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ABSTRACT

The study seeks to investigate factors that influence SMEs participation in 
Global Value Chains (GVCs) with focus on innovation and firms' characteristics. 
The World Bank Enterprise Survey data set which comprises 2676 firms was 
used. The Probit Model was employed to ascertain how the combination of 
private and foreign ownership, private ownership only and foreign ownership 
only would contribute to GVCs. The marginal effect explains the probability of 
these variables contributing to GVCs. The results suggest that the private sector 
participates more in GVCs, and that the size is significant with employees of 
more than 100. The study finds that hotel and restaurant sector participated more 
in GVCs compared to others. It further finds that the participation of Nigerian 
SMEs in GVCs is quite different from what obtains elsewhere. The study finds 
that the size of SMEs is important; but that it is common in private ownership 
that invests in hotel/restaurant sector which render services in GVCs.

Keywords: Trade, SMEs, Global value chain, Nigeria.
JEL Classification: F14, F15, H32, L22.
Acknowledgement: We are highly indebted to two anonymous expert reviewers 
for their comments on earlier drafts of the paper. All errors remain those of the 
authors.

1Department of Economics, University of Nigeria, Nsukka
2Friedrich-Schiller-Universität, Jena, Germany
3PhD Candidate, Department of Economics, University of Nigeria, Nsukka



JUDE OKECHUKWU CHUKWU
BOB O. UGWEJEH
CHIMERE O. IHEONU

SMALL AND MEDIUM ENTERPRISES
AND GLOBAL VALUE CHAINS 

PARTICIPATION: EVIDENCE FROM NIGERIA

30WAMA - The West African Economic Review | Vol. 6 - No. 1 - June 2019

1. Introduction
By definition, “a global value chain explains the full range of activities 
embarked upon to bring a product or service from its conception to its end 
use and how these activities are distributed geographically across international 
borders” (DFAIT, 2011). The nature and extent of industrialization as well as 
globalization seem to have influenced volume of foreign trade, and ushered in 
a more competitive and participative market conditions for Small and Medium 
Scale Enterprises (SMEs) globally. This new wave explains why SMEs are more 
domineering in productive and innovative activities, as well as, faster compared 
to government in which adaptation to market trends and changes in product 
dynamisms are slower. This slowness includes government's bureaucratic 
measure before adopting changes to meet market demands. The bureaucratic 
measure is referred to as governance in Humphrey (2001); Gereffi, Humphrey 
& Sturgeon (2005); Li-Sun (2010) and this governance structure include the 
complexity of transaction, the ability to code transactions and the capability 
of the supply base. Concerning governance, Humphrey, & Schmitz (2000); 
Humphrey (2001); and Giuliani, Pietrobelli & Rabellotti (2005) viewed it as an 
indirect control to upgrading of products by SMEs. This indirect control exhibits 
the possibility of fostering competition and challenging SMEs everywhere to 
improve their performance and increase competitiveness. With this challenge 
in upgrading, the presence of new products, low cost of production; producers 
enable SMEs to enter and remain in the global markets (Hobday & Rush, 2007). 
Despite these, upgrading has some drawbacks.

