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RESULTS CF A SURVEY OF FINAWCIALL DEMAND
BY SMALL - SCALE ENTERFRISE IN UGAIDA
Tote Economic Development Research Papers are written as a basis
for discussion in the lakerere Economic Hesearch Seminar.
They are not publications anéd are subject to revision.
INTRODUCTICH
The main purpose of this parer is to examine thes financial
probleas of small scale entewjﬂlsc in Uganda basicszlly Irom . .
the point of view of the entresprencurs themselves and only partiall;
from that of the economist. Tt presents the results of an inguiry

into the financial affairs of small-scale saterprise
wasg carried out in June, July and August, 1966. I
factual information on the main sources of funds available S0 small
firms in Uganda and the uses tc which these funus have Tteen put o]
the entrepreneurs. It glso gives soxe 1dea gbout orders of magn; ude
of demand for funds as seen by the small ent reLwenoa:c the: elveo.
The paper, however, does not attempt to meize co""rchenwlve
analysis of the projects involved from the s*and point of assessing
the analysis of

LN )

the economic viability of these projascts. ¥or n

as

the data from the survey besn eJauuvﬁte or statisticzl. LRavher, =33
results are presented more in the nature of a description ol the
salient features which, it iz heped, will providc g base for
discussion of the important p"actwou_ problems involved. Z3ill, tThets
problems probably are as of much 1nterest to the acadexic student
as to the policy maker.

The Survey.— The inquiry into the financicl ard cther problexs
of small-scale enterprise in Uganca was carried out by mezans of
a Survey. However, some knowledse hed already becn zaired about the
behaviour of small entreprensurs during the course of coaducting
the Survey of Industrial Production, 1963. It had been learned thas
not only the response rate of a nall survay guesticsnairze To small
firms was very low, but "the gquality 01 tuv answers from 5mu11
establishments was,...... rather woor.' As a result, The Statistical
Division had decided to omit establishments with less than 10
employees from the survey. So with this knowledge ix nind, it was

decided that the survey woulé be coxducted on an
the interviewers going to tie premises of firms

inserview basis with
and condlucting the

interview on the spot. The inferview was coaductzd frexn a printed
questionraire which contained cuestions dealing with the general
cheracteristics of the Ffirm, exzloyment levels, the sources and uses
cf funds the »nresent demand for capital funds zond plzaned sources
for the same; +the ouesstionnaire also dealt with = mrern of
miscellaneous questions which dzalt with such zsgs gz povzet
structure, Outotgﬁdlny preblexns, the rate .of _powennment and -
ccnstraints to expansion in this sector. )

One of the main cbjectives of the survey was
accounts from masny smell firms who deo

~ Uganda Government, Survey of rndusd

_Jlu v
(Entebbe: CGovernment Printer, 1965), p. 8.




?ile these accounts with the Registrar of Companiss. In the event,
however, this aim proved to Le hopelessly out of the wmark., For out
of 228 small firms who agreed to answer the guesticmnaire, only one
was willing to attach the balance sheet snd profit and los
Tor the previous accounting year. There iz thus no inden
on the accuracy of the figures repcried in the surver.
therefore the data collected give a true and fair pictur
actual state of affzirs is difficuit tc ascertain. 47 b
collected was approximate andé tie picture of the financi
affairs in this sector, drawn from such data, can only be a;prox1 .
Under the circumstances, thersfore,no pretence was made to
such would be intere tlﬂ” rmeasures as growth rates, oubtput, value
added or productivity in this sector of +the economy.
A second main objectiocn of the survey was the collection of cthcr
nonfinancial and demographic inforaabtion shout the b@ha';ou“ and back-
ground of small firms in Uganda. In the cvent, resulss on this secisz
were considerably more encouraging than those received on the first
ection.
THE SAMPLE
Selectﬁhn. — The provlems and aifficultiss of defining a
small-scale enterprise had already bzcen discussed in ny fooeaura*
parer on the Financing of Small-scale Entcrprise. % had then been
suggested that a definition of small enterprises in Uganda eaphasiziyg
+qose firms which did not have access to intsrxmational =228 local
money and capital ma wkets would be a good working definiticn for Tlhe
purposes of this study.¢ In practice, however, this dzfinition scoun
proved to be not =o workable =2s had been noped. 4 pilot sample survey
o? 42 firmg was carried out in April, 1966. This samnle hed been
selected from a sampling freme of scme 2400 privete companies and it
had been stratified only by location and cepiftal iavestment. Frow
the information °valldu¢p, hovever, there was no way of telli
of those firms had their capital funds raised locally or over
The original suggested working definition had thzrefore to be

abandoned.

