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Abstract 
The study sought to establish the core values which influence SME profitability in Uganda’s informal economy. 
By employing a qualitative approach, interviews from twenty-five respondents were conducted. Data were 
analyzed by coding and networks with the help of the Atlas.ti 8 tool. The study findings indicate that: whereas 
the accounting profession defines profitability to be return on assets (ROA), return on investment (ROI), and 
return on equity (ROE), entrepreneurs in Uganda’s informal economy do not understand these traditional profit 
measurement criteria. Instead, they understand sales and expenses. Besides, fairness, respect, responsibility, and 
cleanliness were established as core values that catalyze SME sales. It is important for the government through 
the private-sector foundation and traders’ association to continuously train these entrepreneurs about financial 
matters. Also, the accounting professionals through the regulatory body may establish a wing that can help these 
informal traders in financial matters, the way the Uganda law society is approaching to help out vulnerable 
people who cannot afford the services of expensive lawyers. 
Keywords: profitability, core values, informal economy, SMEs and qualitative 
1. Introduction  
The informal economy is branded by neither employment contracts nor social security (Henley, Arabsheibani  
& Carneiro, 2009). Besides, Uganda is characterized by informal sector employment which provides low skills 
with poor pay and no access to social protection (International Labour Organisation decent work country 
programme, 2013-2017). Perhaps this is because entrepreneurs in the informal economy prefer to minimize costs 
and ensure profitability which is the goal of most firms. It is important to understand that most Small and 
Medium Enterprises (SMEs) in Uganda are informal (Ministry of Finance, Planning Economic Development, 
2008: Uganda Investments Authority and Ernst & Young, 2011), but their contribution to Uganda’s Gross 
Domestic Product (GDP) is about 75% (Uganda Investment Authority, 2012). Moreover, about 95% of the 
labour force in Uganda are employed in the informal economy (International Labour Organisation decent work 
country programme, 2013-2017).  This underscores the need to have empirical research about the operations of 
SMEs in Uganda’s informal economy. 
Although SMEs in Uganda’s informal economy contribute enormously to Uganda’s labour market and GDP at 
large, there is a relative research paucity about their operations. Whereas there is a myriad of research findings in 
developed/developing economies about ethical behaviour and firm performance (Roberts-Lombard et al. 2016: 
Wei & Yazdanifad, 2014: Long, 2016 and Vercio & Champion, 2006), there is, nevertheless, a paucity of studies 
focusing on ethics and profitability of SMEs in Uganda’s informal economy. Having established the commonly 
practiced core values in Uganda’s informal economy (Kintu, 2017), it is important to establish the relative 
purpose of such core values to firm operations (considering profitability lens), in Uganda’s informal economy 
which is currently missing. 
Core values have moved discourse from guiding principles of employee behaviour to influencing firm 
profitability.  Moreover, Jelovac et al. (2011) assert that profitability is a core value. However, Jelovac et al. 
(2011)’s position does not prevail in Uganda. There is disregard of profitability as one of the commonly 
practiced core values in Uganda’s informal economy. This resonates from (Kintu, 2017)’s findings of core values 
practiced in Uganda’s informal economy.  Although there are innumerable studies that indicate that core values 
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significantly influence firm profitability, for instance, Boulter (2008) and Loch et al. (2012), contextualizing 
SMEs in Uganda’s informal economy is so far missing hence justifying this study. Furthermore, local studies 
such as; Abaho et al. (2016) focused on firm capabilities and entrepreneurial performance, Kakeeto-Aalen et al. 
(2014) focused on trust and customer satisfaction. Core values impart employee commitment (Ketprapakorn & 
Kantabutra, 2019). Therefore, this study seeks to provide a body of literature that is currently missing. 
In addition to the above background, the study aimed to answer the following question; i) Do core values 
influence SME profitability in Uganda’s informal economy? ii) Which core values influence SME profitability 
in Uganda’s informal economy? The paper is organised into the following sections. Section one discusses the 
introduction and research questions. Section two discusses the theoretical framework and literature review, 
section three discusses methods employed in the study and section four discusses the study findings and 
conclusions. 
