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Abstract 

This study was carried out to establish whether structure of government support has any 

association or influence onto sustainability of SMEs in Uganda. The focus was to ascertain 

whether there is a link between how government provides support to SMEs and sustainability 

of these SMEs. A maximum sample size of 384 SMEs was selected. Questionnaire approach 

was used to collect data from the owners and or managers of SMEs. Based on factor analysis, 
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two components of structure of government support were established namely; quality of 

structure of government support and extent of policy implementation. To test the association 

of the variables, correlation analysis was carried out. The results from this analysis indicated 

that both components of structure of government support had significant association with 

SME sustainability in Uganda. Quality of structure however, had higher degree of association 

as compared to extent of policy implementation. Structural Equation Modeling (SEM) 

analysis was carried out to check the degree of influence of structure of government support 

onto SME sustainability. The results indicated that both components of structure of 

government support have influence onto SME sustainability. Based on this, it was concluded 

that structure of government support has a significant association with and influence onto 

SME sustainability in Uganda. It was therefore recommended that there was need for 

government support towards SMEs to be properly structured in order to realize SME 

sustainability. The structuring needs to take into consideration the quality of the structure as 

well as extent to which SME policy is implemented. 

Keywords: Government support, Structure of government support, Extent of policy 

implementation, SME, SME sustainability 

1. Introduction 

Government is an important partner of any business that operates in a given country. Through 

government decision making process, policies are formulated and existing policies are 

nullified. This process may promote some businesses while killing some other businesses. In 

Rwanda for instance, when there was a ban in the sale and distribution of black polythene 

bags commonly known as ‘kaveera’, the company that engaged in the trade got significantly 

affected (Kardish, 2014). The same happened in Uganda when there was introduction of 

mobile money tax (Ampurire, 2018) and over-the-top (OTT) tax related to mobile phone 

internet data (Ahairwe, 2019). All these scenarios present the significance of government as 

an important partner in the operations of businesses in the private sector. 

Small and Medium sized Enterprises (SMEs) in Uganda are categorized as entities in the 

private sector. This means that they too get significantly affected by the government decisions 

made from time to time (Bitature, 2018). One of the things that the government of Uganda 

has been doing in the operations of SMEs is provision of its support as government. The 

government has been providing support ranging from providing capital (entandikwa) to 

providing inputs such as farm inputs in terms of seeds and live animals for rearing and trade 

(Ssekamtte, 2012). Similar support was also provided to SMEs that offer services such as in 

the case of skilling programs in Uganda (Skills for Employment, 2011). All these efforts have 

been applauded over time in Uganda. 

Despite the many interventions that the government of Uganda has put in place todate, there 

are still challenges relating to sustainability of SMEs in Uganda. The SMEs are still 

characterized as composing about 90% of entities operating in the private sector (Bitature, 
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2018) with majority failing to celebrate their 5th birthday (Ssewagudde, 2018). This simply 

means that there are as many start-ups as there are many failures. This makes Uganda one of 

the highly entrepreneurial countries but registering high business closure rates (failure rates) 

in the category of SMEs (Afunadula, 2018). This is not a good trend. 

Considering that the government support has been provided overtime, it was necessary to 

consider how this support is provided to the SMEs in Uganda. It is basing on this that this 

study was carried out in order to establish whether there is any association between the 

structure of government support and level of sustainability of SMEs in Uganda. 

2. Literature 

Operating environment is one outstanding feature of government support (OECD, 2017). 

From the general perspective, government support goes beyond providing an enabling 

environment though presence of an enabling environment acts as a springboard on which 

other activities can flourish. These activities could be private or public activities (Effiom & 

Edet, 2018).  

In the case of small and medium enterprises (SMEs), the enabling environment that has been 

pointed out by researchers relates to the fiscal policy operated by a government. This is 

mainly through the taxation system of a country (Adeolu, 2017). Many SME managers and 

owners cite this aspect of taxation as a hindrance towards the operations of the SMEs. Their 

preference is not to be taxed and being allowed to attain some level of growth before they 

engage into paying taxes. Though this is the plea, chances are that it is likely not to be 

addressed in the short run (Schmidle, 2017).  

In relation to the aspect of taxation is the regulation attached to business registration and 

overall operationalization of these businesses. Considering that there is no framework in 

existence relating to operations of SMEs in most developing countries, research indicates that 

these SMEs are dealt with as if they were corporations. This makes them get subjected to the 

regulations of these corporations. This has been challenging to the owners and managers of 

these SMEs (Effiom & Edet, 2018).  