However, with the problem of governance and upgrading, SMEs in Nigeria 
can still compete in the global markets if the different upgrading approaches 
are implemented. For example, “process, product, functional and inter sectoral 
upgrading” (Humphrey, 2001). In Ernst (2001), these different approaches 
increase the survival rate of SMEs. The advantage of SMEs survival will not only 
be visible in an economy's Gross Domestic Product but rather increase circular 
flow of income and a direct positive impact on social welfare. For example, per-
capita incomes, level of firm's expansion, product development, competition for 
market share and job creation are some of the “domestic activities” by SMEs. 
These competitive activities introduce the theory of GVCs (Gereffi et al., 2005) 
which involves outsourcing of goods from different locations at cheaper prices, 
more innovative, less distributive cost, no external government regulation from 
country A. The successes or failures of SMEs is highly dependent on “what” 
and “how” they embrace challenges to participate in GVCs (Gereffi 1994, 1999 
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and Gereffi et al., 2005). Nigeria trades in several commodities, thus, for SMEs 
to participate, challenges such as markets for new buyers, suppliers must be 
outsourced, governance and product upgrading for new products to compete 
with international market standards are necessary (Gereffi, 1994; 1999). This 
upgrading method includes promoting research and development (R&D), 
product innovation and process innovation. In addition, the dimension and the 
trend of product development must be followed, for instance, the production 
of mobile phones. This is unique because it combines hardware and software 
from several countries and it is a proper example of integration because several 
SMEs in different countries participate to benefit from the global market (Lee, 
Gereffi & Nathan, 2013). The study emphasized on firm characteristics such 
as firm size, age, location with interest on business city (commercial city with 
large and international markets) and capital city (city where the seats of state 
governments are domiciled), access to credit, ownership structure, technological 
capabilities and level of education. Although Gereffi (1994, 1999), Humphrey 
and Schmitz (2000); Humphrey (2001); Giuliani et al. (2005), and Gereffi et al. 
(2005) have all focused on upgrading with respect to product. Studies such as 
Majumdar (1997), Lee (2009), and Harvie, Narjoko & Oum (2010) discussed 
upgrading with respect to firm size as an important factor for existing or new 
SMEs, and should be considered a priority to boosting GVCs participation. In 
addition, the size of SMEs, if large or small, roles they play, benefits they gain 
in market power and access to credit are problems further explained in (Lee, 
2009). Nonetheless, Harvie et al. (2010), Wignajara (2013) and Arudchelvan 
& Wignaraja (2016) clarified the problems encountered by SMEs with size and 
performance in a competitive market, and then posited that most developing 
nations encounter firm size as a problem in GVCs participation.

There exists limited empirical evidence on investigating factors that influence 
Nigerian SMEs participation in GVCs for developing countries. Thus, policy 
decisions on GVCs in developing countries were formulated on research 
outcomes of GVCs studies in developed countries. Hence, there are differences 
in GVCs and the environment under which GVCs take place in developing 
countries. In addition, the different societal and economic structures create 
a difference in motivations and sources of GVC activities. Hence, the study 
empirically investigated factors that influence Nigerian SMEs participation 
in Global Value Chains (GVCs). The study covers manufacturing, retail and 
service sectors, and specifically analyzed a sample of 2676 firms from the World 
Bank Enterprise Survey data (2014).
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2. LITERATURE REVIEW
SMEs and Global Value Chains in Nigeria.
The market challenge to larger firms in Nigeria have ignited a high possibility 
of spin- off of small-scale businesses that provide services to smaller population 
or smaller markets through competition in different sectors such as agricultural, 
manufacturing, small and retail businesses (Eniola & Eketbang, 2014). This 
challenge was contradicted by Ajayi & Morton (2015) which posit that the 
presence of SMEs in Nigeria is not because of market competition but rather 
due to global financial crises, high cost of employment, level of working 
experience obtained and a quest for self- employment. The increase in smaller 
establishments has increased the participation of SMEs in business activities. 
Different schools of thought have identified the importance of SMEs and how 
they paved way for increased job creation, low cost of production, supply of 
credit facilities, networking and new products for consumptions and services 
(Aremu & Adeyemi, 2011; Eniola & Eketbang, 2014).
These activities are driven by individual creativity and innovative activities 
which have promoted growth and development. However, there are problems 
associated with SMEs which have limited their expansion and most times led 
to premature death of some firms namely financial issues, managerial expertise, 
inadequate infrastructure, social cultural, location and economic problems 
(Agwu & Emeti, 2014). These problems have complicated the activities of 
many SMEs and made it difficult for them to achieve efficiency and success in 
market competition and innovation process respectively. Innovation processes 
are “strictly on innovations that have growth on businesses and returns” 
(Ajayi & Morton, 2015). Despite the presence of SMEs in Nigeria, different 
dimensions in growth rate can be traced to the role played by both private firms 
and government in the establishment of SMEs: strong and efficient regulatory 
system and external support to market networks.

The links between GVCs and international trade have taken a new dimension 
as compared to pre-existing situation of international trade between countries. 

