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ABSTRACT
This study investigates the relationship between access to informal finance, financial capability,
and the performance of Micro and Small-Scale Enterprises (MSSEs) in Kampala, Uganda. The
specific objectives were to examine the relationship between access to informal finance and MSSE
performance, assess the impact of financial capability on performance, and evaluate the influence
of both factors. A cross-sectional research design was employed, incorporating both quantitative
and qualitative data collection methods. Data was gathered using structured questionnaires and
interviews from a sample of 380 MSSEs in Kampala. The findings revealed a significant positive
relationship between access to informal finance and MSSE performance, with informal finance
playing a crucial role in improving sales returns, market share, and customer base growth.
Similarly, financial capability, particularly in areas of income management, financial acumen, and
strategic financial planning, was found to have a strong impact on performance. The influence of
access to informal finance and financial capability was also highly significant in enhancing the
overall success and sustainability of MSSEs. The study recommends that policymakers focus on
improving financial literacy among MSSE owners and expanding access to affordable informal
finance options. Additionally, MSSEs should be encouraged to develop long-term financial
strategies and make informed financial decisions to improve business sustainability. Further
research should explore the role of digital financial services and gender disparities in accessing

finance within the MSSE sector.

Keywords: MSSEs, informal finance, financial capability, performance, Kampala, Uganda.
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CHAPTER ONE

INTRODUCTION
1.1 Background
Micro and Small-Scale Enterprises (MSSEs) play a critical role in economies worldwide,
contributing significantly to employment, poverty alleviation, innovation, and economic growth
(Meressa, 2020b). Globally, MSSEs constitute the backbone of many economies, providing up to
70% of jobs in emerging markets and driving economic diversification (World Bank, 2021). In
Africa, they represent approximately 90% of businesses and employ over 60% of the continent’s
workforce (International Labour Organisation, 2019). Despite their significance, African MSSEs
face disproportionately high failure rates, largely due to limited access to finance, weak
institutional support, and high levels of informality that restrict their growth potential (Nannozi,

2019).

In Uganda, MSSEs contribute 30% of GDP, account for 90% of businesses, and employ 70% of
the workforce (Twinomugisha, 2022). These enterprises, ranging from micro businesses with up
to four employees to small firms employing between 5 and 49, are key drivers of innovation and
development. However, their performance trajectory remains fragile, with many failing to survive
beyond their fifth year (Sejjaaka et al., 2015). This underperformance is attributed to barriers such
as limited access to affordable credit, high operational costs, and low levels of financial capability
(Uganda Investment Authority, 2023). Compounding this challenge is the structural informality of
most MSSEs in Uganda, where businesses often operate outside legal and regulatory frameworks.

Such informality undermines their ability to access formal credit markets, restricts participation in



formal supply chains, and increases reliance on unregulated financial channels (Beck & Cull,

2014).

Kampala presents a compelling context for examining these issues. As the capital and economic
hub, Kampala hosts the highest concentration of MSSEs in Uganda, operating in diverse sectors
ranging from retail trade and services to manufacturing (UBOS, 2022). The city’s dense population
and dynamic market environment create both opportunities for growth and intense competitive
pressures. Moreover, Kampala epitomises the financial struggles of MSSEs: while financial
institutions are concentrated in urban centres, most MSSEs remain excluded due to collateral
requirements, high lending rates, and informality. Understanding how informal finance and
financial capability shape the performance of Kampala’s MSSE:s is therefore critical, as the city
reflects broader national challenges while offering a strategic starting point for policy and practical

interventions.

Informal finance has emerged as a vital alternative for MSSEs unable to access formal banking
services. It encompasses financial arrangements outside the traditional banking system, including
moneylenders, family, friends, and savings groups (Goyal & Kumar, 2021). These channels
provide flexible and immediate access to capital, allowing MSSEs to bypass the bureaucratic and
collateral-heavy requirements of commercial banks (Mugaiga & Tugume, 2020). However,
informal finance is not without risks: high interest rates, unpredictable terms, and the absence of
legal protections expose MSSEs to financial vulnerability and unsustainable debt cycles (Okpala
et al., 2018). The extent to which such financing supports or undermines business performance

depends heavily on the enterprise’s financial capability.



Financial capability refers to the knowledge, skills, attitudes, and behaviours required to manage
financial resources effectively and make informed financial decisions (Utami et al., 2021). In
business contexts, this includes the ability to plan and manage cash flows, evaluate financing
options, mitigate risks, and implement strategies that promote growth and sustainability (Saunders,
Cornett, & Erhemjamts, 2022). Financially capable MSSEs are more likely to leverage informal
finance responsibly, balance costs and benefits, and strengthen long-term performance. In contrast,
enterprises lacking financial capability may misuse such financing, increasing their exposure to

instability and failure.

This study is grounded in the Resource-Based View (RBV) theory, which explains how unique
resources and capabilities form the basis of competitive advantage. In this framework, access to
informal finance is conceptualised as a resource, while financial capability is a capability that
determines how effectively resources are utilised (Lubis, 2022). Both are potentially valuable, rare,
and difficult-to-imitate, meaning they can generate sustained performance advantages if
strategically managed. Linking RBV to MSSEs in Uganda thus provides a theoretical foundation
for exploring how these enterprises can transform financial constraints into opportunities for

competitive resilience.

Broader external pressures also shape the financial behaviour and performance of MSSEs. The
COVID-19 pandemic disrupted supply chains, reduced demand, and deepened financial
vulnerabilities across small businesses globally, with Ugandan MSSEs particularly affected by
lockdowns and restricted mobility (World Bank, 2022). At the same time, digitisation has emerged

as both a challenge and an opportunity: while digital financial services provide new avenues for



financial access, many MSSEs lack the technological readiness or literacy to benefit (GSMA,
2021). Furthermore, rising inflation and exchange rate volatility have eroded profit margins and
increased operational costs, further undermining performance. These contextual realities
underscore the urgency of strengthening financial capability and leveraging flexible financing

options for survival and growth.

Empirical studies show that access to informal finance can positively impact MSSEs by providing
more accessible credit compared to formal institutions (Nannozi, 2019). Nonetheless, the risks
associated with high costs and lack of regulation remain significant. If not addressed, MSSEs face
the catastrophic threat of financial instability, unsustainable debt burdens, and widespread business
closures. Such outcomes would stifle entrepreneurship, erode employment, and weaken Uganda’s
economic resilience, particularly in urban centres such as Kampala where MSSEs are pivotal to
livelihoods. This study, therefore, examines the relationship between access to informal finance,
financial capability, and the performance of MSSEs in Kampala.

1.2 Statement of the Problem

MSSEs strive to achieve an ideal state of high performance, characterised by strong profitability
(Abebe & Gebremariam, 2021), sustainable growth (Yang & Zhang, 2020), and increased
productivity (Meressa, 2020). Performance in this context reflects the ability of enterprises to
achieve their financial and strategic objectives, often measured through indicators such as sales
growth, profit margins, market share, and operational efficiency (Moktadir et al., 2020). Efforts
by both firms and state actors have been made to facilitate this ideal state, including various
interventions and policies such as the MSMEs Policy (2015-2025) and its corresponding

Implementation Strategy for 2016/17—2020/21 aimed at addressing structural bottlenecks (United



Nations Conference on Trade and Development, 2023). In addition, the Government of Uganda
has capitalised the Uganda Development Bank (UDB) to enable local entrepreneurs to access

financing at favourable interest rates.

Despite these interventions, the performance of MSSEs in Kampala remains weak, with many
enterprises closing down within the first five years of operation (Abaho et al., 2022). This
persistent underperformance manifests in shrinking profitability, limited growth trajectories, and
low levels of productivity, which undermine the role of MSSEs as engines of employment,
innovation, and income generation. The consequences of this performance crisis are far-reaching,
including loss of jobs, reduced household incomes, constrained economic transformation, and

diminished investor confidence.

Empirical evidence points to limited access to finance as a critical factor constraining MSSE
performance, with 74% of firms facing financial barriers and 73% hindered by the high cost of
credit (FSD Uganda, 2015). Other structural constraints, such as inadequate internet access (60%
of MSSEs), further limit operational efficiency and market competitiveness, exacerbating poor
performance outcomes. These barriers contribute directly to negative performance indicators,

including declining profit margins, stagnant growth, and weak productivity levels.

Given these challenges, informal finance emerges as a potential alternative for addressing MSSE
financial constraints. Unlike formal finance, informal channels offer greater flexibility,
accessibility, and immediacy, which may support MSSEs in overcoming liquidity shortages and

sustaining operations. However, access to informal finance alone may not be sufficient; enterprises



also require strong financial capability- the knowledge, skills, and practices to manage resources
effectively and make informed financial decisions. Therefore, the central problem of this study is
the persistent poor performance of MSSEs in Kampala, and the extent to which access to informal
finance and financial capability can enhance their profitability, growth, and productivity to ensure
long-term sustainability.
1.3 Purpose of the Study
This study aimed to assess the relationship between access to informal finance, financial capability,
and the performance of micro and small-scale enterprises in Kampala.
1.4 Specific Objectives of the Study
The following objectives guided the study:
I.  To examine the relationship between access to informal finance and the performance
of MSSEs in Kampala.
ii.  To assess the relationship between financial capability and the performance of MSSEs
in Kampala.
iii.  To evaluate the influence of access to informal finance and financial capability on the
performance of MSSEs in Kampala.
1.5 Research Questions
The study answered the following questions:
I.  What s the relationship between access to informal finance and the performance of MSSEs
in Kampala?
ii. Is there a relationship between financial capability and the performance of MSSEs in

Kampala?



What is the influence of access to informal finance and financial capability on the

performance of MSSEs in Kampala?

1.6 Significance of the Study

Policymakers: The findings of this study can provide valuable insights to policymakers for
formulating effective policies and interventions to support MSSEs. It can help them
understand the role of access to informal finance in MSSEs' performance and guide the
development of policies that promote an enabling environment for accessing formal
finance. This can lead to improved regulations, enhanced financial inclusion, and targeted
support mechanisms to foster the growth and sustainability of MSSEs.

Management of MSSEs: The study's results can offer practical implications for MSSESs'
management. It can provide them with a better understanding of the opportunities and
challenges associated with accessing informal finance. By understanding the impact of
informal finance on performance, MSSE managers can make informed decisions regarding
their financing options, optimize their financial strategies, and develop effective risk
management approaches. This knowledge can contribute to enhancing the overall
performance and competitiveness of MSSEs in Kampala.

Business owners: The research outcomes can directly benefit individual business owners
by highlighting the advantage of accessing the needed finance and how that influences
performance. It can raise awareness among business owners about the potential advantages
and risks associated with informal finance, helping them make informed choices regarding
their financial strategies. By understanding the factors influencing their performance,
business owners can take appropriate actions to improve their businesses' profitability,

growth, and sustainability.



iv.  Future researchers: The study can serve as a foundation for future research in the field of
MSSEs, informal finance, and performance. It can provide a framework for further
investigations and contribute to building a body of knowledge in this area. Future
researchers can expand on the findings, explore additional variables, conduct comparative
studies across different regions, and delve deeper into the mechanisms through which
informal finance impacts MSSEs. This research can further enrich the understanding of the
interplay between access to finance and MSSEs' performance, leading to future targeted
and effective policies and interventions.

1.7 Justification of the Study

The study exposed the connections between how MSSEs in Kampala accessed finances, how well
they utilised their finances, and how all that affected their performance. Such information could
help policymakers in identifying strategies to improve access to financial services for MSSEs as
well as help the entrepreneurs involved in establishing MSSEs understand the optimal financial

competencies that led to improved performance of their businesses.



1.8 Conceptual Framework
Figure 1: The Conceptual Framework Showing the Relationship Between Access to Informal

Finance, Financial Capability and Performance of MSSEs

ACCESS TO INFORMAL
FINANCE

e  Awareness |
o Affordability

PERFORMANCE OF
MSSEs
e Improved Sales Returns
e Increased Market Share
e Customer Base Growth

e Frequency of usage
e Perceived reliability

FINANCIAL CAPABILITY

e Income Management

e Usage of Appropriate
Financing Sources

¢ Financial Acumen

e Strategic Financial Planning

Source: Adopted from (Banker, Chang, Janakiraman, & Konstans, 2004; Claessens, 2006; Pike,
Neale, & Linsley, 2019)

The provided conceptual framework illustrates the intricate interplay between three key study
variables: access to informal finance, financial capability, and the performance of MSSEs. The
framework demonstrates that access to informal finance and financial capability influences the
performance of MSSEs.

