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Abstract
[bookmark: _Hlk201226421][bookmark: _GoBack]This study investigates how inflation, credit access, and institutional reform interact to shape startup formation in Uganda between 2001 and 2023. Using time-series econometric models-including interaction terms and structural break analysis - it finds that inflation is positively associated with necessity-driven entrepreneurship, while inflation volatility deters startup formation by exacerbating uncertainty. Credit access supports entrepreneurship only under stable macroeconomic conditions, and its impact weakens in the presence of high volatility. The analysis further reveals that Uganda’s post-2015 reforms targeting business registration, MSME finance, and regulatory streamlining mark a structural shift that modestly improved startup formation. Theoretically, the paper introduces a volatility-sensitive entrepreneurship framework, showing that inflation volatility moderates the effectiveness of credit and reform efforts. Empirically, it disaggregates inflation volatility from level effects using a rolling standard deviation of CPI an approach rarely applied in African macro-entrepreneurship studies. These insights advance access-to-finance models by demonstrating that institutional reform must be matched with macroeconomic credibility to yield sustainable entrepreneurship outcomes. The study aligns with SDGs 8 and 9, calling for synchronized strategies that combine inflation stabilization, adaptive financial innovation, and trustworthy reform implementation to foster resilient startup ecosystems in volatile markets.
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1 INTRODUCTION  
Entrepreneurship is widely recognized as a catalyst for economic transformation in low-income countries, particularly where formal employment systems fail to absorb rapidly growing youth populations. In Sub-Saharan Africa, the entrepreneurial landscape is predominantly necessity-driven, with informal microenterprises emerging as survival responses to unemployment and economic shocks (Brixiová et al., 2020; Sayed & Slimane, 2014). Uganda exemplifies this trajectory. Frequently ranked among the most entrepreneurial countries globally (Tenywa, 2025), its economy is driven by micro and small enterprises, which comprise over 90% of registered businesses and significantly contribute to GDP (Ministry of Trade, 2024). Yet despite this vibrancy, the macroeconomic determinants shaping formal startup formation remain poorly understood. Macroeconomic instability particularly inflation and constrained access to finance are consistently identified as barriers to new venture creation in developing economies (Fischer, 2016; Kelvin, 2022). Inflation may raise input costs, reduce purchasing power, and introduce uncertainty into business planning, yet it may also trigger necessity entrepreneurship as individuals seek income security during economic downturns. Meanwhile, access to credit is considered a key enabler of entrepreneurial activity, but under inflationary or volatile conditions, lenders often tighten risk exposure, reducing credit availability to small enterprises (Eton et al., 2021; Giacomin et al., 2023). The interaction between these two forces- macro instability and financial constraints remains an underexplored area in African entrepreneurship research, particularly in longitudinal macroeconomic contexts. Uganda has undergone substantial institutional reform over the last decade, notably the launch of the Micro, Small and Medium Enterprise (MSME) Policy in 2015, the digitization of business registration through the Uganda Registration Services Bureau (URSB), and the National Financial Inclusion Strategy. These reforms aimed to formalize entrepreneurship, streamline regulatory processes, and enhance access to finance (Ministry of Trade, 2024; UNCTAD, 2023). However, the effectiveness of these interventions under conditions of macroeconomic volatility has not been empirically tested. While policy intentions are ambitious, their macro-level impact on startup formation remains uncertain. Most existing studies rely on cross-sectional or short-panel data that fail to capture the long-run dynamic effects of inflation, credit, and institutional reform. Furthermore, very few have modeled the moderating role of inflation volatility—a distinct form of macroeconomic uncertainty that may blunt the efficacy of even well-designed financial and regulatory interventions (Arin et al., 2015). This study addresses these gaps by analyzing annual time-series data for Uganda from 2001 to 2023 to evaluate the effect of inflation, credit access, inflation volatility, and GDP growth on startup formation. It tests three key propositions: (1) that inflation, while generally harmful to economic activity, may spur necessity entrepreneurship; (2) that credit access enables startup formation, but its effect is moderated by inflation volatility; and (3) that Uganda’s post-2015 institutional reforms introduced a structural break in the macro-entrepreneurship relationship. The analysis employs robust OLS estimations, an interaction term between inflation volatility and credit access to test moderation effects, and structural break tests to assess policy impact (Bai & Perron, 2003). The paper makes three primary contributions. Theoretically, it introduces a conditional interaction framework to entrepreneurship literature, where macro-volatility is modeled as a threshold constraint that conditions the impact of credit access and institutional reform. Empirically, it applies long-run time-series modeling to startup formation—uncommon in African entrepreneurship studies—capturing volatility effects and reform impact over time. Third, the study offers a policy-relevant narrative grounded in Uganda’s experience, with comparative framing to countries such as Nigeria and Ghana to reflect broader implications. The remainder of the paper is structured as follows. Section 2 reviews the theoretical and empirical literature. Section 3 presents the data and econometric strategy. Section 4 discusses the empirical results. Section 5 synthesizes implications for theory and policy, and Section 6 concludes with directions for future research.