1Trade creation refers to the increased level of trade that results from the removal of trade barriers within a free trade area 
while trade diversion occurs when trade between countries within a free trade area replaces trade with third countries 
not a party to that free trade area (UNECA, AU and AfDB, 2017)
2The paper is not focusing on the GATT principle but I refer the reader to the World Trade Organization's GATT 
principles and Ismail,
F. (2018) for the detail explanations of the mentioned principles in GATT.
3 Critics of the neo-classical economist believed that asymmetric information among member States do undermine the 
interest of weaker member States in development by exposing them to harsh conditions that do not necessarily benefit 
them.
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To achieve GVCs in Nigeria, globalization, integration of firms with different 
countries, the production of goods and services are very important and open 
participation in open trade is viewed as one of the best options rather than 
protectionism that firms benefit (Cattaneo, Gereffi & Miroudot, 2013). The 
aim of globalization and integration of SMEs would connect different SMEs 
nationally and internationally.

These firms produce different parts of a product at cheaper prices around the world, 
and supply to other firms as sales in one market (Deardorff, 2001; Hummels, 
Ishii, & Yi, 2001; Saliola & Zanfei, 2009; Koopman, Wang & Wei, 2014 and 
Los et al., 2015). Although to achieve proper and successful integration, certain 
characteristics must be obtainable such as improved science and technologies, 
infrastructure, credit facilities, established government regulations, innovation, 
invention, availability of raw materials and improved awareness for use of 
and availability of products. Effective integration cannot be attributed only to 
macroeconomic policies but also to fiscal policies and structural adjustments 
(Allard, Kriljenko, Chen, Gonzalez-Garcia, Kitsios & Trevino, 2016).

Integration into the global value chains implies SMEs being part of an 
international production network4 in which intermediate inputs and services are 
produced in many different locations globally (Harvie et al., 2010; Ogunleye, 
2014 & OECD, 2014). This explains how Nigeria and other African countries 
optimize; source their inputs for overall export of final output and the level of 
globalization that she has achieved.

However, by participating in GVCs, SMEs in Nigeria are bound to increase 
firm's activities globally (Gereffi, 1994). Nigeria's participation in GVCs can 
be measured through her contribution to backward and forward integration. 
Backward and forward integration was introduced in Gereffi et al. (2005); 
Ogunleye (2014) as the best option to indicate which country especially 
developing countries participate in the supply chain network of goods and 
services. The study focused on explaining how a developing country gains in the 
market with strong supply power, reducing cost at the same time with improved 
efficiency of product (backward integration). In the same vein, countries would 
rather prefer vertical form of supply of goods and services (forward integration) 

4Production networks were first introduced by (Harvie et al. 2010; Wignaraja, 2013; and Arudchelvan and Wignaraja, 
2016).
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excluding the intermediate buyer rather than horizontal form of supply (Gereffi 
et al., 2005). This approach only favors the final buyer rather than the seller. 
The explanation of backward and forward integration by Ogunleye (2014) 
proves that African countries such as “Seychelles, Tanzania and Lesotho who 
participated in backward integration intensely have recorded 74%, 67% and 
66% respectively in GVC participation, while Nigeria has recorded only 45% of 
her supplies in GVC as backward integration. This suggests that these countries 
with higher percentages, source most of their inputs from developed countries 
as imported products to be used in overall export” (Ogunleye, 2014. This level 
of supply chain can be translated indirectly as the level of technological transfer 
within firms and countries (Bell & Pavitt, 1997). It has been observed that 
countries “with strong backward linkage (buying) tend to have weak forward 
linkages (selling)” and vice versa (Kowalski, Gonzalez, Ragousis & Ugarte, 
2015).

