posit that the resoluteness of these
firms is evident in their outward alliances with Chinese firms for executing their prod-
uct innovation invariably as a cost saving mechanism and comparative cost advantage
(Hessels & Parker, 2013).

The level of support enjoyed by Zhenjiang SMEs transcend superficial regulatory sup-
port to massive financial and institutional incentives targeted at nurturing and protect-
ing infant industries by government with resultant strategic formation. Growth of
clusters in different provinces promote outsourcing, vertical integration, innovation,
eliminating barriers to new business formation and location related competitive advan-
tage (Ceglie & Dini, 1999).

Methods

Data

A literature search in Google scholar electronic database was done in November, 2015 and
April, 2016 for articles published between 1980 and 2016 using 12 keywords, problems, fi-
nance, location, GDP, employment, sub-Sahara, job creation, Nigeria, China, Africa, Europe,
Cross-culture (see Fig. 3). We also used datasets from China and Nigerias World Bank
Enterprise survey 2012, 2014 conducted from April 2014 to February 2015 and November
2011 to March 2013.The datasets sample size comprised of 2676 firm in 19 states
of Nigeria and samples from China taken from November 2011 through March
2013 consisted of 2700 privately owned and 148 state-owned firms. World Bank
enterprise surveys provide objective data on firms in more than 124 countries and
focus on dynamics of factors that shapes the business environment. The Surveys
also enjoy wide usage by scholars in cross-country studies and World Bank policy

papers due to the standard methodology.
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The samples were derived using stratified random sampling, industry, enterprise size,
and location (urban). Enterprise size parameters was defined using unified size bands:
small (5 to 19 employees), medium (20 to 99 employees), and large (more than 99 em-
ployees) see Table 4. These parameters did not account for micro and informal enter-
prises, which are predominant in developing countries.

The Literature review and secondary data obtained from World Bank Enterprise Sur-
veys, Nigeria and China Bureau of Statisics enhanced representation of our conceptual
framework as depicted by the tables and figures in this study.

Results

The evidence from the literature search in Fig. 3 is representative of most databases
and a signpost to the dearth of cross-country SME research in Nigeria and sub-Saharan
Africa. The literature was skewed mainly towards contextual locations in developed
countries of Europe and America. The literature on China SMEs seem to have
increased sharply from 2010 to 2016 compared to the preceding 29 year period
(1980-2009), this may be attributable to subprime crises. Globally, SMEs were used
to jumpstart most economies after the subprime crises, resulting in attentions shift-
ing to emerging economies in Asia and Africa. SMEs witnessed sustained pressure
by their governments and economies to create jobs and jump start the process of
economic growth and development (Ardic, Mylenko, & Saltane, 2011). This evi-
dence provides justification for studies and increasing focus on developing and
emerging economies described as the last frontiers of the globe due to the influx
of foreign direct investment.

Evidences from the sample population in Table 4 confirms the structure of SMEs in
both contexts, micro and small enterprises form the bulk of enterprises in Nigeria and
business climate in China is a major factor for the large size of medium and large en-
terprises. A major reason for the sharp differences in the SME composition lies in the
nature of institutional opportunities and problems in each context. Fig. 4 shows that
lack of basic infrastructure facilities for example, electricity poses a major problem for
SMEs growth. In Lagos, SMEs account for majority of businesses in the private sector
and major commercial cities in China and Nigeria confirms the presence of large clus-
ters. Less than 10% of the literature search was on finance issues, location, GDP, em-
ployment, Sub-Sahara, job creation, Nigeria, China, Africa, Europe, Cross-country
studies relating to SMEs. Financing problems and practices of informal sector consti-
tute major hindrances to SME growth and location in China (see Fig. 4) and this sug-
gests that most of these enterprises may not be within the scope of regulatory
authorities due to their informal and transient business lifespan. Energy problems
seems to be a major predicament limiting SMEs growth in Nigeria and this has con-
tinually hindered the existence of virile business environment and led to increasing

high cost of production and doing business in Nigeria. The unavailability of constant

Table 4 SME employees classification China and Nigeria firm size

Type Number of employees China Nigeria
Small Enterprise 5-19 593 1753
Medium-Sized Enterprises 20-99 1081 734

Large Enterprise 100 & above 1026 100
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electricity makes most firms to depend on generators to run their businesses, this poses
environmental problems .Thus, availability of financing, and energy has continued to
influence the location of these enterprises in their domains. The level of corruption in
Nigeria is significantly higher when compared to China. Corruption is an endemic
problem facing most developing countries and is a reflection of the lax in regulatory
and business environment. High poverty level, the cost of doing business, the cost of
living in urban area, family commitments, loopholes in regulatory and business envir-
onment are some of the factors that promotes corruption.

