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Capital. A large pool of domestic capital remains largely untapped.
Why Uganda capital markets
don’t serve small businesses

With capital markets
still hard to access,
many small firms rely
oninternal profits,
prompting calls for

incentives and pension

funds to finance
business growth.

BY DEOGRATIUS WAMALA
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small firms that shuts out thelat- = |

ter from financing options of the
former,including bank loans, eq-

uity investors, venture capital, com-
mercial paper, and public listings on
the Uganda Securities Exchange (USE),
has come into focus.
According to Makerere Universi-

ty’s Economic Policy Research Cen- : -
tre (EPRC), 49 percent of firms finance :
work capital through retained earn- |
ings, with only around 28 percent re- |
banks. High bor-
rowing costs, often above 20 percent, |
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lyingon
bank credit,

“Financing expansion through in-

ternal profits alone tends to produce | © *

slow, incremental growth rather than |
the kind of large investments need- |
ed to transform a business,” says Job

Lakal, a Ugandan economist, who pre-
viously served as a research analyst at
the EPRC, focusing on macroeconom-

ics, debt sustainability, and business ;
p i

Capital markets could provide that |
“big push.” Listing can unlock large |
pools of capital and improve govern- |
ance and transparency, making firms |
more attractive to investors and part-
ners, But several barriers keep most |
oompa.mes away. Many Ugandan en-
terprises operate informally or as sole i
proprietorships, while only about 8.0 |
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capital, EPRC data shows,
Investors also require audited ac-

counts and credible records, but many |

small and medium enterprises (SMEs)
maintain :ncnmplete or informal ac-
counts,creating information asymme-
try. Even for firms that could consider
listing, costs remain a barrier. Private

financing; bank loans, Saccos, or non-

bank lenders, remains cheaper and |
simpler.
“If you're raising capital from the ex-

change versus private markets, it is -

much cheaper in the private m:ukrts x

erof Xeno Asset management.
How? Beyond interest rates, listing |
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. mainslargely untapped. The pension
says John Kamara, the country manag- |

| Amarket vendor poses for a picture
next to his merchandise in the main
market of Kampala.

tify. Valuation can also discourage par-
ticipation, as investors demand steep
discounts for perceived risk. !
“Maybe if you're a large multination-
al it makes sense;”Kamara adds,“but if
you're an SME, investors will price in a
! Iotofrisk”
A large pool of domestic capltal re-

industry, for instance, holds at least
| 8hs25.4 trillion in assets under man-
agement, according to data from the

Uganda Retirement Benefits Regulato-
bir Anthokity CURBRA), fel’onty‘mmu AR
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Financing. Pnrcantagg of firms

that finance work

through retained earnings.
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Bank cradit. Percentage of
firms that often discourage
reliance on bank credit.
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equity capital. Percentage of

firms that are structured to
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share reaches early-stage or growing

| enterprises, with most flowing into

t securities and other low-

risk assets. Industry players argue that
redirecting even a modest portion to-

| ward venture capital and private equi-
* ty could transformn financing for local
businesses.

*“Local capital must lead local devel-

opment,”says Amanda Kabagambe,an
. economist, 3

" invarious emerging markets.

“We should not be sending our start-
ups to Europe to pitch mobile-money
solutions to Europeans who have nev-
erused mobile money;"she adds.

In 2024, Uganda introduced capi-
tal-gains tax exemptions for local-
ly domiciled private-equity and ven-

. ture-capital funds, encouraging more
. vehicles to base themselves in the
. country. These funds typically invest
. in small and growing businesses; the
- backbone of job creation. They create
. jobs, formalise employment, and con-

tribute significantly to pension remit-

| tances.

Private-equity investment also tends
to improve governance and financial
reporting, pushing companies further
into the formal econormy. The most ob-

. vious domestic investor is the Nation-

al Social Security Fund (NSSF), Ugan-
da’s largest institutional fund. Regula-
tions allow pension schemes to allo-
cate up to 15 percent of their portfoli-
0s to private equity and venture capi-
tal. In practice, the allocation remains

. minimal at around 2.0 percent of their

assets, URBRA data shows, with a pref-
erence for safer government securties.

Structural challenges F

A 2025 study by the EAVCA and Fi-
nancial Sector Deepening Uganda
found that over 70 percent of capital
flowing into regional venture-capital
and private-equity funds still comes
from foreign development finance in-
stitutions.

“Funding from Development Finan-
cial Institutions (DF1s) is drying up,"Ka-
bagambe warns.*If we're not funding
our own businesses, we already know
the death rate of our local enterprises,”
she adds.

Local capital reduces currency risk:
many African startups raise funding
in dollars while earning revenue in lo-
cal currencyInvesting local capital into
local businesses immediately hedges
against currency risk. Regulators now
face a question: are voluntary alloca-
tions enough?

Uganda's pension framework; under
the Uganda Retirement Benefits Reg-
ulatory Authority Act and its 2014 in-
vestment regulations, sets maximum
exposure limits: private equity up to

Tax exemptions, In 2024, Uganda introduced capital-gains tax
exemptions for locally domiciled private-equity and venture-capital fur
encouragmg more re vehicles to base themselves in the country.

15 percent, shares 7
30 percent 7
retirees’ sayvi ngs wl
quidity
Snme industry p|
to”language create
exploration.*t se
but doesn't really ¢
Bwiso,the chief ex;
USE.*When the |3
one can simply iny
even a modest m
could change beh:
required at least t
funds would acti-
ments in that spac
Without nudges
gravitate toward
yielding roughly
minimal risk and

Private Investmer

One proposal g
ing private inves
kets. Private-eqn
nurture compan
before guiding th
the local Exchang

Not everyone st
sion funds towar
Kamara warns
COMpTUMise per
ry responsibilit
money. “The be
to create incent
in place and the
he says.

Across Africa,
similar balanc
long-term savi
capital and delr

Incubation axch

One policy pn
flexible market
companies; a
change™with I
businesses can
ually improvir
introduced suc
Growth Enter
(GEMS). Desigr
dium-sized en
requirements
list with just o
ments, a busu
nue.

More than
GEMS has yet
Thelack of ac
ities: many fi
and investors
ing compani
ance and fir
gues that pz
how the ma

“We need
says.“Just Li
maortgage, t

same clarity
ket financin
Tax policy
tinction. At
loans is tax
ering the cc
raised thrc
notenjoy cc
Practical *
icant. Listi

dination a

istrars, aw

adding cos

CamScanner