The aspect of regulations has further had an impact on the aspect of financial accessibility by 

these SMEs (Mallett, Wapshott, & Vorley, 2018). Most commercial banks in Uganda and 

other developing countries impose tight regulations on SMEs treating them as though they 

were corporations (UNDP, 2015). This has made many SMEs fail to access credit from 

commercial banks (OECD, 2017). The owners of SMEs however have had a strategy of 

going round this obstacle by applying for individual business loans and use the money to 

operate their SMEs. This way, commercial banks offer credit to individuals instead of 

offering the same credit to a business which is not properly structured. The challenge with 

this solution however is that the amount of credit advanced is small as compared to the 

amount that could have been accessed by a small and medium business (SME) (Wignaraja & 

Jinjarak, 2015).  
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Considering the challenges that have been documented in research that are attached to 

government support, three stand out. These are taxation, regulation challenge as well as the 

accessibility of credit (capital). Though this is the case, government effort has also been 

recognized in an attempt to improve performance of SMEs (Adeolu, 2017; Nemoto & Koreen, 

2019; OECD, 2015). In Uganda for instance, the government has been able to put in place a 

number of programs to support business activities. All these programs focus on providing 

direct support to households in different villages. The latest of these programs is the famous 

“wealth creation” (Manishimwe, 2017) and “youth fund” programs (Ategeka, 2018; Kyeyune, 

2019). Previously, similar programs were rolled out such as “Entandikwa” (Ssekamtte, 2012) 

and “National Agricultural Advisory Services (NAADs)” (Okello, 2018). All these programs 

however have been politically motivated. 

Though it is important to offer finances and other forms of agricultural inputs, the aspect of 

follow up of how such support is put to use is still weak. Perception of recipients of the 

support is also another challenge. Most of the recipients consider the support to be some form 

of appreciation for voting well. This further makes the well intentioned program hit a snug 

(Kajubu, 2014).  

The different forms of support also exist in other countries of the world such as Singapore, 

United States of America as well as Bahrain. Most of these countries also provide financial 

assistance in form of loans that is repayable. This same model was adopted in Uganda 

through the youth fund. In Uganda however, it is limited to youths between the ages of 18 

and 30. Basing on its structure therefore, it does not target SMEs but individuals (Okoth, 

2019). The same challenge of follow up however exist. Cases of corruption (Mallett, 

Wapshott, & Vorley, 2018) have also been cited in such financial support.  

Incubation centers have also been cited as a form of support to SMEs. This however targets 

new startups and focuses on only idea generation (Ampurire, 2018). This is the initial stage of 

entrepreneurship. In Uganda, a similar support exists through the different public universities 

(Kyambogo University, 2017; Njuguna, 2016; Ruforum Communication, 2019; Nayiga, 2019; 

Outbox, 2019). There is also a program of Skilling Ugandans that focuses mainly on 

provision of skills to those that want to do business. It has been rolled out under the Uganda 

Skills Development Project (USDP) and referred to as Business, Technical and Vocational 

Education and Training (BTVET) (Skills for Employment, 2011). It has however suffered 

criticism related to quality of skills provided as well as relevance of the training provided 

towards economic growth (Okumu, 2017). It is however still being provided in the country 

(Uganda).  

Basing on the different forms of support, the aspect of structuring government support 

towards SMEs is hardly cited. This raises a question as to whether it could be useful in the 

case of SMEs (Baldock & Mason, 2015; Mohamad, 2019). In places where the structuring of 

government support was attempted, though not fully, some positive results were noticed. This 

has been documented in Sri-Lanka (Wickramatilake, 2018; Ministry of Industry and 

Commerce of Sri-Lanka, 2017), Malaysia (Jauriyah, Ismail, Sarkawi, Jaaffar, & Rahim, 
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2017), Singapore (Chermaine, 2018), Kingdom of Saudi Arabia (Jeddah Chamber, 2016) as 

well as Silicon Valley in the United States of America (USA) (Atkinson, 2012; Preiss, 2018). 

Basing on the cases of these countries, a hint is given in relation to structuring government 

support towards SMEs. However, in places like Uganda where the structuring has not yet 

been in existence, planning is important to realize the desired output that comes with the 

structuring of government support.  

3. Hypotheses and conceptual framework 

Basing on the review of literature conducted, hypotheses were derived for testing. These 

hypotheses focus on the structure of government support towards SMEs in Uganda. The 

hypotheses are summarized below. 

H1: There is a relationship between quality of structure of government 

support and sustainability of SMEs in Uganda 

H2: There is a relationship between extent of policy implementation and 

sustainability of SMEs in Uganda. 

Basing on the hypotheses generated, a conceptual model was formulated to visually 

hypothesize the relationships to be tested. This is presented in Figure 1 below. 

