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Background
to Uganda's

Economy

Thc maior thu$l of  (1l)vcmncnl Pol icy during lhi '  l ( {)noni(  l lcco\er)

Programmc thal s lartcd in l {) lJZ was lo inst i lu lc l is l  i r l  ronsidcr ir l i r )n i rs i l

mcans to conlrol  inf lat ion. Publ ic spcncl ing t i ts (onl i l in(\ l  r r j th iD i l r

ovcrall budgct framgloLk dcsigncd lo rcstorc blldgcl distiplin( itntl

macro-cconomic stability.

Inthcno)clär 'y s( 'c lor, Iha govcnmcnf l ib{ l ral iscd lhc nl i ln i lgc fnlol  lh( '

cxchan, lc ralc dnd lc i l  i rs delcrminat ion lo nl i r r lc l  forccs. l l lc

libcralisalion ol thc forcign c\changc rkcl lras il \rr)' sillniti( anl

cconoml( r{r l in m that prov'dt 'd inccl l l ivcs to lni \ jor s{( l {) ls (r l  l l l l

economy - agri(1 turc, industy, trirdc and lourisrn lhis rflbrnr \\ipc(l

out thc blilck narkcl tor forcign u(challgr iind thf sllilling achil'vf(l li l

convcrt ibi l i ty jn l { l1 l :J.  Othcr r( lbrns iD thc lnr)rcl i l r }  scr lor hi lvc

includcd thc l ibrral isal ion of in lcrcsl  ral fs lhus cl l ( l i r rg f inamji l l  scclor

rcprcssion. Ih( l ibcrr l is i l l ion of lbc ( t l r rcnl  an( l  ( i l l l l lx l  aarol tnls hi ts

fäci l i la l fd lhc f icc l1o\r  of  crpi tal .

Si l ln i f icant prol l rcss has bccn madt ' in rclorning trgi l l ldn's o\cr i r l l  l  dt

pol icy cn\- i ro ncnl.  l  hc rcforms implemcnlcd hi l .  c in( ludcd lhc r{ \r(^ i r l

of  imporl  birLl ls,  f l iminat ion of l iccnsing rcquircDr( nls,  lhc lcclur l jon o1

import tar i l is,  the ( ' l ln inat ion () l  t 'xporl  laxcs i l r r( l  i rb( l l i l jo l t  ol  l l l (

rcqlrircmenl lor c\porters lo rclinquish lhcir forcigll f\charlJlr ( arrings 11)

Bänl i  o[  l ]gandir .  Olhor pol ic i( ts lhal  havc b( len imDl( rr l .ntccl  1o pron1r)tc

privatc sfclor dcvclopnlcllt include impl{'tncnlalion ol ir llct! ln\1 slnl( rll

Codc in l l l l ) l ,  s l r{  ngthc'ning lhc Publ i r  l ) r i \ak'  Scclor pnf lncrsbi l ,  . rncl  thr

abol i t ion () f  s latc m{)0opol ies in ul i l i l ics stnh i rs clrr l r i ( i l )  aDd

Icl0communl( al lons.
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Economic relorms havc produccd major improvemcnts in thc cconomy.
'Ihe size of the cconomy has more than doublcd in rcal tcrms; rcai output
pcr capita increascd by morc fhan 50 per ccnt bcth,ccn illlt{l/87 and
1999,/2000. GDP has been growing at an avcragc ratc of about 6 pcr crnt
per aDm[r. Inflation has d(reased fiom 2{)0 pcr ccnl in thc 11)tl0s l(} :J.1
per cent as at Augusl 2(l( l(1. Due lo thc sound macro'c(onomic
performance, Uganda was the first bencficiary of lhc o ginal lligNy
Indebted Poor Countrics (HIPC) debt redllction inidari\r (Ap l l1){}8), and
first beneficiary of thc Enhanced lllPC (\4ay 2000).
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Overview of
Uganda's
Financial

Sector

' I l l f l in i lnr idinst i lu l ionsrLrncnl l )ol)cr i l l inginl lganda.anbc(ä'gof i r( 'd

i | lo ( i  groul)s:  thc Ccntrr l  l l rnL, (  {r l l rncrcial  Banks, Cr.di l  r rs lr lu l io l ts,
lnsufäl laf  (r) | lpanifs,  l ) ( ' \ r lopnr|nl  I j rnks nd For( ' ign F-\(hi l lg( Bur(aus,
, \s ol  Scl lcmbrr 2(X)(r ,  lh(Tc \ !err  l ( j  (onlmercial  bar is,  l l  credi l
rnsl i lu l i {nls,  2 dfrcloprn( 1l I  l ) i rnks, l ;  insul i rncc (onrpani{rs,  28 jnsuranrc