2. Literature Review 
2.1 Theoretical Background  
In trying to guide the ethical behaviour of employees, Schmiedel et al. (2013) argue that core values need to be 
blended in all business processes. In this case, core values are principles that govern employees’ behaviour 
(Lencioni, 2002). Furthermore, core values are significant in shaping morality in the workplace and promoting 
good work practices (Wright, Zammuto & Liesch, 2017). This is indicative of the deontology theory which 
emphasizes principles and rules which oversee employee behaviour (Schwartz, 2005). Also, deontology provides 
that moral values or responsibilities are critical for the firm’s goodness (Viviers, Bosch, Smit & Buijs, 2008).  
Moreover, Abyad (2014) and Rakesh, Anusha, and Suresh (2016) contend that moral values guide on right or 
wrong within a firm. Besides, it can be argued that since moral values under deontology theory guide employees 
for the good of the firm as earlier discussed, such values can support firm efficiency and performance (Ferguson 
& Milliman, 2008). For this study, performance is measured by profitability. This study is built on-premise that 
core values promote firm profitability (Boulter, 2008), thus the following construct.  
2.2 Core Values and Profitability 
For the firm to ensure high profitability, the demand for her products must match the ideal products and services 
it produces (Nishimura, 2011). It is further argued that for firms to earn profits, incomes generated must 
supersede expenses in a given time frame (Gang, 2016). To contextualize this study, however, arguments are 
raised that core values influence firm profitability. Whereas Boulter (2008) argued that core values that are well 
structured in a firm improve firm profitability, Jelovac et al. (2011) concluded that profitability is a core value. 
At the same time, Loch et al. (2012) argued that, although a firm needs to collect from trade receivables, fairness 
to clients can help to maximize firm profits. Furthermore, firms that trust and boost employee self-assurance are 
rewarded with high levels of profitability (Wei & Yazdanifad, 2014). It is therefore indicated that core values 
help to improve a firm’s financial performance specifically profitability. Also, Ard (2015) argues that core values 
keep employees involved in all firm processes hence more revenues and profitability. Besides, Ketprapakorn & 
Kantabutra (2019) argue that core values enhance corporate sustainability through market leadership and high 
financial performance. At the same time, untrusted supervisors cannot achieve employee commitment at work, 
hence limited sales and low firm financial performance. 
It is noticed, however, that the above discussion indicates that the contribution of core values to firm profitability 
is not yet contextualized in Uganda’s informal economy SMEs as the literature reviewed is from developed 
economies, hence a need for this study. It is further argued that profitability is measured by gross profit 
(Madishetti & Kibona, 2013). Besides, profitability can be measured by return on assets or return on equity (Park 
& Jang, 2012; Logan, 2016). Since these profitability measures have not yet been tested in Uganda’s informal 
economy for lack of proper accounting records, it is relevant to carry out the study investigating how 
profitability can be measured.  
On the other hand, it can also be argued that it is challenging to measure profitability using the above measures 
in Uganda’s informal economy since most SMEs do not keep proper records. The measures are appropriate to 
SMEs which can fully monitor their assets and equity. Since assets and equity need a high level of organisation 
and constant update, measuring firm profitability in the informal economy may be difficult. 
Having discussed the relationship between core values and profitability of firms as indicated above, it is 
important to determine those specific values which can influence profitability. Scholars such as; Jurkiewicz & 
Giacalone (2004), Michie & Gooty (2005), and Schwartz (2005) developed core values showing how they 
influence employees’ behaviour. At the same time, scholars such as; Buckley, Beu, Frink, Howard, Berkson, 
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Mobbs & Ferris, (2001), Chekwa, Ouhirra, Thomas & Chukwuanu (2014) stressed the role of core values as a 
leadership aspect of organisations rather than a tool for financial performance. Since empirical research findings 
have indicated that core values enhance organisational leadership, in the same way, it can be argued that core 
values can enhance profitability in SMEs. However, this has not yet been studied in Uganda’s informal economy 
hence a need for the study.  
