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ABSTRACT
The purpose of the study was to determine the effect of financial innovation on financial

sustainability of SMEs, a case study of Pallisa Pallisa district. Financial innovation was viewed as a
three dimensional construct made of service, product and technology innovation. Financial
sustainability was viewed in terms of liquidity, solvency and operational efficiency. The study
findings depicted that there exists a positive and significant relationship between financial
innovation and financial sustainability of SMEs in Pallisa district. Basing on the findings, the study
recommended that SMEs should constantly improve on their services by creating new service
packages, modify existing packages and also improve on the process of service delivery. This will
enable the organization to always give the best to their clients. Additionally, products offered by the
SMEs should also be innovated constantly to match or beat the competition in the industry where
the SME operate. This will allow the SMEs to trigger a positive perceived value in the eyes of the
consumers which in turn increase sales and hence financial stability. Lastly, SMEs should invest
heavily in technology so as to stay competitive. Creating innovation and incubation centers should
be adopted by SMEs in order to avoid obsolescence. This will also reduce on the costs of operation

and increase operational efficiency.
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CHAPTER ONE
INTRODUCTION

1.0 Introduction

This chapter includes the background of the study, problem statement, study objectives,

significance of the study and the conceptual framework guiding the study.

1.1 Background
SMEs are widely regarded as key drivers of economic development (Natila, 2018; L. Wang, Dai, &

Ding, 2019; Zoghi, 2017). They play a vital role in the improving livelihoods of people through
employment creation, increasing household incomes and contributing to the country’s GDP
(Patrick, Eric, & Patrick, 2021). In the UK, SMEs employ over 14 million people contributing 45%
of the GDP of Wales and England (Murnaghan, 2009). Similarly in Uganda, SMEs contribute up

to 80% of employment and 33% of the country’s GDP (UIA, 2016).

While there is no generally accepted definition of SMEs, majority of available definitions are based
on the number of employees, turnover and total assets. In the European union, SMEs are defined as
organisations with less than 250 employees and have a turnover of less than 50 million euros or a
balance sheet of less than 43 million euros (SBE, 2021). According to the Uganda Investment
Authority (2016), SMEs are defined as organisations that employ between 5-100 workers with total

assets between 10 million shillings to 360 million shillings.

Despite the positive impact of SMEs to individuals, groups and nations’ economies, available
literature suggests that they are not financially sustainable (Ledn, 2001; Prabawani, 2013; Zwikael
& Ahn, 2011). While there has been a progressive increase in the number of SMEs globally over

the years, a decline from 213.52 million in 2019 to 212.98 in 2021 was recorded (Clark, 2021).



References

Ajide, F. M. (2016). Financial Innovation and Sustainable Development in Selected Countries in
West Africa. Journal of Entrepreneurship, Management and Innovation, 12(3), 85-111.
https://doi.org/10.7341/20161234

Angurini, B. (2021). ‘SMEs must recover to boost economic growth’ | Monitor. Retrieved April 4,
2022, from Daily Monitor website: https://www.monitor.co.ug/uganda/business/markets/-
smes-must-recover-to-boost-economic-growth--3575522

Calabrese, A., Castaldi, C., Forte, G., & Levialdi, N. G. (2018). Sustainability-oriented service
innovation: An emerging research field. Journal of Cleaner Production, 193, 533-548.
https://doi.org/10.1016/J.JCLEPR0O.2018.05.073

Clark, D. (2021). Estimated number of small and medium sized enterprises (SMEs) worldwide from
2000 to 2020. Retrieved from Statista website:
https://www.statista.com/statistics/1261592/global-smes/

Commons, S. (2012). Social Science Research: Principles, Methods, and Practices.

Connolly, P. (2019). Quantitative Data Analysis in Education: a critical introduction using SPSS
(Second). New York: Routledge.