The benefits from backward and forward integration in Nigeria cannot be fully 
estimated (Watts, 2014). The most important are geographical location, “size of 
market and level of development” (Kowalski et al., 2015). In addition, Fernandez- 
stark, Frederick & Gereffi (2011) confirmed that this integration process would 
open the doors to upgrading of old products, and these new imports would trigger 
a new era of economic prosperity with respect to diversification. In addition, 
SMEs in various countries are forced to improve their R&D, innovation and 
invention, produce at the minimal average cost to maintain the pace of demand for 
new products as well as compete against different countries to maintain market 
share (Ogunleye, 2014). Still on backward and forward integration, (Fernandez-
stark et al., 2011; Ogunleye, 2014) emphasized more on backward and forward 
integration, how to measure and to improve GVCs participation in developing 
countries in Sub-Saharan Africa and conclude that if integration is to be very 
successful, government policy must be effective. Geographical proximity is 
very important because it bridges the distance between participants, reduces the 
cost of exchanging knowledge, information and then fastens the communication 
between actors (Doloreux, Zenker & Muller, 2008). The establishments of 
Free Trade Agreement (FTAs), Regional Trade Agreement (RTA) especially in 
West African states were regarded as strong ties in achieving this proximity 
(Izuchukwu, 2011).
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Role of  SMEs in Global Value Chains in Nigeria
SMEs are regarded as the linking route to globalization. While the actualization 
of GVCs is a necessary condition, the interaction of producers and buyers from 
different countries, is the sufficient condition for SMEs activities (Ajayi & 
Morton, 2015). A study by OECD (2008) supports this claim. The presence 
of Multinational enterprises (MNEs) with its high-level global networking 
attracts foreign direct investment which leads to economic development in host 
countries through spillover of capital, technology, skills and knowledge (Meyer, 
2004; Ghauri & Yamin, 2009; Lee & Gereffi, 2015). However, the presence 
of MNEs in Nigeria does not mean the distribution of goods and services in 
the market but rather create a linking network with other SMEs in different 
countries to improve operational activities. Cusolito, Safadi & Taglioni (2016) 
further highlighted the two main challenges SMEs face in low-income countries 
which could also determine its size as compared to other developing countries 
namely:

5 Governance means the framework and institutional structures by which rules (which includes laws at one extreme and 
norms at the other are set and implemented).
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6 The term international fragmentation was first introduced by Jones and Kierzkowski (1990), Hummels et al. (2001).
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7 A stratified random sample is one obtained by separating the population elements into non-overlapping groups, called 
strata and then selecting a simple random sample from each stratum (Lohr, Sharon 1999, pp.95).
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Source: Calculations using Nigerian Enterprise Survey Data (2014)
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It is also observed that the average value of the natural log of size is 2.33, with 
a standard deviation of 1.16. The natural log of age has an average value of 
3.04, with a standard deviation of 1.53. The variables having minimum values 
of 0 and maximum values of 1 are dummy variables while the variables with a 
minimum value of -9 and a maximum value of 100 are measured in percentages. 
It is further revealed from the descriptive statistics that the natural log of size 
has the lowest number of observations compared to other variables in the model.

The marginal effect explains how each regressor in the model explains the 
probability of participation by private and foreign ownership in GVCs. The 
empirical results from the marginal effect suggest that a percentage increase 
in the natural logarithm of firm size increases the probability of private and 
foreign ownership participation significantly by 10.4%. However, a percentage 
increase in the natural logarithm of firm age decreases the probability of private 
and foreign ownership participation significantly by 1%. Food and beverages, 
furniture and hotel/restaurant do not possess significant influence on private and 
foreign ownership participation in GVCs. It is however revealed that for firms 
that produce food and beverages, there is 4.6% higher chances of participating 
in GVCs than those that do not. Firms that produce furniture have 4% higher 
chances to participate in the GVCs than those that do not produce furniture, 
while firms that are engaged in the hotel/restaurant industry have 6.6% higher 
chances of participating in the GVCs than those that do not.

Furthermore, firms in a business city have 7% higher chances of participating 
in GVCs as against those that do not operate in a business city. This relation is 
observed to be significant. It was further observed from table 1 that firms in a 
capital city have 5.5% lower chances of participating in GVCs than those who 
do not operate in a capital city. It is worthy to note that both private owned and 
foreign owned firms have the same chances of participating in GVCs. Bank 
finance and non-bank finance increase the chances of firm participation in GVCs 
by 0.3% and 0.1% respectively. High-school can also be revealed to increase the 
participation of private and foreign owned firms in GVCs.

