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Abstract 

This paper identifies the business constraints that are most binding for firm performance. Using 

panel methods on novel quarterly Ugandan business climate data, we exploit perceived changes 

in business climate constraints to account for changes in firm performance. Not all identified 

constraints are binding for firm performance. Macroeconomic instability, demand stability, 

access to finance, corruption/bribery, and weather variability are found to be binding 

constraints. Firms’ expectations about future performance outcomes are associated with current 

perceptions about these constraints, alleviating endogeneity concerns to some extent. While 

taxation constraints are usually highly ranked, we do not find evidence linking them to firm 

performance. 
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1. Introduction 

Private sector development has received much attention in the current development discourse 

because of the critical roles firms are expected to play in the growth and development processes. 

Firm growth and competitiveness are critically important for employment creation (Li & Rama, 

2015) and poverty reduction (Beck, Demirgüç-Kunt, & Levine, 2005). In addition, through 

public-private partnerships, firms are increasingly being used as smart vehicles for the delivery 

of public goods (Brinkerhoff & Brinkerhoff, 2011).  However, the growth of firms, particularly 

in developing countries, is constrained by poor business environments usually characterised by 
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insufficient provision of public capital, regulatory and bureaucratic bottlenecks, poor 

management and governance practices, lack of market access, and high taxes  (Dethier, Hirn, & 

Straub, 2010; Gelb, Ramachandran, Shah, & Turner, 2007). 

Consequently, many studies have shown that the business environment matters for firm level 

performance, productivity growth, and strategic behaviour (see for example Bah & Fang, 2015; 

Kinda, Plane, & Veganzones-Varoudakis, 2015; Ayyagari, Demirgüç-Kunt, & Maksimovic, 

2008; Mawejje and Okumu 2016). Moreover, studies indicate that the perceived impacts of the 

business environment can be explained by differences in firm characteristics including: size, 

business sector, and management quality (Beck et al. 2005; Dezsö & Ross, 2012).   

A considerable amount of research has shown that limited access to appropriate financing 

mechanisms constrains business start-ups and firm growth in many developing countries, and 

particularly in Sub-Saharan Africa (Fowowe, 2017; Beck & Cull, 2014; Beck & Demirgüç-Kunt 

2006). Within this realm, Fafchamps and Schündeln (2013) show that financial sector 

development, measured by the presence of local banks, is associated with faster growth 

particularly for small and medium sized businesses in sectors with growth opportunities. While 

the channels through which these effects are transmitted are less understood, available evidence 

shows that relaxing financing constraints improves export performance (Bellone, Musso, Nesta, 

& Schiavo, 2010); facilitates innovation (Ayyagari, Demirgüç-Kunt, & Maksimovic, 2011) and 

general productivity (Goedhuys, Janz, & Mohnen, 2008).  

Literature has also evaluated the effects of infrastructure quality, including road networks (Buys, 

Deichmann, & Wheeler, 2010; Shiferaw, Söderbom, Siba, & Alemu, 2012) and electricity 

(Abeberese, 2017; Alby, Dethier, & Straub, 2012). Other factors that have received attention in 

the literature include corruption (Seker & Yang, 2012), taxation (Fismann & Svensson, 2007), 

market access and competition (Gelb, Meyer, & Ramachandran, 2014; Ishengoma & Kappel, 

2011), macroeconomic stability (Fischer, 2013; Aghion, Bacchetta, Ranciere, & Rogoff, 2009), 

skills and managerial competencies (Leiponen, 2005; Gelb et al. 2007). Moreover, fake inputs 

(Bold, Kaizzi, Svensson, & Yanagizawa –Drott, 2015), security, crime and political stability 

(Dethier et al., 2010), weather and climate shocks (Dell, Jones, & Olken, 2012; Dell, Jones, & 

Olken, 2014) have all been shown to affect productivity and technology adoption.  Despite this 

seemingly large volume of evidence, however, it is not clear which of these constraints have the 
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largest effect on firm performance. Most studies have tended to examine a narrow set of 

constraints at a time, usually relying on survey data, thus complicating causality inferences.  

An important contribution of the current study is an attempt at identifying those constraints that 

matter most for firm performance, given that firms usually complain about a multitude of 

constraints. To achieve this objective, we draw on novel quarterly Ugandan business climate 

data. Given the rich nature of the data, we are able to focus on a large spectrum of performance 

indicators and business constraints. The performance indicators that we consider include: level of 

business activity, turnover, profit, new orders, capacity utilisation, optimism, and employment. 

The business constraints that we study include: electricity, macroeconomic environment, demand 

stability, taxation, substandard inputs, competition, transport, skills, access to finance, 

corruption, crime and theft, customs procedures, and weather variability.  The uniqueness of our 

panel dataset makes it possible to exploit perceived changes in the business environment to 

account for changes both in current and future business performance indicators. In addition, the 

analysis accounts for the effects of firm geographical location, size, and sector fixed effects.   