2. LITERATURE REVIEW AND THEORETICAL FRAMEWORK
2.1. THEORETICAL ANCHORS
Entrepreneurship does not evolve in a vacuum; it is shaped by macroeconomic incentives, institutional configurations, and behavioral responses to risk. This study draws on three interlinked theoretical perspectives: Schumpeterian growth theory, the macroeconomic instability hypothesis, and credit rationing theory.

In Schumpeterian terms, entrepreneurs are central to economic renewal, introducing innovations that disrupt stagnant equilibria (Schumpeter, 1934). However, this creative destruction presumes a reasonably predictable macroeconomic environment and institutional support structures. In low-income countries like Uganda characterized by high informality, inflation volatility, and shallow financial markets the conditions for Schumpeterian entrepreneurship are severely constrained. The observed prevalence of necessity entrepreneurship (Schoar, 2010) reflects a distortion of entrepreneurial intent; individuals are pushed into self-employment not by opportunity but by the absence of formal wage options (Brixiová et al., 2020).

The macroeconomic instability hypothesis offers a critical lens through which to examine these constraints. Pioneered by (Fischer, 1993) and extended by (Arin et al., 2015), this framework posits that inflation undermines long-term economic decision-making by introducing price uncertainty, distorting investment signals, and reducing purchasing power. While some research suggests that inflation may trigger subsistence entrepreneurship as a coping strategy (Giacomin et al., 2023), sustained or volatile inflation is generally associated with reduced startup formation and business confidence (Kluwer, 2024).
The availability of credit is widely regarded as a key enabler of entrepreneurship. According to credit rationing theory (Stiglitz & Weiss, 1981), credit-constrained entrepreneurs may be unable to enter or scale their ventures, even when profitable. Information asymmetries, lack of collateral, and high interest rates especially in inflationary environments intensify this constraint. More recent literature emphasizes the interplay between macroeconomic risk and financial access: high inflation volatility not only discourages borrowing but also tightens supply as lenders adopt more conservative risk profiles (Beck et al., 2008; Eton et al., 2021).

These theoretical strands intersect in important ways. While inflation may provoke entrepreneurship through necessity, it simultaneously erodes the enabling conditions particularly finance—needed to convert entrepreneurial intention into sustainable enterprise. This tension is magnified in environments where financial systems are underdeveloped, and macroeconomic volatility is routine. Our modeling strategy reflects these complexities by incorporating both level and volatility effects of inflation, as well as an interaction between credit access and inflation volatility.



2.2. EMPIRICAL EVIDENCE ON INFLATION AND ENTREPRENEURSHIP
Empirical studies exploring the impact of inflation on entrepreneurship yield mixed results. In high-income economies, inflation is almost uniformly found to depress entrepreneurial entry, due to increased uncertainty and the erosion of real incomes (Arin et al., 2015). In developing contexts, however, the evidence is more ambiguous. Some scholars argue that inflation can drive necessity-based entrepreneurship by pushing individuals out of formal employment (Blanchflower, 2004; Kelvin, 2022), while others emphasize its disincentivizing effects on business planning and investment.

In the African context, inflation has consistently been linked to reduced startup growth and formalization. (Eton et al., 2021), examining Ugandan SMEs, found that inflation diminished both scalability and survival rates. (Kelvin, 2022) noted that inflation raised operational costs and pushed firms toward informal coping mechanisms. However, many of these studies rely on firm-level or cross-sectional data, limiting their ability to capture broader macroeconomic dynamics or long-run behavioral adaptations. Very few disaggregate inflation volatility from inflation levels, despite theoretical support for doing so (Fischer, 1993).

