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ABSTRACT 

The study was carried out with the purpose of examining the effect of human resource 

management practice on financial performance of small-scale enterprises in Pallisa. The 

objectives for the study aimed at determining the effect of compensation system, performance 

appraisal, and selection systems of employee on financial performance small scale enterprises; 

qualitative and quantitative techniques in designing the research were used and A total of 40 

respondents participated in the study and were selected using random sampling method. The data 

was collected using questionnaires and interviews and presented using tables, graphs and pie 

charts for easy analysis.  

The study also highlighted some of the negative and positive effects that have been registered in 

financial management as a result of human resource management in  SMEs which includes ie 

increases work motivation,  attracts talented employees, develops organization competence,  

tracks employees values, very costly to conduct, time consuming,  Result into increased cost,  

leads to loss of liquidity 

 The study therefore signified that there was appositive effect of human resource management 

practice on financial performance of SMEs. 
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CHAPTER ONE: INTRODUCTION 

1.0 Introduction. 

This chapter presents the Background of the study, statement of the problem, Objectives of the 

study, Research questions, Content scope, Geographical scope, Time scope, Significance of the 

study and the Conceptual frame work 

1.1 Background of study 

A number of independent studies have supported the positive influence of effective HRM on 

company financial performance. This research has demonstrated that HRM practices can be 

leveraged to improve employee skills, increase motivation, and foster commitment to the 

company, by linking certain types of HRM practices to lower voluntary turnover, higher 

financial performance, and increased market share.  

Moreover, similar patterns have been observed across cultures and industries, including auto 

assembly, general manufacturing, and food service. These results indicate that HRM strategies 

can produce similar positive effects across regions, cultures, and industries. Firms have 

increasingly recognized the potential for their people to be a source of competitive advantage 

(Pfeffer, 1994). 

Creating competitive advantage through people requires careful attention to the practices that 

best leverage these assets. This change in the mindset of executive decision-makers has spurred 

an increasing body of academic research attempting to reveal a relationship between a HR 

practice and its performance. Much of this research has demonstrated statistically significant 

relationships between measures of HR practices and firm profitability (Delery and Doty, 1996; 

Guthrie, 2001; Huselid, 1995). While these studies have been useful for demonstrating the 

potential value created through HR practices, they have revealed very little regarding the 

processes through which this value is created (Wright and Gardner, 2002). Some authors have 

referred to this as the `black box’ problem, noting that the conceptual development of the 

mediating mechanisms through which HRM has an impact on stability has thus far eluded 

empirical testing (eg Purcell et al, 2003). In addition, the vast majority of studies examining the 

relationship between HR practices and firm performance have been entirely cross-sectional in 

their design. Again, while providing useful information, such designs are somewhat problematic. 
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