1.9 Scope of the Study

1.9.1 Content Scope of this study

The study explored the interplay between access to informal finance and MSSE performance,
examined the relationship between financial capability and the performance of MSSE, and
assessed the influence of access to informal finance and financial capability on MSSE

performance.



1.9.2 Geographical scope of this study
This study was conducted in the central region of Uganda, specifically in Kampala District, Central
Division. This geographical area was selected because there were many MSSEs, which would

facilitate easy access to the necessary information for the researcher.
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CHAPTER TWO

LITERATURE REVIEW
2.1 Introduction
The Literature review examines previous studies related to the extent of reliance on informal
finance by MSSEs, the relationship between access to informal finance and MSSE performance,
and the relationship between financial capability and the performance of MSSEs.
2.2 Theoretical Review
The underlying theory for this study is the Resource-Based View (RBV) theory. Developed by
prominent scholars in strategic management, such as Jay Barney and Birger Wernerfelt, the RBV
theory is a foundational concept for understanding the various factors that affect the performance
of enterprises (Lubis, 2022). This theory indicates that a firm's performance and competitive
advantage are shaped in large part by the specific combination of resources and skills at its
disposal. In the context of this study, RBV offers a lens through which to comprehend the interplay
between access to informal finance, financial capability, and the performance of MSSEs. It allows
us to examine how the distinctive resources (informal finance) and capabilities (financial
capability) of these enterprises contribute to their competitive advantage and overall performance

(Assensoh-Kodua, 2019).

By embracing the RBV theory, we gain a framework for understanding why certain MSSEs
outperform others, as it focuses on the possession of resources and capabilities that confer a
sustainable competitive advantage by being valuable, rare, difficult to imitate, and lacking close

substitutes. Thus, RBV helps explain the relationships among the study variables by emphasizing

11



the strategic importance of these resources and capabilities in shaping the performance and

competitive advantage of MSSEs in Kampala.

However, the RBV theory is not without its limitations and assumptions that warrant critique. One
key assumption is that resources are heterogeneous and immobile, meaning that resources and
capabilities differ significantly across firms and are not easily transferable or replicable by
competitors. This assumption may not always hold true, especially in dynamic markets where
technological advancements and knowledge dissemination can quickly erode the uniqueness of
resources (Chahal et al., 2020). Additionally, RBV tends to focus primarily on internal resources
and capabilities while potentially underestimating the influence of external factors such as market
conditions, regulatory environments, and socio-economic contexts that can also significantly
impact firm performance (Davis & DeWitt, 2021). Furthermore, the theory assumes that firms can
accurately identify and leverage their valuable resources, which may not always be the case,
particularly for smaller enterprises with limited strategic management expertise (Beamish &
Chakravarty, 2021). These gaps suggest that while RBV provides a robust framework, it should
be complemented with other theoretical perspectives to fully capture the complexities of MSSE
performance.

2.3 Performance of MSSEs

Business success can be defined as the achievement of business goals and objectives, resulting in
financial stability, growth, and profitability (Moktadir et al., 2020b). Business success often
involves various factors, including effective planning, market research, customer service, product
quality, innovation, efficient operations, and strategic decision-making. To achieve business

success, it is important to have clear knowledge of your target audience, market demand, and

12



competition. It is also important to have a solid business plan that outlines your goals, strategies,
and tactics. Maintaining a strong focus on customer service and product quality can help a firm

build a loyal customer base, which is critical for long-term success.

Moreover, continuous improvement and innovation are also vital for staying competitive and
maintaining relevance in the market. Achieving operational excellence through well-defined
processes, a strategic supply chain, and rigorous cost management, can help MSSEs maximise
profits and reduce waste. Ultimately, the key to business success is to be flexible, adaptable, and
responsive to changes in the market and industry trends. By continuously evaluating performance,
refining strategies, and staying focused on goals, MSSEs can build a thriving and sustainable
business (Benz, 2022).

2.3.1 Improved Sales Returns

Enhanced sales returns are widely recognised as a critical indicator of MSSE performance,
signalling not only increased revenue but also an enterprise’s effectiveness in employing sales
strategies, engaging customers, and responding to market demands. According to Alabdullah,
Ahmed, and Ahmed (2021), financial performance metrics like sales revenue are pivotal in
determining the overall success and sustainability of MSSEs. This view is supported by
Gartenberg, Prat, and Serafeim (2019), who highlight the importance of market research and
customer service as foundational to achieving business success, suggesting that these elements

play a vital role in driving sales returns.

However, while improved sales returns are a positive indicator, focusing solely on sales metrics

can oversimplify the broader, more nuanced picture of MSSE performance. Relying heavily on

13



sales returns as the primary indicator can overlook other essential aspects of business health, such
as operational efficiency, cost management, and long-term customer loyalty, which are also crucial
for sustained performance and competitive advantage (Kumar et al., 2020). Additionally, the
effectiveness of sales strategies may vary significantly across different industries and customer
demographics, making it essential for MSSEs to diversify their performance metrics to capture a

well-rounded assessment of their business impact and resilience (Johnson, Lee, & So, 2022).

Furthermore, while adapting to market demands is essential for MSSEs, rapid shifts in sales
strategies to meet these demands may create inconsistencies that could affect long-term customer
relationships and brand stability. As Smith and Thompson (2018) argue, a balanced approach that
integrates customer loyalty programs and sustainable operational practices is often more beneficial
than focusing exclusively on immediate sales returns. Therefore, while improved sales returns
demonstrate adaptability and responsiveness, MSSEs should adopt a more comprehensive view of
performance that incorporates diverse metrics to ensure financial sustainability and competitive
longevity.

2.3.2 Increased Market Share

Increased market share refers to the ability of a business to expand its customer base and capture
a larger portion of the market relative to competitors. For MSSEs, gaining market share is crucial
for enhancing profitability, business growth, and long-term sustainability (Rahman et al., 2020).
Market share growth often reflects an enterprise’s ability to innovate, maintain competitive
pricing, and effectively market products or services, all of which contribute to improved

performance. According to Puspaningrum (2020), MSSEs that strategically position themselves

14



within niche markets or leverage their agility to respond to changing consumer demands are more

likely to increase their market share, leading to enhanced visibility and competitiveness.

Moreover, increased market share can lead to economies of scale, allowing MSSEs to reduce costs
per unit by distributing fixed expenses over a higher sales volume (Udriyah et al., 2019). This, in
turn, can result in increased profitability, which is a key indicator of overall business performance.
A growing market share also reflects an MSSE’s ability to build customer loyalty and adapt to

competitive pressures, helping the enterprise secure a stable position in the marketplace.

However, a notable gap in the literature is the limited exploration of how MSSEs in developing
economies, such as Uganda, can effectively increase their market share in highly competitive and
resource-constrained environments. While studies have explored the importance of marketing
strategies and product innovation, there is insufficient research on the specific challenges MSSEs
face in gaining market share in informal or rural markets, where traditional marketing channels
and competitive dynamics may differ significantly (Nannozi, 2019). Additionally, the role of
digital marketing and e-commerce in driving market share growth for MSSEs has not been fully
explored, despite the increasing adoption of technology in these sectors (Dzogbenuku & Keelson,
2019).

2.3.3 Customer Base Growth

The expansion of the customer base is widely recognised as a significant factor influencing the
performance of MSSEs by driving increased revenue, enhancing market stability, and fostering
long-term sustainability. Santa, MacDonald, and Ferrer (2019) argue that a growing customer base

reflects the effectiveness of MSSESs' marketing strategies, customer service initiatives, and overall
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market penetration efforts. This viewpoint is supported by Taouab and Issor (2019), who highlight
that revenue generation, essential for MSSE sustainability, is fundamentally tied to an expanding
and diversified customer base. By attracting new customers while retaining existing ones, MSSEs
can reduce dependency on specific segments and mitigate risks associated with fluctuating
demand. However, a purely growth-focused approach may overlook the potential strain on
resources, as rapid expansion can lead to operational inefficiencies and diminished service quality

if not managed properly (Ahmed & Nwankwo, 2021).

Moreover, the expansion of a customer base can enhance brand recognition and market
positioning, allowing MSSEs to leverage economies of scale. Tortorella, Giglio, and van Dun
(2019) emphasise customer loyalty as a critical driver of sustained profitability, with repeat
business and word-of-mouth referrals playing a crucial role. Effective customer retention strategies
not only increase revenue but also reduce acquisition costs and enhance the lifetime value of each
customer, as argued by Hamzah and Shamsudin (2020). However, while customer loyalty and
satisfaction contribute positively to performance, these strategies can be resource-intensive, and
smaller enterprises may struggle to allocate adequate resources toward customer relationship

management (CRM) systems, which are vital for fostering such loyalty (Smith, 2020).

Additionally, an expanding customer base provides MSSEs with insights into industry dynamics
and evolving customer preferences, which can inform more effective decision-making (Klaic et
al., 2020). Although this insight can support competitive advantage, there is the risk of
overestimating the benefits of market expansion. Rapid customer base growth without an adaptable

business model may lead to overstretched resources, thereby compromising service quality and
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customer satisfaction (Lee & Chowdhury, 2022). This detailed view highlights that while customer
base expansion can significantly enhance MSSE performance, it must be balanced with resource
capabilities and operational adaptability to achieve sustainable growth.

2.4 Access to Informal Finance and The Performance of MSSEs

Informal finance refers to financial transactions, activities, and services that operate outside the
traditional banking and formal financial sector. In this context, individuals and businesses engage
in financial arrangements without the involvement of established financial institutions such as
banks or credit unions (Goyal & Kumar, 2021). Access to informal finance refers to the ability of
MSSEs to obtain financing from non-traditional sources such as family, friends, moneylenders, or
informal savings groups (Mawejje, 2019). To understand how access to informal finance
influences the performance of MSSEs, this sub-section looks at the factors which influence access
to informal finance and how that influences the performance of MSSEs (Shaaban, 2019). The
factors influencing access to informal finance include; awareness, affordability, frequency of
usage, and, perceived reliability (Franklin et al., 2019).

2.41 Awareness

Awareness, in the context of MSSE financing, refers to the degree to which business owners are
informed about the available informal finance options and their respective benefits and risks
(Karjaluoto et al., 2019). A lack of awareness can significantly limit MSSEs' ability to access
alternative funding sources that may be more flexible and accessible than conventional finance,
thus resulting in missed opportunities for growth and the inability to meet urgent financial needs.
Studies suggest that businesses with limited awareness are often restricted to formal financial
channels, which can impose stringent lending conditions and collateral requirements that many

small enterprises cannot meet (Miller & Jones, 2021).
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Conversely, higher awareness of informal finance options has been shown to increase MSSEs'
utilisation of these resources, ultimately benefiting business operations by providing funding that
is often more accessible and immediate (Kim et al., 2022). Entrepreneurs who are well-informed
about informal finance options can diversify their funding sources, thereby reducing reliance on
formal credit institutions and enhancing cash flow management. This diversity in financing is
essential for maintaining business flexibility and resilience, particularly in fluctuating market
conditions. However, while awareness of informal finance can empower MSSEs, some researchers
argue that this alone may be insufficient without adequate financial literacy to evaluate the risks
associated with informal finance, such as higher interest rates and lack of regulatory oversight
(Johnson & Sherraden, 2019). Therefore, while increased awareness can facilitate growth, it must
be coupled with financial literacy to ensure that MSSEs do not fall into unsustainable debt cycles

or expose themselves to exploitative lending practices (Ozili, 2020; Nannozi, 2019).

In this regard, awareness must also extend beyond simply knowing about informal finance options
to include an understanding of the strategic application of these resources, as well as the potential
risks and rewards. Awareness efforts should, therefore, include education on the financial
implications and sustainability of informal finance to enable entrepreneurs to make informed
decisions that genuinely support business expansion and resilience (Brown & Choi, 2021).

