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Abstract  

This study delivers a comprehensive understanding of venture capital (VC) financing 

performance, by highlighting what has worked well. It partially fills some of the gaps in the 

existing body of research. This research study was aimed at analysing the impact of VC 

financing on the performance of SMEs in Uganda. The study adopted a mixed-method 

approach and used a 5-point Likert scale semi-structured questionnaire administered to 68 

key venture capital experts selected from the districts of Kampala, Wakiso, Mukono and 

Jinja in Uganda. The quantitative data was evaluated using a multiple regression model and 

other inferential tests, with results being generated using Statistical Package for the Social 

Sciences (SPSS). Sixteen semi-structured interviews were performed to supplement the 

numerical data and ATLAS-ti was used for purposes of data analysis of the results. The key 

findings from this study suggest superior performance of VC-financed enterprises following 

VC financing when compared to non-VC financed enterprises. The empirical evidence of 

this study disclosed that the VC-financed enterprises realised tremendous growth, 

specifically the Return on Equity increased by 42.3%; profitability from 30% - 50%; sales 

revenue by 33.6%; Return on Assets by 44.5%. In addition, 63% of the respondents 

confirmed a positive impact of government regulatory policy in enhancing the development 

of the early-stage firms. Considering these results, a higher percentage suggests 

commendable success and growth of an enterprise. These empirical results confirm that VC 

financing is a precursor for quicker growth of early-stage enterprises. On this basis, 

government should encourage the foreign VC firms to increase VC investment in the country 

to assist in closing the financing gap experienced by small firms.  This study makes a vital 

contribution to the body of knowledge by offering a diversified framework for enterprise 

success in Uganda, which will be of use to key players in the VC market when evaluating 

the potential for success of an enterprise. The framework is important to aid the VC 

stakeholders in customizing adequate funding programs that can propel the realization of 

early-stage firms with growth potential. The research findings may support venture 

capitalists (VCs) in choosing SMEs with high growth potential, in order to minimize the 

financial risks involved in selecting less profitable ventures. Besides, the study will assist 

policymakers and practitioners to design appropriate policies that are customized to increase 

and ease access to VC finance, as well as help with adapting government programs, in order 

to raise awareness among the business fraternity.  

Keywords: Venture capital finance impact; small-medium enterprise performance; venture-

backed firms; a diversified framework for enterprise success; Uganda  
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CHAPTER ONE: INTRODUCTION 

 

1.1 Synopsis of the study 

This chapter discusses the contextual information underpinning the study, which provides 

justification for the study. The broad literature review conducted to obtain evidence that 

provides a foundation for this study and facilitates responding to the research problem is 

also detailed. The study presents the problem statement, research objectives, research 

methodology, and significance of the study regarding the impact of venture capital (VC) 

financing on the performance of small-medium enterprises (SMEs) in Uganda. This 

researcher employed different entrepreneurship finance theories, which helped to build a 

foundation for this study. As such, this research partially filled the identified gaps and 

unanswered questions that led to the investigation. 

 

1.2 Background to the research 

SMEs are the drivers of economic growth. They stimulate the development of national gross 

domestic product (GDP) and are the principal employment sector in both industrialized and 

emerging economies (Mason, 2009; Beck & Cull, 2014; World Bank, 2016; Shanthi, 

McGinnis & Schneider, 2018). The World Bank (2016) has indicated that 600 million 

jobs will be required by 2030, in order to provide employment for the world’s growing 

workforce. This reinforces the need for SME growth to be a priority for all regimes around 

the world, with developing countries reporting that seven out of 10 formal jobs are created 

by SMEs (World Bank, 2016).  Recent studies show that, in Uganda, the SME sector 

accounts for 2.5 million jobs, provides 90% of private sector jobs, produces 80% of 

manufactured output and contributes 70% of national GDP (MTIC, 2015; UIA, 2016; 

MFEPD, 2016; Muriithi, 2017). Nevertheless, the policy framework is ineffective in 

ensuring effective recognition of the full growth potential and financial development of 

SMEs (World Bank, 2016).  

 

Notwithstanding the significant economic impact made by SMEs in emerging nations, they 

have continued to encounter difficulties in gaining access to finance, which inhibits their 

growth and expansion (Capizzi, Giovannini and Pesic, 2011; Li and Zahra, 2012; Bertoni & 

Tykvová, 2015; World Bank, 2016; Shanthi, McGinnis & Schneider, 2018). SMEs do not 

have tangible collateral or a clean historical financial record, which are required by financial 
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intermediaries, in order to secure a bank loan (Berger & Udell, 1998; Ayyagari et al., 2011; 

Daskalakis, Jarvis & Schizas, 2013). As a result, the rate of start-up business failure in Africa 

remains high, which has drawn the attention of policymakers and international development 

partners (Mbabazi, 2012; Muriithi, 2017; Okpara, 2011; Yeboah and Koffie, 2016). 

 

In light of these malfunctions, VC financing (VC) emerged as the best suitable funding 

model for early-stage enterprises’ development , to benefit the “missing middle” parallel to 

bank loans (Hisrich, & Polonchek, 1998; Hellmann & Puri 2002; Cumming &Johan, 2009;  

Bertoni & Tykvova, 2015; (Bertoni, Colombo, & Quas, 2015). Besides, VC financing 

primarily assists to close the routine funding deficiencies for the early-stage enterprises and 

rapidly enhances their growth (Gompers, Kaplan & Mukharlyamov, 2015; (Ueda and 

Hirukawa, 2008; NVCA, 2004; HIS Global Insight, 2008; Li and Zahra 2012; Breuer and 

Pinkwart, 2018; Monitor Group and SAVCA. (2011).  

 

Existing studies have confirmed that on average the VC-funded companies exhibited 

superior performance matched to the non VC-funded companies in terms of market 

capitalization, research and development (R&D) and general company performance 

(Gornall, 2015; Bocken, 2015; Pradhan et al., 2017). Empirical evidence, essentially from 

technologically advanced nations (e.g.  United States (US), Canada, Europe, China) 

recognize that VC is a viable financing model that could improve access to finance and so 

ensure SME growth (Gompers & Lerner, 2004; Agyeman, 2010; Muriithi, 2017; Small and 

Medium Business Agency , 2018; Shanthi, McGinnis & Schneider, 2018). It is noteworthy 

that the high-tech companies that are now household names got their start with VC finance, 

including Amazon, Apple, Facebook, Gilead Sciences, Google, Netflix and Starbucks. 

These companies have had a great impact on the US economy and the international economy 

(Gompers & Lerner, 1998; Deloitte & NVCA, 2009; Lerner, 2010; Gompers et al., 2020). 

For that reason, VC financing is increasingly drawing attention for its vital contribution to 

employment creation, GDP development and a driver for innovation (NVCA, 2009; IHS 

Global Insight, 2008; Bocken, 2015; Gompers and Lerner, 1998; Murray, 2007; Metrick and 

Yasuda, 2010).  

 

 However, the VC financing model is “a size that does not fit all”, the Venture Capitalists 

(VCs) invest in only companies with growth potential. As such, a few start-up firms qualify 
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owing to the rigorous due diligence system. This has left several questions unanswered. The 

key question to ask is “Does VC investment into the early-stage enterprises contribute to 

their success and growth? Previous scholarships offer inadequate conclusions to account for 

the difference in performance, moreover, these studies focused mainly on the developed 

economies (Jain and Kini 1995, Bottazzi, Da Rin & Hellmann (2008). 

 

Therefore, this study aimed to analyse the impact of VC financing on SME performance in 

Uganda with a focus on return on equity (ROE), sales revenue, profitability, return on assets 

(ROA) and the effectiveness of government regulations. The research makes a vital 

contribution to the body knowledge by offering a diversified framework for Enterprise 

success in Uganda. (See Figure 6.1.) The framework would benefit the key players in the 

VC market in manipulating enterprise success. The results of the study would be of benefit 

to VCs in their effort to make good investment decisions and help government and 

policymakers to develop suitable regulatory policies to ensure the development of the VC 

market.  

 

Despite the growing interest in VC financing globally, considerable misapprehensions about 

this intermediary persevere. This is attributable to the lack of a comprehensive dataset, 

which poses a big challenge to academic researchers (Lerner, 2012; Tykvová, 2018). While 

most authors paint an intriguing picture of VC financing, some VC-funded companies do 

not blossom to expectations; however, there is inadequate evidence regarding failed VC-

backed companies (Kaplan & Lerner, 2016). Recent research has shown that few empirical 

studies have been done on VC financing in emerging economies. Additionally, the few 

studies conducted that examine VC performance are disjointed, and little is known about the 

effect of VC in the early stage of enterprise growth. 

 

1.3 Problem Statement 

SMEs in developing countries, including Uganda, have continued to suffer from finance 

deficiency, which hampers their survival and growth (Mbabazi, 2012; Divakaran, McGinnis 

and Shariff, 2014; Turyahikayo, 2015; Gemma and Kasirye, 2015; Ayyagari, Demirgüç-

Kunt & Maksimovic, 2011; Esho and Verhoef, 2018). Whereas SMEs struggle to secure 

external debt capital to bridge their financing gap, financial intermediaries consider them a 

high-risk investment and are therefore reluctant to provide a bank loan or financial credit 
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(Berger & Udell, 1998; UIA, 2016; Ernst & Young, 2016; EU/OECD, 2016). In Uganda, 

which is the focus of this study, the current literature indicates that 33.3% of new businesses 

do not survive beyond the first year of start-up (Mbabazi, 2012; Muriithi, 2017).  

 

Okpara (2011) also reveals that SMEs in emerging nations close their businesses at a higher 

rate than those in technologically advanced countries. Yeboah and Koffie (2016) showed 

that 75% of start-up firms in South Africa close in less than three years of formation - one 

of the highest SME mortality rates in the world. Without question, access to sustainable 

funding is the fundamental ingredient for the success and development of start-up firms, in 

both developed and emerging markets (Beck & Cull, 2014; Turyahikayo, 2015; Eniola & 

Ektebang, 2014). 

 

Consequently, this increasing rate of SMEs’ business failure has attracted global attention 

from the policymakers and practitioners, to find a suitable financing model with proficiency 

to boost the early-stage firms’ survival and growth. On this basis, VC evolved as a suitable 

financing model that could close the equity gap that inhibits the growth of early-stage firms 

(Gompers and Lerner 2001; Deloitte & NVCA, 2009; Gompers & Learner, 2004; Massimo, 

Cumming & Vismara, (2016; Muriithi, 2017; Shanthi, McGinnis and Schneider, 2018; 

OECD, 2018; Tykvová, 2018). VC firms provide the needed capital in exchange for equity 

shares in the company, and they make key management decisions and have a minority seat 

on the Board of Directors (BOD) of a company, in order to ensure a high return on their 

investment (Monitor Group and SAVCA, 2011; Li and Zahra, 2012; Ibrahim & Shariff, 

2016). 

 

Recognizing the significant role played by VC financing in stimulating the growth of early-

stage firms, a handful of government programs were developed and policy reforms 

undertaken, which aimed to: ensure easy access to patient capital; encourage enterprise 

growth (UIA, 2016; Gemma & Kasirye, 2015). Examples include government co-

investment funds (CIFs), the Youth VC Fund, entrepreneurship skills development and 

annual private equity (PE) and VC conferences (UIA, 2016; Gemma & Kasirye, 2015). 

However, these are principally inception programs and their impact on the growth of the VC 

industry is yet to be recognized.  
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In addition, recent studies revealed many countries have been compelled to embark on 

diverse government policy reforms to boost VC market development (Lerner, 2010; 

Adongo, 2012; Baldock & North, 2015; Arundale, 2018). Despite government attempts, 

results supporting VC market growth and SME performance in Uganda remains unclear 

(UIA, 2015; UIA, 2016). Precisely, current diagnosis of Uganda’s VC market revealed that 

it is under-explored, with little evidence to explain how VC financing has influenced SME 

performance (UIA, 2016). 

 

Whereas VC financing has been extensively studied, there is little evidence from emerging 

economies that underwrites the contribution of VC financing to the success of the early-

stage enterprises (Agyeman, 2010; Divakaran et al., 2014; Antarciuc et al., 2018). This is 

because studies in this area have largely focused on developed economies, where VC has 

exhibited tremendous success (Gompers & Lerner, 1998: Lerner, 2010; Baldock & North, 

2015; Puri and Zarutskie, 2012; Chemmanur et al., 2001; Tykvová, 2018; Bertoni & 

Tykvová, 2015). Similarly, Esho and Verhoef, (2018) revealed that SMEs have an inferior 

implementation of PE/VC investment in comparison with the large firms due to the data 

irregularity and inadequate awareness of available VC opportunities.  

 

To reinforce this contention, earlier literature suggests that most of the researches conducted 

assessing the impact of VC financing on SMEs performance largely engaged business 

owners/ managers as the key respondents (Smolarski & Kut, 2011; Memba, 2011; Jagongo, 

2012; Kwame, 2017; Biney, 2018). This study is diverse in a way that involved all the key 

players in the VC market. The key respondents included: VC firms responsible for financing 

the SMEs; government agencies in charge of regulating the business environment; business 

entrepreneurs/managers the recipients for VC finance; non-VC backed firms. They assisted 

in matching performance to VC-backed firms and SMEs associations.  

 

Even though VC financing has been extensively researched, no study has developed a 

diversified framework for enterprise success in Uganda that aids the key plays in the VC 

market in assessing enterprise success. Several scholarships have primarily focused on 

expending the ordinary financial performance variables of sales revenue, ROA and 

profitability (Memba, 2011; Kwame, 2017; Biney, 2018). Therefore, this study makes a vital 

contribution to novel knowledge by offering a new diversified framework for enterprise 
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success in Uganda to benefit the key players in the VC markets in evaluating enterprise 

success. The framework is important as it is expected to aid the VC stakeholders in 

customizing adequate funding programs that can propel the success of early-stage firms with 

growth potential. This framework for enterprise success in Uganda is strengthened with 

empirical findings from this study and supplemented by literature evidence that underpins 

the capacity of VC finance in stimulating SME success. It is, therefore, necessary for the 

government to give priority to the VC industry to inspire foreign private VC firms to invest 

in the early stage firms to assist fill the financing gap. In doing so, the VC-backed firms can 

ultimately contribute to the national GDP, job creation, and economic development of the 

country. 

 

1.4 Research Questions  

The research was directed by five study questions investigating how VC finance affects 

SME performance measured by ROE, sales revenue, profitability, ROA and the 

effectiveness of government regulations. The research questions include: 

● Does VC finance lead to changes in ROE of SMEs? 

● To what extent does VC financing contribute to sales revenue growth in SMEs? 

● To what extent does VC finance contribute to the profitability growth of SMEs? 

● Does VC finance relate to growth of ROA growth in SMEs? 

● Does the effectiveness of government regulation affect the performance of SMEs? 

● Does the VC market in Uganda have a framework to follow in evaluating the success 

and growth of early-stage enterprises? 

 

1.5 Research objective 

 

1.5.1 Primary research objective 

The primary research objective was to analyse the impact of VC finance on the performance 

of SMEs in Uganda. 

 

1.5.2 Secondary research objectives: 

The secondary research objectives were: 

● To establish whether VC finance leads to changes in ROE. 

● To assess whether VC financing contributes to sales revenue growth in SMEs. 
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● To explain the extent to which VC finance contributes to growth in profitability in SMEs. 

● To evaluate the extent to which VC finance relates to growth in SMEs’ ROA. 

● To analyse if the effectiveness of government regulation affects the performance of 

SMEs. 

● To develop a diversified framework for enterprise success in Uganda to benefit the key 

players in the VC markets in evaluating enterprise success.   

 

1.6 Research hypotheses 

The following predetermined alternative hypotheses guided the research: 

Hα1 VC finance positively impacts the growth of ROE in SMEs. 

Hα2 VC financing contributes to sales revenue growth of SMEs. 

Hα3 VC financing contributes to the profitability growth of SMEs. 

Hα4 VC financing leads to growth in ROA of SMEs. 

Hα5 Effectiveness of government regulation affects the performance of SMEs. 

 

1.7 Significance of the research 

The research delivers a comprehensive understanding of VC industry performance by 

highlighting what has worked well and partially fills some of the existing gaps in the 

earlier research. It also provides a forum for further research by illustrating how VC 

influences SME performance in Uganda. Besides, the strength of this study rests in the 

researcher’s effort to bring together the understanding of the VCs, government agencies 

representatives, SME associations, and entrepreneurs/managers from both investee 

companies and non-investee companies. The integration of these stakeholders’ views 

and interactions may assist in crafting sustainable measures to boost VC market 

development in Uganda. More so, the research findings may assist policymakers and 

government in the design of appropriate policies customized to increase and easy access 

to VC finance, develop government adapted programs to raise awareness to the business 

fraternity, and would also support the VCs in choosing SMEs with high growth potential 

to minimize the financial risks involved in selecting less profitable ventures. Finally, the 

study offers a new dataset with propositions to amplify the contemporary literature as it 

discloses research gaps compelling more study. 
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1.8 Research methodology 

Research methodology displays the direction which aids the researcher to construct the 

research questions to permit the presentation of study findings from data collected logically 

and coherently (Kassu & Sileyew, 2019; Creswell & Creswell, 2018). This section also 

explains the research approach, data collection methods, and research instruments used to 

gather data that assisted to address the research question. Concisely, the author delivers 

highlights of the research approaches that were engaged throughout the research 

progression. To reinforce this episode, the researcher summarizes the research design, 

research method, population and sample size, and methods of data analysis. The research 

design and research methods are discussed in the next section. 

 

1.8.1 Research design 

There are different research designs used in data collection but the choice of the research 

technique is determined by the type and aim of the study. A research design is a blueprint of 

the study, the author must pay attention to a study design capable of collecting data intended 

for the study (Creswell & Plano-Clark, 2010). On the one hand, the researcher should 

consider one that is appropriate to address the research questions and validity of potential 

study results (Yin, 2014: Mayer, 2015; Dresch, Lacerda & Miguel, 2015). The study 

embraced the case study research design in collecting data because it is suitable for studies 

investigating a research problem with less information known about the previous research 

trends.  

 

It also offers the researcher an opportunity to gain a deeper insight into the study area 

(Creswell, and Plano-Clark, (2010), which is the priority for this research. Sekaran (2005) 

states that the research design must at least describe the population of the study, the research 

technique for collecting evidence,  questionnaire design, sample design, and data analysis 

which was the subject of the subsequent sections. 

  

1.8.2 Data Collection Method/ Research Instruments 

In view of this study area, the author found a mixed-method approach more appropriate for 

data collection because it upholds the strengths that offsets the weaknesses of both 

quantitative and qualitative research if used in isolation (Creswell, 2010). It also provided 

the author with an opportunity to obtain a more comprehensive understanding of the research 
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problem. For this study, the quantitative method was more predominant as the study mainly 

focused on the financial performance of SMEs in Uganda. The quantitative data was 

supported by semi-structured interviews for the research questions that needed a more 

detailed account. Previous researchers have also used the mixed-method research approach 

(Memba, 2011; Kwame, 2017; Mabhungu, 2017) and commended it for yielding reliable 

and valid datasets. In the next section, the study explains the application of both quantitative 

and qualitative data collection methods. 

 

Quantitative data collection method 

A quantitative research method examines the relationship between variables that are 

measured statically and analysed using a range of statistical techniques (Saunders, Lewis 

and Thornhill, 2012). Primary data was collected using a 5-point Likert scale semi-structured 

questionnaire administered to 90 key informant experts. The first section of the 

questionnaire captured the biodata of the respondents for instance business sector, age of the 

respondents, location, and no of years in business operations. The last section contained 

open and closed questions to obtain data about the respondents’ knowledge about the VC 

financing model. The key informants comprised entrepreneurs/ managers, VC firms, non-

VC firms, government agencies, and SMEs associations. The SMEs were selected from the 

agribusiness and manufacturing sector as discussed in the preceding paragraphs. The 

researcher opted for survey questionnaires because it is ostensibly easier for managers to 

provide financial data to safeguard confidential information (Song et al., 2005). On the other 

hand, the survey questionnaire is acknowledged for saving time and the hustle of cross-

examining and recording the participants’ rejoinders, as well as handling numerous topics 

and analysis of data (Creswell, 2010; Saunders et al., 2009; Collis & Hussey, 2009). 

Therefore, the survey questionnaire offered an opportunity to the key informant’s experts to 

complete the questions at their convenience, given that the target respondents comprised a 

customarily busy class. The respondents provided a response ranging from strongly disagree 

(1) to strongly agree (5), and the average score for agreeing was ≥3.5. Out of the 90 

questionnaires administered, 70 survey questionnaires were returned, 2 questionnaires were 

found not suitable for data analysis because they contained fundamental omission of 

required data thus 68 adequately completed and returned questionnaires were considered 

good for data analysis. This method enabled the researcher to analyse and describe the 

variables statistically using regression analysis, correction analysis, descriptive statistical 
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ANOVA analysis, and financial ratio analysis. SPSS was used to generate statistical results 

for data analysis.  

 

Qualitative data collection method  

A qualitative research method offers the scholar an opening to gain an in-depth insight into 

a phenomenon to respond to research queries like why, when, how, and where about a 

research problem (Kişlali & Boz, 2016). This approach provided a platform for the 

researcher to obtain a deeper insight into the VC industry, given the limited data available 

to underpin VC performance in Uganda. Earlier scholars, such as Nunnally and Bernstein 

(1994) and Neuman (2005), explained that exploratory research is suitable for investigating 

a problem having limited knowledge of previous scholarships or in the absence of any 

literature on which to benchmark. Bryman (2012) states that a semi-structured interview 

method gives a chance for the scholar to physically interact with the key informants and also 

builds a rapport that facilitates to increase cognitive access to the required data. Similarly, 

Saunders et al. (2012) indicated that qualitative research is naturalistic because it creates a 

natural operating environment or research context to establish trust, participation, access to 

meanings, and an in-depth understanding of a research problem. The study targeted 10% of 

300 (30 face-to-face interviews) with the VC experts. The exploratory research methodology 

was employed for qualitative data collection because this study needed to find valuable 

means to ask open questions and probe more about the research problem.  

 

This study also collected data from reports especially the audited and non-audited financial 

reports, annual narrative reports, and VC firms’ online profiles, conference papers, and 

newsletters picked from the respondents. The financial reports helped the research to extract 

financial data illuminating SME performance in terms of ROE, sales revenue, profitability 

and ROA. While the newsletters and annually generated narrative reports facilitated the 

researcher to collect reliable data for the non-financial performance variables, for this case 

the effect of government regulations on SME performance in Uganda. 

 

1.8.3 Population, Sample Size, and data collection 

The principal foundation of data was the Uganda Investment Authority (UIA) and Uganda 

Small Scale Industries Association’ (USSIA) database. The database for UIA consisted of 

small firms classified as the top-performing SMEs in 2018 and 2019. Since the UIA’s 
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database did not maintain a segregated catalogue for the VC-funded enterprises, the study 

also used the profiles of active VC firms in Uganda to track their portfolio companies. These 

were extracted from the UIA catalogue for the annual PE/VC conference organised for 2015 

and 2016, and the East African Venture Capital Association’s (EAVCA) membership 

database that is published online. The VC firms included Pearl Capital Partner, Norfund, 

Sigma Capital, Mango Fund, Syndicate Africa, Ascent Capital, Fincon Africa, XSML 

Capital, Catalyst Principal Partners, Actis Capital, Fanisi VC, Iungo Capital, and Kibo 

Capital Partner. While the database for USSIA was dominated with micro-small-medium 

enterprises (MSMEs). The key respondents for this study involved the senior management 

team from both VC investor’s companies and non VC investor’s companies, VCs, 

government agencies representatives, and representatives from SME association. These 

categories were chosen because they compose the highest decision-making body of SMEs 

inclined with a wealth of knowledge and custodians of data required for the study (Gompers 

& Lerner, 2004). The researchers interacted with all the key players in the VC industry and 

compiled their understanding of VC performance. 

 

The authors engaged stratified random sampling to obtain a sample size of 90 respondents 

from a total population of 300 SMEs. An additional, 30 (n=10% of 300) key interviewees 

were purposively sampled to participate in the semi-structured interviews. The researcher 

further targeted to perform 30 semi-structured interview sessions with the same key 

respondents adopted for quantitative data. The study focused on the districts with the highest 

concentration of SMEs situated in the Kampala, Wakiso, Mukono, and Jinja districts from 

two business sectors. The manufacturing sector was chosen because it contributed 21.6% to 

the total national revenue collections than the fast-moving consumer goods (FMCGs) sector, 

while agribusiness was also a priority, as it makes up 67% of Uganda’s economy (URA, 

2018). Ninety copies of the semi-structured questionnaire were hand-delivered to the 

respondents’ place of work after confirming their participation in the study. Of the 90 

questionnaires distributed, 70 survey questionnaires were returned, 2 questionnaires were 

found not suitable for data analysis hence 68 survey questionnaires were considered good 

for data analysis. In addition, qualitative data were collected from 16 out of the 30 organized 

face-to-face interviews with key informant experts, believed to have diverse knowledge 

about the study. This method was chosen because it creates a forum for free responses that 
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allow the respondents to provide detailed information and clarity on the research problem, 

a Survey questionnaire may not be able to incarcerate (Bryman, 2012). 

 

1.8.4 Method of Data Analysis  

The Statistical figures extracted from the survey research instrument was evaluated by 

multiple regression and financial ratios analysis. The researcher self-administered 90 

questionnaires, however, 68 were found to be suitable for this study generating a response 

rate of 76%. This rate was higher than the comparative study of Memba (2011), which had 

a response rate of 65 % (65 out of 100 were considered usable). Mundy (2002) discloses that 

the higher the response rate the better, a 60% would be marginal, 70% is reasonable, 80% 

would be good, and 90% would be excellent. The lower response rates seem to be 

problematic because non-respondents’ opinions may be diverse from the respondents which 

ultimately may lead to bias results. The study further uncovers that any data is better than 

no data, implying that a 60% response rate is adequate to carry on statistical data analysis. 

This study research provides a response rate of 76% which positioned it at a benefit for 

obtaining reliable and valid results representing the total population under investigation. 

 

 To adequately evaluate the influence of VC financing on SME performance, the researcher 

conducted several inferential tests by multiple regression analysis, correction coefficient 

tests, and ANOVA analysis tests. In performing the tests, VC Finance and government 

regulatory policy were the predictors, and the dependent variables involved ROE, sales 

revenue, profitability, and ROA. The multiple regression model equation was adopted to 

illustrate how the independent variable (government regulations & co-investment funds) 

influences the market development (dependent variable) measured as annual Sales, 

Profitability, ROE and market expansion. 
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Multiple Linear Regression Model Analysis  

Multiple Linear Regression (MLR) Analysis is a statistical method for evaluating the 

straight-line relationships among two or more predictor variables. The MLR model 

estimates the β’s in the equation. The MLR model was adopted to illustrate how one unit 

change of behaviour in the Venture capital finance level and the VCs’ involvement on the 

BOD of the portfolio companies as the predictor variables impacts on firms’ performance, 

the dependent variable measured as behaviour changes in Sales turnover, ROE, Profitability, 

ROA and government regulations. 

  

The Multiple Linear Regression model is illustrated as: 

yj = β0 + β1𝑋𝑗1 + β2𝑋𝑗2+ ... + βk 𝑋𝑗𝑘  + εj    Equation (1) 

y is the Firm’s performance (Sales. ROE, ROA, Profitability, Government Regulations)  

β0 is the y-intercept wherein the value of y when  𝑋𝑗1, 𝑋𝑗2 … . . 𝑋𝑗𝑘  are equal to 0. 

β1 and β2 are the regression coefficients that represent the change in y relative to a one-unit 

change in 𝑋𝑗1, 𝑋𝑗2 … . . 𝑋𝑗𝑘, respectively. 

Βk is the slope coefficient for each independent variable 

𝑋1 = Venture capital Finance as one of the independent variable  

𝑋2 =Venture Capital Involvements on the BOD as the second independent variable  

ϵj is the model’s random error (residual) term 

The predictor variables are specified as a j and k matrix, where j is the number of 

observations, while k is the number of predictor variables. For each column of 𝑋 denotes 

one independent variable, and each row represents one observation, while 𝑦 is the response 

for the corresponding row of 𝑋. 

 

The VC-backed companies and non-VC backed companies are binary variables that were 

allocated 1 to indicate they received VC financing and 0, if they did not receive VC 

financing. 

 

Atlas-ti computer-aided software program was used to analyse qualitative collected from 

open-ended survey questionnaires, face-to-face interviews, videos, audited accounts, 

financial reports, narrative reports, and researcher’s observations. The study targeted 30 key 

informant experts, but 16 semi-structured interviews were identified to be sufficient. Data 
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transcripts were reviewed, validated and triangulation performed until a point of saturation 

was attained at the 16 interviewees. At the level of saturation, the interviewer does not gain 

any new information different from the earlier facts collected from the interviews. However, 

data collection from semi-structured interviews is non-standardized, questionnaires and 

procedures may change during the interview process (Saunders et al., 2012). Sixteen of the 

30 semi-structured interview proceedings were recorded, data transcripts were reviewed, 

and validated reports imported into ATLAS-ti. Data triangulation was performed until a 

point of saturation was attained at the 16 interviewees. The ATLAS-ti program is widely 

recognized by many researchers as a fundamental tool that enriches the researcher’s 

knowledge to perform well-structured, methodical, and efficient data analysis in various 

scholarships (Saunders, Lewis and Thornhill, 2009). This triangulation interview method 

has the advantage to aggregate in-depth interviews with secondary data that offers a 

considerable understanding of the research problem (Creswell, 2010). For instance, the 

researcher can easily generate important memos, groups and networking linkages that 

facilitate coherent and systematic analysis of data, thus generating comprehensive reports 

beneficial for the project being investigated  

 

1.8.5 Reliability and validity of data analysis 

To authenticate the study questionnaire for validity and reliability, Alpha Cronbach’s 

coefficient was applied to test the results, with a 95% significant confidence level and a 5% 

margin of error. The results showed a 98.4% confidence level of the survey questionnaire 

and a margin of error of 1.6% which was much lower than an estimated 5%. This approach 

was also used by (Biney, 2018). The statistical tests relied on the two-sided tests represented 

as 0.05 level of significance. In respect to semi-structured interview data, the recorded face-

to-face interviews were transcribed by a proficient researcher, the transcripts were again 

reviewed by the researcher for consistency with the audio records. This approach 

strengthened the reliability and validity of the transcripts as it minimised errors and any 

omission in the process of transcribing.  

 

1.8.6 Ethical considerations  

The study received approval from the Research Ethical Clearance Committee of the 

University of South Africa (UNISA) in August 2019. (See Appendix 3.) Prior approval was 

also obtained from UIA and USSIA to access their databases. (See Appendices 4 & 5.) Prior 
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consent was also obtained from all respondents before commencing the study, by requesting 

them to sign the informed consent forms. (See Appendix 6.) Ethical standards require any 

research associated with the human subject to ensure that the respondents are aware of 

voluntary participation, confidentiality, and anonymity of their participation in the study 

(Waycott et al., 2015). Unique identification numbers were used instead of company names, 

and the participants signed an informed consent form before commencing the field research. 

For the semi-structured interviews, respondents were requested for their consent to hold a 

recorded session which was also voluntary. Some respondents insisted the researcher sign a 

non-disclosure agreement (NDA) that stipulated no information could be shared with any 

third party or be used or collected data for personal gain without the consent of the 

management of the company. The researcher complied with these requests. The respondents 

had the liberty to decline to respond to some of the questions they may perceive 

uncomfortable or sensitive to the companies 

 

The study took a period of four months and responses after the cut off could not be accepted. 

The respondents had the liberty to decline to respond to some of the questions they may 

perceive uncomfortable or sensitive to the companies. Thereafter, it will be destroyed 

permanently to refrain from any other party to access and use the research instruments.  

 

 

1.9 Definitions of Key Terms 

Small Medium Enterprises 

The definition of SMEs in this study is adopted from the Uganda Bureau of Statistics that 

pigeonholed SMEs cantering on the realization of the minimum requirements of any two of 

the following criteria: the number of employees, capital investment, and annual sales 

turnover. In quantitative terms, SMEs are companies that employ between 50 and 100 with 

total assets more than 100 million but not exceeding 360 million (MTIC, 2015; UIA, 2015: 

World Bank, 2012). 

 

Performance  

“Performance refers to output results and their outcomes obtained from processes, products, 

and services that permit evaluation and comparison relative to goals, standards, past results, 
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and other organizations. Performance can be expressed in non- financial and financial terms” 

(Phihlela and Odunaike, 2012). 

 

Venture Capital 

VC is a high-risk equity capital in form of seed, start-up, and expansion financing, invested 

in companies that have already demonstrated business potential but are not listed on public 

securities markets or underprivileged to access traditional funding sources (Gompers and 

Lerner, 1998). 

 

Venture Capitalists  

VCs are fund managers who provide seed, start-up, and expansion financing of early-stage 

companies that have already demonstrated their business potential but do not yet have access 

to the public securities market or credit-oriented institutional funding sources. They also 

offer management technical skills and access to new markets to VC- backed funded 

companies. 

 

Government Regulations 

Regulations are policies and procedures implemented by the government and backed up by 

virtual hazards or consequences in the form of penalties, repeatedly directed to the business 

enterprises (Wilson & Silva, 2013). 

 

Sales revenue 

Sales revenue is a prime driver of a firms’ financial health and it is largely used by several 

policymakers and business experts to measure business performance. Prior authors have 

found a sales revenue metric suitable for evaluating VC finance and the portfolio companies’ 

performance (Gompers & Lerner 1998; Baraka & Anyieni, 2015; Biney, 2018). 

 

Returns on Equity 

ROE is the percentage of a company’s earnings after taxes (EAT) divided by the total 

shareholders’ equity. It is measured in terms of how much the firm yields for each of the 

invested dollars to convey the financial health of the firm parallel to the total shareholders’ 

equity shares in the company for a given year of income. 
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Profitability 

Profitability is described as the net income after interest and taxes for the year of income. A 

company that earns higher profits implies better performance and efficiency compared to its 

contenders in the similar business, the researcher therefore compared whether the VC 

investee companies outperform the non VC-investee companies in the agribusiness and 

manufacturing sectors considering their profitability for the last three years. 

 

Returns on Assets 

ROA is one of the financial performance metrics commonly used by academics, 

entrepreneurs to assess the commercial liquidity of the enterprise. It assists management and 

other users of financial statements to depict how best the firm uses its assets to generate 

revenue. ROA is computed by dividing profit after interests and taxes by the total assets. 

  

1.10 Conclusion 

A large body of empirical literature from the developed countries, recognizes VC as a 

suitable financing model, with proficiency to alleviate the barrier of lack of access to finance 

for SMEs’ growth (Gompers & Learner, 2004; Muriithi, 2017; Shanthi, McGinnis and 

Schneider, 2018; OECD, 2018). It is empirically well documented that most global 

companies such as YouTube, Yahoo, Apple, Microsoft, and Compaq, have their roots from 

VC financing. Therefore, access to VC finance as a practical source of finance is especially 

important for firms’ growth (World Bank, 2016, Shanthi, McGinnis & Schneider, 2018; 

EU/OECD, 2016). The researcher sought empirical evidence supporting this study, available 

literature confirms that VC financing is a real-world answer to avert the problem of a 

financing gap that hinders the growth of SMEs. However, more of the literature points to 

VC success in the technologically advanced economies whereas evidence from developing 

countries remains unclear (Tykvová, 2018). Conversely, no research has come out to 

illustrate how VC finance impacts on SMEs’ performance in Uganda. This study makes a 

vital contribution to novel knowledge by offering a new diversified framework for enterprise 

success in Uganda. (See Figure 6.1.) This framework is recommended to benefit the key 

players in the VC market in manipulating VC financing to enhance enterprise success. 
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CHAPTER TWO: THEORETICAL FRAMEWORK 

 

2.1 Introduction 

This chapter provides a broad review of the bulging capital structure theories argued by 

previous scholars to illuminate a firm’s required optimal capital mix that upholds SMEs’ 

performance in an expression of profitability growth, market share, returns on assets, and 

financial leverage The researcher presents a review of the monograph of capital structure 

theories underscored by other researchers to explain the firm’s performance. Whereas prior 

research offered many capital structure theories to justify the choice of a financing 

mechanism that best promotes a firm’s growth, a hypothetical review was delimited in 

consideration of the Modigliani and Miller (1963) theory, the Pecking order theory (1984), 

the Resource-Based View (RBV) of a firm (Barney, 1991), the trade-off theory (1963), the 

Institutional theory and the Agency theory which deliver a good theoretical foundation for 

this research. In view of this pronouncement, Modigliani and Miller (1963) assert that the 

choice of the financing strategy is a prerequisite for entrepreneurs to focus their attention on 

the best viable finance options with the proficiency to promote high potential SMEs’ growth.  

The literature was reviewed to provide a foundation for the research questions and 

hypotheses. 

2.2 The Pecking Order Theory 

The Pecking Order Theory works on the assumption that business firms will always depend 

on internal sources (retained earnings) to fund their business operations, and only in 

circumstances where internal sources are insufficient, will firms seek external funding, with 

priority given to debt finance and later equity financing. Several observed research studies 

have been presented to test the validity of the pecking order theory, nevertheless, findings 

arrive at mixed conclusions that the author evaluates under this section. Some scholars 

concur with the theory of Modigliani and Miller, (1984) despite its restrictions to a logical 

order to be adhered to in financing business set-ups. 
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Figure 2. 1: Hierarchy of capital structure, as stated by the Pecking order Theory 

 

 

Source: Author’s Compilation 

 

Figure 2.1 shows the mandatory hierarchy of the Pecking Order Theory (1984) which 

entrepreneurs/managers must adhere to when capitalising. It starts with retained earnings, 

and should there be any need for external funding, the 2nd priority is external debt financing. 

Finally, entrepreneurs seek for equity finance where second priority is unavailable. The 

theory relates to the VC financing model, because many start-up firms do not qualify for 

banking lending and VC financing is the best suitable to fill their financing needs. In this 

perspective, research hypothesis two   postulates that VC financing contributes to sales 

revenue, implying that since the internal revenue sources are often insufficient to promote 

growth, entrepreneurs seek VC financing to allow them to expand and increase their market 

share which eventually contributes to sales revenue growth. Myers & Majluf, (1984) further 

assert that this hierarchical financing mechanism is preferred as it guards against the problem 

of information asymmetry which is a barrier to SME access to finance. The theory is 

consistent with this study highlighting VC as the suitable source of financing for early-stage 

firms. The Pecking Order Theory conveys nearly the practical implications of corporate 

finance.  

 

Pinegar and Wilbricht, (1989) observed that 69% of the entrepreneurs follow the Modigliani 

and Miller approach (1984), which indicates that firms use a hierarchical financing strategy 

and that firms only seek out venture capitalists to fill the financing gap. Prior studies done 

by Al-Tally (2014) and Espenlaub Khurshed, Abdulkadir and Mohamed (2015) indicated 

that companies with high growth potential ultimately opted to finance their new investment 
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ventures with internal resources, and only sought for external financing of bank financing 

and equity to close the financing gap. These results are very consistent with the 

pronouncements of the pecking order theory. Whereas some authors seem to divulge the 

pecking order theory as being vague, Mirza et al. (2015) suggest that a firm’s size, price 

setting, revenue growth, and market share are major determinants for measuring the trends 

in the growth of a firm. The foregoing statement concurs with the hypothesis of this research 

which postulates that VC finance contributes to sales growth. The theory offers concrete 

evidence of the capital composition of SMEs, and this is consistent with our research in the 

sense that since retained earnings are often insufficient to promote SMEs’ growth, equity 

finance is the viable alternative to fill the financing gap.  

 

All in all, the Pecking Order Theory resonates well with the practical financing of small 

firms, as they have to demonstrate their potential for growth to attract external funding. 

Because the retained earnings are inadequate for their growth and debt is inaccessible, VC 

financing is often the suitable financing model to escalate SMEs’ growth. 

 

2.3 Resource-Based View (RBV) of a firm 

The RBV theory emerged to substitute the strategic management theories, elucidating the 

competitive advantage of a firm with its market situation. The RBV theory was developed 

by Barney (1991) with a depiction from the early literature of Penrose (1960) about the 

“Theory of growth of a firm”. Barney emphasized that the sustainable competitiveness of a 

firm varies substantially, nonetheless, the entrepreneurs must direct their attention to 

heterogeneous resources that are intangible, scarce, difficult to create, substitute or imitate 

by the competitors. Competitive advantage is defined as the competency of the business firm 

to do its activity in diverse ways that other contenders cannot comprehend (Kotler, Bowen 

and Makens, 2010). The RBV asserts that the most essential resources to an enterprise are 

those considered to uphold innovative accomplishments underwriting long-lasting 

competitive strength. In the context of the RBV theory, it is generally accepted that a set of 

productive resources of firms are the cardinal factors contributing to organizational growth, 

sustainable competitiveness, and capability of firms to accumulate assets that foster 

economic growth (Chiang and Zheng, 2010). The findings of Venkataraman (1997) are 

consistent with Barney (1991) who argued that resources must be of value to exploit 
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opportunities and neutralize threats from competitors; in other words, resources must be 

scarce, perfectly imitable and resistant to duplication.  

 

Drawing from the Research Hypothesis One which states that VC financing leads to an 

increase in ROE, the necessary implication of this theory to the firms is that VCs are more 

skilled and as such, they promote value- add to the portfolio companies (Lerner, 2010; 

Gompers & Lerner, 1998). This is very similar to Barney (1991), who argued that firms must 

have a competitive advantage to stimulate their growth with resources that may not be easily 

imitated or duplicated. Ideally, the VCs add value to the funded companies because they 

have superior skills and experience which may not be imitated or duplicated by other players 

in the market. In this context, the study concludes that the RBV theory of the firms is 

reinforced by research hypothesis one and two. It states that VC financing contributes to an 

increase in the ROE and profitability of the portfolio companies through their rigorous due 

diligence, monitoring and value addition to the investee companies (Lerner, 2010; Baldock 

& North, 2015). To this end, SMEs need to have a satisfactory funding stream that is not too 

small to hamper growth or too large to culminate into over-investment, allowing them to 

survive in a competitive business environment. 

 

However, RBV theory suffers from setbacks because it assumes that resources should be 

scarce, not imitable, and with no substitutes. This may not be realistic in the world of the 

digital economy, technological advancement in production, globalization, and emergence of 

the creative industry which offers sophisticated industrial production of goods.  This implies 

that any products can be duplicated or cut and pasted with the names of different brands in 

the production industry. Notwithstanding the setbacks of the RBV, access to finance has 

been acknowledged by several scholars as a precursor for enhancing early-stage firms’ 

development in emerging economies like Uganda. However, it is also argued that a firm’s 

acquisition of an exemplary knowledge base in isolation of adequate capital may not foster 

economic growth, therefore VC finance has been cited by many scholars as to the best viable 

funding source for SME growth.  

 

In a nutshell, RBV presupposes that firms should out-compete their counterparts in the 

context of the competitive advantage assumed by Barney (1991).  However, no researcher 

has been able to illustrate how these resources can vigorously be applied to promote 
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sustainable competitive advantage and self-motivation to escalate the production of new 

knowledge talent which can spot new business opportunities. Some of the scholars criticized 

the RBV theory, arguing that it clings to an unbecomingly thin neoclassical economic 

shrewdness that undermines its prospects to be adopted by the business entrepreneurs. All 

in all, scholars of RBV have proposed that it can be improved to become a viable concept 

of competitive advantage and a dynamic framework that would add more logic to the value 

of the firm. 

 

2.4 Institutional theory 

The institutional theory entails a broad continuum of entrepreneurship literature, embracing 

the formal and informal concepts.  The formal concept embraces the national legal 

framework, constitution, and financial regulation, while the informal model considers 

culture, professionalism, code of conduct and the profitable setting where enterprise 

functions (Scott, 1995). The major goal of institutional theory is to provide a blueprint that 

guides institutions external to the firm in enforcing the desirable principles and applicable 

codes of conduct and business values (Scott, 1995). Our theoretical review is confined to 

the formal concept which involves the government’s direct and indirect interventions in the 

VC landscape. In this study, government direct involvement is denoted as “Government 

Venture Capital Funding” (GVCF), whereas the indirect method is represented as 

“government regulations.”(Learner, 2010; Baldock & North, 2015). Earlier scholarships 

suggest that the institutional theory offers direction to government legislative provisions and 

standardized contracts intended to govern the growth of the business sector (Bruton et al., 

2009). Topical studies suggest that the indirect approach primarily concentrates on 

government involvement in forming supportive regulatory frameworks where VC can 

flourish (Murray, 2007; Learner, 2010; Baldock & North, 2015; Bertoni & Tykvova, 2015). 

The study intended to echo the practical implications of institutional theory in directing the 

implementation of the government regulatory policy to uphold VC market development. 

 

On the one hand, the study discusses the direct method from two standpoints; the supply 

side denoted as “VC financing” and the demand-side, represented as “portfolio companies 

with growth potential”. The government directed VC financing model is typically designed 

and implemented to mitigate the SMEs' equity financing gap and propel VC market 

development (Learner, 2010). Several scholars have used this approach, to debate the 
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practical implications of the institutional theory, expounding on the interrelations between 

GVC and Private Venture capital (PVC) in escalating VC market development (Baldock, 

2016; Learner, 2010; Gompers & Learner, 2001). Our review of the model is supported by 

Learner (2010) who advocates scaling up the VC industry by augmenting it with GVCF. 

Besides, previous scholars argue that VC contracts are pigeon-holed, with moral hazards 

growing out of  a conflict of interest from the VCs and portfolio companies (Bruton, 

Ahlstrom and Puky, 2009; Callagher, Smith and Ruscoe, 2015). 

 

For this reason, the presence of a conducive legal environment is vital to minimize any 

disagreement in executing the signed VC contracts, since enhanced legal systems have more 

weight, and offer investors protection from any cash flow shortcomings. The demand side 

concept is associated with the entrepreneurial ecosystem which demands a sufficient number 

of early-stage firms with growth potential, ready to absorb VC financing at an early level. 

Grilli and Murtinu, (2014) summarised that there must be a point of equilibrium between 

the demand and supply of VC, otherwise, GVC funded companies are usually 

unsuccessful.  In contrast, some authors criticize the institutional theory for lack of capacity 

to fill the financing gap of SMEs with growth potential. They claim that GVC-backed firms 

are unlikely to be successful, because they are managed by less experienced fund managers 

with weak controls in the GVC-backed companies (DiMaggio & Powell, 1983; Scott, 1995). 

 

In conclusion, the institutional theory offers grounds for underscoring the practical 

implications of government regulations in enhancing VC market development. Government 

intervention in the VC markets determines the direction of the VC industry, provided the 

regulatory framework is well managed. Nevertheless, the theory suffers from a weakness in 

assuming a situation where there is a pool of private VC firms to complement and boost Co-

investment financing(CIFs) to bridge the equity gaps, which is not always the case. 

 

2.5 Trade-off Theory (TOT) 

The TOT assumes that assets acquired by the firms ought to have the capacity to breed 

business profits; however, profits are believed to grow if there is a corresponding increase 

in the returns on investment and rate of interest. In a similar aspect, Chimucheka and 

Mandipaka (2015) stated that some SMEs tend to bend to the TOT to build their capital 

structure by increasing their debt ratio to benefit from the tax shield, since the interest on 
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loans is paid before tax. However, the interest on loans may impose a serious effect on a 

firm’s financial performance, and in circumstances where the company does not make 

optimal profits, this may result in financial distress.   