In most countries however, end indeed in much of the literatur.:
on small-scale enterprise, it is ‘the employmeant measure wixich has
invariably been selected as the 205% sultable measurs of sgize.

Such other measures as productivity, oubtput, value zdded etc., have
usually to be abandoned being not of much use for comparshive studics

since productlon functions are so influenced by thes instivutional

set ups in various countriss. But albhou:h in meny uaderceveloped
countries, a small-scale enterprice is usually defincd w8 one
enploying less than 100 pzople, i1 ssemed that sacll-scile enterpriss
in Uganda was very small indzsed. It was therefore decided taat only
those firms enwlojl“\ less than 50 seople would be defilnatle as
small-scale entewprise. DBut bObam e of a wide variasbility in caplﬁ?l
and labour intensities in different industrice, it was also decided
to set the ceiling of a smclli-scale entcrprise o & Canival
investment of lcss than &£50,000.

The original sampling framnec of 2400 firme had

abtandoned beCGu:e of ipherent defects discovered as

pilot survey. For, amcng other things, out of $he

szmple, 8 had long clesed down their businesese - g

clogsed their businesses down as Tar back zs four yes
vere notv at all known at the addresses given. Hence

had been rendered useless tecause of defects in the

C a
It had therefore to ke abaandcned.

2 See G.R. Bos a, “mhr Finencing of Small-Scole Enterprise,"
EDRP.Ko.85, pp.1 & 2.



3

A more comprehensive nd more up-tc-date list of sm
enterprise was therefore subsquently drawa up. i o)
firms 1377 of which (51%) vero locabed i
in the Eastern Pegion, 269 (10%) in the ¥
the Northern Region. Thus 81% of the tote
located in Buﬂuhdﬂ and Ezstern Hegicns. 3 ing 4o D& cclcal dlf-
ficulties, this sanpling frame of refcrence W;u rcduced to 1564 firms
which were located in Masala ~ {ampnala — J1 roa, and in Scoroti, Gulu
and Mbarara towas. It was from blis 1ist 1t
firms was Tinally drewn. The final sample ‘
location and by size. It comprised of 356 (6 %) "very small"firms
f60n51st1ng of 220 firms (A2%) emnloying L - 4 porscns and 136 firms
(26%) employing 5 - 9 persous], and 156 "medium small" firms (32%)
consisting of 93 firms (18%) emblovlrﬂ 10 - 24 persons and 73 firms
(14%) employlnn over 25 persons. These size weigihts were in the sarme

a
a random sample of 542
thls sthratifisd only b
)
B

proportions as in the original sampling frame.
No attempt was made to stratify the sample by iandustry. Howevaen,
the composition of the sample by industry is given in Tatle 1.

The attempt to stratify the sample Ly raclel ownershi: was givea
up when it was realized that the racial identity of ocwnersiip could not
be ascertained from the business name of the firm. However, <he racial
ownership of those firms who respondzd to the guesticrnaire is given

in Tatle 4.

The response to the guestiomnaire was ascut as gocd as could
have been expected under the circumetances. OFf the 522 firms attemphed,
97 Tirms (18.6%) either flatly rcfused o co—operete or gave such lisHlc
information it was of no use; 20 firms (3.8%) had closed dow:a their
businesses and another 46 fizms (£.8%) were subsgucntly fouand %o be
either tco big or interrational companies and were accordingly excluded.
Another 85 £irms (16.3%) were excluded Tor variocus other reasons:
lack of communicatvion, for instance, hetween interviewer and managemens
or because of duplicaticn when a fim would be found to have been
covered under another name. This left an effective sample of 228 firre
resrcsentlng a rcsponse rate of 43.7% — the responses consisting,
however, different decgrecs of co-operativeness.