3. Research Methodology 
3.1 Research Design and Approach 
Following the research questions, the study adopted a qualitative approach. The qualitative approach aimed at 
establishing whether core values influence SME profitability, but first, by establishing the core values which 
influence SME profitability in the informal economy of Uganda’s central region and how profitability is 
perceived by traders in Uganda’s informal economy.  
Under the qualitative approach, the researchers sought interviewees’ opinions on the particular core values which 
influence SME profitability in the informal economy of Uganda’s central region.  
3.2 Sampling Approach, Size and Study Scope 
Purposive sampling was adopted as a qualitative approach to select interviewees who participated in the study. 
This helped to gather interviewees’ views about core values that influence profitability and whether core values 
influence SME profitability in Uganda’s informal economy. The sample size was twenty-five respondents. This 
is considered to be adequate for a qualitative study (Creswell, 2013). Also, data were collected from Masaka, 
Mityana, Kampala, Mukono, and Wakiso towns because they are the most urbanized centers in the central region 
(Uganda Bureau of Statistics, 2010). For this study, the researcher interviewed one entrepreneur per SME per 
sector from each town. This is an equivalent of five participants from each town. The category of businesses 
considered for the study were: beauty salons, restaurants, mini markets, juice processing, and cosmetic 
processing. Also, participants were entrepreneurs who had the business experience of three or more years and 
adults of eighteen years and above. Entrepreneurs were selected for the interviews because they stay longer 
within business operations. Moreover, it was a cross-sectional study. 
3.3 Interview Approach 
Furthermore, an interview guide was designed to collect respondents’ opinions about the core values which can 
influence profitability in Uganda’s informal economy. The interview guide consisted of an introduction to give 
an overview of the content of the interview. The second part provided the respondent’s biographical data and the 
last part contained questions about the practiced core value that influence firm profitability and whether core 
values influence firm profitability.  
To gather respondents’ opinions, face to face interviews were conducted using open-ended questions. The 
research team, however, had to first seek for respondents’ consent. Overall the duration for each interview was 
thirty minutes.  
The researcher sought the respondents’ permission to be part of the study. Respondents were prepared on the 
subject matter of the study.  As the lead researcher was interrogating the respondents, the research assistant was 
recording/taking notes. This is because the interviewees declined to be recorded using a voice recorder. After 
every interview, the lead researcher would look through the major points recorded by the research assistants and 
cross-check with the respondent immediately to confirm the major issues discussed in the interview.  
The reliability for interviews was ensured by keeping an adequate sample size (Morse et al. 2002) and 
cross-checking data for possible mistakes. Furthermore, transparency and credible data were collected. 
Debriefing was also conducted to ensure the validity of the data.  
3.4 Analysis 
To generate proper meaning from the row interview data, the analysis was done through coding and categorizing 
data. But before the coding, re-transcribing, and proofreading field notes was done. The open and axial coding 
was done to develop categories and themes from the data. An analysis tool of Atlas.ti 8 was employed to help in 
data analysis. 
To ensure conformity with ethics standards, permission to conduct this research was sought from the ethics 
committee of the University of Witwatersrand. In this regard, to ensure that participants were comfortable with 
the study, and ethics clearance was obtained from the University of the Witwatersrand central ethics committee. 
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4. Research Results and Discussion 
The qualitative interview response rate was 100% where all targeted 25 respondents gave their opinions. The 
number of respondents was 10 and 15, female and male respectively. The response rate enabled the 
establishment of extensive views about the core values and profitability of SMEs in the informal economy of 
Uganda’s central region.  Furthermore, data credibility was ensured by debriefing before and after the 
interviews and the sample size was adequate.  
After a careful process of data editing and cleaning, coding, and categorization was done. Themes were 
developed. The following discussion provides more light on core values and profitability aspects in Uganda’s 
informal economy. 