2.4.2 Affordability

Affordability in the context of informal finance refers to the costs incurred by MSSEs when
accessing financial support, particularly interest rates and fees (Mogaji et al., 2021). High costs
associated with informal finance can indeed discourage MSSEs from pursuing these options, as

they may significantly erode profitability and limit repayment capacity. The lack of affordability
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often places financial strain on businesses, counteracting any positive effects that might come from
accessing additional capital. For example, excessive interest rates can reduce cash flow, leaving
MSSEs with insufficient funds to invest in growth, maintain operations, or meet other financial

obligations (Demirgui¢-Kunt et al., 2020).

While informal finance offers a flexible solution for working capital, investments, and emergency
funds, high costs undermine these benefits and can drive MSSEs into unsustainable debt cycles,
leading to financial instability (Karlan et al., 2017). Furthermore, the absence of regulatory
oversight in informal finance markets can contribute to exploitative lending practices, worsening
the financial burden on businesses (Beck & Cull, 2014). Lower-cost financing options, conversely,
can enhance financial viability and support MSSEs in achieving stability and growth, highlighting
the need for policy interventions to regulate informal finance costs and protect small businesses.
Addressing affordability is thus crucial to ensure that informal finance genuinely benefits MSSEs
and supports their long-term performance and sustainability (Demirgii¢c-Kunt et al., 2020).

2.4.3 Frequency of Usage

The frequency of usage indicates the extent to which MSSEs rely on informal finance to meet their
financial needs. Regular use of informal finance can provide consistent support for day-to-day
operations and enable strategic investments, underscoring its role as an accessible financial
resource (Ozili, 2020). However, while frequent usage may demonstrate the accessibility and
flexibility of informal finance, it may also mask underlying financial vulnerabilities. Studies
suggest that high dependency on informal finance, especially for recurrent needs, may signal
inadequate cash flow management or limited access to more stable funding options (Mambula,

2002).
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Critically, overreliance on informal finance can introduce significant risks, as these sources often
come with high-interest rates and lack regulatory protections, making MSSEs susceptible to
unsustainable debt levels (Okpala et al., 2018). The sustainability of frequent borrowing is further
challenged by its potential to inhibit long-term growth, as businesses caught in cycles of high-
interest debt may struggle to allocate funds for innovation or expansion (Demirgii¢c-Kunt et al.,
2020). Therefore, maintaining a balanced approach to informal finance usage is essential for
MSSEs to achieve financial stability and sustainable growth. In this context, it is crucial for MSSEs
to develop financial capabilities that allow them to discern when informal finance is strategically
advantageous versus when it may lead to financial strain (Utami et al., 2021).

2.4.4 Perceived Reliability

Perceived reliability refers to the trust and confidence that MSSE owners place in informal finance
sources, shaping their willingness to rely on these channels for critical business financing needs
(Mogaji et al., 2021). This perceived reliability includes the belief that such sources are consistent,
accessible, and dependable, especially in comparison to formal financial institutions that often
impose rigid conditions. Research supports the notion that informal finance is often favoured by
MSSEs for its adaptability and responsiveness, which can be essential in addressing urgent

financial needs (Karjaluoto et al., 2019).

However, the perception of reliability in informal finance also introduces a complex paradox.
While trust in these sources can encourage strategic decision-making, it may also increase MSSE
vulnerability, as informal finance lacks the regulatory oversight and consumer protections typical
of formal financial institutions (Demirgii¢c-Kunt et al., 2020). This reliance on unregulated finance

sources can expose MSSEs to fluctuating interest rates, unpredictable terms, and heightened risks
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of over-indebtedness (Nannozi, 2019). Therefore, while perceived reliability in informal finance
fosters a supportive business environment, it may also obscure the potential financial risks
associated with informal borrowing, presenting both opportunities and challenges for MSSE
growth and stability (Okpala et al., 2018).

2.5 Financial Capability and the Performance of MSSEs.

The relationship between financial capability and the performance of MSSEs is multifaceted.
Financial capability, in this case, encompasses; income management, usage of appropriate
financing sources, financial acumen, and strategic financial planning (Utami et al., 2021).

2.5.1 Income Management

Income management refers to the ability of an enterprise to effectively monitor, control, and
optimise its income streams (Carpena, Cole, Shapiro, & Zia, 2019). In the context of MSSEs,
managing income is crucial for ensuring consistent cash flow, maintaining liquidity, and
addressing operational costs. Effective income management allows MSSEs to plan and allocate
resources efficiently, which directly impacts their profitability and financial sustainability (Kadoya
& Khan, 2020). According to Meressa (2020), MSSEs that effectively manage their income
streams are more likely to sustain operations during financial downturns and can better capitalise

on growth opportunities.

However, a key gap in the literature is the lack of focus on the role of digital tools in enhancing
income management for MSSEs, particularly in developing countries like Uganda. The increasing
adoption of financial technologies (FinTech) could offer MSSEs more precise ways to track and
manage income, but studies on how these technologies influence income management are limited

(Cornée, 2019).
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2.5.2  Financial Acumen

Financial acumen refers to the knowledge and skills related to understanding and interpreting
financial information to make sound business decisions (Muchaendepi, Mbohwa, Hamandishe, &
Kanyepe, 2019). This includes the ability to assess financial risks, understand market trends, and
make budgetary decisions that improve performance (Gotas, 2020). MSSEs with strong financial
acumen are more likely to make strategic investments and avoid financial pitfalls, which in turn

can lead to enhanced profitability, competitiveness, and business growth (Ademola et al., 2020).

One gap in the literature is the limited exploration of how MSSEs acquire financial acumen,
particularly in developing economies. While formal education and training programs are often
suggested, many MSSE owners rely on informal methods or experiential learning, which has not
been adequately studied in terms of its effectiveness (Gijsbrechts et al., 2022).

2.5.3 Appropriate Financing Sources

The strategic utilization of appropriate financing sources can influence the performance of MSSEs
by facilitating growth, mitigating financial risks, and enhancing operational flexibility. According
to Saunders, Cornett, and Erhemjamts (2022), access to diverse financing options enables MSSEs
to fund expansion initiatives and navigate unforeseen financial challenges. By identifying and
leveraging appropriate financing sources such as informal finance operators, MSSEs can optimize
their capital structure, lower financing costs, and improve overall financial health. This aligns with
the findings of Gurtu and Johny (2021), who emphasize the importance of financial management
practices in ensuring the sustainability of MSSEs. Through the prudent selection and utilization of
financing sources, MSSEs can enhance their ability to seize growth opportunities, adapt to market

changes, and achieve long-term success.
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Furthermore, the utilization of appropriate financing sources influences MSSEs' operational
flexibility and resilience, which are crucial for navigating dynamic business environments. As
highlighted by Saunders et al. (2022), accessing flexible financing options allows MSSEs to
respond quickly to changing market conditions, fund short-term working capital needs, and
capitalise on emerging business opportunities. By diversifying their financing sources and
structuring financing arrangements to align with their cash flow cycles, MSSEs can reduce
dependency on any single funding provider and mitigate the risks of financial distress (Ye &
Kulathunga, 2019). Moreover, the strategic utilization of appropriate financing sources enables
MSSEs to optimize their cost of capital, improve profitability, and enhance shareholder value.
2.5.4 Strategic Financial Planning

Strategic financial planning involves long-term financial forecasting and budgeting aimed at
achieving business objectives (Khan & Zada, 2020). For MSSEs, strategic financial planning helps
in setting realistic financial goals, managing risks, and ensuring that resources are available for
future growth. The ability to plan for the future is often a determinant of business sustainability,

particularly for MSSEs facing volatile markets and limited resources (Yang & Zhang, 2020).

Despite the recognised importance of strategic financial planning, the literature lacks a detailed
analysis of how MSSEs in developing countries implement these practices, particularly when they
lack access to advanced financial tools or advisory services. There is also a need for empirical
studies that measure the direct correlation between strategic financial planning and business

outcomes in MSSEs.

23



2.6 Summary of the Literature Review

Performance of MSSEs

The reviewed literature highlights that the performance of MSSEs is multifaceted, with critical
indicators including improved sales returns, increased market share, and customer base growth.
Enhanced sales returns reflect effective sales strategies and market responsiveness but may
oversimplify performance by neglecting operational efficiency and customer loyalty (Kumar et al.,
2020). Market share growth is pivotal for profitability and competitiveness, driven by innovation,
pricing strategies, and marketing, yet there is limited focus on how MSSEs in resource-constrained
settings navigate such growth (Nannozi, 2019). Customer base expansion boosts revenue and
market stability, but rapid growth risks operational inefficiencies and reduced service quality (Lee
& Chowdhury, 2022). Gaps remain in understanding the unique challenges MSSEs face in
informal or rural markets and the role of digital tools in driving sustainable growth. Further
research on balancing resource capabilities with expansion efforts is essential for practical insights
into MSSE performance.

Access to Informal Finance and The Performance of MSSEs

The literature reveals that access to informal finance significantly influences the performance of
MSSEs by providing flexible and immediate funding outside formal financial institutions (Goyal
& Kumar, 2021). Key factors affecting this access include awareness, affordability, frequency of
usage, and perceived reliability. Awareness enhances MSSEs’ ability to leverage informal finance
but must be complemented by financial literacy to mitigate risks such as unsustainable debt cycles
(Karjaluoto et al., 2019; Johnson & Sherraden, 2019). Affordability remains a critical challenge,
with high interest rates eroding profitability and increasing financial vulnerability (Demirgl¢-Kunt

et al., 2020). Frequent usage of informal finance underscores its accessibility but also highlights
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risks of overdependence and financial strain (Ozili, 2020). Perceived reliability fosters trust but
can expose businesses to unregulated practices and inconsistent terms (Mogaji et al., 2021). While
the literature underscores the importance of informal finance, gaps remain in understanding how
MSSEs can balance its benefits with associated risks, particularly in resource-constrained and
unregulated environments (Nannozi, 2019).

Financial Capability and the Performance of MSSEs

The literature highlights that financial capability, encompassing income management, financial
acumen, usage of appropriate financing sources, and strategic financial planning, is critical for the
performance of MSSEs (Utami et al., 2021). Effective income management ensures cash flow
stability and operational sustainability, but gaps remain in understanding how digital tools enhance
this process, especially in developing economies (Carpena et al., 2019; Cornée, 2019). Financial
acumen enables informed decision-making, yet little is known about how MSSEs acquire these
skills through informal or experiential methods in low-resource settings (Muchaendepi et al., 2019;
Gijsbrechts et al., 2022). Leveraging appropriate financing sources improves growth and
resilience, but further exploration is needed to optimise financing strategies in volatile markets
(Saunders et al., 2022). Strategic financial planning drives long-term sustainability; however, the
implementation challenges faced by resource-constrained MSSEs and its direct impact on business

outcomes remain underexplored (Khan & Zada, 2020; Yang & Zhang, 2020).
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CHAPTER THREE

METHODOLOGY
3.1 Introduction
This section presents the research design that was used, the study area, the population of the study,
the sampling method and criteria, the tools to be used for data collection, the procedure for
collecting data, and, how data was analysed.
3.2 Research Design
This study employed a cross-sectional research design and utilised both quantitative and
qualitative research methods, incorporating a structured questionnaire and an interview guide. A
cross-sectional design gathered data at a single point in time, providing a snapshot view of the
variables under investigation (Ahmad et al., 2019). This approach was particularly suitable for
exploring the current status and associations between the study variables. By employing statistical
and non-statistical tools, the study aimed to identify patterns, correlations, and associations within
the findings, offering a comprehensive understanding of the dynamics between access to informal
finance, financial capability, and MSSE performance (Wang & Cheng, 2020).
3.3 The population of the study
The study population encompassed MSSEs engaged in both wholesale and retail operations within
Kikuubo, a bustling commercial district in Kampala. Kikuubo was chosen as the study area due to
its significant economic presence, housing a substantial proportion of MSSEs. According to Mr
Muhammed Katimbo, the Chairman of the Kikuubo Business Community (KBC), the district was
home to an estimated 35,000 to 40,000 businesses (Nankunda, 2021). The concentration of

SMMEs in Kikuubo made it an ideal representative location for the study, ensuring greater
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accessibility to the necessary information and providing a comprehensive insight into the dynamics
of MSSEs in Kampala.