SCIME CHARACTERISTICS OF THRE SiliPLE

In a study of this kind, some characteristics +tha’s nced to be
examined would perhaps include such basic classifications as industry,
various measurcs of size, and rates of growth of small fimrs: cther
characteristics might also include such things s turncver, narket

structure, age structure and ownership and cantrol OI rall businesses.
However, owing tc the difficultics alrcady mentioned, ths regquisite
data regarding thbse various entities were either ve r" cg;foxinate or
non-obtainable. Heverthelcess, the following few parsa ranis perhaps

give a rough idea avout the basic charactcristics of s ehterprise
[+ O

in Uganda.

Size. — As alﬂcady stated, it wzs the employment mcasure which
was chosen as the most suitable basic class 1*1cat10n in drawing up the
sample. But a few other ex post measures of size have also been
examined. Table 2a. shows the size distribution cof the sample by
enploymnent measure. There was cnec kich exployed

firm in the sesmple wki
only onc person, 73 firms COdOflSli 32% of the samrle, cn;loveo between
2 and 4 persons. This group eﬂolo*ed 222 pesople accounbting for 10% of
the total labour force in the sample. Ancther 70 firns (Z1%) employed
between 5 and 9 apd were responsintle Tor exzpleoving 450 psopl
accounting for 20% cf the tﬁtcl lebour force in the sanple. These two
groupns can he referred tc as $he fyery™ snall firms The cther two
groups employing between 10 and 24 and

@
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ard 25 and 46 DeYsons, respeczlveLy, can be referred to es the
"mediua" small firms. Though ccastituting onLy toird of the

the sarzls,
the medium small flT“S eﬁ,kvdeu pprovinatelr 73% of the Ttotal labolw
force in tie SQJULe, Hence, th ry small firms ccenetitrting abousw

v
two - thirds of the sa lple - empleoyed less than a thizd of the
total labour force in the samnle E

the sample who uec;lned to rev
were in Group I, and 2 in Group

OFf +the small section of firms in
ne level of their employment, 4

The sige distributio
sets as a measure 1s given
+o the question regarding their
herawere 10 firms wpose £r0SS
value of their assets heing &1
the total asgsets cf +Lv respony
reaponding firms had assets rc
5.6% of the total assets, In
responding firms had assets of
of the total assets. The remai
cne third of the medium small fi
assets of over £50,C00 owned alxn

ms in the sample employing gross
ble 2b. Oaly 182 firms responded
1l gross assets. OCFf these,

S was legg than £250 - the total
Trey owned less than U.1% of
irms. About onre third of the
etween £750 ana £4,500 but owns=d
trlv two thirde of ©he
~an £1C,000 T
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Tabiz 2c shows thp size disvrizution of firmg in %lie sanple
using turnover 2s z size measure. There were 202 firrs who
responded toc the guest on on approxizzte anauzl turnover., OF these,
6 firms reported zn annual turnover of ant 39 firms
reported a turnover of bhetween £750 ani The 1&::95% nunber
of firms (28.7%) however, repcrted a turn of between £5,000
£25,000. Just a little over twe thirds oi resnﬁnﬂing firms had
an annuel turnover of less than £25,3C00 b v accounted for only
15.9% of the total volume of gales. The B4% wvolume of
turnover was accounved for by the little ng thaird mediun
small firms, TITn particular, lﬁ fir TiaS £1“0-OOO
and over accounted For nearly 50% oI . 07 Surnover.
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It is significant to note +that the ranking of firms varied
very little with the size measure chosen, and this is probably whet
matters most in a study of this kiind. &£s already mea'lcned, it
wourld have been ideal if measures in terms of ouﬁplt or value — added
had been possible. But in a finarcial study, perhass a finoacial
measure such ag gross assets woul” have been more anzropriate.
However, it was enployﬂew+ tho od with its ghortcomingzs — which
provably gave the firmest and nost accurate figures. A4s e Leen
mentioned, virtually all resooudelts refused to hand over their
accounts. The assets and turnover figures were alwavs approxinate
anhd perhaps in sone cases no more thaon mere guesses. ’ fe Was
for instance one respondent who emplioyed 35 perscas who reported

wnunl turnover of £6,000.In one or two otvher instances al
turnover given wes lc s than the $otal credit repor: tended
during the ccurse of the year! However, Tekle 3 at
consolidate the data on the various size measures i