Creswell, J. W. (2014). (2014). Book Review Creswell , J . W . ( 2014 ). Research Design :
Qualitative, Quantitative and Mixed Methods Approaches ( 4th ed .). Thousand Oaks , CA :
Sage. In SAGE (Vol. 12). https://doi.org/10.5539/elt.v12n5p40

Emory, C. (2011). Does Algorithmic Trading Improve Liquidity? CFA Digest, 41(2), 39-41.
https://doi.org/10.2469/dig.v41.n2.36

Hermes, E. (2021). European SMEs: 7-15% at risk of insolvency in the next four years. Retrieved
March 22, 2022, from Allianz Trade website: https://www.allianz-trade.com/en_global/news-
insights/economic-insights/european-SMEs-at-risk-of-insolvency.html

Indrawati, H., Caska, H., & Suarman, H. (2020). Barriers to technological innovations of SMEs:
how to solve them? International Journal of Innovation Science, 12(5), 545-564.
https://doi.org/10.1108/1J1S-04-2020-0049/FULL/XML

Jeong, H., Shin, K., Kim, E., & Kim, S. (2020). Does open innovation enhance a large firm’s
financial sustainability? A case of the Korean food industry. Journal of Open Innovation:
Technology, Market, and Complexity, 6(4), 1-17. https://doi.org/10.3390/joitmc6040101

Kasemiire, C. (2021). 36% of small businesses at risk of failure - survey | Monitor. Retrieved
March 29, 2022, from Dialy Monitor website:
https://www.monitor.co.ug/uganda/business/markets/36-of-small-businesses-at-risk-of-failure-
survey-3500118

Kibelioni, J., & Ayuma, C. (2019a). Effect of Financial Innovations on Financial Sustainability of
Microfinance Institutions in Eldoret Town , Kenya. IOSR Journal of Economics and Finance
(I0SR-JEF), 10(5).

Kibelioni, J., & Ayuma, C. (2019b). Effect of Financial Innovations on Financial Sustainability of
Microfinance Institutions in Eldoret Town , Kenya. IOSR Journal of Economics and Finance
(IOSR-JEF), 10(5), 80-89.

28



Kikwasi, G. J. (2017). Critical Success Factors for Effective Risk Management. Web of Science.

Kothari, C. . (2004). Research Methodology Methods and Techniques (Second). New Age
International Ltd.

Krejcie, & Morgan. (1970). MORGAN * S TABLE FOR SAMPLE SIZE. FUNAAB Journal, 3(7),
16586.

Kristensson, P., Magnusson, P., & Witell, L. (2019). Service Innovation for Sustainable Business.
Service Innovation for Sustainable Business. https://doi.org/10.1142/11074

Krosnick, J. A., & Presser, S. (2009). Question and Questionnaire Design. 94305, 1-81.

Kuhl, M. R., Da Cunha, J. C., Macaneiro, M. B., & Cunha, S. K. (2016). Relationship between
innovation and sustainable performance. International Journal of Innovation Management,
20(6). https://doi.org/10.1142/S136391961650047X

Leon, P. (2001). Four Pillars of Financial Sustainability (2nd ed.; P. Bath, Ed.). Virginia: McGraw-
Hill.

Maina, J. N., Kiai, R. M., & Kyalo, T. N. (2020). FINANCIAL INNOVATION PRACTICE,
SACCO SIZE AND FINANCIAL SUSTAINABILITY OF DEPOSIT TAKING SAVING
AND CREDIT CO-OPERATIVES IN KENYA. Financial Studies, 24(3).

Majid, U. (2018). Research Fundamentals : Study Design , Population , and Sample Size Research

Fundamentals :  Study  Design ,  Population , and Sample Size. (June).
https://doi.org/10.26685/urncst.16

Matthias, L. (2021). How Innovation — And Sustainability — Will Define Tomorrow’s Banking
Sector.  Retrieved  April 16, 2022, from International banker  website:
https://internationalbanker.com/finance/how-innovation-and-sustainability-will-define-
tomorrows-banking-sector/

Muhammad, S., & Kabir, S. (2018). Methods of data collection. (June).

Muhwezi, L. (2014). International Journal of Advance Research in Analysis of Construction
Project Cost Overrun by Statistical Method. (May 2014).