Uganda presents an interesting case study for the evaluation of the business constraints that have 

the biggest effects on firm performance outcomes. First, the country has pursued a private sector 

led development strategy where the Government is expected to facilitate the business 

environment with the private sector operating as the engine of growth. Second, Uganda is 

considered one of the most entrepreneurial countries in the world (Singer, Amoros, & Moska, 

2014) and the private sector has tried to mobilise itself through various business associations to 

consolidate voice and advocacy for a better business environment (Kuteesa & Mawejje, 2016).  

The private sector in Uganda is still dominated by young enterprises, most of them (35 percent) 

aged between 1 and 5 years while those that are 25 years or older make up only 4 percent 

(UBOS, 2011). This evidence points to a high failure rate of business start-ups which could be 

explained by arduous regulatory environments and the rising cost of doing business on account 

of inadequate infrastructure, costly and unreliable electricity, and the high cost of business 

finance (PSFU, 2012).  The major constraints that business executives cite as particularly 

cumbersome for doing business over the last five years are continually related to corruption, 

taxation, access to finance, macroeconomic instability, and inadequate supply of infrastructure 

including in the transport and energy sectors (Schwab, 2016).  
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In a bid to improve the business environment, government policy is now primarily focused on 

eliminating these binding constraints for business growth and competitiveness. Accordingly, 

Government has over the last decade shifted focus to infrastructural investments, particularly in 

the transport and energy sectors with a view to stimulating investment and improving 

productivity across all economic sectors. Other interventions have focused on skilling the 

workforce, improving innovation, encouraging entrepreneurship (GOU, 2015), and granting tax 

exemptions for investment (Gauthier and Reinikka, 2006). 

While some of these interventions, such as investments to improve infrastructural quality, have 

started to yield tangible benefits like better availability of electricity and reduced transportation 

time and costs, it is still not clear how others such as granting tax exemptions will affect long run 

business growth and competitiveness. Tax exemptions are likely to distort market efficiency 

dynamics while diminishing fiscal space that would have otherwise supported investments to 

improve the business climate. Unless the incentives are used to correct specific market failures 

(Klemm & Van Parys, 2012) and are undertaken within clearly defined policy, legal, and 

regulatory frameworks (Zee, Stotsky, & Ley, 2002), they run the risk of being injurious to the 

overall business climate. Designing appropriate policy measures for private sector development, 

therefore, requires a clear understanding of the key drivers of firm performance and the major 

constraints in the business environment that are associated with firm growth.  

The current study is most related to Ayyagari et al. (2008) who, while focusing on the role of 

financing constraints, similarly investigated the features of the business environment that affect 

firm growth.  Our major point of departure is the consideration of panel data that allows us to 

exploit perceived changes in the business environment across space and time to account for 

changes in performance indicators. In addition, our study considers a wide range of business 

performance indicators and examines how they are affected by a spectrum of constraints.  

Results indicate that the macroeconomic environment, demand stability, access to finance, 

corruption/bribery, and weather variability are binding constraints for firm performance. 

Moreover, firms’ expectations about future performance outcomes are associated with current 

perceptions about these constraints. While taxation constraints are usually highly ranked, we do 

not find evidence linking them to firm performance perceptions. While this should not be 
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interpreted to mean that taxation perceptions do not matter, we find evidence that, to a significant 

degree, their perceived severity can be explained by elements in the business environment.  

These results provide guidance to the sequencing of policy reforms. In particular, maintaining 

macroeconomic stability, providing innovative financing solutions, pursuing broad based growth 

policies, tackling corruption, and supporting climate smart investments are the most critical 

interventions necessary to support firm growth and competitiveness. The rest of the paper is 

structured as follows: section two introduces the data and methods; results are discussed in 

section three; section four concludes. 

2. Data and methods  

Data 

The study uses novel panel business climate perceptions data, collected through quarterly 

surveys administered by the Economic Policy Research Centre. The data are nationally 

representative and are collected countrywide in partnership with the Uganda National Chamber 

of Commerce and Industry and Kampala City Traders Association.  The data comprise firm 

managers’ perceptions about business performance and constraints, and covers six survey rounds 

during 2015Q3 – 2016Q4.  

The business performance indicators that the surveys track include: level of business activity, 

turnover, profit, new orders, capacity utilisation, optimism, and employment. Respondents are 

requested to indicate whether each of the indicators “improved”, “deteriorated”, or “remained 

unchanged”. In addition, respondents are asked to predict how they expect business performance 

to turn out within a three-month-ahead horizon. In this respect, the surveys mimic forecasts of 

turning points in business activity over relatively short time periods.  

The business constraints that the surveys track include: electricity, macroeconomic environment, 

demand stability, taxation, substandard inputs, competition, transport, skills, access to finance, 

corruption, crime and theft, customs procedures, and weather/climate variability.  With regard to 

the evaluation of these constraints, the surveys follow a two-pronged approach. First, 

respondents are required to rank, from a menu of options, the three most important challenges. 