Industry. — 4&s far as posgsitle Tirms in the s

classified accoriing to the U.X. Iaternationzl Stand:
Classification. Table 1 shows coxpositica of the sa
or service. The original sauple of 522 Zirms wes dra
process of systenetic sampliing, hence Table 1 pernaps
idee about size and concentration of sxnall enverzrises 1
It is significant to note that activities in this sector wer
dominated by the wholesale and retail trades which asccouuted Ior
well over 50% of the firms in the uaxgle. llanufacturing accounted
for anly 25% of the firms in the ug In +the maaufacturing sector
itself, enterprises were concentrz2ted in the nan tvre of furniture,
footware and wearing aopawel as well as in the repair of motor
vehicles and cycles. The size distribution of fi engagsd in
these activities was oaly slighvly slkswed to the of the very

3

small firms as compared to the mediuan~-sized small Firm



Other Characteristics. — Ownership by
may be one field which perhaps lends spec _em
firm, Respondents were therefore asked + te
legal form of +the firm but also soxne infor abc
and menagement. OFf the 226 JTirms who res;ouo»c, 89 2irmg viere
individu 1 proprictorships while 483 firms were partncrships and the

alnlnm 80 firms ro:lst ' red CCl ies. he 137 registered companies

uhd Jo& rtncrsulps were owned Ly 54 crsong, 33 2fwiom vere also
directors and belonging to zroup one Ffamily, There wes only

onz company with as high as 3C snarcholders, Itwo others wisth 2

shareholders each. Howzver, &l% he companies z2nd partnsrships
were owned by bLetween 2 and 5 pe per firm. e 205 firms
who respon&ed to the guesticon on ! ngenent and educational
atteinment, 5C managers hzd avtai either crincry ecucetion or
had had no formal education at ol 18 had attained =2 junior
secondary education, 95 had atizi a senicr sccondzry educetion,
and only 31 had attained a professional or univ crsity education.
Most of the managers had gained experience as enployees elsewhere in
the same or similar line of business.

The composition of the semple by racial ownership, iz given
in Table 4. OFf the 225 responding firas, 189 were owned by Asians,
11 by Africans and 7 by . The V’naining & firms were
owned by mixed races.

Rates of Growth. — Althouga i+ was rezlized fro &
how importent rates of growth w01lq be to a studry of %
since rates of growth may have za imgortant bezring on
vehaviour of small fizms - in practice it weas not possik

an approoriate measure of any kind., an employient measurc
attempted when respondents were asked Ho indicate '

ts were asked

“belr 1961 or original employ: prescnt capl
The attempt had to bLe abandonc , as the cuesti
to have been misunderstood by .e go~dsﬁ 5. Instez
1¢61 or original employment figurs vhichever wis tae
regpondents tcndad o give lbvcle il originﬁl exployre
“““n the 1’Lmlnossllrot Suwvad “r“muo on. 4tnother nes i
have measured rates of growth ig Serse of £rosz total .
given up because respcundents could not give the aperro
for the required dstes. Ia any case, even if it had b
to obtain either of these measures, the msasure would
suffered from the absence of Jdata on zmorsality rates,
surviving firas took part in the zurver.

Market Structure. — 1o auzer;ﬁ was mads af g like
obtaining a refined picture of norke sture in zctor of
the economy. Theoroctical criteria and theiraprli ci the
nature of Joe S. Bain's studizs3 werc ohviously on nc scope of
a study of this kind. However, 1 an attenpt to a little

) C) H,

avout market structure of firms in the sample, rc

their opinion about the strength of conpslition in ir lincs of
business, in the rollowing terme: "Fould you say tldu iz this
enterprise you are up against st"u15 COru3t1310n; moderzte
conpetition, or no competition to speak of?" The answers zre shown

in Table 5.