 

The trade-off theory is often used by business entrepreneurs/managers to guide them when 

they choose the suitable capital mix with great focus on how taxes impact the profitability 

of the firms. This implies that the interest on the debt should not exceed the profitability of 

the firm to allow payment of the tax. The benefit is that the interest charged from the 

borrowed funds is offset from the profits of the year before declaring corporate taxes. This 

means, among other things, that tax rewards of debt funding are to some extent greater than 

were initially suggested (Modigliani and Miller, 1958). This concept was supported in the 

studies done by Scott (1995); Brealey., Myers and Allen, 2006)  in which they underscored 

that an optimal capital structure is achieved only when companies are in a position to balance 

off the benefits obtained from acquiring a bank loan or credit against interest payable for 

serving the loan/bank credit. It necessarily follows that firms with a bigger taxable income 

and in possession of tangible assets would have high financial leverage, since this is what 

financial institutions would want to see before approving loans to SMEs’ applicants (Aabi, 

2014; Serrasqueiro, Nunes & Armada, 2016). Ghazouani, (2013) analyses the implications 

of the trade-off theory to the capital structure of the Tunisian SME companies; the results 

were consistent with the latter indicating that profitability and asset structure are very critical 

in the financing structure of the SMEs. 

 

The below figure: 2.2 conveys the presumptions of the TOT theory that SMEs’ should have 

a higher debt proportion of their investment structure to take advantage of the tax shield in 

financing their debt. In other words, there is an assumption that optimal capital structure can 

only be attained with a balance between tax benefits and costs of debt, keeping other factors 

constant. Therefore, firms may choose to increase the debt ratio to gain maximum tax benefit 

nevertheless, they stand a risk of going bankrupt should the firm not meet the anticipated 

profits.  

 

 

 

 



25 

 

 

Figure 2.2: Trade off Theory of Capital Structure  

 

Source: Myers & Majluf, (1984) 

 

The above figure: 2.2 conveys the presumptions of the TOT theory that SMEs should have 

a higher debt proportion of their investment structure to take advantage of the tax shield in 

financing their debt. In other words, there is an assumption that optimal capital structure can 

only be attained with a balance between tax benefits and costs of debt, keeping other factors 

constant. Therefore, firms may choose to increase the debt ratio to gain maximum tax benefit 

nevertheless, they stand a risk of going bankrupt should the firm not meet the anticipated 

profits.  

 

Using a different lens, Ramadan (2015) assessed Jordanian industrial listed companies from 

2000-2014 to establish if companies embraced TOT in building their capital structure to 

exploit benefits of using debt finance and taking advantage of the tax shield that is acquiring 

more debt finance and less equity. Nevertheless, findings revealed an inverse connection 

concerning profitability and leverage, indicating that lucrative companies in Jordan issued 

extra equity shares to raise the needed capital, which contravenes the underlying 

assumptions of the TOT. In contrast, the TOT seems to be silent about other non-financial 

variables like government regulatory frameworks which certainly affect a company’s 

performance. Besides, the TOT is ambiguous, because it does not explain further the 

percentage composition of the debt ratio, retained earnings, and equity ratio to constitute 

“optimal capital structure. Therefore, this is a grey area where there is no consensus defining 
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the amount of the debt ratio believed to constitute an optimal capital structure that can 

stimulate a company’s growth. 

 

To wind up this conversation, empirical evidence has revealed that the Trade Off Theory 

improves company’s performance by escalating profitability if the firm maintains a point 

equilibrium between the benefits of using the borrowed funds against the interest payable to 

the financial institutions but this not usually the practice with the SMEs’ which are 

incapacitated to access debt finance. For this matter, the study finds the TOT with limited 

evidence to support the optimal capital structure of SMEs’ in emerging economies.  

 

2.6 The Agency theory 

This theory demonstrates the connection between the VCs who are the principals in the VC 

contract and the business entrepreneurs (agents), delegated to work on behalf of the VCs. 

VCs are  known to be the prominent financiers in high-risk start-up firms with potential for 

high returns and growth. The principal-agent relationship (VC contract) is established when 

the entrepreneurs agree with VCs to invest in the start-up firms in exchange for equity shares 

(Bertoni, Colombo and Quas, 2019; Cumming, Grilli & Murtinu, 2013) It is important to 

stress that this theory is associated with moral hazards and conflicts of interests between 

principals and agents. This often arises from the separation of ownership, leading the agents 

into divergence from the best interests of the principal (Eisenhardt, 1989; Gaud, Hoesli and 

Bender, 2007; Drover, Wood & Fassin, 2014) The VCs are aware of such barriers that may 

have behaviour or outcome-based impediments to their interests. Therefore, investors insist 

on stringent control measures and monitoring aspects to guard their interests, since they find 

it difficult to evaluate entrepreneurs' performance aligned to their business interests.  

 

VCs provides patient capital to young firms financially incapacitated and continues to 

oversee their operations as principals. The interactions of venture capitalists with the funded 

companies sets in motion noticeable principal-agent conflict, emanating from information 

asymmetries and fear of the business owner/managers losing control over their investments 

(Amit, Brander & Zott, 1998). The VC firms (principals) enter VC contracts with the 

business entrepreneurs (agents) to promote early or middle-level firms in exchange for 

equity shares and to protect the interests of both parties to the contract. Similarly, venture 
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capitalists secure minority seats on the BOD to maintain a sound business and add value to 

portfolio companies to recover worthy ROE shares (Cumming & Johan, 2009). 

 

The practical implications of the agency theory postulate interrelated conflicts of interest 

which could emerge in the execution of the contract when VCs choose to exit from the firm 

during initial public offerings (IPOs) or a trade sale. That being said, the VC contract is vital 

to guard against eventual disputes between the portfolio managers and venture capitalists 

resonating with the agency theory (Hellmann & Puri, 2002). It is therefore extremely 

valuable for the business entrepreneurs to appreciate the unique nature of venture financing 

before signing any VC contracts to avoid any conflict that might arise in the execution of 

the contract.  

 

All in all, entrepreneurs repeatedly encounter difficulties to access traditional bank lending, 

and are consequently compelled to accept patient capital from fund managers specializing 

in financing high-risk firms. This certainly requires SMEs to agree with venture capitalists 

to access the financing needed for their growth and expansion, enforcing VC contracts. As 

it is a reflection on VC finance and SMEs’ performance, agency theory resonates very well 

with the VC contracts which are mandatory for any SMEs to access patient capital. The 

principal agency relationship comes in play to protect the interests of both parties. It is well 

documented that misunderstandings usually emerge at the exit of the VCs, if this is not well 

managed from the inception stage. But it is noteworthy to highlight the entrepreneurs' work 

on behalf of the VCs as their agents which intend to maximize returns and exit the 

companies. Besides, all start-ups interested in VC funds are compelled to enter into VC 

contracts to work on behalf of the fund managers and ensure that the funded companies 

flourish to pay the VCs their returns. More precisely, the principal-agent relationship model 

has been proven to stimulate SMEs' performance in terms of sales revenue profitability, 

ROE and ROA. The theory seems to answer the first four research hypotheses. However, 

imperfections in the market indicate that this assumption is not fully valid. Pragmatic 

evidence disclosed that start-up firms seek external financing sources if only their retained 

earnings are insufficient to meet their business needs (Myers & Majluf, (1984).  

 

Besides, some entrepreneurs may not welcome VCs in their business because it 

compromises their control powers, hence they are compelled to depend on retained earnings 
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that may be sufficient to foster SMEs’ growth. It may not be prudent though for the VCs to 

assume that the agent or entrepreneur may not abide by the VC contract and they set stringent 

rules for engaging in principal-agent contracts. That seemingly appears to be biased, not 

taking care of the fears of the entrepreneurs specifically in the appropriation of profits. To 

conclude, it is not deniable that several authors have presented different conclusions about 

the agency theory, nonetheless, limited literature is available in the public domain to 

underpin practical implications of the agency theory on the performance of SMEs. 

 

2.6.1 Summary of capital structure theories  

Several researchers have debated capital structure theories, focusing on their implications 

for the performance of firms and arrived at different conclusions. In this section, the 

researcher furnished the implications of the leading capital structure theories in relationship 

to the VC ecosystem, and their subsequent consequences for the growth of emerging 

economies like Uganda. Our review of the theories will be limited to those discussed in the 

preceding chapter among others. 

 

Earlier scholars have proved the pecking order theory to be a valid concept in promoting a 

firm's performance. Myers & Majluf, (1984) Myers (1984) further asserts that this 

hierarchical financing mechanism is preferred to guard against the problem of information 

asymmetry, confirmed to be a big barrier to SMEs’ access to finance. This, therefore, implies 

that firms will vehemently depend on the internal sources to finance their operations, and in 

the event of a financing gap, then seek external debt. But because small firms are seen as 

high risk by the financial institutions, accessing funding from them is a myth and they are 

thus left with no choice but to reach out to the venture capitalists to bridge the financing gap 

which is consistent with the hypothesis of this research. The theory seemingly relates to the 

VC financing model, because many start-up firms do not qualify for banking lending, 

therefore VC financing is the most suitable to fill their financing gap. In this perspective, 

research hypothesis two that postulates that VC financing contributes to sales revenue, 

implying that since the internal revenue sources are often insufficient to promote growth, 

entrepreneurs seek VC financing to allow them to expand and increase their market share 

which eventually contributes to sales revenue growth. 
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RBV is also among the leading theories of growth of the firm that have been reviewed by 

numerous scholars. It is true that in the global economy if firms are to survive in business 

and growth, they must uphold their competitive advantage; small firms must be innovative 

and ready to avert competition from others and their  counterparts, or else they will be driven 

out of business. According to Barney (1991), Venkataraman, (2000), resources must be of 

value to exploit opportunities and neutralize threats from competitors, in other words, 

resources, must be scarce, perfectly imitable, and resistant to duplication. To emphasize the 

point of Barney, 1991, firms must have adequate capital and assets to foster growth. The 

RBV is seemingly in line with our hypothesis stating that VC finance impacts the increase 

of ROA and profitability growth which is the cardinal aim of setting up a business venture. 

 

Drawing from the TOT, firms would always seek financial leverage to take advantage of the 

tax shield by balancing off the benefits of acquiring debt finance and of paying interest 

payable to the financial institutions.  It necessarily follows that firms with a bigger taxable 

income, and the existence of tangible assets would have high financial leverage, since this 

is what financial institutions would want to see before approving loans (Aabi, 2014; 

Ghazouani, 2013; Serrasqueiro, Nunes and Armada, 2016). Therefore, empirical findings 

revealed that TOT positively impacts the growth of SMEs. However, it cannot be overlooked 

that non-profitable firms may find it difficult to comply with the TOT as they may not be in 

a position to finance the debt, leading them to financial distress or bankruptcy costs. 

 

Finally, the agency theory aligns very well with the venture capital contracts signed between 

the VCs (principals) and business entrepreneurs (agents). The VCs provide the needed 

capital by the business entrepreneurs for the expansion and growth of their business. On this 

basis, authors of capital structure theories have acknowledged the agency theory as one of 

the acceptable models that facilitates a vibrant interaction between the VCs and 

entrepreneurs, because of the terms of reference negotiated by both parties to run the firm 

as partners with mutual interests. At the same time, it is also true that a bulk of SMEs lack 

access to finance for expansion, thus they reach out to the business VCs to finance their 

ventures in return to equity shares (Daskalakis, Eriotis, Thanou & Vasiliou, 2014). The 

agency theory postulates that the agents have to work on behalf of the principals to ensure 

that the firms generate adequate returns for the investors. Because before the entrepreneurs’ 

access VC financing, they have to enter into VC contracts committing them to meet the 
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returns on equity for the fund managers who in this case are the principals to the contracts. 

In brief, agency theory is well aligned with the VC financing model because the VCs provide 

patient capital to the entrepreneurs who work as their agents to ensure that the portfolio 

companies boost SME performance in terms of sales revenue profitability, ROE and ROA. 

However, due to the moral hazards characterised by the agency theory, entrepreneurs may 

be reluctant to enter into VC contracts because of the general assumption of the existence of 

principal –agency relationship in entrepreneurship business. 

 

However, pragmatic evidence disclosed that start-up firms seek external financing sources 

if only their retained earnings are insufficient to meet their business needs (Myers & Majluf, 

1984). Despite validity to VC investments particularly in SMEs, the agency theory is 

susceptible to hindrances in terms of its implications to VC investment in high-risk start-up 

firms. The findings of Panda and Dash (2016) revealed that early VC relationships are often 

associated with minimal risks because the VC yields high returns. This is unlike the cutting-

edge stage, where the financial risks were high due to decreasing profits as the VC deals 

move close to IPOs. Thus, because scholars presented mixed conclusions on the capital 

structure theories, it is worthwhile to further analyse their implication on a firm’s 

performance in emerging economies like Uganda, where little information is available on 

VC finance and SMEs’ performance. 

 

2.7 Conceptual framework of Venture Capital  

To present a synchronized criticism of the present academic literature, a conceptual 

framework was designed to assess the theories of VC financing and its impacts on the 

performance of SMEs’ in both developed and developing economies.  
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Figure 2. 3: Conceptual Framework 

 

 

  

 

 

 

 

 

 

 

 

 

Source: Author’s construct using primary data 

 

The researcher nurtured a theoretical framework that not only broadened the understanding 

of the VC ecosystem but also directed the thesis’s structure (Figure 2.3). Given the fact that 

VC financing asset is still new and in its formative stages in Uganda, and Africa at large, 

this thesis focused on selected international published articles, international conference 

papers, journals annual reports from the VC established Association and empirical research 

carried out on VC finance in emerging economies. SMEs’ performance was used as the 

dependent variable in this research. This was assessed by focusing on popular proxies 

acknowledged by prior scholars for measuring a firm’s performance. In this study, SMEs’ 

performance was evaluated by considering the financial and non-financial variables. For 

purposes of this research, financial performance measurement was limited to Sales growth, 

Profitability (EBIT), changes in ROA, and % changes in ROE. These variables depict the 

financial health of the firms, and a higher percentage depicts the progressive growth of a 

firm. The conceptual framework (Figure 2.3) illustrates how the independent variable in this 

VC financing influences the dependent variable (SMEs’ performance). The financial 

variables involved Sales, ROA, ROE, and Profitability, while government regulations were 

used to determine non-financial performance variables. 
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The VC finance and venture capitalist's direct involvement are the independent variables 

including the effectiveness of government regulations. The VC impact is measured by 

comparing the VC funded enterprises with the non VC- backed enterprises, with a critical 

focus on the performance trends preceding VC financing. As mentioned earlier, the 

performance was limited to the annual sales revenue, profitability, ROA, and ROE to 

ascertain which of the two categories achieved higher performance. In the aspect of the 

government regulations, the assessment was guided by how the government regulations, for 

instance, the tax policy, legal framework, environment regulations and generally the 

regulatory policy  impacts on the VC market. 

 

2.7.1 Concept of Venture Capital 

VC is a high-risk equity capital in the form of seed, start-up, and expansion financing, 

invested into enterprises that have previously revealed business potential then again are not 

listed on stock markets or unable to access traditional funding sources (Gompers and Lerner, 

1999). While Bertoni and Tykvova (2015) define VC as a category of private equity for 

financing small enterprises that have already demonstrated growth potential in the first five 

years. It is provided in stages, for instance seed funding, expansion, and later-stage 

financing. VC is a viable funding intermediary for early-stage enterprises with growth 

potential but which are unable to access traditional financing from banks (Kenawy and 

Ghany, 2012). VCs provide high-risk funding to companies with growth potential but which 

do not have access to the stock market or institutional funding (Gompers & Lerner, 1998). 

According to the EVCA (2015), VC is the alternative viable source of funding to non-listed 

firms with high growth potential which VCs target to provide the missing capital through 

providing management technical skills and access to new markets. VC has been embraced 

in both the developed and emerging economies as a driver for SMEs’ economic growth, 

global technological innovation, and employment generation (Ning, Wang and Yu, (2015).  

 

2.7.2 Venture Capitalists  

The Venture Capital ecosystem has presented remarkable growth during the last 20 years, 

and it is therefore important for the entrepreneurs to be vigilant when engaging in VC 

contracts. Venture capitalists are available to fill the finance gap and VC financing is 

recognized as a precursor for creating new entrepreneurial ventures as well as support 

existing ones to expand and grow. VCs are more operational at nurturing new ventures 
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(because they assist the entrepreneurs in business screening to identify the potential business 

for growth and assume the absolute risk (Devigne et al., 2013; Devigne et al., 2016). Their 

mandate is not only restricted to the provision of VC but they also participate directly in 

running the enterprises as partners, by providing a multi-faceted skilled intermediary and 

supplying a broad spectrum of specialized services for the sustainable growth of SMEs. 

 

2.7.3 Process of Venture Capital 

This type of funding is prearranged in three phases including early stage, expansion, and 

later-stage financing, dependent on the due diligence conducted from a particular firm. 

PE/VC funding is the alternative viable source of funding to non-listed firms with high 

growth potential which the VCs target to provide the missing capital through providing 

management technical skills and access to new markets (Invest Europe, 2016). VC financing 

is disbursed in phases to allow the VC to mitigate the financial risks at an early stage, which 

may not be possible if funds are given to the portfolio companies in a lump sum. 

 

1) Early Stage Financing 

Seed funding is the small amount of VC offered to the qualified SMEs’ as start-up capital 

for kick-starting their growth between USD 0- 50,000, depending on the decisions made 

by the VCs. Start-up funding targets enterprises in need to accomplish product 

development and service innovations. The enterprise is seen to be engaging in 

technological innovations to produce competitive goods and services. First stage funding 

is tailored for firms in need of financing to revive their industry undertakings at the full-

size. 

 

2) Expansion Financing 

VC finance is issued to SMEs’ at the second expansion stage in three forms: The first 

level at this stage is to issue funds to SMEs’ to start their expansion process in terms of 

acquisition of assets, R&D, and recruitment of staff. It is also referred to as mezzanine 

funding. Business investors purposely offer VC to facilitate the firm's expansion 

extensively, as it should have passed the first stage of funding. Empirical evidence has 

confirmed that a large VC investment in Africa was recorded at this level. Bridge 

funding may perhaps be delivered as an interim funding interest option to help 

companies that have attained the level IPOs as a most important business approach. 
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3) Later stage financing for IPOs or Trade sale 

The later stage financing is advanced to companies that have been assessed to have the 

capacity to either acquire part of the firms or completely buy out the entire company 

meaning taking up to 100% of a shared holding. For management or financial leveraged 

funding, it facilitates possessing specific products of another company identified to be 

of high yield. 

 

2.7.4 Other Sources of Funding to SMEs 

This section presents an overview of other sources of finance that may be needed by SMEs 

for their growth. Some of the other sources of finance seem to be a threat to the VC industry. 

These include private equity, Debt finance, Cryptocurrency, and Crowdfunding. 

 

Private Equity Investment 

While VC financing is for early-stage enterprises for development and expansion, PE 

includes both VC financing, IPOs, and buyouts (Dzeletovic, Milosevic and Cicic, 2017). It 

is also central to recognise that industries search for different sources beyond VC financing. 

There are many funding sources among others: crowdfunding, debt financing, retained 

earnings, family internal resources, equity shares on the stock exchange market, mortgages, 

and cryptocurrency (Bitcoins). Since the main focus for this study is not investigating the 

different sources of finance for SMEs, the researcher presents highlights of three modern 

funding sources to SMEs that seems to be a threat to the venture capitalist. In the next 

paragraph, the study provides a synopsis of other financing sources which may be a threat 

to the status of VCs. 

 

Crowdfunding  

Empirical evidence states that every business needs external capital for survival and growth. 

Therefore, where VC financing is inaccessible, equity Crowdfunding lately has emerged as 

the recent source of finance for SME growth and inspiration in the academic sphere. 

Entrepreneurial finance research is a technological new source of finance to enter the finance 

sector (Block, Hornuf, and Moritz, 2016). According to research conducted by Prelin (2016), 

start-up companies made about USD 3.6 billion in initial cash offers (ICOs). Nonetheless, 

the figure is still below the $52.6 billion earned by VCs from around the world. Despite that, 
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investors are inclined toward ICOs, as it enables them to make millions in a short period 

compared to VC investments, which take years before you can reap the return. The success 

of equity crowdfunding is attributed to the technological advancement conveyed by the third 

industrial revolution and ongoing regulatory changes in financial perceptions. The 

opportunity of the internet and the regulatory financial savvy provided equity crowdfunding 

with an easy penetration of the finance market as the new technological financial mechanism 

which has attracted academics and researcher’s attention (Everett, 2014). However, this new 

technological finance mechanism is threatening the venture capital industry through being 

an alternative form of investment. The empirical findings indicate that crowdfunding has 

already gotten an overview with the link to cleantech in some publications (Cumming et al., 

2013; Cumming, Leboeuf & Schwienbacher, 2017). 

 

Debt Financing  

Despite the different channels for raising funds, many firms start-up without the need for 

VC. The reason why VC has attracted such attention is mainly due to its influence on young 

firms’ high growth potential, as is evident with many new technologies based firms. Ideally, 

the commonly known funding source for companies looking for growth and expansion is 

debt financing through commercial bank loans. However, banks are often reluctant to extend 

bank loans to SMEs because they lack collateral security to qualify for commercial bank 

loans (Kozarevic, Jukan & Softic, (2015); Golic, 2014). There is no doubt that besides other 

factors, the firm’s performance is mainly dependent on access to finance to accelerate its 

growth and expansion. In this case, small firms are often constrained due to a lack of 

government support to widen their capital base. Therefore, VC funding is the best viable 

alternative funding to help SMEs grow. 

 

2.7.5 Evolution of Venture Capital development 

In this section, the study synthesizes the existing literature by performing a stocktake of 

previous theoretical works from international published journals, theses, empirical findings, 

and books that present a monograph of VC evolution and development in the last three 

decades. The study does not dwell on much of the history of VC financing, but it picks up 

from the period when VC came to the understating of the entrepreneurs and policymakers.  

In 1978, the National Venture Capital Association (NVCA) was initiated with support from 

the Department of Labour that freed employees’ pension funds from the burden of the long-

http://nvca.org/


36 

 

standing, stringent understanding of the “prudent man rule”. Following the waiver from the 

retirement pension scheme, wealth managers were encouraged to contribute part of their 

funds to VC investment. 

 

In 1980, the VC ecosystem took space in the US, whereby a good number of companies 

were established by PE/VC funding. These included, for instance, Federal Express, 

Microsoft Cisco, Netscape, Compaq, Apple, Amazon and Sun. This also brought into being 

the California Silicon Valley as the world’s VC model. This was emulated by numbers of 

countries in the world to transplant the good practices of the VC market as a driver to 

promote SMEs’ growth. VC performance recorded positive results in some parts of Europe. 

For instance, the UK, Germany, Canada, Brazil, and on the Asian continent, China, Japan, 

and India have demonstrated increasing growth of SMEs that have embraced VC finance 

strategy.  

 

VC finance projects have a holding up period between 7- 10 years for business expansion, 

although the investment cycle for a large fund is generally 3-5 years after which the focus is 

directed at exiting or disinvestment. Venture capital funds in the US have a limited life of 

no longer than ten years. However, in  the past three decades, venture capital investments 

have increasingly proved to be the most viable funding source for SMEs’ growth throughout 

the world and thus business angels have all come up to promote the development of VC 

markets (Ning et al., 2015, EVCA, 2013; EVCA 2015). Whereas in some countries, 

government programs have not been especially successful, China offers the world’s 

fascinating case research of how a VC market can be engineered: China’s VC market is one 

of the most growing and leading planned markets in the world. Empirical findings show 

China as the second-largest VC market in terms of annual investment, second only to the US 

(Wee Tracker, 2018). 

 

2.8 Performance of Small Medium Enterprises 

2.8.1 Definition of performance in the business context 

This subsection presents the definition of business performance, its measurement, and 

finally determinants of business performance. Topical literature presents performance as 

actual results attained in comparison to the desired set targets while Payer-Langthaler and 

Hiebl, (2013) define the performance dimension as an evaluation of the outcomes from 

https://en.wikipedia.org/wiki/Prudent_man_rule
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planned activities. Therefore, firms that can project their sales turnover and future market 

expansion, have an opportunity to survive amidst intense competition in the twenty-first 

century, as matched to enterprises locked up in the traditional method of measuring business 

performance. For example, scholars state that data mailed questionnaires may not estimate 

correctly due to the private nature of the financial information (Dess & Robinson, 1984). 

 

2.8.2 Measurement of business performance  

 Mihaiu (2014) states that business performance as a multidimensional paradigm is 

evaluated as sustainable business growth for the survival and success of a firm as a going 

concern. In other words, scholars measure performance by looking at it from different 

angles, depending on the specific research questions. There is no consensus about the best 

method to measure industry performance, yet it is central in the design of appropriate 

programs for capacity building of employees to improve labour productivity. Prior scholars 

underscored business performance for its critical role to give the direction of firms’ efficacy 

and competitiveness in a business environment (Murphy, Trailer & Hill, 1996). The most 

commonly used proxies for measuring commercial performance are profitability, ROI, sales 

turnover, employment growth, and management expertise. This is made possible through 

the application of the accounting ratios such as % sales revenue growth, % of profitability 

growth, liquidity ratios, market ratios, and debt ratios (Sorooshian et al., 2016).   

 

Profit maximization is the last indicator observed to demonstrate sound enterprise 

performance, but this is driven by different financial performance indicators, for instance 

sales revenue, ROA, and operating profits including taxes. As such, these certainly influence 

the efficacy and productivity of the enterprise (Fried et al., 2008. Precisely, profit-

maximizing returns on assets, and maximizing returns on equity are the core financial 

demonstrations of a firm’s effectiveness (Chakravarthy 1986). Profit is the heart of the 

business, short of which no business can persist in a competitive market. The business 

failures of giant companies like Lehman Brothers, Bear Stearns, Dell, and Motorola in recent 

years demonstrates the inadequacy of performance measurement systems. These 

organizations were not using the development of a new PM system with the ability to predict 

and highlight the level of risks involved. Therefore, researchers have not agreed on the best 

measurement of firms ‘performance. 
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2.8.3 Determinants of SMEs’ performance 

To assess a firm’s performance, the researcher considered the financial indicators, among 

others Sales revenue, profitability, changes in ROE, and an increase in ROA for SMEs. Ratio 

analysis was used to compute and analyse the performance indicators of the SMEs’. In terms 

of the nonfinancial indicators, an assessment of the effectiveness of government regulations 

on SMEs’ performance was used as a benchmark measurement of enterprise performance. 

The subsequent chapter will illustrate clearly how VC finance impacts sales revenue growth, 

changes in returns on equity profitability growth, increases in returns in assets.It 

demonstrates how the effectiveness of government regulatory policy leads to the economic 

growth of SMEs. The returns on capital invested may be determined by the enterprise’s 

market and capitalization either by IPOs or buyouts (Zysman & Huberty 2013; Gompers et 

al., 2015). 

 

2.9 Conclusion 

This chapter delineated the theoretical perspective of VC and firms’ performance to establish 

whether VC investment enhances SMEs’ sustainable growth and expansion. Several 

empirical research studies have been reviewed to test the validity of the pecking order 

theory, nevertheless, findings result in mixed conclusions that the author ought to evaluate. 

Some scholars concur with Modigliani and Miller, (1984) theory despite its restriction to a 

logical order which must be adhered to in financing business set-ups. The assumptions of 

the Pecking Order Theory provided the foundation for this study. The theory dictates a 

chronological order of financing SMEs beginning with internal resources and then seeking 

external funding to fill the financing gap. For this reason, entrepreneurs/managers are 

compelled to find alternative patient capital to fill the equity gap. The theory seems to offer 

concrete evidence of the capital composition of the SMEs. This is consistent with our 

research in the sense that, since retained earnings are often insufficient to promote SMEs’ 

growth, VC finance is the viable alternative to fill the financing gap. By doing so, SMEs can 

increase their market share thereby increasing their sales revenue growth. 

 

A review of the literature also confirmed that the agency theory resonates with the VC 

financing model, because it guards against eventual disputes between the portfolio managers 

and VCs (Hellmann & Puri, 2002). Resonating with the agency theory, this study offers a 

theoretical model reflecting on the hypothetical and practical implications of the theory 
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regarding the VC ecosystem. The interactions of VCs with the funded companies set in 

motion noticeable principal-agent conflict emanating from information asymmetries and 

fear of the business owner/managers losing control over their investments (Amit, Brander 

& Zott, 1998). The VC firms (principals) enter into contracts with the business entrepreneurs 

(agents) to promote early or middle-level firms in exchange for equity shares and to protect 

the interests of both parties to the contract. Similarly, venture capitalists secure minority 

seats on the BOD to maintain a sound business and add value to portfolio companies to 

recover worthy ROE shares (Cumming & Johan 2009). This is consistent with the study of 

Tykvova (2018) who disclosed that the ultimate goal of the VCs is to maximise returns from 

the VC contracts which are similar to the principal-agent relationship. While agency theory 

has been recognized as upholding the growth of SMEs, previous scholars find it otherwise. 

This theory favours firms with high growth potential, and entrepreneurs with brilliant 

business plans to invent new entrepreneur ventures are often neglected because VCs do not 

fund ideas. 

 

In another development, the study finds the institutional theory in support of VC financing. 

This means that government involvement in the VC market plays a critical role to create 

supportive policies that boost the growth of the start-up firms (Lerner, 2010; Arundale, 2018; 

Adongo, 2012). The institutional theory answers research objective five “To establish 

whether the effectiveness of government regulations improves SMEs performance in 

Uganda”. Earlier scholarships suggest that the institutional theory offers direction to 

government legislative provisions and standardized contracts intended to govern the growth 

of the business sector (Bruton et al., 2009). Topical studies suggest that the indirect approach 

primarily concentrates on government involvement in forming supportive regulatory 

frameworks, where VC can flourish (Murray, 2007; Learner, 2010; Baldock & North, 2015). 

However, this theory has been criticised to hinder the growth of SMEs, especially lack of 

tax incentives and waivers on capital gains. This scares away the VCs from increasing VC 

supply to SMEs (Isaksson and Cornelius, 1998; Adogo, 2012). A synergy of thoughts and 

arguments resulting from chapter 2 flows together to construct objectives one, two, and five, 

which all combined offer a ground for a deeper insight into VC financing and SMEs’ 

performance. All in all, the study identified the agency theory, institutional theory, and 

pecking order theory, and has some evidence to partially answer the research questions. The 

theoretical review helped the researcher to gain a deeper understanding of the VC theoretical 
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concept which was relied on to develop the research questions. In the next chapter, the study 

presents the empirical literature that helped to respond to the research objectives and 

research questions. 

 

In addition, the conceptual framework delivers a direction for the study in terms of the 

performance variables to be assessed. The conceptual framework (Figure 2.3) illustrates how 

the independent variable (VC financing) influences the dependent variable (SMEs’ 

performance). In measuring the SME’s performance, the study relied on the financial 

substitutes, for instance sales, profitability, ROE, ROA, and effectiveness of government 

regulations for non-financial performance variables. 
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CHAPTER THREE: LITERATURE REVIEW 

 

3.1 Introduction  

In this chapter, the researcher critically documents empirical data stressing VC performance 

expressly in the developed economies together with a handful of studies carried out from 

emerging economies. Several Scholars mostly from technologically advanced economies 

have long-established that VC finance is a reality in augmenting SMEs’ success. This 

chapter is organized as follows: the importance of SMEs to Uganda’s economy, Synopsis of 

global Venture Capital development, Uganda’s VC market performance in the context of 

the East African block, and an empirical review of VC finance and SMEs’ performance.  An 

empirical review of VC is further segmented as per the research objectives as listed under 

the relationship between VC finance and changes in return on Equity (ROE), the 

contribution of VC finance to revenue growth for SMEs and the extent to which VC finance 

contributes to profitability growth of SMEs. It further reviews the relationship between VC 

and Return on Asset Growth of SMEs’ (ROA), the extent to which the effectiveness of 

government regulation affects the performance of SMEs’ and finally a summary of the 

literature. This chapter sought to find related empirical evidence that answers the research 

questions.  

 

3.2 Importance of Small & Medium Enterprises to Uganda’s Economy 

3.2.1 Definition of SMEs 

Scholars have not reached a consensus on the definition of SMEs. Different countries have 

different definitions of SMEs, nevertheless, the underlying factors usually used involve the 

number of employees, capital investment, and annual turnover. The study adopted the capital 

investment and the number of employees, to define the SMEs as accredited by the World 

Bank, (2012). 
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Table 3.1: Comparative SMEs Definition by number of Employees and Capital 

Investments in East African Region 

Country Kenya Uganda Tanzania Rwanda 

Definition by Number of Employees 51-100 50-100 49-99 30-100 

Definition by Capital Investment 

(Million)   

100-360 

Million 200-800 Million 15-75 Million 

Source: (World Bank, 2012) 

 

As indicated in Table 3.1, SMEs are defined as companies that employ between 50- 100 

employees, and with Capital investment between 100- 360 million Uganda Shillings (UGX). 

The Government, in the National Development Plan (NDP) II, (2015/2020) acknowledges 

SMEs as important providers of job opportunities to cultivate and nurture entrepreneurial 

and managerial skills across the country (MTIC, 2015).  

 

In Uganda, the SME sector accounts for 2.5 million jobs, provides 90% of the private sector 

jobs, produces 80% of the manufactured output, and endorses 70% of the national GDP 

(Uganda Ministry of Trade, Industry and Cooperatives (UMTIC), 2015; Uganda Investment 

Authority, 2016; Muriithi, 2017). In the financial year 2018/19, Uganda’s GDP increased 

from 20% to 30% as explained by the budget revision of financial years 2009/2010 that 

included previously missing activities. This implied that the economy had increased by 21% 

for the previous 10 years. The key important issue to note is that the increase was essentially 

driven by manufacturing, for which the share doubled from about 8% to over 16% of GDP, 

while agriculture rose from 22% to 24% of GDP (World Bank, 2020). To shed more light, 

World Bank (2016) anticipates that the agribusiness and agro-processing will produce more 

jobs in the transport, retail, and restaurant businesses, and this would help to close the 

employment gap.  

 

SMEs are the drivers of Uganda’s economy, comprising Services (50%), Commerce and 

Trade (33%), Manufacturing (10%) and others (7%). The SME sector contributes 20% of 

the national GDP and employs over 2.5 Million Ugandans (Source: UIA, 2018). Bearing in 

mind that VCs’ priority is firms with high growth potential, it is not surprising that the 

agribusiness and manufacturing sectors have been the preferred sectors for VC investment. 

The Uganda government may need to take advantage of the growing VC industry to foster 



43 

 

the success of the SME sector. As an example, the fabulous VC development in Israel of the 

YOZMA Fund is squarely explained by government efforts to regulate the VC industry and 

increase the supply of VCs for start-up firms. (Lerner, 2010) This is one of the best practices 

that the government of Uganda can emulate to avert the alarming failure of start-up firms 

(World Bank, 2016). 

 

3.3 Synopsis of global Venture Capital development 

In the last two decades, VC has dominated debates on the global financial markets for its 

perceived momentous influence in inspiring the performance of SMEs. A colossal body of 

empirical literature from developed countries, recognizes VC as a suitable financing model, 

with proficiency to ease the barrier of lack of access to finance for SMEs’ growth (Gompers 

& Lerner, 2004; Muriithi, 2017; OECD, 2018; Shanthi, McGinnis & Schneider, 2018). VC 

is a high-risk equity capital consisting of seed, start-up, and expansion financing in start-up 

firms already demonstrating business potential but not listed on public securities markets or 

those unable to access traditional funding sources (Gompers & Lerner, 1999; OECD, 2018). 

Unlike the debt funding model, VCs provide patient capital to start-up firms with growth 

potential that do not have collaterals to offer, This is in exchange for lucrative equity shares 

that attract ROE (Gompers & Learner, 2004; Bertoni & Tykvova, 2015; Mason, Botelho and 

Harrison, 2013); OECD, 2018; Arundale, 2018).Thus, VC financing is a momentous 

financial innovative asset in the 21st century, raising the attention of academics and 

practitioners.  

 

Several scholars recognize VC as a precursor for SMEs’ growth, global technological 

development, and employment generation (Ning, Wang, & Yu 2015; Muriithi, 2017; 

Arundale, 2018). It is well documented that most global companies such as YouTube, 

Yahoo, Apple, Microsoft, and Compaq have their roots from VC financing (Deloitte & 

NVCA. 2009; Gompers & Lerner, 1998; Lerner, 2010). Remarkably, most authors paint an 

intriguing picture of VC financing. Some of the VC-funded companies do not blossom to 

their expectations, but there is inadequate evidence that exposes failed VC-backed 

companies. Shedding more light on the recent successful firms in the past decade stemming 

from VC financing is therefore necessary to enrich the extant works with recent knowledge. 
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From the global VC performance perspective, VC investment hit its highest point at 

USD$171 billion in 2019, with the US alone raising USD 88.3 billion, approximately 50% 

of the global total VC investment, thus upholding its first position as world VC leader for 

decades. China progressed to the second position, with US$52.6 billion of the global VC 

market (WeeTracker, 2019). Notably, VC investment in Europe is also silently increasing, 

and Africa is mentioned as the next favoured destination for VC investment. Even though 

some countries have a much smaller VC portfolio, they are worth mentioning for their 

remarkable growth. In 2019, for instance, Canada, the UK, India, Brazil, Israel, Malaysia, 

while in Africa, Nigeria, Kenya, and South Africa were the champions in the continent. 

Other countries such as Ghana, Egypt, Uganda, and Tunisia are trailing (KPMG & EAVCA, 

2018; WeeTracker, 2019). Conscious of VC financing’s significant influence, voluminous 

emerging economies in Africa, including Uganda, are increasingly stepping up to participate 

in the VC industry.  

 

It is undeniable that VC is viewed as a real-world answer with proficiency to rejuvenate the 

growth of SMEs and to avert the emergent youth unemployment, poverty eradication, and 

economic development. Given this, WeeTracker (2019) reported a gigantic growth in the 

VC investment from USD 725.6 million to 1.34 billion in 2019, a monumental year in the 

history of Africa. Remarkably, 1.09 billion (approximately 81.5%) was raised from Nigeria 

and Kenya, pushing South Africa to the third position as compared to 2018, when the latter 

was the leader in the VC industry. This is a clear testimony of VC growth in Africa which 

has seen new entrants such as Uganda, Tunisia, Ghana, and Egypt as the next favoured 

investor destination. Accordingly, VC development has delivered a novel ground for 

academic research to explore its influence on the performance of early-stage entrepreneurial 

ventures. Nevertheless, the reasons should not be overlooked as to why VC investment, 

particularly in Africa, is concentrated in Nigeria, Kenya, and South Africa, while the rest of 

the countries, including Uganda, are struggling. These are key issues demanding further 

exploration into the VC industry. 

 

3.4 Uganda’s Venture Capital market performance in the context of the East 

African block 

In the larger context of East Africa, the VC market is progressively developing. 

Nevertheless, most of the VC deals are concentrated in Nairobi, Kenya, enhanced by the 
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manifestation of Silicon Savannah and the East African Private Equity & Venture Capital 

Association (EAVCA) headquartered in Nairobi (KPMG & EAVCA, (2017) Research has 

shown that VC market development in both developed and transitional economies is 

attributable to the VCs’ efforts to add value to the VC funded enterprises, with a greater 

focus to their survival and success (Gompers et al., 2015; Rusu, Alexandru and Cuza, 2016). 

However, Uganda’s VC industry is new and underdeveloped when equated to Kenya, the 

VC market leader in the East African block. Relatively few empirical studies exist to 

underpin the influence of VC performance. Even though the VC market is small, it has 

attracted the attention of international VC firms to exploit the untapped SME sector. The 

recent study of KPMG/EAVCA (2018) points out that Uganda, Egypt, Ghana, and Tunisia 

are the next destinations for private equity financing in Africa. The fund managers are 

mostly headquartered in Kenya, and a few foreign international limited partners have 

revamped the VC industry in Uganda. These include Ascent Capital, Pearl Capital Partners, 

Savannah Capital Partners, Norfund, Iungo Capital Partners, and XSML Partners (Ernst & 

Young, 2016; EAVCA/KPMG, 2018).  

 

The VC market in Uganda represents a small segment of the total funding in the East African 

block (EAVCA/KPMG, 2017). The UIA (2016) has made deliberate efforts through the 

annual PE/VC conferences which get together the VC firms and SMEs, but access to patient 

capital by the small firms remains a national concern. Fund managers and business angels 

available on the market target large and reputable enterprises that can absorb tickets above 

USD$5 million (Shanthi et al., 2018; EAVCA/KPMG, 2018). In isolation, VC tickets in 

Uganda range from USD$250 000 to USD$1 000 000 (EY 2016). This explains why 

Uganda’s VC market is grappling, because government programs to fill the financing gap 

have realized minor success. According to the KPMG & EAVCA (2018) report, Uganda, 

Ghana, Egypt, and Tunisia have been sighted as the new preferred destinations for venture 

capitalist’s ecosystem to invest in SMEs with high potential growth. Research shows that of 

countries that have exhibited successful VC market development, government direct 

involvement was a fundamental driver of their growth. In the struggle to promote SMEs’ 

growth, the Uganda government in conjunction with the development partners and private 

sector designed many business sector strategies to promote SMEs’ growth but results 

underpinning the VC finance growth in the country are scattered and uncoordinated (Gemma 

and Ibrahim, 2015). Cela and Shkurti (2013) confirmed that the level of financing of SMEs 
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in Albania increased their growth through VC and PE investment, but the increase in PE/VC 

supply did not correspondingly accelerate the growth of the SME sector. In the period 2010-

2016, Uganda secured 31 deals, way below the 88 deals reported by Kenya over the same 

period. The reported deals in Uganda included Orient Bank, Quality Chemicals, Biyinzika 

Poultry and KK Foods (Ernst & Young, 2017). 

 

The VC market in Uganda has attracted a good number of international VCs with a capital 

muscle to promote SME growth. However, Shanthi et al. (2018) argue that the business 

community is still locked up in the traditional financial mechanisms of raising capital 

through main banks and money lenders. This is due to a lack of trust and financial knowledge 

affecting the deal sourcing in the country. Among the international VCs who have penetrated 

Uganda’s virgin VC market include Goldman Sachs, Morgan Stanley, Warburg Pincus, 

Norfund and Fanisi. These in totality have a capitalization level of $ 100 Billion all to be 

allocated to SMEs with high growth potential.  

 

Whereas the international VCs have brought momentum to the VC market in the country, 

there are still obstacles in the East Africa region that need to be addressed (KPMG & 

EAVCA Report 2018). As much as East Africa needs to be elevated as the best destination 

for VC investment, VC financing to early-stage enterprises remains a problem. Tickets 

between USD 500,000 to USD5 Million are still way below the priority of the VC firms, yet 

this is the bracket into which most of the SMEs fall. Thus, working on these complexities 

encountered by VCs in the region to increase VC investment and support of younger 

businesses is very critical.  

 

The notable challenge in the East African VC industry includes fundraising, attractive deals, 

due diligence, regulatory business environment, and underdeveloped financial markets 

(Shanthi et al., 2018). There is an urgent need for the East Africa countries to make a 

favourable infrastructural and regulatory setting that interests additional capital inflows. 

Still, the comparatively diminutive past of VC investments in Uganda and East Africa at 

large and the integral absence of documentation of private equity financing arrangements 

present a hurdle to current research, and there is little published analysis of VC investments 

in developing countries.  
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The comparative figures presented in figure 3.1 reveal that total VC investment in Africa in 

2017, amounted to USD 560 million, recording a 53% progressive yearly growth increase 

from 2016 with the dominance of the in VC investments in the start-ups. In the year 2017, 

128 deals were registered compared to 77 deals in 2016. South Africa, Kenya, and Nigeria 

continued to dominate the VC deals in Africa accounting for 76% of total funding which is 

somewhat lesser than 81% growth as of 2016. The necessary implications of the foregoing 

statement show that the Uganda VC market stood at USD 16 million, which was 2.9% of 

the total VC raised in the African continent. This was way below Kenya which fundraised 

USD 147 million, or about 26.2% of the total VC funds raised in the Africa continent 

compared with its counterparts. It is stated that the good VC performance in Kenya was 

attributed to the organized financial institutions, growth of the capital markets, its transport 

system, tax regulatory systems that attract VCs, unlike in Uganda where the infrastructural 

development is still wanting. 

 

Figure 3. 1: Venture capital investment in Africa 

 

Source: Partech Venture Capital Performance (2017) 

 

Following the statistical figures presented by WeeTracker’s (2017), South Africa, Nigeria, 

and Kenya are still leading the VC destination in Africa. South Africa raised USD 167, 

followed by Kenya at USD 147, with Nigeria in the 3rd position with USD 114.6. Amazingly, 
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the three countries contributed USD 426, or 76.5% of the VC investment in Africa. The rest 

of the countries shared the minority contribution of USD 23, 5%. Uganda lies at the bottom 

end with a contribution of USD 16 million (2.9%), way below the contribution made by 

Kenya (29.6%). Therefore, this is a big challenge to the Uganda government and the rest of 

the emerging economies in Africa that are followers of the big three giants in the VC 

ecosystem to emulate the best practices that may create an enabling environment to foster 

VC investment growth. 

 

According to the WeeTracker (2018), the African continent realized a total VC investment 

of USD 725.6 million raised from 458 deals, this was a skyrocketing increase of 300% 

compared to 2017. This is a clear indication that the VC industry in Africa is growing and 

has been identified as a new destination for VCs. EAVCA (2018) confirms PE/VC financial 

mechanisms as a suitable financing model for early-stage enterprises with difficulties to 

access the traditional funding for their businesses. VCs are very instrumental in escalating 

the success of the portfolio companies through deciding seats on the BODs, recruitment, and 

internationalization (Pääomasijoittajat, 2018). In the East African block, VC finance 

developed barely 6.2% between 2004 and 2014 (Gigineishvili, Mauro & Wang, 2014). 

 

The secret behind the success of VC in both developed and emerging economies is 

manifested in their impressive approach to hasten the growth of companies. The VC is ready 

to undertake risks in the first 5 years, where at times the ventures are not lucrative but nurture 

the companies to reap high returns at the exit stage of IPOs (Gompers, Kaplan & 

Mukharlyamov, 2016). However, results from earlier research from the SAVCA-Monitor 

Group (SAVCA 2011) revealed the exorbitant expenses for VC investment in Africa 

commonly equated with other continents. In conclusion, VC financing stimulates the growth 

of start-up firms and is a sustainable solution for overcoming their equity gap. However, 

access to VC finance remains challenging, particularly for fast-growing firms, with 

antagonistic repercussions on economic growth (OECD 2018). The following section 3.5, 

discusses the empirical evidence underpinning VC finance and SMEs’ performance.  

 

3.5 Empirical review of Venture Capital finance and SME performance 

This subsection presents empirical works on VC investment in both industrialised and 

developing countries. The section is categorized into VC capital performance in emerging 
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economies, the impact of venture capital on the performance of SMEs, challenges facing the 

venture capital industry in emerging economies, and finally a summary of the literature 

review. The synthesis of the empirical literature was organized to answer the following 

research question (i) Impact of VC capital on revenue growth of SMEs, (ii) Impact of VC 

capital on ROE, (iii) Contribution of VC on ROA, (iv) influence of VC on profitability 

growth of SMEs and finally (v) assessment of the effectiveness of government regulations 

on SMEs’ performance. 

 

3.5.1 Establish the relationship between VC finance and changes in return on equity 

The ultimate goal of VC firms to financing the early stage firms is to maximize returns and 

then exit to find other high growth potential firms (Tykvova, 2018). On the other hand, Puri 

and Zarutskie (2011) contrasted the conclusion of the latter. Their research revealed that 

investee companies connected with severe management inefficiencies but did not 

demonstrate the performance gaps existing between VC finance and changes in returns on 

the owner’s equity. Conversely, there has not been any study that attempts to investigate 

why entrepreneurs may not accept VC financing. Several studies were biased in terms of 

looking at how much should be allocated to the portfolio companies after the due diligence, 

forgetting that there are high growth potential firms but with less interest in the financing 

model. Future research in this aspect would assist to address why some SMEs may be 

hesitant to embrace VC findings.   

