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ABSTRACT 

 

This study was to establish the extent to which debt financing of SMEs by commercial banks on the profitability 

of SMEs in mayuge town council. Specifically, the study sought to determine the effect of interest rates on the 

profitability of SMEs, to determine the effect of collateral requirements on profitability of SMEs and also to 

establish the effect of government policies on the profitability of SMEs. The study used descriptive correlation, 

comparative and cross-sectional survey designs. Data collected from 80 respondents using self-administered 

questionnaires as the key data collection instruments. Data was analyzed using frequency counts, means, and 

SPSS. The findings revealed that there was an effect of interest rates on the profitability of SMEs, the effect of 

collateral requirement5s on the profitability of SMEs. The debt financing   brings about effective, efficiency 

operations of the business which leads to profitability of SMEs. Recommendations based on the findings were 

that   SMEs   should embrace the use of independence in order to ensure profitability, SMEs should also focus on 

financial accounting and expertise programmed in order to improve on the profits. 
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CHAPTER ONE 

INTRODUCTION 

1.0Introduction 

This chapter deals  with the background to the study, the statement of the problem, the purpose of the study, the 

objectives of the study, the research questions, the scope of the study, the significance of the study, justification 

of  the study and operational definitions of terms and concepts.  

 

1.1 Background of the study  

 

Undoubtedly, access to finance from commercial banks is essential for the ongoing and  

sustainable growth and profitability of small and medium enterprises sector (SMEs), particularly  

retail businesses, through its role in enabling the creation of new businesses and nurturing the innovation process 

as well as stimulating the growth and development of existing businesses, which in turn, boost national economic 

growth (Abudulsaleh, 2013)   Indeed, in the  right business atmosphere, SMEs can grow into large firms, changing 

the game locally, carving their forte globally.   This process starts with supportive    administrations that create 

the right policy milieu, and then grows from there (World Bank, 2011) In fact, in India, Andhra Pradesh state 

authorities first began providing the IT sector with incentives in 1998. As a consequence of that, the city of 

Hyderabad presently anchors a flourishing futuristic industry whose many SMEs and other players have changed 

the face of India’s fifth-largest state (World Bank, 2011). 

 

High number of SMEs in the economy. Unfortunately, the cost of operating these businesses remains high in 

general as Sub-Saharan Africa is still ranked as the region in the world where it is According to data from the 

World Bank, many of the countries in Sub-Saharan Africa report a most difficult to do business. However, the 

business environment in several African countries has improved substantially over the last decade. Moreover, in 

many African countries, the retailing activity is distributed widely among a large number of more or less formal 

SMEs, while e.g. in China, economic activity is to a much larger extent organized in larger entities, both within 

manufacturing, agriculture and services (T, 2010). The Ugandan situation is such that even with the substantial 

contribution of small and medium enterprises to the Ugandan economy, the potential of the SMEs has not been 

envisaged fully and this is a distress for all stakeholders in the economy. Consequently, commercial bank debt 

financing, short and long term has become increasingly important in Uganda and world over as a major strategy 

in the development agenda for poverty reduction and in the promotion of Small and Medium Enterprises.
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