The results from the marginal effect show the significant influence firm size has 
in increasing the probability of its participation in GVCs. This indicates that 
firms that are larger in size participates more in GVCs compared to firms that are 
smaller in size. Also, firms that have been in existence much longer have lower 
probability to participate in GVCs. The firm sector (food/beverage, furniture and 
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hotel/restaurant) has no substantial contribution to the participation of private 
and foreign owned firms in GVCs. The result indicates the importance of location 
in GVCs. Firms situated in commercial nerve centers with international markets 
are more likely to participate more in GCVs than firms in capital city which are 
more likely to participate less in GVCs. Importantly, it does not matter whether 
firms are privately owned or foreign owned in terms of GVCs participation 
since the likelihood of participation are similar. Firms that are financed by banks 
have more likelihood of participating in GVCs relative to firms that are not 
financed by banks. In sum, this shows the importance of the banking sector to 
GVCs participation. The importance of high school to GVCs participation is 
further revealed.

Marginal effect explains the probability of participation by each variable, 
unlike the probit model which explains the level of significance. The pseudo 
R2 suggests that the estimated regression equation explain about 20% of the 
variation in the model. In_size is positive and statistically significant at 10% and 
5%. In_age is statistically
significant but negative at 10 % and 5% levels. This suggests that it does not 
contribute to GVCs. The variables business city and capital city are inversely 
related to each other. While business city contributes positively at 10% level 
of significant, capital city contributes negatively at 10%. This holds for all the 
models. Ownership of SMEs plays a vital role in GVC participation. Despite 
private ownership being positive and constant at 10% level of significance, 
foreign ownership was found to be positive but declines from 5% to 1%. This 
clearly results to a fall in its contribution. The access to bank credit is positive 
and significant at 10% compared to non-bank which is positive and significant 
at 1%, and this suggests that bank credit contributes more to GVCs. The 
introduction of high school which is positive and significant at 10% explains 
the reduction in level of significance of In_size from 10% to 1%. In sum, despite 
firm size playing a vital role in explaining SMEs contribution to GVCs, it still 
does not capture the ownership structure.

11 The large population growth may support investment through the provision of cheap labour in the economy. However, 
a large population may not support rapid growth if their income level or purchasing power is low.
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Table 1: Private and Foreign Ownership Participation in GVCs

Source: Authors' calculation based on Enterprise Survey Data (2014)

Private Ownership in GVCs Participation
After stratifying ownership into two different strata (private and foreign), the 
pseudo R2 of the private ownership suggests the same level of variation of 
20% in both private and foreign. In the different sectors, hotel and restaurants 
stands out from food & beverages and furniture with 5% level of significance. 
Private ownership showed high level of significance in all three models at 10% 
level of significance. Although other variables such as In_size, In_age, business 
city, capital city, bank and high school remain significant, and have the same 
result with respect to private ownership. The results explain further that, hotel 
and restaurant increased in level of significance from 1% to 5%. This increase 
was due to the introduction of high school in the estimated model. The size of 
firms is still positive and significant to SMEs participation and it explains the 
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increase in size of SMEs. For example, the probability of firms participating 
increases from 12% to 24% as firm size increases from 25 to 50, and it increases 
further from 28% to 36% when firm size increases from 75 to 100. The result 
suggests further that, firms who enter and maintain a strong market share in 
GVCs experience economies of scale which helps in overcoming their initial 
fixed cost.

Foreign Ownership in GVCs Participation
The pseudo R2 explains that the model has about 20% variation in the data. In 
addition, the foreign ownership showed some different interpretations. These 
differences are showed in In_size which is positive and significant from and 
thus does not play any role in the contribution of SMEs to GVCs. Unlike the 
food and beverages; furniture and hotel and restaurant in model 1, the food and 
beverages industry showed positive level of significance at 10% in furniture 
industry is only significant in model 2 and contributes positively to GVCs at 
10% level. The most important characteristics in these ownership structures is 
the hotel and restaurant industry. While the private ownership showed higher 
level of significance in all the models, the foreign ownership was positive and 
significant in GVCs in models 1 and 2. The ISO which is a measure of innovative 
activities is significant but non-positive, thus, does not contribute to GVCs. 
Variables such as In_size, hotel and restaurant, ISO and manager experience 
were less significant as compared to private ownership.