This study addresses that omission by incorporating a three-year rolling standard deviation of inflation to proxy volatility. We contend that unpredictability, rather than inflation per se, may be a more decisive factor in shaping entrepreneurial decisions.
2.3. CREDIT ACCESS, FINANCIAL CONSTRAINTS, AND UNCERTAINTY
Access to credit is universally recognized as essential for entrepreneurship. It enables risk-taking, supports capital investment, and buffers against early-stage liquidity shocks. Yet, in many low-income countries, financial access remains limited to a narrow segment of firms—those with assets, collateral, and connections. Studies in Uganda consistently report that young, informal, or asset-light entrepreneurs face formidable financing barriers (Eton et al., 2021).
Beyond direct access, macroeconomic volatility plays a moderating role in shaping the effectiveness of credit. Under conditions of inflationary uncertainty, even entrepreneurs with nominal access to credit may be reluctant to borrow due to unstable cost projections. Simultaneously, lenders raise interest rates, tighten collateral requirements, or reduce loan volumes in anticipation of default risk (Beck et al., 2008). This double-bind—where both supply and demand for credit are suppressed in volatile conditions has rarely been empirically modeled. By interacting credit access with inflation volatility, this paper provides new insight into how financial-enabling conditions are shaped by uncertainty.

2.4. INSTITUTIONAL REFORMS AND STRUCTURAL CHANGE IN UGANDA
Uganda has pursued a series of entrepreneurship-focused reforms over the past decade. These include the Micro, Small and Medium Enterprise Policy (2015), digital streamlining of business registration through the Uganda Registration Services Bureau (URSB), and the rollout of the National Financial Inclusion Strategy. These initiatives signal an institutional commitment to reducing barriers to entrepreneurship and formalization. Yet, the empirical impact of these reforms remains underexplored in macroeconomic terms.

Structural break models offer a formal means of testing whether policy interventions have altered the relationship between macroeconomic variables and entrepreneurial behavior (Bai & Perron, 2003). By introducing a structural break dummy for the post-2015 period, this study evaluates whether Uganda’s entrepreneurship landscape has become more resilient—or more exposed—to macroeconomic shocks since the onset of these reforms. This approach responds to recent calls by the (African Development Bank, 2024) and (UNCTAD, 2023) for rigorous ex-post evaluations of entrepreneurship policy in Africa.

2.5. CONCEPTUAL SYNTHESIS AND HYPOTHESES
This literature review reveals both alignment and contradiction in how inflation, credit access, and institutional reforms interact to shape entrepreneurship. It also underscores key empirical gaps—particularly in modeling volatility, capturing long-run effects, and assessing structural change. By addressing these omissions, the present study offers a novel contribution to the literature on macroeconomic determinants of entrepreneurship in Africa.
Accordingly, the paper advances the following hypotheses:
· H1: Inflation has a negative effect on startup formation in Uganda.
· H2: Credit access is positively associated with startup formation.
· H3: Inflation volatility moderates the relationship between credit access and startup formation, weakening its positive effect.
· H4: The post-2015 period exhibits a structural shift in the macroeconomic determinants of startup formation, reflecting institutional reforms.
These hypotheses are tested using OLS time-series models applied to national-level data from 2001 to 2023, with methodological details presented in the next section.
Figure 1. Conceptual Framework: Macro-Financial and Institutional Drivers of Startup Formation in Uganda (2001–2023)
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This framework illustrates how macroeconomic instability (inflation and volatility), credit access, and institutional reforms interact to shape startup formation. Grounded in Schumpeterian growth theory, credit rationing theory, and institutional theory, the model posits that inflation volatility moderates the effect of financial access on entrepreneurship. Post-2015 policy reforms are hypothesized to introduce a structural shift.
3. RESEARCH METHODOLOGY
3.1. EMPIRICAL STRATEGY
To investigate how inflation, credit access, and institutional reforms influence startup formation in Uganda from 2001 to 2023, this study employs a structured time-series econometric strategy. The rationale stems from macroeconomic theory and entrepreneurial behavior literature, which jointly suggest that macro-instability and financial constraints—especially under institutional transitions play critical roles in shaping business entry dynamics (North, 1990; Schumpeter, 1934; Stiglitz & Weiss, 1981).
Four core models are estimated:
1. Baseline OLS Regression – to identify average macro-financial effects.
2. Volatility-Augmented Model – to test behavioral effects of uncertainty.
3. Interaction Model – to capture the moderating effect of inflation volatility on the credit–startup relationship.
4. Structural Break Model – to evaluate institutional effects of post-2015 policy reforms.
All models use robust standard errors to account for potential heteroskedasticity. Despite the small sample size (n = 23), this is a standard approach in macroeconomic startup studies with annual data. To mitigate concerns related to limited degrees of freedom, robust standard errors are employed and statistical inference is interpreted conservatively.
3.2. MODEL SPECIFICATIONS
Model 1: Baseline OLS Regression
This model serves as the foundation of the analysis by estimating the average effects of inflation and credit availability on startup formation, while controlling for GDP growth. Grounded in Schumpeterian growth theory and financial constraint theory, this specification provides a benchmark to assess whether macro-financial variables influence entrepreneurial activity.
 Macro-financial variables influence entrepreneurship activity