 

Recent scholars have disclosed that VC financing in emerging economies has been 

underexplored, and even the few studies conducted delivered mixed reactions (Agyeman, 

2010; Divakaran, Mcginnis and Shariff, 2014; Antarciuc et al., 2018). Perhaps, it is due to 

insufficient data, since VC firms only provide information about the successfully funded 

companies to the commercial databases (Kaplan & Lerner, 2016; Tykvova, 2018).  These 

results conform to Colombo et al. (2016) who argued that the shortcomings in the VC 

industry are not clearly explained by the current literature. Similarly, Esho and Grietjie 

(2018) revealed that SMEs have an inferior implementation of PE/VC investments in 

comparison with the large firms due to the data irregularities and inadequate awareness of 

available VC opportunities. 
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Gompers et al., (2015) discovered that VC-backed companies reaped high returns in the first 

five years proceeding IPOs compared to the non VC-funded. Jiang and Xu (2016) results 

uncovered that VC financing positively impacts on SMEs’ performance in China. However, 

the findings of XI U et al. (2014), based on the data obtained from 2009- 2013, disclosed 

that the existence of VCs hinders the growth of investees’ companies. The enterprise 

performance of SMEs significantly decreased after adopting VC finance mechanisms. On a 

different note, Gompers & Lerner (1998); Scott, (2013) indicate that VC-backed industries 

are characterized by potential conflict of interests that may compel the VCs to grandstand 

the company, especially when highly demonstrated technological changes exist. Similarly, 

the Ayed and Zouari (2014) study revealed a negative relationship between VC financing 

and the growth of early-stage enterprises. 

 

Muller and Yun (1998) evaluated the returns on capital. Considering the small firms and 

large enterprises, they compared the returns with the cost of capital to conclude whether the 

small firms earn high returns as compared to large enterprises. The results disclosed that 

early-stage enterprises earned much higher returns than the large companies, and their cost 

of capital was much less than the mature firms, which positions them at an advantage. SMEs 

aim to reap good returns on new investments, and their future value increases as growth 

increases. This is in contrast, with firms that do not match up to their cost of capital impact 

on the value of ROE. Earlier scholars conclude that the VC backed enterprises have 

outperformed other companies not funded by VC financing (Baldock & North, 2015; Lerner, 

Leamon & Garcia, 2016; Owen, North & MacBhaird, 2019). This might be true for 

developed countries; however, in developing and transition economies, some findings are in 

divergence with earlier empirical conclusions. This research will largely focus on the VC 

capital response to SMEs’ in the emerging economies, particularly in Africa. 

 

Colombo and Murtinu (2016) confirm VC investment as the best suitable funding model for 

the early-stage enterprises characterised by high risks but with growth potential and which 

are not able to  attract traditional financial intermediaries. With this background, it is not 

surprising that there have been several attempts to replicate and export the VC financing 

model in other institutional environments, however, results have been highly unsatisfactory. 

Croce et al. (2014) and Grilli and Murtinu (2014) reiterated that VC financing is still 

underdeveloped in the emerging economies as compared to the US. The study done by 
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Fatoki (2014) examined the conventional funding sources including VC, and revealed that 

engagement with VCs and PEs had a positive influence that leads to an increase in cash flow 

and revenue, as well as an increase in efficiency and internationalization compared to other 

companies. 

 

3.5.2 Contribution of VC finance on sales revenue growth for SMEs  

This subdivision delivers a synopsis of the empirical conclusions to reinforce VC 

contribution to a firm’s revenue growth. This approach has been popular in the developed 

countries, and some of the emerging countries which have adopted the VC financing model 

to foster SME growth. 

 

For example, Paglia and Harjoto, (2014) studied the effects of PE/VC on sales and 

employment growth of SMEs from 1995-2009 in the US. Their findings reported a higher 

net increase in sales revenue and an increase in jobs for the portfolio companies, compared 

with other enterprises. Nevertheless, they underlined that PE financing has a much higher 

remuneration compared to the VC financing model. 

 

 Chemmanur, Krishnan and Nandy (2011) showed that the investee’s company’s recognized 

improved sales growth and employment but interestingly, successful VC-backed firms were 

found not profitable at exit when matched with the non VC-backed companies. There was 

consensus that VC financing stimulated sales revenue growth for the investors' companies. 

VC scholars have found that SMEs’ growth may be evaluated in two dimensions, for 

instance, sales revenue growth, and growth through mergers and acquisitions. The 

aforementioned results conform to Puri and Zarutskie (2011), who discovered that both the 

VC and non VC-funded firm’s recognized high sales revenue, but the cutting edge was at 

the level of exit for IPOs that attracts lower returns on equity. Kelly and Hankook (2013) 

add a voice to the latter, they discovered firms that received VC financing realized growth 

in sales and employment parallel to other companies. 

  

Kamran and Sharif, (2014) explored sugar listed companies on the public securities market 

of Karachi Pakistan with a focus on the influence of VC finance on their performance. 

Results showed that VC funded enterprises registered a decline in sales revenue and job 

creation compared to other firms that did not embrace VC funding. Zouuari et al. (2014) 
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concur with the latter in that their study on the effects of VC on both small and large firms 

confirmed a negative relationship between VC funding and SMEs growth. Such mixed 

conclusions in the VC industry have attracted the interest of policymakers and researchers. 

Despite the numerous studies carried out on VC, especially in developed economies, some 

leading scholars propose that there is a limited dependable dataset. Because the VCs are 

protective of the financial data demonstrating their performance and once financial data is 

provided, it is often aggregated thus creating difficulty in assessing VC-backed companies’ 

growth (Kaplan & Sensoy, 2015). 

 

Similarly, Engel and Keilbach (2007) examined the industries that contribute to German 

Trade to compare the growth of the portfolio companies with non VC-funded companies. 

The authors found that VC-backed businesses recorded increased employment twice as 

muchas companies that did not use VC financing. The study done by Bottazzi, Da Rin and 

Hellmann (2008) was not consistent with the latter. The results from their exploration of 511 

listed companies on the European Stock market revealed a lack of evidence in employment 

growth in the three years before IPOs. However, the authors used secondary data collections 

where companies were selected from the German trade register. Such a research 

methodology is subject to biased results, because the opinions of the business angels often 

are not captured, since they fall short of a structured interview with business managers who 

might have to provide in-depth information to supplement the financial reports. Also, the 

listed companies may not fully disclose their information as it is confidential data, and they 

fear competition. Therefore, such a conclusion may not be reliable, as they eliminate the 

fundamental attributes of venture capital finance.  

 

Jain and Kini (1995) assessed 136 IPOs listed companies on the US securities stock market 

and compared them with the non VC-IPOs enterprises in a similar sector and matched 

dimensions. Their study concentrated on sales turnover before IPOs and after. The results 

revealed high cash flows and sales growth after IPOs. However, a point to make here is that 

this research was done in the US that has sophisticated clean technology in the SME industry 

with very good infrastructure that promotes SME growth. In this regard, the results may be 

different from the developing economies like Uganda that are still struggling and working 

in a cruel environment characterized by high taxes and an environment where VC finance 

strategy has just been introduced in the last 9 years.  
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Mboto, Offiong and Udoka (2018) assessed 40 VC-backed SMEs from the Cross River State 

in Nigeria. The results presented a stereotype of growth in sales revenue and asset growth. 

However, the authors revealed that among the limitations of the study, VC financing and 

utilization are relatively new and their impact goes greatly unnoticed in Nigeria. Still, 

authors seemingly demonstrated that most of the VC-backed firms were in their first fund 

round and they were not certain to secure deals for the second round of fundraising. Their 

findings are not different from (Memba, 2011; Gugu & Mworia, 2016). VC-backed firms 

are also poised to contribute to government expenditure through taxes from their profits. 

Interestingly, there is a lack of evidence demonstrating by what percentage VC-backed firms 

contribute to government revenue. These are grey areas that require future research to 

augment the current literature. The major limitation identified from most of the research 

conducted from Africa and similar emerging economies was the obstacle of a small and 

undeveloped VC industry. For this reason, it was necessary to perform empirical research 

of this nature to bring to light such research gaps. 

 

Biney (2018) investigated the influence of VC financing on the growth and expansion of 

SMEs in Ghana. He reported that the VC funded enterprises outperformed the non VC 

funded enterprises. Particularly the portfolio companies registered growth in sales by 1.5%, 

and employment increased by 3.7%. This study concurs with the earlier findings of Boadu 

(2014), who confirmed that VC finance positively impacts sales turnover and employment 

formation. But the dynamics of VC investments in each country are diverse and different. 

Consequently, it may not be a good idea to conclude now that the findings from Ghana might 

be the same in Uganda. Therefore, there is a need for a new dataset to complement the extant 

body of literature for VC performance in emerging economies where limited research has 

been done.  

 

Minardi, Kanitz and Bassani (2014) investigated both the early-stage enterprises and PE-

backed companies in Brazil using a panel of data from 1990 and 2013. They observed that 

72% of the PE/VC companies had operated for over 5 years without getting to the level of 

IPOs despite the favourable performance of the VC market for the last 2 decades. This nature 

of performance affects the returns on capital when portfolio companies take a longer period 

to be excited by the VC investors, although the industry has performed well over the last 20 
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years. The setback noticed in the VC funding in Brazil is that it targets firms of 5 years and 

above, therefore, in this kind of setup, SMEs of 3 years and below will have no opportunity 

to access venture capital. This, therefore, defeats the understanding of many scholars who 

believe that VC funding targets high-risk firms with potential growth. In such circumstances 

therefore start-up firms will be constrained due to the inadequacy of viable capital necessary 

to enhance their growth. 

 

3.5.3 Contribution of VC finance to SME profitability 

Whereas there are other reasons for establishing a business enterprise, profit maximization 

is the primary objective of setting up any business enterprise. Profitability growth is the 

major result of a set of integrated performances which include operational and financial 

performance. More precisely, profits must be earned to ensure the survival of a business, its 

growth, and expansion over time.  

 

Warusawitharana, (2011) investigates the profitability percentage fluctuations of firms 

considering their lifetime survival and growth. The author was convinced that there was 

evidence of growth in profits in the first 5 years of operations but, beginning from the 5th 

and 10th years, the profitability stabilized, and thereafter the profits gradually dwindled. The 

outcomes too showed that profits decline, the longer the company’s life in business, although 

the author did not illustrate clearly why profits started declining after 10 years. Such 

contradictions are the reason for this research to be conducted to establish whether VC 

funding impacts profitability growth of SMEs. Colombo et al. (2016) argue that existing 

literature does not clearly explain the drawbacks concerning the VC market. The author 

concluded that inconsistencies about the influence of VC on the profitability of the portfolio 

companies remain unresolved. In this regard, the researcher ought to redress some of these 

gaps through new datasets that may promote the development of research. 

 

The study of Carvalho, Netto and Sampaio (2014) investigated how PE/VC financing 

impacts the VV financed enterprises’ performance in Brazil. The study outcomes revealed 

higher profitability and sales growth of the PE/VC financed companies compared to non 

PE/VC financed companies in the first 3 years after the IPO. The profitability and sales 

turnover growth was a result of the direct involvement of the VCs in the management of 

SMEs. The VCs play a pivotal role to mitigate the high risks associated with start-up firms 
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which contributes to the steady growth of early-stage firms. The study bequeathed a new 

dataset to the existing research through a literature review from emerging economies like 

South Africa, Kenya, Nigeria, Ghana, Uganda, and Egypt for a better understanding of the 

VC ecosystem's difficulties. Through this, the policymakers and practitioners can develop 

strategies that will deal aggressively with the VC bottlenecks that may scare away foreign 

VC firms in the developing markets. 

 

Suweiba and Haibo (2019) examined 100 VC-backed companies in Ghana to determine if 

they registered growth post-VC investment. The findings confirmed the improved 

profitability of the VC financed enterprises proceeding VC financing. It is therefore 

important to stress that VC stimulates profitability. This delivers a foundation for objective 

three of this research. Kwame, (2017) limited the first VC study in Ghana for which data 

consisted of 40 SMEs which had received VC funding. He found the VC-backed companies 

realized increased market share expansion and profitability growth after VC financing. It 

was also confirmed that VC backed firms had increased asset growth. The findings from 

Ghana were consistent with earlier findings in studies that argued that firms that received 

VC/PE funding demonstrated enhanced profitability parallel to the non-VC backed SMEs 

(Foo et al., 2015; Serrasqueiro, Nunes & Armada, 2016; Paglia and Harjoto, 2014).  

 

Faria and Barbosa, 2014), Bertoni, Colombo  and Grilli, 2010;  Li and Zahra, 2012; Lerner 

(2012 and Ning et al. (2015) concentrated on how VC financing drives innovation of the 

portfolio companies which eventually contributes to improved performance. In light of this, 

it can be concluded that innovative firms have the proficiency to generate increased profits 

arising from better approaches in product development and boost factor productivity.  

 

Chen and Liang (2016), found a dwindling performance of the VC financed IPOs compared 

with other companies. It is claimed that VC financing resulted in over-investment which did 

not match the expected outcome to spur the growth of the recipient companies. In another 

development, Chen and Liang (2016) discovered that due to the high risks of information 

asymmetries associated with the VC-backed companies, VCs are compelled to demand 

higher premiums. This certainly affects the annual profits due to additional expenses for 

operating these companies. The risk of information asymmetry can be minimized if the 

portfolio company operates in a country with sound and health accounting standards and 
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clear VC regulation policies. Most emerging economies seem to operate in an environment 

without clear VC regulatory policies, and Uganda is not an exception.  

 

Divakaran et al. (2014), asserted that even though the PE/VC investment positively impacts 

on SMEs growth in emerging economies, massive VC investment is directed to large and 

established enterprises. It necessarily follows that little attention is given to the start-up firms 

thus rendering them financially incapacitated to grow. On this basis, the study  conclude that 

whereas literature overwhelmingly states that VC financing is suitable for start-up firms, the 

truth is that the new financial intermediaries are very selective, as very few start-ups qualify 

due to the rigorous due-diligence exercise.   

 

Besides, the lack of fully developed financial institutions was sighted in several developing 

countries as a major barrier to VC investment. Shanthi (2018) argues, notwithstanding the 

necessity for VC funding, the criticism from investors is that SMEs in emerging nations are 

naturally concerned about new financial intermediary, worse still, business entrepreneurs do 

not possess a clear understanding about how VC financing works. To this end it influences 

VC updates as its impact is less known to the business owners/managers. Many SMEs are 

family-owned businesses and are averse to disclosing their proprietorship and control. 

Ekanem, Owen and Cardoso (2019) observed that, despite the vast differences in the 

operating environment between developed and emerging markets, VC investment systems 

in advanced economies were transplanted to emerging markets without making adjustments 

to reflect these differences. Such duplication of VC myopia ultimately impedes SMEs' 

growth in emerging markets. 

 

Tykvova (2018) analysed a growing body of recent literature on VCs and PEs from 314 

papers sampled from the top accredited finance and business journals published from 2011- 

2016. The findings confirmed that VC and PE financing mechanisms escalate SMEs’ 

performance manifested in profitability, innovation, and sales turnover. Similarly, Grilli and 

Murtinu (2014), observe that VC financed companies outperform the non VC- financed 

companies, particularly through their increases in productivity, innovations in production 

and general macroeconomic growth of the investee companies. Notwithstanding these 

appealing results, VC financing and SME’s performance especially in Uganda has been 

under-reported in Uganda. Topical literature stresses that VC financing is a precursor for the 
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early-stage enterprises’ growth. But again the Ugandan financial market is still struggling to 

get on its feet (UIA, 2016). In the first place interest’s rates are so high, between 21%-25%, 

which scares SME potential borrowers, and finally, the VC finance market is also just 

picking up inspiration from the Silicon Savannah in Nairobi Kenya. 

 

Jaki and Molnar, (2017) asserted that profitability growth changes progressively in an early 

stage of 3 to 5 years and after that period, ROE starts decreasing, as the business angels plan 

to exit because the EBIT is very low, or even negative. It is believed that profitability growth 

is dependent on how the venture capitalists choose to exit, and VC funding is given in stages 

that need to be adhered to, otherwise this may create difficulty moving to the final stage to 

go public. Similarly, empirical findings presented by Carvalho et al. (2014) confirmed that 

VC funding through IPO negatively impacts on SMEs’ performance. The results 

demonstrated that 25% of firms that had received VC/PE through the IPO exited the 

investment sector. 

 

Que and Zhang (2018), and Zhang et al. (2015) contend that VCs mentor and train 

management in different technical skills to uphold high growth and enterprise success and 

to permit recovery of their invested capital with returns. They observed that on average the 

investee companies tend to perform much better than the non VC financed companies. These 

results point to the fact that VC financing has the proficiency to encourage growth of the 

small firms. Yang, Xia and Wen (2016), using data of China’s GEM listed companies from 

2010 to 2014 revealed consistent results with the latter. 

 

3.5.4 Influence of VC funding on returns on assets 

NVCA, (2004) stated that a large number of the VC firms would want to obtain a 30% IRR 

on their fruitful investment establishments and the typical grace period for VC investors is 

about 8 years. It necessarily follows that early-stage VC investments would require to 

harvest 10x plus multiples on the winners to secure a high IRR target. In the same breath, 

latter-stage venture investing usually has fewer financial risks than early-stage counterparts 

and generally yields significant revenue although the profitability growth dwindles if the 

VC overlaps the market and product development stages (Lerner, 2010; Gompers & Lerner 

1998). Quantifying the performance of a single funding source can be problematic since VC 

is distinctive among other asset classes. As such, it is demanding to control the worth of the 
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VC portfolio when it is not listed on the public securities markets and there is no consensus 

on how to value the assets. 

 

Manigart and Van Hyfte (1999) studied 187 Belgian VC financed enterprises listed on the 

stock market. The findings were different from earlier scholars as they revealed that VC 

financed enterprises did not register increased job creation, had insignificant asset growth 

total assets and much fewer cash flows compared to the non VC financed enterprises. 

Several studies posit that the role of the VCs in the funded companies is fundamental for the 

growth of the firms, because they strive to assist the early-stage firm’s growth as a way to 

ensure recovery of high returns. There is evidence from  recent research to confirm that VC 

financing is a precursor to the growth of the VC financed enterprises, ranging from 

productivity, innovation to value addition (Kortum and Lerner, 2000; Colombo and Murtinu, 

2016). 

 

Manigart. Baeyens and Van Hyfte (2002) assert that VC backed firms attracted other sources 

of funding preceding the year of VC financing. The author affirmed that the direct 

contribution of the VCs on BO of start-up enterprises significantly provides credibility to 

the early start-up firms, thus attracting new funding. He further explained that through the 

financial assessment of potential high growth firms, VCs decrease the data irregularities and 

financial menaces which uphold legality of the VC financed enterprises. Consequently, the 

presence of the VCs on the BOD of the portfolio companies has been elevated to foster 

growth in assets, profitability, job creation, and sales turnover. It has also alluded that VC 

funded firms easily attract other external sources of funds (Martí, Menéndez-Requejo and 

Rottke, 2013). In respect to the above, it is also true that VC financing also attracts other 

sources of funding, hence enhancing SME asset growth. 

 

3.5.5 The extent to which the effectiveness of government regulation affects the 

performance of SMEs  

This section elucidates the empirical works underpinning government regulatory policy in 

enhancing VC market development. The literature review is organized in two 

sections: Section 1, discusses government’s indirect approach in VC market development 

indicating lessons learned and existing gaps, and section 2, covers Government’s direct 

approach in VC market development focusing on Co-investment Funds (CIFs). 
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Government’s indirect approach to VC market development. 

The government’s indirect approach involves the design of supportive regulatory policies to 

encourage enterprise success. Regulations are policies and procedures implemented by the 

government and backed up by virtual hazards or consequences in the form of penalties 

repeatedly directed to the business enterprises (OECD, 2018). According to Gompers and 

Lerner (1998), and Metrick and Yasuda (2010), the development of the VC industry, 

normally requires a legal framework that safeguards the interests of business entrepreneurs, 

VCs as well as government agenda to accommodate the investment uncertainties and 

decrease business costs fundamental in early-stage enterprises. In this discussion, the 

researcher brings to light the best practices of government regulatory policy in encouraging 

the VC market development with evidence-based models, as well as lessons learned. 

 

Cumming and Atiqah (2009) studied a Pre-Seed Fund (PSF) program recognized by the 

Australian government in 2002. It was a joint partnership for pooled funding from GSVC 

and private VC, steered by the state to fill the equity gap and nurture high tech companies 

with growth potential in Australia. The study found no evidence in support of government 

regulations; rather, it discovered that the PSF program caused crowding out of the PVC 

dealings. Moreover, out of the four PSF programs, only one succeeded, while the other three 

were fraught. The findings from the studies by Brander, Egan, and Hellmann (2008); 

Colombo et al. (2014); Baldock and North, (2015;) confirm the earlier research, as they 

claim that both direct and indirect government policies have been found unsuccessful and 

an obstacle for the growth of start-up firms.    

 

In Iran, Shojaei et al.,(2018) surveyed the outcome of the institutional rule on VC market 

growth, he found that government direct involvement in the VC market encouraged growth 

of the VC investors’ companies but on condition that the government investors are not 

leading partners in a VC syndicate. These results were consistent with Li and Zahra (2012) 

who investigated the impact of government regulations in connection to the financial 

performance of 387 SMEs in Australia. The study engaged a compressive set of government 

policies, exploring how they influenced the financial performance of small firms. The 

findings showed that the government regulatory framework, measured by the present works, 

has a positive impact on the growth of VC markets. The author confers that this model 
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contests a single government reform approach and recommends aggregated policy 

amendments to address any gaps in the enactment of government policies. This is consistent 

with our study encompassing a comprehensive examination of the effectiveness of 

government regulatory policy on the development of VC markets and SMEs' performance 

in Uganda. 

 

Adongo (2012) collected time-series data from 645 private equity firms in 50 countries in 

Africa between 2002- 2010, to explore the impact of the environmental legal framework on 

VC & PE-backed firms. Empirical findings from the study revealed that if the government 

policies are well planned and executed, they may assist to enhance seed or early-stage VC 

financing. The author further observed that early-stage firms recorded dwindling financing 

in their last stage of business expansion. However, Owen and Mason (2017) discovered that 

stand-alone GVCF, in isolation of the PVC financing may not kindle innovation and 

progress of the VC industry. Few studies have been conducted about government regulatory 

policy and VC market development in Africa. Our study offers a new dataset highlighting 

how government partnership with the PVC firms encourages the early-stage firms’ growth 

by filling the equity gap. 

 

From a different standpoint, Brander, Du-Q and Hellman (2015) alluded that GVCs are only 

important for VC-backed companies that have reached maturity stage to exit, and as long as 

the PVC firms are ready to syndicate and offer a large percentage of the deal. Some scholars 

have offered evidence, accentuating the benefits of government regulations in boosting the 

VC markets (Lerner 2010; Baldock and North, 2015; Tykvova, 2018). Again other 

researchers seemingly have made conflicting conclusions. The study aimed to deliver 

insight into how government regulatory policy impacts on the development of VC markets 

in emerging economies centered on Uganda as the case study. 

 

Government’s direct involvement in the development of VC markets 

In this section, topical literature accentuating what has worked well with empirical 

evidence from developed economies is discussed, as well as disclose existing gaps and 

suggest future research. For example, Baldock (2016) examined the effectiveness of GSVC 

funding in the United Kingdom, and the impact was measured in consideration of its 

sustainability, economic freedom, and crowding out. The findings revealed that GVCF 
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encourages the growth of the VC investor’s companies in terms of growth, turnover, 

employment creation, as well as bridging funding gaps for early-stage firms. However, the 

author noted that inadequate follow up of GVC-funded companies is the reason for the 

failure of GVC programs. Conversely, Cumming and Johan (2009) confirmed that GVC-

funded firms perform poorly in terms of getting them up to the level of IPOs. 

 

 In the same vein, the studies done by Cumming et al. (2014) and Munari and Toschi (2015) 

revealed the increasing failure of government-funded companies. This emanated from 

being controlled by inexperienced government investors and companies not able to yield 

the expected ROE. Furthermore, Bertoni and Tykvova, (2015) revealed that “VCs are more 

interested in their fund performance than their portfolio companies”. They might be 

hesitant to embrace CIFs because of the fear of weakening their equity investment with 

GSVC fund. This may compel them to grandstand the SMEs prematurely to recover ROE 

early and exit. Future research in the emerging economies of Africa particularly is a 

prerequisite to add new knowledge to the extant literature. 

 

Cumming and Macintosh (2006); Cumming (2006) and Murray et al. (2012) concluded 

that GVCF is manifested with a conflict of interest that may hamper the evolution of early 

start-up firms, due to the rivalry amongst the GVC Fund managers and the PVC companies 

funding parallel corporate sectors. Subsequently, this activity culminates into GVCF 

“crowding out” of extant PVC undertakings. As an example, the Canadian PVC market 

fell victim to crowding out ignited by the GVCF (Brander, Du-Q., Hellmann, 2015). This 

accordingly hampered its outward growth. As a result, it is judicious that GVC-backed 

companies syndicate, so as to have access to all funding rounds, to allow them to proceed 

to the final stage of IPOs.  

 

However, Baldock and Mason (2015) disclosed that the success of any GSVC funded 

programs are at the mercy of the selected private equity firm and the specific national 

policies. Murray et al. (2012) disclosed that GVCF cannot support the companies up to the 

exit level, due to unsatisfactory funding limitations on deals. The mixed extrapolations 

from the different authors is therefore a ground for this research to highlight the 

current trend of VC market development in Uganda. 
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Cumming and Maintosh (2006) made an outcry that that conflict of interests may hamper 

the evolution of an early start-up. Bertoni and Tykvova (2015) and Cumming et al. (2014), 

observed that GVCF does not encourage innovation, and sales turnover tends to decrease 

with government presence in the VC markets. They further found that GVCF is 

often characterized by bureaucratic controls of funded companies with less experienced fund 

managers, poor performing portfolio companies matched with PVC-backed firms. 

Nevertheless, GVC concepts ignore that VC firms maintain large budgets of pooled funds 

from their international development partners, investment clubs and universities to mention 

a few, thus less interest may be exhibited in the GVCF. Interestingly, the study of Owen and 

Mason (2017) presents appealing results, emphasizing that the GVCF approach became 

obsolete a couple of years ago, and was then replaced by a hybrid GVC that involves 

government CIFs alongside the PVC firms. These results confirm that GVCF may not yield 

good results unless VC firms agree to CIFs to spur growth of early-stage firms. 

 

In this view, numerous countries have accepted the GVCF paradigm to stimulate business 

VC market development growth. The success of the Yozma Fund in Israel in 1992, 

demonstrates the success of government regulatory policy, to be emulated with similar 

emerging economies, in designing functional policies to enrich the PVC market. It is 

therefore essential for Governments to increase VC supply to benefit the early stage 

enterprises which are unable to access conventional bank lending. For this reason, providing 

legal regulatory and financial frameworks conducive to entrepreneurship and start-up and 

growth is a priority. Government plays a pivotal role in promoting the growth of VC markets 

that are the drivers of economic growth, job creation, and national GDP. This is achieved by 

giving full support to Venture Capitalists available to provide PE/VC to the SMEs. However, 

there is an apparent need for government-specific sectors for instance UIA, URA, and the 

Uganda Private Sector Foundation to facilitate SMEs' access to alternative sources of 

finance, since the traditional banks consider them as high-risk ventures and are hesitant to 

provide them loans for business growth.  

 

Earlier scholars suggest that government directed support is fundamental to the success of 

any VC industry. This was evident in Taiwan, when the government in 1984 introduced VC 

to enhance the growth of SMEs for sustainable technological development to attain a 

competitive edge of the global market (Owen and Mason, 2019). The government advanced 
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tax incentives as well, in order to encourage their growth, thereby creating firm ground for 

the rise of several companies in Taiwan that have changed from replications to innovations 

(Owen and Mason, 2019). The success of the Yozma Fund in Israel was squarely attributed 

to government direct involvement through the enactment of supportive policies, for instance 

conducive tax systems and GSVCF, hence stimulating an admirable VC industry (Lerner, 

2010: Baldock & North, 2015). It is therefore vital for governments in the emerging 

economies to borrow a leaf from such best practices to boost VC market development. 

 

Colombo et al. (2016), stated that very few governments’ venture capital funds (GVCF) 

have recorded success. This oftentimes is as a result of inelastic government mechanisms 

with critical decisions made by civil servants rather than experts, unsuccessful due diligence 

and unsatisfactorily skilled local VC managers. It is argued that the role of VC investment 

should be entrusted to the experienced fund managers and leading angel investment groups 

(Mason and Pierrakis, 2013; Rawla et al., 2018). While there has been some recognized 

growth in the VC use in emerging markets, the private VC firms operate with relatively 

pocket-sized policy reforms. Among other encumbrances cited by prior authors, evaluation 

of the early-stage enterprises before exit may not be overlooked. This is the prime channel 

of exit from the portfolio companies that demand developed financial markets if the private 

VC firms are reaping a good return on investment (Munari and Toschi, 2014; Baldock and 

Mason, 2015; Baldock, 2016).  

 

Baldock and North (2015) agree that GSVCF is essential for the growth of early-stage 

enterprises. It was evident that the success of Israel’s Yozma funds transformation was 

accredited to VC private sector leadership, and prominent skilful fund managers who took 

the lead in VC investment decisions. The success of the effectiveness of government 

regulations was also confirmed in China through government support programs that 

enhanced availability of PE/VC funding by the business angels. This spearheaded increased 

VC capital investment through an effective regulatory environment for SMEs. The study 

further revealed that effective regulatory frameworks minimized the barriers for small 

business growth, hence attracting venture capitalists who provided seed funding to the SMEs 

(Rawla et al., 2018). However, the trend in developing countries is very different, as 

government regulations stifle SME growth. This is partly true because emerging markets are 

characterized with high-interest rates, specifically in Uganda, the interests range from 21% 
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to 25% which may lead to high capital costs and high taxes that impact heavily on 

profitability growth for small firms. 

 

Empirical findings confirm that besides the US VC market, China’s VC market growth is 

the second-biggest VC industry globally. This was stimulated by market forces and 

government’s pivotal role in the strategic design of the VC industry systems through its 

policies, tailored to promote the development of the VC market. Effective government 

interventions led to technological innovation which encouraged structural reforms of the 

economy. In this context, government’s role in engineering a VC market should be at the 

forefront, to produce an encouraging atmosphere for the successes of the start-up enterprises 

and give space to the private VC firms to design investment strategies with the right 

incentives to investee companies. 

 

Eniola and Entebang (2015) surveyed the SME sector that contributes almost 90% of 

Nigeria’s economy and is the principal sector in terms of employment creation. Empirical 

findings confirmed that SMEs’ failure to perform has a bearing on government policy which 

does not promote a good investment climate for their growth. Consequently, SMEs’ which 

missed out on government funding often encounter difficulties to grow. It is well 

documented that the majority of the successful VC markets in the world have hard crucial 

government backing (Lerner, Leamon & Garcia, 2016; Lerner and Tag, 2013). On this basis, 

several countries have elevated GSVCF as a catalyst for the expansion and growth of the 

early-stage enterprises, although the emerging economies have not fully embarked on this 

scheme (Mazzucato and Penna, 2014). This is a lesson that could be valuable to other 

countries such as Uganda and Nigeria, where government support to promote the VC market 

development has not recorded significant success, despite the increasing government 

reforms tailored at SMEs’ growth.  

 

Nonetheless, Cumming et al. (2013), Baldock et al. (2015, emphasized that the amount of 

VC to be invested in the start-up is very crucial, as small-scale sector-specific funds often 

fail to meet the goal of providing seed funding sufficient for high-quality investments to 

drive their performance. This has propelled the SMEs to seek alternative funding to address 

the financing gap affecting their economic growth, hence the need to revisit the evergreen 

funding options (Baldock, 2016; Dittmer et al., 2014). The small VC funding to the Youth 
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Enterprises in Uganda explains its failure to economically transform the lives of the youth 

through job creation, through providing seed funding oftentimes not sufficient to push for 

business growth and worse still, it mostly focused at the central region specifically Kampala 

thus neglecting other regions of the country. Such an approach of Youth Venture Capital 

Funding could not do much because it lacked the ingredients of VC, for instance direct 

management in the business affairs, sufficient VC financing needed by the high potential 

business for growth, and due diligence conducted before advancing VC finance to the 

selected Youth business enterprises. 

 

Several studies in the developed economies especially the giants like the US, Canada, UK, 

and China that have made strides in the VC investment industry, confirm that government 

involvement is very critical in spearheading VC investment growth.  According to Lin 

(2018), the growth of the VC market in China was accredited to snowballing VC funds from 

numerous governmental agendas. The government created supportive policies with the 

ability to enhance the availability of private equity investors and to encourage 

entrepreneurship by improving the regulatory environment for small businesses. In 

contracts, some US scholars stated that the VC market developed organically, largely 

without government assistance and certainly without design. Instead, it was the “distinctive” 

history of the US VC market that encouraged the simultaneous emergence of entrepreneurs 

and investors, as the right vehicles that served as the interconnection of a set of sophisticated 

contracts. 

 

3.5.6 Barriers to VC financing in emerging economies  

In analysing VC funding and SMEs’ performance, it is crucial to reflect on the barriers which 

hamper VC market development in provoking economies to assist the policymakers and 

practitioners to come up with sustainable solutions to boost VC development. Recent 

literature suggests dealing with the VC hitches head-on through enhanced VC market growth 

in the US, UK, Canada and China. From this perspective, if Uganda is to witness a booming 

VC industry, there is an apparent need to focus on the barriers of the VC financing model 

documented in similar developing countries but also based on the best practices as well. 

 

Groh et al. (2015) stated that tax regimes have a minimal effect on VC capital in comparison 

with the ineffective government legal protection and enforcement. This is because SMEs’ 
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take advantage of tax regimes. However, the authors argued that the national corporation tax 

has a diverse impact on the profitability growth and may scare away the venture capitalists 

and affect the venture capital market. Whereas there have been opportunities for seed 

funding from $50,000 to $500,000, the opportunities for PE/VC funding between $1 million 

and $5 million, fundamental for start-up firms in need of VC funding, was not available 

(KPMG & EAVCA, (2019). Although East Africa has been cited to be the next destination 

for the VC investors in the Africa continent,  the VC/PE industry still faces difficulties which 

slow down the capital funding strategy.  

 

In the survey by the World Bank (2015), “Doing Business Ranking”, Rwanda, Kenya, 

Uganda, and Tanzania were ranked 62nd, 108th, 122nd, and 139th respectively, in cost and 

ease of doing business In terms of enforcing contracts, Tanzania ranked 64th, Uganda ranked 

78th, Kenya ranked 102nd, and Rwanda ranked 127th. However, the rate of business 

catastrophe for SMEs is of great concern as they are the drivers of Uganda’s Economy, and 

largely affect the national GDP growth. The World Bank survey was conducted over 100 

countries disclosed that access to finance remains a principal barrier to the success and 

growth of SMEs in the emerging economies from the African continent matched to other 

continents (World Bank, 2012; Beck & Cull, 2014). The results from the global ranking 

postulate the difficulties which VCs encounter in investing in start-up firms in Uganda. The 

results indicate that the cost of undertaking business in Uganda is more demanding than 

Rwanda; perhaps this explains why Rwanda outperforms Uganda with US$ 36 million total 

VC raised compared to Uganda US$16 million. 

 

Prior literature confirms that SMEs have continued to suffer from lack of access to financing 

because the financial intermediaries are unwilling to provide them bank loans. Start-ups 

encounter enormous troubles in accessing debt finance (Mbabazi, 2012; Divakaran, 

Mcginnis and Shariff, 2016; Turyahikayo, 2015; Gemma and Ibrahim, 2015; Ayyagari, 

Demirgüç-Kunt & Maksimovic, 2017). Therefore, VC finance emerged as the best viable 

funding alternative to bridge the financing gap thus fostering SME growth (Gompers & 

Lerner, 1998; Deloitte & NVCA; 2009: Lerner, 2010). This financial resource is used to 

offset liabilities and at the same time acquire other assets that the firm must have in 

abundance to achieve target growth. Also, small firms typically face great difficulties in 
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raising capital, due to data irregularity not accommodated by the prospective investors 

(Watse, 2017). 

 

Notwithstanding the challenges encountered by SMEs in Africa and Uganda in particular, 

there has been limited government support to create an enabling investment environment to 

enhance SMEs’ growth in a competitive environment where government focus is often 

directed to the large firms and foreign investors enjoying tax holidays whereas SMEs are 

left to thrive with the little resources available for their growth. SMEs face various 

challenges particularly government policy which largely affects their performance (Boadu 

et al., 2014). There is a consensus from the scholars that SME performance is constrained 

by unsupportive government policies and competition from foreign investors. 

 

In Uganda, Youth Venture Capital Fund was established to improve the development of 

Youth start-up enterprises by providing credits that are later converted into equity. 

Nevertheless, the VC youth capital fund is small and discriminative in nature since it targets 

only the youth and leaving out the more skilled personnel. Worse still, the youth lack the 

necessary skills to invest the VC funds in lucrative business ventures hence the molarity rate 

of the Youth established businesses is very alarming that requires critical attention if the 

Uganda government is to meet its dream of overcoming youth unemployment in the country. 

On the other hand, the survey by the Economic Commission for Africa concluded that the 

growth of SMEs’ in Mauritius was attributed to the government conducive regulatory 

environment  which enables SME economic growth compared to other African (Sambajee 

& Dhomun, 2015). Therefore Uganda, can emulate this best practice to improve the VC 

market development. 

 

3.5.7 Conclusion 

A review of the literature discloses overwhelming empirical evidence underwriting that VC 

financing is a suitable financing model to stimulate early-stage firms’ growth. The success 

of VC financing was not only witnessed in the US but across different countries such as 

China, UK, Brazil, Israel, South Africa, Kenya, and Nigeria among others. The VC-backed 

companies tremendously recognized improvement in sales revenue, profitability, ROA, and 

ROE. There was evidence to support government regulations in enhancing SME growth 

through government-sponsored VC funds and the design of supportive government 
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regulations (Lerner, 2010; Arundale, 2018), although less is known in the emerging markets. 

In conclusion, prior literature confirmed that VC financing stimulates the growth of start-up 

firms and is a sustainable solution to their equity gap (Gompers & Lerner, 1998; Chemmanur 

et al., 2011; Biney, 20018; Tykvova; 2018). However, there is little evidence to document 

VC performance in emerging countries like Uganda. (UIA, 2016). The chapter revealed that 

VC is a financial intermediary with the capability to stimulate SMEs’ growth specifically. 

Empirical evidence confirmed increased sales revenue, and growth in ROE, profitability 

growth and ROA for the VC backed firms. In other words, the VC financed companies 

outperformed the non-VC financed industries. It is important to underline that the 

comprehensive literature review offered a good foundation for the research objectives under 

the study. 
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CHAPTER FOUR: RESEARCH METHODOLOGY 

 

4.1 Introduction 

Several scholars have defined research methodology from different perspectives, however, 

most of the definitions point to the research methods and research design utilized for data 

collection and analysis of research outcomes to answer the research questions. The purpose 

of this chapter is to demonstrate the research methodology and research designed employed 

to address the specific study objectives. The research methodology is defined as a blueprint 

of the research study that elucidates the research problem being explored and guides in the 

design of testable hypotheses in a style that allows suitable data collection and analysis to 

respond to the research problem under investigation (Creswell & Plano, 2007). This chapter 

further, presents the fundamental philosophical norms and research design used by adopting 

Saunders (2012) research onion philosophy in the development of knowledge for this 

scholarship (See figure 4.1). The study applied the mixed-method research that combines 

the positivism and interpretivism paradigms; the former focuses on analysing measurable 

variables, and the latter concentrates on any data that cannot be quantified (qualitative 

method). 

 

The mixed-method research strategy was chosen because it is advantageous in the sense that 

it mitigates the setbacks of quantitative and qualitative research methods if engaged in 

isolation. It also offers the researcher an added opportunity and a comprehensive insight into 

the research problem. This chapter is broken down into a review of extant literature and 

empirical study components. The author conducted an extensive literature review to define 

the fundamental concepts and synthesized the underlying capital structure theories which 

influence the success and growth of the small firms.  

 

The chapter is organized as follows: research philosophy, research hypotheses, research 

approach, research strategies, data collection method, data analysis, and ethical 

considerations. 
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4.2 Research philosophy 

The choice of the research paradigm is critical as it determines the path of the study in 

developing a rejoinder to the research problem. For that reason, it commands the research 

approach for which the researcher is to choose. This may perhaps be either interpretivism or 

positivism paradigms depending on the study (Creswell, 2010). Saunders, Lewis Thornhill. 

(2007) define a research paradigm that is a standard of research philosophies that direct the 

research study. This study deliberated on the major study models of positivism and 

interpretivism (Creswell et al., 2007). The researcher specifically chose to adopt both the 

positivism and interpretivism paradigms, as positivism is habitually connected with the 

quantitative research approach that investigates detached theories of measuring quantified 

variables (quantitative methods), whereas interpretivism is linked with techniques that 

explore qualitative data in the form of words, field notes, observations and interview results. 

In other words, any data set that cannot be quantified and statistically measured is descriptive 

and can only be analysed by the interpretivism paradigms (qualitative method).  

 

The study involved measurement of independent financial performance variables like sales 

revenue, ROE, ROA & profitability, while the dependent variables were the non-financial 

performance measures of the effectiveness of government regulations on the performance 

of SMEs. The mixed-method approach was more desired to analyse VC finance and SMEs’ 

performance because it syndicates the strong points of the quantitative and qualitative 

methodologies to provide a rich understanding of a research problem.  

 

4.2.1 Positivism paradigm  

The positivism paradigm is a theoretical concept that stands for realistic measurable results 

achieved through the measurement of statistical variables and face to face interviews with 

the respondents. Creswell (2010) asserted that positivism encourages achieving data and 

scientific knowledge free of theories. He further alluded, that any data that cannot be 

measured and observed is of narrow significance to the literature review in the public 

domain. On a different note, Bryman, Hirschsohn and Dos-Du (2014) contended that, in a 

broader sense, positivism is an epistemological situation that applies the use of scientific 

research approaches to the learning process of social realism. The positivism philosophical 

assumption stands for the values of scientific knowledge that involve facts, whereas the 

ontology approach contemplates reality as independent of the social network. There is a 
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consensus from numerous scholars accrediting financial performance as the best 

measurement for enterprises' success.  

 

The hypotheses for this study were mostly testing how the financial indicators like sales 

revenue, ROE, ROA, and profit change with VC finance as a control variable for VC backed 

firm’s performance. In this context, the positivism paradigm was more suitable for this kind 

of research because it provided the best way for evaluating the VC finance and SMEs’ 

performance, considering the changes in the financial indicators as demonstrated in this 

section. 

 

4.2.2 Interpretivism paradigm  

Interpretivism approach allows the researcher to appreciate the varying societal issues to be 

investigated, which ultimately result in multiple interpretations of an occurrence designed 

by the people’s historical or societal perspective (Saunders et al., (2012). The interpretivism 

approach offered the researcher a greater opportunity to observe, and confront the 

respondents with numerous questions of how, when, where and why to obtain a deeper 

insight into how the VC finance (independent variable) influenced the performance of SMEs 

(dependent variables) with a focus on how the effectiveness of government regulations have 

influenced the performance of SMEs. 

 

Besides, the author was also able to take notes through observations and detailed 

explanations provided by the senior management staff from the face-to-face interview 

sessions. Saunders, (2009) asserts that the purpose of the interpretivism approach in 

information science is to produce an understanding in the context and the progression 

whereby research data impacts and is predisposed by the surroundings. Using the semi-

structured interview questionnaires, the interpretivism model provides a forum for 

interaction, with the participants raising several questions of when, where, and how to gain 

a deeper insight into VC industry operation in Uganda and its subsequent impact on the 

performance of SMEs’. Moreover, the interview sessions held with the respondents helped 

the researcher to observe and comprehend their perceptions about VC financing. Thus, the 

researcher took field notes to complement the quantitative research findings.  
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The positivist paradigm exploited quantitative data to investigate the effect of VC finance 

on SMEs’ performance, taking into consideration the Pecking Order Theory, RBV theory 

and Agency Theory. Through a different lens, this research also employed the interplay of 

the interpretivism paradigms, as it obtained data using the semi-structured interview method 

(qualitative methods) for which analysis of data was conducted using the commonly known 

Atlas ti computer software. 

 

Figure 4. 1 : Research Philosophy 

 

Source: Saunders (2012) 

 

4.3 Theoretical and conceptual research framework  

The theoretical and conceptual framework was earlier presented in chapter three discourse 

and draws from the capital structure theories in connection with firm growth. The researcher 

thus developed a theoretical model to test the effect of VC finance on SMEs’ performance 

to appreciate whether the entrepreneurs/managers should be encouraged to embrace VC 

finance as an alternative finance mechanism to spur their growth. Pecking order theory 

encapsulates that the business entrepreneurs will only seek external financing provided their 

internal resources (retained earnings, family incomes) are insufficient to meet the business's 

financial needs (Modigliani and Miller, 1983). Several scholars alluded to the fact that the 

main hindrance for enterprise success is typically finance deficiency, and even those that 

attempt to access financial credit do not qualify due to information asymmetry and lack of 

collateral to offer to the financial intermediaries (UIA, 2016).   
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On the other hand, VCs watch for SMEs with high growth potential so as to enter into 

venture capital contracts that adhere to the Agency theory expectations. The VCs who are 

the fund managers act as principals in the funding agreements, and the business 

owners/entrepreneurs work on their behalf as agents and recipients of VC finance. In this 

context, VC is the independent variable that drives the enterprise. In light of the above 

theory, this research attempted to explain the different capital structure theories and how 

they influenced the growth of early-stage enterprises. 

 

As a result, there is an apparent need for business entrepreneurs to pay attention to 

maintaining an optimum capital structure mix that can spur a firm’s growth and survival in 

a competitive market environment. In consideration of the firm’s financial performance, the 

key variables used to assess the implication of agency theory on firms’ performance included 

profitability, sales revenue, ROE, and ROA. It is not surprising that some scholars have used 

financial indicators as the predominant approach for assessing the survival and growth of 

SMEs (Smolarski et al., 2011; Gugu & Mworia, 2016). However, the financial performance 

does not work in isolation, because the non-financial variables for instance government 

regulatory framework play a pivotal role to create an enabling environment for VC 

investment that facilitates easy access to patient capital by SMEs - hence improving their 

performance. 

 

4.4 Research hypotheses 

A hypothesis is defined as an explicit testable statement of a logical prediction which 

illustrates the theoretically expected outcomes when a dependent variable is influenced 

either positively or negatively by the changes in an independent variable (Sekeran, 2005). 

By and large, this research followed the exploratory and cross-sectional survey research 

suitable for the testing hypotheses that involve measurable variables. Since the researcher 

tested financial indicators (sales revenue, profitability, ROE and ROA), a descriptive 

approach was used as it required a large sample from the study population. Moreover, the 

quantitative method is desirable in testing research hypotheses that comprise statistical 

variables.  

 

The study results were statistically computed to assess VC finance and the SMEs’ 

performance with a greater emphasis on the financial variables that as listed above. The 



74 

 

dependent variables considered in the hypotheses included the major financial indicators 

frequently used to measure the performance of firms. The following hypotheses were tested 

to determine the impact of VC finance on SMEs’ performance: 

Hα1  VC finance impacts on ROE of small-medium scale enterprises. 