The study progresses by stratifying ownership into two (private and foreign 
ownership). The result from table 2 indicates that a percentage increase in 
the natural logarithm of size significantly increases the probability of private 
ownership participation in GVCs by 0.1%. However, the natural logarithm 
of age reduces the probability of private ownership participation in GVCs 
by 0.03%. Firms in the food and beverage industry as well as in the furniture 
industry have 3.2% and 4.2% higher chances respectively in participating in the 
GVCs than those that are not in these sectors. However, these relations are not 
statistically significant. It is revealed that private firms in the hotel/restaurant 
industry have a 7.3% significant higher chance of participating in the GVCs 
than those who are not in this industry. Furthermore, private firms which are 
located in the business city has a 6.7% higher chance of participating in the 
GVCs compared to firms which are not located in the business city. Private firms 
which are located in the capital city have a 5.1% lower chance of participating 
in the GVCs. It is also revealed from table 2 that bank credit increases private 
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ownership participation in the GVCs by 0.4% while high school increases 
private ownership participation in the GVCs by 0.1%.

Table 2: Private Ownership Participation in GVCs

Source: Authors' 'calculation based on Enterprise Survey Data (2014)

 
Table 3 presents the results of foreign ownership participation in GVCs. The 
result from the marginal effect show that a percentage increase in the natural 
logarithm of firm size leads to a 7% increase in the probability of foreign firms 
participation in GVCs. However, a percentage increase in the natural logarithm 
of age leads to a 10% decrease in the probability of foreign firm participation 
in GVCs.
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Table 3: Foreign Ownership Participation in GVCs

Source: Authors' Calculation using Enterprise Survey Data (2014)

 
The result indicates that firms in the food and beverage industry have a 5% 
statistically significant chances of participation in GVCs than those outside the 
industry. Foreign firms located in business city have 8% significant chances 
of participation in GVCs than those who are not located in the business city, 
whereas foreign firms located in capital city have 6% significant lower chances 
of participation in GVCs than those who are not located in the capital city. 
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It is further observed that bank credit and high school significantly increases 
the probability of GVCs participation of foreign firms by 0.4% and 0.1% 
respectively.

The aim of marginal effect is to examine not just the level of significance but also 
the probability of these variables contributing to GVCs. However, the paucity 
of literature on marginal effect on GVCs in Nigeria would limit its comparison 
to different literature. The study finds that the size of firms is determined by 
the total number of employees. The marginal effects in all three analyses, 
translates how the combination of both private and foreign ownership have a 
probability of 10.4%, while foreign ownership has 0.7% which is below 1%, 
private ownership have 1% of participating in GVCs. The combination of both 
private and foreign ownership would have higher probability as compared to 
individual ownership. Comparing business city and capital city which translates 
into the location of SMEs, the business city has positive and higher probability 
of participation at 7%; 8%; and 6.7% in the combination of private and foreign 
ownership, foreign ownership and private ownership respectively. Capital city 
has lower probabilities of participation namely 5.5%; 6% and 5.1% respectively. 
This suggests that SMEs with this ownership structure would not contribute to 
GVCs.

Access to credit which is divided into bank credit and non-bank all have smaller 
probabilities. Bank credit as a source of loan, albeit positive, contributes about 
4% to GVCs. The combination of private and foreign ownership contributes 
only about 1.1% when credit is obtained from non-banking sector. Thus, for 
SMEs to contribute to GVCs, they should have higher probability of obtaining 
loans from the bank. High- School which measures the level of experience of 
workers in a firm has the same likelihood of 0.1% probability of participating 
in GVCs.