 

 

Figure 1. Conceptual framework 

 

4. Methodology 

This research was carried out with a focus on cross-sectional research design with a bias on 

quantitative methods. A specific period of time spanning from 2018 to 2020 was considered 

when conducting the survey for the study. This was the reason for focusing on cross-sectional 

research study. 

Considering the nature of SMEs in Uganda, the actual population was considered to be too 

large. This is acceptable in quantitative studies where population size is considered to be 

infinite or unknown (Krejcie & Morgan, 1970). Basing on this population, the largest 

possible sample size was considered. This was a sample of 384 SMEs operating in Uganda. 
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A cluster sampling approach was considered when selecting SMEs to be included in this 

study. This was done at two different levels; the first level of clustering was based on 

geographical location while the second level of clustering was based on the focus of 

operations of SMEs. When dealing with the geographical location, emphasis was put in the 

central region because most SMEs operate there. This was done with an intention of ensuring 

that an exhaustive set of SMEs is obtained for inclusion in this study. 

A questionnaire form was the only data collection tool that was used. This was done within 

the survey method of data collection. Combination of research administered and 

self-administered questionnaire approaches were practiced in the survey. This was necessary 

to cater for literate and illiterate respondents that were selected to form the sample (Kabir, 

2016). 

Before engaging in mass data collection exercise, the questionnaire was tested for validity 

and reliability (Taber, 2017). The results obtained in the pilot study mirrored those obtained 

in the final analysis. Other tests conducted to refine the variables were Explanatory Factor 

Analysis, Composite Reliability, Average Variance Extracted and Confirmatory Factor 

Analysis (Farrell & Rudd, 2009). The results of these tests were considered before passing 

the variables as refined variables. 

After refining the variables, the tests of hypotheses generated were done. The hypotheses 

were tested using correlation and Structural Equation Modeling (SEM) analyses. Correlation 

analysis was done to check the degree of association between the variables (IVs and DVs) 

while the SEM analysis was carried out to check the influence of IVs on DV. 

5. Findings 

The findings are based on the different analyses conducted. They are of both categories; those 

that relate to testing hypotheses as well as those that relate to refining variables. The first 

section of findings relates to the latter type of analyses while the second section of findings 

relates to the former type of analyses. 

5.1 Tests to refine the variables 

a) Explanatory factor analysis 

This was carried out to check whether the factors that were theorized were the same factors 

that the respondents managed to point out. Use of factor loadings was considered with a 

cutoff point of 0.4 (Samuels, 2017). The EFA conducted generated two factors; Quality of 

structure of government support and Extent of policy implementation. The results of this 

analysis are presented in Table 1 and Table 2. 
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Table 1. Factor loadings – Quality of structure of government support 

Question items Factor loadings 

I am sure of getting a government contract if I apply for one .803 

I have ever supported my business using findings from research 

conducted by the Uganda Investment Authority (UIA) 
.760 

There are specific government contracts that are preserved for local 

organizations like my business (i.e international organizations are not 

allowed to apply) 

.729 

My organization has access to business loans guaranteed by the 

government of Uganda 
.698 

Officials from Uganda National Bureau of Standards (UNBS) often 

visit my organization to ascertain standard of my products/services 
.676 

Table 2. Factor loadings – Extent of policy implementation 

Question items Factor loadings 

Existence of my organization has been supported by the business 

incubation initiative of Uganda 
.808 

Directorate of Micro, Small and Medium Enterprises (MSME) has 

ever provided assistance to our organization 
.764 

Uganda Investment Authority (UIA) has ever provided assistance 

(financial or otherwise) to my organization 
.713 

My organization has ever received assistance from government 

through the Ministry of Trade, Industry and Cooperatives (MTIC) 
.696 

Enterprise Uganda (EU) has ever provided assistance (financial or 

otherwise) to my organization 
.671 

I have ever participated in a meeting organized by a government office 

to discuss the issues of SMEs 
.584 
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Findings in Tables 1 and 2 indicate that all the items that were maintained after the EFA had a 

factor loading above 0.4. It was on this basis that the factors were considered for further 

analysis aimed at refining them further.  

b) Reliability and validity tests 

These tests were conducted with an intention of establishing whether the data collection tool 

and questions therein passed the reliability and validity tests. The results are presented in 

Table 4. 