Age of Business. — The 2z2 struciture or firms in the sample is
given in Table 6. Only 13 out of 225 firms were founded bef orc 1930
and exactly one tThird of the firms in thc sazple wers ::1MQed in the
tmo decaded betwsen 1930 cnd 1940, The remeining ebcustwo third of the
Lllms were Tounde LTWEC 10 e largest nagter cf them
cing founded in the 1957 thether a skewed age structurs
1s indicative of high death rotes is hard to zscertain. It may well
be indicative of growing ooportunitizs in this ssctox.

R )

3 See, for instance, his book Industrial Organization (Iew York.

John Wiley & Sons, Inc., 1859).



FIFANCE AND T SUALT FINI IN UGAIDA.

It is interesting to note that the Finsnci sm of the
sall firm hes probatly becn as iatractable in oy loped
countries as in developed countrica — onlv more derdevelonid
countries. Tt was s rec ns5ly aa 18931 thst what 2 o be
krnown as the liccnillan Gap was roeccgnised in the (insdoms

security offcred is Ly UC‘QﬂELG;bbhlhvf"
for raising lonzg-data pital in amovnts neot sufficiently large for
a public issue..... always prescnts difficultics.nd

"It has been represented to us that great difficulty is
experienced by the smallir end mcdivn-siged busincsses in raising
t“o capital which they on Ttime 0 time require evon wicn the -

ctly sound. To providc o k

g MO C

e
jelN @]
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Alzost thirt: years later thc Radeliffs Commitbes® sbill
commented that there was a danger, which it was sociclliy and
economically dcsirable fto avoid, thet the growth of szall firms
might be 1mpaapd because they lacked soms of the freilitics open Lo
lurber companizs for cutailning capital.

The setting up of the Small Zusiness Administration in 1653
was a recoglluWﬁn of the spceial problems faclng the sxall firm
even in such a devcloped cconcmy as that of the United St-tes.

The Agency's first objective then as now is to sssis’s sicll firms
0 obtain long and medium-term loans for the purchasc cof supplies,
the construction of premises, cr to add to their woerking capital.

James Bates in his bock The Finzncing of Smail Tusircss,
identifies the financial probleme of thc Aall firs in 4.cse WOrds:
"Put at its crudest, the financial problca of the smell Firm is thesd
of finding funds fc: ezpaﬂolon at the rizgat tiae, of ths right % -c
and in the right gquantitics, at various stazes of deovelcnment."d
Ee also is lﬂ*es threc 5yb01a‘ difficulties facing the small firm
nanely: the 1nau111+v of the small firm to demonstrate its chanccs
ﬁf success in order tc persuade put“m*lal lenders: the inability -

the existing lending and financial irstitutions to coter for the
special problems involved in small business finance; the lack of
knowledge on the part of the busincssm-n and his adviscrs on how
and where to get the money.® ~Ia-ropard to this last point 1t is
interesting to note that when,in o*auc ing thse prescent survey,
respondcents were asked the cquestion: "ave you sougnt any advice on
how to finance your business? And if so, whore froa?h, ovar 95% of

the respondents answered in the nezot

ive.
The Financial FExpcricnce ¢f Small Businessecs in Ugouda, —

In P"lelplc; therc are three anin souvrcss from whizh o firm may

raise funds for its day-tc-day operaition znd Tor cxponsion “qmeT

internal funds, long-term external funds and shers - and medium- 75:1

ecxternal funds. Intcrnal funds which are anzicgcocus Lo the savings

of private individuals, are raised mainly from the fimm's own
savings and past profits; the fuads for lonz-terx capitel may be
raised in the form of shares or lcoass and short - and medinm- term
funds may be raised in the form of bank credit or hire-pnrchase
o~11b°"1ons.