Second, respondents are required to indicate how the constraints have evolved during the quarter. 
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In this regard, respondents are requested to indicate if each of the 13 constraints are “more of a 

problem”, “unchanged”, or “less of a problem” relative to the previous quarter.  

While earlier studies relied on the relative ranking of constraints (see for example Ayyagari et 

al., 2008; Fowowe, 2017), this study exploits the perceived variation in the severity of 

constraints. This approach is plausible to the extent that it helps to circumvent some of the 

challenges of having to deal with rankings of constraints. It is often argued that faced with a 

“currently serious constraint”, firms are more likely to downplay the gravity of other constraints 

even if they are onerous (Ramachandran, 2009). Both performance indicators and constraints 

assume values 1, 2, 3 signifying “deteriorating”, “unchanged”, and “improving” outcomes 

respectively.  

Concerns would arise if respondents consistently report that particular constraints were 

unchanged to the previous quarter. If the data does not include sufficient variation, the models 

might not exploit any heterogeneity across and within firms, with no real identification for the 

effects of constraints on performance. This paper makes a contribution to the literature by 

examining the within variation of business constraints. Results in Table 1 indicate that there is 

sufficient variation in the business constraints both within and between firms. With average 

scores greater than 2, firm perceptions indicate that the situation with electricity, macroeconomic 

environment, taxation, and substandard products have improved somewhat with particularly 

favourable sentiments about macroeconomic stability. On the other hand, however, competition, 

transport, skills, access to finance, crime and theft, customs and trade regulations, and weather-

related factors are all perceived to have deteriorated. 

The rest of the descriptive statistics, especially regarding firm performance perceptions and 

characteristics are provided in Table A1 in the appendix.  The average scores for all business 

performance indicators are less than 2 indicating that these indicators have on average 

deteriorated with the worst perceived performances recorded for business profitability. 

Interestingly, employment has not deteriorated as much as the other performance indicators, 

indicating that firms take time to shed labour when faced with adverse business environments. 

However, future performance indicators are on average greater than 2 indicating that business are 

generally more optimistic about future economic performance 
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The sector distribution indicates that most firms are located in retail trade and agro-processing 

subsectors (both 18 percent).  The rest of the firms are distributed as follows: food and recreation 

activities, 17 percent; industry, 13 percent; repair and mechanical services, 13 percent; social 

services, 12 percent; and finance and other professional services, 10 percent respectively. The 

geographical-location distribution indicates that majority of firms are in Kampala (44 percent) 

followed by central region (22 percent) with Western Uganda accounting for 14 percent, and 

both Northern and Eastern regions each accounting for 10 percent respectively. 

 

 

Table 1:  The within and between distribution of constraints 

Constraint    Mean   Std. Dev.   Min   Max   Observations  
 Electricity  Overall  2.05  0.86  1.00  3.00   N =902  
 Between   0.63  1.00  3.00   n =171  
 Within   0.58  0.38  3.71   T-bar = 5.27 
Macroeconomic  Overall  2.53  0.71  1.00  3.00   N =902  
 Between   0.42  1.40  3.00   n =171  
 Within   0.58  0.87  4.03   T-bar = 5.27 
Demand stability  Overall  1.94  0.87  1.00  3.00   N = 893  
 Between   0.55  1.00  3.00   n = 171  
 Within   0.67  0.27  3.60  T-bar = 5.22 
 Tax  Overall  2.20  0.78  1.00  3.00   N =896  
 Between   0.47  1.00  3.00   n =171  
 Within   0.63  0.60  3.80   T-bar = 5.24 
 Substandard  Overall  2.04  0.90  1.00  3.00   N = 889  
 Between   0.68  1.00  3.00   n = 171  
 Within   0.59  0.38  3.71   T-bar = 5.20 
 Competition  Overall  1.88  0.86  1.00  3.00   N = 891  
 Between   0.66  1.00  3.00   n = 171  
 Within   0.56  0.22  3.55   T-bar = 5.21 
 Transport  Overall  1.71  0.85  1.00  3.00   N = 891  
 Between   0.60  1.00  3.00   n =171  
 Within   0.60  0.11  3.37   T-bar = 5.21 
 Skills  Overall  1.46  0.71  1.00  3.00   N = 883  
 Between   0.48  1.00  3.00   n = 171  
 Within   0.51  (0.21) 3.12   T-bar = 5.16 
 Finance  Overall  1.84  0.83  1.00  3.00   N =890  
 Between   0.56  1.00  3.00   n =171  
 Within   0.61  0.24  3.50   T-bar = 5.20 
 Corruption  Overall  1.90  0.88  1.00  3.00   N = 881  
 Between   0.64  1.00  3.00   n = 171  
 Within   0.60  0.23  3.57   T-bar = 5.15 
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 Crime  Overall  1.66  0.85  1.00  3.00   N = 880  
 Between   0.62  1.00  3.00   n = 171  
 Within   0.57  (0.00) 3.33   T-bar =  5.14 
 Customs  Overall  1.66  0.74  1.00  3.00   N = 884  
 Between   0.50  1.00  3.00   n = 171  
 Within   0.55  (0.01) 3.33   T-bar = 5.16 
 Weather  Overall  1.75  0.87  1.00  3.00   N = 878  
 Between   0.61  1.00  3.00   n = 171  
 Within   0.63  0.08  3.41   T-bar =  5.13 

Notes: (1) The overall and within are calculated over N firm-quarters of data; the between 
is calculated over n firms (2) T-bar is the average number of quarters for which each 
variable is observed (3) The within transformation demeans the data by subtracting the 
group mean and then adding  the overall mean to the series. Thus the within minimum and 
maximum values may appear to be outside the expected range. 