Table 4. Reliability and Validity test results 

Variable AVE CR CAC 

Quality of structure 0.540 0.854 0.849 

Extent of policy implementation 0.504 0.858 0.826 

Sustainability of SMEs 0.603 0.911 0.801 

Cut-off points 0.500 0.700 0.500 

Key to the codes: 

 AVE  – Average Variance Extracted 

 CR  – Composite Reliability 

 CAC  – Cronbach’s Alpha Coefficient 

Results from reliability and validity tests indicate that all the variables were considered to be 

valid and reliable. The question items passed convergent validity test (AVE and CR). The 

consistency of the responses was also considered to be reliable (CAC). 

c) Confirmatory factor analysis 

Basing on the results of tests conducted at this point, there was a need to confirm the factors 

that were extracted during the EFA and tested for validity and reliability. This was done by 

conducting a confirmatory factor analysis. The results of this analysis are presented in Table 

5.  
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Table 5. Results from confirmatory factor analysis 

CFA measure Structure of government support 

CMIN/DF 3.445 

GFI 0.939 

AGFI 0.892 

RMSEA 0.088 

The results presented in Table 5 indicate that both variables were refined and appropriate for 

consideration to the next level of analysis. One thing to note here is that “Structure of 

government support” is a construct comprised of two variables; ‘quality of structure’ and 

‘extent of policy implementation’.  

In line with the results of CFA, a structural model was developed. This presents a 

diagrammatic view of the items that were retained after the CFA. This is shown in Figure 2 

below. 

 

Figure 2. A CFA Model (Structural Model) for Structure of Government Support 

Note: 

  QoS  – Quality of Structure of Government Support 

  EPI  – Extent of Policy Implementation 
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Information in Figure 2 helps to augment information presented in Table 5. Based on 

information in Table 5, there was a good model fit as indicated by CMIN/DF, GIF and AGIF. 

The RMSEA is slightly above the threshold of 0.08 though it is still acceptable  (Hooper, 

Coughlan, & Mullen, 2008; MacCallum, Browne, & Sugawara, 1996). These results are 

augmented by the results in Figure 2 which indicate that all the items for each of the variables 

had factor loadings above 0.5. This indicates that the item loads were good enough for 

consideration in this study. Based on the results of CFA, the final variables were formulated 

for consideration in the phase of hypothesis testing.  

5.2 Tests of hypotheses 

Two analyses were carried out to test the hypotheses. These are correlation and Structural 

Equation Modeling (SEM) analyses. They are explained in the subsections that follow. 

a) Correlation analysis 

This was carried out in order to test the degree of association between the independent and 

dependent variables. The results from the analysis are presented in Table 6. 

Table 6. Correlation Results - Structure of Government Support and SME sustainability 

  1 2 3 

Quality of structure (1) 1     

Extent of policy implementation (2) .400** 1   

Sustainability of SMEs (3) .287** .233** 1 

**. Correlation is significant at the 0.01 level (2-tailed). 

Results from correlation analysis indicate that both variables representing structure of 

government support have a significant association with sustainability of SMEs in Uganda. 

Quality of structure however, has a higher level of association (r = 0.287; p ≤ 0.01) with SME 

sustainability as compared to Extent of Policy Implementation (r = 0.233; p ≤ 0.01). This 

means that both, quality of structure and extent of policy implementation have a significant 

association with sustainability of SMEs in Uganda. The enhancement of sustainability of 

SMEs is therefore associated with the enhancement of quality of structure of government 

support as well as extent of policy implementation by government relating to SMEs. 

b) Structural Equation Model (SEM) Analysis 

This was carried out with an intention of establishing the degree of influence of the 

independent variables onto dependent variable. The extent to which the data fits the theory 

that was tested was also established as part of the output of the SEM analysis.  
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Model specification – SEM analysis; 

 BS = f (QoS, EPI) 

 BS = α + β1QoS + β2EPI + e ………………………….1 

 BS = α + β1QoS + e1 …………………………..………1.1 

 BS = α + β2EPI + e2 …………………………..………1.2 

   

Where; [BS SME Sustainability], [QoS  Quality of Structure of Government Support], 

[EPI  Extent of Policy Implementation], [e1 and e2 error terms for paths (1) and (2)] 

while [  and Path coefficients]. The priori expectation  β1 > 0; β2 > 0; as shown in 

Table 7: 

 

Table 7. Measurement of variables and expected relationships 

N Variables Measurement Expected Impact A priori 

 Dependent Variable 

 Sustainability of 

SMEs (BS) 

Five point Likert Scale 

with coding grading from 

strongly disagree to 

strongly agree  

  

 Independent Variables 

1 Quality of 

Structure of 

Government 

Support (QoS) 

Five point Likert Scale 

with coding grading from 

strongly disagree to 

strongly agree  

+ β1 > 0 

2 Extent of Policy 

Implementation 

(EPI)  

Five point Likert Scale 

with coding grading from 

strongly disagree to 

strongly agree  

+ β2 > 0 
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Based on the model specified, the analysis was carried out. The results from the analysis are 

presented in Table 8. 