Discussions

Contribution to development

The clustered nature of SMEs gives room for economies of scale, ideally it is expected
to facilitate synergy, specialization, cost reduction via the use of infrastructural facilities
available and supply chain processes (S. Lee, Park, Yoon, & Park, 2010). The realities
present a sharp disparity while most clusters in Zhenjiang have a well-structured supply
chain with robust e-commerce platform that facilitates international businesses, clusters
in Lagos are mostly trade, service and import dependent oriented with strategic alli-
ances in Asian Countries.

In addition, apparent infrastructure deficiencies contribute to the high cost of doing
business in urban locations, where they are majorly clustered. However, similar findings
confirm the resilience of SMEs and outward strategic alliances in different contexts
(Brouthers, Nakos, & Dimitratos, 2015). Their development plays decisive role in en-
hancing economic growth and development. Clustering offers unique benefits and a
common feature in China and Nigeria with different growth stage in their life cycles
(Rauch, Doorn, & Hulsink, 2014; Tambunan, 2005).

Lagos state economy makes up a significant proportion of the Gross Domestic pro-
duct(GDP) of Nigeria, despite the small land size, other states with larger land size do
not contribute as much as Lagos State. In 2010, Lagos economy GDP stood
at = N = 12.091 trillion ($80.61 billion) and accounted for 35.6% of the national GDP
and 62.3% of national Non - Oil GDP for the same year (Government, 2010). Lagos
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GDP and over-stretched population also makes it the most overcrowded state and
haven for informal economy.

Migration to Lagos is continuous from all locations in search of greener economic
fortunes; this has resulted in a thriving and resilient informal sector and economy.
Zhenjiang scenario is a pointer to the importance of economic activities in a location,
being one of the smallest cities in China in terms of land area. It occupies the bottom
ranking position of 315 out of 319 cities. Zhenjiang’s economy is ranked among the top
58 cities in China out of a total ranking of 319 cities in terms of GDP (Knowledge).

Cost of doing business
Clusters are perceived to lower cost of production, this is location dependent (Ho,
Lenny Koh, Karaev, Lenny Koh, & Szamosi, 2007). Lagos and Zhenjiang SMEs have simi-
larities owing to presence of clusters; their location has continued to witness an influx of
local and international business, human migration, infrastructure pressures, and higher
cost of doing business. Business (2013) business report on Nigeria shows that SME busi-
nesses are plagued by high cost of doing business due to poor, unstable energy supply,
multiple taxation by strata’s of government, labor cost and poor infrastructural facilities.
SME’s cost of doing business portrays contextual problems that hinder growth. Evidence
from World Bank enterprise surveys shows that enterprises in Nigeria have a lack of elec-
tricity as their major obstacle. SMEs in China have access to finance, tax rates and activ-
ities of the informal sector as major obstacles (see Fig. 4). Nigeria’s government effort in
improving cost of doing business is yielding some positive results in some frontiers with
Lagos and Ogun states pioneering the streamlining and simplifying processes in register-
ing an enterprise. This has led to a reduction in the number of days it takes to register an
enterprise with the corporate affairs commission though the tax burden in the state is still
very high. In the past 5 years, medium sized enterprises and large organizations have
begun to move out of Lagos due to an increasing tax burden and land space to neighbor-
ing states like Ogun state, where the tax rate is much lower and land is readily available.
Though corruption increases cost of doing business, the efforts of regulatory author-
ities has resulted in increase in ease of business ranking of Nigeria from 170 to 169 in
the Bank’s Doing Business 2017 ranking reporting (Bank, World, 2016a, b). Though the
change seem insignificant, it is envisaged that this renewed change and on-going anti-
corruption drive will trickle down to all sectors in the micro economy.

Capital

The regulator-participator model of Chinese government in promoting and protecting
majority of sectors in the economy still leaves small and micro enterprises with capital
problems. Thus, resultant use of traditional sets of personal savings, friends and private
credits have helped nurture and sustain SME economy (Ayyagari, Demirgli¢-Kunt, &
Maksimovic, 2010; Lu, Guo, Kao, & Fung, 2015).