The variable In_size, is positive and statistically significant. The level of 
significance is quite small and confirms the hypothesis that In_size is positive 
and contributes to GVCs. This result is consistent with Wignaraja (2002, 2013); 
Harvie et al. (2010) and Arudchelvan & Wignaraja (2016) that firm size is 
positive and highly significant in SMEs participation in GVCs. Supporting this 
positive relationship are Majumdar,
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1997; Biesebroeck, 2005; Serrasqueiro & Nues, 2008; Lee, 2009; Kushnir et 
al., 2010; and Luqman et al., 2017. However, Luqman et al. (2017) pointed 
out that firm size will have negative relationship in terms of total assets on 
performance. The role of age in determining how firms participate in GVCs 
is highly dependent on the level of experience (Deed & Rothaermel, 2003). 
Accumulated knowledge emanates from experience over a period, and this is 
common in older firms. Theoretically, the older the firm is, the more experienced 
they become especially in productive activities (Deed & Rothaermel, 2003; 
Kushnir et al., 2010; Serrasqueiro & Nunes, 2012. According to Serrasqueiro 
& Nunes (2012), the age of firms is necessary but not sufficient to boost GVCs. 
This means that attention should be placed on the features of young firms, such 
as new technology and the ability to transform R&D would encourage younger 
firms to compete against older firms and survive market fluctuation (Kushnir 
et al., 2010). Despite that older firms lose the battle of innovative activities 
and product upgrading to younger firms (Gereffi, 1999), it compensates this 
loss through loan finance from financial institutions. Credit institutions would 
always patronize older firms especially in developing countries. This is referred 
to as de facto advantage because of low risks involved with older firms unlike 
younger firms. The older firms have higher access to credits but this has no 
correlation to their level of innovation (Deed & Rothaermel, 2003).

According to Biggs & Shah (2006), market and institutional failure were regarded 
as the primary reason for negative relationship between private ownership 
of SMEs and GVCs. However, in Kay (1993), the solution to these failures 
was regarded as networking which consists of the “architect of contacts that 
solve the problems of SMEs competitive potentials” (Kay, 1993). Competitive 
potentials include but not limited to financial flows, sales revenue, payment to 
suppliers, returns to social capital and finally transfer of knowledge. Biggs & 
Shah (2006) had referred to this as value-added to SMEs output. In Nigeria, 
most private SMEs establish linkages with experienced firms of high-income 
countries, which are resource intensive, economically structured, growing 
interest in extracting and outsourcing the products of some firms as inputs (Kay, 
1993; Morris, Kaplinsky & Kaplan, 2012).

Cooke (2003) emphasized that human capital popularly referred to as 
knowledge capital rises with innovative inputs, the firm's internal knowledge 
for innovation, and cooperation on innovation with domestic universities. In 
addition, Wignaraja (2013) supported this statement and concluded that the size 
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of firm and level of education simultaneously contribute to GVCs. Despite high 
school education influencing the size of firm, it explains the sudden drop in 
level of significance (Tamer et al., 2003).

Thus, manager's experience plays no role in foreign domestic ownership, 
reasons such as high cost in hiring experienced managers especially with firm 
size, low productivity in foreign domestic firms entering manufacturing market 
who cannot speak the language, or does not know the market well (Quan, 2008). 
To strike a balance between private ownership and foreign domestic ownership, 
government intervention seems imperative. Government intervention enacts 
policy that encourages co-existence of ownership, transfer of knowledge, 
product up grade and improved networking (Pack & Westphal, 1986) and 
Gereffi et al., 2005).

Most importantly, Audretsch et al. (2005) pointed out that SMEs in Nigeria need 
to affiliate and collaborate with foreign corporations. It is expected that affiliation 
would “limit lock-in effect with the presence of international ties”. For example, 
SMEs in Nigeria cooperate less with foreign SMEs, limiting its resources and 
participating more in forward integration (Jegede, 2012; Ogunleye, 2014). 
Access to credit in Nigeria is presumed the most important factor for start-ups 
and the daily activities of SMEs (Ogunleye, 2014). Although, Wignaraja (2013) 
and Arudchelvan & Wignaraja (2016) posit that access to credit, and location 
of SMEs are positively related and significant to GVCs. This is consistent with 
the finding of this study as well as with the last hypothesis that access to bank 
credit and SMEs located in business cities are positive and significant. This is 
justified by the fact that SMEs located in business cities like Lagos, Kano, Port 
Harcourt, Aba, Onitsha, Nnewi amongst others have more tendencies to attract 
huge business, and is influenced by the concentration of banks, population 
and social activities. Despite these, the theory of upgrading and governance 
by Gereffi (1994, 1999) would not be undermined, and this would motivate 
SMEs to compete to attract larger market size. Thus expansion, improvement 
on innovative activities such as designs, introduction of new products, will 
facilitate the demand for capital and location of firms.