H α2 VC financing of SMEs contributes to revenue growth. 

H α3 VC finance contributes to the profitability growth of SMEs. 

Hα4 VC finance leads to a return on asset growth of SMEs. 

Hα5 Effectiveness of government regulation affects the performance of SMEs. 

 

The researcher tested the alternative hypotheses because they are considered to be the major 

indicators of firms’ performance in an ideal situation. Hence, they provided a framework 

and direction for collecting, analysing, interpreting, and recording data. To process the 

hypotheses listed above, VC was the control variable, meaning it was the independent 

variable, as its values  were not affected by  changes in any of the dependent variables. The 

hypotheses assumed that VC positively impacts sales revenue, profitability, ROE, ROA, and 

government regulations leading to the health and sound performance of the VC financed 

industries. This implies that if tested results happen to be negative, it will imply that VC 

finance hampers SME performance. 

 

4.5 Research design 

There are different research designs used in data collection, but the choice of the research 

technique is determined by the type and aim of the study. A research design is a blueprint of 

the study and it is essential that the author pays attention to a design capable of collecting 

data intended for the study (Creswell & Plano- Clark, 2010). On the one hand, the researcher 

should consider one that is appropriate to address the research questions and validity of 

potential study results (Yin, 2014; Mayer, 2015; Dresch, Lacerda and Miguel, 2015). The 

study embraced a case study design in collecting data, because it was suitable for studies 

investigating a research problem, with less information known about the previous research 

trends. It also offered the researcher an opportunity to gain a deeper insight into the study 

area which was the priority for this research (Creswell, 2010). Sekaran, (2005) states that 

the research design must at least describe the population of the study, the research technique 

for collecting evidence, questionnaire design, sample design, and data analysis. This is the 

subject of the subsequent sections (Saunders et al., 2012).  
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In view of this study area, the author found a mixed-method approach more appropriate for 

data collection, because it upheld the strengths that offsets the weaknesses of both 

quantitative and qualitative research (Creswell, 2010). It also provided the author with an 

opportunity to obtain a more comprehensive understanding of the research problem. For this 

study however, the quantitative method was more predominant, as it mainly focused on the 

financial performance of SMEs in Uganda. The quantitative data was supported by semi-

structured interviews for the research questions that needed a more detailed account. 

Previous researchers have also used the mixed-method approach and commended it for 

yielding reliable and valid datasets (Memba et al., 2011; Kwame, 2017; Mabhungu, 2017). 

In the next section, the study explains the application of both quantitative and qualitative 

data collection methods. 

 

4.5.1 Quantitative data collection method 

A quantitative research method examines the relationship between variables that are 

measured statically and analysed using a range of statistical techniques (Saunders, Lewis 

and Thornhill, 2012). Primary data was collected using a 5-point Likert scale semi-structured 

questionnaires issued to 90 key VC experts as mentioned previously. The first section of the 

questionnaire captured the biodata of the respondents for instance business sector, age of the 

respondents, location, and no of years in business operations. The last section contained 

open and closed questions to obtain data about the respondents’ knowledge about the VC 

financing model. The key informants comprised Entrepreneurs/managers, VC firms, non-

VC firms, government agencies, and SMEs associations. The SMEs were selected from the 

agribusiness and manufacturing sector and will be discussed in the proceeding paragraphs. 

The researcher opted for a survey questionnaire because it was ostensibly easier for 

managers to provide financial data to safeguard confidential information (Song et al., 2005).  

 

On the other hand, the Survey questionnaire saves time and the challenges of cross-

examining and recording the participants’ rejoinders, as well as handling numerous topics 

and analysis of data (Creswell, 2010; Saunders et al., 2009; Collins & Hussey 2009). 

Therefore, a survey questionnaire offered an opportunity to the key informant’s experts to 

complete the questions at their convenience, given that the target respondents comprised a 

customarily busy class. The respondents provided their scores ranging from strongly 
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disagree (1) to strongly agree (5) and the average score for agreeing was ≥3.5. Out of the 90 

questionnaires administered, 70 survey questionnaires were returned, 2 questionnaires were 

found not suitable for data analysis because they contained fundamental omission of 

required data. Thus, 68 adequately completed and returned questionnaires were considered 

good for data analysis. This method enabled the researcher to analyse and describe the 

variables statistically using regression analysis, correlation analysis, descriptive statistical 

ANOVA analysis, and financial ratio analysis. SPSS was used to generate statistical results 

for data analysis.  

 

4.5.2 Qualitative data collection method 

A qualitative research method offers the scholar an opportunity to gain an in-depth insight 

into a phenomenon and to respond to research queries like why, when, how, and where about 

a research problem (Kişlali & Boz, 2016). This approach provided a platform for the 

researcher to obtain a deeper insight into the VC industry, given the limited data available 

to underpin VC performance in Uganda. Earlier scholars, such as Nunnally and Bernstein 

(1994) and Neuman (2005) showed that exploratory research is suitable for investigating a 

problem while having limited knowledge of previous research, or in the absence of any 

literature on which to benchmark. While Bryman, (2012) states that a semi-structured 

interview method gives a chance for the scholar to physically interact with the key 

informants, and also builds a rapport that facilitates increased cognitive access to the 

required data. Similarly, Saunders et al. (2012) reveal that qualitative research is naturalistic 

because it creates a natural operating environment or research context to establish trust, 

participation, access to meanings, and an in-depth understanding of a research problem. The 

study thus targeted 10% of 300 (30 face-to-face interviews) with the VC experts. The 

exploratory research methodology was employed for qualitative data collection because this 

study needed to find valuable means to ask open questions and probe more about the 

research problem.  

 

This study also collected data from reports especially the audited and non-audited financial 

reports, annual narrative reports, and VC firm’s online profiles, conference papers, and 

newsletters picked from the respondents. The financial reports helped the research to extract 

financial data illuminating SMEs’ performance in terms of ROE, sales revenue, profitability, 

and ROA. The newsletters and annually produced narrative reports enabled the researcher 
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to collect reliable data for the non-financial performance variables, in this case the effect of 

government regulations on SME’s performance in Uganda. 

 

4.6 Population, sample size and sampling technique 

This section presents the population under the study and sources of data for this research to 

address the research problem under investigation. Sekaran, (2003) states that the research 

design must at least describe the study population, method of data collection, questionnaire 

design, sample design, and data analysis of the study. The study used a stratified sampling 

technique because the data involved numerous divisions to be analysed among others: VC 

backed firms and non VC-backed firms, business sectors manufacturing and agribusiness 

sectors, different districts that are Kampala, Wakiso, Mukono and Jinja. 

 

4.6.1 Population 

Population refers to an entire group of individuals, events, or objects having common 

observable characteristics (Mugenda, 2011). The total population for this study was 300 

SMEs comprising both VC and non VC-backed firms. The source of the information about 

the population was the database maintained by the Uganda Investment Authority (UIA) and 

Uganda Small Scale Industries Association (USSIA) that keep track of the operation of the 

SME sector in Uganda. The UIA was chosen because it is the government arm mandated to 

implement, monitor, and create an enabling investment climate for the SME sector, whereas, 

USSIA is mandated to advocate for the growth of SMEs and link them up to prospective 

investors. The participants for the study included business entrepreneurs, finance managers, 

human resource managers, venture capitalists, BOD members, CEOs/managing directors, 

and accountants. This was because the data needed for this research was sensitive and 

confidential financial information.  

 

4.6.2 Sample size and sampling procedures  

A sampling frame is a list of the units that are used in the selection process of a sample 

(Bryman, 2014). The sample size should be representative of the entire population under 

study (Saunders, 2009). Therefore, stratified random sampling was utilized to choose the 

SME employees to be interrogated.  The sample size consisted of 90 participants from a 

population of 300 SMEs, translating into 30% of the population under study. Previous 

authors indicated that a sample size of 300 of the targeted population under study is 
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sufficient to ensure the validity of the results and truly represents the characteristics of the 

entire population (Boateng et al., 2018). In contrast, Collis and Hussey (2009) stated that a 

higher sample size yields good results that may demonstrate the characteristics of the entire 

study population. 

 

The SMEs were grouped according to VC and non VC-financed companies, then to districts, 

and thereafter manufacturing and agribusiness sectors. The sampling frame was extended to 

the agribusiness sector because Uganda is an agricultural country employing 80% of the 

population, and venture capitalists have commended the sector for yielding very high returns 

on investment. Saunders et al. (2012) mentioned that stratified random sampling elements 

in the survey population have the same probability of being chosen 

 

Table 4.1: Sample size distribution by district 

District Sample size % composition 

Kampala 45 50% 

Wakiso 25 28% 

Mukono 10 11% 

Jinja 10 11% 

Total  90 100% 

Source: Author’s construct using primary data 

 

The SMEs were randomly selected from Kampala (45), Wakiso (25), Mukono (10), and 

Jinja (10). Kampala contributed 50% of the sample size, because being the capital city, it is 

the major business hub of Uganda, and its fast growth also led to the establishment of SMEs 

in its surrounding districts of Wakiso and Mukono. The SMEs were picked out from the 

database of the Uganda Investment Authority which comprised the top 100 performing 

SMEs in 2018 and another list of 300 SMEs from which the sample size was drawn. 

However, priority was given to the 100 SMEs per the UIA SME framework. This minimized 

the chances of selecting SMEs with low performance and hence creating a platform to prove 

if their performance was attributed to VC finance. The four districts were chosen because, 

according to the Uganda Revenue Authority report 2018, they contribute heavily to the 

country’s GDP. 

 

A sample size of 30% of 300 was used for data collection for this study: 
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U=300 SMEs in manufacturing Sector 

S=30% of 300 

R= 90 

 

Table 4.2: Composition of sample for survey research 

Targeted category  Sample Size % of Sample 

Non-VC backed SMEs 36 40% 

VC backed SMEs  44 49% 

VC Firms 6 7% 

Government Agencies 2 2% 

SME Associations 2 2% 

Total   90 100% 

Source: Author’s construction using primary data collected 

 

The VC and non VC-funded enterprises contributed a higher percentage of 89% combined, 

because the major aim was to measure the SMEs performance after VC financing. This was 

made possible by matching the two categories to examine whether VC funded companies 

outperform non funded enterprises which depend on conventional funding and their retained 

earnings. VC firms were included in the study because they provided the patient capital and 

determined the direction of the funded companies. This helped to gather reliable data in 

terms of performance. On the other hand, government agencies play a pivotal role by 

enhancing the SME sector growth through direct government VC financing. Finally, the 

SMEs’ association lobbies for steady financing and a conducive investment environment. 

The key players in the VC industry thus helped the researcher to get an in-depth insight into 

the VC ecosystem. 

 

The researcher noticed that the database provided by the UIA & USSIA could not indicate 

the SMEs that received VC finance, as it was not disaggregated. As a measure to overcome 

this pitfall, the researcher used the list of active VCs profiles provided in the UIA report of 

Private Equity & VC conference 2016 to identify the VC backed firms in Uganda, and it 

was augmented by the database of Digest Africa that presents all the closed deals and 

investment portfolios of Venture Capitalists/Business Angels. Accordingly, 90 self-

administered survey questionnaires were administered to the managers, accountants, 

CEOs/MDs, and VCs who formed the body of the respondents. Empirical evidence indicated 
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the importance of the manufacturing and agribusiness sector to the VC ecosystem and that 

the uptake of VC portfolio and social impact was significant in these sectors. Out of the 90 

survey questionnaires, 70 were completed and returned and 68 were found suitable, resulting 

in a response rate of 76%.  

 

This rate was higher than that of a comparative study by Memba, (2011), whose response 

rate was 65%, from the 100 questionnaires. Moreover, the VC ecosystem in Kenya is more 

developed and ranks 3rd after South Africa and Nigeria. Mundy (2002) discloses that the 

higher the response rate the better. For instance, a 60% would be marginal, 70% is 

reasonable, 80% would be good, and 90% would be excellent. The lower response rates 

seem to be problematic, because non-respondents’ opinions may be diverse from the 

respondents which ultimately may lead to biased results. Mundy (2002) found that a 60% 

response rate is appropriate for data analysis. This study research provided a response rate 

of 76% which positioned it to obtain reliable and valid results representing the total 

population under investigation.  

 

4.6.3 Sample size determination  

The study considered a sample of 90 key respondents drawn from the targeted population of 

300 SMEs in Uganda situated in Kampala, Mukono, and Wakiso and Jinja districts. The 

study provided an allowable margin of error of 5%, and a 95% level of confidence (Salkin, 

1997). Approximating the margin of error assists with computing the error the researcher is 

prepared to consent to in the study (Cochran, 1977). On the other hand, it should not be 

forgotten that if the survey questionnaires are not carefully designed, they may generate 

unreliable results (Sreejesh, Mohapatra and Anusree, 2014). The research instruments were 

therefore carefully designed and edited to adhere to the requirements of a well-designed 

questionnaire with the ability to minimize mistakes and simplify the task of the researcher 

and respondents (Sreejash et al., 2014). 

 

4.7 Sources of data 

The primary sources of data for the study were UIA and USSIA databases which targeted 

entrepreneurs/managers, senior management staff specifically, finance managers, 

accountants, CEOs/Managing Directors, Human resource managers, and VCs. Primary data 

was collected using a survey questionnaire for quantitative data, and semi-structured 
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interviews for qualitative data. Secondary data was collected from the financial reports of 

SMEs and their accredited associations, annual narrative reports of the Uganda Investment 

Authority, Venture Capitalists with investment portfolios in Uganda, PE & VC associations, 

Uganda Revenue annual reports, and reports from the Development Financial Institutions 

(DFIs).  

 

4.8 Data collection instruments  

Data collection for this research was done using the 5-point Likert scale survey questionnaire 

that provided multiple-choices to the respondents ranging from strongly disagree-1 to 

strongly agree-5. The questionnaire was designed after a pre-test for clarity, coherent flow 

of questions, and language simplicity. The questionnaire survey was designed to collect 

quantitative data and was administered to the VC ecosystem key actors that are the senior 

management staff. Alternatively, semi-structured interview questionnaires were applied 

mostly to the CEOs, Managing Directors, Human Resource Manager, Finance Managers, 

and the senior representative of government bodies and management of SMEs association. 

They were SMEs’ expert staff who signed VC contracts with the fund managers or in the 

custody of the signed VC agreements. They were thus in possession of the detailed 

information needed to throw more light on the research questions.  

 

4.8.1 Pre-testing of research instruments 

The study used two research instruments for primary data collection; this involved the semi-

structured questionnaire and semi structured interview questionnaire. Before the 

commencement of field data gathering, the tools were piloted with 12 respondents to 

evaluate the clarity of the questions and content validity of the research tools. The 

respondents included senior actors in the VC ecosystem and fellow researchers. This was in 

support of Creswell (2003) who asserted that a group of specialists or associated scholars 

should be involved in evaluating the simplicity and validation of the study tools to safeguard 

their content validity. All the 12 questionnaires were completed and returned with feedback 

for which corrections were made to the data collection tools. The VCs suggested making 

amendments to the semi-structured interview questionnaires to incorporate questions that 

particularly covered the operations of the VC firms to obtain detailed and relevant 

information about the VC ecosystem in Uganda. The results were statistically analysed using 

the Cronbach Alpha to conclude internal reliability. The sample size was appropriate, as a 
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recommended number of 10 to 30 is satisfactory for a pre-test. (Isaac & Michael, 1995; 

Murphy, Trailer & Hill, 1996; Hertzog, 2008). Cronbach’s Alpha formula is accredited by 

scholars for measurement of reliability of data. Earlier literature suggests that a percentage 

score of 90% is excellent, 80% is good, 70% is satisfactory, 60% is uncertain and 50%, poor, 

and lower than 0.5 inacceptable (George & Mallery, 2003).  

 

4.8.2 Semi-structured questionnaire 

A survey questionnaire provides the benefit of saving time and the difficulty of recording 

the questions and answers, managing numerous topics, and analysis of data (Collis & 

Hussey, 2009). A Likert scale of 1-5 was considered appropriate, where the respondents’ 

scores ranging from strongly disagree (1) to strongly agree (5). It was pre-tested for validity 

and reliability with a 5% margin of error and a 95% level of confidence of collected data. 

This approach has been widely used in the previous studies of VC (Smolarski et al., 2011; 

Mamba et al., 2011; Biney, 2018; Gugu, 2016). The use of survey questionnaires was 

convenient for respondents as it allowed them to complete the questions at their convenience 

as they were habitually very busy people.  

 

The researcher used phone calls to fix appointments with the respondents and visited the 

offices of those who could not be reached through that method to request appointments 

before issuing the questionnaires. The first phase was the circulation of the questionnaires 

to respondents who consented to participate. This comprised business entrepreneurs, 

management staff, and SME sector regulatory bodies. The second phase was to sit down the 

with the participants after fixing an appointment to explain to them the aim of the study, the 

benefits of the research to them, privacy and confidentiality of data and dissemination of 

results in the accredited international journals for which the links would be shared on 

request.  

 

This exercise was meant to assist the participants to understand the research questions, spend 

less time, and complete the survey questionnaires correctly to minimize errors. A good 

number of respondents were comfortable with completing the questionnaires in the absence 

of the researcher especially the CEOs/MDs, Finance managers, accountants, and human 

resource managers who were key factors in concluding VC contracts. The challenge 
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encountered was that it took some time for them to allocate time to fill in the survey 

questionnaires, nevertheless, the response rate was good. 

 

The author encountered a bottleneck with the non VC-backed firms who were reluctant to 

provide financial reports as evidence for their performance, and the majority requested the 

presence of the researcher before completion of the questionnaires. To minimize 

inconvenience, the author agreed to read and clarify the questions as they responded. Such 

an exercise took more time than the estimated 30 minutes to complete the questionnaire. 

 

However, despite the elaborate explanation, some respondents declined to participate in the 

research as they feared that the researcher was a URA agent investigating their annual 

returns for tax purposes. On the other hand, others treated it as a waste of time, since they 

had received different researchers who had never shared their findings with them. Moreover, 

the respondents again were not honest. This forced the researcher to follow up on the 

questionnaires which eventually were not returned. This resulted in 22 questionnaires of the 

sample size of 90 being rendered unusable for the research which contributed towards a non-

responsive rate of 24% of the sample size. Thus, the response rate of 76% was considered 

excellent for the survey research. 

 

4.8.3 Face-to-face interviews  

 Because the study engaged a mixed-method research approach, a further 30 senior 

management staffs, VCs and representatives of government and SME associations were 

engaged in one on one interview sessions (10% of 300 SMEs= 30) to get an in-depth 

understanding of the VC finance impact of SMEs performance and clarify follow up 

questions. The face-to-face interview respondents are distributed as shown below: 

 

Table 4.3: Interview respondents 

Category of Respondents  Sample Size % of sample size 

SMEs’ Management Staffs  20 66.7% 

VCs/Business Angels 6 20.0% 

Government Bodies 2 6.7% 

SMEs’ Umbrella Associations  2 6.7% 

Total 30 100% 

Source: Author’s construction using primary data 
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The semi-structured interview questionnaires were administered to senior management staff 

believed to have detailed knowledge about the VC ecosystem in Uganda. These included 

among others the fund managers, CEOs, Managing Directors/Executive Directors, Finance 

Managers, and HR Managers & Marketing Managers. Semi-structured interview 

questionnaires created a forum for free responses that allowed the respondents to provide 

detailed information and clarity on the research problem rather than ticking off the questions. 

This method was used because it offers an opportunity for the respondents to provide more 

evidence about non- fundamental and behavioural aspects of research for which a survey 

questionnaire cannot (Englewood, 1990) The targeted respondents who participated in the 

semi interviews were 30 SMEs representative, however, due to the tight schedules of the 

sampled participants, 16 interview sessions were conducted of a sample size of 30 

respondents. From the 16 interviews, 12 interview sessions were recorded and the 4 

respondents consented to an interview but declined to the audio recording. The four sessions 

took more than one hour, as the researcher had to read the questions, listen to the responses, 

and again write down the responses from the participants. Earlier scholars have also used 

this approach to assess how VC financing can influence the success of early-stage 

enterprises (Englewood, 1990; Glansey, 1998).  

 

4.9 Measurement of firm’s financial performance  

Measurement of the financial performance of a firm has attracted considerable attention 

from academics and practitioners. This is because it helps to convey the financial strength 

of the firm and creates a platform for comparison with other companies in the same industry 

over time (Kubenka, 2016; Brendea, 2014; Lee, 2014).  Business financial performance is a 

mirror habitually used by business entrepreneurs and other stakeholders in the 

entrepreneurship ecosystem to assess the success and sustainable business growth of the firm 

in a competitive environment (Mihaiu (2014).  In other words, scholars measure 

performance by looking at it from different angles depending on the specific research 

questions. Phihlela and Odunaike (2012) describe performance as an evaluation of a set of 

targeted business processes conducted to attain the desired outcomes compared with the key 

performance indicators in achieving the overall objectives of the company. Financial 

performance is commonly evaluated by the help of the ratio analysis involving sales 

turnover, profitability, ROE, ROA, market share, and many others.  
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This study confined the measurement of financial performance to sales turnover, ROE, 

profitability, and ROA while non-financial aspects focused on how the government 

regulations influence the growth of small firms in Uganda. Financial ratios are commonly 

used to assess business performance for a specific period in order to compare performance 

between two companies in the same sector. A higher percentage ratio depicts the sound and 

healthy performance of the company. 

 

Data used for the analysis of business performance was obtained from the financial audited 

accounts and management report of the VC investors companies and non VC- investor’s 

companies. The research used financial ratios that included operating ratios, profitability 

ratios, and investment ratios to test the developed hypotheses in compliance with the 

research questions. There is a consensus by many scholars in corporate finance that financial 

ratio analysis is the most essential financial evidence used to support the sound performance 

of a firm. 

 

4.9.1 Relationship between Venture Capital finance and Return on Equity 

ROE measures the capacity of an enterprise to produce profits from the equity and debt 

capital invested in the firm. ROE focuses on the net worth of the firm, “It tells you what 

percentage of profit you make for every dollar of equity invested in your company,” explains 

Huang and Knight, (2017). ROE is used by financial advisors, fund managers, and venture 

capitalists to determine the paramount investment plans and constructing investment 

decisions. This was confirmed by Tykvova (2018) who specified that ROE is conceivably 

the utmost significant ratio an investor should consider. 

 

The ratios provide the financial health of an enterprise, since they are integral to the 

computation of various ratios used to evaluate business performance, exclusively in contrast 

with other market players in the industry. The results obtained provide a platform to predict 

the direction your company’s financial health is heading to in the future. The Return on 

Investment ratio is also used to compare different investment options by some investment 

advisors. An investment with a higher ROE ratio is a more lucrative option compared to an 

investment with a lower ROE ratio. An investment with a negative or lower ROE ratio is 

most likely to be discontinued by the investors (Myskova & Hajek, 2017). 
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The ROE can, therefore, be improved by improving profitability, through utilizing the assets 

more proficiently and by growing financial leverage, although some scholars argue that 

improving the ROE might not inevitably increase shareholders’ return on equity. 

 

ROE computation is measured using the following formula: 

Return on equity= 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒 

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠 
  Equation (1)  

i) Returns on equity refers to Returns on capital invested  

ii) Net Income is EBIT (Earnings before Interest and Tax generated for a given year of  

income). 

 

4.9.2 Extent to which VC contributes to sales revenue growth for SMEs 

The formula for calculating the sales revenue growth was used to compute sales turnover. 

The figures were extracted from the questionnaire survey and the annual financial 

performance reports provided by the respondents for the last 3 years. Higher sales revenue 

growth is expressed as a percentage, and is an indication of health financial performance, 

implying that the company uses its assets more proficiently to generate sales, whereas a 

lower or negative percentage is a clear sign of unfavourable financial growth of a firm. 

However, as was earlier mentioned, financial ratios tend to work in a combination to 

generate logical results that can guide shareholders in making informed decisions. A firm 

may have a low percentage of revenue growth for a particular year, but this might have been 

attributed to the expansion of the company which usually moves along with the acquisition 

of more assets which may arise from increased demand for market expansion. 

 

The researcher also used a time series method to measure the revenue growth; this was 

arrived at by collecting annual revenue growth for three years to look at the revenue trends 

and compute % growth. It was assessed in terms of average growth and also using the 

formula as illustrated below. 

The formula for the Computation of Sales revenue growth. 

Sales revenue growth =
𝑇3−𝑇𝑜

𝑇𝑜
X100%    Equation (2) 

Where: 
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T3:  represents annual revenue in year 3 

T0: represents annual revenue is the base year. 

 

4.9.3 Contribution of venture capital to SME profitability 

Financial performance of a firm is fundamentally attached to its capacity to produce profits, 

growth of the worth of financed capital and as well having the financial muscle to pay off 

the external debt. As such, analysis of financial performance for SMEs is predominantly 

constructed on several approaches of financial exploration. Accounting ratios are commonly 

used in evaluating the financial performance of a business for instance the profit trend for 

different years and different enterprises. Besides this, financial ratios have a competitive 

edge to other methods because they have the advantage of handling more complex financial 

methodical models to aid management and shareholders in making informed decisions.  

 

In summary, the profitability ratio was used to calculate the profits trends to confirm if the 

SMEs that received VC outperformed other companies in the same sector. The strength of 

the profitability ratio is that it can generate reliable comparative figures for both large and 

small firms. It does not mean that when a firm makes high profits, in particular, this is 

enough to say that its performance is exceeding great, until the profits are compared to the 

total assets that are accrued when you can make logical conclusions. 

 

The formula for the computation of Profitability ratio is represented as: 

Profitability=
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑎𝑓𝑡𝑒𝑟 𝑇𝑎𝑥 (𝐸𝐴𝑇)𝑑𝑦

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
X100%   Equation (3) 

 

4.9.4 Influence of VC on returns on Assets (ROA) 

The return on Assets (ROA) ratio assists to measure how well an enterprise is performing 

by matching the profit (net income) generated from capital investment in assets. A higher 

ROA displays a more fruitful and proficient organization in exploiting the financial assets. 

The information used to calculate the ROA was obtained from both the questionnaire survey 

and the financial performance reports provided by the management of the selected SMEs. 

Some of the respondents were reluctant to provide the audited reports. The researcher thus 

relied on the financial management reports provided especially by the VC backed firms to 

calculate the ROA.  
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The formula for ROA is represented as: 

Returns on Assets (ROA) = 
𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝐵𝑒𝑓𝑜𝑟𝑒 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 & 𝑇𝑎𝑥

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
   Equation (4) 

 Where: 

Average Total Assets = 
𝐸𝑛𝑑𝑖𝑛𝑔 𝐴𝑠𝑠𝑒𝑡𝑠−𝐵𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝐴𝑠𝑠𝑒𝑡𝑠

2
   Equation (5) 

 

However, it is imperative to stress that ROA assets do not work separately from other 

variables; there is a need to assess other financial variables that are profitable to arrive at the 

financial health of the company. There is a consensus from several scholars that the ultimate 

goal of establishing a business in profit-making is to contribute the returns to the 

shareholders (ROE). This aligns well with the VCs, as their ultimate goal for investing in 

start-up firms is to acquire high returns and specifically from SMEs with high growth 

potential. Prior scholars posit that an optimal rate of ROA > 15% indicates a very good 

position of the firm, 12%-15% a good position, 8%-12% a moderate position, < 8% a poor 

position, and at 0% is the firm’s existence at risk (Myskova & Hajek, 2017). 

 

4.10 Measurement of firms’ non-financial performance variables 

4.10.1 Evaluation of the effectiveness of government regulations on SME performance  

Assessing SMEs performance is not restricted to the financial measures alone; non-financial 

performance variables also play a pivotal role in evaluating the growth and expansion of 

SMEs. Several scholars have asserted that SMEs encounter many pitfalls for their growth, 

among other things, government regulations that inevitably impact their performance 

(Bubou et al., 2014; Eniola and Entebang, 2015). The impact of government regulations on 

industry performance hinges on how business entrepreneurs, Development financial 

institutions (DFIs), and investors react to specific regulations.  

 

To respond to this research objective, data was collected from research survey 

questionnaires administered to 68 respondents. The questionnaire survey was complemented 

with 16 face-to-face interviews held with the respondents to get a deeper insight into whether 

government regulations facilitated SMEs performance. 

Descriptive statistics were used to calculate the mean and standard deviation to determine if 

government regulations encourage SMEs performance, particularly for the VC funded 

companies. Whereas the study incorporated all other key players in the VC market, 
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particular emphasis was directed to the VC backed firms looking at government support in 

terms of creating a conducive environment to access VC funding for their growth. Face to- 

face interviews attempted to investigate further how SMEs have benefited from government 

regulatory reforms. Government support to create an enabling investment climate will 

ultimately attract potential investors in the country to provide the patient capital needed by 

the SMEs habitually faced with the predicament of lack of access to finance for their growth. 

The researcher therefore developed a hypothesis testing “To what extent does government 

effective regulations impact on the performance of SMEs. 

 

4.11 Data analysis methods 

The researcher first dealt with organizing the survey questionnaires adequately completed 

and returned and considered necessary for data analysis. The interviews audio recordings 

were first transcribed and then the transcripts exported to ATLAS-ti for content analysis. 

Data analysis for the study involved both research approaches as explained in the following 

section. 

 

4.11.1 Quantitative data analysis 

Our first step was to deal with organizing the survey questionnaires, to ensure that they were 

adequately completed and suitable for data analysis. Questionnaires with many gaps and 

which omitted fundamental information like sales turnover, profitability, business sector, 

job position, district, and years in business were eliminated. The study engaged the financial 

ratio analysis, descriptive statistics, and inferences produced from Excel and SPSS, to 

compute and analyse data. From the 90 semi-structured questionnaires self-administered by 

the researcher, 68 were found suitable for data analysis. This produced a response rate of 

76%, higher than the comparative study of Memba, (2011) with a response rate of 65 % (65 

out of 100). Mundy (2002) disclosed that the higher the response rate the better, a 60% 

would be marginal, 70% is reasonable, 80% would be good, and 90% would be excellent. 

The lower response rates seem to be problematic, because non-respondents’ opinions may 

be diverse from the respondents which ultimately may lead to bias in results. This research 

provided a response rate of 76% which positioned it to obtain reliable and valid results 

representing the total population under investigation. 
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To effectively assess the influence of VC financing on SMEs performance, the researcher 

conducted several inferential tests by multiple regression analysis, Pearson correlation, and 

Analysis of Variance (ANOVA). In performing the tests, VC Finance and Venture 

capitalists’ involvement on the BOD of the portfolio Companies were the predictors, and 

the dependent variables involved firms’ performance (ROE, sales revenue, profitability and 

ROA). 

 

Multiple Linear Regression Model Analysis  

Multiple Linear Regression (MLR) Analysis is a statistical method for evaluating the 

straight-line relationships among two or more predictor variables. The MLR model 

estimates the β’s in the equation. The MLR model was adopted to illustrate how one unit 

change of behaviour in the Venture capital finance level and the VCs’ involvement on the 

BOD of the portfolio companies as the predictor variables impacts on firms’ performance 

as the dependent variable, measured as behaviour changes in Sales turnover, ROE, 

Profitability, ROA and government regulations. 

  

The Multiple Linear Regression model is illustrated as: 

yj = β0 + β1𝑋𝑗1 + β2𝑋𝑗2+ ... + βk 𝑋𝑗𝑘  + εj    Equation (1) 

y is the Firm’s performance (Sales. ROE, ROA, Profitability, Government Regulations)  

β0 is the y-intercept wherein the value of y when  𝑋𝑗1, 𝑋𝑗2 … . . 𝑋𝑗𝑘  are equal to 0. 

β1 and β2 are the regression coefficients that represent the change in y relative to a one-unit 

change in 𝑋𝑗1, 𝑋𝑗2 … . . 𝑋𝑗𝑘, respectively. 

βk is the slope coefficient for each independent variable 

𝑋1 = Venture capital Finance as one of the independent variable  

𝑋2 =Venture Capital Involvements on the BOD as the second independent variable  

ϵj is the model’s random error (residual) term 

The predictor variables are specified as a j and k matrix, where j is the number of 

observations, while k is the number of predictor variables. For each column of 𝑋 denotes 

one independent variable, and each row represents one observation, while 𝑦 is the response 

for the corresponding row of 𝑋. 

 



91 

 

They show the variation in the projected value of the dependent variable for a unit change 

in one of the predictor variables, when the other predictor variables are held constant. The 

null hypothesis is that all of the population regression coefficients are zero. The alternate 

hypothesis is that at least one of the coefficients is not zero. This test is written in symbolic 

form for three independent variables as: 

H0: β1 = β2 = β3 = 0 

H1: Not all the β s = 0 

Rejecting H0 and accepting H1 implies that one or more of the independent variables is 

useful in explaining differences in the dependent variable. Note also that βi denotes the 

population value of the slope, whereas bj, a point estimate of βj, is computed from sample 

data. 

 

4.11.2 Qualitative data analysis 

Data analysis on face-to-face interviews  

The researcher conducted 16 out of 30 targeted face to face interviews with VC experts. The 

face-to-face interview approach was chosen to produce a detailed empirical account of VC 

financing and SMEs performance. The 16 expert interviewees from the VC market consisted 

of VCs, entrepreneurs/managers, government agencies, and SME association 

representatives. The researcher’s attempts to involve the international development partners 

and financial advisors were futile, as the responses from them took longer than expected and 

they had to be eliminated from the study. Previous studies mainly engaged business 

entrepreneurs and management staff only as key respondents (Jagongo, 2012; Biney, 2018).  

 

The study brought together the views of all the stakeholders in the VC ecosystem and that 

enabled the author to get an insight into the operation of the VC industry. Considering VC 

dynamics and the deductive nature of the study encompassing different stages and sectors, 

a comprehensive qualitative approach was found suitable. The researcher recorded the 

interviews and took notes about nonverbal communication data exhibited during the face-

to-face interview sessions. Verbatim transcriptions of the face-to-face interviews were 

compiled for content analysis using Atlas-ti. The level of saturation was attained at the 16th 

interviewee. Responses from the interviewees at this stage were producing similar results 

not different from the earlier interviewed respondents. Saunders (2003) indicates that when 

the point of saturation is attained, the results are adequate as a true representation of the 
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sample. Data transcripts were listened to in comparison with the audio recording for the 

consistency and validity of the reports.  

 

4.11.3 Validity and reliability of data 

To authenticate the study questionnaire for validity and reliability, Cronbach’s Alpha 

coefficient was applied to test the results, with a 95% significant confidence level and a 5% 

margin of error. The results showed a 98.4% confidence level of the survey questionnaire 

and a margin of error of 1.6% which was much lower than the estimated 5%. Biney (2008) 

also used this approach (Biney, 2018). The statistical tests relied on the two-sided tests 

represented at 0.05 level of significance. In respect to semi-structured interview data, the 

recorded face-to-face interviews were transcribed by a proficient researcher, and the 

transcripts were again reviewed by the researcher for consistency with the audio records. 

This approach strengthened the reliability and validity of the transcripts, as it minimised 

errors and any omission in the process of transcribing. Cronbach Alpha as a measure of the 

reliability of data ensures that the research tool used has some element of integrity and is of 

good quality to collect the data needed to address the research problem. (Haynes et al., 

2017). 

 

Table 4.4: Results of Cronbach’s Reliability analysis 

 Margin  Actual level of confidence No. of items 

0.508 0.984 68 

Source: Author’s construct using primary data 

 

Table 4.4 shows a 98.4% confidence level of the survey questionnaire and a margin of error 

of 1.6% which was much lower than the estimated 5%. These results were generated using 

SPSS, as it has inbuilt formulae. Numally and Bernstein (1994) recommend Cronbach’s 

Alpha coefficient because it can easily measure reliability and content validity. 

 

4.12 Ethical considerations 

The participants have a right to be informed about the nature of a research study and its risks 

and benefits to them before consenting to participate (Shaw & Holland, 2014). The 

researcher needs to gain insight into the ethical standards and the voluntary participation of 
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the respondents by safeguarding their informed consent, confidentiality, and anonymity. The 

ethical values are to safeguard the participants from any act of lack of privacy and risks in 

connection to the study (Leviton, 2011). Conscious of the research ethics, this study was 

approved by the research ethical committee under the college of Economic and Management 

Sciences of UNISA prior to commencing with the fieldwork (Appendix 3).  Besides this, 

the researcher sought permission from the Uganda Investment Authority and Uganda Small 

Scale Industries Association before commencing the research. This permission granted the 

researcher access to the SMEs database maintained at their secretariat.  

4.13 Informed consent 

Saunders, Lewis and Thornhill, (2000) describes ethics “as the appropriateness of your 

behaviour concerning the rights of those who become the subject of your work or are 

affected by it”. The rule of thumb in social sciences research is that the researcher must 

exercise the highest degree of ethical standards in terms of emphasizing anonymity and 

privacy of the respondents and data protection from third parties users without the consent 

of the respondents. The research should be voluntary without any consequences (Saunders 

et al., 2000). The research held a series of meetings with participants during the distribution 

of the questionnaires, and face-to-face interviews to provide clarity to the respondents and 

to explain the aim of the study. Besides this, the author endeavoured to seek consent from 

the respondents before commencing with the fieldwork, emphasizing that the research was 

voluntary and participants could choose not to participate without any consequences. The 

researcher disclosed to the respondents that the study was purposely for an award of a Ph.D. 

Thus, confidentiality and privacy of data was highly safeguarded. The participants were also 

informed that their names would not be disclosed in the thesis or any publications. The 

research instruments used in data collection essentially maintained the privacy of the 

respondents. These rather captured their job positions and demonstrated the significance of 

the respondents’ job category, since data needed could not be collected from the lower staff.  

 

The respondents were further assured that their responses would not be shared by their 

supervisors or any third parties. Some of the participants provided non-disclosure 

agreements signed by the researcher as a measure to prevent the sharing of data without 

prior approval. The respondents who voluntarily participated in the study signed informed 

consent forms and unique ID numbers used for company names. Among other key issues of 

concern pointed out to the participants involved, were that the completion of the 
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questionnaire would take about 30 minutes, and the interview guide 45 minutes. The 

respondents were also assured that the research instruments used for collecting data would 

be in the custody of the researcher for not more than 5 years, with restricted access to any 

third parties. They would be subsequently destroyed permanently to abstain from any other 

further usage. The study posed minimal risks to the participants because it involved adults 

above 18 years of age and did not contain any health-related risks. 

 

4.14 Conclusion 

The research methodology adopted Saunders onion research philosophy that illustrated 

clearly the research approach for data collection and analysis of data. The mixed-method 

provided the author with a chance to obtain clarity and more inclusive knowledge about the 

study problem. The primary sources of data were the UIA and USSIA databases, and the 

respondents involved were key players in the VC industry who ultimately enriched this 

research with novel data, because they are the decision-making body and custodians of 

finance data needed to accomplish this study.  

 

The influence of the independent variable (VC) on the dependent variables, the performance 

of SMEs was tested (the profitability, sales revenue, and ROE, ROA, and government 

regulations).  The research design facilitated the development of hypotheses that were tested 

to confirm the impact of venture capital on SMEs performance. The changes in the 

dependent variables were measured by engaging some scientific methods used by prior 

scholars to answer the research problem. These included among others, measures of central 

tendencies such as the average and standard deviations of revenue growth, ROE, ROA, and 

profitability growth for quantitative data.  The research also applied regression analysis, 

where the dependent variables were regressed on the Y-axis to evaluate how VC on the X-

axis influences the financial variables. The research instruments were tested for validity and 

reliability using the Cronbach Alpha and the result was a 98.4% confidence level. The 

findings from the data analysis will be presented in the subsequent chapter. On the other 

hand, data collected from the interviews were analysed utilizing ATLAS-ti software. All this 

was achieved by developing a clear research design tailored to the need to address the 

research questions of the study. 
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CHAPTER FIVE: DATA ANALYSIS AND PRESENTATION OF 

RESULTS 

 

5.1 Introduction 

The earlier chapter discussed the research methodology employed for collecting data for this 

study. The current chapter presents the descriptive and inferential methods adopted in data 

analysis and presentation of the study findings. The researcher ran numerous statistical tests 

using multiple regression models, correlation coefficient, descriptive statistics, and ANOVA 

to evaluate how VC financing impacts on the enterprises’ performance. The section for 

quantitative data analysis is structured in a way that synthesizes the following sub-themes: 

5.2 Theoretical Considerations, the objectives of the study, and hypotheses, 5.3 Quantitative 

Data analysis, 5.4 Data Collection Instrument & Response rate, 5.5 Descriptive data 

analysis, 5.6 Empirical results for the impact of VC Finance on SMEs performance, 5.7 

Qualitative Data Results. The following subsection discusses the theoretical considerations, 

study objectives and hypotheses. 

 

5.2 Theoretical considerations, study objectives and hypotheses 

The study analysed the impact of VC finance on the performance of SMEs in Uganda. In 

order to measure the impact of VC finance on SMEs’ performance, the study used Sales 

turnover, Profitability, ROE, ROA, and Government regulations as the dependent variables. 

This study tested the alternative hypotheses to enable conclusions to be drawn as to whether 

there is a progressive connection between VC finance and SMEs’ performance. In this study, 

the independent variable was denoted as VC finance while the dependent variable was 

denoted as SMEs’ performance. 

 

The hypothetical tests were directed by the following alternative hypotheses 

Hα1 VC finance contributes to the growth of SMEs’ Returns on Equity. 

Hα2 VC financing contributes to SMEs’ sales revenue growth. 

Hα3 VC financing contributes to the profitability growth of SMEs. 

Hα4 VC financing leads to growth in Return on Assets of SMEs. 

Hα5 Effectiveness of government regulation affects the performance of SMEs. 
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The hypotheses assume that VC positively impacts sales revenue, profitability, ROE, ROA, 

and government regulations that lead to a healthier and sound performance of the VC-

financed enterprises. This section is expounded under the measurement of SMEs’ 

performance using the correlation coefficient. 

 

5.3 Analysis of quantitative data  

The researcher extracted data from 68 hand-collected survey questionnaires out of the 90 

distributed thus yielding a 76% response rate.  A total of 70 questionnaires were completed 

and returned, but 2 questionnaires contained fundamental gaps and were not considered. 

Therefore, the study used 68 questionnaires for data analysis that were confirmed adequate. 

There were a total of 22 non-responsive questionnaires. The respondents in this study 

consisted of SME entrepreneurs/managers, VC firms, government agencies, and SMEs 

associations. The researcher also used both audited and unaudited reports to validate the 

information extracted from the open-ended questionnaires for VC received, ROE, sales 

revenue, ROA, and Profitability. The selected categories of respondents were considered 

vital for the study because they are perceived to have vast knowledge and approval authority 

permit the staff to participate in the study. The numerical data were analysed using tables, 

figures, and graphs to provide an analytical view and understanding of the results. 

 

5.3.1 Performance variables used in data analysis 

Dependent variable 

To measure SMEs’ performance, the measures engaged for financial performance involved: 

sales revenue, profitability, ROE, ROA while government regulations assisted to assess the 

non-financial performance. This study has a strength in that few studies have used a set of 

these measures of the impact of VC financing on SME’s performance. It is Kwame (2017) 

who attempted to use similar measures but his study missed out government regulations and 

SMEs associations as key respondents.  

 

Independent Variables 

The independent variables used in the study included VC finance and VCs' direct 

involvement in operating the portfolio companies. Therefore, to evaluate SME’s 

performance, the financial performance variables were regressed on VC finance and VCs' 

direct involvement in the funded firms to establish the influence of the independent variables 
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on the dependent variables.  In this section, key performance variables were discussed, 

illustrating how they respond to post VC investment. The attention was directed at the 

methods that were desirable for the measurement of a firm’s performance to arrive at reliable 

and valid findings from the study. Table 5.1 below details the key performance variables 

used to measure enterprise performance after receipt of VC finance. 

 

Table 5.1: Performance variables used in data analysis 

Performance Variables  Identification of the variables Measurement of the variables  

VC backed SMEs & non-

VC SMEs  

Database of the UIA & USSIA Regression Analysis, correlation Analysis, 

Financial ratios 

Senior managers Level of seniority  Descriptive statistics- frequency tables  

Venture capitalists Purposive sampling  Descriptive statistics- frequency tables  

Government Bodies  VC stakeholders Descriptive statistics- frequency tables  

Location of the SMEs Physical Address Descriptive statistics- frequency tables  

Business Sector of SMEs  Category of the respondents  Descriptive statistics- frequency tables  

VC finance VC-backed firms  Regression Analysis, correlation Analysis, 

Financial ratios 

Sales Revenue Questionnaires and financial reports  Regression Analysis, correlation Analysis, 

Financial ratios 

Profitability growth Questionnaires and financial reports Regression Analysis, correlation Analysis, 

Financial ratios 

ROA Questionnaires and financial reports Correlation Analysis, Financial ratios 

ROE Questionnaires and financial reports Regression Analysis, correlation Analysis 

Effectiveness of 

Government regulations  

Questionnaires and qualitative reports  Regression Analysis, correlation Analysis, 

Source: Author’s construct using primary data 

 

5.3.2 Demographic profile of respondents  

The researcher aimed to collect data from 90 SMEs stakeholders, but in the end, 68 of the 

targeted samples participated in the study. Section A of the questionnaire collected the 

respondents’ biodata including the business sector, job designation, life of the company, 

respondents’ age, nature of VC received, and locality of the business. The categorization of 

the respondents was significant, as it supported the researcher in gathering information from 

experts in charge of a reliable database for this research. Saunders (2003) emphasizes that 
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confidential data can easily be collected from management staff with the authority to share 

information with third parties. Some of the respondents made the researcher endorse non-

disclosure agreements before releasing confidential information like financial reports. The 

profiles of the respondents are discussed with the aid of tables, charts, and graphs to illustrate 

how VC finance influences VC-backed firms’ performance.  

 

5.3.3 Profile sample distribution for the respondents 

The study involved different categories of the key respondents from the VC market ranging 

from the non VC-backed SMEs, VC-backed SMEs, VC firms, government agencies, and 

SMEs associations. These categories were chosen to assist the researcher to get a deeper 

understanding of the VC operations represented by all the role players to mitigate against 

any possible bias. 

 

Table 5.2: Sample categories of respondents  

Targeted category  Sample Size % of Sample 

Non VC backed SMEs 34 50% 

VC backed SMEs  25 37% 

VC firms  6 9% 

Government Agencies  1 1% 

SME Associations  2 3% 

Total   68 100% 

Source: (Primary data, 2019-2020) 

 

From table 5.2, 50% of respondents consisted of non VC-backed SMEs, because this is the 

control variable to match their performance to the VC-financed enterprises which comprised 

37% of respondents. This was designated as the treated variable to evaluate how the VC 

finance variable impacts the investees companies. VC firms comprised 6 out of the 68 

respondents to get a feel of their role into the portfolio companies. Government agency and 

SMEs associations consisted of 1% respectively. The rationale to involve the government 

respondents, in the first place was because they are the custodians of the database for all 

SMEs; secondly, it was also important to understand government support to the VC industry 

in terms of regulatory policy. This approach was used by Biney (2018), although his study 

did not include the government body and SMEs association. 

SME Business Locations  
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There is a literature consensus that the location of a firm is critical in influencing its chance 

of accessing VC finance and growth as well. The researcher selected data from the central 

business districts (CBD) of Uganda comprising Kampala, Wakiso, Mukono, and Jinja. 

These districts were chosen because they contributed strongly to the Uganda Revenue 

collection for the financial year 2018/2019(URA, 2019). Besides, according to the Uganda 

Investment Authority, (2018) they registered the highest number of new ventures in 2018. 

