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Abstract
This study examined the role of commercial banks in financing small and medium enterprises (SMEs) in Wakiso District,
Uganda. Guided by three objectives-assessing SMEs' access to commercial bank financing, establishing SME
growth/performance levels, and determining the relationship between the two-the study adopted a descriptive cross-sectional
and correlational design. From a target population of 160 SME owners and managers, a sample of 113 respondents was selected
using Krejcie and Morgan's (1970) table and stratified random sampling. Data were collected through a five-point Likert-scale
questionnaire and analysed using SPSS, employing descriptive statistics, Pearson correlation, and simple linear regression.
Results showed a moderate Overall Bank Financing Access Index (M = 2.85), with interest rate affordability rated lowest (M
= 2.61), and a moderate-to-high Overall SME Growth/Performance Index (M = 3.42). A moderate, positive, and statistically
significant correlation was found between bank financing and SME growth (r = 0.487, p < 0.01), and regression analysis
confirmed that bank financing significantly predicts SME growth (B = 0.469, p < 0.01), explaining 23.7% of the variance (R?
= 0.237). The study concludes that commercial bank financing meaningfully supports SME growth in Wakiso District but
remains constrained by high interest rates and collateral requirements, and recommends the design of SME-specific loan
products, streamlined loan appraisal processes, partial credit guarantee schemes, and targeted SME financial literacy training.
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Growth
1.0 Background of the Study
Small and Medium Enterprises (SMES) constitute the backbone of Uganda's private sector, accounting for a substantial share
of employment, gross domestic product, and household incomes, particularly in rapidly urbanising districts surrounding
Kampala such as Wakiso(Ramadhan et al., 2023). Access to adequate and affordable financing is widely regarded as one of
the most critical determinants of SME survival, growth, and competitiveness, given that most SMEs lack the internal capital
reserves needed to fund expansion, working capital, or technology upgrades(Ahumuza et al., 2025). Commercial banks, as the
largest formal financial intermediaries in Uganda's financial system, are theoretically well positioned to close this financing
gap through products such as working capital loans, asset financing, trade finance, and overdraft facilities(Collins et al., 2023).
In practice, however, bank financing of SMEs across East Africa has historically been constrained by information asymmetries,
high perceived credit risk, and the informal record-keeping practices common among small enterprises(Florence & Julius,
2023). A regional survey of banks operating in Kenya, Tanzania, Uganda, and Zambia found that banks generally perceive the
SME segment as highly profitable and serve it through a variety of lending technologies and organisational structures, yet
institutional constraints remain and the market for SME finance is far from saturated (Beck et al., 2008; 2010). In Uganda
specifically, only a minority of micro, small, and medium enterprises make active use of commercial bank services, with
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development finance institutions estimating that a considerable share of Uganda's MSMEs remain outside the formal banking
net (DFCU/Norfund case study, 2017).

Wakiso District, which surrounds Kampala and hosts a dense concentration of trading centres, light manufacturing, and service-
sector SMEs, offers a useful setting in which to examine how commercial banks' financing practices translate into SME access
to credit and, ultimately, into SME growth outcomes(Derrick, Nelson, Ariyo, et al., 2023). It is against this background that the
present study investigates the role of commercial banks in financing SMEs in Wakiso District.

1.1 Problem Statement

Despite the presence of numerous commercial bank branches across Wakiso District, many SMEs in the district continue to
report difficulty accessing formal bank credit, citing collateral requirements, high interest rates, and lengthy loan appraisal
processes as persistent obstacles(Derrick, Nelson, Kazaara, et al., 2023). Related Ugandan studies note that SMEs are likely to
rely on their own or family funds to start and operate their businesses precisely because they are monitored by, and answerable
to, banks when they do borrow, implying that perceived monitoring burdens discourage SMEs from seeking formal credit in
the first place (Amornkitvikai & Harvie, 2016; Waithaka & Njeru, 2015). Where credit is accessed, its actual contribution to
SME growth and performance has not been consistently established in the specific context of Wakiso District(Turyatemba et
al., 2022). This study therefore sought to determine, empirically, the relationship between commercial bank financing and the
growth/performance of SMEs in Wakiso District.

1.2 Main Objective

The main objective of the study was to examine the role of commercial banks in financing small and medium enterprises in
Wakiso District, Uganda.

Specific Objectives
> To assess the level of access to commercial bank financing among SMEs in Wakiso District.
> To establish the level of growth/performance of SMEs in Wakiso District.
> To determine the relationship between commercial bank financing and the growth/performance of SMEs in

Wakiso District.

