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ABSTRACT
This study examined on the effect of credit financing on the financial performance of
small and medium enterprises in Jinja city council. The study applied a cross sectional
research design and descriptive approach. Data was collected from 65 as a target
population with accessible unit of inquiry being 56 respondents consisting of retail
shops, boutiques, saloons, hardware, and mobile money shops. Data was collected with
a closed ended questionnaire and statistical package for social sciences was used for
analyzing data from which frequency tables, descriptive statistics, reliability, validity,
correlation and regression results were obtained. The study findings revealed that there
is a positive and significant relationship between credit policy and financial
performance, interest rate and financial performance, and also on credit management
on financial performance of small and medium enterprise. The study therefore
recommends that to improve on financial performance, factors of credit policy, interest

rate, and credit management should be considered
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CHAPTER ONE:

INTRODUCTION
1.0Introduction
This chapter presents the introduction, background of the study, problem statement,
purpose of the study, objectives, research questions, scope of the study, conceptual

framework, significance of the study, and definitions of key terms.

1.1 Background of study
Small and medium enterprises (SMEs) play a major role in employment creation and
economic growth in the whole world. A report by World Bank Group (2016) indicates
that formal SMEs contribute up to 45% of the total employment and 33% to Gross
Domestic Product (GDP) in the growing economies. Financial institutions (F.I) in many
countries in Africa do not avail SMEs with adequate finance. In fact, studies showed
that about 20% of SMEs in Africa have a clear line to credit from banks Macharia, P.
(2012). Research on financial performance of SMEs has revealed that the rate at which
small firms fail in developing economies in Africa is greater than in the already

developed economies (Ihua, 2009). For example, globally

According to annual report of World Bank, (FY2019/20) in German, showed poor
financial performance in that it generated only 54.4% in 2019 which was low as
compared to 63.7% of 2018 due to low profitability. Similarly in 2020 the performance
was reduced from 54.4% to 53.6% due to low return on sales and low market growth of

SMEs in German.

According to Chinese National Bureau of Statistics (CNBS 2016) in China, showed poor
performance of small business sectors where by 70.4% in 2016 of the small business
owners in China failed due to low market share as compared to 54% in 2015 and this
also led to the decline in Chinese GDP from 40% to 32% in 2016.

According to Boston (2020) in United States, the study showed poor financial
performance in that 3.3 million small business owner with an estimate of 40% only 1.2

million survived but a large number of 2.1 million with an estimate of 30% failed due low
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