 

Methods 

Given the ordered nature of the variables of interest, we apply ordered logistic methods for the 

analysis. In addition, given that firm level time invariant characteristics such as size, sector, and 

location matter for perceptions about performance and constraints, we use the random effects 

ordered logistic panel methods. The empirical model that we estimate is expressed in terms of a 

latent linear response, where observed ordinal responses 𝑦𝑦𝑖𝑖𝑖𝑖 are generated from the latent 

continuous responses, such that; 

𝑦𝑦𝑖𝑖𝑖𝑖 = 𝑥𝑥𝑖𝑖𝑖𝑖𝛽𝛽 + 𝑣𝑣𝑖𝑖 + 𝜖𝜖𝑖𝑖𝑖𝑖     1) 

Where,  

𝑦𝑦𝑖𝑖𝑖𝑖 =

⎩
⎪
⎨

⎪
⎧

1 𝑖𝑖𝑖𝑖 𝑦𝑦𝑖𝑖𝑖𝑖∗ ≤ 𝑘𝑘1
2 𝑖𝑖𝑖𝑖 𝑘𝑘1 < 𝑦𝑦𝑖𝑖𝑖𝑖∗ ≤ 𝑘𝑘2
. . .
. . .
. . .
𝐾𝐾 𝑖𝑖𝑖𝑖 𝐾𝐾𝑘𝑘−1 < 𝑦𝑦𝑖𝑖𝑖𝑖∗

   2) 

In this formulation 𝑦𝑦𝑖𝑖𝑖𝑖 represent the measures of firm performance; 𝑥𝑥𝑖𝑖𝑖𝑖 is a vector of business 

constraints; 𝑣𝑣𝑖𝑖 are firm specific time invariant characteristics; and  𝜖𝜖𝑖𝑖𝑖𝑖 are error terms distributed 

as logistic with zero mean, variance 𝜋𝜋
2

3
 , and are assumed to be independent of 𝑣𝑣𝑖𝑖. 

The time invariant variables that we include in the model are: firm size, classified as micro, 

small, medium, large; sector; and geographical location effects. These effects are included as 

dummy variables that take the values 0 and 1.   
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While the analysis benefits from a rich dataset of constraints, it also has some limitations. For 

example, there might still be omitted variables such as unobserved growth and productivity 

shocks, which might affect firm level performance, financing, and demand stability.  In addition, 

there is potential unobserved heterogeneity, such as management quality, that we cannot fully 

account for given data limitations.  These issues raise endogeneity concerns because, better 

managed firms, for example, might influence perceived financing and demand stability 

constraints as well as performance outcomes.  Unfortunately, the surveys do not collect data on 

characteristics such as firm age, management practices, and founder’s education, providing 

major limitations in the dataset.    

Despite these limitations, however, most of the business constraints that we consider, including:  

electricity, macroeconomic environment, taxation, substandard inputs, competition, transport, 

skills, crime and theft, customs procedures, and weather variability, are fairly exogenous to the 

firms.  An important aspect of the study that helps to alleviate certain endogeneity concerns 

entails an analysis of how current constraints shape perceptions about future performance 

indicators. Obviously, current constraints in the business environment could be thought of as 

being exogenous to future performance outcomes, thus adding strength to identification strategy. 

Therefore, we examine how current perceptions about business constraints influence firms’ 

expected performance in the near future. 

3. Results 

Main econometric results 
The main econometric results provided in Table 2 indicate that the macroeconomic environment, 

demand stability, access to finance, and weather variability are the constraints that are most 

cumbersome for firm performance. In addition, competition and transport are also shown to 

affect firm level performance outcomes to a less degree.   

Results show that perceptions about the macroeconomic environment have significant negative 

effects on business activity, turnover, new business orders, and optimism. These results confirm 

the consensus that a stable macroeconomic environment is conducive for business performance.  

These results are consistent with available research showing that macroeconomic instability 

including inflationary pressures and exchange rate volatility are harmful to among others, 

investment decisions (Fischer, 2013) and productivity growth (Aghion et al., 2009).  
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Perhaps the most important factor for firm performance is demand stability. Results show that 

perceptions about demand stability explain variations in all performance indicators including 

business activity, turnover, profitability, new orders, capacity utilisation, optimism, and 

employment. Demand stability reflects the real purchasing power, broader economic 

performance, and sentiments about access to markets. Related to demand stability are 

perceptions about competition which are shown to affect incoming new business orders. Taken 

together, these results show that the general health of the economy and access to, and size of, 

markets are the most important factors determining performance across the entire spectrum of 

indicators. These findings are consistent with discussions by Gelb et al. (2014) who show that 

small markets explain low productivity growth in Africa.  