Enterprises in Zhenjiang operate in a stable task environment with continuous ex-
changes within a geographical space (Bourgeois, 1980). Conversely, the volatile business
environment prevailing in Nigeria makes enterprises grapple with capital issues making
most of them start on trial and error basis. This poor foundation exposes them to high
business risks, difficulty in securing financial support from formal institutions and
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patronage by informal moneylenders at a higher interest rate. Result from the 2010
National MSME Collaborative survey; indicate that SMEs contributed 72% of the nom-
inal GDP in Nigeria. The environment and resilience of these enterprises in surviving
despite huge financial shortcomings and problems confronting them favors the appren-
ticeship model.

Accessing finance

SMEs globally face difficulty in accessing finance from conventional financial institution.
However, International Finance Corporation and World Bank efforts at improving their fi-
nancial problems reveal contextual finance problems requiring homegrown strategies to
manage and overcome this predicament. Most SMEs have difficulty accessing loans from
banks; most credit officers lack an in-depth understanding of SMEs business cycles, and
are averse to lending to them (Du & Banwo, 2015). The Central Bank of Nigeria has con-
tinually encouraged banks to design special product lines aimed at meeting their financing
needs, yet most commercial banks favor big-ticket loan transactions. However, Diamond
Bank of Nigeria Plc has a dedicated SME team and product line designed to help SME
loan applicants determine their qualification for a loan facility by simply completing a
simplified self-assessment online module. The Bank’s innovative processes favor SMEs
banking through reduction of charges on their account. The resultant benefits have
spurred up competition from big banks like First Bank, GTbank and Access Bank for
SME market share. Though these enterprises are still subjected to double digit interest
rates, due to the huge risk exposure of this segment and prevailing macro-economic pol-
icies (Berg & Fuchs, 2013). Micro finance banks in Lagos and micro-credit companies in
China have non-technical stringent conditions and a better understanding of SME
business and financing dynamics and charge interest rates as high as 5% flat monthly
(Ehigiamusoe, 2008; Kitching & Woldie, 2004). The timeliness and availability of their
loans remain a main attraction regardless of the high interest rates, but their risk appetite
and exposures often lack effective risk management structures. Inability of conventional
banks to avail soft loans to majority of SMEs creates a huge financial gap; private investors
and companies have seized this opportunity not borne out of a desire to provide relief for
them but mainly to make a profit.

Wang (2004) asserts that SMEs in China are forced to patronize private loan sharks
and informal financing channels primarily due to availability of loans and flexibility in
the collateral provision to meet urgent business commitments. SMEs in China enjoy
single digit interest rates on deposits and loans from Banks, those in Lagos that have
access to bank facilities are exposed to two digit interest rates ranging from as low as
15% to 30% per annum.

This un-level playing field has resulted in an outward strategic alliance by some SMEs
with counterparts in Asia to reduce cost of doing business, while those that do not have
outward strategic alliances often grapple with high cost of doing business for enter-
prises with only local alliances and network.

Human capital management
Porter (2000) proposition that a locations prosperity and productivity does not only de-
pend on the competition in industries, but more on “how”. This brings to forefront the
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strategic role of human capital and group dynamics prevalent in such locations. The
organizational behavior framework bears positive or negative effect on the totality of
business enterprises in the locations. SMEs face a rather peculiar human capital man-
agement, which are usually not well structured in most enterprises. These enterprises
attract the type of labor they can afford and the fact that most SMEs business are
owned and managed by family members poses grave hindrances to professional man-
agement. Hence, SMEs are prone to mistakes in decision-making, fluid participation,
human capital management issues. Renaissance capital thematic research report (2013)
shows that Lagos is the smallest state in Nigeria (Aliu & Ajala, 2014) and “its popula-
tion density is equivalent to that of the fifth most densely populated country in the
world, and half that of Hong Kong (6800 people per km2) (capital, 2013)”. Population
size has a corresponding correlation with the level of informality, economic productiv-
ity and growth. We note that Lagos state population is 18% higher than that of
Zhenjiang but Zhenjiang’s GDP is 58% that of Lagos state with a much lower popula-
tion. One major reason for the low productivity of Lagos populations (17.5million) may
be traced to high unemployment rate and huge presence of informal sector participants
of 2,307,281 persons representing 13% of the population, national unemployment rate
was 21.1% of labor force in 2010 (National household and informal sector survey,
2010). Harnessing the latent economic capability of the informal sector in Lagos re-
mains a task for policy makers and Lagos State’s current resident registration scheme
will help capture the true size of its inhabitants and economic planning. The Govern-
ment collaborative partnership and recognition of informal trade associations and
groups is yielding positive economic benefits with various grassroots capacity training
and skill development opportunities aimed at fusing the informal-formal economy con-
tinuum (Meagher, 2013; Onokala & Banwo, 2015).