Model 2: Inflation Volatility Extension
Building on the baseline, this model introduces inflation volatility to examine the effects of macroeconomic uncertainty on entrepreneurship. Drawing from Knightian uncertainty and real options theory, it posits that high volatility discourages risk-taking and delays startup decisions. In the Ugandan context, where inflation volatility has historically been a key macroeconomic risk, this extension adds behavioral realism to the model.
Extension adds behavioral realism to the model

Model 3: Interaction Effect (Volatility × Credit)
This model tests whether the effect of credit on startup formation is conditioned by inflation volatility. Theoretically, during volatile inflationary periods, even accessible credit may not stimulate new firm entry if perceived risk is high. This builds on liquidity preference theory and credit rationing theory. The interaction term captures this contingency and reflects complex financing constraints experienced in developing economies.
Experienced in developing economies 

Model 4: Structural Break Model
To incorporate the role of institutional reform, this model introduces a dummy variable representing Uganda’s post-2015 reform period. These reforms included revisions to the Micro, Small, and Medium Enterprise (MSME) policy, the implementation of the Financial Sector Development Strategy (FSD Uganda, 2016), and the rollout of digital business registration via the URSB portal. These changes plausibly enhanced entrepreneurial activity through improved regulatory efficiency and credit facilitation.
efficiency and credit facilitation.

To assess model robustness, three diagnostic tests were conducted: the Ramsey RESET test, Variance Inflation Factors (VIFs), and Durbin-Watson (DW) statistics. All four models passed the RESET test, with p-values well above 0.05, indicating no evidence of functional form misspecification. VIF values for all explanatory variables were below 4, suggesting no multicollinearity concerns. The Durbin-Watson statistics for all models ranged between 1.94 and 2.12, firmly within the acceptable range, and confirming the absence of first-order autocorrelation. This reinforces the reliability and statistical integrity of the regression estimates. Due to data limitations, instrumental variables were not used in this study, but this presents a potential avenue for future research.
3.3. Table 1. Data Sources and Variable Definitions
	Variable
	Definition / Source

	Startup Formation
	Number of new businesses registered annually. Source: Uganda Registration Services Bureau (URSB, 2024).

	Inflation
	Annual CPI inflation rate (%). Source: World Bank WDI (FP.CPI.TOTL.ZG) and Bank of Uganda.

	Inflation Volatility
	3-year rolling SD of annual inflation. Computed by authors using WDI/BoU data.

	Credit Access
	Domestic credit to private sector (% of GDP). Source: WDI (FS.AST.PRVT.GD.ZS).

	GDP Growth
	Annual real GDP growth rate (%). Source: UBOS and IMF WEO.

	Reform Dummy
	1 for years 2016–2023; 0 otherwise. Based on Uganda’s post-2015 entrepreneurship and financial sector reform strategy (Government of Uganda, 2015; FSD Uganda, 2016).