3.4 Sample Size and Composition

A sample size of 380 MSSEs was chosen for this study. This determination was informed by the
established sample size table by Krejcie & Morgan to ensure a sufficient number of participants
for robust statistical analysis (Krejcie & Morgan, 1970).

3.5 Sampling Techniques

For this study, a stratified random sampling technique was employed to ensure a representative
sample of MSSEs in Kampala. The MSSEs were divided into two subgroups based on the nature
of their business type: wholesale and retail businesses. Additionally, within each business type,
the MSSEs were further stratified by size, categorising them as either micro or small enterprises.
This stratification allowed for a comprehensive analysis of the different challenges and
opportunities faced by various segments within the MSSE sector. By ensuring that both subgroups
were proportionately represented, the stratified random sampling technique enhanced the
reliability and validity of the study's findings (West, 2016).

3.6 Sources of Data

This study relied on primary data collection methods, which involved gathering information
directly from the source without any intermediary interpretation. Data collection included
observation and questionnaires administered to participants (Moser & Korstjens, 2017). In this
specific case, primary data was obtained through firsthand responses gathered from questionnaires.
3.7 Data Collection Method and Tools

The data collection method adopted was a survey using a questionnaire as a tool. Questions were

formulated in a questionnaire, which was distributed to respondents. The respondents answered
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the questions derived from the objectives of the study. This method was chosen because it was
effective in obtaining specific data about the topic (Pandey & Pandey, 2021).

3.8 Validity and Reliability of Data Collection Tools

3.8.1 Validity of Tool

To ensure the validity of the questionnaire experts on the topic were consulted to review the
questionnaire and eliminate irrelevant questions. Subsequently, the content validity index (CVI)

was computed using the following formula:
CVI = K
"N

Where, CVI = Content Validity, K= Total Number of Items rated as relevant, N= Total Number
of Items in the questionnaire. The rule of thumb suggests that a CVI of at least 0.78 is necessary
to consider the tool valid.
3.8.2 Reliability of Tools
To assess the internal consistency of the data, Cronbach's alpha, a reliability coefficient, was
employed. The formula for Cronbach's alpha was:

N.C
ST N—1.C

Where a is equal to Cronbach's alpha coefficient, N is equal to the number of
items(questions)in the scale. C is the average inter-item covariance among the items and »
equals the average variance of the items.

3.9 The Procedure of Data Collection

The researcher designed a questionnaire as the research tool. The tool was reviewed by the research
supervisor and tested for effectiveness before being administered to the respondents. Subsequently,

the researcher obtained an introduction letter from the university, authorising and recommending
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the research. This letter was presented to the organisations of the respondents to seek approval for
conducting the study with their cooperation. Following data collection, the researcher recorded,
analysed, and compiled the findings into the final report.

3.10 Measurement of Variables

The study covered three study variables: access to informal finance, financial capability, and the
performance of MSSEs. The specific measures associated with each variable were detailed in the
table below.

Table 1: Measurement of VVariables

Variable Measures Scale

1. Awareness

2. Affordability

3. Frequency of usage

4. Perceived reliability
Adopted from (Franklin et al., 2019)

1. Income Management

2. Usage of Appropriate Financing Sources
Financial 3. Financial Acumen 5 Point Likert
capability 4. Strategic Financial Planning scale
Adopted from (Ouachani, Belhassine, & Kammoun,
2021).

1. Improved Sales Returns
Performance of 2. Increased Market Share 5 Point Likert

MSSEs 3. Customer Base Growth scale
Adopted from (Banker et al., 2004).

5 Point Likert
scale

Access to Informal
Finance

Access to informal finance, serving as the independent variable, was assessed through four core
constructs: awareness, affordability, frequency of usage, and perceived reliability (Franklin et al.,

2019).

Financial capability, another independent variable, was gauged through three essential constructs:
credit sales management, strategic inventory management, and appropriate financing sources (Pike

etal., 2019).
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Lastly, the performance of MSSEs, as the dependent variable, was measured through three
constructs: improved sales returns, improved diversification of stock items, and customer base
growth (Banker et al., 2004).

3.11 Data Processing

3.11.1 Editing

The researcher curated the collected data to ensure it directly addressed the study's objectives and
maintained internal consistency. This process mitigated potential errors that could have
compromised the validity of the findings.

3.11.2 Tabulation

For consistency and relevance checks, the data was transformed into a tabular structure. This
allowed the researcher to scrutinise, refine, and evaluate the information.

3.12 Data Analysis and Presentation

3.12.1 Analysis

For the quantitative aspect, relevant statistical analyses corresponding to the data collection tools
were employed to aggregate and interpret the responses received from participants in relation to
the research questions. Using SPSS 26, correlational and regression analyses were conducted to
discern relationships among the study variables.

3.12.2 Presentation

To facilitate a comprehensive understanding of the findings, diverse visual aids such as graphs,

pie charts, and tables were employed, showcasing the quantitative outcomes.
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3.13 Ethical Consideration

Ketefian (2015) stressed that confidentiality, anonymity, and informed consent were fundamental

ethical considerations that ensured responsible research practices. For this research, the following

ethical considerations were applied:

Vi.

Vii.

The research participants were not subjected to any harm by the researcher or the research
assistants during data collection.

The researcher ensured respect for the dignity of all respondents by not asking personal
questions or making irrelevant comments.

The researcher ensured that full consent was obtained from all the respondents before the
study. This was achieved by having respondents sign a consent form prior to participating
in the study.

The researcher ensured the protection of the privacy of all research participants by not
disclosing personal information, such as the names of the participants.

To ensure research integrity, the researcher maintained complete honesty regarding the
study's goals and objectives throughout the investigation.

All communication about this study adhered to ethical research principles, ensuring
honesty and transparency with participants.

The researcher ensured that the information obtained during the study was not misleading

and that it was accurately presented without any bias.

3.14 Limitations of the Research Design and Tools

While the cross-sectional design provided a useful picture of the relationship between access to

informal finance, financial capability, and the performance of MSSEs, it has intrinsic limitations.

The key weakness of this design is its inability to establish causality, as data were collected at one
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point in time, which restricts the ability to determine whether access to informal finance or
financial capability directly causes improvements in performance (Setia, 2021). A longitudinal
design, though more resource-intensive, could have provided stronger evidence on causality by
tracking changes in financial practices and performance over time. In addition, reliance on self-
reported questionnaires may introduce response bias, as participants might overstate or understate
their practices due to social desirability or recall limitations (Podsakoff et al., 2020). Although the
study mitigated this through careful tool design and reliability testing, alternative approaches such
as triangulation with financial records or mixed-method longitudinal case studies could enhance

robustness in future research.
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CHAPTER FOUR

PRESENTATION, ANALYSIS AND INTERPRETATION OF THE FINDINGS
4.1 Introduction
This chapter presents the data, gives the interpretation and analysis of the major findings of the
study using figures, tables and graphs. The findings are explained and presented in line with the
research objectives which were stated in chapter one.
4.2 Demographic Information
Response Rate
The study achieved a response rate of 78.4%, with 298 respondents participating out of a target
sample of 380. This high response rate suggests a strong level of engagement and provides an
adequate data set for analysing the research objectives.
Age Bracket

Figure 2: Age Brackets

Female
35%

Source: Primary Data, 2024; N=298.
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The gender composition of the respondents indicates that 193 participants (64.8%) were male,
while 105 participants (35.2%) were female. This suggests a significant gender disparity, with
males representing nearly two-thirds of the sample. This imbalance could imply that men are more
actively engaged in MSSEs or hold more prominent roles in business ownership and management
compared to women. It also highlights the need for further exploration of potential barriers women
may face in accessing entrepreneurial opportunities or participating in business activities within
the sector.

Level of Education

Figure 3: Level of Education

Certificate
‘ 25%

Bachelor’s
degree
35%

Diploma
30%

Source: Primary Data, 2024; N=298.

The educational composition of the respondents shows that the majority hold a Bachelor’s degree
(104 respondents, 34.9%), followed by those with a Diploma (89 respondents, 29.9%) and
Certificate qualifications (75 respondents, 25.2%). A smaller proportion, 30 respondents (10%),
possess Postgraduate qualifications. This distribution suggests that most participants have attained

at least a diploma or higher, indicating a relatively educated sample. The significant presence of
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Bachelor’s degree holders implies that a considerable portion of respondents have a solid
foundation in formal education, which may influence their business practices and decision-making.
However, the smaller percentage of those with postgraduate education suggests that fewer
respondents have advanced academic qualifications, which could reflect the typical educational
attainment levels in the MSSE sector.

Use of Informal Finance

Figure 4: Use of Informal Finance

Source: Primary Data, 2024; N=298.

The response to the question "Have you used informal financial sources for your business?"
indicates that the majority of respondents, 201 (67.4%), have used informal financial sources,
while 97 respondents (32.6%) have not. This suggests that informal finance plays a significant role
in supporting businesses within the sample, reflecting the accessibility and importance of such
sources for MSSEs, particularly in contexts where formal financial institutions may be less
accessible or flexible. The relatively high usage of informal finance could imply that many

businesses rely on more informal channels, such as loans from family, friends, or local
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moneylenders, to meet their financial needs. Conversely, the 32.6% who have not used informal
finance may indicate either access to formal financial institutions or a preference for other funding
methods.

4.3 Findings on Performance of MSSEs

The dependent variable for this study was the performance of MSSEs. To assess its relationship
with the other variables, a series of statements were developed and rated by respondents using a
5-point Likert scale, ranging from "strongly disagree™ to "strongly agree.” The results are presented
in Table 2 below.

Table 2: Performance of MSSEs

Item SD D NS A SA M | SD

F| % | F| % F | % F | % F | %
Improved sales 22|76 |20(6.9 |71 |245|18 |6.2 |159|54.8 395|124
returns are crucial
indicators of success
and sustainability.
Enhancing sales 25|84 (4214122 |74 |173|58.1|36 |12.1|352|1.11
returns reflects the
effectiveness of sales
strategies, customer
engagement, and
market
responsiveness.
There is a direct 32|10.7|45(151 (28 |94 |40 |13.4|153|51.3|3.79|1.32
relationship between
improving sales
returns and overall
financial
performance.

My business has 29197 |24(81 |30 |[10.1|34 |11.4|181|60.7|3.99|1.29
successfully
attracted new
customers over the
past year.

My business has 3612141138 |26 |87 |28 |94 |167|56.0|3.83|1.37
expanded its market
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reach compared to
competitors.

My business has
seen a significant
increase in the
percentage of repeat
customers.

25

8.4

32

10.7

128

43.0

73

24.5

40

13.4

3.24

1.04

The expansion of
our customer base
significantly
contributes to the
overall performance
and sustainability.

20

6.8

51

17.3

34

11.6

30

10.2

159

54.1

3.88

1.22

Strategies for
attracting and
retaining customers
effectively enhance
market position and
recognition.

21

7.1

38

12.9

22

7.5

34

11.6

179

60.9

3.94

1.22

Thereis a
correlation between
customer base
growth and
improvement in
sales revenue,
loyalty, and market
insights.

20

6.7

25

8.4

48

16.1

38

12.8

167

56.0

3.94

1.22

Source: Primary Data, 2024; N=298.

The findings indicate that a significant proportion of respondents, 54.8%, strongly agree that

improved sales returns are crucial indicators of success and sustainability, with a mean of 3.95 and

a standard deviation of 1.24. This suggests that most businesses view sales returns as a vital metric

for measuring their performance and sustainability, although there is some variability in responses,

as seen by the spread across other options like "Not Sure™ (24.5%).

In terms of enhancing sales returns reflecting the effectiveness of sales strategies, customer

engagement, and market responsiveness, the majority of respondents (58.1%) agree, with a mean

of 3.52 and a relatively lower standard deviation of 1.11, indicating moderate agreement. However,
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a notable percentage of respondents (14.1%) disagree, suggesting that while many believe in this

link, some businesses may not fully associate sales performance with these factors.