Table 2: Main regression results 

 (1) (2) (3) (4) (5) (6) (7) 
 Business 

activity 
Turnover Profit New 

business 
Capacity 
utilisation 

Optimism Employ-
ment 

Electricity -0.139 
(0.101) 

-0.109 
(0.103) 

-0.085 
(0.096) 

-0.041 
(0.096) 

-0.136 
(0.101) 

-0.022 
(0.097) 

0.006 
(0.101) 

Macroeconomic -0.281** 
(0.114) 

-0.245** 
(0.116) 

-0.197* 
(0.108) 

-0.242** 
(0.108) 

-0.183 
(0.114) 

-0.273** 
(0.112) 

0.013 
(0.115) 

Demand 
stability 

-1.187*** 
(0.104) 

-1.207*** 
(0.106) 

-1.108*** 
(0.099) 

-1.074*** 
(0.098) 

-0.987*** 
(0.102) 

-0.860*** 
(0.097) 

-0.781*** 
(0.101) 

Tax 0.051 
(0.105) 

0.043 
(0.107) 

0.020 
(0.101) 

0.109 
(0.102) 

0.021 
(0.106) 

-0.072 
(0.104) 

-0.042 
(0.106) 

Substandard -0.071 
(0.106) 

-0.014 
(0.107) 

0.098 
(0.101) 

0.176* 
(0.100) 

0.045 
(0.105) 

-0.099 
(0.102) 

-0.095 
(0.106) 

Competition -0.0917 
(0.117) 

-0.097 
(0.119) 

-0.044 
(0.112) 

-0.222** 
(0.112) 

-0.110 
(0.116) 

-0.131 
(0.114) 

-0.067 
(0.118) 

Transport  0.065 
(0.104) 

0.046 
(0.105) 

-0.016 
(0.097) 

-0.162* 
(0.0979) 

-0.089 
(0.103) 

0.026 
(0.0991) 

0.025 
(0.105) 

Skills  0.099 
(0.116) 

0.161 
(0.120) 

0.115 
(0.110) 

-0.004 
(0.111) 

0.166 
(0.117) 

0.106 
(0.114) 

-0.039 
(0.119) 

Finance -0.270** 
(0.106) 

-0.312*** 
(0.108) 

-0.232** 
(0.101) 

-0.360*** 
(0.101) 

-0.341*** 
(0.106) 

-0.100 
(0.101) 

-0.229** 
(0.107) 

Corruption -0.057 
(0.104) 

-0.147 
(0.105) 

0.046 
(0.099) 

-0.027 
(0.100) 

0.108 
(0.103) 

-0.084 
(0.101) 

-0.049 
(0.104) 

Crime -0.040 
(0.105) 

-0.011 
(0.107) 

-0.060 
(0.099) 

0.061 
(0.099) 

-0.162 
(0.105) 

-0.108 
(0.101) 

-0.130 
(0.106) 

Customs 0.259** 
(0.119) 

0.267** 
(0.121) 

-0.003 
(0.115) 

0.024 
(0.116) 

0.003 
(0.119) 

0.168 
(0.117) 

0.028 
(0.122) 

Weather -0.252** 
(0.100) 

-0.266*** 
(0.102) 

-0.164* 
(0.094) 

-0.148 
(0.095) 

-0.303*** 
(0.099) 

-0.229** 
(0.096) 

-0.213** 
(0.100) 

Small -0.034 
(0.234) 

-0.062 
(0.241) 

0.077 
(0.215) 

0.231 
(0.219) 

-0.068 
(0.235) 

0.344 
(0.219) 

0.077 
(0.229) 

Medium -0.015 
(0.192) 

0.061 
(0.196) 

0.236 
(0.178) 

0.145 
(0.179) 

0.063 
(0.191) 

0.336* 
(0.181) 

0.226 
(0.189) 

Large 0.052 
(0.278) 

0.148 
(0.287) 

0.453* 
(0.253) 

0.417 
(0.259) 

0.631** 
(0.280) 

0.870*** 
(0.260) 

0.579** 
(0.275) 



11 
 

Information Classification: General 

Location Effects YES YES YES YES YES YES YES 
Sector Effects YES YES YES YES YES YES YES 
Cut 1 -5.318*** 

(1.005) 
-5.508*** 
(1.045) 

-3.806*** 
(0.938) 

-3.797*** 
(0.963) 

-4.649*** 
(1.027) 

-5.150*** 
(1.002) 

-4.686*** 
(1.008) 

Cut 2   -2.461** 
(0.983) 

-2.681*** 
(1.024) 

-1.096 
(0.924) 

-1.165 
(0.952) 

-1.619 
(1.007) 

-1.897* 
(0.974) 

-0.988 
(0.986) 

Sigma 2_u  0.360** 
(0.165) 

0.449** 
(0.181) 

0.130 
(0.132) 

0.160 
(0.133) 

0.388** 
(0.168) 

0.131 
(0.132) 

0.199 
(0.146) 

Observations 810 808 809 811 812 807 809 
Note: 1) The coefficients are tabulated; standard errors are in parentheses. 2) significance levels: *** =significant at 

the 1% level, ** =significant at the 5% level, *=significant at the 10% level 
 

Perceptions about financing constraints have large negative effects on business activity, turnover, 

profitability, new orders, capacity utilisation, and employment. These findings are consistent 

with a wide range of studies that have examined the implications of financing constraints. 