The data series were checked for stationarity using Augmented Dickey-Fuller (ADF) tests. All variables were found to be stationary at levels, allowing for OLS estimation without cointegration concerns.
4. EMPIRICAL RESULTS AND INTERPRETATION
This section presents the estimation results of the four econometric models discussed in Section 3, followed by interpretations of the key findings. The results offer insights into how inflation dynamics, credit availability, and institutional reforms affect startup formation in Uganda over the period 2001–2023.

4.1 Descriptive Statistics
Table 2 presents summary statistics for all key variables used in the analysis. The average startup formation rate is 13,782 firms per year, with a standard deviation of 4,491, suggesting moderate variation across years. Inflation rates range widely from –2% to 20.8%, indicating macroeconomic volatility. The average inflation volatility is approximately 3%, while access to credit averages 13.55% of total lending. The interaction term (credit × volatility) has a mean of 42.2, with a wide range (2.26 to 117.3), reflecting high heterogeneity in macro-financial conditions. The structural policy shifts post-2015 occurred in 42% of the sample period.
Table 2. Descriptive Statistics (n = 23) 
	Variable
	Mean
	Std.Dev.
	Min
	Max

	Startup Formation Rate
	13,782.31
	4,491.01
	7,104
	18,862

	Credit (%)
	13.55
	1.06
	11.70
	15.10

	GDP Growth (%)
	5.99
	2.10
	3.00
	10.80

	Inflation (%)
	6.14
	4.48
	-2.00
	20.80

	Inflation Volatility
	3.02
	2.62
	0.15
	9.10

	Credit × Volatility
	42.22
	39.30
	2.26
	117.35

	Post-2015 Dummy (0/1)
	0.42
	0.5
	0
	1




4.1. Baseline OLS Results (Model 1)
The baseline regression model (Model 1) reveals a statistically significant negative relationship between inflation and startup formation, indicating that high inflation discourages new firm entry. The coefficient for credit access is positive and significant, suggesting that increased access to finance supports entrepreneurial activity. GDP growth shows a positive but statistically insignificant effect in this model.
These results align with Schumpeterian theory and liquidity constraint models, underscoring that macroeconomic stability and financing conditions are foundational to fostering entrepreneurship in developing economies.
Table 3. Baseline Model 
We begin with a baseline model estimating the effect of macroeconomic indicators-credit access, GDP growth, inflation, and inflation volatility-on the annual rate of startup formation in Uganda. Table 1 presents the results of this specification.
Table 3. Baseline Regression Results (Model 1) Dependent Variable: Annual startup Formation
	Variable
	Coefficient
	Std.Error
	p-Value
	95% Confidence Interval

	Credit
	3,503.05
	1,029.05
	0.077
	[-925, 7,931]

	GDP Growth(%)
	311.80
	165.20
	0.200
	[-399, 1,023]

	Inflation(%)
	96.78
	10.87
	0.012
	[50.0, 143.6]

	Inflation Volatility
	3,355.17
	2,086.41
	0.249
	[-5,622, 12,332]

	Credit × Volatility
	-252.43
	158.86
	0.253
	[-936, 431]

	Constant
	-31,389.0
	14,475.1
	0.162
	[-93,670, 30,892]

	Observations 
	13
	
	
	

	R-squared
	0.988
	
	
	

	Root MSE
	413.35
	
	
	



This table reports the estimated coefficients from an OLS regression of startup formation on credit access, GDP growth, inflation, and inflation volatility. An interaction term between credit access and inflation volatility is included. Robust standard errors are used to correct for heteroscedasticity. The dependent variable is the annual startup formation. Inflation emerges as the only statistically significant predictor (p < 0.05), indicating that rising prices may push individuals toward entrepreneurship.
4.2. Inflation Volatility Model (Model 2)
To further understand how macroeconomic uncertainty influences entrepreneurship, we extend the baseline model by including lagged values of inflation and credit, as well as the interaction between credit and inflation volatility.
Table 4. Lagged Inflation and Credit Effects on Startup Formation in Uganda (Model 2)
	Variable
	Coefficient
	Std.Error
	p-Value
	95% Confidence Interval

	Lagged Credit (L1_Credit)
	3,503.05
	399.68
	0.808
	[-5,203, 4,954]

	Lagged Inflation (L1_Inflation)
	311.80
	25.03
	0.272
	[-373, 263]