 

Table 5.3: Respondent distribution by district  

 Frequency Percent 

Kampala 37 54.4 

Wakiso 20 29.4 

Mukono 4 5.9 

Jinja 7 10.3 

Total 68 100.0 

Source: (Primary data, 2019-2020) 

 

As it can be seen from Table 5.3, a large number of the SMEs are from Kampala district 

with 54% (37 of 68) respondents, followed by Wakiso with 29.4 %( 20 out of 68), and then 

Jinja 7 respondents, and lastly Mukono with only 4 respondents. Kampala city had more 

respondents because it is the capital city of Uganda and the business hub for the country. On 

the other hand, the Wakiso district had more participants second to Kampala because it 

borders Kampala in which entrepreneurs have set up several small scale industries taking 

advantage of the proximity to the city with a population of over 2 million. Prior scholars 

argue that SMEs which are close to the fund managers have a greater opportunity to be 

considered for financing. Kampala had the highest percentage of VC-financed enterprises 

because the majority of the VCs have offices located in the city. The VCs usually consider 

the geographical location of a firm as important because it allows them to have close 

monitoring of their investment rather than those located in distant districts.  These outcomes 

are comparable to the study of Kaplan and Lerner (2016) who found that the VCs give 

priority to SMEs that are close to their vicinity for easy monitoring and to minimize costs.  

 

 

 

Gender distribution of respondents 
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The study also collected data about the gender of the respondents to determine whether the 

gender of the entrepreneurs/managers can influence the growth of the firms.  

 

Table 5.4: Gender distribution of respondents 

 Frequency Percent 

Male 45 66.2 

Female 23 33.8 

Total 68 100.0 

Source; (Primary data, 2019-2020). 

 

Table 5.4 displays the gender groups of the participants, and from the 68 respondents, 66% 

(45 of 68) were male and 34% (23 of 68) were female. This implies that most of the 

management positions for the Ugandan SMEs and other VC stakeholders are dominated by 

male entrepreneurs/managers. The statistics indicate that male managers outnumber female 

managers approximately twofold. 

 

Age of respondents 

The study collected data from adult employees and business entrepreneurs ranging from 18 

years of age and above. The minors were strongly discouraged from participation in the 

research, as Ugandan law prohibits any person below the age of 18 years running a company. 

In this case: the age brackets included 18-25 ages, 26-30 ages, 31-35 ages, 36-40 ages, and 

above 40 ages. 

 

Table 5.5: Age of respondents 

No of years for the respondents Frequency Percent 

18-25 years 4 5.9% 

26-30 years 10 14.7% 

31-40 years 27 39.7% 

Above- 40 years 27 39.7% 

Total 68 100% 

Source: (Primary data, 2019-2020) 

 

 

Number of employees at SMEs  
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This subsection presents the analysis of estimated staffs of the SMEs that contributed to the 

research. The categorization of company employees was arranged following the Uganda 

definition of SMEs under Uganda Micro, Small and Medium Enterprise Policy (MTIC, 

2015). The number of employees from the respondents’ companies was grouped as 

illustrated in the table below. 

 

Table 5.6: Analysis of the number of employees for participating SMEs 

No of Employee’s Brackets Frequency Percent 

Below -50 employees 35 51.5 

50-100 employees 25 36.8 

100-150 Employees 2 2.9 

150-200 Employees 1 1.5 

Above -250 Employees 5 7.4 

Total 68 100.0 

Source: (Primary data, 2019-2020). 

 

Table 5.6 shows that the majority of the SMEs that participated in the research had less than 

50 employees. In this particular case, 51.5% of the respondents had less than 50 employees, 

followed by SMEs employing between 50- 100 employees. There were 5 SMEs employing 

above 250 employees (7.4%). Companies with 100-250 employees were 2(2.9%), and lastly 

1(1.5%) company had employees in the bracket of 150-200 employees. Analysis of results 

in Table 5.6, reveals that 51.5% of the respondents had employees below the country 

definition of 50 - 100 employees. Interestingly, over 80% of the participating firms had a 

turnover above 360 million. These results are different from the definition of the SMEs by 

MTIC (2015). Hence there may be a need to change the definition to turnover rather than 

the number of employees. This is because the productivity of the firms is largely driven by 

capital and labour to thrive in a competitive environment. Additionally, the firm should have 

a competitive advantage over its competitors whereby its resources cannot be duplicated or 

imitated (Barney, 1991). On the one hand, Barney, (1991) argues that the firm’s production 

is fundamentally based on labour productivity and capital. This resonates with the RBV 

theory of the firms which recognises the super skills and experience of the managers as 

central to enterprise success. 

 

Business sector in which respondents operate 
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The survey questionnaire was completed by respondents from the different key sectors in 

the VC landscape to assist in evaluating the effect of VC finance on SMEs performance 

(Sales revenue, profit, ROE, ROA, and govern regulations). Data was collected from the 

SMEs spread across the manufacturing and agribusiness sectors, government agencies 

responsible for SMEs performance, SMEs associations, and fund managers/venture 

capitalists. The numerical figures in the figure below critically analyse the response rate of 

the participating sectors in the research.  

 

Figure 5 1: Comparison of agribusiness and manufacturing business sectors 

 

Source: (Primary data, 2019-2020). 

 

Figure 5.1 indicates that 68% of VC was invested in the agribusiness sector, while 

manufacturing received 32%. Conversely, the non VC-financed enterprises in the 

manufacturing sector comprised a higher ratio of 57% of the sample size, compared to 43% 

for the agribusiness. The point to make here is that the agribusiness sector attracted greater 

VC investment of 68% compared with the manufacturing sector with 32%. These results are 

different from the study of Memba, (2011) that indicated more VC funding in the 

manufacturing sector in Kenya.  On a positive note, the findings of Abor (2007; Biney 

(2018) found that the VC firms had more investment in the agricultural sector than any other 

sectors like manufacturing, Fintech and so on.  

 



103 

 

In summary, these findings confirm that VCs may invest in any sectors, however, the 

agribusiness sector attracted more attention from the VC firms since it yielded more returns. 

Similarly, the results revealed that the VC firms seemingly have more priority in the 

agribusiness and manufacturing sectors. This conforms to the assertions of Puri and 

Zarutskie (2011) that VCs direct their investments to sectors with high returns from IPOs or 

trade market opportunities. 

 

Job designation of respondents 

The survey questionnaire mainly targeted Directors, Finance managers, marketing 

managers, accountants, and HR managers from the key VC stakeholders. These categories 

were considered important because the information needed for the study was confidential 

and could only be accessed from the staff at senior managerial positions, besides the 

custodians of data required for this research.  

 

Figure 5 2: Job designation of respondents 

 

Source: (Primary data, 2019-2020) 
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Figure 5.2 indicates that many of the participants were directors, representing 35% (24 out 

of 68) respondents. This was followed by finance managers accounting for 25 % (17 out of 

68), and the marketing managers at 21% (14 out 68). Accountants were 15% (4 out of 68), 

HR managers constituted 4% (3 out of 68). The majority of the respondents were directors 

because they are the ones in authority to approve access to information and reports that were 

required by the study. This was followed by the finance managers responsible for preparing 

the financial reports. The directors and finance managers positions formed 60% of the total 

respondents because they are perceived to have vast knowledge and authority of confidential 

financial information.  

 

Number of years in operation 

This section aimed at testing if the amount of years in business has a bearing on the 

profitability growth of the company. The study focused on companies from 5 - 20 years 

above as illustrated in the table below. 

 

Table 5.7: Number of years in business of respondents 

No. of years in Business Frequency Percent 

4 5.9 5.9 

12 17.6 23.5 

13 19.1 42.6 

23 33.8 76.5 

16 23.5 100.0 

68 100.0  

Source: (Primary data, 2019-2020). 

 

The analysis illustrated in the frequency table above shows that a relatively larger percentage 

of 33 %( 23 of 68) for the SMEs have operated for the period between 15- 20 years. This is 

followed by 16 SMEs in the bracket of 20 years and above, 13(17.6%) in the category of 

10-15 years and 12(16.2%) in the bracket of 5-10 years business lifetime. The small firms 

that operated for less than 5 years were only 4(5.9%) of 68 total respondents. On average, 

57.4% of the SMEs under the study have been in business for over 15 years, whereas only 

5.9% had operated for less than 5 years. The results further show that 75% of the SMEs have 

been in business for over 10 years. These results conform to those from the study done by 

Mjongwana and Kamala (2018). Drawing from these findings, it is evident that firms can 
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operate for over 15 years and not graduate to large firms or corporate companies. This is 

largely attributable to the financing gap which hampers the growth and expansion of SMEs. 

These results imply that the fund managers can invest in all SMEs without discrimination 

on the basis of years in business, but they should rather consider those with potential growth 

(Ducheneaux & Gartner, 1990). 

 

5.4 Data collection instrument & response rate 

The researcher used a 5-point Likert scale questionnaire ranging from strongly agree-5 to 

strongly disagree-1, with no opinion/neutral rated 3. The questionnaire was self-

administered to 90 respondents stratified from a total population of 300 SMEs. Participants 

were sampled from the CBD consisting of Kampala city Wakiso, Mukono, and Jinja which 

were lately granted city status. The targeted business sector for this research included the 

manufacturing and agribusiness sectors comprising the VC firms/fund managers, 

government authority and SMEs Associations. From the 90 questionnaires distributed and 

administered to the SMEs, 70 were completed and returned, while 2 questionnaires were 

found incomplete with many gaps. These were thus eliminated from the data analysis. 

Therefore, 68 questionnaires were found fit for data analysis. The computed response rate 

was 76%, which was consistent with similar quantitative research done in the field of 

corporate finance. For example, prior research on VC finance done by Memba (2011) 

revealed a response rate of 65%, while the study of (Biney, 2018) achieved 70%. The 

response rate achieved in this study thus conforms to the recommended response rate.  

 

5.4.1 Validity and reliability of data 

To validate the research questionnaire, Cronbach’s coefficient was applied to the results, 

with a 95% significant confidence level and a 5% margin of error.  

 

Table 5.8: Testing results for Cronbach’s Reliability Statistics 

Error margin Level of confidence  N of Items 

.508 .984 68 

Source: (Field Primary data, 2019-2020) 
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Table 5.8 shows a 98.4% confidence level of the survey questionnaire and a margin of error 

of 1.6% which was much lower than the estimated 5%. This approach was also used by 

(Biney, 2018). The statistical tests relied on the two-sided tests using a 0.05 level of 

significance. According to Nunnally and Bernstein (1994), a 70% confidence level of the 

research instruments is typically highly reliable. In this respect, 98.4% was an extraordinary 

score, implying the results collected for the study are highly dependable. 

 

5.5 Descriptive data analysis by research objectives  

Descriptive results which included mean scores, standard deviations and skewness scores 

were computed to assist in interpreting study results. Data used to run the descriptive 

statistics results were extracted from the 5 Likert scale survey questionnaire (Annex 1). 

These individual responses are structured according to the five research objectives as 

explained under. The variables employed to analyse the firms’ performance included sales 

turnover, profitability, ROE, ROA, and effectiveness of government regulations.  Data 

collected from the respondents companies from 2016-2018 were organized in an Excel 

worksheet and later exported to SPSS to run the descriptive frequency tables. The SPSS 

descriptive results for each of the individual responses is displayed below.  

 

Table 5.9 shows the various performance variables which the researcher used to determine 

how VC financing influences SMEs performance. To assess the influence of VC financing 

on SMEs performance, we considered a unique set of measures which have not been used 

by prior authors. Some studies by Liao et al. (2001) define enterprise growth as a 

unidimensional construct operationalized by a variety of growth measures comprising 

different performance variables. These include profitability, market stock and economic 

growth (Combs, Crook & Shook, 2005). However, these dimensions have varied effects on 

the firms’ growth because of the different capital structures. However, focus for this study 

considers mean scores above the average of 3.5 as agreement and the reverse to measure VC 

impact. 
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Table 5.9: Variables used to measure finance and performance of SME 

Descriptive Statistics 

 Performance Variables N Mean Std Skewness 

VC leads to SMEs Growth 68 3.8 0.84538 .634 

No of years in Business 68 3.9 0.76432 .556 

Market share and expansion 68 3.7 0.74549 .466 

Sales revenue and profitability growth 68 3.7 0.68279 .401 

VCs direct involvement in management  improves SMEs 

performance 

68 4.0 0.63325 .276 

SMEs find it difficult to access bank loans 68 4.19 0.52568 .601 

VC firms recorded an improvement in ROA and ROE 68 3.9 0.77536 .640 

VC’s co investment affects % profitability share for the 

entrepreneurs 

68 3.7 0.80002 .772 

VCs direct involvement in management leads to increase 

profitability 

68 3.8 0.87836 .446 

Limited knowledge about VC affects its growth 68 4.2 0.66784 .675 

Access to finance is the major obstacle for SMEs growth 68 4.3 0.82168 .303 

High interests and stringent requirements scare away SMEs 

entrepreneurs 

68 4.4 0.55016 .538 

VC firms recorded increase in ROA 68 3.6 0.73362 1.888 

Gov’t regulations do not support SMEs growth 68 2.6 1.37391 .649 

Business Entrepreneurs have limited knowledge about VC 68 3.9 0.80549 .950 

National policy framework hampers VC industry growth 67 3.3 0.97458 4.930 

Tickets/deals 68 2.1 2.22026 1.430 

Government  regulations meet the SMEs demands and 

benefits shareholders 

68 2.9 1.19582 .507 

SMEs must be availed with all information about the benefits 

of VC financing before the signing of the agreements 

68 4.0 0.71175 .345 

Uganda should implement the structural reforms to boost the 

VC industry 

68 4.2 0.58740 .910 

Source: (Primary data, 2019-2020). 
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5.5.1 Establish the relationship between VC finance and changes ROE 

ROE depicts the financial health of the firms parallel to the total shareholders’ equity in the 

company for a given year. ROE is measured by considering the benefit of each invested 

dollar into the portfolio companies. It is represented as EAT divided by the total 

shareholders’ equity, and results are represented in percentages. A higher percentage 

conveys excellent performance and vice versa. Several scholars have extensively used ROE 

as one of the worthwhile approaches for evaluating enterprise growth. The crucial aim of 

the VCs is to achieve high returns on investment and later exit the industry through IPOs 

(Learner, 2010; Gompers & Lerner, 1998). Recent literature ostensibly posits that ROE 

measurement only considers the shareholders’ interests but does not reflect on the enterprise 

risks and future cashflows of the funded companies (Brigham & Houston, 2006; Parrino & 

Kidwell, 2009). As a result, it is advisable to evaluate the net worth of the investors. On the 

one hand, the recommended returns on investment should not be less than the interest 

charged on debt-equity.  

 

The study considered the percentage of ROE to determine whether the investee companies 

outperform the non-VC funded enterprises using descriptive data processed from the SPSS 

computer-aided program. Results from the survey questionnaires indicated that 72% (49 of 

68) of the respondents confirmed that the investees’ companies registered an increased ROE 

for the 3 years after VC financing.  

 

Table 5.10: Descriptive statistics for Return on equity 

Survey Questionnaire Responses  N Mean Std. Deviation Skewne

ss 

VCs direct involvement in management  improves SME’s 

performance 

68 3.96 0.63325 .276 

VC firms recorded improvement in ROE 68 3.90 0.77536 .640 

Limited knowledge about VC affects its growth 68 4.18 0.66784 .675 

A lack of Access to finance is the major obstacle for SMEs 

growth 

68 4.26 0.82168 .303 

High interests and stringent requirements scare away SMEs 

entrepreneurs 

68 4.3 0.55016 .538 

Source: (Primary data, 2019-2020). 
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Table 5.10 shows the descriptive statistics with a mean score of 3.90 rounded to 4, and with 

a standard deviation of 0.7754. The results confirm that VC finance contributed to an 

increase in ROE for the investee companies. The respondents hailed VCs’ presence on the 

BOD as a critical factor for enterprise success. The results revealed that 65% (44 of 68) of 

the respondents reported that the VCs’ roles in their business operations contributed 

tremendously to the growth ROE.  It is therefore not surprising that the funded firms realized 

increased ROE because the ultimate goal of the fund managers is to make returns on their 

investments. Besides, they always choose early-stage firms with high growth potential 

(Tykvova, 2018; Lerner, 2010). Ideally, these firms would continue to grow with or without 

receiving VC financing.  

 

Interestingly, 87% (59 of 68) of the respondents conveyed that they were unaware of VC 

financing and lacked adequate knowledge about its availability for funding early-stage 

firms. The lack of knowledge about VC financing by the entrepreneurs recorded a mean 

score equal to 4.1765, STD of 0.6678, and skewness 0.675. The results show that the mean 

score is reliable, because the skewness measure was insignificant at 0.675. Referring to the 

questionnaire responses, it means that 59 of the respondents reported a lack of knowledge 

about VC financing. It can be concluded that this explains why the VC industry in Uganda 

has remained small despite the recognition of returns on investment. These results conform 

to the findings of (Shanti, 2018; Memba, 2011; Bruton et al., 2015). 

 

There were also other factors that were considered fundamental for the success of the SMEs. 

For instance, 93% (63 of 68) of the respondents postulated that insufficient financing was 

the main impediment for the development of start-up firms in Uganda. This question 

recorded a 4.3 among the maximum mean score and a STD of 0.82168.  In line with the 

latter, the respondents also confirmed that high-interest rates were a barrier for their access 

to bank loans. The results revealed the utmost mean of 4.4 and STD of 0.550. Combining 

the responses for lack of access to finance and high interests charged on loans helps to 

explain why the SMEs in Uganda have failed to grow and expand. Gompers and Lerner, 

(1998) confirm that high interest rates influence the supply of VC investment in the country. 

A higher interest rate on the capital gains definitely scares away VCs from investing in the 

country, which affects the VC investment in the country. This implies that if the interest 

rates go up, the VCs’ appetite to invest in the existing and new entrepreneurship ventures 
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will dwindle. This will slacken the willingness to provide VC finance to early-stage firms. 

Finally, recent literature discloses that there is a direct relationship between VC finance and 

interest rates; the two are positively correlated (Felix et al., 2007). Gompers and Lerner 

(1998) elucidated that the fluctuations in the rate of taxes influences the demand for VC 

finance, since a decrease in taxes on the capital gains, leads to an increased supply of VC 

investments. 

 

5.5.2 To assess whether VC financing to SMEs contributes to revenue growth 

Sales revenue is a prime driver of a firms’ financial health and it is used by many 

policymakers and business experts to measure business performance. Prior authors from the 

developed countries and a handful from the emerging markets have found a sales revenue 

metric suitable for evaluating the impact of VC finance on the portfolio companies 

(Gompers & Lerner, 1998; Baraka & Anyieni, 2018; Biney, 2018). Using the sales revenue 

parameter, a firms’ performance bears a positive association to sales tenacity, value- add, 

and the corporate strategy of the firm. Furthermore, sales turnover may assist the firms to 

enhance their R&D investment and monitoring (Alemany and Marti, 2005; Puri and 

Zarutskie, 2011; Blackburn, Hart and Wainwrigh, 2013).  

 

Table 5.11: Questionnaire responses about growth in sales for the VC-backed firms 

Survey Questionnaire Responses Frequency Valid Percent 

Disagree 5 7.4 

Neutral/no opinion 15 22.0 

Agree 41 60.3 

Strongly Agree 7 10.3 

Total 68 100.0 

Source: (Primary data, 2019-2020). 

 

Discussing results in Table 5.11, 71% (48 of 68) of the respondents accepted that the 

increase in sales revenue was a result of VC financing from 2016 to 2018. The momentous 

increase in sales was attributable to market share expansion, escalated by the VCs presence 

in the business operations. It was also evident that the investees’ companies were able to 

perform R&D which enhanced the employees’ skills, hence increasing labour productivity.  
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The researcher also computed extra descriptive statistical results to measure the mean & 

standard deviation scores for sales revenue, VC finance, and the market share expansion to 

augment the above results. 

 

Table 5.12: Descriptive Statistics for annual sales growth, VCs direct involvement and 

market share 

Survey Questionnaire Responses  N Minimum Maximum  Mean  Std. Deviation 

Sales revenue growth 68 2 5 3.7 0.68279 

VC leads to SMEs Growth 68 3 5 3.8 0.84538 

Market share and expansion 68 2 5 3.7 0.74549 

Valid N (listwise) 68         

Source: Primary Field Data 

 

Table 5.12 indicates an average score of 3.7 and STD of 0.68279. This mean score was 

above the accepted average of 3.5 denoted for agreeing. Considering the mean score of 3.7, 

there is evidence to believe that VC finance enhances sales revenue growth for the investees 

companies. The above results demonstrate that VC financing is a precursor for annual sales 

growth for the funded companies. Gompers and Lerner (1998) found similar results. 

Therefore, government efforts geared to make access to VC financing easy may translate 

into the growth of the SMEs sector characterized by finance deficiencies.  

 

In estimating the annual sales turnover, the researcher used the market share as a control 

variable for unobserved bias. The normality tests were performed from the selected samples 

explained by the skewness scores. Sekaran, (2003) states that the normality scores that fall 

between -2 to 2 for the skewness test and again -3 to 3 for Kurtosis, imply a degree of 

normality thus signifying that the sample is adequate.  

 

5.5.3 Determine the extent to which VC finance contributes to the profitability 

growth of SMEs 

The financial strength and success of an enterprise is usually assessed by its capacity to make 

sufficient profits which enlarges the value of invested capital to meet its financial obligation 

as a going concern. Several methods are used to measure business performance, however, 

the profitability ratio has been extensively used as the most popular and dependable 
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approach compared to other methods (Myskova & Hajek, 2017). The VCs look for firms 

that already have demonstrated growth potential therefore firms generating profits have 

higher opportunities for acquiring VC financing. Struggling firms may not survive the 

screening stage (due diligence) to get funded. Profitability ratios do not only serve the 

interest of the internal users of the financial statements but also assist to match the growth 

rate of diverse firms in a similar business sector.  

 

This study used a profitability ratio to compare the growth of the VC-financed enterprises 

and non VC-financed enterprises in the agribusiness and manufacturing sectors. Given the 

different taxes charged for the different sectors, this study used net profit before interest and 

tax (EBIT) for a fair comparison. Using profit after interest and taxes (EAT), the outcomes 

may be relatively diverse owing to the influence of interest and tax expenses. A company 

that earns higher profits implies better performance and efficiency parallel to other 

companies in a similar business sector. The researcher, therefore, compared whether the VC-

backed firms outperform the non VC –backed firms in the agribusiness and manufacturing 

sectors considering their profitability for the last three years. 

 

Figure 5.3 shows the results extracted from the survey questionnaires describing the 

profitability trends of the VC-financed enterprises proceeding VC financing. Results from 

Figure 5.3 reveal that 68% (46 of 68) of the respondents’ companies registered increased 

profits after VC financing. However, a good profitability ratio depends on a combination of 

factors ranging from increased annual sales, better ROA, and reasonable interest rates and 

taxes. 
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Figure 5 3: Questionnaires responses for the increase in profitability for VC backed 

firms 

  

Source (Primary data: 2019-2020). 

 

The study also attempted to measure the results using measures of central tendencies 

including mean and standard deviation. 

 

Table 5.13: Descriptive statistics for profitability 

 N-=68 Mean STD 

Market share and expansion 68 3.7 0.74549 

Sales revenue 68 3.7 0.68279 

VCs direct involvement in management 

of VC-backed firms  

68 4.0 0.63325 

SMEs find it difficult to access bank 

loans 

68 4.2 0.52568 

VC finance  increased profitability 68 3.8 0.87836 

Source: (Primary data, 2019-2020) 

 

As seen in Table 5.13, respondents reported an average score of 3.8 and STD 0.87836 which 

denotes agreeing to the question asked if VC finance leads to increased profitability of the 

recipient companies. Given these results, VC finance is a reality in fostering the profitability 

growth of portfolio companies. A large body of literature posits that VCs' presence on the 

BOD of the VC-financed enterprises largely explains their improved performance and 

growth. This belief was reinforced by a high mean score of 4.0 and a STD of 0.6333. 
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Similarly, market share expansion of the firm is an indicator of growth, because companies 

with a large market share often outcompete those confined in the local markets.  

 

Empirical results extracted from the survey questionnaire revealed that a good number of 

the VC-funded companies recorded tremendous expansion in their markets. This was due to 

increased demands for their products on the East African Common market and some 

exported their products to the European market. For this study, the researcher relied on the 

operating profits to mitigate any inconsistencies in the results arising from the diverse 

interest rates and taxes. On the face value, it cannot be denied that VC financing is a 

precursor for the encouraging profitability growth of the portfolio companies. 

 

5.5.4 Evaluate the extent to which VC relates to return on asset growth of SMEs 

(ROA) 

ROA is one of the financial performance metrics commonly used by academics and 

entrepreneurs to evaluate the financial liquidity of the company. It assists management and 

other users of financial statements to depict how best the firm can use its assets to generate 

revenue.  ROA is computed by dividing profit after interests and taxes by the total assets. 

However, it was vital to shed more light on ROA, as it is dependent on the nature of the 

business enterprises. Labor-intensive firms attract a higher return on assets, whereas capital 

intensive firms (as seen in the manufacturing sector) may deliver a much lower ROA due to 

the large asset base used in the production process. 

Figure 5 4: Questionnaire responses regarding the increase in Return on Assets 

Source: (Primary data, 2019-2020). 
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Figure 5.4 indicates that 91% of the respondents reported increased ROA, post-VC 

investment. The majority of the VC-funded companies acquired more assets to meet the 

increasing demand for their products. The study results indicated that the VC backed firms 

recorded a much higher percentage in asset growth compared to the non VC-funded 

enterprises. The agribusiness sector reported a higher ROA than the manufacturing sector 

due to a much smaller asset base procured in the first year of VC to increase productivity. 

Profitability is evaluated by ROA represented as a ratio of net income (EAT) over the total 

assets of portfolio companies. The ROA ratio assists management to measure the capability 

of the total assets in generating revenue, thereby identifying non-performing assets for 

disposal. 

 

5.5.5 The extent to which the effectiveness of government regulation affects the 

performance of SMEs 

Earlier research on government regulations has essentially focused on large firms in 

developed countries, but less has been reported about government regulations in stimulating 

the performance of small firms in developing countries. Regulations are policies and 

procedures implemented by the government, backed up by virtual hazards or consequences 

in the form of penalties, repeatedly directed to the business enterprises (OECD, 2012). In 

this section, government involvement to encourage the growth of the VC market is 

discussed. This is often conducted through the design of a supportive regulatory policy 

framework. Recent studies posit that developing a VC market, necessitates a legal 

framework that safeguards the interests of business entrepreneurs, VCs, and the government 

agenda to accommodate the investment uncertainties. (Gompers & Lerner, 1999; Metrick 

&Yasuda, 2010). This research attempted to fill these identified drawbacks by evaluating 

the effect of government regulations on the performance of the SME sector using the 

responses from the completed survey questionnaires. The researcher asked the respondents 

to give their comments about the concern that government regulations do not support SMEs 

growth. 

 

According to the outcomes from figure 5.5, 62% of the respondents disagreed about the 

statements that government regulations do not encourage the growth of the SME sector. A 

sum of 42 of the 68 respondents conveyed that government regulations are supportive in 
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terms of enhancing the growth of the small firms. However, the researcher also considered 

the views of 38% of respondents who indicated negativity about government regulations. 

This is further debated in one-on-one interviews with the key VC stakeholders to ascertain 

the pitfalls of the regulatory framework in stimulating the SMEs performance. Referring to 

the responses obtained, the findings uncover that government regulations encourage the 

growth of early-stage enterprises. 

 

Figure 5 5: Questionnaire responses for an assessment about government regulations 

do not support the growth of SMEs 

 

Source (Primary data, 2019-2020). 

Furthermore, the researcher performed a descriptive data analysis of annual sales, 

government regulations, and regulatory frameworks, to evaluate responses in terms of either 

agree or disagree, to assist in further inferential tests. 

 

Table 5 14: Measurement of Effectiveness of Government regulations using 

Descriptive Statistics 

Questionnaire survey responses N Mean Std. 

VCs co investment affects(CIFs) % profitability share for the 

entrepreneurs 

68 3.7 0.80002 

VCs direct involvement increases profitability 68 3.8 0.87836 

Gov’t regulations hamper SMEs growth 68 2.6 1.37391 

Regulatory Framework hampers VC market 68 3.3 0.90785 

Source: (Primary data, 2019-2020). 
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From the results in Table 5.14, the government regulatory framework hampers VC market 

recorded an average score of 3.3 and SD 0.9079. An average response rate of 2.6 and SD of 

1.37 was obtained for the question stating that government regulations hampers SMEs 

growth. As illustrated in the Table 5.14, the results for the two variables were below the 3.5 

benchmarks for agreeing. Therefore, the respondents were not in agreement that government 

policies and the regulatory framework hampers the growth of the small firms. Based on these 

results, there is evidence to conclude that government regulatory policy encourages the 

growth of the VC-funded firms. These findings were consistent with the study of (Baldock, 

2016; Bertoni & Tykvova, 2015).  

 

Besides, results show a mean score of 3.8 and SD 0.87836 for VCs direct involvement 

increases profitability. About 65% of the respondents agreed that VCs involvement in 

running early-stage firms contributed to the profitability growth of the portfolio companies 

preceding VC financing. Finally, the mean score for annual sales is 3.7 rounded to 4, 

indicating that government co-investment contributed to the annual sales growth of SMEs.  

 

5.5.6 Summary of descriptive statistics  

The study measured SMEs performance by testing how the performance variables including 

ROE, sales revenue, profitability, and ROA and government regulations change with VC 

financing. The responses from the survey questionnaire showed that 72% (48 of 68) of the 

respondents reported increased ROE after VC financing. These descriptive statistics results 

in Table 5.10 indicate a mean score of 3.90 and STD of 0.775. Given that the study average 

scale for agreeing was set at ≥3.5, these outcomes suggest that VC financing contributed to 

an increase in ROE. As it is seen from the results, it can be concluded that VC finance 

contributed to an increase in ROE for the investee companies. 

 

Besides, the study also found that 65 % (44 of 68) of the respondents reported that VCs’ 

roles in the business operations of the funded firms contributed tremendously to the growth 

of ROE. These results are reinforced with a mean score of 3.96 and STD 0.633. This 

confirms the role of the VCs involvement in the business operations of the funded companies 

in contributing to the growth in ROE. Moreover, 87% of the respondents did not have 

adequate knowledge about the availability of VC as alternative funding for early-stage firms. 

This was one of the questionnaire items that reported a higher mean of 4.177 and STD 
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=0.668. These results conform to the findings of Shanti (2018); Memba (2011); Hisrich 

(2015). Yet again, 93% (63 of 68) of the respondents reported a lack of access to finance as 

the main obstacle for the survival and success of the start-up firms. The preceding outcomes 

are sustained by the results of the descriptive statistics in Table 5.10 showing a mean score 

of 4.397 and STD = 0.055. This part illuminates the reason why the VC industry in Uganda 

has remained small despite recognizing high returns on investment. The descriptive results 

also reveal that finance deficiencies and rigid bank loan interests have hampered the growth 

of the SME sector. Gompers and Lerner, (1998) further confirmed that interest rates 

influence the supply of VC investment in the country. 

 

The study also exposes that 71% of the respondents confirmed improved sales revenue from 

2016 to 2018 following VC financing. The momentous increase in sales was attributable to 

market share expansion which recorded a mean score of 3.7 and STD = 0.746 as illustrated 

in Table 5.12. It was also reported that market expansion was escalated by the VCs presence 

in the business operations. It was also evident that the investees companies were able to 

perform R&D which enhanced the employees’ labour productivity. Considering these 

results there is evidence to believe that VC finance enhances sales revenue growth for the 

investees companies. Prior scholars reported similar results that support this study (Gompers 

& Lerner, 1998). Therefore, policymakers and practitioners need to ensure that there is a 

steady VC supply to early-stage enterprises with potential growth so as to mitigate the 

recurring financing gap of SMEs in the emerging economies. This is because it has been 

proven beyond reasonable doubts that VC financing is a practical solution for boosting the 

SME sector growth. 

 

The study also finds evidence to support VC finance in fostering the growth of the funded 

companies. In total, 68% of the respondents confirmed that the growth in the profitability 

ratios of the funded company was realized after receipt of VC investment. The results show 

a mean of 3.8 and a STD of 0.07836 which validates the hypothesis that VC finance 

encourages the growth of the investee companies. Empirical results extracted from the 

survey questionnaire revealed that a good number of the VC-funded companies recorded 

tremendous expansion in their markets due to increased demand for their products on the 

East African Common market, while some had to export their products to the European 
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market. These business transactions helped to improve the company’s image to the outside 

business fraternity, hence increasing the annual profitability. 

 

The descriptive data analysis reveals that 62% of the respondents conveyed good Return on 

Assets (ROA). However, the study finds that agribusiness attracted more ROA because they 

are labour-intensive with minimal need for a big asset base, unlike the manufacturing sector 

which is capital intensive. Therefore, the higher the asset base the lower the ROA. Because 

when total revenue is divided by the value of the total asset, this yields a lower percentage 

thus low ROA. Finally, 63% of the respondents mentioned that government regulations are 

supportive in terms of enhancing the growth of small firms. Referring to the responses 

obtained, the findings reveal that government regulations encourage the growth and success 

of the early- stage enterprises. When all is said and done, the descriptive statistics disclose 

that VC finance enhanced the growth of the VC-financed enterprises, this was witnessed in 

sales revenue, ROE, ROA, profitability. Government regulations were proven to foster the 

growth of the SMEs.  

 

However, these results are not conclusive, as the study conducted extra empirical tests using 

regression analysis, ANOVA analysis, and correlation analysis to ascertain the relationships 

between VC financing and SMEs performance as independent and dependent variables 

respectively. These are discussed in detail in the next subsections segmented according to 

the research hypotheses. 

 

5.6 Venture capital financing and SME performance 

This subsection debates the different empirical tests performed in analysing collected data 

using SPSS software. The SPSS software was chosen because it has inbuilt formulas that 

help to determine and statistically calculate and test the results of a quantitative study. 

Empirical results are categorized into two central portions. The primary portion emphasizes 

quantitative data analysis of the sample. The second segment discusses the focal findings 

from the semi structured interviews held with the respondents from the VC market, for 

instance, business entrepreneurs/ managers, senior management staff, VCs/ fund managers, 

government agencies and SME associations. The study relies on the analysis of variance 

(ANOVA) and Pearson correlation coefficients to test the alternative hypothesis to ascertain 

if there is a significance level of variability when the response variables are regressed on the 
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predictor variables, in this case VC finance and VCs involvement on the BOD of the 

portfolio companies. 

 

5.6.1 Hα1: VC finance contributes to increasing in Returns on Equity (ROE) for 

VC-backed firms 

ROE is defined as the ratio of an enterprise’s annual EAT over total shareholders’ equity. It 

can also be referred to as the total firm’s assets minus debt. ROE is used by the fund 

managers to assess the efficiency of management and how effectively they use the company 

assets to generate returns on equity shares. Since the goal of the fund manager is to maximize 

returns and increase their wealth, the management of investee companies must ensure good 

returns go to the VCs to maintain consistent funding for their companies. Otherwise, VCs 

may grandstand the early-stage firms to easily recover their returns on investment (Tykvova, 

2018; Hill, Jones & Schilling, 2015). Metrick and Yasuda (2011) agree that the principal 

purpose of the VC firms is to reap high financial returns from their investments. The 

performance of any firm entirely relies on the capacity of the entrepreneurs/managers’ 

control of the company assets, liabilities and capital (Madura, 2015). The empirical literature 

suggests that an ROE of 20% is considered adequate (Bloomsbury, 2009). 

 

Using Pearson correlation coefficients analysis to evaluate the relationship between ROE 

and VC finance 

After delivering a synopsis of the rationale for ROE to a company, the researcher ran the 

correlation tests which results are shown in Table 5.15 to test the hypothesis that ROE is 

influenced by VC finance. 
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Table 5 15: Correlation coefficient Tests between the Returns on equity and VC finance  

 Pearson correlation Coefficient VC Finance  ROE 

VC Finance 

Pearson Correlation 1 .423** 

Sig. (2-tailed)   0.000 

N 68 68 

 ROE 

Pearson Correlation .423** 1 

Sig. (2-tailed) 0.000   

N 68 68 

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

*. Correlation is significant at 0.05 level (2-tailed). 

Source: (Primary data, 2019-2020). 

 

Results in Table 5.15 show a correlation coefficient of (r= 0.423, p<0.000) describing a 

strong association between ROE and VC finance. The correlation is significant at ** p<0.01 

and *p<0.05. The test results show P- values at 0.000 which is below p<0.01. The results 

also suggest that 42.3% (0.423) of the changes in sales revenue is explained by the use of 

VC finance. As it is seen from the results, ROE is certainly related to VC financing. This 

implies that an increased VC investment into the investee companies leads to a 

corresponding increase in the ROE. In particular, firms that received VC financing 

recognized higher ROE compared to non VC-financed enterprises. The outcomes of this 

study are consistent with prior study of Chemmanur et al., (2009) who found higher growth 

and efficiency for portfolio companies after VC financing when compared to the non VC-

financed companies. The increased growth and efficiency for the VC- backed firms were 

squarely attributable to value addition and monitoring from the VCs. Prior scholars also 

disclosed that value addition to the investee companies is essential for VC investment 

because it differentiates it from other sources of funds (Lerner, 2013; Gompers, 2020).  

 

However, the ROE on equity is also influenced by the prevailing country tax policies. For 

example, capital gains tax may scare away the fund managers to invest in the country, while 

a favourable tax system inspires the investors to intensify VC funding into the early-stage 

ventures, thereby contributing to national economic growth (Gompers and Lerner, 1998). 
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5.6.2 Hα2: VC finance contributes to SMEs sales revenue growth.  

The researcher gathered data from both the audited and unaudited financial reports of the 

respondent companies. The sales revenue values are reported in the income statements. In 

order to evaluate the connection between VC finance and a change in sales revenue, the 

researcher ran correlation coefficient tests involving time series data from 2016- 2018. 

 

Measuring revenue growth using financial ratio analysis 

To be able to compare the annual sales revenue figures, the researcher extracted the figures 

from the completed and returned survey questionnaires. These values were matched with 

sales values in the financial reports from 2016 to 2018. However, due to the sensitivity of 

the financial information, only 50 respondents out of 68 provided the financial reports. This 

constituted 74% responses. Conversely, the respondents who did not offer financial reports 

provided the annual sales values by completing the open-ended questionnaires. According 

to Mugenda and Mugenda, (2003), 70% return of sample results are excellent for data 

analysis. The collected financial reports comprised 24 VC-financed enterprises (treated 

variables) and 26 non VC-financed enterprises, because the study focus was to examine how 

VC influences the growth of small firms. Results show that 92% (24 of 26) of the 

respondents provided the financial reports to authenticate the financial data in the survey 

questionnaires. Some of those who offered the financial reports asked the researcher to sign 

non-disclosure agreements (NDA). It is important to underline that the revenue values for 

the 18 companies were not validated because they did not provide the financial reports. 

 

Table 5 16: Comparison of Annual Sales Revenue of investee companies and non-

funded companies from 2016- 2018 

  VC-BACKED FIRMS  NON VC FUNDED COMPANIES 

ANNUAL 

SALES 

REVENUE  

N=68 Max (UGX 

(000) 

Min(UGX 

(000) 

Mean 

UGX (000) 

Max (UGX 

000) 

Min UGX 

(000) 

Mean 

UGX (000) 

2016 68 18,029,053 4,507,263 5,199,375 4,623,000 1,248,367 1,763,033 

2017 68 17,000,000 7,990,000 6,153,138 4,956,000 1,883,280 2,087,409 

2018 68 13,965,874 6,522,063 6,230,299 5,427,000 2,241,351 2,053,086 

Source: (Primary data, 2019-2020). 
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Table 5.15 shows the VC-backed companies reported a much higher sales turnover across 

all the 3 years from 2016 to 2018 compared to their counterparts the non VC backed 

companies. The year 2015 was used as the base year denoted as zero. And then 2016, 2017, 

and 2018 were represented as years 1, 2, and 3 for comparison of sales revenue growth post-

VC investment. Results show that in 2016, the VC-financed enterprises recorded a 

maximum sales turnover of UGX 18,029 billion (US$4.93 million) compared to UGX 4,507 

billion (US$1.24 million) for the non VC recipient enterprises. The study unveils that the 

VC-financed enterprises performed better than the non VC-recipient companies by four-

fold. On the face value, the sales volume appears bigger compared to that of the non-funded 

companies. But these results reflect the performance of a single company, by selecting the 

highest and lowest revenue values which may not represent the actual performance for all 

the firms. 

 

Against this background, a further analysis using the mean was performed; the findings show 

a mean of UGX 6.23 billion for the VC-funded companies compared to UGX 2. 053 billion 

for the non-funded companies in the same year 2018. As showed by these results, companies 

which embraced VC financing outstripped the non VC- financed enterprises by three fold 

across all the years from 2016 to 2018. Empirical studies reported similar results confirming 

a remarkable increase in sales revenue preceeding VC financing (Chemmanur et al., 2009; 

Gompers & Lerner, 1998; Memba, 2011; Biney, 2018).  

 

Moreover, the portfolio companies became more aggressive in pursuing R&D, market 

expansion, and became innovative with more valued brands (Kortum & Lerner, 2000). 

Besides this, the investee companies realized market share expansion stretching to a regional 

level of the East African community and to a small extent the European market, especially 

for agribusiness products. 

 

In a bid to meet the increased demands for orders from the regional market, the VC-backed 

firms were compelled to open up national branch offices and recruit technical staff to oversee 

the production, financial, and marketing aspects. By so doing, this created more jobs, and 

we can therefore, affirm that the VC- backed firms created more jobs. Memba, (2011) 

presented similar findings from her study. In this regard, SMEs need to capitalize and expand 

and the VC financing model is a suitable solution to mitigate the financing gap. Enormous 
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extant literature has hailed VC financing for fostering SMEs growth in several advanced 

economies for instance the US, UK, Australia, Canada, Israel, China to mention a few. 

Africa has also been cited as the priority continent for VC investment in the current decade 

because of the invaluable growth exhibited by Nigeria, Kenya, South Africa, Ghana, 

Uganda, and Egypt among others. All in all, the study reveals that the investee companies 

outperformed the companies that did not receive VC financing by threefold in terms of 

annual revenue growth.  

 

 

 

Correlation coefficient tests to determine the impact of VC finance on Sales revenue   

Pearson correlation coefficient tests were conducted to determine if VC finance 

(independent variable) influences the sales revenue for the portfolio companies. The results 

were generated from SPSS because it is easier to produce results from raw data. In running 

the correlation tests, sales revenue is the dependent variable and VC finance is the 

explanatory variable to evaluate the relationship between the two variables. 

 

Table 5 17: Correlation test results between VC financing and Sales Revenue Growth 

for VC backed firms 

Pearson Correlation Coefficient Venture 

capital 

 Sales revenue 

growth 

Venture capital Pearson Correlation 1  .435** 

Sig. (2-tailed)   .0.000 

N 68  68 

Sales revenue 

growth 

Pearson Correlation .435**  1 

Sig. (2-tailed) 0.000   

N 68  68 

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

*. Correlation is significant at the 0.05 level (2-tailed). 

Source: (Primary data, 2019-2020). 

 

Table 5.17 displays a strong positive correlation coefficient of (r= 0.435, p<0.000) as the p 

< 0.001. Correlation coefficient is significant when ** p<0.01 and *p<0.05. The test results 

are below p<0.01, this evidence therefore confirms that sales revenue is related to VC 

financing. Particularly, firms that received VC financing recognized higher sales revenue 
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because 44% (0.435) of the changes in sales revenue is explained by the use of VC finance. 

These results conform to prior studies and literature reviewed in chapter three of this thesis. 

For instance, Lerner (2008) found a substantial increase in employment and sales revenue 

growth for the SBIR program compared with their counterparts which missed out on the US 

SBIR assistance. Gompers and Lerner (2001) alluded that VC funded firms grow faster, 

have sound financial performance, decent governance structures, and are very innovative 

with high opportunities of going public (IPOs) compared with the non-VC funded industries. 

By and large, VC financing has been considered by both academics and practitioners as the 

utmost feasible funding model for early-stage firms compared to bank loans. In reality, it 

has been repeatedly illuminated by earlier literature that VC financing considerably 

underwrites the success of early-stage entrepreneur ventures (Gompers and Lerner, 2001). 

 

However, sales revenue as a measure for firms’ performance must be used with caution, 

because it is not always true that higher sales translate into profits. The company may be 

over trading with bigger sales volumes but without making profits. Interpretation of results 

with other associated parameters for instance ROA, market expansion, and innovation may 

satisfy the results. Besides this, VC finance alone may not boost SMEs growth, but the 

involvement and invaluable support of the VCs are central to sales revenue growth and add 

value to the investors' companies in terms of marketing strategies, innovation, and 

governance. This partly explains the increase in sales volume because of their superior skills 

and diverse experience in the VC industry. In addition, Cook (2002) disclosed availability 

of finances to the company may not translate into increased sales revenue, but it is vital for 

an enterprise to engage in organized marketing strategies, pricing policy, R&D, experienced 

management among others to enhance sales growth.  

 

5.6.3 Hα3:  VC finance contributes to the profitability growth of SMEs 

This study employed a multiple regression model to measure if there is any relationship 

between profitability and VC financing. The multiple regression model was selected due to 

the discrete nature of the study variables. As discussed in the earlier section of descriptive 

statistics, profitability is perceived to be the best measure of a firms’ performance since it is 

the ultimate goal for setting up a business. Survival and growth of the business are entirely 

dependent on its capacity to generate sustainable profits (Madura, 2015).  
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Financial ratio analysis to evaluate the profitability growth of VC- backed and non VC-

backed SMEs  

Data was collected from the audited and unaudited financial reports to compare if the VC-

financed enterprises outperformed other companies in the similar industry. 

 

Figure 5 6: Profits before Interest and Tax for VC-financed enterprises compared with 

the non VC-financed enterprises from 2016 to 2018 

Source (Primary data, 2019-2020). 

 

Figure 5.6 reveals that the VC-financed companies realized much higher profits of between 

30%- 50% compared to 15% -24% for the non VC-financed enterprises. The highest profits 

were reported in year three, where the VC-backed firms realized 50% as compared to 24% 

for the non VC-backed firms. The VC recipient companies outperformed the companies 

financed by other sources by two times. The study adopted the operating profit to take care 

of any differences in tax rates charged to the different sectors. For instance, the agriculture 

business benefits from the zero-rated products, whereas the manufacturing sector has 

priority for the content law policy, where industries producing 80% products for export, 

qualify for a tax waiver for 5 years.  As seen from the results, there is enough evidence to 

confirm that increasing VC financing to the early-stage firms contributed to profitability 

growth. Therefore, for entrepreneurs in need of patient capital to grow their enterprises, VC 

financing is a suitable alternative to fill the financing gap. Whereas there might be other 

objectives for setting up a company, the major objective is to make reasonable profits, 
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because it is the most vital financing source for a business (Fitzsimmons, Steffens and 

Douglas, 2005). 

 

Using model summary and ANOVA test to measure the level of significance of VC finance 

on the firms’ profitability 

In a demand to observe the effects of VC financing and VCs’ involvement on the BOD of 

the portfolio companies as the predictors’ variables on SMEs’ performance as the response 

variable, the study measured the significance and goodness of fit of the model using the 

analysis of variance (ANOVA) test. The alterative hypothesis was tested to ascertain if VC 

finance and VCs’ involvement in the portfolio companies lead to growth in profitability of 

the VC-backed firms. 

 

The ANOVA table is applied to estimate the coefficient of multiple determination.  R2 must 

at all times be between 0 and 1.0, all-encompassing. The closer of R2 to 1.0, the stronger 

the association between Y and the set of independent variables, x1, x2 ….xk. 