Regarding the belief that improving sales returns has a direct relationship with overall financial
performance, 51.3% strongly agree, reflected in a mean of 3.79 and a standard deviation of 1.32.
The higher standard deviation indicates a wider range of opinions, with 25.8% of respondents
either disagreeing or being unsure, suggesting a certain level of uncertainty among businesses

about this relationship.

A substantial majority, 60.7%, strongly agree that their business has successfully attracted new
customers over the past year, yielding a mean of 3.99 and a standard deviation of 1.29. This finding
suggests that customer acquisition is considered a key factor in business success, though a small
percentage (9.7%) strongly disagree, highlighting that not all businesses may have experienced the

same level of success.

In terms of expanding market reach compared to competitors, 56.0% strongly agree, with a mean
of 3.83 and a standard deviation of 1.37. The higher standard deviation here suggests variability
in responses, as 25.9% of respondents either disagreed or were unsure, indicating that not all

businesses feel confident in their market expansion efforts.

The statement regarding significant increases in the percentage of repeat customers shows more

dispersed responses, with only 13.4% strongly agreeing and a mean of 3.24, accompanied by a
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lower standard deviation of 1.04. A large proportion of respondents (43.0%) were not sure,

indicating that many businesses may lack clear insights into their customer retention metrics.

With respect to the expansion of the customer base contributing to performance and sustainability,
54.1% strongly agree, reflected in a mean of 3.88 and a standard deviation of 1.22. However, a
significant minority (17.3%) disagrees, showing that while many businesses see customer base

growth as essential, some do not place as much importance on it.

When asked if strategies for attracting and retaining customers enhance market position and
recognition, 60.9% strongly agree, with a mean of 3.94 and a standard deviation of 1.22. This
strong agreement reflects widespread confidence in customer-focused strategies, although 20% of

respondents either disagreed or were unsure.

Lastly, the majority of respondents (56.0%) strongly agree that there is a correlation between
customer base growth and improvement in sales revenue, loyalty, and market insights, with a mean
of 3.94 and a standard deviation of 1.22. However, 16.1% were not sure, indicating that while
many businesses see this correlation, a significant number may not have sufficient data to confirm
it.

4.4 Findings on Access to Informal Finance and The Performance of MSSEs

One of the objectives of this study was to examine the relationship between access to informal
finance and the performance of MSSEs in Kampala. To attain this objective, statements were
developed and rated by respondents using a 5-point Likert scale, ranging from "strongly disagree"

to "strongly agree.” The results are presented in Table 6 below.

39



Table 3: Access to Informal Finance and the Performance of MSSEs

ltem

SD

D

NS

A

SA

%

%

F | %

%

SD

I am more likely to
diversify my funding
sources with
awareness of
informal finance.

8.8

135

18 [6.1

169

57.1

43 | 14.5

3.56

1.13

Limited awareness
of informal finance
hinders tapping
opportunities.

25

8.4

40

135

34 | 115

163

55.1

34 | 115

3.48

1.12

Seeking information
about informal
finance helps
informed financial
decisions.

30

10.1

29

9.7

38 |12.8

157

52.7

44 1148

3.52

1.23

High cost of
informal finance can
negatively affect
profitability.

31

10.4

32

10.7

36 [12.1

26

8.7

173 | 58.1

3.93

1.31

Affordable informal
finance contributes
to overall financial
health.

22

1.4

48

16.1

33 [111

20

6.7

175 | 58.7

3.93

1.20

If informal finance is
affordable, it
positively impacts
investment
decisions.

27

9.1

54

18.1

38 [12.8

78

26.2

101 | 33.9

3.57

1.28

Relying on informal
finance helps
navigate challenges
and maintain
stability.

22

7.4

20

6.7

17 | 5.7

80

26.8

159 | 53.4

412

1.18

High frequency of
borrowing may
indicate financial
instability.

25

8.4

42

14.2

20 (6.8

173

58.4

36 |12.2

3.52

1.10

Maintaining a
balanced frequency
of informal finance
is crucial for
sustainability.

32

10.8

43

145

26 |8.8

42

14.2

153 | 51.7

3.82

1.33
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Perceiving informal |29 |98 |22 (74 |28 |95 [36 |12.2|181|61.1|4.08 | 1.23
finance as reliable
leads to strategic
decisions.
Lack of trust in 361213913122 |74 |34 |11.4|167|56.0|3.86|1.36
informal finance
may lead to seeking
less beneficial
options.
Consistent support 25184 |30(10.1|126|423|79 |265|38 |12.8|3.25|1.05
from informal
finance predicts
business success.
Source: Primary Data, 2024; N=298.

The findings suggest that awareness of informal finance encourages the diversification of funding
sources, with 57.1% of respondents agreeing and 14.5% strongly agreeing. A mean of 3.56 and a
standard deviation of 1.13 indicate a general positive sentiment, although a small portion (8.8%)

strongly disagrees, implying some uncertainty or differing views about this relationship.

The statement that limited awareness of informal finance hinders the ability to tap into
opportunities is agreed upon by 55.1% of respondents, with 11.5% strongly agreeing. The mean
of 3.48 and a standard deviation of 1.12 show moderate agreement, while 13.5% disagree,
indicating that some businesses might not perceive a strong link between awareness and

opportunity access.

For the belief that seeking information about informal finance helps informed financial decisions,
52.7% agree and 14.8% strongly agree, with a mean of 3.52 and a standard deviation of 1.23.
However, there is a notable percentage (12.8%) who are unsure, suggesting that not all businesses

actively seek or recognise the value of information on informal finance.
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The view that the high cost of informal finance can negatively affect profitability is strongly
supported, with 58.1% strongly agreeing and a mean of 3.93. The standard deviation of 1.31 shows
some variation in opinions, as 21.1% of respondents either disagree or are unsure, indicating that

cost perceptions of informal finance vary among businesses.

Regarding the statement that affordable informal finance contributes to overall financial health,
58.7% strongly agree, resulting in a mean of 3.93 and a standard deviation of 1.20. However, a
significant portion (16.1%) disagrees, implying that some businesses may not find informal

finance sufficiently affordable to impact their financial health positively.

For the impact of affordable informal finance on investment decisions, 33.9% strongly agree, and
26.2% agree, leading to a mean of 3.57 and a standard deviation of 1.28. Still, a considerable
18.1% disagree, showing that some respondents may not believe informal finance plays a

significant role in their investment choices.

The statement that relying on informal finance helps navigate challenges and maintain stability
has strong support, with 53.4% strongly agreeing and a mean of 4.12. The standard deviation of
1.18 indicates that most respondents hold a positive view, although 14.1% either disagree or are

unsure.

The belief that a high frequency of borrowing may indicate financial instability is agreed upon by

58.4% of respondents, and 12.2% strongly agree. The mean of 3.52 and standard deviation of 1.10
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suggest general agreement, though 22.6% either disagree or are unsure, indicating mixed views on

the risks of frequent borrowing.

Regarding maintaining a balanced frequency of informal finance usage as crucial for sustainability,
51.7% strongly agree and 14.2% agree, producing a mean of 3.82. The standard deviation of 1.33
reflects a wider spread in responses, with 25.3% either disagreeing or being unsure, highlighting

varying perspectives on finance sustainability.

In terms of perceiving informal finance as reliable and its influence on strategic decisions, 61.1%
strongly agree, yielding a high mean of 4.08. The standard deviation of 1.23 shows some

disagreement, with 9.5% of respondents unsure, reflecting a lack of certainty for some businesses.

The finding that lack of trust in informal finance may lead to seeking less beneficial options shows
strong agreement, with 56.0% strongly agreeing and a mean of 3.86. However, 25.2% of
respondents either disagree or are unsure, suggesting some businesses do not perceive this trust

issue as significant.

Lastly, for the statement that consistent support from informal finance predicts business success,
responses are more varied, with only 12.8% strongly agreeing and a mean of 3.25. A significant
portion of respondents (42.3%) are unsure, indicating uncertainty about whether informal finance

support can reliably predict business success.
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Correlation Between Access to Informal Finance and The Performance of MSSEs

Table 4: Correlation Between Access to Informal Finance and the Performance of MSSEs

Correlations

Access to Informal

Performance of

Finance MSSEs

Access to Informal Pearson 1 .989™
Finance Correlation

Sig. (2-tailed) .000

N 298 298
Performance of MSSEs | Pearson .989™ 1

Correlation

Sig. (2-tailed) .000

N 298 298

** Correlation is significant at the 0.01 level (2-tailed).

Source: Primary Data, 2024.

The correlation results show a strong positive relationship between access to informal finance and

the performance of MSSEs, with a Pearson correlation coefficient of 0.989. This value, close to 1,

indicates a very high degree of association, meaning that as access to informal finance improves,

the performance of MSSEs is likely to increase significantly. The correlation is statistically

significant, as indicated by the p-value of 0.000, which is less than the 0.01 significance level. This

suggests that the likelihood of this relationship occurring by chance is extremely low, affirming

that access to informal finance plays a crucial role in enhancing the performance of MSSEs.
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Regression Result for Access to Informal Finance and The Performance of MSSEs

Table 5: Regression Result for Access to Informal Finance and the Performance of MSSEs

Coefficients?

Unstandardised | Standardised Collinearity
Coefficients Coefficients Correlations Statistics
Zero-
Model B | Std. Error Beta t Sig. | order |Partial | Part | Tolerance | VIF
1|(Constant) | .189 207 .9111.363
Accessto | .710 .006 .989|117.439(.000| .989| .989].989 1.000| 1.000
Informal
Finance

a. Dependent Variable: Performance
Source: Primary Data, 2024.

The regression results show that access to informal finance is a very strong predictor of MSSE
performance, with a standardised beta coefficient (B = 0.989, p < 0.001). This means that
improvements in awareness, affordability, frequency of use, and perceived reliability of informal
finance directly translate into improvements in sales returns, customer base growth, and market
share of MSSEs. The R-squared value from the ANOVA model (0.979) indicates that access to
informal finance explains approximately 97.9% of the variation in MSSE performance, reflecting
an exceptionally high level of explanatory power. In practical terms, this suggests that access to
informal finance is critical to sustaining and enhancing MSSE performance in Kampala,
particularly given the barriers to formal financial services.

4.5 Findings on Financial Capability and the Performance of MSSEs

The other objective was to assess the relationship between financial capability and the performance
of MSSEs in Kampala. To attain this objective, statements were developed and rated by
respondents using a 5-point Likert scale, ranging from "strongly disagree" to "strongly agree." The

results are presented in Table 6 below.
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Table 6: Financial Capability and the Performance of MSSEs

ltem

SD

D

NS

A

SA

%

%

%

%

SD

I regularly track and
monitor all sources of
income in my
business.

6.8

16.6

10.1

12.8

159 | 53.7

3.91

1.23

I have a system in

place to control and
allocate income for
business operations.

21

7.0

36

121

20

6.7

44

14.8

177 | 59.4

4.08

1.18

I ensure sufficient
cash flow to meet
short-term financial
obligations.

20

6.7

23

7.7

46

154

42

141

167 | 56.0

4.06

1.16

I carefully assess and
choose suitable
financing sources for
my business.

26

8.8

38

12.8

16

5.4

173

58.4

43 | 14.5

3.58

1.18

I am knowledgeable
about the different
types of financing
options available.

25

8.4

38

12.8

32

10.8

167

56.4

34 | 115

3.50

1.19

| avoid relying on
high-cost financing
sources that may
negatively affect
profitability.

30

10.1

27

9.1

32

10.8

163

55.1

44 1149

3.55

1.27

I regularly analyse
financial data to make
informed business
decisions.

31

10.4

30

10.1

34

114

30

10.1

173 | 58.1

3.95

1.30

| am confident in
assessing financial
risks before making
major investments.

22

7.4

44

14.8

33

111

24

8.1

175 | 58.7

3.96

1.19

I understand how to
balance profit, costs,
and investment to
maintain financial
health.

27

9.1

48

16.1

38

12.8

84

28.2

101 | 33.9

3.62

1.30

I have a clear
financial plan for
future growth.