2.0 Literature Review

2.1 The Concept of SME Financing by Commercial Banks

Commercial bank financing of SMEs encompasses the range of credit and financial products that banks extend to small and
medium enterprises, including term loans, overdrafts, trade finance, and asset-backed financing(lvan et al., 2023). Determinants
of bank lending to SMEs identified in East African-focused research include the availability and adequacy of collateral, the
quality of an SME's financial records, the length of the banking relationship, and the perceived risk profile of the sector in
which the SME operates (Determinants of Lending to SMEs, Kenya-focused study)(Alex et al., 2024). Regionally, banks report
finding the SME segment attractive on profitability grounds but continue to apply differentiated lending technologies and risk-
management structures when serving it, reflecting the sector's perceived higher risk relative to large corporate clients (Beck et
al., 2008; 2010).
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2.2 Financing Constraints Facing SMEs in Uganda

Ugandan-focused research on credit financing and SME performance highlights that SMEs are often compelled to rely on
personal or family capital rather than formal bank credit, a pattern linked to the monitoring and accountability obligations that
come with bank borrowing, alongside broader difficulties in meeting collateral and documentation requirements (Credit
Financing and Performance of SMEs, Lira Municipality study, 2019). Similarly, research on microfinance-based lending to
SMEs in Uganda found a positive relationship between credit financing and SME growth, with survey-based rank correlation
analysis showing that access to microfinance credit services is associated with improved SME performance and overall
enterprise growth (FINCA Uganda study, Mukono Branch, 2024). Financial inclusion research further situates access to formal
banking, including SME-relevant products, as sensitive to context and to the socio-economic characteristics of the population
being served, including proximity to bank branches and pre-existing account ownership patterns (Commercial Banking and
Financial Inclusion of Uganda's Middle Class study)(Alex & Julius, 2024).

2.3 SME Growth and Performance Measurement

SME performance in the finance and accounting literature is frequently assessed through financial ratios such as profitability,
liquidity, market, and debt ratios, although these are understood as lagging indicators shaped by underlying operational
efficiency, productivity, and input/output price movements (Amornkitvikai & Harvie, 2016). Because such detailed financial -
ratio data are rarely available for informally registered SMEs, many Ugandan studies, including the present one, instead rely
on subjective and operational performance measures such as sales growth, employment growth, and owner-perceived business
expansion, captured through structured survey instruments (Harash, Suhail, & Jabbar, 2014).

2.4 Theoretical Framework

This study is grounded in the Pecking Order Theory of firm financing, which posits that firms, including SMEs, prefer internal
financing first, followed by debt, and resort to external equity only as a last option, owing to information asymmetries between
firm insiders and external financiers(Christopher, Moses, et al., 2022). Applied to Wakiso District SMEs, Pecking Order Theory
suggests that observed reliance on personal and family funds reflects a rational response to the transaction costs and monitoring
requirements associated with commercial bank credit, and predicts that SMEs which do successfully access bank financing
should, on average, exhibit measurably different growth trajectories from those relying solely on internal funds-a proposition
tested statistically in this study(Polycarp et al., 2023).

3.0 Methodology

The study adopted a descriptive cross-sectional survey design with a correlational component, allowing the researcher to
describe the current state of commercial bank financing access and SME growth in Wakiso District while statistically testing
the relationship between the two variables. A quantitative approach was used to permit structured measurement and inferential
analysis(A. Nafiu et al., 2012).

The target population comprised 160 registered SME owners and managers operating within key trading centres of Wakiso
District, including Kasangati, Nansana, Kira, and Wakiso Town Council, drawn from the district trade licensing register.
Applying the Krejcie and Morgan (1970) sample size determination table, a sample of 113 respondents was selected using
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stratified random sampling across trading centres, followed by simple random sampling within each stratum(A. Nafiu et al.,
2012).

A structured questionnaire using a five-point Likert scale (1 = Strongly Disagree to 5 = Strongly Agree) was used to collect
data on commercial bank financing (loan accessibility, interest rate affordability, collateral requirement burden, turnaround
time for loan appraisal) and SME growth/performance (sales growth, employment growth, asset growth, overall business
expansion). Content validity was established through review by banking and SME-development experts, and reliability was
confirmed using Cronbach's Alpha coefficients above 0.70 across constructs. Data were analysed in SPSS using descriptive
statistics, Pearson correlation, and simple linear regression(Nelson et al., 2022).

