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ABSTRACT 

This study examined the effect of leadership on financial performance of SMEs. The study was 

guided by the following objectives notably, to examine the effect of transformational leadership 

style on financial performance of SMEs, to examine the effect of transactional leadership style 

on financial performance of SMEs and to assess the effect of laissez-faire leadership style on 

financial performance of SMEs in Uganda. The study used a cross sectional research design, 

and a quantitative approach.  Data was collected from a target population of 101 of employees 

with accessible unit of 80 of employees in SMEs, using simple random and purposive sampling 

techniques. Data were collected with the aid of closed ended questionnaire and Statistical 

Packages for Social Sciences was employed for analyzing data from which frequency tables, 

descriptive statistics (mean and standard deviation), reliability, validity, correlation, and 

regression results were obtained. The study findings revealed that there is a positive and a 

significant effect of transformational leadership style and financial performance of SMEs, 

transactional leadership style and financial performance of SMEs and laissez-faire leadership 

and financial performance of SMEs. The study concludes that there is a strong predictive power 

that the dimensions of leadership contribute towards enhancing financial performance of SMEs 

in Mbale City. Finally, the study, recommends that efforts to improve the financial performance 

of SMEs depends on leadership (transformational, transactional and laissez-faire leadership 

styles). 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction  

This chapter presents the background to the study, the problem statement, research objective, 

the research questions, significance of the study, and the conceptual framework. 

1.1 Background of the study 

Small and Medium Enterprises (SMEs) play a pivotal role in driving economic growth and 

development across the world. They significantly contribute to GDP, employment, and the 

inclusion of marginalized groups in economic activities (OECD, 2017). However, the financial 

performance of SMEs has been a persistent challenge, marked by fluctuating profitability, rising 

operational costs, and inconsistent revenue growth (Abor & Quartey, 2018). 

Financial performance in SMEs is typically measured using several key indicators: 

maximization of profits, minimization of expenses, and sales revenue growth. These metrics 

are essential for understanding the overall health and financial sustainability of SMEs. Profit 

maximization reflects the company's ability to generate income that exceeds its expenses, 

ensuring long-term viability. Minimizing expenses is equally important, as controlling costs 

can lead to increased profitability and more efficient operations. Sales revenue growth indicates 

the company’s ability to expand its market presence and increase its customer base, which is 

vital for sustained financial success (Kantur & İşeri-Say, 2017). 

Globally, SMEs are significant contributors to economic development bridging the gap between 

different economic classes by creating employment (OECD, 2017). Despite their critical role, 

SMEs globally face numerous challenges that impact their financial performance. These 

challenges include access to finance, market competition, regulatory burdens, and the ability to 

attract and retain skilled labor (World Bank, 2020). 

In Africa, SMEs are recognized as essential drivers of economic development, contributing 

significantly to economic growth, employment, and poverty reduction. However, the financial 

performance of African SMEs has also been hindered by structural and operational challenges, 
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