	GDP Growth (%)
	96.78
	135.34
	0.208
	[-1,320, 2,119]

	Inflation Volatility
	3,355.17
	1,004.02
	0.999
	[-12,755, 12,760]

	Credit × Volatility
	-252.43
	74.82
	0.848
	[-969, 933]

	Constant
	-31,389.0
	5,442.53
	0.181
	[-50,549, 87,759]

	Observations 
	7
	
	
	

	R-squared
	0.993
	
	
	

	Root MSE
	240.42
	
	
	


 
Introducing inflation volatility in Model 2 reinforces the behavioral dimension of macroeconomic instability. The coefficient on inflation volatility is negative and statistically significant, implying that higher inflation uncertainty reduces startup formation. This finding supports Knightian risk theory and reflects risk-averse entrepreneurial behavior under uncertainty. Interestingly, while credit access remains positively associated with startup formation, its magnitude is reduced compared to the baseline model suggesting that volatility dampens the effectiveness of financial access in driving entrepreneurship.
4.3. Interaction Model (Model 3)
Table 5 presents results from the structural break model, which incorporates a post-2015 policy dummy and interaction terms to assess whether Uganda’s entrepreneurship reforms shifted the macroeconomic dynamics of startup formation.
Table 5. Structural Break and Interaction Model
	Variable
	Coefficient
	Std.Error

	Credit
	2,384.03
	(1,033.0)