22

7.5

20

6.8

17

5.8

74

25.3

159 | 54.5

4.13

1.21
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| set long-term 25184 (421141120 |6.7 | 175|587 |36 |12.1|3.67|1.22
financial goals and
review them
periodically.
| anticipate and plan | 32 | 10.7 |43 | 14.4 | 26 | 8.7 |44 |14.8|153|51.3|3.80|1.33
for potential financial
risks in business
operations.
Source: Primary Data, 2024; N=298.

The findings reveal that the majority of respondents regularly track and monitor all sources of
income in their business, with 53.7% strongly agreeing, resulting in a mean of 3.91 and a standard
deviation of 1.23. However, 16.6% disagree, suggesting that while many prioritise income

monitoring, a notable portion of businesses may not have a rigorous system in place.

For the statement I have a system in place to control and allocate income for business operations,
59.4% strongly agree, with a high mean of 4.08 and a standard deviation of 1.18. This indicates
strong confidence in income control systems across most businesses, though a smaller portion

(12.1%) disagrees, implying that not all businesses have formal income allocation structures.

Regarding ensuring sufficient cash flow to meet short-term financial obligations, 56.0% strongly
agree, resulting in a mean of 4.06 and a standard deviation of 1.16. A small percentage (6.7%)
strongly disagrees, suggesting that while most businesses manage their cash flow effectively, a

few struggle with short-term financial obligations.

When it comes to carefully assessing and choosing suitable financing sources, 58.4% agree, with

a mean of 3.58 and a standard deviation of 1.18. However, 21.6% of respondents either disagree
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or are unsure, indicating that some businesses may not consistently assess their financing options

thoroughly.

For knowledge of different types of financing options, 56.4% agree, with a mean of 3.50 and a
standard deviation of 1.19. However, 21.2% of respondents either disagree or are unsure, which
suggests that a significant number of businesses may lack comprehensive knowledge of available

financing options.

The statement | avoid relying on high-cost financing sources that may negatively affect
profitability is supported by 55.1% of respondents, with a mean of 3.55 and a standard deviation
of 1.27. However, 19.2% either disagree or are unsure, indicating that while most businesses aim

to avoid costly finance, some may still rely on it due to other constraints.

For the statement | regularly analyse financial data to make informed business decisions, 58.1%
strongly agree, with a mean of 3.95 and a standard deviation of 1.30. Nonetheless, 20.5% of
respondents either disagree or are unsure, highlighting that not all businesses consistently engage

in data-driven decision-making.

When assessing financial risks before making major investments, 58.7% strongly agree, with a
mean of 3.96 and a standard deviation of 1.19. However, 22.2% either disagree or are unsure,
indicating that some businesses may not feel fully confident in their risk assessment practices

before making significant investments.
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The statement | understand how to balance profit, costs, and investment to maintain financial
health has lower levels of strong agreement, with only 33.9% strongly agreeing, and a mean of
3.62. The standard deviation of 1.30 reflects a wider spread of responses, with 25.2% disagreeing
or unsure, suggesting that some businesses may face challenges in balancing these financial

elements.

For having a clear financial plan for future growth, 54.5% strongly agree, resulting in a high mean
of 4.13 and a standard deviation of 1.21. Only a small percentage (7.5%) strongly disagree,

reflecting strong confidence in financial planning for growth among most respondents.

Regarding setting long-term financial goals and reviewing them periodically, 58.7% strongly
agree, leading to a mean of 3.67 and a standard deviation of 1.22. However, 14.1% disagree,
indicating that while many businesses set and review long-term goals, others may not prioritise

this practice.

Finally, in terms of anticipating and planning for potential financial risks, 51.3% strongly agree,
resulting in a mean of 3.80 and a standard deviation of 1.33. The wider spread of responses, with
25.1% either disagreeing or unsure, suggests that risk anticipation and planning may not be

consistently applied across all businesses.
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Correlation Between Financial Capability and the Performance of MSSEs

Table 7: Correlation Between Financial Capability and the Performance of MSSEs

Correlations

Financial Capability | Performance of MSSEs
Financial Capability |Pearson Correlation 1 .990™
Sig. (2-tailed) .000
N 298 298
Performance of Pearson Correlation .990™ 1
MSSEs Sig. (2-tailed) 000
N 298 298

** Correlation is significant at the 0.01 level (2-tailed).

Source: Primary Data, 2024.

The correlation results show a very strong positive relationship between financial capability and

the performance of MSSEs, with a Pearson correlation coefficient of 0.990. This near-perfect

correlation suggests that as financial capability increases, the performance of MSSEs is likely to

improve significantly. The relationship is highly significant, as indicated by the p-value of 0.000,

which is well below the 0.01 threshold, meaning the likelihood of this correlation occurring by

chance is extremely low. This finding highlights the critical role that enhanced financial capability

plays in driving the performance of MSSEs.

Regression Result for Financial Capability and the Performance of MSSEs

Table 8: Regression Result for Financial Capability and the Performance of MSSEs

Coefficients?

Unstandardised | Standardised Collinearity
Coefficients | Coefficients Correlations Statistics
Std. Zero-
Model B Error Beta t Sig. | order |Partial | Part | Tolerance | VIF
1 |(Constant) 599 .200 3.000| .003
Financial .656| .005 .990(120.107| .000| .990| .990| .990 1.0001.000
Capability
a. Dependent Variable: Performance

Source: Primary Data, 2024.
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The regression results for financial capability also demonstrate a very strong and statistically
significant relationship with MSSE performance, with a standardised beta coefficient (f = 0.990,
p <0.001). This slightly higher beta compared to access to informal finance indicates that financial
capability has the strongest predictive value in the model. The R-squared value from the ANOVA
model (0.981) shows that financial capability explains 98.1% of the variation in MSSE
performance, highlighting its critical role in driving business outcomes. This finding implies that
beyond simply accessing finance, the ability of MSSEs to manage income, apply financial acumen,
utilise appropriate financing sources, and engage in strategic financial planning is even more
decisive in ensuring profitability, growth, and competitiveness.

4.6 Findings on the influence of access to informal finance and financial capability on the

performance of MSSEs in Kampala

Table 9: influence of access to informal finance and financial capability on the performance

of MSSEs
Coefficients?
Unstandardized | Standardized Collinearity
Coefficients Coefficients Statistics
Std.
Model B Error Beta t Sig. |Tolerance| VIF
1 | (Constant) 414 .205 2.020| .044
Access to 281 .088 391 3.177| .002 .0041229.391
Informal Finance
Financial .398 .082 .600| 4.881| .000 .004]229.391
Capability
a. Dependent Variable: Performance

The regression coefficients indicate that both Access to Informal Finance and Financial Capability
have a significant positive influence on the performance of MSSEs when considered together. The

constant (B = 0.414, p = 0.044) represents the baseline level of performance when both predictors
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are zero, though in practical terms, this scenario is unlikely. For Access to Informal Finance, the
unstandardised coefficient (B = 0.281, p = 0.002) means that a one-unit increase in access to
informal finance is associated with a 0.281-unit increase in performance, holding financial
capability constant. Its standardised coefficient (Beta = 0.391) shows it has a moderate relative

contribution to performance.

Similarly, Financial Capability has an unstandardised coefficient (B = 0.398, p = 0.000), meaning
that a one-unit increase in financial capability is associated with a 0.398-unit increase in
performance, holding access to informal finance constant. Its standardised coefficient (Beta =
0.600) indicates it contributes more strongly to performance compared to access to informal
finance. Both predictors are statistically significant since their p-values are below 0.05.

Table 10: Model Summary

Model Summary

Std. Error Change Statistics
R Adjusted | ofthe | R Square F Sig. F
Model| R |Square| R Square | Estimate | Change | Change | dfl df2 | Change
1 .990%| .981 .980 1.420 .981(7439.547 2| 295 .000

a. Predictors: (Constant), Financial Capability, Access to Informal Finance

The model summary indicates a very strong relationship between the predictors of Financial
Capability and Access to Informal Finance on the performance of MSSEs. The correlation
coefficient (R) of 0.990 suggests an almost perfect positive correlation between the predictors and
the dependent variable. The R Square (0.981) shows that 98.1% of the variation in performance
can be explained jointly by these two predictors, which is exceptionally high. The Adjusted R
Square (0.980), which adjusts for the number of predictors in the model, confirms that the model’s

explanatory power remains consistently strong. The standard error of the estimate (1.420) indicates
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a relatively small average distance between the observed values and the regression line, suggesting

a good fit.

The R Square Change of 0.981 shows that adding these predictors to the model results in a
significant improvement in explaining performance, as confirmed by the large F value (7439.547)
and the p-value (.000), which is well below 0.05. This means the influence of Financial Capability
and Access to Informal Finance on MSSE performance is statistically significant, and the

likelihood that this result occurred by chance is extremely low.
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CHAPTER FIVE

DISCUSSION, SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This chapter gives a discussion of findings, a summary, conclusion and recommendations which
are in line with the objectives of the study as well as suggestions for future research.
5.2 Discussion of Findings
5.2.1 Discussion of Findings on Performance of MSSEs
The findings that 54.8% of respondents strongly agree that improved sales returns are crucial
indicators of success and sustainability align with the literature, which highlights sales returns as
a vital metric for business performance and sustainability. According to Alabdullah et al. (2021),
sales returns directly reflect the effectiveness of sales strategies, market responsiveness, and
customer engagement. This consistency suggests that most businesses recognise sales returns as a
key financial performance metric. However, the variability in responses, with 24.5% being unsure,
suggests that not all MSSEs may have consistent insights into their sales performance, which could

be due to variations in market conditions or internal business practices.

In relation to the 58.1% of respondents who agree that enhancing sales returns reflects the
effectiveness of sales strategies, customer engagement, and market responsiveness, this aligns with
the literature emphasising the importance of market research and customer service in driving
business success (Gartenberg et al., 2019). These factors are vital for MSSES to remain competitive
and responsive to market demands. However, the 14.1% who disagree might indicate that some
businesses struggle to link these factors with their sales outcomes, possibly due to ineffective

strategies or challenges in engaging customers effectively in their specific markets.
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The belief that improving sales returns has a direct relationship with overall financial performance,
as strongly agreed by 51.3% of respondents, is supported by Moktadir et al. (2020), who emphasise
financial stability and profitability as key elements of business success. However, the higher
standard deviation and 25.8% of respondents who were unsure or disagreed indicate that not all
businesses may see an immediate financial impact from improving sales returns. This could reflect
challenges such as cost management or external factors that affect financial performance despite

improved sales.

The finding that 60.7% of respondents strongly agree their business has successfully attracted new
customers over the past year corresponds with literature highlighting customer acquisition as a
driver of business success (Santa et al., 2019). A growing customer base is a clear indicator of
effective marketing strategies and market penetration. However, the 9.7% who strongly disagree
suggest that not all businesses have had equal success in this area, which could be attributed to
market saturation or challenges in reaching new customers, especially in resource-constrained

environments (Nannozi, 2019).

For the statement on expanding market reach compared to competitors, with 56.0% strongly
agreeing, the literature by Rahman et al. (2020) supports this, suggesting that market share growth
is critical for enhancing profitability and sustainability. However, the variability in responses, as
indicated by a higher standard deviation, reflects the challenges some MSSEs face in expanding
their market reach. Factors such as limited resources, competition, and the ability to adapt to

market demands likely contribute to the uncertainty or disagreement among respondents.
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The findings regarding repeat customers, where only 13.4% strongly agree, reflect the complexity
of customer retention strategies. A large proportion of respondents (43.0%) were unsure about
increases in repeat customers, which may suggest that many MSSEs lack adequate tracking
systems or insights into customer retention metrics. This contrasts with the literature, which
emphasises the importance of repeat customers for long-term business success and profitability
(Tortorella et al., 2019). Without a clear understanding of customer loyalty, MSSEs may struggle

to maintain consistent revenue streams from existing clients.

The agreement that expansion of the customer base significantly contributes to performance and
sustainability, with 54.1% strongly agreeing, aligns with the literature’s emphasis on customer
base growth as a driver of business success (Taouab & Issor, 2019). However, the 17.3% who
disagree highlight that some businesses may not yet see customer base expansion as a major factor

in their performance, possibly due to their reliance on niche markets or existing customers.