Muiruri, S. M. (2017). Why Starting An Online Store Is More Important Than Ever. European
Journal of Research and Reflection in Management Science, 5(1), 36-48. Retrieved from
https://squareup.com/us/en/townsquare/how-to-start-an-online-store

Murnaghan, C. (2009). Small and medium-sized enterprises (SMEs) : understanding and promoting
pro-environmental behaviour change. Retrieved from www.environement-agency.gov.uk

Nassuna. (2021). Emyooga programs need to be revisited, government told. Retrieved April 3,
2022, from https://www.independent.co.ug/emyooga-programs-need-to-be-revisited-
government-told/

Natila, C. (2018). Development of Internal Controls in Small and Medium Enterprises - Case of
Albania. European Journal of Marketing and Economics, 1(1), 5-10. Retrieved from
https://ideas.repec.org/a/eur/ejmejr/8.html

Nderitu, J., Muthii, R., & Ngina, T. (2020). www.econstor.eu.
Nyawira, K. J. (2011). the Relationship Between the Level of Technological Innovation and

29



Financial Performance of Commercial By a Research Project Submitted in Partial Fulfillment
of the Requirement for the Degree of Master in Business Administration of the University of
Nairo.

Olarewaju, O., & Msomi, T. (2021). Factors Affecting Small and Medium Enterprises’ Financial
Sustainability in South Africa. African Journal of Inter/Multidisciplinary Studies, 3(1), 103—
117. https://doi.org/10.51415/ajims.v3i1.893

Opiding, A. (2018). CREDIT RISK MANAGEMENT AND PROFITABILITY IN COMMERCIAL
BANKS. Uganda Management institute.

Patrick, B., Eric, M., & Patrick, B. E. (2021). Access to Finance and Sustainability of Small and
Medium Enterprises in Central Uganda. V(Ix), 263-268.

Prabawani, B. (2013). Measuring SMEs’ Sustainability: A Literature Review and Agenda for
Research. International Journal of Management and Sustainability, 2(12), 193-207.
https://doi.org/10.18488/journal.11/2013.2.12/11.12.193.207

Rachad, A. (2003). Interpreting quantitative data using SPSS (1st ed.). London: Sage Publications.

RDB. (2020). SMES guide in Rwanda. Retrieved from
http://www.smeportal.gov.rw/IMG/pdf/sme_business_guide-final.2-4.pdf

Saleem, A., & Sadik, M. (2014). Holistic Approach of Research Work. International Journal of
Scientific and Research Publications, 4(7), 504-510. Retrieved from http://www.ijsrp.org/e-
journal.html

Saxena, A. (2016). Avoiding Project Failure by using Project Management methodologies.
(August), 0-100.

SBE. (2021). What is an SME? Here’s an SME definition. Retrieved March 28, 2022, from
Business Finance website:
https://www.simplybusiness.co.uk/knowledge/articles/2021/05/what-is-an-sme/

Setia, M. S. (2016). Methodology series module 3: Cross-sectional studies. Indian Journal of
Dermatology, 61(3), 261-264. https://doi.org/10.4103/0019-5154.182410

Shin, H., & Perdue, R. R. (2022). Hospitality and tourism service innovation: A bibliometric review
and future research agenda. International Journal of Hospitality Management, 102, 103176.
https://doi.org/10.1016/J.1JHM.2022.103176

UIA. (2016). SMEs Driving the Economy. Retrieved July 12, 2021, from
https://www.ugandainvest.go.ug/smes-driving-economy/

Wang, K. (2005). Business life cycles and five elements theory. 49th Annual Meeting of the
International Society for the Systems Sciences 2005, 1SSS 2005, 160-173. Beijing.

Wang, L., Dai, Y., & Ding, Y. (2019). Internal Control and SMEs ’ Sustainable Growth : The
Moderating Role of Multiple Large Shareholders.

Zoghi, F. S. (2017). Risk Management Practices and SMEs: An empirical study on Turkish SMEs.
International  Journal of Trade, Economics and Finance, 8(2), 123-127.
https://doi.org/10.18178/ijtef.2017.8.2.550

Zwikael, O., & Ahn, M. (2011). The Effectiveness of Risk Management : An Analysis of Project

30



Risk Planning Across Industries and Countries. 31(1). https://doi.org/10.1111/j.1539-
6924.2010.01470.x

31



	1.pdf
	2.pdf