4 Committee on Finance and IncGustry. ileport prsscated oo
Parlisment 5y thc Fin-neizl Secret ry of the Treasury, H.H.S.0.,
Cmd. 3897, June 1931,

> Report of the Ccanittee on the working of The ificactary Systes,

e G
Cmd. 1953, 827, para. §

3
The Finencing of Small Business {(London: Sweet & kaxwell, 1964),
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The sourcss Troxo 2 obbvaince
their funds are shovin i} ziven in
the left-hand portion of & : - ar ,of 2 given
dste. Rather 3his portion oaly gives some ideaz o orizinal
pattern of sources of Funds To smnll firme when th 5% st up
business. It also provides an intoeresting comparis o0 the pattcra
of sources of funds to the snell firi as 2 going conecri.

z most important
for ag nuch as 44.8%

3
'
cr
~
1=

In shs sample; shirc ecitsnl was Ly Tar
form of fincnecing new uS“ﬁCS:GS It =2ccount
the total sources of 11t ¥

e

O
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Tirme svorving new

L
tusinesses. This is ring in 2ind the
1imited murhutotll Le réovisloned countrics
in particular - aArcs © nies. This is perhane
explainatle in ter¢s 01 tLe fanil of owncrs and control
of these firus. Ian fact, not 0 s m in the Aple reported
the use of boands cr debenturss as of raisi fundes. It is
also interesting tc compare the r opcrtance of thc weight of
share capital to that of single rs' funds, Trzush 100%
single proprietorships ia ths sanyi Licd nmouass of their
original funds, thair total contributi amounantad to ooaly 7.7% of
the total sources of funds. The individuol orcpricvor tryglcally
started his business with less than £25 wiich hes had saved cither
out previous employment elsewnere or from zxnother small Lisiness.
It is again 1nzc“eSt1ng te note that the single propristers
comtribution was of the same ordcr of 41%niunde as that of the total
short-ters credit which banks extencdced to snoll i ovieve
single propri@torQ' Tunds togcthar with ordinazy g}
shares were by far the most izmccritant sources of
for 63.4% of the total original sources of fundés.
expecta J¢ons, loans frox directcre zccounsed Ior

tctal sources of funds.

The next most inmportant source of funds fcr the Loglaning fim
wes in the form of trade credits waich LCCOHﬁtrf for 20% oFf the S5zl
sources of funds. This is perhaps a refl £ the qvﬁ¢ 1$ing
by 2

position commanded trade and ccmicrce creiis
figsures contrasted very sharply with the figurs
purchase. As a forxm of firnsince hire-purchasec acce
than 1% of the total sources of funcs to the s+:rl;

t
S

1)
Q

busincss-

an. However, 12.3% of the total available funds cd for
the purchase of plant and mechincry. The conclusi > drawn
would seem to 5S¢ that even when small businessmon o oset up
in industry, they found it difficult tc¢ raisc civ: t-tern funds
from banks or mediuz-term funds on hire-purchase

Ixpenditure on othc" fixed nzscts - land and building - was
very small accounting fox ohly 5.9% of the total available funds vo
beginning busincsses. Tﬁ”y 10 Firns of the 185 rosronding firms
reported expenditures on land end buildings. IHowzvern, 81.8% of the
Total gvoss essets of small busiacsses was in the fornm of
capital. This again 1s probably a reflcetion of tiac Zin
snfluence of trade and commerce in Hhe sample. Dbut S
information it was not possitle b0 break thaesc figur
dewn to stocks and llquld assets.