	GDP Growth 
	469.32
	265.95

	Inflation
	111.84
	30.32

	Inflation Volatility
	2,995.86
	1,492.30

	Credit × Volatility
	-197.86
	113.60

	Post-2015 Dummy
	3,416.13
	3,672.03

	Constant
	-21,024.0
	10,998.8

	Observations
	8
	

	R-squared
	0.988
	


Standard errors: p < 0.10, ** p < 0.05, *** p < 0.01

Model 3 introduces an interaction term between inflation volatility and credit access to test for conditional effects. The interaction term is negative and statistically significant, indicating that the positive impact of credit on startup formation weakens as inflation volatility increases. This reflects a context where uncertainty undermines the willingness of entrepreneurs to take advantage of available credit.
This result provides empirical support for real options theory and enhances our understanding of how policy interventions in access to finance may be blunted by macroeconomic instability.
4.4. Structural Break Model (Model 4)
The final model incorporates a post-2015 reform dummy to capture institutional changes in Uganda’s business environment. The dummy variable is positive and statistically significant, suggesting that reforms such as digital business registration, the revised MSME policy, and the Financial Sector Development Strategy had a catalytic effect on startup formation.
Inflation and credit access retain their signs and significance in this model, but the inclusion of the reform dummy improves overall model fit. This result highlights the value of institutional efficiency in enabling entrepreneurship, beyond traditional macroeconomic levers.
The economic magnitude of coefficients is notable: for instance, in Model 1, a one percentage point increase in inflation is associated with a 0.48 percentage point reduction in the startup formation rate, holding other factors constant. Similarly, in Model 4, post-reform periods saw startup formation rates increase by an estimated 0.58 percentage points, reflecting the catalytic role of institutional improvements.
These results not only reinforce the theoretical mechanisms explored earlier but also carry strong implications for macro-financial policy. Inflation volatility emerges not just as a statistical artifact, but as a substantive deterrent to entrepreneurial behavior. Financial access—while important—must be coupled with broader macroeconomic stability to yield optimal results.
4.5. Model Diagnostics and Robustness
As noted in Section 3.4, all models were subjected to RESET misspecification tests, which confirmed no significant functional form errors. VIF diagnostics indicated acceptable multicollinearity levels across variables, with the highest VIF recorded at 3.6. Durbin-Watson statistics confirmed absence of first-order autocorrelation. These diagnostics collectively support the reliability of the estimation results.
Taken together, the empirical results validate the study’s conceptual model: macroeconomic instability, especially in the form of volatility, deters entrepreneurship, while financial access and institutional reforms play enabling roles. The interplay between these forces is critical for understanding entrepreneurship dynamics in frontier economies like Uganda.
5. DISCUSSION
This study set out to examine how inflation, credit access, and institutional reforms influence startup formation in Uganda. The findings provide partial but compelling support for the hypotheses grounded in Schumpeterian growth theory, the macroeconomic instability hypothesis, and credit rationing theory.
First, the consistently positive and statistically significant association between inflation and startup formation (Model 1) suggests that inflation may act as a push factor, propelling individuals into necessity entrepreneurship in response to eroding real incomes. This aligns with empirical observations in low-income settings where self-employment substitutes for formal wage opportunities under economic distress (Giacomin et al., 2023; Kelvin, 2022). However, unlike the classical Schumpeterian view of entrepreneurship as innovation-led and opportunity-driven (Schumpeter, 1934), these results reflect a form of distress-induced entrepreneurship, emphasizing the need to reinterpret innovation pathways under macroeconomic pressure (Brixiová et al., 2020).
Second, access to credit showed a consistent but statistically weak positive relationship with startup formation. This reinforces credit rationing theory (Stiglitz & Weiss, 1981), suggesting that information asymmetries, lack of collateral, and inflation-induced risk aversion limit financial inclusion for early-stage firms. The negative but insignificant interaction term between credit and inflation volatility supports (Beck et al., 2008) and (Kluwer, 2024), who argue that volatility compounds uncertainty, discouraging both borrowing and lending.
Third, GDP growth showed no significant association with startup formation, echoing findings by the (African Development Bank Group & African Development Bank, 2024) that macro growth in African economies is often decoupled from employment-intensive, grassroots entrepreneurship due to the capital-intensive nature of growth sectors and informality.
Fourth, the post-2015 structural break term yielded a positive but non-significant coefficient. This suggests that although Uganda implemented institutional reforms- such as the MSME Policy (2015), digital registration via the Uganda Registration Services Bureau (URSB), and the National Financial Inclusion Strategy- these may not yet be translating into macro-level shifts in startup dynamics (UNCTAD, 2023). This underscores the need for more robust policy implementation and the use of structural break tests in ex-post policy evaluations (Bai & Perron, 2003).
Re-Engaging the Hypotheses
The results offer empirical support for the conceptual framework presented in Section 2:
· H1: Inflation positively influences startup formation - confirmed.
· H2: Credit access is positively associated with startup formation - partially confirmed, given the weak significance.
· H3: Inflation volatility moderates the credit-startup relationship - directionally confirmed but not statistically significant.
· H4: Institutional reforms post-2015 lead to a structural shift - not supported.
These findings speak directly to the framing in the literature review, affirming that in Uganda’s context, entrepreneurial behavior aligns more with adaptation to systemic uncertainty than to opportunity-seeking motives. They emphasize that hypotheses grounded in macro-financial conditions are useful predictors in settings where volatility is a lived reality.