In order to examine the validity of multiple regression model a universal test need to be 

performed to ascertain if all the predictor variables have regression coefficients equal to 

zero, or if the illuminated variance is not due to a random. The alternative and null 

hypotheses are formulated as follows: 

H0=B1=B2=0  

H1=all B coefficients are equal 0 

 

Table 5 18: Regression model summary between profitability and VC financing 

Dependent Variable:    Profitability growth   

Source Type III Sum of 

Squares 

df Mean Square F Sig. 

Mean square 10.695a 3 3.565 6.435 .000 

Residual 20.540 65 .316   

Total 31.235 68    

a. R Squared = .342 (Adjusted R Squared = .289) 

Source: (Primary data, 2019-2020). 

 

The outcomes of the multiple Linear regression model indicates a significant positive 

relationship between VC financing and profitability with the P-value at 0.000, which is far 
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less than the 5% significant level. R2 = .0.342 and adjusted R squared = 0.289, this implies 

that the model is well fitted. It can therefore be deduced that the variations in the dependent 

variable (profitability) of VC funded companies of 34.2% can be explained by a unit increase 

in VC financing. These results are in conformity with the study of Paglia and Harjoto (2014); 

Biney (2018); Kwame (2017).  Conversely, some scholars criticize the profitability method 

in measuring business performance because it is restricted to past performance and an 

unrealistic approach of treating depreciation and amortization, as part of the annual 

expenses, yet they do not involve any direct cash flows.  

 

Considering the times series data collected for the last three years (2016-2018), it can be 

expected that the results might yield autocorrelation. The study used Durbin- Watson 

statistics tests. It assumes that values vary from 0 to 4. If the df tends to 0 it depicts auto 

correction of the results (Cooper & Schindler, 2014). As can be seen from the output data, 

d=2.380, implying there is an absence of any problem of collinearity hence results do not 

influence the validity. 

 

Table 5 19: Using Analysis of Variance (ANOVA) test to measure the level of 

significance of predictor variables on the firm’ profitability. 

ANOVA Analysis  

Model Sum of Squares df Mean Square F Sig. 

1 Regression 6.435 3 2.145 5.536 .002b 

Residual 24.800 65 0.3815     

Total 31.235 68       

a. Dependent Variable: profitability growth 

b. a. Predictors: (Constant), VC co-investment, VC leads to SMEs Growth, VCs direct involvement in 

management 

Source (Primary data, 2019-2020). 

 

Based on the results from the ANOVA test from Table 5.18, the F-value (3, 2.145) =5..536 

and a significant value of 0.02 which is much less than the 5% level of significance for the 

regression, implies that there is a significant positive relationship between the firms’ 

performance (sales turnover, ROE, profitability, ROA and gov’t regulations) as dependent 

variables and VC finance, VCs’ direct involvement in management and government Co- 

investments as the predictor variables. By relating the F-values, the results suggests that it 
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is unavoidable to agree to the alternative hypothesis, implying that not all regression 

coefficients are equal to zero. This auxiliary suggests that there occurs a significant relation 

between the response variable (profitability) and explanatory variables (VC finance). In 

summary, the SMEs that received VC finance registered improved profitability as compared 

to the non VC-backed firms. Based on these findings, there is evidence to suggest that VC 

financing contributed to the profitability growth of the VC backed firms by 34, 2%. These 

results are different from the study of Rosenbusch, Brinckmann and Muller (2013), who 

found that VC finance does not enhance the profitability of the funded firms.   

 

In the middle of the criticism of this method, many authors have recognized it as the most 

outstanding way of measuring business performance (Gibson, 2012). It can be concluded 

that the use of VC finance is highly related to profitability, implying that a firm must be able 

to generate profits.  Early-stage firms that can demonstrate the capacity to generate profits 

have higher chances of attracting VC financing because this is the area of interest for any 

prospective investors. Because the fund managers primarily depend on the profitability of 

the firms as an indicator for the financial health of growth potential companies. No investor 

would want to be associated with the failing firm which does not show profits in the 

statement of financial affairs (& Hajek, 2017).  

 

Finally, SMEs which can maintain the health profitability ratio culminate into a higher 

opportunity to access VC finance and inspire increased funding which ultimately stimulates 

enterprise performance. The point to make here is that the ability of the firm to make profits 

depends entirely on a set of factors, but the most important of all is the superior skills of the 

management team. Topical literature suggests that VC firms with experienced fund 

managers yield higher returns. Analysis of the descriptive results showed that 90% of the 

respondents reported increased profitability attributable to the VCs involvement in their 

business operations (BOD seats). The other fundamental aspect is the total assets of the 

company and how they can be deployed to generate profits. As such, for the company to 

grow, it is incumbent upon management to ensure sustainable profits today and in the future.  

 

5.6.4 Evaluate the extent to which VC relates to return on asset growth of SMEs 

The ROA ratio assists management and the investors to assess the average profits generated 

by each value of assets. It is one of the popular metrics applied to evaluate business 
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performance. The ROA is usually different depending on the business sector, for instance, 

capital intensive industries in nature would have less ROA compared to the labour-intensive 

industries. More accurately, the agribusiness attracts more ROA compared to the 

manufacturing sector (Tycho Press, 2013). ROA can show to management how much 

revenue is generated by the different set of company assets and it has the advantage of 

depicting the profitability trend of the business enterprise. Recent studies suggest that a ROA 

ratio of 1.2 to 1.4 is excellent (Goel, 2014). Therefore, business entrepreneurs must strive to 

engage efficient approaches that increase returns to the shareholders’ equity to allow 

sustainable growth in profits (Hill, Jones; & Schilling, 2015). 

 

Using the Pearson Correlation Coefficient to determine the relationship between ROA 

and VC finance  

In measuring the ROA, the researcher ran the Pearson correlation tests to determine if there 

was any relationship between ROA and VC financing. 

 

Table 5 20: Pearson Correlation tests between ROA and VC finance  

Tests conducted using Pearson Coefficient  Venture capital ROA 

Venture capital Pearson Correlation 1 .336** 

 Sig. (2-tailed)  .005 

 N 68 68 

 ROA Pearson Correlation .336** 1 

Sig. (2-tailed) .005  

N 68 68 

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

*. Correlation is significant at the 0.05 level (2-tailed).of (P<0.05).  

Source: (Primary data, 2019-2020) 

 

As shown in Table 5.20, the test results display a correlation coefficient of (r= 0.336, p≤0.05) 

designating that there is a positive relationship, as p ≤0.05. It can therefore be concluded 

that 33.6% (0.336) of changes in ROA can be explained by the use of VC finance. 

Particularly, firms that received VC financing recognized higher ROA than their non VC-

financed enterprises. Kwame (2017) concurs with these results. Thus, the ROA ratio is very 

indispensable to the company because it helps management to evaluate and match the 

company’s financial performance to its competitors in a comparable business. 
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Empirical studies suggest that capital-intensive enterprises attract a high value of fixed 

assets which may generate lesser ROA due to holding onto more performing assets. This 

may only be appropriated provided the assets produce high net income. A higher percentage 

of ROA depicts a sound financial health of an enterprise represented by its asset base’s 

capacity to produce profits with each dollar invested. On the one hand, a dwindling ROA 

might indicate over-investment in the assets, or evidence of some of the assets not being 

productive in supporting revenue growth, which is an indicator of a failing business 

(Bloomsbury, 2009).  Despite the appealing results of ROA, it is worth noting that ROA 

assets might not yield reliable and valid results when the interpretation of the findings does 

not consider other critical factors like net income and assets. However, when all are 

integrated, they deliver a detailed account of the company to end users of the financial 

statement (Tycho Press, 2013). 

 

5.6.5 Objective Five: Effectiveness of government regulation affects the performance 

of SMEs 

The study used the regression model summary to measure the effect of the predictor 

variables( VC finance and VCs’ involvement on the BOD of the portfolio companies)  on 

the performance of the VC-backed firms which is  measured in respect to variability to sales 

turnover, ROE, profitability, ROA and government regulations). In running the model, the 

study focused at the significance of the variance caused by the predictor variables as well 

the goodness of fit of the overall model. 
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Table 5 21: Regression model summary for the effectiveness of government regulations 

on the performance of SMEs. 

Model R R Square 
Adjusted R 

Square 

Std. error of 

the Estimate 

Durbin-

Watson 

1 .454a 0.206 0.156 0.64537 2.178 

a. Predictors: (Constant), venture capital, VCs direct involvement in SMEs 

b. Dependent Variable: Government regulations 

Source: (Primary data, 2019-2020). 

 

Table 5.20 for the regression model summary wherein government regulations as a response 

variable was regressed on VC finance and VCs involvement on the BOD of the portfolio 

companies as the dependent variables, exposed that, there is a strong positive correlation 

between the response variable and the predictor set of variables based on the R-value of 

0.454. It can be deduced that 20.6% of the variance in the government regulations -the 

dependent variable can be explained by the explanatory variables (VC finance and VCs’ 

involvement on the BOD). In summary the aforementioned statistics with respect to the R-

value, R-squared value and the Adjusted R-squared value give indication that the regression 

model with VC finance and VCs’ involvement on the BOD as explanatory variables is also 

suitable and a good fit as well. The results of the study from the regression model summary 

indicate that there is a positive significant impact of VC financing on the firms’ performance. 

These results are consistent with the earlier scholars and the literature review (Pencer , 2010; 

Biney, 2018). 

 

Considering the time series data gathered for the last three years (2016-2018), there might 

be autocorrelation results. The researcher therefore ran Durbin- Watson statistics tests to 

ascertain whether this problem was occurring. The degrees of freedom (d) value is 4 

signifying no autocorrelation amongst the residuals. As can be seen from the output data, F-

values = 2.178, implying the absence of any problem of collinearity, hence results do not 

influence validity. 

 

In order to measure the general significance of the model with VC finance and VCs’ 

involvement on the BOD as the predictor variables, the study tests for level of significance 
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using ANOVA as illustrated in Table 5.21.The ANOVA test the null hypo-thesis that the R-

value in the population is equal to zero meaning there is no significant relationship between 

the response variable (government regulations) and independent variables (VC and VCs’ 

involvement on the BOD).  

 

Table 5 22: ANOVA Analysis test results 

Model 

Sum of 

Squares df 

Mean 

Square F Sig. 

1 Regression 6.819 4 1.705 4.093 .005b 

Residual 26.240 64 .410   

Total 33.059 68    

a. Predictors: (Constant), venture capital, VCs direct involvement in SMEs 

b. Dependent Variable: Government regulations 

Source: (Primary data, 2019-2020) 

The outcomes from the Table 5.21 indicate F (4, 64) = 4.093, p≤0.05 which is equal 5% 

level of significance for the regression. These results demonstrate that there is a significant 

positive correction between VC finance and VCs’ involvement on the BOD as the predictor 

variables and government regulations as the dependent variable leading to acceptance of the 

alterative hypothesis.  As can be seen, the hypothesis test of whether R2 = 0 yields a p-value 

of much less than 5%. Based on these findings, there is evidence to suggest that government 

regulations contributed to changes in VC financing by 20.6%. It can be concluded that 

government regulatory policy positively influences the supply of VC financing. These 

findings conform to previous studies (Learner, 2010; Baldock, 2016; Croce, Grilli and 

Murtinu, 2019). 

 

5.7 Qualitative data results 

This section presents the different approaches engaged in this research to analyse qualitative 

data using ATLAS-ti, a computer-aided software program. In this section, the author first 

discusses the Atlas-ti data analysis approach. This section is organized following these sub-

themes: data analysis using ATLAS-ti, content analysis, observation method, and analysis 

of interview data. In the next section, the researcher discusses the data analysis process using 

ATLAS-ti software.  
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5.7.1 Qualitative analysis of data with ATLAS-ti 

Over the last decade, social researchers have gained enormous interest in the usage of 

ATLAS-ti in expediting the analysis and interpretation of qualitative data. ATLAS-ti 

software has a strength of analysing robust qualitative data; it produces reliable and 

dependable results and offers an easy process of data interpretation. Among the several 

advantages of ATLAS-ti is its ability to quickly export customizable reports and tables 

concerning the research questions ATLAS-ti is widely recognized by many researchers as a 

fundamental tool that enhances the ability to perform well-structured, methodical, and 

efficient data analysis in various researches (Lewis, 2004; Friese, 2012; Rambaree & 

Faxelid, 2013). For instance, the researcher can easily generate important memos, groups, 

and networking linkages that facilitate coherent and systematic analysis of data, thus 

generating comprehensive reports beneficial for the project being investigated. ATLAS-ti 

offers multiple functions in analysing qualitative data. Among others, the researcher can 

easily create specific codes, memos, content analysis and networking of performance 

variables to check if there is any linkage between performance variables. 

 

Figure 5 7: The step by step analysis of Data using ATLAS- ti 

 

 

 

 

 

 

 

 

 

 

 

 

Source: (Primary Data, 2019-2020) 
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Figure 5.7 provides the step by step process that was followed in the analysis of qualitative 

data using ATLAS-ti. It is important to organize data before exporting to ATLAS- ti; for 

example, transcribing audio and video interviews including the qualitative documents 

retrieved from the respondents. To certify reliability of the data, analysis, audio interviews 

were transcribed by a professional researcher into a format that created room for a review 

of the transcribed reports consistent with the audio recordings. This approach helped the 

researcher to institute a control measure to determine that the interview transcripts were 

similar to the audio and video recordings. Such checks and controls are very critical to ensure 

data validity. In light of the above, the researcher was able to listen to the transcripts, 

matching them to the audio recordings for consistency. This approach was adopted because 

the respondents did not have time to review the transcribed interviews, however, they signed 

the informed consent forms as an acceptance to participate in the interviews.  

 

In the second step, after organizing the transcripts of the 16 recorded face-to-face interviews, 

the transcript reports were exported into ATLAS-ti version 26 for analysis. Thereafter a 

project name consistent with this research was created into the ATLAS-ti system. The 

fundamental stage is what this study refers to as the content analysis. After creating the 

memos, groups, and networking linkages, the data is analysed by generating thematic 

content analysis such as cataloguing of primary documents, organizing of codes and code 

descriptions, and the use of memos which both leave a research audit, as well as aid in noting 

qualitative findings and moments of inspiration (ATLAS-ti, 2020; Menter et al., 2011). Also, 

ATLAS-ti permits the scholar to organize and register all information in one complete and 

effective method.  Besides, above its strong points, ATLAS-ti creates possible networks 

among codes, groups, and sub-groups and the formation of linkages. Moreover, these 

linkages draw attention to changed interactions, comparisons, and variances (Keller, 2004). 

The most critical component in ATLAS-ti is the coding of the queries to be investigated; at 

this point, several codes were created according to the five specific research objectives, 

drawing from the semi-structured interview questionnaire.  

 

Several codes were generated to assist in interrogating the research objectives. Also, special 

MEMOs were developed to support data analysis to allow responses to the study 

interrogations. That said, the codes were analysed until the point of saturation. Saturation 

refers to the level at which the codes exclusively meet the emerging concepts, groupings, 
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and theory from the analysed data. In light of the data analysis, saturation was determined 

when individually the concepts and coded groups could not produce any further novel data 

from what was previously established in the analysis (Rambaree, 2008). The level of 

saturation was reached when the responses obtained from the 16th respondent was not any 

different from the data collected from the earlier respondents. To summarize this section, it 

is evident that using ATLAS-ti data analysis software enriched our capacity to commence 

data analysis by offering a multitude of approaches for recovering, cataloguing, and 

questioning raw data (Beazley, 2013).  

 

Table 5.23. Illustrates the research objectives that were used in the content analysis and the 

suitable codes to be used in ATLAS-ti. The last column of codes captures the interview 

questions that the researcher asked the respondents. The following elements listed below 

guided the content analysis since they relate very closely to the primary aim of this study. 

● Role of VC finance on SME performance  

● The extent to which VC finance contributes to Returns of equity 

● Influence of VC finance on SMEs profitability growth. 

● Impact of VC finance on sales revenue growth 

● The extent to which VC finance contributes to Returns of Assets 

● The extent to which effectiveness of government regulations leads to SMEs 

performance 

● VC finance problems. 

 

Therefore, the researcher sought to find answers to this research objective by conducting 

face-face-interviews. The results from the face-to-face interviews assisted to get clarity on 

some of the quantitative ambiguous results, for instance effectiveness of government 

regulations which could not be validated by the financial reports.  
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Table 5 23: Content analysis of Face-to-Face Semi-Structured Interviews 

An analysis of the impact of VC financing on 

SMEs performance  

Elements to be coded Codes 

Role of VC finance on SME performance  VC is the most suitable 

finance for start-up firms 

✔ Definition of VC finance 

✔ Reasons for searching for VC 

✔ VC is the most suitable financing 

source  

✔ What SMEs must put do to attract VCs 

✔ Contribution of SMEs to government 

taxes. 

The extent to which VC finance contributes to 

Returns of equity 

  

  

  

Market entry strategies 

✔ Type of VC finance received  

✔ Does the company plan to go for IPOs 

✔ Growth in ROE and employability 

✔ Performance trends after VC finance 

✔ Areas where VCs have excelled & 

challenges faces 

Influence of VC finance on SME’s profitability 

growth. 

 

  

  

 

✔ Influence of VC on Company growth 

✔ Profitability trends 

✔ VC a sustainable framework for 

SME’s growth  

✔ Appropriate source of Finance for 

your company. 

Impact of VC finance on sales revenue growth  Sales revenue & market 

Expansion 

✔ The trend in sales revenue 

The extent to which VC finance contributes to 

Returns of Assets 

 ✔ Entrepreneurs’ awareness of VC 

finance 

✔ Attitude towards VCs  

✔ Expansion of the  company 

✔ Importance of ROA 

The extent to which effectiveness of government 

regulations leads to SME’s performance  

Government involvement in 

the VC market  

✔ Influence of Gov’t regulatory policy 

on SME’s growth 

✔ Government support to SMEs if any 

✔ Knowledge about gov’t VC & its role 

to innovation 

✔ Role of gov’t reforms to new 

entrepreneur ventures 

VC finance problems  VC operational Environment  ✔ Ease of access to funding sources 

✔ Difficult encountered in accessing VC 

finance  

✔ Obstacles affecting SME’s growth 

Source: (Primary data, 2019-2020) 
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5.7.2 Observation  

In the process of performing the face-to-face interviews, the researcher also engaged the 

observation method by taking notes regarding the respondents’ body language, eye contact, 

and tone in responding to the interview questions. Prior scholars argue that data collection 

through observations augments the interview data with valuable information. The researcher 

takes keynotes in the process of performing the interviews (Henning et al. 2004; Coleman, 

2012). During the face-to-face interviews, the researcher had an opportunity to observe vital 

visual clues, concerning the message displayed by the office design. This also provided the 

researcher with a chance to observe the body language of the interviewees which guided the 

interviewer to either probe more or eliminate certain questions to be asked. Some of the 

respondents indicated discomfort in answering the question that the ‘government regulations 

do not support SMEs growth’. The qualitative results conform to the findings presented in 

the quantitative data analysis which revealed a mean score of 3 for disagreeing. But since 

the study set a benchmark for disagreeing at <3.5, the results indicated a rejection of the 

statement that government regulations do hamper the growth of SMEs.  

 

In addition, the researcher also observed some resistance from the respondents to provide 

financial reports to validate the figures given in the survey questionnaires. This was 

confirmed by the 18 interviewees from participating companies who did not offer the 

financial reports to the researcher. There was also some fear that probably the research 

findings would be shared with the Uganda Revenue Authority, to follow up with companies 

which do not declare authentic financial statements when filing annual returns. Over and 

above, the observation method facilitates the researcher to make personal judgements 

depending on the signals displayed by the interviewees to either continue with more detailed 

cross examination or do much of the listening (Scott & Usher, 2011). The previous authors 

recommend taking notes to augment the audio interview recordings by documenting the 

nonverbal aspects of the interview processes. Some authors however find it distracting 

during the interviews (Knox & Burkard, 2009).  

 

The researcher took precaution by supplementing note taking with audio recordings, such 

that note-taking was mainly for key issues. Earlier studies also support government 

regulatory policy in encouraging the growth of the VC industry. Conversely, the study 

distinguished that government co-investment funds are very small and limited to only one 
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partner managing 9 VC funded SMEs. This may not be a complete representation of the VC 

industry. But the researcher held structured face-to-face interviews to get more clarity from 

the respondents. The findings are consistent with the studies of (Arundale, 2018; Baldock 

and North, 2015) who confirmed that supportive government policies can promote VC 

market growth, thereby stimulating the growth of the early-stage firms.  

 

5.8 Face-to-Face interview analysis  

In this section, the researcher delivers a detailed qualitative data analysis and results from 

the face-to-face interviews held with the VC stakeholders. Previous studies have mainly 

engaged business entrepreneurs and management staff as key respondents (Memba, 2011; 

Biney, 2018). The current study brings together the views of all the stakeholders in the VC 

ecosystem that facilitated the author to obtain an insight about the research problem. Bearing 

in mind the VC dynamics and the deductive nature of this industry which encompasses 

different funding stages and sectors, a comprehensive qualitative approach was found 

suitable.  

 

Table 5 24: Distribution of face-to-face interviews responses  

Category of Respondents  Sample Size Actual Response Response rate 

SMEs Management Staffs  20 7 23.3% 

VCs/Business Angels 6 6 20.0% 

Government Bodies 2 1 3.3% 

SMEs Umbrella Associations  2 2 6.7% 

Total 30 16 53.3% 

Source: (Primary data, 2019-2020). 

 

The researcher conducted 16 face to face interviews with VC experts out of the 30 earlier 

targeted samples. The study found 16 interviews sufficient by relying on the saturation 

concepts. Lowe et al., (2018) argue that saturation is a level at which the interviewer 

continues to get similar results not different from the earlier responses, implying that ideally 

there is no new data other than a replication of already collected data.  

 

In light of this, the interviews attained a point of saturation at the 16th interviewee, because 

the respondents were producing similar results to earlier gathered data. Saunders, Lewis, 
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and Thornhill, (2009) argue that, when the point of saturation is attained, the results are a 

true representation of the sample. The author conducted semi-structured interviews which 

enabled easy clarification of the ambiguous statements, allowed amplification of the 

qualitative results, and produced a more in-depth empirical account of the impact of VC 

financing on the performance of SMEs. To analyse the face-to-face interview results, the 

researcher recorded the interview processes and took notes about nonverbal communication 

data exhibited during the face-to-face interview sessions.  

 

The Transcribed text of the face-to-face interviews was compiled for data analysis and 

interpretation. The face-to face interview transcripts were compared by listening to the audio 

recordings again to validate the reports.  

 

In the next subsections, the study presents the face-to-face interview results beginning with 

the overall impact of VC financing on SMEs performance. 

 

5.9 Impact of VC finance on SME performance  

As a way to assess VC performance, the researcher conducted 16 face-to-face interviews 

focusing on how VC finance influences ROE, Sales revenue, Profitability, ROA including 

the effectiveness of government regulations. Numerous studies have also used these 

financial performance variables to gauge SMEs growth. The respondents provided varied 

views about their understanding of VC financing, however, only the most outstanding data 

for each interviewee’s business category are presented to get an insight into the VC 

operation. The categories as earlier mentioned, comprises the VC firms, 

Entrepreneurs/managers, government agencies, and SME associations. It should be made 

clear that in this study, the entrepreneurs/managers refer to the Executive Directors, Finance 

managers, human resource managers, marketing managers, business owners, and 

accountants. However, in all the subsequent discussions they will be referred to as 

entrepreneurs/managers. The author starts by presenting the analysis and results from the 

face-to-face interviews integrated with the document reviews and the researcher’s 

observation notes. 

 

Respondent DRS09 explained that Capital structure is fundamental for stimulating the 

growth of early-stage firms, but unfortunately, start-up firms desirous of expanding their 
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business are often at a crossroad of accessing traditional funding, since most of them do not 

qualify for debt financing. Several early-stage firms have closed business or remained static 

due to a lack of adequate financing. The findings of the World Bank (2016) confirm these 

results.  As such, start-up firms need to secure the suitable sum of funding which should not 

be too little to hinder growth or too much to be absorbed by the firms. These anxieties led 

to the demand for VC financing as a central source for the early-stage enterprises, structured 

in the form of equity financing particularly for small firms with high growth potential.  

Access to finance has been cited in voluminous literature as the main determining factor for 

the growth of firms (Divakaran, Mcginnis and Shariff, 2014). 

 

As a way to gauge the interviewees’ level of understanding of VC financing, they were 

interrogated about the following questions before advancing detailed questioning on 

profitability, sales revenue, ROA, ROE, and effectiveness of government regulations on 

SMEs performance. The rationale was to quickly sieve out and confirm whether the 

respondents received VC financing from 2016 to 2018. 

● What is venture capital in your understanding and have you ever received venture 

capital finance in your company? 

● If your answer is yes, at what level did you receive venture capital funding, and who 

is/was your venture capital fund manager? 

● What are some of the factors that explain why your company decided to look out for 

the venture capital funding for your business in contrast to other financing sources? 

● In your view, would you rate VC as the best viable funding source for the growth of 

small-medium enterprises in Uganda? Give reasons. 

 

Different views and opinions were offered by the respondents regarding their understanding 

of VC financing. Nevertheless, the researcher found it imperative to deliver the most 

convincing ones by each category of the interviewees’ informants. 

Respondent DRS14 describes VC financing as a form of “risk capital” that is less costly 

than debt financing when structured appropriately. VC investments have greater potential 

returns on investment than most private equity investments in the sense that one or two 

ventures return the vast majority of the profits.  

While one of the business entrepreneurs/managers DRS06 defines “VC is the most viable 

source of funding for start-ups in terms of addressing problems of lack of finances that affect 



142 

 

start-up firms’ business growth. VC financing is not for SMEs mediocre, the entrepreneurs 

seeking funding must ensure that they have proper books of accounts in place. Because the 

fund managers seek for SMEs for which their investments are assured of yielding good 

returns, for instance, they are interested in social impact such as employing people and 

caring about the environment. This study concurs with the results of Tykvova, (2018). 

Similarly, a VC expert DRS14 illuminated that VC financing refers to non-commercial 

business financing for small firms for growth potential in anticipation of high returns from 

the investee’ companies, structured in a way to deal with the high risks and get high returns 

on the invested funds. 

 

Finally, government agency representative DRS02 defined VC finance as the alternative 

financing that comes not only in the form of cash but also expertise in the form of technical 

machinery to help the business grow. The superior benefit of VC is that the VCs are there to 

watch the business as it grows, and when it reaches the maturity stage, they exit and sale of 

their shares through initial public offer(IPOs) or trade sales through syndication. 

 

This interview results indicate that the interviewees had a clear understanding of VC 

financing. This can be stated because their definitions of VC are not any different from the 

prior empirical literature (EVCA, 2016; Lerner, 2010; Gompers, 2004). These responses all 

endorse VC financing as a suitable financing model for the early-stage Enterprises with 

growth potential and not only in cash but also in the form of technical skills to ensure that 

the funded companies generate high returns on investment.  

 

Beyond the theoretical constructs of the respondents, the researcher continued to ask them 

a variety of practical questions to get a deeper insight into SMEs performance following VC 

financing.  A total of 100% of the respondents reported that the VC finance received was 

largely for expansion of their business enterprises, in terms of increasing production, hire of 

technical staff, and acquisition of assets. There was no evidence of VC financing to start-up 

firms in the form of seed financing. 

 

Respondent DRS14 commented that their mandate is not to fund ideas but rather SMEs 

which have demonstrated growth potential. The interview results reveal that SMEs seek for 

VC financing due to finance shortages to increase productivity and market expansion. One 
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of the business entrepreneurs elucidated that what compelled us to search for VC finance 

was the shortage of funds to procure materials for the production of goods and also recruit 

technical staff. The entrepreneur further concludes that after adopting VC financing, the 

employees increased by 40% in terms of job creation. Because of the above, it is a clear 

confirmation that VC finance contributes to filling the finance gap of early-stage enterprises 

as well as an increase in job creation.  

 

The most important key aspect in VC financing is that the VCs keep a close eye on their 

investments, implying that they have to monitor the portfolio companies to guarantee 

recovery of high returns on investment, because investing in early-stage firms is associated 

with high-risk ventures. When the interviewees were interrogated about the involvement of 

VCs in their business operations, all the 16 SME respondents confirmed the active presence 

of the VCs on their Board of Directors (BOD) for the investee companies. These results 

conform to the findings of Arundale (2018), that all US VC firms and European VC firms 

had BOD seats in the portfolio companies. The difference is usually at the level of 

monitoring. However, VC firms with experienced fund managers, usually conduct less 

monitoring that the junior ones. DRS09, one of the respondents who was experienced in 

VC/PE funding for over 15 years, explains that “VC firms work with the company as it grows 

and the sharing of returns on investment is good and friendly as compared to the bank loan 

interest rates.” The major advantage of VC funding is that the VCs work with the business 

entrepreneurs/managers by acquiring equity shares, add value to the funded companies, and 

ensure steady growth to get good returns on investment. The respondent highlights that 

contrary to the bank financing that hinges on recovery of their monthly instalments 

irrespective of the business performance, VCs support the early-stage firms to grow, and 

they are often ready to share both losses and profits.  

 

Another respondent (DRS05) commented that the VCs level of involvement is dictated by 

growth trends of the enterprise. The rationale of the VCs is to secure BOD seats, to quickly 

discover any financial hurdles and deliver technical advice to mitigate the financial risks at 

an early stage. These responses relate to the topical literature, emphasizing fund managers 

do secure minority seats on the BOD of the funded company. For instance, this means 

signing a mandate as a measure to take care of their returns on investment as laid down in 

the VC contracts. The VCs monitoring of the portfolio companies tends to reduce if the 
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funded firms demonstrate sound and lucrative performance. The results of this study thus 

conform to Arundale, (2018) who commended that VC firms in Europe maintained regular 

monitoring of the investee companies than the US VC firms. Conducting periodic 

monitoring and review of the portfolio firms is a fundamental element to enforce sound VC-

backed firms’ performance. This exercise aids the VCs to make informed decisions on the 

subsequent rounds of funding to the incumbent portfolio companies. These responses are a 

clear attestation of the impact of VC financing in encouraging the growth of the funded 

companies. This confirms VC finance’s role in adding value to the funded companies thus 

stimulating early-stage firms’ growth.  

 

On the one hand, one of the interviewees DRS06 reported that the best capital is a grant, 

however, if you look at it, everything has a role i.e. you would rather use a bank for short 

term working capital loans, then VC to beef up your working capital and make critical 

investments like asset financing. Uganda’s government has been very favourable towards 

the agro sector, they have provided different facilities like crop purchasing facilities, agro 

lease through the financial institutions for example agro facility through BOU and the rate 

has been very good between 13%. We have been growing into a competitive environment. 

The VC does not invest in every company but rather the cream of the cream. Why they are 

small deals “It depends on your turnover of the company, if your turnover is $1, million, 

you do not need $2 million in your business. 

 

The government respondent DRS02 disclosed that the Uganda government has made 

attempts to broadcast VC as an alternative financing mechanism for SMEs growth, not only 

in terms of money but also business expansion, technological transfers, market 

expansion/access. Government strategies involved creating the local markets not 

competitive with the foreign agencies and encouraging the harmonious co-existence with 

foreign investments. Because foreign companies come along with technology which the 

locals do not have. Besides, foreign companies increase investment in the country which 

creates job opportunities and brings in markets through subcontracting with the local firms 

thus contributing to economic growth. The government confirms VC is a very good source 

of financing, if only the business entrepreneurs could adopt and understand its benefits 

better. As a result, government involvement in the VC market has assisted to expose the 

SMEs to the VC firms thus making it easy to penetrate the VC market. This partly 
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contributed to filling the financing gap from the Co- investments into the private VC firms. 

Although the VC financing in Uganda is still small, there is evidence of government VC 

funding in one of the limited partners. By doing so, this will facilitate the growth of new 

ventures and expansion, hence underwriting job creation for the growing number of 

unemployed youths in Uganda. 

 

According to the interview results, 90% of SME respondents reported improved business 

performance after adopting VC financing. The respondents acknowledge VC financing for 

encouraging their business growth, however, the VCs argued that VC investments require a 

lot of patience to yield returns. It is a long-term financing asset that takes between 5 to 10 

years and is quite different from debt financing which is short term. These findings are 

similar to those of Arundale, (2018) who disclosed that VC investment in Europe takes about 

5 to 7 years to yield returns. The underlying factor about VC financing is that it attracts high 

returns on investment; again, it is high risk and takes a long payback period for the returns 

on investment. In support of the above submission, respondent DRS09 reported that they 

have chosen to invest in high-risk enterprises with high returns for instance poultry, 

agriculture, beef dairy, forestry, avocado farming, and value-add honey among others. “VC 

financing has a high social impact in agriculture because Uganda is gifted by nature with 

two seasons annually and 78% of the population is involved in the agriculture sector.” 

These results all point to the fact that VCs targeted entrepreneurial ventures with high 

returns. Therefore, VC financing is not for all early-stage firms, as presented in a vast 

literature. The firms must demonstrate the potential for growth to be able to access patient 

capital.  

 

A review of the Yield Fund report (2019), discloses that VC firms have largely focused on 

a range of agribusiness value chains and it is more impactful. The sector grew by 2.7% in 

2017/2018, contributing 26% of the total GDP. This is partly the reason why the agribusiness 

sector has witnessed growing attention from international VC firms. Previous scholars have 

also highlighted that agribusiness attracts more VC investment as compared to 

manufacturing and service sector industries in Nigeria (Biney, (2018) and Kwame, (2017) 

in Ghana. Whereas Memba, 2011 reported different results, the agricultural sector received 

a much lower VC financing parallel to the manufacturing sector in Kenya.  
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Results from the face-to-face interviews disclosed that 90% of the respondents reported 

value in addition to the funded companies which emanated from the monitoring exercises 

conducted by the fund managers. The value add to the funded companies was recognized in 

a variety of aspects like facilitating access to international markets, coaching in financial 

management, and delivering hands-on assistance to companies through their network.  

 

One of the VCs DRS14 had this to say “In PE/VC, there are no quick wins, we are patient 

capital “we are sitting alongside the owners of the business, we are not even asking them 

straight away to start paying some loans. We are equity participants, we play a pivot role 

in guiding and mentoring the business owners, and also provide them with strategic advice. 

It is in our interest to have them aligned first. So, as the business grows, that is how patient 

capital grows well and that is how we attract further funding from the fund managers all 

over the world. The Interview results confirm the prominence of VC financing in enhancing 

the performance of small firms. The literature review reveals that the results are consistent 

with prior scholars (Arundale, 2018; Bottazzi et al., 2008). Davis et al. (2014) also 

mentioned that the essential value-added contribution of a VC is in facilitating to advance 

the correct specialised backing assembly for the venture. 

 

The VC industry in Uganda is gradually picking up, with the agricultural sector receiving 

enormous attention from the VC firms parallel to the manufacturing, technology, and other 

sectors. Pearl Capital Partners (PCP Uganda) is the first VC limited partner in Uganda which 

started operating in 2005 and which is abreast on impact investment in the agricultural 

sector. Recently, a handful of international VC firms joined the VC market focusing on the 

agribusiness and manufacturing sector. Therefore, evidence from the interviewees seems to 

suggest that the business community has little knowledge about VC financing. There are a 

handful of foreign VC firms without any local VC firms in the country. VC finance was 

brought to light through the first-ever annual PE/VC conference organized by the Uganda 

Investment Authority. This annual conference brings together the VC firms, business 

entrepreneurs from (both VC-finance enterprises and non VC-financed enterprises), 

financial advisors, international development partners, and government agencies. UIA 

intends to increase the networking and access to VC financing for SMEs with the purpose 

to close the equity gap which is hampering the growth of the early-stage enterprises.  
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One of the respondents DRS02 commented that because of annual PE/VC conferences 

organized by UIA, entrepreneurs have enhanced their knowledge about the existence of VC 

financing and facilitated companies’ networking with the VC firms. The PE/VC annual 

conference is anticipated to increase the uptake of SMEs through novel knowledge sharing 

and encourages the management teams to get serious in running their businesses as well.  

SMEs are now increasingly getting more knowledge and access to VC financing.  

 

To sum up this debate, it is also noteworthy to underline the problems hindering the growth 

of the VC market in Uganda. Despite the fabulous values attached to the VC financing 

model, an enormous quantity of SMEs in Uganda, lack an opportunity to access the VC firms 

to invest in their companies. Thus, 60% of the respondents presented their frustration arising 

from the long-time rigorous due diligence process, which some entrepreneurs do not have 

the patience to wait for. They are accustomed to bank lending, where they easily present 

their land titles and instantly secure the loans to meet their financial obligations.  

 

One of the respondents DRS 12 explained that the VC market is just developing, besides 

their rigorous due diligence eliminates a large number of SME applicants. Out of 100, only 

2% qualify for the VC investment due to information asymmetry.” This, therefore, implies 

that very few early-stage firms do have access to VC financing because a large number of 

them do not move beyond the due diligence stage. This leaves behind a big question to 

answer. Is VC financing a solution to fill the financing gap faced by the early-stage firms? 

 

Respondent DRS02 disclosed that UIA is working closely with the Private Sector 

Foundation to build the capacity of the small firms, making them investment ready for any 

external funding including encouraging them to establish formal governance structures. 

Whereas enormous studies have been conducted on VC performance, especially in the 

developed economies, research on due diligence has been under-reported, yet it is a central 

component for the success of the funded companies. It remains unclear whether the VCs add 

value to the portfolio companies or whether they pick companies that would still grow minus 

the VC financing (Drover et al., 2014). Among a handful of research conducted, it is 

documented that about 42% of deal sourcing fails due to the fund manager’s judgment about 

the management of the funded company. 
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The researcher also observed the presence of VC myopia amongst the SME’s respondents, 

which explains the gradual uptake of venture capital investment in Uganda. The 

entrepreneurs/managers fear losing control of their companies arising from the temporary 

sharing of ownership, loss of independence, and huge outflow of information for incumbent 

companies. The other problem disclosed by the respondents was the long period of between 

3- 6 months it takes to close a deal that affects the cash flows of the business. The findings 

for this study are similar to Tykvova, (2018) who disclosed that the cardinal interest of the 

VCs is to reap high returns and exit the company so as to look out for more growth potential 

business. Therefore, some business entrepreneurs remain sceptical about entering into VC 

deals because they do not know their destiny. 

 

Several respondents offer unanimous submissions about SMEs difficulties to easily access 

to VC finance, for their expansion and growth is influenced by inadequate technical 

knowledge of the team, poor internal control systems, financial reporting, and regulatory 

compliance policies. The other central defect of entrepreneurs is the inability to present proof 

of business concepts that can inspire VC firms to extend VC funding. One of the business 

entrepreneurs exposed that while many SMEs qualify for VC financing, they are not 

interested owing to panic of dropping control of their companies to foreign investors. 

Moreover, the VC market in Uganda is still small because of a knowledge gap and so many 

innovations going on are not known to the entrepreneurs.  

 

The interview results revealed that the majority of the SMEs are informal and cannot borrow 

or enter into deals involving large tickets. This, therefore, implies that they can only afford 

to operate on a small scale. For instance, the government introduced the local content law 

that gives SMEs 40% tax incentives for subcontracts in oil and gas. However, only 12% 

have access to subcontracts to benefit from this law. The issue is that SMEs are informal, so 

they end up doing simple contracts because they cannot afford the large contracts to enjoy 

the 40% content law. The PPDA Act, section 50 states that if a company produces 80% of 

their products for export, that company qualifies to benefit from the content law. Thus, 

because a large number of SMEs in Uganda cannot handle the big tickets, some of the VCs 

decided to go to DRC Congo.  
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It is interesting to note that no local investors have shown interest to join the VC market in 

Uganda contrary to Kenya and South Africa. The worst scenario is that even insurance 

companies and investment clubs have neglected the VC industry, they concentrate on asset 

financing and land financing. There is an insignificant interest shown in the VC ecosystem. 

Therefore, is an apparent need for the government to make supportive policies that may 

entice the insurance companies and investment clubs to join the VC industry. Earlier studies 

confirm that the success of VC development in the developed economies was ignited by 

government involvement through GSVCF and creating favourable investment environment 

(Baldock, 2016; Lerner, 2010; Arundale; 2018) 

 

Taking everything into account, there is overwhelming evidence from the respondents 

hailing VC financing to have been the reason for the growth of their companies. The growth 

has been registered in profitability, sales revenue, and ROE, ROA, and government 

regulations.  

 

The financial performance variables listed above, are discussed in detail in the next 

subsections, delivering an extensive account of interview responses from SMEs 

respondents. They are structured according to the study questions. 

 

5.9.1 Research Question 1: Does VC finance lead to a change in ROE of SMEs? 

ROE is a popular proxy tool used as a dashboard to measure the profitability of firms’ 

performance in parallel to the shareholder’s equity. ROE ratio plays an essential role to 

facilitate management in evaluating how much a dollar of profit, generates each dollar of 

shareholder’s equity. Business entrepreneurs can match specifically the financial 

performance of firms in similar business sectors. Scholars of entrepreneurship finance 

commonly consider as ideal an ROE of between 15-20%. There is a consensus from the 

previous authors that the cardinal aim of the VCs is to maximize returns on investment 

(Lerner, 2010; Tykvova, 2018; Baldock & North, 2015).  

 

A review of the reports available to the researcher by the VC firms disclosed that the VC-

funded companies in Uganda projected a yield of 10-12% returns with an average 

investment holding period of 5-7 years. According to the global findings by Cambridge 

Associates (2014), the PE and VC investments performance reported an annualized 26.1% 
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over the last 15 years, while PE returned an annualized 12%. As such, investors attracted to 

PE/VC must be cognizant that VC attracts high potential returns. In this regard, it is 

advisable to evaluate their acceptance for risk before investing. The researcher however 

noted a remarkable difference in the anticipated returns on the Uganda investments 

compared to the global statistics of 26.1%. A quick analysis shows that the figure is 50% 

below the ideal.  Recent scholars argue that more experienced fund managers generate 

higher ROE in contrast to the new VC firms in the market (Lerner et al., 2011; Gompers et 

al., 2004). This is because their technical expertise in terms of deal sourcing, due diligence 

and wider networks ultimately add value to the portfolio companies (Gompers et al., 2010). 

  

The researcher interviewed the respondents to determine whether they recorded any 

improvement in returns on investment after VC financing. The face-to-face interview results 

revealed 90% of the respondents confirmed fabulous improvement in ROE after receiving 

VC finance for the last three years. This result conforms to the quantitative findings showing 

a growth of about 20%-50%. It is also important at this stage, to deliver the mutual responses 

of the entrepreneurs. One of the respondents DSR06 confirmed, “Sure we have worked with 

the VCs for about 3-4 years and our returns on investment have grown to about 20% and 

we hope to have it grow progressively in the next two years of the remaining contract 

period.” Such results are a clear testimony from the interviewees that VC financing 

underwrites an increase in ROE for the funded companies. This answers the research 

objective one for this study.  

 

DRS08, one of the respondents reported that the core interest to invest in start-up firms is to 

get high returns and later exit to other portfolio companies. Considering the high returns 

associated with agribusiness, there is a growing interest from the VC firms in this sector 

given that it has been identified for its overwhelming social impact.  In an attempt to evaluate 

the above, the respondents were requested to describe the company’s performance trends 

preceding VC funding with sales revenue, profitability growth and returns on equity, about 

75% of the respondents confirmed a positive growth in sales revenue, profitability and 

market share.  

 

Similarly, Interviewee DRS11 stressed that “The performance of our company has been 

progressively growing following VC financing, the returns on investment grew from 15%- 
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30%.” However, it cannot be overemphasized that ROE is the final indicator of a firm’s 

performance. More precisely, before confirming ROE growth, first of all, the company 

should show decent sales revenue trends, market share, and typically profitability growth. 

 

The researcher interrogated the interviewees to comment on the impact of the VCs 

involvement in the business processes of the funded companies in terms of their expertise. 

A total of 69 % ( 11 out of 16) of the respondents attested that value added to their companies 

was attributable to the hard work of the VCs. Interestingly, DRS05, one of the interviewees 

stated that the rigorous due diligence alone is enough to encourage the growth of the 

business even if VC is not provided.” Although the profit and loss statement now appears 

not good due to low production, we are optimistic the trend is likely to change soon.  As 

mentioned, the VCs have been hailed for their pivotal role in escalating start-up’s 

performance. Particularly, growth has been recognized in market expansion, sales revenue, 

and profitability growth which eventually translated into a 30% growth in ROE. This is 

because, for the company to record a sound ROE, it should first display good revenue and 

profitable performance.  Understandably, interview results revealed that investees’ 

companies had good and sound financial performance, hence an increase in ROE. 

 

Another interviewee DRS12 reported that “PE/VC is indeed patient capital, we are not there 

for quick wins. It is also important to say that PE/VC as a patient capital is there to partner 

with business owners and help them grow. We are not only there to bring the cash on the 

table, but we are also bringing broader nets for further financing, bigger networks to talents 

to help these companies grow, we are bringing experience from other markets in terms of 

how we scale businesses. Most of our financing was expansion stage but all the same, we 

recognized an average of about 25-35% in returns. It is also important to say that these 

figures are not constant since we are investing in a high-risk sector. And you will agree with 

them that small businesses are not a quick win and even some large businesses that are 

scaling for regional integration, Intra- African trade, those are not big wins, and there are 

still milestones to be met in all those businesses. Therefore, besides looking for returns from 

the investees’ companies, VCs add value to the portfolio companies in terms of scaling up 

the networks for opportunities for future funding, networks to talents development, and vast 

experience from other markets thus contributing to the growth of the SMEs. 
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The researcher also interviewed the key respondents from the VC market to determine 

whether the funded companies had any plans to go public following the exit of the VCs. 

This is a prime channel for the VCs to exit the portfolio companies to reap returns from the 

invested funds. Surprisingly, given the dominance of family ownership of most SMEs in 

Uganda, over 70% of respondents were not in support of IPOs or trade, yet this is the last 

stage of VC financing, and ultimately the VCs have to exit. The reservations of the 

entrepreneurs were based on their fear to expose their companies to the stock exchange 

markets perceived to be associated with high costs and they claimed a loss of direction for 

their business, hence preferred to remain small. This notion was a common expression from 

the majority of business entrepreneurs who had been in business for over 15 years.  

 

The most important point to make here is that no company in Uganda has achieved the level 

of IPOs or trade. To strengthen this assertion, one of the respondents, DRS15 encapsulated 

“for now, we would want to remain at the present status. This is what we call survival in the 

Ugandan markets.” These results were similar to the descriptive statistics which indicate 

that 75% of participating companies have been in business for over 15 years but have 

remained at the level of SMEs. In light of the above, it implies that SMEs can operate for 

over 15 years and remain small without graduating to large firms or corporate companies. 

The study of Memba, (2011) produced similar results in her comment that most of the small 

companies have been in business for more than 15 years but were still categorised as SMEs. 

 

In the bid to execute the VC contracts, it is evident that the entrepreneurs operate according 

to the agency theory. They are accountable to the VCs where they have to ensure the 

company generates the anticipated returns to meet agreed returns for their principals, the VC 

firms. The practical implication of the agency theory helps the portfolio companies to 

mitigate the barrier of information asymmetries, either through financial capacity building, 

regular monitoring, and strengthening the BOD governance structure among others. By 

implementing the agency-principal relationship, it helps to minimize any financial 

ambiguities and possible conflicts. This study, therefore, contributes to the agency theory in 

terms of its practical implications in the VC market precisely, the entrepreneurs partly work 

as agents for the VC firms who are in this case the principals to ensure that they achieve 

high returns. More so, the interviewees expressed that their companies’ performance was in 

one way escalated by the technical skills and specialization of the VCs.  
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One of the VCs had this to say with respect to the question of whether their VC-backed firms 

realized an increase in ROE. “What I would say is that private equity is patient capital and 

in recent times, people in the market have begun to embrace this patient capital, they have 

realized the need to scale their companies and these funds from across the world are seeing 

better opportunities, and again let us see how we can increase our allocation to Africa. Our 

returns are seen to be increasing from about 25-35% but it is up to us in terms of providing 

a better environment. We need to make sure we have the environment for our business to 

strive. It means having infrastructure energy is a big part of that i.e. energies to perform, 

there is also transparency and regulations. One of the biggest things that also needs to be 

considered is that they need to seek confidence from the local investors and today many of 

the private equity firms have not had enough confidence from local investors like insurance 

companies. Without that confidence, they cannot give us a bigger share of the cake.  

