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ABSTRACT

The study was carried out with the purpose of examining the effect of microfinance services
and financial performance of SMEs in Pallisa Town Council. The objectives for the study was;
to determine the effect of access to finance on financial performance of SMEs, effect of savings
mobilization on financial performance of SMEs and to determine the effect of financial literacy
and training on the financial performance of SMEs. The study applied a cross-sectional
research design on quantitative data from the designed research questionnaires where a total of
44 respondents participated in the study selected through simple random sampling method. The
data collected from the questionnaire was used on descriptive statistics analysis and the
information was presented in statistical form. Correlations and linear regression analysis were
used to analyze the relationship between microfinance services and financial performance of
SMEs. The study realized that there was a highly positive significant relationship between
microfinance institutions and financial performance of SMEs. However, the study pointed out
some of the challenges that derailed SMEs financial performance among which were, high
interest rate on savings, limited collateral security, incompetence of firm managers and
personnel in terms of skills and knowledge. Despite the above, the study however
recommended SMEs to promote a positive attitude towards future risk management while

ensuring adequate collateral.

Xii



ONE: INTRODUCTION

1.0 Introduction
This chapter will cover the following areas, the background of the study, statement of problem,

purpose of the study, objectives, scope of the study, significance, conceptual framework and

definition of the terms.

1.1Background of study
SMEs are often considered the engine of global growth, job creation, and human development,

particularly in developing nations, creators of operational efficiencies, generation of income
and providing a source of livelihoods for the majority of low-income households in an economy
(Ombongi and Long, 2018). However, despite their influential role in economic development,
research showed that SMEs are underperforming and maintain limited market share,
(Kulathunga, 2019).

Globally despite the fact that there has been a deteriorating and decreasing profitability of the
SMEs due to limited access to funds from financial institutions and lack of adequate capital for
business operations, in Holland, according to the Dutch Economic Board (2019) the new
lending to SMEs stood at EUR. 18 billion in 2018 indicating a gradual decline as compared to
2017 where it stood at EUR. 21 billion which made total outstanding business loans also
decrease slightly from EUR.328 billion in 2017 to EUR.325 billion in 2018 indicating

decreasing performance of SMEs in Holland.

In central Asia, in Uzbekistan, SMEs make up to 91.8% of registered businesses between 2010-
2018 making an increase by 51%. They play a significant role in the country’s economy
contribution of 54.9% GDP growth and 34.8% rise in investment. However, SMEs in
Uzbekistan have encountered low financial performance and according to Dildora Tadjibaeva
(2019), most SMEs in Uzbekistan have faced difficulties in their business operations as a result
of limited access to financial services, unfavorable business environment, and high interest
rates from microfinance institutions and at times high taxes from regulatory bodies. This is
evident in World Bank survey (2018) in Uzbekistan where access to financial business loans
and microcredits as a percentage of GDP declined from 8.0% in 2015 to 7.8% in 2017 and from
1.7% to 1.6%, respectively. The decline was related to the reduction of shares of the loans for

small business and microcredits in financial loans.
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