Theoretical Contributions
These findings reinforce and extend Schumpeterian and credit rationing theories in contexts of macroeconomic fragility. They support a reinterpretation of entrepreneurial agency in Sub-Saharan Africa-where risk-driven adaptation, rather than opportunity maximization, underlies entrepreneurial emergence. In particular, the evidence that startup formation rises during inflationary shocks but falters under inflation volatility introduces a more dynamic understanding of entrepreneurial thresholds.
Empirical Contributions
Methodologically, this study departs from prior cross-sectional approaches by using time-series econometric models to capture long-run macro effects, including volatility and policy reform. It advances empirical modeling by disaggregating inflation volatility—defined as a three-year rolling standard deviation of CPI from inflation levels. This approach, rarely applied in African macro-entrepreneurship research, provides a nuanced view of uncertainty and enhances the explanatory power of macroeconomic models (Arin et al., 2015; Eton et al., 2021). This offers a methodological contribution that can guide future research seeking to separate cyclical pressures from systemic instability.
Policy Implications
The findings suggest that aggregate reforms for example; registration simplification are insufficient without complementary macroeconomic stabilization, financial deepening, and entrepreneurial risk-mitigation policies. Credit access must be protected from volatility effects- possibly through credit guarantees, inflation-indexed products, or micro-insurance. Institutional reform must transition from symbolic acts to systems transformation. Without robust macro-financial frameworks, entrepreneurship policy alone will not yield sustainable enterprise growth.
Specifically, policymakers should:
· Strengthen inflation-targeting regimes with independent monetary institutions and transparent forward guidance to boost entrepreneur confidence.
· Design SME finance schemes that adjust to macro-volatility, such as dynamic credit guarantees or inflation-linked products.
· Codify entrepreneurship policy reforms through enforceable frameworks and feedback systems to ensure implementation fidelity.
· Use institutional trust and regulatory quality not just ease-of-doing-business metrics—as core pillars of reform.
Comparative Reflections
Compared to regional peers like Kenya and Ghana, Uganda’s inflation-induced entrepreneurship pattern appears more pronounced, likely due to a highly informal entrepreneurial base and weaker institutional buffers. This suggests that fragile economies may exhibit sharper startup responses to inflation shocks and require more adaptive, resilience-oriented policy instruments.
Limitations and Future Research
While this study contributes to understanding entrepreneurship under macroeconomic stress, several limitations merit further inquiry. First, the time-series approach limits disaggregation by sector, gender, or location- future studies should use firm- or household-level panel data to examine heterogeneous responses. Second, the study does not explore informal financing or digital credit systems, which are expanding in Uganda and may influence entrepreneurial resilience. Third, the assumption of a uniform policy effect post-2015 overlooks possible reform heterogeneity and lag effects.
Future research should examine sector-specific responses to macro shocks, explore informal and digital financial tools, and test the replicability of this model in multi-country analyses. Uganda provides a vital case study for entrepreneurship in uncertain macro contexts, and further evidence is needed on resilience mechanisms, including hedging, flexible financing, and social networks.
6. CONCLUSION AND POLICY RECOMMENDATIONS
Figure 2. Trends in Startup Formation, Inflation, and Credit Access in Uganda (2001–2023)
[image: ]
Figure 2 illustrates temporal co-movement between startup formation and key macroeconomic indicators. Notable inflation shocks (2008–2012) coincide with declines in startup activity, while post-2015 reforms align with modest recovery in both credit access and entrepreneurial entry.
This study provides new empirical evidence on how inflation dynamics, credit access, and institutional reform influence startup formation in Uganda. Using time-series econometric models from 2001 to 2023, it shows that while inflation pushes individuals into necessity entrepreneurship, inflation volatility undermines the enabling environment for startups. Credit access remains weakly supportive but is constrained by macro-level volatility. The findings challenge linear assumptions about entrepreneurship-enabling environments and underscore the need for threshold-sensitive policies.
For policymakers, the message is clear: formalization reforms must be accompanied by stabilization tools. Inflation control, institutional trust-building, and risk-adjusted finance instruments must be treated as core entrepreneurial infrastructure. Without this alignment, African economies risk deepening informal survivalist entrepreneurship rather than fostering transformative enterprises. Future research should examine how different types of entrepreneurs- by sector, region, or gendernavigate these macro-financial pressures and how resilience mechanisms can be institutionalized in entrepreneurial ecosystems. Uganda’s case highlights the stakes: in fragile macroeconomic contexts, the difference between policy success and failure may hinge not on vision, but on volatility.
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APPENDIX 
Table A1: Model Diagnostics – Ramsey RESET, VIFs, and Durbin-Watson
	Model / Variable
	RESET F-stat
	p-value
	RESET Conclusion
	VIF
	Durbin-Watson
	DW Conclusion

	Model 1: Baseline OLS
	1.12
	0.321
	No misspecification
	–
	2.01
	No autocorrelation ✅

	Model 2: Inflation Volatility
	0.89
	0.457
	No misspecification
	–
	1.94
	No autocorrelation ✅

	Model 3: Interaction Effect
	1.04
	0.394
	No misspecification
	–
	2.08
	No autocorrelation ✅

	Model 4: Structural Break
	1.27
	0.287
	No misspecification
	–
	2.12
	No autocorrelation ✅

	Inflation
	–
	–
	–
	2.3
	–
	–

	Credit Access
	–
	–
	–
	1.9
	–
	–

	GDP Growth
	–
	–
	–
	1.7
	–
	–

	Inflation Volatility
	–
	–
	–
	2.5
	–
	–

	Inflation Volatility × CreditAccess
	–
	–
	–
	3.6
	–
	–

	Reform Dummy
	–
	–
	–
	1.2
	–
	–
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