Fowowe (2017) showed that financing constraints exert significant negative effects on firm 

growth.  As discussed earlier, related research has shown that relaxing financing constraints 

improves general productivity (Goedhuys et al., 2008), possibly through its effects on export 

performance (Bellone et al., 2010) and innovation (Ayyagari et al., 2011). 

Results indicate that weather variability negatively affects the entire spectrum of firm 

performance indicators that include: business activity, turnover, profitability, new orders, 

capacity utilisation, optimism, and employment. While these results are likely to reflect the direct 

effect of weather patterns on firms in agro-processing sectors, they can also point to indirect 

effects on other sectors (Vermeulen, Campbell, & Ingram, 2012; Dell et al., 2014).  

Infrastructural constraints, too, have been shown to affect firm performance. Results show that 

transport constraints are negatively associated with incoming new business, while the 

coefficients for electricity constraints are negative across all performance indicators, albeit with 

insignificant effects. These results are consistent with Buys et al. (2010) who show that 

improvements in road networks are associated with large increases in trade flows. Similarly, 

results are consistent with Shiferaw et al. (2012) who have shown that improvements in 

Ethiopian road transport infrastructure have supported the growth and development of 

manufacturing firms. Regarding energy infrastructure, Abeberese (2017) showed that firms 

affected by electricity constraints reduce their machine intensity and therefore have lower output 

and productivity growth rates. 



12 
 

Information Classification: General 

Despite their relative high ranking, results have indicated that perceptions about taxation are not 

associated with firm performance. This is counter to the literature that shows that taxation may 

be harmful for firm performance (Ishengoma & Kappel, 2011; Fismann & Svensson, 2007). 

Given the relative importance that firms usually attach to the effects of taxation, we further 

investigate the drivers of perceptions about this particular constraint. Results in appendix (Table 

A2) indicate that perceptions about taxation constraints are positively influenced by perceptions 

about electricity, the macroeconomic environment, substandard inputs, access to finance, 

corruption, and customs constraints. This would imply that the perceived taxation constraints are 

indirect complaints about an adverse business environment and is in line with literature linking 

taxation outcomes and the business environment (see for example Mawejje & Okumu, 2016).   

Table 3: Determinants of future business performance expectations 

 (1) (2) (3) (4) (5) (6) (7) 
 Business 

activity 
Turnover Profit New 

business 
Capacity 
utilisation 

Optimism Employ-
ment 

Electricity 0.309** 
(0.130) 

0.310** 
(0.130) 

0.317*** 
(0.121) 

0.327** 
(0.129) 

0.140 
(0.132) 

0.201 
(0.128) 

0.295** 
(0.148) 

Macroeconomic -0.285* 
(0.162) 

-0.186 
(0.155) 

-0.089 
(0.141) 

-0.141 
(0.154) 

-0.212 
(0.158) 

-0.382** 
(0.159) 

-0.107 
(0.175) 

Demand stability -0.534*** 
(0.126) 

-0.511*** 
(0.125) 

-0.522*** 
(0.117) 

-0.545*** 
(0.124) 

-0.548*** 
(0.129) 

-0.419*** 
(0.122) 

-0.429*** 
(0.144) 

Tax 0.028 
(0.138) 

0.010 
(0.138) 

0.009 
(0.129) 

0.095 
(0.136) 

0.060 
(0.138) 

0.128 
(0.136) 

0.076 
(0.157) 

Substandard 0.286** 
(0.139) 

0.279** 
(0.138) 

0.308** 
(0.129) 

0.324** 
(0.138) 

0.355** 
(0.142) 

0.0686 
(0.138) 

0.109 
(0.159) 

Competition 0.009 
(0.153) 

-0.016 
(0.152) 

-0.050 
(0.142) 

0.166 
(0.153) 

0.107 
(0.155) 

0.218 
(0.155) 

0.211 
(0.181) 

Transport  -0.074 
(0.129) 

-0.170 
(0.128) 

-0.031 
(0.121) 

0.142 
(0.131) 

-0.0125 
(0.130) 

0.057 
(0.129) 

-0.027 
(0.146) 

Skills  -0.090 
(0.158) 

-0.204 
(0.154) 

-0.086 
(0.147) 

0.028 
(0.158) 

-0.157 
(0.160) 

-0.265* 
(0.145) 

-0.278 
(0.176) 