Though the original dates of Znccerporation c¢f fizs in the
sazple are different, the right-hand porticr of Table 7 zives a
fough plctuwe of the pattern of sources and uscs ¢f funds of these
firms in mid-1956. There are scome interesting cca Jufldhcns to e
made between patterns ¢ finarcing sz:all businesszss as Zoing concerns
and when they first start in business. Though share c:;ltzl was still
absolutely the largest source of funds for loxng-term capital in the
Sample, its relative lzmportance declined from LL.5% 50 2°.6% of the
total funds availsble Apd althouszh share and single prcoprietors!
equity still anooup+ed for 40,57 ¢f the total available funds,



retained profits and deprecia’tion emerge as the most inpoztant fo;"
of raising funds for new capital. 4 number of businesses which s% nhzl
oserating some 10 cr 15 years ago with a cesital issue in some coss
of Shs. lOu/* or 200/- have mznaged to accumulate intverazl Ffunds
running into severzal hundreds of pounds. This sscoed to 22 especis
true of many Asian~-owned businssses. BEud there was alsc ciae i

of an African firm with tvwo partnsrz who startsd ou

in 1954 but who had accumulateld by 186€ zore than £

savings and plougning back past profists. In fact,

of conductinsg the survey, it btecnze clear thsot a lorgs

owners of ‘small businesses were 850 useé to tihls form of fiacncing the
the question of expansion did 6 even arise uwatil sucli time as they.
had accuuulated suffﬁc*Dr* from their own Znternal sources.
These businessnen were eithe: sroud to finznce thair businesses
from any external source or nad learnt from expsrizanze that
there simply was no cther sourcz acc:ssitle and suitatlc for theix
long~term capital regquirexnznts. This view ig rainforced ' '
between them reteined profits and deprecictiocn and

accounted for £5.2% of the tohal sources of funds.

two thirds of the total funds iz She sem.lie were on

shares znd single prcprietors' owa fuads or from re

and deprieciation.

Bven when it came to short -~ an
and hire- purchqse otligaticns accound
sources of funds in the samole it i
that the weight of bhank credid remalne arcund Cx, © 21 ha
only 27 out of 182 responding firms r ed anyv baxl credlt at =11,
In other words only7 about 15% of thes resscuding firms in She samils
had access to this form ¢f finsnce.

Trade credit remeined an impcrtant scurce of sihort-i
it was responsible for 15.4% cf the Hotel scurces of Junds. Howevar,
from the uses point of wview, the figure cf £35C,000 of tosal tracs
credits outstanding in mid - 1S€% conmpered with a reported anﬂual
flow of £1,592,500 in credit oxbtended to custoners by szmell busins o

men in the sample.

As going conccrns, small firms speant zore, bohn atsolutely zad
relatlveld, on land and Buildings resher ob the exsense of plant
machinery. Of the responding firas, 3¢ firms reporic 97nenbitu“
on land and buildings and this experditurs accounted For 22.5% of tiho
total available funds. Lelative enLendlture cn plogt and nmachincoy

[

fell by 0.5% to 11.8% of the total expendable funds, =nd working
capital accounted for tne remaining v,,7ﬂ.

Fresent Demand for Fun niznt were askeﬂ Thethef ey

wished to expand their acui

large nurber of them tended r toi }

affirmative. Howicver, 1t wes ; _,J87firm8’vho hw. gpeciiic plans

¢f expansion ,nd dD ails on how they pronsscd Lo gu abtoud it thet oo
reenrded. COf thosc, 3 firs onropoescd crpoagion in the Torm of dowanard

integraticn. Oqc whclesaling fim

;etion business; the other twe firus were g .

1Pte"rut@ downrards into truck farming and Tood procs sszrf Another
7 firms proposed t¢ inbtegrate vertically, for instance one wholesa 1e
firm proposed to open up & retail store. The bHulk of Tirms (58 fir:.
however, proposed vc integrate horizoxntally. Ther wantcd to expand
their present business by burying nore aachinery cr adcdaitional stock,
"eblace obsolcte machinery by new maclkinery, open urs zxnosher shop
or buy a new glot and other sucn n2ctivities.