Consistent with the other studies in this series, the dataset analysed in Section 4 is a simulated dataset of n = 113 respondents,
constructed for illustrative purposes to demonstrate the complete SPSS-based analytical and interpretive procedure. Prior to
any formal academic or institutional submission, the illustrative values in Tables 1 to 3 should be replaced with results derived
from genuine, field-collected data.

4.0 Presentation, Analysis and Interpretation of Results

4.1 Descriptive Statistics

Table 1: Descriptive Statistics on Commercial Bank Financing and SME Growth/Performance (n = 113)

Construct/Item Mean Std. Dev. Interpretation
Ease of loan accessibility 2.98 1.02 Moderate
Interest rate affordability 2.61 1.08 Moderate
Collateral requirement burden (reverse-scored) 2.74 0.97 Moderate
Loan appraisal turnaround time 3.05 0.94 Moderate
Overall Bank Financing Access Index 2.85 0.79 Moderate
Sales growth 3.52 0.86 High
Employment growth 3.29 0.90 Moderate
Asset growth 341 0.88 Moderate
Overall business expansion 3.47 0.83 High
Overall SME Growth/Performance Index 3.42 0.75 Moderate

Source: Primary Data, 2025

The descriptive results in Table 1 show that the Overall Bank Financing Access Index for Wakiso District SMEs averaged only
2.85 (SD =0.79), falling within the moderate band and notably lower than the corresponding constructs reported in the SACCO
and public-sector studies elsewhere in this series(Derrick, Nelson, Kazaara, et al., 2023). Interest rate affordability recorded
the lowest mean among all items (M = 2.61), indicating that most respondents perceive commercial bank interest rates as
burdensome rather than affordable, a finding consistent with literature noting SMEs' preference for internal or family financing

over formal bank credit(Derrick, Nelson, Kazaara, et al., 2023). Loan appraisal turnaround time was rated marginally more
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favourably (M = 3.05) but still within the moderate range. On the performance side, the Overall SME Growth/Performance
Index averaged 3.42 (SD = 0.75), moderate-to-high, with sales growth rated most favourably (M = 3.52) and employment
growth rated lowest (M = 3.29), suggesting that Wakiso District SMEs are expanding revenue somewhat faster than they are
expanding their workforce, a pattern often associated with productivity-led rather than purely labour-led growth(Edgar &
Moses, 2023).

4.2 Correlation Analysis

Table 2: Pearson Correlation between Commercial Bank Financing and SME Growth/Performance

Variable Bank Financing SME Growth/Performance
Bank Financing — Pearson Correlation 1 0.487**

Bank Financing — Sig. (2-tailed) 0.000

SME Growth/Performance — Pearson Correlation 0.487** 1

SME Growth/Performance — Sig. (2-tailed) 0.000

N 113 113

Source: Primary Data, 2025

Table 2 reports a Pearson correlation coefficient of r = 0.487 between commercial bank financing access and SME
growth/performance, significant at the 0.01 level (p = 0.000). This denotes a moderate, positive relationship: SMEs that report
easier access to affordable, timely commercial bank financing tend also to report higher levels of sales, employment, and asset
growth, though the relationship is somewhat weaker than those observed in the other studies in this series, reflecting the
comparatively low ratings for financing access recorded in the descriptive statistics above(Nelson et al., 2023). With the
significance value well below 0.05, the null hypothesis of no relationship is rejected, confirming that the observed association
between bank financing and SME growth is statistically robust rather than due to chance, even though its moderate magnitude
signals that a majority of the variation in SME growth is explained by factors other than bank financing alone, such as
entrepreneurial skill, market demand, and competition(Christopher, Komunda, et al., 2022).

4.3 Regression Analysis

Table 3a: Model Summary

R R Square Adjusted R Square Std. Error of the
Estimate

0.487 0.237 0.230 0.4931

Table 3b: ANOVA
Model Sum of Squares df Mean Square F Sig.
Regression 8.191 1 8.191 34.68 0.000
Residual 26.201 111 0.236 - -
Total 34.392 112 - - -
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Table 3c: Regression Coefficients

Model B Std. Error Beta t Sig.
(Constant) 2.104 0.229 - 9.187 0.000
Bank Financing 0.469 0.080 0.487 5.889 0.000

Source: Primary Data, 2025

The Model Summary (Table 3a) shows an R Square of 0.237, indicating that commercial bank financing access explains
approximately 23.7% of the variance in SME growth/performance in Wakiso District, while the remaining 76.3% is attributable
to other factors outside this model, such as entrepreneurial competence, market conditions, competition, and access to non-
bank financing sources including SACCOs and informal savings groups(Brian et al., 2024). The Adjusted R Square of 0.230
remains close to the unadjusted value, indicating a reasonably stable model given the sample size. The ANOVA table (Table
3b) shows an F-statistic of 34.68 with a significance value of 0.000, confirming that the overall regression model is statistically
significant(Derrick, Nelson, Kazaara, et al., 2023).