Robustness Checks
To check for robustness of empirical results, different estimation using the 
same probit model, excluding In_size and replacing it with large firms was 
8SME in this chapter represents small firms.
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done. The results were slightly affected by larger firms compared to SMEs8 
which were non- sequential, and hence, ignored. This novel approach was not 
employed by previous studies such as Harvie et al. (2010), Wignaraja (2013) 
and Arudchelvan & Wignaraja (2016). The coefficients of the large firms were 
significant in the three models, and they exhibited signs of consistency with 
GVCs relative to SMEs which were insignificant. Rather than use furniture, 
food and beverages, hotel and restaurants as the core sectors of focus, the 
manufacturing and self-service sectors were used. Due to these fundamental 
changes, the results were slightly adjusted. The results show that business city, 
private ownership, foreign ownership, bank credit, non-bank credit and high 
school were significant and positive except In_age which was significant but 
negative. These variables further explain their consistency in contributing in 
GVCs. Business city and private sector showed high level of significance. 
This further explains what drives the location of firms. One would puzzle why 
business city instead of capital city. It could be explained away by population, 
location of banks, commercial activities and firm clustering which attracts most 
SMEs to business cities than to capital cities. It was observed that the other 
two sectors contributed less to GVCs. More attention was focused on hotel and 
restaurants as the main drivers of and major contributors to GVCs in Nigeria. 
The marginal effect which was used to measure the probability of participation 
in GVCs indicate that large firms and business city have the highest probability 
of 0.06 (6%), while variables such as private ownership, foreign ownership, 
bank credit, non-bank credit and high school have probability less than 0.01 
(1%) suggesting that their level of participation was miniscule. In sum, SMEs 
in Nigeria have the tendency to participate in GVCs if the firm size is large, and 
the firm is located in business cities and focuses on service rendering activities 
in hostel and restaurants. Although the combination of private and foreign 
ownership is required but higher probability would be possible with private 
owners than foreign domestic owners. Such reasons as population size, capital 
base, and the ability for large firms to access to bank credits could complement 
for participation in GVCs.

Conclusion and Policy Implications
Three main findings were observed. First, SMEs size was important in GVCs 
participation. Even among the SMEs, firm size was found to be positive 
and significant in the three models indicating strong contribution to GVCs. 
Nevertheless, the robustness checks clearly identify the problem of size and 
streamline it to larger SMEs with employees greater than 99 as against smaller 
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SMEs with employees between 5 and 99. These results imply that economies 
of scale and SMEs resources, which are positively related to firm size, are 
relevant in overcoming initial entry into the value chains. Recent theories 
on GVCs participation indicates that shoes, electronics, and manufacturing 
have dominated the market over the years (Arudchelvan & Wignaraja, 2016). 
However, hotel and restaurant emerged as the most successful sector when 
analyzing the significance of Nigerian SMEs participation in GVCs. This result 
is consistent with Christian & Nathan (2013) and Daly & Gereffi, (2017). They 
posit that hotel and restaurant participation relies on nature and extent of tourism. 
Despite tourism providing revenue for countries in developing countries, the 
most important part of GVCs participation is the link between consumers and 
service providers (Daly & Gereffi, 2017).

Second, the theory of upgrading and governance, according to Gereffi et al. 
(2005), Fernandez-Stark et al. (2011) outlined how SMEs would improve 
their GVCs participation. This entails improvements in technology, service 
capabilities, and knowledge transfers. All of these translate into prompt and 
efficient service delivery, improved internet services used in and by hotels 
and restaurants, improvement in overall services rendered. This would enable 
customers to have easier access to services and products globally, besides; 
faster feedback of information such as inquiry and continuous upgrades in 
service packages. However, upgrading would be unsuccessful if governance 
was lacking and lagging. Gereffi (1999) and Fernandez- Stark et al (2011) had 
argued that these simultaneous activities would improve GVCs participation.

Finally, GVCs participation depends on the effectiveness of public policy. Given 
the intractable and pervasive corruption, governments at all levels have a huge 
role to play. This expected interventionist role would minimize both market 
failure and government failure. For example, if governments assist SMEs to 
obtain credits/loans, establish networks with foreign firms, support knowledge 
transfers and encourage products' standardization, massive confidence would 
be restored. This would encourage producer-buyer relationship in global 
transactions (Gereffi, 1994).
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