To answer the research questions, interviewees provided opinions about core values that influence SME 
profitability. The study’s research questions sought to establish the specific core values which influence 
profitability in SMEs of Uganda’s informal economy and how they do. The following extracts provide 
interviewees with opinions about core values and profitability. First and foremost, it was difficult for all 
interviewees to explain profitability in their businesses. They were relating core values to sales with a few who 
would hint on how core values can help to reduce expenses. The figures 1 and 2 below can summarize the 
findings. 

 
Figure 1. Values increase firm sales 

Source: Primary data. 

 
Figure 1 above indicates that values increase firm sales. Specifically, it is noted that respect, responsibility, 
cleanliness, and fairness are the values which mostly influence firm sales. It is also indicated that values create 
customer attraction to the firm hence more sales. 

 
Figure 2. Values reduce firm expenses 

Source: Primary data 
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Figure 2 above indicates that values are essential in reducing firm expenses. Commonly it’s about fair utilization 
of stock and being more responsible in managing stock that creates a difference in firm expenditure. 
In the same vein, interviewees had much to say about the subject matter. For instance, interviewee No 25 from 
Mityana town, dealing in juice processing said that, ‘… Fair utilization of stock helps to reduce business 
expenses….’ Furthermore, interviewee No 24 from Kampala operating a supermarket also observed that 
‘…Values will be a factor to reduce expenses for instance workers will find it easy to switch off lights which are 
not in use. At the same time, sales will shoot up because of good customer care……’ Moreover, interviewee No 
22 from Mukono operating a supermarket had to say, ‘……Assigning each employee responsible for a section of 
stock will prevent shop-lifting hence minimizing losses. At the same time values will attract customers hence 
more sales….’ Interviewee No 22 concurs with interviewee No 10 from Mityana who operates a restaurant.  
Most importantly, interviewees linked core values to sales. For instance; interviewee No 15, 20, and 21 said, ‘…. 
With values, customers have easily attracted hence more sales….’ But interviewee No 19 from Wakiso dealing in 
cosmetics linked respect to sales and costs of a firm. He had to say, ‘If employees are respected, they will be 
willing to share good information on how to reduce costs and how to improve sales…..’ Also, interviewee No 3 
and 18 from Masaka and Wakiso respectively, and both operating salon businesses observed that cleanliness 
influences firm sales. They said, ‘   cleanliness will attract more customers hence more sales’. At the same 
time, interviewee No 13 from Wakiso dealing in cosmetics asserted that ‘A business with good values will be 
perceived by customers as one which produces quality products, so there are increased sales……’ Furthermore, 
interviewee No 1 from Kampala dealing in cosmetics said, ‘if employees provide service promptly and respect, 
energy bills will be saved so fewer expenses. At the same time, values lead to customer satisfaction which 
increases sales’. Also, interviewee No 4 and 6 from Mityana and Mukono respectively, both operating salon 
businesses said, ‘Using the right material mix in the salon will save material cost and fairly using water will 
reduce the water bills. Good customer care will increase business sales’.  From the above findings, we realize 
that; Core values influence sales and expenses in Uganda’s informal economy rather than profitability as defined 
by accounting definitions, thus answering the research question of: ‘Do core values influence SME profitability 
in Uganda’s informal economy?’  
In addition to interviewees’ failure to link core values direct to profit measurements, the core values which 
would be easily linked to sales with a mild explanation of expenses were; 1) fairness and it had three-point of 
response references. 2) Respect, which had two points of response reference. 3) Responsibility which had three 
points of response reference and 4) cleanliness which had two points of response reference. Therefore; fairness, 
respect, responsibility, and cleanliness are core values in Uganda’s informal economy which can influence sales 
but mildly explain expenses. Having provided the above discussion, it can be ascertained that the research 
question of: ‘Which core values influence SME profitability in Uganda’s informal economy?’ 