 

One of the VCs stated “we are cautious of the extent to which equity relates to what we do 

when we make an investment we are looking for an exit. One channel of exiting is when we 

come out of the business and we are ready to sell our stake, either to the business owners or 

to the equity market. We do not look at on a quarter, by quarter basis to decide where we 

invest but to the extent that there is an opportunity to list, for which there has not been a 

great channel because typically that is our prime channel. But if there is an opportunity to 

list, we may monitor to see when the best time to bring that exit to the IPOs but that has not 

been the case so far” The point to make here is that VCs find it possible to exit by making 

trade sale to the equity markets because they are not developed and as the VCs explained, 

this is the prime channel to exit the portfolio companies. Given this, the Uganda government 

needs to develop the stock markets if the VC market is to realize better performance. 

 

Whilst the growth of the VC market in Uganda is gradual, the entrepreneurs/managers have 

taken advantage of the created networks to reach out to the VC firms for funding. The author 

also received inspiring results about how entrepreneurs attract VC financing. Respondent 

DRS04 reported, “Our CEO through networking with a friend in one of the VC firms paved 

the way for the company to bargain for the VC investment. But usually, it is both ways, the 

VCs look for the SMEs and entrepreneurs also look out for alternative funding. There is stiff 

market competition and you have to make sure that you are good at what you are doing and 
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you are the best. Even the VCs work on mortgages i.e. they own your company in principal 

including the dog that is watching your premises belong to them. Including moving assets 

in case you fail to service your debt. VC financing has a competitive edge over bank loans 

because it takes quite a long time with accrued high returns on investment in contrast to the 

banks that would not easily offer loans to start-up firms for more than five years of financing. 

Some VCs, you can negotiate a good interest rate but with bank property, they have to do 

property evaluation.  

 

Whereas many scholars recognized the importance of VC financing for attracting high 

returns, the interview results reveal that it is not the only funding source, one of the 

respondents DRS 16 report that due to the longer time taken by the VCs to approve the deals, 

is an encumbrance to new ventures and expansion, which may not be tolerated by the 

business entrepreneurs who at times urgently need capital to bridge the financing gap. SMEs 

can mobilize resources from family friends, savings from your business, and also may go for 

bank loans hence affecting the uptake for VC financing. The prior study of Tally, (2014) 

presented similar results where he disclosed that firms prefer to finance new investments 

with business savings and only look out for external funding to fill the gap.  

 

The decision of the entrepreneurs to rely on internal sources like family friends’ incomes 

and company profits, is evidence of application of the Pecking order theory (1984). This 

presupposes that business firms will always depend on internal sources (retained earnings) 

to fund their business operations and only in circumstances where internal sources are 

insufficient, firms seek external funding with priority given to debt finance and later equity 

financing. 

 

5.9.2 Research Question 2: To what extent does VC financing contribute to SMEs 

sales revenue growth?  

Many studies have adopted this approach to measure SMEs performance subsequent to 

usage of VC financing (Memba, 2011; Kwame, 2017; Biney, 2018). Researchers use 

different proxies to measure a firms’ performance, but the choice is determined by the 

purpose and end-users. Higher sales revenue may depict the good growth of the company. 

The study used a similar method to establish whether VC- backed companies realized 

increased growth. The face-to-face interview results disclosed that, explicitly, 100% of the 
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investees companies received expansion financing in the first round, for instance, to procure 

machines for production, recruit technical staff and also expand the business operations. 

There is evidence to suggest that VC financing underwrote the expansion of the market 

share, arising from the large sales turnover. Prior researchers acknowledge that VC financing 

given at the different stages, comes along with its value add to the funded companies steered 

by the specialized fund managers. This is because the VC firms can easily monitor the 

progress of business performance to decide on the subsequent level of funding (Gompers et 

al., 2009; Schwienbacher, 2005). This is preferable to a once of financing which may lead 

to misallocation of funds. This, therefore, is one of the control measures for the fund 

managers to maintain different funding stages for easy monitoring and growth of the 

portfolio companies to minimize high costs for non-productive ventures.  

 

By the same token, one of the respondents interviewed (DRS11), reported exciting results 

arising from VC financing, stating: “Our Company realized 20% growth revenue in sales 

which is sizable; however, it hinges on the magnitude of the open market.” However, the 

respondent stressed that you have to watch your capital structure mix not to rely on one 

source of capital. For the business to grow, there must be adequate working capital to 

generate more revenue. The respondent reported that they have helped the entrepreneurs to 

take advantage of economies of scale thus linking them to some sort of value chain. Their 

major goal is to assist East African farmers to increase the sustainability of their productivity 

by 50%. It will involve concentrating on sustainable food production through seed 

technology, crop technology, and also transfer the knowledge and expertise of farming 

practices in making it essential and sustainable to promote Africa as a major continent for 

food export. 

 

The researcher asked the interviewees to give reasons that compelled them to seek and 

embrace VC financing contrary to bank lending. One of the respondents DRS06 reported 

that in 2018, the company was compelled to embrace VC financing because of the financial 

difficulties encountered to meet the many orders placed by a huge number of customers. 

Following receipt of VC finance, the company’s production line stabilized and was able to 

meet the increased orders from its customer base. In the same line another interviewee 

DRS04 reiterated in terms of performance, we have registered a 30% increase in the sales 

turnover and we can meet the increased orders from our clients. In the previous month, we 
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received more orders than our financial capacity would afford. This can be explained by the 

recruitment of a sales and marketing manager who coordinated different branches across 

the country which ultimately translated into increased revenue, we have also managed to 

export our products to Kenya and clients coming from as far as Ghana.  

 

The respondents were also interrogated to provide a fair assessment of the contribution of 

the VCs' presence in the BOD of the VC-financed enterprises as well as to suggest areas that 

may need improvement. A respondent DRS04 reported that The company has realized 

stabilized exports for which it was struggling before receiving VC financing” He also 

underlined that there was a  tremendous improvement in the quality of human resource 

capital arising from the contribution of the VCs presence in the business and recruitment of 

experienced technical managers, especially in the finance and marketing departments. 

Human capital was a significant asset brought to the company which significantly increased 

our sales turnover. 

 

The researcher asked the respondents to give reasons why VC financing in Uganda is still 

jammed at the level of small deals (USD 0- 500,000) and why the process takes longer, to 

close the deal compared to conventional funding mechanisms. Some of the respondents 

reacted that, since they are small companies, they did not need more capital to increase 

equity liabilities. Particularly the respondents DRS04 acknowledged improvement in 

business growth arising from VC financing assets. We are now able to purchase material in 

bulk for increasing demands for our clients. More branches have been opened up in Masaka 

and Mbale thus increasing our sales to the different parts of the country. This was 

attributable to the experienced professional staff recruited after receipt of VC finance who 

have helped the company grow by monitoring the company performance.  

 

Besides, analysis of the interview results show that 90% of the expert informants confirmed 

VC financing for stimulating sales revenue growth for the portfolio companies. The 

difference was basically in the percentage changes, for which some have higher revenue, 

whereas others reported minimal growth. But on average all the VC-backed companies 

generally realized 30%-50% of sales revenue growth in the 3 previous years of the study. 

One of the respondents DRS03 commented that equity financing is suitable for business 

expansion. Nevertheless, using sales revenue to measure the financial stability of the firm 
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must not be done in isolation of other financial indicators for instance profits. It is not always 

correct that when the firm records higher revenue this implies higher profits (Myskova & 

Hajek, 2017).  

 

5.9.3 Research Question 3: To what extent does VC finance contribute to the 

profitability growth of SMEs? 

The growth of the company is entirely dependent on its capacity to generate sustainable 

profitability. Many academics and practitioners recognize profitability as one of the 

unsurpassed financial tools largely used to measure a firm’s performance (Davidson et al., 

2009). This is typically confirmed by the company’s financial audited accounts. 

Consequently, business entrepreneurs must strive to realize a suitable percentage of 

profitability growth to remain competitive in the business environment. The profitability of 

the firms is the major focus, not only for the VCs but also for any prospective business 

investors, since it is certainly the mirror for reporting commendable business performance. 

The profitability of a company displays an enterprise's capacity to produce revenues for a 

given period compared to the volume of sales turnover, working capital, and the assets. The 

fundamental aspect of profitability is that it is the number one determinant for the enterprise 

success of start-up firms. The success of the VC- funded companies is ultimately assessed 

by the profitability growth preceding receipt of VC funding.  

 

To evaluate the profitability of the VC-funded firms, the study engaged in several interviews 

with the key players in the VC market. The interviewees generally revealed attractive results 

endorsing VC financing for its contribution to the growth of the funded firms.  The 

respondents were asked to give their opinions and views about the profitability of their firms 

after VC financing for the period 2016-2018.  

 

One of the interviewees (DRS 16) indicated: “In the first two years, our profitability went 

down but later we regained. The company has recognized growth in production and sales 

attributed to the recruitment of the marketing manager and production manager 

recommended by the VCs. Furthermore, initially, the profit percentage was about 10% but 

we have achieved an over 50% increase in our profitability. As a result of the sound 

profitability ratio, the company registered a tremendous increase in the market share for 

our products across the East Africa Community 
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On the same line, another respondent DRS09 emphasized that it is mostly about structuring 

not having a routine or monthly payments, this is the real framework that enhances 

profitability. The profitability growth of our funded companies is, about 50% of the projects 

are doing very well, 30% are struggling and 20% of the projects completely fail to grow. 

The respondent additionally disclosed that VC finance is very vital to SMEs growth 

comparable to conventional funding mechanisms. This funding approach is very important 

to early-stage growth firms comparable to the conventional funding mechanisms because 

VC financing can be structured to fit very well with the business entrepreneurs especially 

during the season of harvest to pay back the returns while commercial finance is fixed. In 

effect, the respondent concludes that VC promotes profitability in terms of structuring cash 

flows such that there are no monthly or routine payments, for instance,   interest rates on 

cash outflows thus assisting to maximize the returns on investment. The VCs' direct 

involvement in the operation of the VC-backed firms may not go unnoticed. The VCs are 

mostly involved at the board level for instance taking signing rights to payments as 

protection mechanisms but not as decision-making mechanisms. The presence of the VCs 

promotes the profitability in terms of structuring cash flows such that there are no monthly 

or routine payments. 

 

These results demonstrate a clear impact of VC financing on the profitability of the funded 

companies. The researcher discovered a significant growth following VC funding; originally 

the company could only afford to cover the local market, but there has been a sizable growth 

in the market expansion across the East African community, a sign of business expansion 

explained by VC financing. The study, therefore, concludes that VC financing vehemently 

stimulates the profitability growth of the funded companies. Finally, respondent DRS06 

underlined that whereas external financing is equally good, “the best financing in your 

business or company, are your profits. The higher the profitability, the better for the 

Enterprise success and growth.  In a nutshell, these results confirm the enormous 

contribution of VC financing to the profitability growth of the recipient companies. 

 

VC financing is the only choice for early-stage firms, because banks want to see a real 

performance, they cannot invest in long term pre-revenue entrepreneurial ventures for 

instance Avocado farming which may last for over 5 years to yield revenue, because 

turnaround situations are a gamble. It is either going to work or not, therefore VC finance 
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is the only source of funding suited for the early-stage risky sectors for instance agriculture. 

Boda (Tugende) was successful, and such kind of business may be a hindrance to 

commercial finance. Much of commercial finance do not have patience and technical know-

how to provide mentoring to funded companies.  

 

To summarise the concerns of the fund manager, the returns on investment are very critical 

to building a business, we must benefit from its growth because it is the ultimate goal of 

setting up a business. There was general agreement from all the respondents confirming that 

after VC financing, the VC-funded companies recorded an average of 30%-50% growth in 

profitability thereby underwriting successful fund performance. Similarly earlier scholars 

(Kwame, 2017, Biney, 2018, Gompers, 2004, Lerner, 2010, Tykvova, 2018) also disclosed 

that VC escalates growth of the portfolio companies in terms of profitability.  

 

5.9.4 Research Question 4: Does VC finance relate to return on Assets (ROA) growth 

of SMEs? 

This research embraced this method to evaluate the relationship between VC financing and 

changes in ROA. ROA displays the proportion of how lucrative an enterprise's assets are in 

producing returns. It is calculated as sales revenue divided by the total assets. The greater 

the percentage of the ROA, the better for the success of an enterprise. It is usually measured 

in percentages. Several studies have used ROA as one of the measures to assess the success 

and growth of early-stage enterprises (Biney, 2018; Kwame, 2017). It is normally used to 

match rival firms in similar business sectors. A ROA of above 5% usually reflects a health 

business performance. 

 

Results from the face-to-face interviews found that 75% (14 of 16) of the respondents 

reported, following receipt of VC financing, that portfolio companies acquired additional 

assets which helped to increase sales turnover and ROA.  ROA assets should not be confused 

with asset growth which suggests a rise in the total assets usually propelled by increased 

productivity. The researcher also discovered that many of the interviewees had less 

knowledge about ROA. The researcher attempted to explain the difference between growth 

in assets and ROA which helped to eliminate the confusion. 
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One of the key interviewees DRS04 explains, “We have managed to acquire additional 

packaging machines due to VC financing, to increase our production lines to meet the big 

orders coming monthly.  These results advocate that the firms were able to use their assets 

to increase sales turnover. The researcher observed an increase in assets for the portfolio 

companies which were purchased to meet the large market share. Interview responses from 

one the entrepreneur/managers reported they purchased additional assets: “We had 4 

vehicles, but this increased to 6 commercial vehicles. Generally, there has been an increase 

in the acquisition of assets to increase total productivity, the VCs also helped to secure a 

copyright of our brand name for the company”.  

 

Contrarily, another respondent DRS06 underlined that not all firms require additional assets 

to increase their productivity, such as, SMEs specialized in producing bee-honey may not 

need to purchase more land but rather work in an ecosystem that is friendly like forests. The 

nature of our business does not require more assets but we have registered an increase in 

the sales turnover by 20% due to the large client load. The only way you can drop your costs 

is to manage your fixed costs, that is why you find farmers expanding and one of the 

challenges you find in Africa is that while you find the majority of the farmers being small 

scale farmers, they face the same type of cost. And that is one of the big challenges making 

agriculture profitable”. These results tie very well with the quantitative tests conducted 

before the face-to-face interviews. Previous scholars also arrived at the same results 

(Memba, 2011; Biney, 2018; Kwame, 2017).  

 

To that effect, one of the entrepreneurs not only emphasized the necessity of ROA for the 

growth of a business but also advised that when acquiring assets you have to make sure they 

are productive, like in agriculture essentially you need land but the question is how do turn 

it into a valuable asset. It takes over five years to transform the land that you have bought 

into a valuable asset and no financial institutions are ready to wait for that long. 

 

Drawing from conclusions from the interviewees’ debate, it was evident that whereas it is 

important to acquire assets as an indication for business growth, the assets must be of high 

productivity to generate high ROA. The study can conclude that ROA facilitated an increase 

in the total productivity of the portfolio companies.  
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The researcher attempted to explore the underlying factors explaining why the Kenya VC 

market is doing far better than its sister country Uganda. The study observed that VC is 

about high risk and getting high returns. But it is noteworthy to highlight that VC financing 

started from Kenya where they have EAVCA earlier than Uganda. The policy framework in 

Kenya supports a more conducive environment, conversely, in Uganda, there is a need for 

more knowledge about the industry. The other major aspect is that Kenya is more engaged 

in mature commercial business while Uganda is dominated by subsistence agricultural 

farming. Moreover, Kenya made efforts to increase public knowledge about the industry, 

designed a supportive policy framework, and its mature commercial market favours the 

growth of the VC industry. At the end of the day, the ROA will be much less for SMEs 

especially in the agribusiness that uses rudimentary tools like hoes and ploughs for 

production. Whereas commercial farming in Kenya is on large scale applying improved 

technology, for instance use of tractors, highly improved seeds, and high value and 

productive assets which generate high sales revenue growth. 

 

The VC industry in Uganda has remained small because it is a very high-risk business 

investment which the banks are usually hesitant to undertake. One of the respondents DRS03 

sighted the projects they fund for instance “Avocado investment take seven years for which 

a bank may not be patient to the extent a business loan to the entrepreneurs” Moreover, 

some of the business entrepreneurs tend to mistake VC for a grant yet they are mandated to 

take care of returns on investment for VCs. The worst scenario is that the quality of projects 

in Uganda is still poor; some of the SMEs have weak internal control systems, the 

management capacity of SMEs at many times is lacking and commercial strategies of 

projects in Uganda are weak. Therefore, it is a combination of factors that explains why the 

VC market in Uganda has continued to remain small. 

 

5.9.5 Research Question 5: Does the effectiveness of government regulation affect the 

performance of SMEs? 

To analyse the effectiveness of government regulations on SMEs performance, the author 

conducted face-face interviews with role players in the VC industry. They involved 

particularly the government agency accountable for executing the regulations as well as the 

entrepreneurs, VC firms, and SMEs associations.  
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The researcher interrogated the respondents on the different aspects of policies influencing 

their business processes. Reactions from some of the respondents exhibited capricious views 

regarding the role of government regulations in fostering the early-stage growth. About 63% 

(10 of the 16 of the respondents) hailed the government for creating a supportive 

environment for SMEs growth. One of the government respondents DRS02 alluded that the 

Uganda government has made efforts to improve the policy framework. “In 2015, the 

government enacted the national SME policy that gives a national definition of SMEs. All 

government interventions are based on this definition to help the VCs come into play to fund 

the SMEs with growth potential”. Government respondents added that the “Uganda 

government ratified the content law policy to benefit companies producing 80% of their 

products for export to benefit from a 5 years tax relief thus enhancing productivity and 

increased local exports to the regional markets.  

 

On a positive note, one of the respondent DRS09 reacted that government direct involvement 

in the VC market would only help if the policies in which the SMEs are trained, are done 

well, which justifies the apparent need for developing the VC industry framework, implying 

that we should not expect much about VC’s effect  on the SMEs performance. Topical 

literature accentuates that a functional regulatory policy need not compromise the tax 

incentives and tax breaks for both the private VC firms and SME sector (Adongo, 2012; 

Lerner, 2010). 

 

Quite noticeably, interviewees DRS15 & DRS11 submitted good responses expressly 

testifying the impact of government regulations on their business growth. They revealed that 

“the government has created a one-stop Centre where SMEs can easily access all services 

in terms of new ventures’ registration, work-permits/ license renewals, registration for Tax 

Identification Numbers (TIN). Bringing the readers into the picture, most vital government 

agencies in authority for the design and enactment of the regulatory policies are resident at 

TWED Towers commonly referred to as “One-stop Centre” for instance, UIA, URSB, and 

URA. The respondents confirm this government approach for augmenting and hastening the 

business processes. Particularly, registration of new companies, registration for TINs, Issue 

of business permits, and any other related business services.  
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Given the explanatory nature of the study and specifically this last objective, which is better 

understood by interacting with those in Authority, extra queries were asked to the 

respondents to get a deeper insight into its impact on the SMEs performance. One of the key 

informants, RDS02 found that government developed a national private sector development 

plan that supports SMEs expansion and growth, for example, UIA offered to SMEs 10,000 

workspaces in Namanve Industrial park for those interested to grow, the respondent 

continued to discuss that government has taken the initiative to create both local and 

international business markets, especially for the top 100 SMEs through business linkages, 

transnational corporations, and technological transfers. All these submissions confirm the 

government's support to the VC market. Although the issue about government regulations 

on VC was not well presented. Because most of the VC markets which have been successful 

in the developed world like Israel Yozma Fund, they received government VC funding and 

amendments in the government regulations (Lerner, 2010; Baldock & North, 2015). This, 

therefore, necessitates government involvement through government VC funding and 

regulatory policy to enhance VC development in the country. 

 

A review of the annual reports issued to the researcher in the course of the interview revealed 

remarkable evidence underpinning UIA’s effort for introducing annual PE/VC conferences 

that bring together SMEs, International Development partners, financial Advisors, 

Universities, and VC firms for networking and understanding the importance of VCs for 

SME growth. This arrangement was voted by several respondents to have escalated their 

VC knowledge base and access to alternative financing they did not know before. Moreover, 

submissions from the respondents hailed the government for its support to the SME sector, 

such as the Private Sector Foundation, a government parastatal which has trained over 200 

SMEs in the knowledge of internal control systems to make them investment ready to attract 

funding from the financial institutions. 

 

Certainly, the extra data got from respondents concerning the effect of government 

regulations on SMEs performance paints a good picture, but further follow up questions 

revealed that there are pitfalls that require to be mitigated affecting the VC players. Among 

others, responses from the interviewees revealed a lack of knowledge about the existence of 

government VC regulations and GSVCF. The study discovered that there is no independent 

database for VC- funded companies. The database accessed from the UIA comprised all 
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SMEs evaluated by UIA. More responses from face-to-face interviews with the VC key 

players demonstrate that there are critical areas the government needs to attend to. One of 

the respondents commented, “We have not felt any impact of the government regulations, 

we expected tax incentives, tax waivers and tax holidays for our business but all these are 

yet to be realized”. In the same vein, another respondent reveals the lack of knowledge about 

government policies, “we have not known how government VC funding works and do not 

have any knowledge whether it is in existence”. These results exhibit a knowledge gap of 

the entrepreneurs/managers who generally fail to allow the patient capital to grow. To shed 

more light on the benefits entrepreneurs have recognized arising from government 

regulation policies, one of the experts in the VC market alluded that the government 

monitors the VC market through the Capital Markets Authority (CMA). This declaration 

contrasts with what earlier interviewees’ presented by one of the fund managers explaining 

that VC regulation is still in a formative stage. Owing to these varying views, our 

consultation with the literature revealed CMA mainly handles financial services for listed 

companies, implying that the VC industry has not been given the due attention it deserves. 

These findings point to the irregularities in government regulatory policy which eventually 

impedes the growth of the early-stage firms. The respondents recommended being oriented 

about how the government regulatory policy works, where they can access the services, and 

how they can take advantage of its benefits would be much helpful to the business 

entrepreneurs. 

 

Whereas some authors hail government involvement for being the reason for the success of 

the VC industry in developed economies (Learner, 2010; Baldock, 2016); conversely topical 

literature in the developing countries seemingly suggests otherwise (Adongo, 2012). Prior 

scholars offer mixed reactions about the effectiveness of government regulations in 

enhancing the growth of the VC Market. These results relate to the findings from the face-

face-interview analysis. 

 

One of the respondents DRS05 discussed “We have not felt the presence of the government 

regulations in terms of facilitating the growth of the SMEs, in the first instance I do not have 

any idea about the availability of the Government VC and how it works. The need for more 

awareness would be very important. The researcher’s review of the reports extracted from 

the VC firms revealed that the government has only made Co-investment funding (CIFs) to 
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only one limited partner PCP Uganda. These CIFs involved the European Union, the 

National Social Security Fund (NSSF), a government parastatal, and Gatsby foundation. The 

government contributed the least percentage of the findings. These results are not different 

from CIFs from similar developing countries, where the government-sponsored VC is often 

very small to fill the financing gap. However, we find that CIFs in Uganda are very small, 

and increasing government funding would help to spearhead the growth of the VC market 

in Uganda. 

 

From the interview data, it is evident some interviewees made sceptical comments on the 

government’s support to the VC market, suggesting the government’s core interest is 

focused on collecting high taxes from the SMEs with minimal support. It is prudent to 

emphasize that there is no doubt that the SMEs are accredited as the drivers of Uganda’s 

economic development contributing 2.5 million private jobs, 90% of job creation, and 50% 

of the national GDP (MTIC, 2018). Government regulations should be focused on fostering 

the growth of the large sector not to hinder its business processes. Despite the government 

regulatory policy benefit to the business fraternity, SMEs operate on a small scale without 

getting to the level of IPOs or trade sale stages, and this has a bearing on the nature of VC 

policies. One of the respondents encapsulated “In Uganda, it is not easy to exit a company, 

because the taxes are high such as corporate tax and dividends”. From the face-to-face 

interviews the researcher conducted with the interviewees, there was no evidence 

underpinning any VC exits or trade sale. It is therefore of paramount importance to highlight 

the ultimate goal of the VCs is to maximize ROE and exit the company either through IPOs 

or trade. Responses from the entrepreneurs suggest that they are not interested in going 

public which may compromise the returns on investment for the VCs or else they might 

grandstand the SMEs to quickly cover their ROE and exit. The researcher followed up with 

a question on this matter, which revealed that SMEs in Uganda are mainly family-owned, 

and there is less interest to list on the Uganda stock exchange market. This is not only a 

problem in Uganda but the literature review endorses similar problems in emerging 

economies. 

  

One of the respondents DRS06 stated, “I don’t have any interest in getting listed on the stock 

exchange market because you lose the direction of your company. Such pitfalls in Uganda’s 

regulatory policy framework call for redress to make it all-embracing to entice the local 
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SMEs to join the financial securities market with minimal costs hence encouraging their 

economic growth.  From the face-to-face interviews, it is evident that whereas government 

regulatory policy is acknowledged to foster the growth of the VC market, some critical 

issues were disclosed from the respondents that should be addressed, for instance raising 

awareness about the benefits of the content law policy was sighted among the issues.  

 

The growth of the financial markets is central in stimulating the performance of the VC 

market for instance Kenya, Nigeria, and South Africa have had tremendous VC performance 

growth attributable to the developed financial markets (KPMG and EAVCA, 2019). Some 

of the known giant companies in Uganda, for instance MTN Uganda is incorporated in South 

Africa, while Roofing Limited, among others are reluctant to list on the national financial 

securities market. The major obstacle is that several SMEs in the country are family-owned, 

and it is difficult to influence management decisions. More so, some of the Business 

entrepreneurs are not aware of the government reforms in favour of SMEs growth, 

otherwise, they would take them up. Given that these reforms were done recently, their 

impact is yet to be realized. Perhaps after 5 years, an evaluation will be done. 

 

In Uganda, it is not easy to exit a company, because the taxes are very high, for example 

corporate tax and taxes on dividends. I do not think we need a tax waiver, what we need is 

a good implementation of the regulations i.e. abrupt decisions remain a big problem of 

government, for instance, June 1, you have to do this for which sometimes we are often not 

ready. The regulatory policy in one way does not favour some of the small firms. The 

investment climate tends to be bogged down by the rigid fiscal policy characterized by high 

tax levies, the technological infrastructure is very expensive for example internet access, 

power shutdown is another big problem for business operation and besides the cost is very 

high. All these factors translate into high costs that make business operations very expensive. 

Earlier scholars for instance (Lerner et al., 2011) concur with these findings. 

 

Another respondent DRS08 disclosed that the cost of doing business in Africa is still a big 

problem due to ineffective government regulatory framework. There are a couple of factors 

that need to be looked at. Infrastructure is obviously one of the emerging issues that make 

the cost of doing business very expensive. Therefore, if we have to be competitive, we 

definitely need the government to design supportive policies that make us competitive in a 
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global market, to compete in this jungle and we have to change our thinking about 

competitive agriculture. We can see in the last couple of years and months strong political 

policies in place to enable agricultural growth. It is actually very important Africa needs a 

strong and robust regulatory framework in place in order to stimulate this potential growth 

in Africa. Probably, what we see in Tanzania in terms of government involvement in making 

this happen may need to be replicated in Uganda. Whereas their high risks associated with 

early-stage firms, we believe and we are very confident that we can be very successful in 

managing these risks if we align the right partners in making sure we involve the 

governments at all levels in order to allow them to function in terms of airing some of these 

treasures and be part of this growth initiative in Africa. From anyone's perspective, we 

would like to see more government involvement in terms of policies. 

 

In summary, all these findings point to a positive performance of the regulatory policy in 

encouraging VC development. However, fundamental issues of regulating VC contracts and 

protection of the portfolio companies from the exploitation of foreign VC firms were not 

well supported. The role of the government to deliver extra support and guidance to all the 

VC players in Uganda was a common concern to most of the respondents and was also 

articulated as a noteworthy necessity. According to most of the respondents, there was 

evidence to suggest government regulations influence the growth of the VC market. These 

results were similar to the studies of Baldock (2016); Learner (2010).  

 

5.10 Conclusion 

Empirical findings from the quantitative section were debated, a comprehensive data 

analysis conducted, and results interpreted to respond to the research hypothesis. The results 

from the quantitative section attested that VC-financed enterprises realized great 

improvement in healthy financial performance and growth after receiving VC financing as 

compared to other companies financed by other companies. Precisely, the profitability 

increased by 30%-50%, ROA went up by 33.6%, sales revenue for the VC-financed 

companies grew by threefold more than the non VC-financed enterprises, and 63% of the 

respondents reported that government regulatory policy encourages the growth of the SMEs. 

All these results point to VC finance as a precursor for the performance of SMEs. Therefore, 

increasing and making access to VC finance easy for the early-stage enterprises, would 

contribute greatly to closing the equity gap which inhibits the growth of the SMEs in 
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emerging economies. It is also fundamental that supportive government regulations are 

central to the development of the VC market in Uganda and similar emerging economies. 

 

Furthermore, the results from the comprehensive face-to-ace interviews confirm that there 

is evidence to support that VC financing enhances SMEs performance. In measuring the 

SMEs performance, the researcher interrogated the participants about the extent to which 

VC financing contributes to improvement in SMEs performance considering ROE, sales 

revenue, profitability, ROA, and effectiveness of government regulations. The study found 

that the ROE for the VC-backed companies on average increased between 20% - 30%, 

profitability increased between 20%-50%, while 75% of the respondents reported growth in 

ROA after VC financing. Relating to the effectiveness of government regulations on SMEs 

performance, 63% of the respondents acknowledged the government’s efforts to create a 

conducive environment, although these were not yet parallel to the Kenya VC market. The 

researcher also discovered that the Uganda VC market is diminutive and fragmented, 

without clear VC market regulations thus affecting the development of the VC industry. 

Besides, VC myopia was noted to be a big hindrance to the VC market development, because 

the VC-financed companies have chosen to remain small with a lack of interest to attain the 

level of IPOs or trade sales. The qualitative outcomes conform to the statistical results in the 

earlier chapter. The only variation is that the results of the qualitative interview analysis 

offer a range of growth rather than specific percentages, but the same results from both 

methodologies speak to each other. Overall, the findings from the qualitative interview 

analysis results, researcher’s observation, and document reviews confirm that VC is the most 

suitable financing asset for the growth of the early-stage firms with the capacity to overcome 

the issue of the financing gap which hamper their growth. Empirical evidence exhibited 

tremendous growth of VC backed companies, in sales-turnover, profitability, and ROA 

compared to the non-VC backed firms. 

 

The qualitative data analysis also confirmed evidence of a connection of the study results to 

the capital structure theories specifically Pecking Order Theory, Agency Theory, and RBV 

Theory of the firm and Institutional Theory. To begin with, results revealed that 

entrepreneurs are unable to access traditional bank lending and thus depend on the business 

retained earnings for the success of their enterprises However, this is often not sufficient, to 

attract them to seek alternative funding. This financing model resonates to the pecking order 
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theory. In addition, the agency theory was found useful in the execution of the VC contracts. 

The study findings confirm that the entrepreneurs/management work as agents for the VC 

firms to ensure that the VC-financed companies generate sufficient returns on capital to 

satisfy the goal of the principal (VC firms).  Results also disclosed that the vital role of the 

VCs and management is human capital which drives the growth of the small firms. This is 

similar to what Barney (1991) referred to as the superior skills which cannot be imitated and 

duplicated. In this case, the superior skills of the VCs/Management were found to enhance 

the enterprise’s competitive advantage over its rivals thus justifying the RBV theory. 

 

Finally, the institution theory was also proved fundamental in giving direction for the growth 

of the VC industry in Uganda. Government stood out as a major driver to enhance VC market 

development from both the qualitative and quantitative results. This was also supported by 

earlier literature underpinning the role of government for the success of the VC market. On 

the contrary, this study did not find evidence to support the Trade-off Theory. Future 

research may investigate the practical implication of these theories to the success and growth 

of the early stage enterprises. 
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CHAPTER SIX: SUMMARY OF FINDINGS, CONCLUSION AND 

RECOMMENDATIONS 

 

6.1 Introduction 

This chapter summarizes the main research findings discussed and analysed in the previous 

chapter. Primarily, Section 6.2 presents a background to the study and research design; 

section 6.3 delivers a summary of findings according to the study; Section 6.3.1 discusses 

the relationship between VC financing and ROE; Section 6.3.2 narrates how VC financing 

contribute to revenue growth; Section 6.3.3 covers how VC finance contributes to 

profitability growth; Section 6.3.4 discusses the extent to which VC finance relates to ROA; 

Section 6.3.5 explores the effectiveness of government regulations contribution to SMEs 

performance; section 6.4 demonstrates the contribution of the study to novel knowledge; 

section 6.5 explains the implications of the research findings; section 6.6 presents the 

limitations of the study and Section 6.7 provides recommendations for future research.  

 

6.2 Background of the study  

SMEs in Africa and Uganda, consistently suffer from finance deficiency for their survival 

and growth. While SMEs struggle to search for external debt capital to bridge their financing 

gap, financial intermediaries consider them as high-risk investment ventures, and therefore, 

are reluctant to provide them with bank loans/financial credit (UIA, 2016; Ernst & Young 

2016; OECD 2018). Many SMEs depend on retained earnings and family income as internal 

funding sources (Turyahikayo, 2015), which are usually insufficient to foster their 

development. In this context, VC financing emerged as an alternative source to conventional 

funding to fill the equity gap and benefit the missing middle. The new finance mechanisms 

uphold the legitimacy in augmenting the growth of SMEs. It is undeniable that VC is viewed 

as a real-world answer, to rejuvenate the growth of SMEs, and to avert the emergent youth 

unemployment, poverty eradication, and economic development. Recognizing the vital role 

played by VC financing, Uganda including other emerging economies in Africa, is 

increasingly participating in the VC industry. This approach has been confirmed in the 

developed economies for extenuating the financing gap that impedes SMEs development.  

 

Even though the impact of VC financing and SMEs performance has been broadly studied, 

a review of previous empirical works discloses that less is known about this new financing 
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asset class in Uganda. It was therefore essential to conduct an empirical study on this kind 

in Uganda, to deliver sustainable recommendations to overcome the problem of access to 

finance. In any one's perspective, increasing access to VC financing to SMEs ought to be 

enhanced in promoting the growth and performance of SMEs in Uganda. This research 

partially fills some of the existing gaps in the earlier research conducted and also provides a 

forum for further research by illustrating how VC influences SMEs performance in Uganda. 

  

6.3 VC financing and SME performance in Uganda  

The study analysed the impact of VC financing on SMEs performance in Uganda. The 

research findings are structured in relation to the research questions, as well as reflecting on 

the theoretical framework and review of empirical works. Consenting to the theoretical 

framework and literature reviews and data analysis, the findings from this study confirm that 

VC is a real-world answer with the proficiency to rejuvenate the growth of SMEs in both 

developed and emerging economies, thus contributing to poverty eradication and economic 

development. In the following subsection, the study discusses how VC finance influences 

changes in ROE. 

 

6.3.1 Objective 1: To establish whether VC finance leads to changes in Return on 

Equity (ROE) 

ROE is one of the most popular indicators for assessing the financial health of the firm. It is 

vital because it is used by management in evaluating how much a dollar of profit generates 

each dollar of shareholder's equity. This study compares the VC-financed enterprises to the 

non VC-financed enterprises, to ascertain whether VC financing improves their chances of 

success and growth. A correlation coefficient test was run to conclude if there is a positive 

linkage between ROE and VC finance. The results in Table 5.15 (r= 0.423, p<0.01) describe 

a strong association of ROE to VC finance. The results also suggest that 42.3% of the 

changes in ROE is explained by the use of VC finance. As is seen from the results, there is 

overwhelming evidence that ROE is positively related to VC financing. This implies that an 

increased VC investment into the investees’ companies leads to a corresponding increase in 

the ROE. It can be concluded that firms that used VC financing recorded 42.3% 

improvement in ROE. These returns were far higher than the average global returns on 

venture capital funds of 26% (Preqin, 2015). Besides, the descriptive statistics also indicated 

(49 out of 68 respondents) that the companies that embraced VC financing increased ROE 



172 

 

from 2016-2018. The outcomes of this study are supportive of previous studies conducted 

in the developed economies which support this research (Gompers & Lerner, 1998; Baldock, 

2016: Tykvova, 2018; Chemmanur et al., 2009). All these studies found higher growth and 

efficiency for VC-backed companies after VC financing compared to other companies. 

However, it may be too early to celebrate the results since most of the SMEs were in their 

early stage of funding. Recent literature documents a decline in ROE in the latter stage of 

funding and IPOs (Lerner, 2010, Baldock, 2016). A future exploration into early-stage 

funding and IPOs would enrich the current research.  

 

Additionally, the study reveals that VCs do not only offer patient capital, but there is a 

noticeable value add to the investee companies through their superior skills and experience 

in the VC industry.  Results from the descriptive statistics indicate that 65% (44 of 68) of 

the respondents reported tremendous growth squarely attributable to value addition from the 

VCs. Earlier scholars contend that value-add to the VC-financed enterprises  is essential for 

VC investment, because it differentiates it from other sources of funds (Bygrave & Taylor, 

1989; Sapienza & Timmons, 1989; Hellmann & Puri, 2002). Likewise, the results from the 

face-to-face interviews revealed overpowering evidence of value-add to the VC-funded 

companies manifested in the VCs efforts in the monitoring exercises, facilitating access to 

international markets, coaching in financial management, and delivering hands-on 

assistance to companies through their networks. In the same vein, Davis and Stetson (1985) 

argue that value-add emanating from the role of VCs rests in the development of the correct 

specialized assembly for the venture. All these results underscore the consequences of VC 

financing on the growth of ROE. 

 

The study discloses in Table 5.7 that 57.4% of the SMEs under the study have been in 

business for over 15 years, however, entrepreneurs/managers prefer to remain small without 

any plans to get to the level of IPOs. This study’s outcomes are similar to the conclusions 

provided by Mjongwana and Kamala (2018), who reported that SMEs had operated for over 

15 years, but remained small. Indeed, out of the sample of 68 respondents, there were no 

IPOs or trade sale companies. These results do not portray an appealing picture of the 

upcoming VC market of Uganda, because that is the prime channel of exit for the VCs from 

the funded firms. Surprisingly, the entrepreneurs/managers expressly demonstrated a lack 
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of interest to list on the stock exchange market which eventually may negatively impact the 

yield of returns from the funded companies.  

 

The outcomes from the descriptive statistics revealed that 87% (59 of 68) of the respondents 

accepted that they were unaware of VC financing and lacked adequate knowledge about its 

availability to fund the early-stage firms with growth potential. This was consistent with the 

interview results which revealed that the Uganda VC market is trailing with unclear VC 

market policies less known to the entrepreneurs. The lack of knowledge about VC financing 

by the entrepreneurs recorded a mean score equal to 4.1765, STD of 0.6678, and skewness 

0.675. These results support the conclusion that the VC industry in Uganda has remained 

small despite the appealing realization of returns on investment. These results conform to 

the findings of Shanti (2018); Memba (2011); Hisrich (2015). The results from this study 

suggest the apparent need for the government to escalate the VC supply to SMEs and raise 

awareness of the benefits of patient capital as well. Recent research has confirmed that the 

success of the VC market rides on developed financial stock markets which is the end 

destination of VC- backed companies when the VCs exit. To support this assertion, South 

Africa, Kenya, and Nigeria have demonstrated success in the VC market growth because of 

the functional stock exchange markets (Ernst & Young, 2018 and EAVCA, 2018). 

 

The study also reveals that 100% of the interview respondents confirmed the crucial role of 

the VCs on the BOD of the funded companies. VCs typically secure minority seats on the 

BOD of the VC-financed companies, to boost their financial performance with the ultimate 

goal of achieving high returns. The results were consistent with prior studies (Lerner, 2010: 

Gompers, 1998: Tykvova, 2018; Savaneviciene, Venckuviene and Girdauskiene, 2015; 

Shanthi and Schneider, 2018; Hain et al., 2016; Small and Medium Business Agency , 2018; 

Arundale, 2018). These studies emphasise that the cardinal goal of the VCs from the investee 

companies is to reap high returns and exit the company. Besides they always choose firms 

with high growth potential. Ideally, these firms may still grow with or without receiving VC 

financing, given that fund managers give priority only to SMEs which have already 

demonstrated high growth potential.  Above all, the entrepreneurs/managers have to work 

hard and ensure they meet the high returns for the VCs who entrusted them with patient 

capital. This brings into play the agency theory, where the VCs and the VC-backed firms 

enter into VC contracts to mitigate against any uncertainties or conflicts of interest. To put 
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it concisely, the entrepreneurs/managers work on behalf of the VCs as their agents with the 

commitment to pay ROE as stipulated in the signed VC contracts.  

 

On a strong point, the qualitative interview results disclose that the financial strength of an 

enterprise is fundamental for stimulating the growth of early-stage firms, unfortunately, 

start-up firms desirous of expanding their business are often at a crossroad of accessing 

traditional funding since most of them do not qualify for debt financing. Several early-stage 

firms have closed business or remained static due to a lack of adequate financing. As such, 

start-up firms need to secure the suitable sum of funding which should not be too little to 

hamper growth or too much to be absorbed by the firms. These anxieties led to the demand 

for VC as a central source of funding for the early-stage enterprises, structured in the form 

of equity financing.  

 

However, the study also reveals that ROE on equity is influenced by the prevailing country 

tax policies, and a high capital gains tax may scare away VC firms to invest in the country. 

But a favourable tax system inspires the investors to escalate VC supply to the early-stage 

ventures, thereby contributing to national economic growth. This finding relates to the 

results of Poterba (1989); Gompers and Lerner (1998) who reveal that a reduction in capital 

gains tax would motivate the VCs to raise more VC finance, thus stimulating the growth of 

the VC market. Gompers and Lerner (1998) confirm that interest rates influence the amount 

of VC finance extended to the investee companies. This implies that if the interest rates go 

up, the VCs’ appetite to invest in the existing and new entrepreneurship ventures will 

dwindle and slacken the willingness to provide VC finance to early-stage firms.  Finally, 

recent literature discloses that there is a direct relationship between VC finance and the 

interest rates. Lerner (1998) elucidated the fluctuations in the rate of taxes that influence the 

demand for VC finance, whereas a reduction in the capital gains tax leads to an increased 

supply of VC investments. Therefore, government efforts should be geared towards creating 

supportive policies that probably offer waivers and incentives to the VC firms, particularly 

at the exit level, thereby encouraging the foreign VC firms to invest in the country 

.  

In a different area, entrepreneurs/ managers expressed their frustrations for some of the 

fundamental issues that have remained unresolved to boost enterprises’ growth and success 

in Uganda. Our results reveal that 93% (63 of 68) of the respondents reported access to 
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finance as the major impediment for the growth of early-stage entrepreneur ventures in 

Uganda. In line with the latter, the respondents also confirmed that high-interest rates were 

a barrier for their access to bank loans. Combining the responses for lack of access to finance 

and high interests charged on loans, helps to explain why the SMEs in Uganda have failed 

to grow and expand.  

 

Because of the invaluable contribution of VC finance to SMEs performance, the study 

underwrites that the VC-backed companies realized increased ROE after receiving VC 

financing. Therefore, government support to increase access to VC financing for SMEs 

would assist to enhance their growth and expansion thus contributing to the national GDP 

of Uganda. In conclusion, a detailed analysis of the interview results revealed that VC 

finance leads to increased growth in ROE. The VC-backed companies reported a good ROE 

between 42.3%. Recent literature documents good ROEs ranging from 20-30%. The study 

results conform to the empirical findings of the prior researchers. However, it was observed 

that the majority of the portfolio companies were in their second year of funding, and earlier 

literature discloses a decline in ROE in the latter stage of funding. These are key issues to 

be followed up by future researchers to confirm whether this trend remains the same. 

 

6.3.2 Objective 2: To assess whether VC financing contributes to revenue growth 

Sales revenue is one of the popular financial indicators used by management and 

shareholders to assess the financial stability and growth potential of their companies. This 

study used a similar method to establish whether the VC- backed companies realized 

increased growth in sales. Empirical results from the correlation coefficient tests revealed 

the interdependence of sales revenue on VC financing. The correlation coefficient of 

determination is significant when p<0.01. The results indicate a correlation coefficient of 

(r= 0.435, p<0.000) designating a strong positive relationship as the p < 0.01. It can therefore 

be concluded that there is evidence to confirm that sales revenue is significantly related to 

VC financing, implying that 44% of the changes in sales revenue is explained by the use of 

VC finance. The rule of the thumb is that higher sales revenue depicts the growth of the 

company. Particularly, firms that received VC financing recognized higher sales revenue 

than non-VC-backed firms. Results from the qualitative interview analysis as well were 

consistent with the correlation coefficient tests, where average sales revenue growth was 



176 

 

between 30%- 50%. This speaks to the empirical tests, because 44% falls in the same range 

as reported.  

 

The researcher additionally, extracted data from the survey questionnaires to match it with 

the sales value reported in the financial reports from 2016 to 2018 for authenticity.  

However, due to the sensitivity of the financial information, 50 respondents out of 68 

provided the financial reports constituting 74% of the sample size. According to Mugenda 

and Mugenda, (2003), sample results of 70% are excellent for data analysis. The results from 

the financial reports disclosed a significant improvement in sales revenue across all the years 

from 2016- 2018. More precisely, the VC-financed companies recorded a maximum sales 

turnover of UGX 18,029 billion (US$4.93 million) as compared to UGX 4,507 billion 

(US$1.24 million) for the non-VC-backed firms in the year 2016. However, from 2017, the 

sales revenue for the VC- backed firms dwindled by 29%, whereas the non-VC backed firm 

recorded increased revenue by 15%. Results are thus different from the study of Memba, 

(2011). To mitigate the outliers arising from comparative sales revenue for a single entity 

by selecting the highest and lowest revenue values, extra analysis using the mean and 

standard deviation scores was performed.  

 

The findings showed growth in the sales revenue of the VC backed firms with an average 

sales turnover of UGX 6.23 billion parallel to UGX 2. 053 billion for the non-funded 

companies in the third year (2018). These results demonstrate that the VC-backed companies 

outperform the non VC-backed firms by three fold across all the years. The prior study of 

Chemmanur et al. (2009; Gompers & Lerner (1998); Biney (2018) found a tremendous 

increase in sales revenue for VC-financed companies compared to non-VC-financed 

companies after receiving VC financing. 

 

Besides, it is vital to point out a few testimonies from the face-to-face interviews “One of 

the entrepreneurs /managers reported “Our Company was compelled in 2018 to embrace VC 

financing because of the financial difficulties encountered to meet the many orders placed 

by a huge number of customers. Following receipt of VC finance, the company’s production 

line stabilized and was able to meet the increased orders from our increased customer base, 

we have registered a 30% increase in the sales turnover and we can meet the increased 
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orders from our clients from the different branches across the country which ultimately 

translated into an increase in revenue. 