Table 8. SEM Output - Structure of Government Support onto SME Sustainability 

Variables Est 1  S.E. C.R. P Est 2 Decision 

SME_Sus <--- QoS 0.510 0.109 4.668 *** 0.480 Accepted 

SME_Sus <--- EPI 0.269 0.100 2.681 0.007 0.218 Accepted 

                  

  
 

CMIN/DF: 2.659 AGFI: 0.904   

      GFI: 0.940 RMSEA: 0.073   

 

Where; 

  QoS   – Quality of Structure of Government Support 

  EPI   – Extent of Policy Implementation 

  SME_Sus – Sustainability of SMEs 

  Est 1  – Unstandardized Regression Weights 

  Est 2  – Standardized Regression Weights 

 

The results indicate that both independent variables (Quality of Structure of Government 

Support and Extent of Policy Implementation) have significant influence onto SME 

Sustainability in Uganda. Both Un-standardized and Standardized Estimates indicate that 

Quality of Structure of Government Support has a higher influence onto SME Sustainability 

as compared to Extent of Policy Implementation.  

The model fit indices indicate that the data managed to have a good fit of the theory that was 

tested. The key indices of CMIN/DF, GFI, AGFI and RMSEA are within the acceptable range. 

This further validated the model that was used in this study. The results are therefore relevant 

in providing explanation of the theory that was tested in this study. 

Together with the statistical results, a structural equation model was generated. This is 

presented in Figure 3 below. 
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Figure 3. SEM Output – Structure of Government Support on SME Sustainability 

 

Information presented in Figure 3 augments the results presented in Table 8. Based on the 

model (Figure 3), Quality of Structure of Government Support as well as Extent of Policy 

Implementation are indicated as not being the only variables that explain the SME 

sustainability in Uganda. Existence of the error term signifies that there are other variables 

that have influence onto SME sustainability but were not considered in this study. This is an 

area that shall be considered in the subsequent research studies in this subject area. 

6. Discussions, conclusion and recommendations 

Considering the rationale for conducting this research, it is important to note that structuring 

government support is quite important to the operations and sustainability of SMEs in 

Uganda. Ideally, SMEs in Uganda operate in the category of private sector. Their operations 

however, cannot be free of interventions from government (Eton, Mwosi, Ebong, & Ogwel, 

2019) through its organs such as Uganda Investment Authority (UIA) and Private Sector 

Foundation Uganda (PSFU) among others. It is through such government organs 

(departments) that the government support is channeled (OECD, 2018).  

Though the support is there, the results indicate that it needs to be structured. When it is 

structured, it will have more influence onto the level of sustainability of SMEs. This 

structuring is likened to conducting proper diagnosis to a patient. In this analogy, a patient is 

the SME and a doctor is the government. If these SMEs need to be sustainable, they need to 

be able to receive appropriate support depending on the need. This is however a challenge 

when the needed support is not structured bringing about confusion on the side of the 
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recipient.  

Quality of a structure is one of the components of the structure of government support. This 

mainly focuses on how best the government organizes its different organs and or departments 

that directly deal with SMEs in such a way that they provide the needed support when it is 

needed. For instance, SMEs in Uganda have been demanding to have specific contracts 

reserved for them in order to boost their performance and overall existence (Bitature, 2018). 

The preparedness of the government organs to make this happen reflects the quality of 

structure. 

The findings from the analysis conducted indicate that the more prepared government organs 

are in the desire to offer relevant services to SMEs, the more they will be in position to 

enhance sustainability levels of these SMEs. This therefore means that quality of structure of 

government support in Uganda needs to be enhanced in order to realize improvement in the 

level of sustainability of SMEs. 

Relating to the extent of policy implementation, there is need for the different government 

departments to work hard to implement the policy related to operations of SMEs in Uganda. 

Though this may sound similar to quality of structure, the two are different. The government 

department (and or organs) may be prepared in terms of quality of the structure but fail to 

implement the policy documented to enhance operations of SMEs and hence their 

sustainability (Commonwealth Secretariat, 2010; Ategeka, 2018). This therefore necessitated 

the need to check the level of implementation of policy related to SMEs in this study. The 

findings indicate that indeed, there is need to ensure that the implementation levels of SME 

policy are tracked from time to time. When this is done, it would be possible to establish how 

to further improve the implementation levels of SME policy in order to enhance the level of 

sustainability of SMEs in Uganda.  
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