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ABSTRACT

This study examined the effect of access to finance on financial performance of SMEs. The study
was guided by the following objectives notably, to examine the effect of cost of credit on financial
performance of SMEs, to examine the effect of collateral security on financial performance of
SMEs and to assess the effect of access to information on financial performance of SMEs in
Uganda. The study used a cross sectional research design, and a quantitative approach. Data was
collected from a target population of 100 of employees with accessible unit of 80 operators of
SMEs, using simple random and purposive sampling techniques. Data were collected with the aid
of closed ended questionnaire and Statistical Packages for Social Sciences was employed for
analysing data from which frequency tables, descriptive statistics (mean and standard deviation),
reliability, validity, correlation, and regression results were obtained. The study findings revealed
that there is a positive and a significant effect of cost of credit and financial performance of SMEs,
collateral security and financial performance of SMEs and access to information and financial
performance of SMEs. The study concludes that there is a strong predictive power that the
dimensions of access to finance contribute towards enhancing financial performance of SMEs in
Lira City. Finally, the study, recommends that efforts to improve the financial performance of

SMEs depends on access to finance (cost of credit, collateral security and access to information).

Xi



CHAPTER ONE
BACKGROUND OF STUDY

1.0 Introduction

This chapter presents the Background of study, Statement of the Problem, Purpose of the study,
Research objectives, Research questions, Scope of the Study, Content Scope, Geographical Scope,
Time Scope, Significance of the Study and Conceptual Framework.

1.1 Back ground of the study
Financial performance is the process of measuring the results of a firm’s policies and operations in

monetary terms (Erasmus, 2018). Also (Mark, 2018), defined financial performance a subjective
measure of how well a firm can use assets from its primary mode of business and generate
revenues, it has therefore been described in various form, such as, profitability, return on Assets
and return concerning the sales of any business. However, according to (National Small Business
Survey of Uganda, 2015), there has been poor and decrease financial performance evidenced by the
low profitability, return on assets liquidity, and return on sales of the SMEs, putting the current rate
of performance at 60% against the acceptable national standards of 80%. According to Oyeyinka
(2019), any business with a turnover of less than 100 million per annum and less than 300
employees are tagged as SME. From a regional perspective, Irene (2017) cited Abor and Quarterly
(2010) and provided a Southern African perspective stating that SMEs contributed 57% towards the

gross domestic product (GDP) and accounted for 61% of jobs created in the country.

Globally, a study conducted in the UK revealed that out of 500 SMEs surveyed, only 52%
reported being able to turn profit Clark (2022). Additionally, The National Bureau of Statistics
of China states that though 95% of firms in China are SMEs, the Small and Medium-sized
Enterprises Development Index (SMEDI) in 2020 was 76.4%, however, a sharp drop of 16.2
points was released in 2021. This caused a ripple effect on the national tax, caused a 3%
reduction in GDP and worsened the unemployment (Su, Guo, Ling, & Fan, 2022). The story is
similar in the United States where SMEs were subjected to low sales turnover rates, and a dip in
profits largely blamed on the COVID-19 pandemic (Hermes, 2021). Cited by (Henry, 2022)

In sub Saharan Africa, SMEs are facing a similar dilemma with over 70% of SMEs not being
able to celebrate their second anniversary (Gulesci, Loiacono, Madestam, & Stryjan, 2020;

Prabawani, 2013; RDB, 2020). A study conducted in Rwanda by RDB, (2020) revealed that
1
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