  

Many respondents disclosed that they recognized a 50% increase in the annual sales 

turnover. VC-backed companies have made a great expansion to the East African market, 

and some countries in Africa like Ghana including those in Europe are following VC 

financing. In summary, it can be resolved that annual sales for the VC-financed enterprises 

increased between 30% - 50% from 2016 to 2018. For this reason, increasing VC financing 

access would help to bridge the financing gap, thus enhancing the growth of the early-stage 

firms and also creating an opportunity for entrepreneurs hoping to expand their enterprises.  

The results are similar to the study of Lerner, (2008) who observed the performance of the 

US SBIR program, a government initiative mandated to support high-tech firms.  

 

In addition, the study confirmed a substantial increase in job creation and sales revenue 

which was higher than the firms that did not exploit similar support.  Gompers and Lerner, 

(2001) alluded that VC funded firms grow faster, have sound financial performance, decent 

governance structures, and are very innovative with high opportunities of going public 

(IPOs) compared with the non-VC funded industries.  In reality, it is repeatedly highlighted 

in the finance literature that the VC financing approach considerably underwrites the success 

of early-stage entrepreneur ventures. This method is criticized as a measure for firms’ 

performance because it is not always true that higher sales translate into profits (Cook, 

2000). The company may be over trading with bigger sales volumes but without making 

profits. To minimise any bias, the results were interpreted in association with other 

parameters for instance ROA, market expansion, and innovation. The study found the role 

of the VCs to be very essential to value add for the investees’ companies, in terms of 

enforcing sound financial management, effective marketing strategies, innovation and 

governance structures, which eventually increase growth in sales.  

 

6.3.3 Objective 3: To determine the extent to which VC finance contributes to the 

profitability growth of SMEs 

 The capacity of an enterprise to generate sufficient profits determines its financial stability 

which enlarges the value of invested capital to meet its financial obligation as a going 

concern. Several methods are used to measure business performance, however, the 
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profitability ratio has been extensively used as a popular and dependable approach compared 

to other methods (Myskovsa & Hajek, 2018). The fund managers frequently search for firms 

that already have demonstrated growth potential. 

 

As a method to evaluate if VC finance contributes to profitability growth of the early-stage 

enterprises, the researcher ran a regression analysis test. The results from Table 5.18 of the 

regression model summary show an adjusted R= .289 with the R² = .342. This implies that 

the variability in the profitability of 34.2 % can be explained by embracing VC financing. 

As a result there is evidence to confirm that usage of VC certainly contributes to the 

profitability (EBIT-Earnings before interest and tax) of the VC-financed companies. 

However, these results are different from the study of Rosenbusch, Brinckmann and Muller 

(2013), who found that VC finance does not enhance the profitability of the funded firms. 

That said it is important to emphasize that the company’s profitability is dependent on its 

effective approach to using the assets to generate profits (Warren, Reeve & Duchac, 2014). 

As such, for the company to grow, it is incumbent upon management to ensure the firm’s 

total assets produce sustainable profits today and in the future.  

 

The study also discovered that VC financing is more profitable compared to conventional 

funding (bank debt). VC promotes profitability in terms of structuring the cashflows as the 

business entrepreneurs have an opportunity to remit returns in the period of boom, and when 

losses are incurred they are shared, unlike the commercial banks in which finance is a fixed 

term. Particularly, there are no monthly or routine cash outflows in terms of returns on equity 

because it is structured to fit very well with the business entrepreneur’s capacity to remit the 

returns to the VC firms. This outcome conforms to the studies done by Baraka and Anyieni 

(2015), Ngima (2014), Paglia and Harjoto (2014), Biney (2018), Kwame (2017), Memba et 

al. (2011) and Owen, North and MacBhaird (2019). They observed that SMEs that received 

VC financing recognized significant growth in sales, profitability, asset growth, and creation 

of job opportunities which improve the cost of living and contribute to the alleviation of 

poverty.  

 

Considering the variability in taxes charged to the different sectors, this study uses EBIT for 

a fair comparison. Because the outcomes may be relatively diverse when performance is 

analysed using earning after tax (EAT). A company that earns higher profits implies better 
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performance and efficiency compared to the rivals in a similar business sector. For this 

study, the researcher compares annual profits of the VC-financed companies to the non VC-

financed companies from 2016-2018. The respondent companies were purposively sampled 

from the agribusiness and manufacturing sectors. In the results from the financial ratio 

analysis from 2016-2018, Figure 5.6 revealed a 30-50% growth in EBIT of the VC-backed 

firms as compared to 15%- 24% for the non VC-backed firms. The study adopted the 

operating profit to take care of any differences in tax rates charged to the different sectors. 

For instance, the agriculture sector is dominated with zero-rated products, whereas 

manufacturing industries may have the opportunity to benefit from the content law policy, 

where industries producing 80% of products for export qualify for a tax waiver for 5 years. 

These results were augmented with the face-to-face interviews conducted with the role 

players in the VC market who generally revealed attractive results endorsing VC financing 

for its contribution to the growth of the funded firms. Among the key important issues to 

note, one of the business managers testified that “in the first two years, our profitability went 

down but later we regained. The company has recognized growth in production and sales 

accredited to the recruitment of the marketing and production manager recommended by 

the VCs. Furthermore, initially, the profit percentage was about 10% but we have achieved 

an over 50% increase in our profitability. As such the company registered a tremendous 

increase in the market share for our products across the East Africa Community.  

 

More attention-grabbing results were from the fund managers who emphasized that to 

maximize profits it is mostly about structuring not having a routine or monthly payments, 

this is the real framework that enhances profitability. The profitability growth of the funded 

companies is about 50% of the projects which are doing very well, 30% are struggling and 

30% of the projects completely fail to grow. It was also noticed that VC finance is very vital 

to SMEs' growth comparable to conventional finding mechanisms. Previous studies have 

painted an intriguing picture of success for all the VC –backed firms. However, evidence 

from the fund manager’s demonstrates that 20% of the VC projects completely fail, this 

implies that these projects make enormous losses, and 30% struggle to survive. The survival 

and growth of a firm hinges on its financial stability, implying that a firm must be able to 

generate profits, escalate returns on invested capital to allow settlement of its financial 

obligations.  
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Early-stage firms that can demonstrate the capacity to generate worthy profits have higher 

chances of attracting VC financing because this is the area of interest for any prospective 

investors. Fund managers primarily depend on the profitability ratios to determine the 

financial health of a firm. No investor would want to be associated with a firm that does not 

show decent profits in the statement of financial affairs of the company (Myskova & Hajek, 

2017). The study also reports that SMEs which can maintain a healthy profitability ratio, 

seemingly have a higher opportunity to access VC finance and inspire increased funding 

which eventually stimulates business growth. It is also important to stress the ability of the 

firm to make profits entirely dependent on a set of factors, but the most important of all is 

the superior skills of the management team. Topical literature suggests that VC firms with 

experienced fund managers yield higher returns (Arundale, 2018).  

 

6.3.4 Objective 4: To evaluate the extent to which VC relates to the growth of return 

on asset (ROA)  

ROA is one of the financial performance metrics commonly used by management and other 

users of financial statements to depict how best the firm uses its assets to generate revenue. 

The results from the correlation coefficient tests show a correlation of (r= 0.336, p<0.05) 

designating a positive correlation between ROA and VC financing, as p < 0.05. The results 

also suggest that 33.6% (0.336) of the changes in ROA is explained by the use of VC finance. 

These results are similar to the study of Kwame (2017). The researcher also found these 

results related to the reviewed literature in chapter three of the thesis. There is evidence to 

support that all the VC- funded companies reported increased ROA assets. The descriptive 

data analysis reveals that 63% of the respondents showed good ROA on assets. However, 

the study finds that agribusiness attracted more ROA because it is labour-intensive with a 

minimal need for a big asset base, unlike the manufacturing sector which is capital intensive. 

Therefore, the higher the asset base the lower the ROA because when total revenue is divided 

by higher asset value, this would yield a lower percentage thus low ROA.  

 

The responses from the face-to-face interviews revealed that some of the interviewees had 

limited knowledge about ROA. Some were confusing it with asset growth. This was 

supported by the results from the descriptive statistics that revealed 87% of the respondents 

did not have adequate knowledge about the availability of VC as alternative funding for 

early-stage firms. This part illuminates the reasons why the VC industry in Uganda has 
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remained small despite recognizing returns on assets. These results conform to the findings 

of (Shanti, 2018; Savaneviciene, Venckuviene and Girdauskiene, 2015; Hisrich, 2015). The 

study also unveils that lack of access to finance and the high interests have hampered the 

growth of the ROA. High-interest rates thus have a huge effect on the operating profits, 

because they lower the net profit thereby reducing the ROA.  

 

A higher percentage of ROA depicts the good financial performance of the firms in terms 

of its asset base producing profits with each dollar invested. On the one hand, a dwindling 

ROA might indicate over-investment in the assets or evidence of some of the assets not 

being productive in supporting revenue growth, which is an indicator of a failing business 

(Bloomsbury, 2009). Despite the appealing results of ROA, empirical literature documents 

that the VCs are more interested in ROE value (Tycho Press, 2013).In light of this, it is vital 

not interpret the results of ROA in exclusion of other performance variables for instance 

sales turnover, asset growth and operating income, because integration of the different 

metrics delivers reliable and complete conclusions. 

 

6.3.5 Objective 5: To analyse the extent to which the effectiveness of government 

regulation affects the performance of SMEs 

Earlier scholarships on government regulations have essentially focused on large firms in 

developed countries, the impact of government regulations on SME performance, and how 

it enhances VC markets in developing countries has been under-researched. Results from 

the regression analysis tests in Table 5.21 show adjusted R = .156 with the R² = .206. This 

implies that the variability of 20.6% in VC finance is explained by government regulatory 

policies. It can, therefore, be concluded that VC finance positively impacts on the 

profitability of the VC-financed enterprises. These results are also reinforced by the 

descriptive statistics, for which 42 out of 68 respondents showed that government 

regulations are supportive in terms of enhancing the growth of the small firms  

 

Quite noticeably, interviewees’ submitted good responses testifying expressly the impact of 

government regulations on their business growth. One of the interviewees DRS06 showed 

that “the government has created a one-stop Centre where SMEs can easily access all 

services in terms of new ventures’ registration, work-permits/ license renewals, registration 

for Tax Identification Numbers (TIN). Bringing the readers into the picture, most vital 
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government agencies in authority for the design and enactment of the regulatory policies are 

resident at TWED Towers commonly referred to as “one-stop Centre” for instance, UIA, 

Uganda Registration Services Bureau (URSB), and Uganda Revenue Authority. (URA). The 

respondents confirmed this government approach to have augmented and harnessed the 

business processes for instance registration of new companies, registration for TINs, Issue 

of business permits, and any other related business services. Besides, a review of the annual 

reports retrieved from the interviewees revealed remarkable evidence underpinning UIA’s 

effort for introducing annual PE/VC conferences which brought together the minds of VC 

experts from SMEs, International Development partners, financial Advisors, Universities, 

and VC firms to network and enhance the growth of the VC industry in Uganda. This 

arrangement was voted by several respondents to have escalated their VC knowledge base 

and access to alternative financing they did not know before. More submission from the 

respondents hailed the government for its support to the start-up firms, such as Private Sector 

Foundation. This is a government parastatal which has trained over 200 SMEs in the 

knowledge of internal control systems to make them investment ready for funding from the 

financial institutions. 

 

One of the respondents DRS03 alluded that the Uganda government has made efforts to 

improve the policy framework. The respondent emphasized, “In 2015, the government 

enacted the national SME policy that gives a national definition of SMEs, all government 

interventions are based on this definition to help the Venture capitalists come into play to 

fund the SMEs with growth potential”. Earlier scholars emphasize that a functional 

regulatory policy needs not to compromise tax incentives, tax breaks for investors, fund 

managers for the development of the VC market (Owen et al., 2019). In this perspective, the 

Uganda government ratified the content   law policy which benefits companies producing 

80% of their products for export to benefit from a 5 years tax relief, thus enhancing 

productivity and increased local exports to the regional markets.  Certainly, the results paint 

a good picture but further follow up questions revealed otherwise. One of the interviewees 

DRS09 concluded, “Government direct involvement in the VC market would only help if the 

policies in which the SMEs are trained are done well, that would assist to shape the Venture 

capital ecosystem. However, the government of Uganda is just developing the VC industry 

framework”. To emphasize government efforts in creating a supportive investment 

environment. One of the respondents stated that the government has made deliberate efforts 



183 

 

to regulate the VC industry under the supervision of the Capital Markets Authority (CMA). 

However, results from the entrepreneurs/managers revealed less knowledge and impact on 

the SME sector.  The researcher’s efforts to extract extant literature undermining the role of 

CMA in as far as the VC market is concerned was futile. 

 

The study unveils that there is no independent database for VC- funded companies. The 

existing database for UIA and USSIA does not disaggregate the VC-backed firms from the 

non VC-backed firms. While it was reported that the VC market is under the mandate of 

Capital market Authority, there are unclear policies of how it is regulated. Data concerning 

the concluded deals or VC –funded companies could not be retrieved easily from the UIA’s 

database. There was a lack of information on the VC concluded deals, the commercial 

agencies that attempt to maintain online data, are not open access, this created some 

difficulties to access data. Nonetheless, the researcher was able to overcome this pitfall by 

using the VC firms’ profiles, recommendations to their portfolio companies, and PE/VC 

annual conferences catalogue. Responses from face-to-face interviews with the VC 

stakeholders demonstrated that the government needs to attend to the issue of effective 

regulation of the VC market as a matter of urgency. Interviewees made sceptical comments 

on the government’s support to the VC market, suggesting that the government’s core 

interest is focused on collecting high taxes from SMEs with minimal support.  

 

SMEs are the engine for the growth of Uganda’s economy contributing 2.5 million private 

jobs, 90% of job creation, and 50% of the national GDP (MTIC, 2018). However, this sector 

has not been given the due attention it deserves. The study reveals several government 

programs are theoretical; for instance, skills development training of entrepreneurs 

/managers without the government taking the lead to fill the financing gap may not alone 

rejuvenate the large and vital sector to Uganda’s economy. It is therefore recommended for 

the government to increase CIFs into the private VC firms. These results are consistent with 

the study of Arundale, (2018). 

 

The study also discovered SMEs operate on a small scale without getting to the level of IPOs 

or trade sale stages. One of the respondents said; “In Uganda, it is not easy to exit a company, 

because the taxes are high such as corporate tax and dividends' ' Face-to-face interviews 

results revealed no evidence of any VC exits or trade sale. Thus, it is of paramount 



184 

 

importance to highlight the ultimate goal of the VCs as maximization of ROE exit through 

IPOs or trade sale, the prime exit strategy from the portfolio companies. Conversely, the 

entrepreneurs are not interested in going public which may compromise the returns on 

investment which compel VCs to grandstand the VC- funded companies to quickly cover 

their ROE and exit. Conversely, SMEs in Uganda are mainly family-owned, with less 

interest to list on the Uganda stock exchange market. Therefore, the absence of a developed 

stock market to absorb the IPOs or trade sale undermines the growth of the VC industry. 

This is a common problem not only in Uganda but also in similar emerging economies. Such 

pitfalls in Uganda’s regulatory policy framework call for redress to make it all-embracing 

to entice the local SMEs to have the appetite to list on the stock exchange market with 

minimal costs. The growth of the financial markets is central in stimulating the performance 

of the VC market for instance Kenya, Nigeria, and South Africa have managed to have had 

tremendous VC performance growth attributable to the developed financial markets. By 

developing the stock exchange market, this may inspire the local companies to list, but as it 

is now, even large companies are hesitant to join the stock exchange market. The major 

obstacle is that several SMEs in the country are family-owned, and it is difficult to influence 

management decisions. Moreover, some of the business entrepreneurs are not aware of the 

government reforms in favour of SMEs growth, given that these reforms are recent. 

 

In summary, all these findings point to a positive performance of the regulatory policy in 

encouraging VC development. The role of the government to deliver extra support and 

guidance to all the VC players in Uganda was a common concern to most of the respondents 

and was also articulated as a noteworthy necessity. According to most of the respondents, 

there was evidence to suggest government regulations influence the growth of the VC 

market. These results were similar to the studies done by Baldock (2016), Learner (2010) 

and Lerner et al. (2011). 

 

6.4 Contribution to knowledge 

This study makes a vital contribution to knowledge by offering a diversified framework for 

Enterprise success in Uganda (See Figure 6.1). This framework is recommended to benefit 

the key players in the VC market in manipulating VC financing to enhance Enterprise 

success. Although VC has been extensively studied, no study has developed a diversified 

framework for Enterprise success in Uganda that integrates exclusive performance variables 
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like VC finance, government involvement, and human capital and credible business plans to 

assess enterprise success. The findings revealed that these variables significantly influence 

Enterprise success, thus compelling the researcher to develop a diversified framework for 

enterprise success (See Figure 6.1). It takes into consideration variables that have not been 

yet used in prior literature. According to the diversified framework for enterprise success 

(Figure 6.1), the interaction of VC finance, government involvement, credible business 

plans, and human capital, was discovered to be very essential in enhancing Enterprise 

success.  

 

First, government involvement in the VC market is essential for creating supportive 

regulations and enhancing Co-investment funds into private equity firms. This is 

strengthened with the study findings in section 5.7.5 and 5.11.5 which confirmed that 

government regulations hugely influence VC finance in encouraging the growth of start-up 

firms. Secondly, VC finance was identified as a significant variable for stimulating 

enterprise’s success compared to conventional bank lending (sections 5.7.1, 5.11.1) 

therefore it was worth including these variables in the framework. Thirdly, entrepreneurs 

submitting credible business plans is a turning point for companies in need of alternative 

funds to bridge the financing gap. This performance variable was supported by evidence 

from face-to-face interviews (section, 5.11.1) that revealed that only 2% out of 100 business 

plans pass the due diligence process to qualify for VC financing. Finally, because human 

capital is the fuel that drives enterprise success, senior management, and VCs’ presence on 

the BOD, were instrumental in encouraging the growth of funded companies. Including this 

variable in the framework was reinforced with empirical evidence from the face-to-face 

interviews (section 5.11). Therefore, the interaction of all these variables as illustrated in 

Figure: 6.1 leads to enhancement of the enterprise’s success that might be manifested by an 

increase in sales revenue, ROE, profitability, and ROA.   

 

Unlike the conceptual framework, the diversified Framework for Enterprise Success in 

Uganda, takes into consideration variables that have not been yet used in prior literature (See 

Fig 6.1). This the diversified framework for enterprise success recognizes the reputation of 

the entrepreneurs/managers to maintain their books of accounts to overcome information 

asymmetries. By doing so this elevates their opportunities to qualify for VC financing after 

the rigorous due diligence exercise conducted by the VC firms. Topical collected works 
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reveal that 1/10 prospective SME applicants fail at the level of due diligence due to the 

personal judgment of the fund managers (Baldock, 2016). Further exploration into how the 

VC firms execute due diligence to funding the early-stage entrepreneur ventures would assist 

to complement the current literature. 

 

The study also discloses that VC financing is more profitable compared to conventional 

funding (bank debt). VC promotes profitability in terms of structuring the cashflows as the 

business entrepreneurs have an opportunity to remit returns in the period of boom, and when 

losses are incurred they are shared, unlike the commercial banks in which finance is a fixed 

term. Particularly, there are no monthly or routine cash outflows in terms of returns on equity 

because it is structured to fit very well with the business entrepreneur’s capacity to remit the 

returns to the VC firms. It is observed that SMEs that received VC financing recognized 

significant growth in sales, profitability, asset growth, and creation of job opportunities 

which improve the cost of living and contribute to the alleviation of poverty. In light of this 

practical implications, it is therefore important for the government and international 

development partners to guarantee uninterrupted access to finance to the early growth firms 

which drive economies for both developed and developing countries. VC financing has been 

recognized as the most sustainable funding model to revive SME growth 

 

For that reason developing a diversified framework for enterprise success was necessary to 

assist the VC stakeholders in measuring enterprise success. To the best of the researcher’s 

knowledge, no prior study has ever applied this set of integrated variables to examine the 

performance of SMEs. On this basis, this nature of framework was necessary to contribute 

to the body of knowledge and also to pave the way for future investigation into these areas 

to improve this framework. Based on the empirical findings which compelled the researcher 

to develop a diversified framework for enterprise success (Figure 6.1), their evidence 

suggests that variables hugely influence the growth of early-stage enterprises.  

 

To improve the framework, the study suggests future research to investigate “To what extent 

does government involvement in VC financing, the entrepreneurs’ credible business plans 

and the presence of the venture capitalists on the BOD enhance early-stage Enterprise 

success in Uganda?” 
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Figure 6 1: Diversified Framework for Enterprise Success in Uganda 

 

Source: Author’s contribution to knowledge: A Diversified Framework for Enterprise 

Success in Uganda 

 

6.5 Implications of the findings 

Numerous studies have used the entrepreneurs/managers of SMEs as key respondents to 

measure the impact of VC financing on SMEs performance. This kind of approach may 

neglect the critical insight of the key players in the VC market. This is the first 

comprehensive study conducted which adopts a mixed approach, to bring together the 

understanding of all key players in the VC industry comprising entrepreneurs/managers, 

government agencies, VC firms, and SMEs associations to offer a deeper insight into the 

VC market performance. The views of the VC practitioners are complemented with those of 

the other stakeholders. Besides, using this approach offers a deeper understanding of the VC 

market processes by gathering critical data from all the players in the VC industry. A few 

studies have used this approach, for example, Arundale (2018) studied the performance of 

VC firms by comparing the US and European based Limited Partners. The current study 

presents appealing empirical results that confirm evidence of the impact of VC financing on 
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SMEs performance in Uganda. Prior research has largely used a matching approach of 

before and after, implying that the performance variables are evaluated considering two 

different timeframes with a time lag between when the SMEs used other funding sources 

and then after using VC financing. The difference in funding periods may be influenced by 

micro and macro-economic factors which certainly affects the growth of the firms thus 

yielding biased results. This study investigated the performance of VC-backed and non-VC-

backed firms from 2016- 2018, in consideration of the same timeframe and investment 

environment. This study suggests that the microeconomic factors influence both variables 

equally thus providing a reasonable evaluation which helped to produce reliable results.  

 

This study shows that effective regulation of the VC market would benefit the foreign and 

local VC firms in building their confidence to invest in the country. The study discloses that 

although Uganda’s VC market is regulated by the CMA, these policies seemingly appear 

fragmented and not clear, particularly in the tracking of funding deals and protection of the 

interests of entrepreneurs/managers. In the researcher’s view, it may be difficult for the 

CMA to regulate SMEs not listed on the stock exchange market. The findings from this 

study may therefore serve as an eye-opener to the government to reinforce the VC policies 

and to inspire the international VC firms to increase VC financing to early-stage firms 

thereby bridging the financing gap. Therefore, effective government involvement to regulate 

the VC market would assist in the first place build the confidence of the international 

investors and protect local SMEs as well.  

 

Previous research presents only successful VC- backed firms, because that is the data 

presented by the commercial databases,  presenting an attractive picture to academia and the 

practitioners as if all VC- funded companies generate high returns. The truth of the matter 

is that some do not flourish but the results have been underreported. Interesting results that 

the study discovered are that only 50% of the VC- backed companies were operating as 

expected; 30% were struggling and 20% completely failed. These results confirm the high-

risk nature of the early-stage VC investment underwriting, and not all VC-backed companies 

make it to the top as reported in most literature.  
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6.6 Research limitations  

The study encountered quite many limitations, firstly, Uganda’s VC market is 

underdeveloped and fragmented. The researcher faced some difficulty in collecting the 

required information for the study. The database provided by the Uganda Investment 

Authority & Uganda Small Scale Industries Association was not disaggregated to easily 

sample out the VC-backed firms. These databases maintain catalogues for all SMEs without 

categorizing SMEs that have ever received VC financing. This was attributable to UIA not 

keeping track of the completed deals to be able to link them to the fund managers. However, 

the researcher managed to overcome this challenge by first selecting the VC firms from the 

catalogue and later using the VC firms’ profile to identify the funded companies. This was 

made possible as the researcher was provided with a catalogue of all the SMEs & VC firms 

that participated in the annual PE/VC conference of 2015 and 2016.  

 

Furthermore, the researcher stumbled upon difficulties to get the survey questionnaires 

completed and securing an interview appointment on time. Out of the 68 questionnaires 

adequately completed and returned, 18 respondents declined to provide financial reports to 

validate the financial information provided in the questionnaires. They advised that the 

information provided in the open-ended questions was sufficient and there was no need to 

issue confidential documents to third parties. Consequently, financial data used in the 

financial analysis considered only 50 respondents, implying that 25% of the financial 

information extracted from the open-ended questionnaire was not tested for its authenticity. 

Therefore, this study is unable to confirm the authenticity of the financial data extracted 

from the unaudited reports from the 18 respondents. Also, back and forth movements that 

emanated from the frequent postponement of the fixed appointments was a huge cost to the 

research in terms of time as a valuable resource, and increased transport costs. 

 

The study entirely covered expansion funding, but the seed fund, and later-stage funding 

were not covered since there were no companies that received VC financing at those stages. 

Precisely, seed funds and IPOs or trade sales were outside the scope of this research. 

Therefore, the findings from the study may not be generalized to all stages of funding. This 

was as a result that VC firms in Uganda do not fund ideas, but funding is directed to early-

stage firms which have already demonstrated growth potential. Finally, all the companies 

were still in their early-stage funding without any evidence of IPOs or trade sale.  
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Furthermore, the study was confined to only four central business districts in Uganda 

consisting of Kampala, Wakiso, Mukono, and Jinja, considered as the national business hub. 

The majority of the sampled SMEs are domiciled in urban settings. Also, the study focused 

on the agribusiness and manufacturing sectors. Considering the infrastructural development 

in the urban areas and a large population that favours demand for goods and services, the 

results may be different from SMEs located in the rural settings associated with poor roads 

and inadequate power supply. As such these results may not be comprehensive enough to 

reflect the entire SME sector performance in Uganda and other similar developing countries. 

They should be used with caution, as they may yield subjective results in the different sectors 

like health, Hi-Tech industries, and generally the service sector. 

 

6.7 Recommendations/ future research 

While several studies have concentrated on early-stage start-up funding, with a focus on 

seed and expansion funding, the latter stage funding and trade sales or IPOs in emerging 

markets have received less attention from scholars. The current study was unable to get an 

insight into the latter stage funding, as 100% of the SMEs under this study received 

expansion stage funding. The study recommends extra research conducted involving latter 

stage funding or IPOs, to assess how VC influences IPOs or trade sales in the emerging 

markets. The research on later-stage funding and IPOs would contribute novel data to the 

current research. To sustain this endorsement, results from descriptive statistics revealed that 

57% of the SMEs have operated their enterprise business for over 15 years. Unexpectedly, 

therefore the entrepreneurs/managers prefer to remain small, with a lack of interest to list on 

the stock exchange market, which is the prime channel for the VCs to exit the portfolio 

companies. Indeed, out of the sample of 68 respondents, there were no IPOs or trade sale 

companies, which further strengthens this recommendation. Above all, popular involvement 

by increasing government-sponsored Venture capital financing would assist to boost the VC 

market. This strategy led to the booming VC industry of Israel’s Yozma Program (1993-98), 

one of the highly successful examples of a venture lending program. 

 

The study recommends corporate firms, insurance companies, investment clubs, and 

universities to join the VC market as a way to increase the demand and supply of VC finance. 

Results from the face-to-face interviews and reviews of the extant literature reveal that all 
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the 6 VC firms that participated in both the survey study and face-to-face interviews were 

foreign private VC firms. These were mainly from Kenya and a handful were from 

Mauritius, South Africa, and Europe. In Uganda, there is not a single local VC firm. 

Probably this partly explains why the VC market is underdeveloped. 

 

Several studies have concentrated on measuring SME’s performance either using sales 

revenue, profitability, ROE, ROA, or employment. These are used to compare the VC-

backed firms and non-VC-backed firms and conclusions made thereafter underscore that VC 

firms outperform their counterparts the non-VC-backed firms. There is no literature in the 

public domain underpinning the contribution of VC finance to the national GDP. It cannot 

be denied that VC finance has received overwhelming global attention, nonetheless, its 

contribution to the national GDP in comparison to other sources of finance for instance debt, 

crowdfunding, and cryptocurrency is yet not known. Future research on these areas would 

be of great importance to offer new information to academia and practitioners.  

 

The study demonstrates that VC financing is the sustainable solution for bridging the SME 

financing gap to foster their growth. It is recommended that the SMEs sector can take 

advantage of the new financing asset by submitting business plans to the VC firms for 

screening to access funding. The study findings show that profitability increased by 30%-

50%; ROA went up by 33.6%, and sales revenue grew threefold compared to the non VC-

backed companies. All these results confirm VC finance as a precursor for the performance 

of VC-backed firms. Therefore, increasing and making access to VC finance would 

contribute heavily to the bridging of the financing gap which hinders the growth of the SMEs 

in emerging economies. 

 

Besides, the researcher suggests future studies to explore why Uganda’s VC industry has 

attracted little attention from the business entrepreneurs amidst entry of foreign private VC 

firms with the financial appetite to support SMEs growth. The survey results discovered that 

majority of the VC-funded companies were in their third year following receipt of VC 

financing, and impact measurement at this level may be associated with survivorship bias. 

This is because at this stage, more expenditure may be invested in R&D, acquisition of 

assets, and product development to promote the company's reputation, which may affect the 

profitability growth of the firm. Previous scholars have disclosed that the profitability 
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growth for the portfolio companies diminishes in the latter stage of funding. Therefore the 

need for future exploration is needed to determine the profitability trend in the latter stage 

of VC investment. 

 

This study recognizes the importance of the entrepreneurs/managers to maintain their books 

of accounts to overcome information asymmetries. By doing so this elevates their 

opportunities to qualify for VC financing after the rigorous due diligence exercise conducted 

by the VC firms. Recent literature reveals that 1/10 prospective SME applicants fail at the 

level of due diligence due to the personal judgment of the fund managers (Baldock, 2016). 

Further exploration into how the VC firms execute due diligence to funding the early-stage 

entrepreneur ventures would assist to complement the current literature. 

 

The study also recommends auxiliary study into the role of government regulatory policy in 

encouraging the growth of the VC market. Results from face-to-face interviews unveil that 

GVCF has not demonstrated a significant impact on the SME sector. Government co-

investments were only noticed in Pearl Capital Partners, but the contribution was much 

smaller compared to countries that have thrived in the VC industry. The results from face-

to-face interviews revealed that 39 out of the 68 respondents recognized the contribution of 

government regulations to the growth of the SME sector, but further, follow up questions 

disclosed that the VC market in Uganda is not regulated. Prior studies confirm that the 

success of the VC market in the developed economies has been driven by government direct 

involvement through government-sponsored venture capital funding into the private VC 

firms and creating supportive government regulations.  

 

6.8 Conclusion 

This study analysed the impact of VC financing on SME’s performance in Uganda. This is 

the first empirical study that related and brought together the understanding of business 

entrepreneurs with those of venture capitalists. Empirical evidence exhibited the tremendous 

growth of venture-capital-backed companies in sales turnover, profitability, and return on 

assets compared to the non-venture-capital-backed firms. The study delivers vital 

information specific to the VC stakeholders to assist in customizing adequate funding 

programs that can propel the success of early-stage firms with growth potential through 

matching VC financing for SMEs for the different funding rounds. This would ensure that 
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the small firms have access to all the funding rounds from the early-stage to the latter stage 

of maturity hence improving government revenue from the SME sector in the form of taxes. 

It is therefore important for the government and international development partners to ensure 

uninterrupted access to finance to the early growth firms which drive economies for both 

developed and developing countries. VC financing has been recognized as the most 

sustainable funding model to revive SME growth. 

 

This study makes a vital contribution to knowledge by offering a new diversified framework 

for enterprise success in Uganda (Figure 6.1). This framework is recommended to benefit 

the key players in the VC market in manipulating VC financing to enhance enterprise 

success. Although VC has been extensively studied, no diversified framework for enterprise 

success in Uganda (Figure 6.1) has been developed that integrates exclusive performance 

variables like VC finance, government involvement, and human capital and credible 

business plans to assess enterprise success. 

 

The study creates opportunities for business entrepreneurs/managers to network with the VC 

firms and other stakeholders in the VC market, thereby escalating VC market development. 

The study also discloses the performance differentials between the VC backed firms and 

non-VC backed firms in the agribusiness and manufacturing sectors. These sectors are found 

to be more profitable than High-Tech industries that are more profitable with high returns 

ranging from 20% - 50%.  VC financing is very significant in propelling economic growth 

particularly for developing countries, because the VCs support the early-stage firms to grow, 

add value to the funded companies, and are often ready to share both losses and profits.  

 

It is therefore important that the government of Uganda directs its attention to the growth of 

the VC industry. VC financing contributes to economic growth, job creation, poverty 

eradication, and national GDP growth. As mentioned in the aforementioned chapters, VC 

financing has a proficiency to bridge the financing gap; the major hindrance to the growth 

of early-stage firms. Besides, foreign companies bring new technology which the locals do 

not have, increasing investment in the country which creates job opportunities in markets 

thus contributing to economic growth. VC firms permit the entrepreneurs/managers to shift 

the financial risk in the case of a failure of the business to the VC firm. VCs furthermore 
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enable SMEs to create and expand the entrepreneur’s ventures which would not otherwise 

be not possible minus patient capital. 
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Appendix 1: Survey Questionnaire 

Ref Number: 2019_CEMS_DAM_011 

Research Focus:  

“Analysis of the impact of Venture Capital Finance on the performance of Small 

Medium Enterprises in Uganda” 

 Guidelines: 

 

This is a Ph.D. Research under the college of Economic and Management Sciences at the 

University of South Africa. We have received ethical clearance from the Ethics Review 

Committee at the College of Economic & Management Sciences. 

You are kindly requested to complete the questionnaire survey which may take about 45 

minutes. 

The data collected for this research study is a requirement for partial fulfilment for an award 

of a Degree of Philosophy of the University of South Africa. The information provided for 

this study is confidential and your privacy will be protected. Unique identification numbers 

will be provided to be used instead of the company names for anonymity. The respondents 

should be above the age of 18 years. 

SECTION A:  PERSONAL DETAILS  

(Please tick the most appropriate box and complete the blank spaces provided to express 

your opinion) 

Company Unique ID NO  

District  

Job Position  

Business Sector   

Gender  M F 

  

 

Age 

18-25 years  26-30 year  31- 40 years  Above 40 years  

    

    

The total number of employees you have in your company. 

Below 50 50-100 100-150 150-200 

 

Above 250 
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SECTION B: ROLE OF VENTURE FINANCING AND SMES’ PERFORMANCE  

 Venture capital is accredited to be the most viable source of funding for start-up firms as an 

easy framework to address the problem of lack of finance affecting their business growth.  

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no 

opinion 

2 

Disagree 

1 

Strongly Disagree 

 

1. How many years has your company been operating in this kind of business? 

Below 5 years  5- 10 years  10-15 years  15-20 years  Above 20 years  

2. Venture capital finance has satisfactorily managed to meet the demands of small-

medium enterprises in promoting the expansion of their market share which eventually 

leads to increased sales turn over. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no 

opinion 

2 

Disagree 

1 

Strongly Disagree 

3. Small Medium Enterprises that received venture capital funding recorded a 

percentage increase in their annual gross revenue growth and high profitability growth 

preceding venture capital entry. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

4. In your opinion, would you concur that Venture capital funding to SMEs 

influences their growth since the venture capitalists are directly involved in the 

management of their business operations through appointing a representative at the BOD? 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

5. Business entrepreneurs find it hard to access bank loans characterized with high-

interest rates and their inability to offer collateral security to the financial lending 

institutions.  

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

6. It is stated that startup firms that embraced venture capital funding and worked 

closely with the venture capitalist performed much better than the non-Venture capital-

backed firms in terms of an increase in returns on investment and returns on. 
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5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

7. The slow uptake of venture capital investment in Uganda is attributed to the fear by 

the business entrepreneurs arising from temporal sharing of ownership and decisions, a 

temporal loss of independence, and a huge outflow of information for new partners that 

may affect the autonomy of the incumbent company. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

8. The direct involvement of venture capitalists in the day-to-day running of the startup 

firms always leads to increased profitability growth for small businesses compared to 

those SMEs without such investments. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

9. Notwithstanding the need for VC funding, SMEs mainly family-owned businesses in 

Uganda are typically hesitant about Venture capital investments and have limited 

knowledge or awareness about the VC industry and the firms operating in their 

market. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

10. The insufficient funding and inability to access available funds, stand out to explain 

the major obstacle to SMEs' growth and the high failure rate of startup firms from the 

business environment in Uganda. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

11. In the business context, high-interest rates associated with the traditional loans and 

stringent requests for collateral securities scare away the startup firms and those that have 

risked going for bank loans have lost their business due to failure to pay back the loans 

thus affecting their liquidity. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 
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12. Start-up firms in Uganda that have received venture capital investment have had a 

significant increase in returns on assets and have recorded expansion in their market 

shares. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

13. Uganda government regulatory framework does not support the growth of small-

medium enterprises and this has negatively impacted on their profitability growth hence 

leading to increased fall out from business   

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

14. The venture capital industry in Uganda is still much smaller and most of the 

business entrepreneurs do not have adequate information about how the new financial 

funding mechanisms can boost their business growth. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

15. The national Policy framework and environmental factors are believed to be the 

key challenges that hamper the effective operations of VC companies in Uganda 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 Please tick off the stage at which your company successfully was approved to 

receive Venture capital financing  

5 

(USD 0- 

500,000)  

4 

(USD( 500,000- 

1,000,000) 

3 

USD 1,000,000- 

5,000,000 

2 

USD 5,000,000- 

10,000,000 

1 

Above USD 

10,000,000 

16. The government policy interventions for instance regulatory frameworks and tax 

incentives satisfactorily meet the demands of startup firms and effectively benefit the key 

stakeholders in the VC industry in Uganda. 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

17. Firms willing to obtain venture capital must know its advantages and 

disadvantages. There has been limited government support to create an enabling 

investment environment to enhance SMEs' growth in a competitive environment. 
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5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

18. If Uganda seeks to build a vibrant venture capital and private equity sector, it must 

implement structural reforms in the regulatory and legal systems to make the market 

attractive to financial investors 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

19. List down the sources of funding that constitute the capital structure for your 

company   

-------------------------------------------------------------------------------------------------------------

-------------------------------------------------------------------------------------------------------------

-------------------------------------------------------------------------------------------------------------

--- 

Prior to the acquisition of venture capital finance/bank loans, has your company recorded an 

increase in assets? 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

20. Please provide an estimated figure for asset growth proceeding venture capital 

finance for the last 3 years. 

Year Total Value of assets acquired ( UGX) 

2016  

2017  

2018  

21. Please provide the estimated annual sales turnover and operational costs of your 

company for the last 3 years proceeding venture capital finance. 

Year Gross Revenue( UGX) Gross Operational Costs  

2016   

2017   

2018   

22. Venture Capital firms dedicate significant amounts of resources on understanding 

new technologies and markets, and on finding investment opportunities within those sectors 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 
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23. Venture capitalists seek significant returns to compensate for the high risk of loss of 

entire equity investment as it involves building and financing self-sustaining companies 

from scratch and also assist revive their enterprises by merger and reconstruction 

5 

Strongly Agree 

4 

Agree 

3 

Neutral/no opinion 

2 

Disagree 

1 

Strongly Disagree 

 

Thank you so much for taking part of your valuable time to complete this questionnaire  
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Appendix 2: Semi-Structured Interview Questionnaire 

Ref Number: 2019_CEMS_DAM_011 

Research Focus:  

“Analysis of the impact of Venture Capital Finance on the performance of Small 

Medium Enterprises in Uganda” 

 Guidelines: 

This is a Ph.D. Research under the college of Economic and Management Sciences at the 

University of South Africa. The researcher received ethical clearance from the Ethics 

Review Committee at the College of Economic & Management Sciences. 

You are kindly requested to complete the questionnaire survey which may take about 45 

minutes. 

The data collected for this research study is entirely for academic purposes and your 

responses will be highly confidential and privacy will be protected. Unique identification 

numbers will be provided to be used instead of the company names for anonymity. The 

respondents should be above the age of 18 years. 

SECTION A PERSONAL DETAILS  

(Please tick the most appropriate box and complete the blank spaces provided to express 

your opinion) 

Company Unique ID NO  

District  

Job Position  

Business Sector   

Gender  M F 

  

 

 

Age 

18-25 years  26-30 year  31- 40 years  Above 40 years  

    

    

The total number of employees you have in your company. 

Below 50 50-100 100-150 150-200 

 

Above 250 
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SECTION 1: ROLE OF VENTURE CAPITAL FINANCE ON SMES GROWTH  

i. What is venture capital in your understanding and have you ever received venture 

capital finance in your company? 

ii. Do you think the Uganda entrepreneurs are aware and have adequate knowledge 

about venture capital funding for high potential business for growth and what has been their 

response towards the venture capitalists? 

iii. What are some of the factors that explain why your company decided to look out for 

venture capital funding for your business in contrast to other financing sources? 

iv. Explain the criteria applied by the PE/VC firms to ensure that their interests are 

protected and mitigating against the financial risks of the SMEs they fund. 

v. What do you think must be done by the Small Medium Enterprises in Uganda to 

attract more co-investment from international venture capitalists?  

SECTION 2:  RELATIONSHIP BETWEEN VC FINANCE AND CHANGES IN 

RETURN ON EQUITY (ROE). 

i. What has been your annual sales performance trend for the last three years from 2016 

to 2018? 

ii. In your assessment do you think there has been any significant growth in sales 

revenue for the last three years and what is the estimated growth? 

iii. In reference to your annual financial and management performance reports, what 

might have contributed to the changes in sales revenue turnover? 

iv. Briefly explain the role of the Venture capitalists in relation to their contribution to 

sales revenue growth, market share, and networking? 

v. Do you think VC financing largely explains the increased productivity and sales 

revenue for your company? 

SECTION 3:  RELATIONSHIP BETWEEN VC FINANCE AND CHANGES IN 

RETURN ON EQUITY (ROE)  

i. Does your company intend to go public preceding the exit of the venture capitalists? 

ii. Has your company realized any change in Return on Investment and growth in 

employment Preceding Venture capital funding? 

iii. Briefly describe the performance trends of your company preceding venture capital 

funding in relation to sales revenue, profitability growth and returns on equity 
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iv. In your assessment, what are some of the areas where the venture capitalists have 

excelled, and what are some of your suggestions to improve in the areas where they are still 

struggling? 

v. What would be the reason that stands to explain why there is a low response rate of 

Business entrepreneurs to embrace the Venture capital ecosystem in Uganda contrary to our 

neighbours in Kenya? 

SECTION 4: DETERMINE THE EXTENT TO WHICH VC FINANCE 

CONTRIBUTES TO PROFITABILITY GROWTH OF SMEs. 

i. Do you think venture capital financing is more profitable than other financial 

mechanisms like bank loans? 

ii. To what extent are the PE/VC firms involved in the business operations of the VC 

backed SMEs? 

iii. Evaluate to what extent Venture capital finance is a framework that can promote 

sustainable SMEs growth in the country in Uganda. 

iv. What has been your experience working with venture capitalists/Business 

entrepreneurs in stimulating SMEs growth in a competitive environment?  

v. What are some of the reasons why venture capital financing in Uganda is still stuck 

at the level of small deals (USD 0- 500,000) and besides the process takes longer to close 

the deal compared to conventional funding mechanisms? 

 

SECTION 5: EVALUATE THE EXTENT TO WHICH VENTURE CAPITAL 

RELATES TO RETURN ON ASSET GROWTH OF SMEs (ROA)  

i. What are some of the exceptional facilities presented by the PE/VC firms that cannot 

be provided by the financial institutions and the public firms to necessitate Venture capital 

funding for SMEs? 

ii. Can you briefly comment on the expansion of your company/partner firms in terms 

of the acquisition of assets since receipt of venture capital funding? 

iii. Briefly explain the performance trends of Returns on Assets (ROA) preceding 

Venture Capital Financing from 2016- 2018. 

iv. In your understanding as a business entrepreneur/Fund manager, what is the 

importance of returns on assets to your company? 

v. How is the importance of venture capital finance to SMEs growth in comparison 

with the conventional funding mechanisms? 
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SECTION 6: ANALYZE THE EXTENT TO WHICH THE EFFECTIVENESS OF 

GOVERNMENT REGULATION AFFECTS THE PERFORMANCE OF SMES. 

i. How has the government of Uganda assisted the small-medium enterprises in terms 

of creating an enabling investment climate for their growth of start-up firms?  

ii. Do you think government direct involvement in the venture capital landscape would 

help to shape the venture ecosystem in Uganda? 

iii. What is your take on government direct involvement in the Venture capital 

investment sector and do you think the government has created a conducive platform for the 

operation of the PE/VC firms? 

iv. Do think the governmental reforms have helped to enhance new enterprise 

registration processes in terms of accessibility of venture capital investment? 

v. The selection of a firm for venture capital investment is not an easy task for any 

investor and so it is important to decide certain factors based on which a firm will be selected 

for the investment, what are the parameters the government of Uganda in conjunction with 

fund managers put in place for this investment project?  

SECTION 6:  BARRIERS TO ACCESS AND GROWTH OF THE VC MARKET   

i. Why do you think Small Medium Enterprises find it difficult to easily access venture 

capital finance for their expansion and growth in Uganda? 

ii. What are some of the factors the venture capitalist considers to be very important in 

the process of selecting SMEs with the potential for growth for venture capital investment? 

iii. Despite the existence of venture capitalists/fund managers with the appetite to 

provide funding to SMEs with high potential for growth, very few business entrepreneurs 

qualify for venture capital funding: Explain. 

iv. What is your take on the presumptions that SMEs in Uganda are not aware of the 

existence of Venture capital investment as an alternative financing strategy and actually 

many of them do not have an idea of how it works?  

v. Explain the challenges encountered by the business entrepreneurs/fund managers if 

any at the different funding levels of the venture-backed firms. 

vi. The venture capital industry in Uganda is still much smaller and most business 

entrepreneurs do not have adequate information about how the new financial funding 

mechanisms can boost their business growth. Comment  

 

Thank you so much for taking part of your valuable time to complete this questionnaire 



227 

 

Appendix 3: UIA Authorization Letter for Primary Data Collection 
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Appendix 4: USSIA Authorization Letter for Primary Data Collection-  
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Appendix 5: Document 6a: Letter of Informed Consent  

 

Date____________________________ 

 To ------------------------------------------------------------------------ 

 ------------------------------------------------------------------------ 

 ------------------------------------------------------------------------------ 

Dear sir/madam, 

RE: CONSENT TO PARTICIPATE IN THIS STUDY 

I, Dr/Mr./Ms./Hon________________________________(participant name), confirm that 

the person asking my consent to take part in this research has told me about the nature, 

procedure, potential benefits and anticipated inconvenience of participation.  

I have read (or had explained to me) and understood the study as explained in the information 

sheet.   

I have had sufficient opportunity to ask questions and am prepared to participate in the study.  

I understand that my participation is voluntary and that I am free to withdraw at any time 

without penalty (if applicable). 

I am aware that the findings of this study will be processed into a research report, journal 

publications, and/or conference proceedings, but that my participation will be kept 

confidential unless otherwise specified.  

I agree with the interview recording of the analysis of the impact of Venture Capital Finance 

on the performance of SMEs in Uganda.  

I have received a signed copy of the informed consent agreement. 

Participant Name & Suriname………………………………………… (Please print) 

Participant Signature……………………………………………..Date………………… 

Researcher’s Name & Surname……………………………………… (Please print) 

 

Researcher’s signature…………………………………………..Date………………… 
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Appendix 6: 61269409 Turnitin Originality Report  

 

 

  



231 

 

Appendix 7: Professional Language Editing Certificate 
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