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ABSTRACT 

 

The study sought to understand the liaison between capital structure and financial performance 

and how this relationship is mediated by credit management in Pallisa Business District in 

Uganda. The specific objectives were; to assess the role of capital structure on financial 

performance of SMEs in Pallisa Business District; to identify the relationship between capital 

structure and credit management among SMEs in Pallisa Business District; to examine the 

connection between credit management and financial performance of SMEs in Pallisa Business 

District; and to examine the mediating role of credit management on the relationship between 

capital structure and financial performance of SMEs in Pallisa Business District. A cross- 

sectional research design was utilized and the findings are based on a sample of 132 SMEs 

drawn from a population of 200 SMEs using simple random sampling technique. Also 396 

questionnaires were administered and 333 were fully filed and returned to the researcher. The 

study statements were reliable as tested using Cronbach‘s Alpha Coefficient, and were also valid 

after subjecting them to expert judgment method. Pearson‘ correlation coefficient and linear 

regression were used for data analysis in SPSS version 23. Study results indicated a positive 

relation between all study variables. Regression results revealed that capital structure is 

positively related to financial performance, credit management is positively affected by capital 

structure, credit management is positively related to financial performance while credit 

management partially mediates the bond between capital structure and financial performance in 

Pallisa Business District in Uganda. Thus, it is recommended that SMEs in Pallisa Business 

District and those in Uganda should ensure adherence to proper management of capital structure 

and strengthen the credit management mechanisms to enhance financial performance in terms of 

profitability, turn over and cash flow. 



xii  

 

CHAPTER ONE 

INTRODUCTION 

1.1. Background to the Study 

 

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

hypothesis, scope of the study and the study significance 

1.2. Study Background 

 

While many nations have deliberately allowed the formation and growth of small and medium- 

sized enterprises (SMEs) in order to boost their GDP, SMEs have occasionally failed to make it 

past their first anniversary as a result of subpar financial performance (Muli & Wachira, 2019). 

According to the World Bank Group (2016) as cited in Muli and Wachira (2019), formal SMEs 

donate up to 45% of the total employment and 33% to Gross Domestic Product (GDP) in the 

developing economies and should be prioritized. Financial performance is a level at which 

financial goals of a firm are being or have been realised (Pimpong & Laryea, 2016). Likewise, 

Lenglet (2023) stated that financial performance denotes a company's ability to generate profits 

and enhance shareholder value over an extended period. Thus, it serves as an indicator of how 

effectively an organization is utilizing its resources and accomplishing its financial objectives. 

There have been many attempts to define capital structure; however, capital structure is 

understood to be the combination of capital securities and debt used to finance actual 

investments. Scholars such as Aljamaan (2018) and Sharma (2023) defined capital structure as 

the composition of a company‘s sources of assets, a mix of owner‘s capital (capital) and loan 

(debt) from outsiders used to finance its overall operations and investment activities. Credit 
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