The above findings also lead to the formulation of the following propositions; 
1. Core values, if well implemented and practiced, can influence SME sales and expenses in Uganda’s informal 
economy. 
2. Fairness, respect, responsibility, and cleanliness, if well integrated into the business processes, can attract 
customers as well as reducing business expenses in SMEs in Uganda’s informal economy. 
5. Discussion 
Core values are helpful to organizations seeking to improve their performance (Hoffman & Shipper, 2018). 
Turyakira (2018) contends that for businesses to be profitable, they must be ethical. Furthermore, Volker, Phil, 
Yehuda, and Aikaterini (2018) assert that fairness improves employee attitudes, influences buyer re-purchase, 
hence firm profitability. However, in Uganda’s informal economy, since the entrepreneurs cannot define 
profitability in the way explained by formal accounting definitions, core values can easily be linked to sales 
performance. The results concur with Ard (2015) who argues that well-structured core values can improve 
organisations’ revenues. Also, no interviewee explained how core values could directly influence profitability 
through traditional profitability-measurements. This is not to disagree with the literature reviewed in section two 
above, where scholars such as; Park & Jang, (2012); Logan, (2016) contend that profitability can only be 
measured by traditional methods of return on assets or return on equity. But to reveal how entrepreneurs in 
Uganda’s informal economy setting perceive profitability to be. Therefore, in Uganda’s informal economy, 
entrepreneurs understand only sales and expenses as measures of profitability rather than return on equity or 
return on assets. 
Whereas Gang, (2016) asserts that for firms to enjoy profits, incomes must exceed expenses, entrepreneurs in 
Uganda would not adequately demonstrate to this effect. Instead, they would explain how core values can either 
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increase sales or reduce expenses. 
Wei and Yazdanifad, (2014) provide for trust as a catalyst for firm profitability, however, the study established 
that trust is not any meaningful in Uganda’s informal economy. This is in addition to establishing that 
entrepreneurs understand sales rather than profitability. 
It is understandable, because, with the mediocrity level of formal education obtained by most of the 
entrepreneurs and lack of bookkeeping in the informal businesses, ascertaining the value of assets to generate the 
assets turnover or having a return on capital cannot be an easy task. Moreover, informal entrepreneurs do not 
have enough resources to hire accountants for bookkeeping. This is, therefore, to deviate from most of the 
literature which established that core values lead to firm profitability performance (For example, Boulter 2008, 
Lorch et al., 2012; Wei & Yazidanifad 2014).  
6. Conclusion 
The study set to establish the core values which influence firm profitability and whether core values influence 
firm profitability. Whereas scholars in other spheres of the World concluded that core values influence firm 
profitability, a different direction was established in Uganda’s informal economy. It is worth understanding that 
using a qualitative approach, all respondents were referring to sales but not profit. Therefore, informal traders in 
Uganda’s central region derive satisfaction when they sell more than understanding the value of their assets and 
the return on investment. The study established that; fairness, respect, responsibility, and cleanliness are the core 
values that catalyze revenue generation in SMEs of Uganda’s informal economy. 
The situation explained above places the government and the accounting profession into a stroppy position of 
deciding whether to help these entrepreneurs in bookkeeping. The government on one hand realized that 
informality impedes revenue collections, and if entrepreneurs can define their assets and determine their returns 
well, the government may increase the tax base. On the other hand, accountants face a tradeoff, providing a 
pro-bono service to the informal entrepreneurs may waste their valuable time which would be spent elsewhere 
earning, but, they may need to improve the profession’s image before the public.  The accounting profession 
may learn from the legal profession which established a wing that provides affordable legal services to 
vulnerable people who cannot afford expensive lawyers. Such policy and management decisions may be difficult 
for both government and the accounting regulatory body. 
Through the qualitative study, it was also established that the deontology theory is applicable to Uganda’s 
informal economy. Behaving well and approaching business with morals can only improve business sales rather 
than causing business doom. This is through increased customer satisfaction and, therefore, increased sales 
revenue. 
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