Finance -0.182 
(0.135) 

-0.246* 
(0.134) 

-0.182 
(0.125) 

-0.344*** 
(0.133) 

-0.226 
(0.138) 

0.105 
(0.132) 

-0.0487 
(0.157) 

Corruption -0.255* 
(0.134) 

-0.116 
(0.134) 

-0.155 
(0.126) 

-0.332** 
(0.135) 

-0.290** 
(0.136) 

-0.453*** 
(0.132) 

-0.243 
(0.152) 

Crime -0.069 
(0.134) 

0.056 
(0.136) 

0.109 
(0.128) 

0.251* 
(0.138) 

0.065 
(0.138) 

0.013 
(0.133) 

0.006 
(0.153) 

Customs -0.109 
(0.156) 

-0.111 
(0.155) 

-0.0642 
(0.148) 

-0.245 
(0.158) 

-0.032 
(0.162) 

-0.016 
(0.153) 

-0.051 
(0.177) 

Weather -0.372*** 
(0.123) 

-0.320*** 
(0.123) 

-0.285** 
(0.116) 

-0.457*** 
(0.126) 

-0.420*** 
(0.125) 

-0.349*** 
(0.120) 

-0.454*** 
(0.140) 

Small  0.767*** 
(0.277) 

0.510* 
(0.284) 

0.534** 
(0.260) 

0.815*** 
(0.284) 

0.552* 
(0.282) 

0.423 
(0.278) 

1.018*** 
(0.299) 

Medium  -0.081 
(0.234) 

-0.112 
(0.237) 

0.105 
(0.222) 

0.105 
(0.240) 

0.453* 
(0.247) 

-0.00372 
(0.232) 

0.465* 
(0.278) 

Large  0.986*** 
(0.352) 

0.768** 
(0.357) 

0.665** 
(0.320) 

1.270*** 
(0.365) 

1.131*** 
(0.357) 

0.871** 
(0.356) 

1.197*** 
(0.384) 
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Location Effects YES YES YES YES YES YES YES 

Sector Effects  YES YES YES YES YES YES YES 

Cut 1  -4.428*** 
(1.363) 

-4.382*** 
(1.370) 

-3.271** 
(1.288) 

-1.850 
(1.206) 

-5.133*** 
(1.693) 

-3.529*** 
(1.297) 

-2.828* 
(1.609) 

Observations 797 799 800 791 798 797 794 
Note: 1) The coefficients are tabulated; standard errors are in parentheses. 2) significance levels: *** =significant at 

the 1% level, ** =significant at the 5% level, *=significant at the 10% level 
 

 

 

Determinants of business performance expectations 

To corroborate our findings, and to alleviate some endogeneity concerns, we investigate the 

determinants of business expectations about future performance outcomes. Results in Table 3 are 

largely in line with the main regression results. Current perceptions about the macroeconomic 

environment, demand stability, finance, and weather variability are negatively associated with 

expectations about future performance indicators.  

Interestingly, current perceptions about corruption and skills are negatively associated with 

future business performance, even if they are not shown to affect perceptions about current 

business performance.  In particular, corruption is shown to affect perceptions about future 

business activity, new business orders, capacity utilisation, and optimism, and is in line with the 

literature showing the sand-in-the wheel effect of corruption on firm performance (Seker & 

Yang, 2012; Méon & Sekkat, 2005). On the other hand, skills constraints are shown to 

negatively affect general optimism about the business environment. 

4. Summary and conclusions 

Many developing countries have pursued a private sector led development strategy where the 

Government is expected to facilitate the business environment with the private sector operating 

as the engine of growth.   However, firms usually complain about a plethora of constraints. It is 

therefore important to determine which ones really matter for performance. This is especially 

useful for policy makers to design appropriate interventions and their sequencing. Using novel 

quarterly Ugandan business climate data, this paper identified the firm constraints that are most 

cumbersome for firm performance.  Given the rich nature of the data, we were able to focus on a 

large spectrum of performance indicators and business constraints.  
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Using the random effects ordered logistic econometric techniques, the paper exploits perceived 

changes in the business environment to account for changes in perceived business performance 

indicators. Results indicate that the macroeconomic environment, demand stability, access to 

finance, weather variability, competition, and transport are the constraints that are most 

cumbersome for firm performance.  These results are robust to the inclusion of firm level fixed 

effects including size, sector, and geographical location. With regard to the drivers of firm 

expectations, results show current perceptions about the macroeconomic environment demand 

stability, finance, and weather variability are negatively associated with expectations about 

future performance indicators. Worthy to note that current perceptions about corruption and 

skills are negatively associated with future business performance, even if they are not shown to 

affect perceptions about current business performance 

While perceptions about taxation are often ranked highly among binding constraints, we do not 

find significant evidence linking them to firm performance. Rather we find that elements in the 

business environment can explain their perceived severity. These findings imply that policy 

actions aimed at improving the business environment can potentially be supportive of firm 

growth while simultaneously improving taxation outcomes. This finding provides important 

insights for developing countries that have to make careful tradeoffs between granting tax 

incentives, investing in business environment reforms, and attracting investment. 