Infrastructural facilities

The presence and availability of infrastructural facilities correlates with the volume and
nature of economic activity in most developing countries. Lagos has the highest con-
centration of SMEs and basic amenities yet it is still plagued by enterprises performing
below optimum level (Du & Banwo, 2015). In unleashing the economic capabilities of
SMEs, it is pertinent that stakeholders and Government provide basic amenities neces-
sary for the survival of these enterprises and fast-track the de-regulation and
commercialization of the power sector (Usman, Abbasoglu, Ersoy, & Fahrioglu, 2015).
A drastic improvement and stability in the energy and electricity supply will have sev-
eral positive effects on the cost of doing business in Nigeria and standard of living
(Ikeme & Ebohon, 2005).

It is a paradox that though Nigeria’s rebased GDP places it as the largest economy in
Africa, its neighbor’s in sub-Sahara Africa enjoy better and more stable electricity
(Jerven, 2013). Nevertheless, the opportunities in Nigeria’s Energy sector provide latent
benefits to investors and the economy, the government has not been transparent in allow-
ing foreign direct investment in this area. It is envisaged that recent commercialization ex-
ercise in the power sector, in the long run should result in an improvement in power
supply and a sharp upsurge in entrepreneurial and economic activity (Okwuosa &
Amaeshi, 2015). SMEs in Zhenjiang are not plagued with energy problems rather the
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Doing Business Report 2014 suggests other contextual issues like access to finance as a
major constraint small enterprises encounter (Business, 2013). The 13 prefectures levels
in Jiangsu province are hotbeds for export and import businesses, stable energy and power
has given SMEs in China a leveraged advantage with resultant foreign business orders
from enterprises and ventures in Africa seeking to take advantage of their low cost and
comparative advantage (Hendrischke & Feng, 1999). The establishment of free trade
zones in several strategic locations in Nigeria is designed to replicate economic havens in
Zhenjiang and Silicon Valley in the USA with independent power generation needed to
boost and sustain economic activity (Pigato & Tang, 2015).

The Chinese Government and Chinese enterprises have demonstrated commitment
to these special trade zones and the benefits will be immense to both parties and ultim-
ately lead to transfer of technology and massive foreign direct investment (Renard,
2011; Shen, 2013). Africa remains a strategic business partner for China and Chinese
government’s involvement in building infrastructural facilities across Nigeria is ex-
pected to provide a well-coordinated supply chain network and logistics network to
boost economic activity (Brautigam & Xiaoyang, 2011; Ozawa, 2015). For instance, sev-
eral Chinese firms are engaged in on-going reconstruction and overhauling of the rail-
way network, building of roads in strategic locations all over Nigeria.

Conclusions
The comparative study of Lagos and Zhenjiang coastal location reveals a myriad of context-
ual issues and location derived benefits arising from the nature of economic activity. Their
strategic coastal domains revealed different levels of economic productivity, contextual is-
sues and regulator-operator environment. Policy makers and stakeholders in Nigeria should
intensify efforts to leverage on emerging opportunities in the power sector. Licensing of
new private banks in China requires a homegrown Guanxi based approach if they are to be
successful in providing capital to SMEs. In the long run SMEs may find it easier to access
financing needs from the bank. Investors and investments in Lagos will continue and the
completion of the Lekki free trade zone will further bolster the economic ties between
China and Nigeria (Ozawa, 2015). Similarly, the early completion of other industrial parks
and special economic zones in Ogun state and other locations in Egypt, Ethiopia,
Mauritius and Zambia are critical for industrialization drive in Africa and integration into
the global value chain (Davies, 2010). Replicating the remodeling and redevelopment
model of Chinese cities and provinces is imperative for Lagos State and major cities if they
are to maximize their limited land resources and transform their domains into megacities.
Current efforts between the two regional powers in fostering industrial co-operation
should be nurtured and Nigeria needs to learn from China’s industrialization strategy of
dedication, pragmatism and long-term planning (Ministry of Foreign Affairs, 2015).

Limitations

The findings of this study cannot be generalized due to the limited research location con-
text. Another limitation is the reliance on secondary data, though the sources are reliable,
timelines of the data differs and realities change. Data on small and medium enterprises
in developing countries are limited due to their transitory nature and short life cycle.
Future research should include more study locations and contextual variables.
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