For strategies focused on attracting and retaining customers enhancing market position and
recognition, 60.9% strongly agree, reflecting strong alignment with the literature on the role of
customer service and loyalty in building brand recognition (Hamzah & Shamsudin, 2020). This
finding suggests widespread confidence in customer-focused strategies, although the 20% who
disagreed or were unsure may reflect businesses that have not fully integrated or seen the benefits

of such strategies.

Lastly, the majority (56.0%) who strongly agree that customer base growth correlates with

improvements in sales revenue, loyalty, and market insights supports the literature’s view that
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customer growth is key to sustained business performance (Klaic et al., 2020). However, the 16.1%
who were unsure indicate that some businesses may not have the data or systems in place to
directly link customer base growth with other performance metrics, potentially limiting their
ability to make informed business decisions.

5.2.2 Discussion of Findings on Access to Informal Finance and The Performance of MSSEs
The findings that awareness of informal finance encourages the diversification of funding sources,
with 57.1% of respondents agreeing, align with the literature on access to informal finance.
According to Karjaluoto et al. (2019), awareness is crucial for MSSEs to leverage available
informal finance options. The literature suggests that increased awareness empowers businesses
to explore alternative funding avenues, contributing to business growth and diversification.
However, the small percentage (8.8%) who strongly disagree indicates that some businesses may
not fully recognise or benefit from the diversification opportunities provided by informal finance,

possibly due to a lack of information or engagement with these financial channels.

The finding that limited awareness of informal finance hinders the ability to tap into opportunities,
with 55.1% of respondents agreeing, is consistent with the literature. As highlighted by Kim et al.
(2022), low awareness restricts MSSEs from accessing valuable financial resources that could
enhance their operations. The literature suggests that without adequate knowledge, businesses
might miss out on tailored informal financing solutions that address specific needs. The 13.5%
who disagree may represent businesses that have managed to thrive without relying on informal

finance, potentially using alternative sources or more formalised financial mechanisms.
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The belief that seeking information about informal finance helps in making informed financial
decisions, with 52.7% agreeing, is supported by the literature, which emphasises the importance
of information in accessing finance (Ozili, 2020). The positive sentiment indicates that many
MSSEs understand the value of being informed when it comes to financial decisions. However,
the 12.8% who are unsure reflect a gap in the active pursuit of information, which could hinder

decision-making and limit the potential benefits of informal finance.

The finding that the high cost of informal finance negatively affects profitability, with 58.1%
strongly agreeing, corresponds with Mogaji et al. (2021), who discuss affordability as a key factor
influencing the use of informal finance. High interest rates and fees can reduce the profitability of
MSSEs, making it difficult for them to benefit from such financial services. The variation in
responses, as shown by the 21.1% who disagree or are unsure, suggests that not all businesses
experience the same cost burden, possibly due to differences in the terms of the informal finance

they access.

Regarding the statement that affordable informal finance contributes to overall financial health,
with 58.7% strongly agreeing, the literature supports this through the argument that lower-cost
finance enhances the feasibility of using funds for working capital or investments (Demirgi¢-Kunt
et al., 2020). Affordability enables MSSEs to access the financial resources needed for growth
without jeopardising their profitability. However, the 16.1% who disagree may reflect businesses
that still find informal finance too costly or unpredictable to impact their financial health

positively.
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For the statement that affordable informal finance positively impacts investment decisions, the
findings, where 33.9% strongly agree, align with the literature’s emphasis on the role of cost-
effective finance in enabling strategic investments (Demirgi¢-Kunt et al., 2020). However, the
18.1% who disagree may highlight businesses that, despite the affordability, do not perceive
informal finance as conducive to long-term investment strategies, possibly due to concerns about

sustainability or stability.

The finding that relying on informal finance helps navigate challenges and maintain stability, with
53.4% strongly agreeing, is consistent with the literature’s discussion on the role of informal
finance in providing reliable short-term financial solutions (Ozili, 2020). Informal finance offers
MSSEs a flexible option for addressing immediate financial challenges. However, the 14.1% of
respondents who disagree or are unsure may reflect concerns about the long-term sustainability of

depending on informal finance for business stability.

The belief that a high frequency of borrowing may indicate financial instability, agreed upon by
58.4% of respondents, is supported by the literature. Ozili (2020) highlights that frequent
borrowing can signal an overreliance on external funds, which may be indicative of underlying
financial difficulties. The general agreement with this statement suggests that most businesses
recognise the risks associated with frequent borrowing, although the 22.6% who are unsure or
disagree may not experience these risks in their own operations or believe that borrowing can be

managed without instability.
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The findings that maintaining a balanced frequency of informal finance usage is crucial for
sustainability, with 51.7% strongly agreeing, align with the literature’s emphasis on balancing
financial sources to ensure long-term viability (Ozili, 2020). The 25.3% who disagree or are unsure
may reflect businesses that either rely more heavily on informal finance or do not perceive an
overreliance as a threat to sustainability, possibly due to different financial management practices

or market conditions.

In terms of perceiving informal finance as reliable and its influence on strategic decisions, where
61.1% strongly agree, the literature supports the idea that trust in financial systems influences
business decisions (Karjaluoto et al., 2019). MSSEs that trust informal finance are more likely to
integrate it into their strategic planning, which contributes to positive business outcomes.
However, the 9.5% who are unsure reflect a lack of confidence in the consistency of informal

finance, which could affect their ability to make long-term decisions based on this financial source.

The finding that lack of trust in informal finance may lead to seeking less beneficial options, with
56.0% strongly agreeing, corresponds with the literature that shows how perceived reliability
influences financial choices (Mogaji et al., 2021). The 25.2% who disagree or are unsure may
represent businesses that do not prioritise informal finance, preferring more formal financial
structures regardless of trust issues, or that do not believe trust alone significantly influences their

financial options.

Finally, for the statement that consistent support from informal finance predicts business success,

the varied responses, with only 12.8% strongly agreeing and 42.3% unsure, suggest uncertainty
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about the long-term predictability of informal finance in contributing to sustained success. This
aligns with the literature’s mixed views on the role of informal finance in guaranteeing success
(Shaaban, 2019). Businesses that remain unsure may not have experienced consistent support or
may rely on other factors, such as market conditions or internal strategies, to ensure their success.
5.2.3 Discussion of Findings on Financial Capability and the Performance of MSSEs

The findings that 53.7% of respondents regularly track and monitor all sources of income align
with the literature’s emphasis on income management as a crucial factor in MSSE performance
(Carpena et al., 2019). Effective income management enables businesses to maintain consistent
cash flow, address operational costs, and allocate resources efficiently, which in turn impacts
profitability and sustainability (Kadoya & Khan, 2020). However, the 16.6% of respondents who
disagree suggest that not all businesses have adequate systems in place for income tracking, which
may expose them to financial instability during economic downturns or missed growth

opportunities, as highlighted by Meressa (2020).

For the statement that 59.4% of respondents have a system in place to control and allocate income
for business operations, the high agreement supports the literature’s findings on the importance of
financial acumen. Businesses with strong financial systems are better equipped to manage and
allocate their resources effectively, which can enhance performance (Muchaendepi et al., 2019).
However, the 12.1% who disagree implies that some MSSEs may lack formal structures for
income allocation, which could hinder their financial stability and growth potential, particularly in

markets with limited resources.
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The finding that 56.0% of respondents ensure sufficient cash flow to meet short-term obligations
reflects the literature’s emphasis on the importance of liquidity management in maintaining
business operations (Utami et al., 2021). The ability to ensure cash flow helps MSSEs meet
operational needs and avoid financial distress. However, the 6.7% who strongly disagree may
represent businesses that struggle with liquidity issues, potentially due to poor income

management or ineffective financial planning, as discussed by Kadoya and Khan (2020).

When it comes to assessing and choosing suitable financing sources, 58.4% of respondents agree,
aligning with the literature’s discussion on the role of appropriate financing sources in business
growth and risk management (Saunders et al., 2022). The ability to strategically utilise diverse
financing sources enhances a business’s operational flexibility and resilience. However, the 21.6%
who either disagree or are unsure may indicate a lack of access to or understanding of appropriate
financing options, potentially limiting the ability of some MSSEs to optimise their capital structure

and manage financial risks.

The finding that 56.4% of respondents have knowledge of different types of financing options
corresponds with the literature’s view that financial acumen is critical for making informed
business decisions (Gotas, 2020). However, the 21.2% who either disagree or are unsure suggests
that a significant number of businesses may lack comprehensive knowledge of available financing
options, limiting their ability to leverage these sources for growth and sustainability (Muchaendepi
et al., 2019). This gap in knowledge could stem from inadequate access to financial education or

advisory services, particularly in developing economies.
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The statement that 55.1% of respondents avoid relying on high-cost financing sources that may
negatively affect profitability highlights the importance of strategic financial planning, as
discussed by Khan and Zada (2020). High-cost financing can erode profitability and limit business
growth, which is why many MSSEs prioritise lower-cost options. However, the 19.2% who
disagree or are unsure suggests that some businesses may still rely on costly finance, either due to
limited access to alternative sources or a lack of understanding of the financial risks involved

(Gurtu & Johny, 2021).

For the statement that 58.1% of respondents regularly analyse financial data to make informed
business decisions, the findings align with the literature’s emphasis on financial acumen and data-
driven decision-making (Ademola et al., 2020). Analysing financial data helps businesses
understand market trends, assess risks, and make informed decisions that improve performance.
However, the 20.5% who disagree or are unsure highlights the fact that not all businesses engage
consistently in data analysis, possibly due to limited access to financial tools or expertise

(Gijsbrechts et al., 2022).

The finding that 58.7% of respondents are confident in assessing financial risks before making
major investments supports the literature’s argument that strong financial acumen is essential for
risk assessment and decision-making (Gotas, 2020). Confident risk assessment enables MSSEs to
avoid financial pitfalls and make strategic investments that enhance business growth. However,
the 22.2% who either disagree or are unsure suggests that some businesses may not have the
necessary skills or tools to effectively assess financial risks, which could lead to poor investment

decisions.
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The statement that 33.9% of respondents understand how to balance profit, costs, and investment
to maintain financial health indicates lower levels of agreement compared to other financial
capability elements. This aligns with the literature, which notes that many MSSEs face challenges
in balancing these financial aspects (Utami et al., 2021). The wider spread of responses suggests
that businesses may struggle with cost management and investment decisions, which can impact

long-term financial sustainability (Yang & Zhang, 2020).

For the statement that 54.5% of respondents have a clear financial plan for future growth, the high
level of agreement aligns with the literature’s view that strategic financial planning is critical for
business success (Khan & Zada, 2020). Having a clear financial plan helps businesses set realistic
goals and allocate resources effectively for future growth. However, the 7.5% who strongly
disagree reflects that some businesses may lack formal planning processes, which could limit their

ability to achieve long-term sustainability.

Regarding setting long-term financial goals and reviewing them periodically, the agreement of
58.7% of respondents reflects the importance of strategic financial planning, as highlighted by the
literature (Yang & Zhang, 2020). Long-term financial goals provide businesses with a roadmap
for growth and sustainability. However, the 14.1% who disagree may indicate that some MSSESs
do not prioritise long-term planning, which could hinder their ability to adapt to changing market

conditions or achieve sustainable growth.
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Finally, the finding that 51.3% of respondents anticipate and plan for potential financial risks
suggests that while most businesses recognise the importance of risk management, a significant
portion (25.1%) either disagree or are unsure, indicating inconsistent application of risk planning.
This is consistent with the literature, which highlights the challenges MSSEs face in managing
risks due to limited resources or access to financial tools (Khan & Zada, 2020). The variability in
responses suggests that not all businesses are fully equipped to anticipate and mitigate financial

risks.

The correlation results, showing a strong positive relationship between financial capability and
MSSE performance (r = 0.990), align with the literature’s emphasis on financial capability as a
critical factor in business success (Utami et al., 2021). The near-perfect correlation suggests that
as financial capability increases, MSSEs are more likely to experience improved performance,
reaffirming the importance of financial acumen, income management, and strategic planning in
driving business outcomes.