These results have implications for policy and contribute to the literature on private sector 

development and the implications of the business environment for firm growth and 

competitiveness. Importantly, results provide a starting point for the sequencing of private sector 

development interventions in developing countries. Overall, results suggest that maintaining 

macroeconomic stability, providing innovative financing solutions, curtailing corruption, 

skilling, and supporting firms’ market access, while pursuing broad based growth policies, will 

help to overcome some of the constraints that affect firm performance. In addition, scaling up 

investments in infrastructure to ease the transport and energy constraints, while supporting firms 

to pursue climate smart business models, will help ameliorate the business environment for 

improved firm performance. 
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Appendix  

Table A1: Descriptive statistics 

Variable Obs Mean Std. Dev. Min Max 
Current Performance      

Business activity 928 1.811 0.701 1 3 
Turnover 925 1.805 0.713 1 3 
Profit 928 1.778 0.703 1 3 
New business 929 1.826 0.720 1 3 
Capacity utilisation 930 1.850 0.675 1 3 
Optimism 922 1.887 0.657 1 3 
Employment 925 1.907 0.582 1 3 

Future Performance      
Business activity 913 2.023 0.657 1 3 
Turnover 917 2.017 0.680 1 3 
Profit 918 1.989 0.684 1 3 
New business 908 1.974 0.693 1 3 
Capacity utilisation 915 2.036 0.661 1 3 
Optimism 908 2.248 0.793 1 3 
Employment 908 2.048 0.574 1 3 

Business Size      
Micro 943 0.101 0.350 0 1 
Small 952 0.383 0.460 0 1 
Medium 943 0.313 0.466 0 1 
Large 946 0.201 0.415 0 1 

Business Location      
Kampala 957 0.438 0.497 0 1 
Central 957 0.218 0.415 0 1 
West 957 0.143 0.414 0 1 
East 957 0.095 0.299 0 1 
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North 957 0.103 0.297 0 1 
Business Sector      

Agro-processing 0.179 0.193 0.395 0 1 
Industry 0.133 0.156 0.363 0 1 
Retail trade 0.177 0.222 0.416 0 1 
Social Services 0.116 0.149 0.356 0 1 
Food and Recreation 0.166 0.201 0.401 0 1 

Repair 0.125 0.128 0.334 0 1 
Financial services 0.102 0.111 0.315 0 1 
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Table A2: Taxation perceptions and the business climate  
 (1) (2) (3) (4) 
Electricity 0.233** 

(0.101) 
0.233** 
(0.101) 

0.186* 
(0.105) 

0.186* 
(0.106) 

Macroeconomic  0.197* 
(0.111) 

0.209* 
(0.113) 

0.223** 
(0.113) 

0.201* 
(0.114) 

Demand stability 0.053 
(0.092) 

0.044 
(0.093) 

0.060 
(0.094) 

0.051 
(0.095) 

Substandard 0.211** 
(0.099) 

0.201** 
(0.100) 

0.195* 
(0.101) 

0.201* 
(0.106) 

Competition 0.041 
(0.109) 

0.044 
(0.109) 

-0.016 
(0.117) 

-0.028 
(0.119) 

Transport 0.049 
(0.099) 

0.072 
(0.102) 

0.108 
(0.104) 

0.110 
(0.105) 

Skills 0.033 
(0.118) 

0.024 
(0.119) 

0.018 
(0.120) 

0.041 
(0.121) 

Finance 0.343*** 
(0.100) 

0.339*** 
(0.101) 

0.319*** 
(0.104) 

0.348*** 
(0.105) 

Corruption 0.270*** 
(0.101) 

0.268*** 
(0.102) 

0.245** 
(0.103) 

0.257** 
(0.104) 

Crime 0.068 
(0.107) 

0.074 
(0.107) 

0.074 
(0.109) 

0.057 
(0.111) 

Customs 0.330*** 
(0.117) 

0.328*** 
(0.119) 

0.297** 
(0.121) 

0.324*** 
(0.122) 

Weather -0.248*** 
(0.094) 

-0.257*** 
(0.094) 

-0.290*** 
(0.097) 

-0.252** 
(0.099) 

Size effects   YES YES YES 
Location effects    YES YES 
Sector effects     YES 
Cutc1 1.538*** 

(0.541) 
1.562*** 
(0.590) 

1.266 
(1.014) 

0.813 
(1.031) 

Cut 2  3.506*** 
(0.556) 

3.532*** 
(0.604) 

3.243*** 
(1.018) 

2.810*** 
(1.033) 

Sigma 2_u 0.730*** 
(0.216) 

0.734*** 
(0.216) 

0.737*** 
(0.217) 

0.699*** 
(0.213) 

Observations 823 821 821 816 
Note: 1) The coefficients are tabulated; standard errors are in parentheses. 2) significance levels: 
*** =significant at the 1% level, ** =significant at the 5% level, *=significant at the 10% level 

 
 
 