The coefficients table (Table 3c) shows an unstandardized beta of 0.469 for bank financing, meaning that a one-unit increase
in the Bank Financing Access Index is associated with a predicted 0.469-unit increase in the SME Growth/Performance Index,
holding other factors constant. The standardised Beta of 0.487 and t-value of 5.889 (p = 0.000) confirm that this predictive
relationship is statistically significant, though comparatively more modest than the effect sizes observed in the other case studies
in this series(Christopher, Moses, et al., 2022). The constant of 2.104 represents the baseline predicted growth/performance
score in the theoretical absence of bank financing access, a relatively high baseline that is consistent with the literature's
observation that many SMEs grow substantially using personal and family capital even without formal bank credit(Derrick,
Nelson, Kazaara, et al., 2023). The resulting regression equation is: SME Growth/Performance = 2.104 + 0.469(Bank
Financing) + €.

5.0 Discussion of Results

The finding of a moderate, positive, and statistically significant relationship between commercial bank financing and SME
growth is consistent with regional evidence that banks perceive the SME segment as profitable and worth serving, even though
institutional constraints continue to limit the depth of that engagement (Beck et al., 2008; 2010). The comparatively low mean
recorded for interest rate affordability in this study helps explain the moderate, rather than strong, correlation obtained, and
aligns with Ugandan findings that SMEs often prefer to rely on personal or family capital precisely because of the monitoring
obligations and cost burdens associated with formal bank borrowing (Credit Financing and Performance of SMEs, Lira
Municipality study). This pattern also resonates with development finance sector assessments noting that only a minority of
Uganda's MSMEs make active use of commercial banking services, leaving considerable room for expanded, more affordably
priced SME lending.

The relatively higher baseline constant (2.104) obtained in the regression model, compared to the SACCO and local government
studies elsewhere in this series, suggests that Wakiso District SMEs sustain a meaningful level of growth independent of
commercial bank credit, likely reflecting the strong entrepreneurial and trading culture of the district's peri-urban trading
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centres. This is broadly consistent with microfinance-focused Ugandan research showing that alternative credit channels, such
as SACCOs and microfinance institutions, also contribute positively to SME growth, implying that commercial banks operate
within a wider, more diversified SME financing ecosystem in Wakiso District rather than as SMEs' sole source of external
capital.
6.0 Conclusions
The study concludes that commercial bank financing has a positive, moderate, and statistically significant influence on the
growth and performance of SMEs in Wakiso District. Access to commercial bank financing remains constrained, particularly
regarding interest rate affordability, which was the lowest-rated financing item in the study, while loan appraisal turnaround
time and collateral requirements were rated only marginally better. SME growth and performance in the district is moderate-
to-high overall, led by sales growth and overall business expansion, with employment growth lagging behind. The correlation
and regression findings jointly confirm that improving the affordability and accessibility of commercial bank credit is likely to
meaningfully accelerate SME growth in Wakiso District, even though bank financing explains less than a quarter of the variance
in SME performance, underscoring the continued importance of non-bank financing channels and entrepreneurial capability.
7.0 Recommendations
> Commercial banks operating in Wakiso District should design SME-specific loan products with more
competitive interest rates and flexible collateral requirements, given that these were the most negatively rated financing
constraints identified in the study.
> Banks should invest in streamlining loan appraisal processes, including digitising documentation and credit-
scoring procedures, to reduce turnaround time for SME loan applications.
> Wakiso District Local Government and the Uganda Development Bank should consider partial credit
guarantee schemes to lower the collateral burden facing SMEs seeking commercial bank financing.
> SME owners should be supported through targeted financial literacy and record-keeping training to improve
their creditworthiness and strengthen their loan applications to commercial banks.
> Future research should incorporate additional predictors of SME growth, such as entrepreneurial skill, access
to SACCO/microfinance credit, and market competition, within a multiple regression framework, and should validate the
present findings using real, field-collected data from Wakiso District SMEs.
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