5.3 Summary of the findings

The findings highlight that improved sales returns are widely recognised by 54.8% of respondents
as key indicators of business success and sustainability, aligning with literature that views sales
performance as crucial to financial health. However, variability in responses suggests that not all
MSSEs consistently monitor their sales performance, potentially due to market or internal
challenges. The data also shows strong agreement (58.1%) that enhancing sales returns reflects the
effectiveness of sales strategies, customer engagement, and market responsiveness, although some
businesses struggle with these elements. Additionally, 51.3% of respondents believe there is a

direct link between sales returns and financial performance, though uncertainty persists for some.
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The majority (60.7%) strongly agree that customer acquisition is vital for success, yet challenges
in reaching new customers exist. Similarly, expanding market reach is seen as important for
profitability by 56.0% of respondents, but obstacles like limited resources create variability in
responses. Customer retention, however, remains a challenge, with only 13.4% strongly agreeing
they have seen growth in repeat customers, indicating a gap in tracking customer loyalty.
Expanding the customer base is acknowledged by 54.1% as contributing to long-term
sustainability, and 60.9% agree that customer-focused strategies strengthen market position.
Finally, the link between customer base growth and improvements in revenue and loyalty is

recognised by 56.0%, although some businesses lack the systems to fully measure this impact.

The findings highlight that access to informal finance plays a critical role in shaping the
performance of MSSEs. Awareness of informal finance encourages businesses to diversify their
funding sources, with 57.1% of respondents agreeing, reflecting the literature's emphasis on the
importance of being informed to leverage informal financing options effectively. However, limited
awareness hinders the ability to tap into such opportunities, with 55.1% of respondents agreeing,
which aligns with the literature’s view that knowledge gaps can restrict MSSEs from accessing
essential financial resources. The findings also suggest that affordability is key, as high costs can
negatively affect profitability, with 58.1% strongly agreeing, in line with studies that point to
affordability as a crucial factor in using informal finance for growth. Additionally, a balanced
frequency of informal finance usage is deemed vital for sustainability, supported by 51.7% of
respondents. While trust in informal finance positively influences strategic decision-making, as
61.1% of respondents agree, a lack of trust may lead businesses to seek less beneficial alternatives.

Lastly, the finding that only 12.8% strongly agree that consistent support from informal finance
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predicts success indicates uncertainty about its long-term reliability, reflecting the literature’s

mixed views on informal finance’s role in ensuring sustained success.

The findings demonstrate a strong positive relationship between financial capability and the
performance of MSSEs, confirming the importance of various financial management practices
highlighted in the literature. A majority of respondents consistently monitor and control their
income, with 53.7% regularly tracking income and 59.4% having systems in place for income
allocation, aligning with the literature’s emphasis on income management as essential for business
performance. However, some businesses lack these systems, which could lead to financial
instability. 56.0% ensure sufficient cash flow to meet obligations, supporting the idea that liquidity
management is crucial for operational continuity. Additionally, 58.4% of respondents assess
suitable financing sources, emphasising the role of appropriate financing in enhancing operational
flexibility and resilience. While 55.1% avoid high-cost financing, some businesses still struggle
with costly options, indicating a need for improved financial education and access to affordable
finance. Regular data analysis is practised by 58.1%, which aligns with the literature’s focus on
data-driven decision-making, though gaps in financial tools may hinder some businesses. 58.7%
confidently assess financial risks, highlighting the value of financial acumen in avoiding poor
investment decisions. However, challenges remain in balancing profit, costs, and investment, with
only 33.9% demonstrating confidence in this area. Finally, strategic financial planning is widely
recognised, with 54.5% having a clear plan for growth and 58.7% setting long-term goals, though
gaps in risk management remain. Overall, the strong correlation (r = 0.990) between financial
capability and MSSE performance reinforces the literature’s view that financial skills and planning

are critical to business success.
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5.4 Conclusion

In conclusion, the study highlights a strong positive relationship between access to informal
finance and the performance of MSSEs, as well as between financial capability and MSSE
performance. Access to informal finance, particularly awareness and affordability, empowers
businesses to diversify funding sources and meet operational needs, thereby enhancing growth and
sustainability. However, challenges related to the high cost of informal finance and frequent
borrowing suggest that not all businesses can fully leverage these benefits. Similarly, the study
demonstrates that financial capability, which includes income management, financial acumen, and
strategic planning, plays a critical role in driving MSSE performance. Businesses with strong
financial management systems and knowledge are better equipped to maintain cash flow, assess
financial risks, and plan for future growth. The near-perfect correlation between financial
capability and performance reaffirms the importance of building financial skills and knowledge to
ensure long-term success. However, some businesses still face difficulties in balancing profit,
costs, and investments, highlighting the need for further support in financial management

practices.

Beyond the individual findings, the results carry important implications for enterprise resilience,
financial inclusion, and national development. By improving access to affordable and reliable
informal finance while simultaneously strengthening financial capability, MSSEs are better
positioned to withstand external shocks, expand their customer base, and sustain competitiveness
in dynamic markets. This resilience is particularly crucial in contexts such as Kampala, where
businesses often operate within structurally informal settings and face external pressures including

inflation, digitisation, and the lingering effects of COVID-19. Furthermore, the findings
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underscore the role of financial inclusion in enabling small enterprises to contribute more

effectively to employment creation, poverty alleviation, and economic transformation in Uganda.

Anchoring these results within the Resource-Based View (RBV) theory, the study demonstrates
that access to informal finance (as a unique resource) and financial capability (as a strategic
capability) can together generate sustained competitive advantage for MSSEs. When effectively
leveraged, these resources and capabilities enhance business growth, profitability, and
sustainability, thus reinforcing the relevance of RBV as a framework for understanding MSSE
performance. In light of these insights, it is evident that addressing financing barriers and
strengthening financial capacity are not only essential for the survival of individual enterprises but
are also integral to building a resilient MSSE sector that contributes to national development goals.
5.5 Recommendations

Based on the findings of this study, the following recommendations are proposed:

Promote Financial Literacy and Capability Building: It is essential to strengthen the financial
literacy of MSSE owners through targeted training programmes focusing on income management,
financial acumen, and strategic planning. By equipping entrepreneurs with the knowledge and
skills to assess financial risks, make informed decisions, and optimise their cash flow, businesses

can achieve greater financial stability and long-term success.

Improve Access to Affordable Informal Finance: Policymakers should work towards making

informal finance more affordable for MSSEs by regulating interest rates and fees charged by

informal lenders. Encouraging the development of more cost-effective financial products could
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help businesses avoid the high-cost options that negatively impact profitability, promoting

sustainable growth.

Develop Financial Management Tools for MSSEs: Technology-driven solutions such as financial
management apps and software should be developed and made accessible to MSSEs, particularly
in developing economies. These tools can help businesses track income, manage cash flow, and
analyse financial data, enabling better decision-making and improving overall financial

performance.

Encourage Long-Term Financial Planning: Business support organisations should emphasise the
importance of long-term financial planning and goal-setting for MSSEs. By providing guidance
and resources for setting realistic financial goals, reviewing performance, and anticipating
potential financial risks, businesses will be better prepared to adapt to market changes and achieve
sustainable growth.

5.6 Suggestions for future research

Comparative Study Between Informal and Formal Finance: Future research could compare the
impact of formal and informal finance on the performance of MSSEs across different regions in
Uganda. This could explore how businesses balance both financial sources and the differing

outcomes in terms of growth, profitability, and sustainability.

Role of Digital Financial Services: Investigate how the growing availability of digital financial
services (such as mobile money and digital lending platforms) influences access to finance for

MSSEs, and whether these services improve financial capability and business performance.
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Gender Differences in Access to Finance: Future studies could explore the gender disparities in
accessing both informal and formal finance among MSSE owners. This research could examine
how gender affects financial capability and business outcomes, providing insights into targeted

interventions for women-owned enterprises.
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Appendix I: Questionnaire

Dear Respondent,

My name is Achura Gad Apollo, a student at Makerere University Business School. I am
researching the relationship between access to informal finance, financial capability, and the
performance of micro and small-scale enterprises (MSSEs) in Kampala. I kindly request you to
take some time to answer the questions by ticking the spaces provided.

Any relevant information provided will be treated with the utmost confidentiality and will be used

solely for academic research purposes.

Section A: Biodata
4. Gender

Male 1 Female

|

5. Level of Education
Certificate

Diploma

Bachelor’s degree
Postgraduate

Other, [ L SPRCITY...eeeceeceeeeeeee s
6. Have you used informal financial sources for your business?

Yes No
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Section B: Performance of MSSEs
Please indicate your degree of agreement with the following statements.

Key:

1 = Strongly Disagree
2 = Disagree

3 = Not Sure

4 = Agree

5 = Strongly Agree

Improved Sales Returns

1.

I believe that improved sales returns are crucial indicators of the
success and sustainability of my business.

I am confident that enhancing sales returns reflects the effectiveness
of my business’ sales strategies, customer engagement efforts, and
market responsiveness.

| believe there is a direct relationship between improving sales
returns and the overall financial performance of my business, as it
demonstrates our ability to adapt to market demands and meet
customer needs.

Increased Market Share

4.

My business has successfully attracted new customers over the past
year.

My business has expanded its market reach compared to our
competitors.

My business has seen a significant increase in the percentage of
repeat customers.

Customer Base Growth

7.

| believe that the expansion of our customer base significantly
contributes to the overall performance and sustainability of my
business.

I am confident that my strategies for attracting and retaining
customers effectively enhance the business’ market position and
recognition.

| see a correlation between the growth of our customer base and the
improvement in our sales revenue, customer loyalty, and market
insights.
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Section C: Access to Informal Finance

Please indicate your level of agreement with the following statements.
Key:

1 = Strongly Disagree

2 = Disagree

3 = Not Sure

4 = Agree

5 = Strongly Agree

Awareness

and growth.

1. When | have a higher awareness of informal finance options, | am
more likely to diversify my funding sources for business operations

financial performance of my business.

2. Limited awareness about available informal finance sources hinders
me from tapping into opportunities that could positively impact the

performance.

3. | believe if 1 actively seek information about various informal
finance options, | will be better positioned to make informed
financial decisions that positively influence my business

Affordability

business.

4. 1 believe the high cost associated with accessing informal finance can
negatively affect the profitability and financial sustainability of my

financial health and performance.

5. Affordable informal finance options can enable me to effectively
manage my business’ cash flow which can contribute to its overall

my business performance.

6. If I perceive informal finance as affordable, I am more likely to use
it strategically for investment which can lead to positive impacts on

Frequency of usage

maintain stability.

7. If I can rely on informal finance for day-to-day operations, my
business can be better equipped to navigate financial challenges and

long-term performance of my business.

8. 1 believe an excessively high frequency of borrowing from informal
sources may indicate financial instability and negatively impact the

strategic financial needs.

9. I believe maintaining a balanced frequency of informal finance usage
is crucial for my business to sustainably meet both immediate and
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Perceived reliability

10. If | perceive that informal finance sources are reliable, I am more
likely to make confident and strategic financial decisions which can
positively influence my business’ overall performance.

11. A lack of trust in the reliability of informal finance sources may lead
me to seek alternatives that are less beneficial financial options which
can negatively impact my business’ performance.

12. If | experience consistent and dependable support from informal
finance sources, my business’ success can be reliably predicted.

Section D: Financial Capability

Please indicate your agreement with the following statements.
Key:

1 = Strongly Disagree

2 = Disagree

3 = Not Sure

4 = Agree

5 = Strongly Agree

Income Management

1. I regularly track and monitor all sources of income in my business.

2. | have a system in place to control and allocate income effectively
for business operations.

3. lensure that there is sufficient cash flow to meet my business's short-
term financial obligations.

Usage of Appropriate Financing Sources

4. | carefully assess and choose the most suitable financing sources for
my business.

5. I am knowledgeable about the different types of financing options
available to my business.

6. | avoid relying on high-cost financing sources that may negatively
affect my business's profitability.

Financial Acumen

7. 1 regularly analyse financial data to make informed business
decisions.

8. |1 am confident in assessing financial risks before making major
investments.

9. lunderstand how to balance profit, costs, and investment to maintain
the financial health of my business.

Strategic Financial Planning
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10. I have a clear financial plan for the future growth of my business.

11. I set long-term financial goals and review them periodically to ensure
they are being met.

12. 1 anticipate and plan for potential financial risks in my business
operations.

Thank you for your cooperation.
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