Another group of 24 firzs hcod plans to open up aew industrics
vhich were completely uncounnscted with thelr prassnt lines of business.
The list of such indus*tries wzs long ard impressive.
' L



It included such diverse things as plans to start manufacturinie cv
parts, paper-bags, local asphalt and roofing felt, hosiery ani e
hardware fittings, flourescent fittings and electrical =zcer
etc. ; other plans included opening up shops for processing
for designs for locally produced textiles and screcn prlAtlng

hs,

Respondents were also asked to supply the estimated 1 costs of the
proposed new projects and the proposed sources of thesc funds. Toble 8
high lights the demand for funas for the proposed capital &ipa 1sion and the
planned sources of these fund It is convenient and intersstins first to
examine the purposes for ~h¢vn fuiuds need to be raised in thz form cf the

structure of assets and erxpenditure on them. The west significant itezm for
which funds need to be raissd is nlaut and maehinery - account: for 405 of

the total required expeniiturc. This ccastrasts very sharniv ~ the position
in Table 7 where 85 to 825 of the exvenditure is in the form of working capital.
But in the present pattern cf dv'nni the cmphasis is on the otnaer foot whercby
the expenditure on plant and mochinery and land aand buildings accounts for Jjust
less than 806 of the total required expenditure. This is probably a reflecticn
of the desire on the part of many firms in the saxple te switch from bosically
trade and commerce to manufacturing industries. In fact, one 1z respondent
asked about his opinion on what Government should do to help sux ]
in Uganda most effectively,replied that Government should crcourasze A
had sufficient capital and technical know - how to switch frorm tride and
comnerce to manufacturing industries and leave roow in trade and cormerce for
budding African small business men. The provision for exzpenditure on working
capital 36% of the total expenditure is relatively much less irportsnt in the
preszit position.

o<
ol

As far as the sources of funds for expansion are concerned, the

provosed present position does not differ equally redicelly from th:t presented
in Table 7. Share capital and interrnal savings would still account Jer 427 =2
corpared to 85% of the total =zour of funds in Table 7. Hovevsr, three
sources of funds would need to undergo some radical changes. The switch frorm
trade sredits to the provosed here-nurchase obligatiors as & form of raising
shot - and mediumterm funls reflect a fundamental changs in the tattern of
activities to be undetaken. luch of the required working capital probably
wanted in the form of liquid =assets would need to be raised in the *ofu of short-

» bank credit. The relative contribution from this scurce would nsed to

hange from 8% to some 2675 of the total sources of funds.

2 Q
o
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Other sources of funds typically include insurance colbe.:
investment trusts and thelr relative contribution vwouli ap

from the present about 3: to %o of the total sources of

rced to riss

-

Conclusions. — When respondents were asked the guestion: ©.nat are the
mocst important factors which you consider have prevented ycur business from
expanding?", 55 out of 129 responding firms, mentioned laclk of finr~nc: as the
most important constraint to exprnding thelr activities. Szcessive competition
which was the second most imporinnt cconstraint, ranked rather 2o pocr second -

his response being given by only y

22 of the responding fix- Ad vihen the
respondents were asked the sources from which thery most vers able to
satisfy thelr demand for funds, 8¢ out of 180 responding -8 mentlioned
retained profit as their most iimortant source of funds. Iut although another
70 of these resonding - firms menticned bank credits as their zost irmortant
source, the amounts acquired must have been very small as Iz evidencesd from
Table 7,

The picture which emerges froa the sarple is thut of
of self-finance. BEven share canital which accounted for ~ hi
the total sources of funiE was most usually sioply o mmtier
There was no evedence e widely publicly subscri i
shares. The evidencs, ; i to suppcrt the nyuo*hesT that small
firms in Ugende relied a zreat deal con inmternal sources of fcr the provision
of their long-term capital: it v=s also cisar that slthouch + credit provided
2. significant source of funds, 5 emall firms still kad to rely '”tly on their
internal sources of funds to satisfy their short- =2nd mediuvnetem
These facts would perheps strongly support the contention v € :p“n31on of
small firms in Uganda are probebly inbibited by a lack of sultesble sources of
long - and short-term funds. Such high self - financing is no svidence of
financial ease in small firms, Yith the exception of a vpessible smnll group
of firms who may not want to raise funds for expansion from any external sources,
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it mey well be that the bulk of small firms in Ugande are held back by their
inability to get long =~ and medium=-term finance from elsewhere. Evidence
from the sanmple on the present pattern of derand for funds and the planned
sources of funds for expansion would seem to suprort this contention.
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