brokcrs, llJ micro iinimrc inslilul(xrs imd {j2 lorcign e\changc burfaus (scc

I: igurc I) .  t rgiurdir 's l in iul( in l  s ls l{rr  is snl i l l l .  in lerms ol  lhc valuc and lhc
\1)lumc ol lr-nnsa(lior1s und( rlal\('n, iurd unclivcrsilicd in lernls of lh{' llTc
()1 lrilnsacli(ns lhal il rlndcrtilkfs. I hc biurliing s(\'tor is dominail'd b)' rclail
( \ )rnrncrci i t l  b irnking lhnr rs .{nx cnlrarfd lnarnl)  i r l  thc cnpi lal  ( i l } ,  i lbsfncc
01 mcdirun to lurg lcrnr lindnrinll, scllmcnlltion irnd ovcr (on(\rntrution on
l]rf aor?orai(' rustonl(rs. Ih(' srrlr)r'hrs \.cry ferr producls, nolabl) abscnt
nr{ blr i ld i  g so( ic l ics,  nx)rrgirg(,  l rni ln( ing, rn( ' rchanl banking and (tscounl

houscs. lhc find[(ial infi .ls tr-urlurf is gcncräll] undcrdrvel(4xrl r d la(ks

Irganda's ( 'cor lomi( pol ic) f i . lnn\ork is complclcly l ibcräI,  nl l ( iü ' ing lht '
l f c t ' o t x  f r l i ( n )  o l  l h c  r ) r l f k (  l  l o f t 1  s ,  \ \ i l h  l i l l l c  i n l c r l c r c n C f  a n d  c o n t r o l  b y
go\.crnncl l  i r l  pr i \ .alr '  scr l (r '  optr ' ( r l lor ls.  lhe macro cronoDi( pol i (J,
l Innrowr)r l i  h ls bffn in(rcirs inlr)  lDrDro\ ing ovcr thc ycars in favoru of

Dl iv ir lc s( ' ( lor lcLl  cconont( glo\ \ lh.  Fini ln( ial  scrtor rcfolms as p r l  () l

lh( '  broaLl s l lucl  Lrrxl  rc l lusl  ü)(  l l l  i lnr l  s labi l izal i ()n prograinmcs (oust i lLr le

thf mosl rcnrarkxl j l (  r l { \ ( lot)nlc l  in lh.  f inan(ial  scftof .  lhc ovcl-al l
objccl i \c () l  lhc l in ln( inl  s(,( l (n r( lornls is lo increi tsc compel i l ion and
c l l i ( i c n c y r n l h c l i n i r n ( i l l s c ( l { ) r \ \ i l h i n l h c l l n a n ( i d s e l \ ' i ( c s s l \ J o r , . l u s t
l ik( '  in ar l )  ol l lcr  srclof ,  lhcr.(  rs Do pr l \ ' (  nlron ol  lotal  lbrcigD (Nncrship
(Jl  rn) bLlsin( 'ss { 'n lrr l )ns(, .

/  r .  / , r i rn  r ,  \L r  L  r  r  \  r t r l ! \ r  I j



LEanda is strategically positioncd within East irürd Central Alhca. This stratcgic
location givcs Uganda an easicr access to a evide market within the Grcat läkcs
regioD Uganda's economy is one of fJIe fast gowing African cronomies with
stable rraqo-cconomic v"dables. As a coDsequence, there has been an inqease
in the delnard for a wide range of linancial services, which indude among
otheis, insuiance, leasing and banking.

Regulatory Flamework
Bamk of Uganda was established in 1966 to provide rcgulatory, supeJvisory and
advisory hrnctions in the financial sector as stipulated in the Financial Institurions
stature, 1993 and policy rcgulations. the statute stipulates that the bdnk shal
fbmulate and implement monetary policy daected to economic objertivcs of
achieving ard maintaining economic stability. The o.ua€nt Financial Institutions
Statute. 1993 which cove$ banks and oedit institutions is weak and has been
reviscd c{tensivdyby the Bank oiuganda.'fhc Finimcial Instihrtions Statutc, 1993
will be repealed when the Financial Institutions Bill, 2001 is enacted into law.
l\tren signed into law, the Financial Institutions Act,2001 will stren!4hen thc
Fudential regulations goveming banks and deposil taking by non-bank financial
institudons. In paficular, it will raisc minimrün capital and on-going capital
adequacy requiemmts, süengthm restictions on insideJ lending and large loan
e&osurcs and introducr a requirement for mandatory prompt corrccfivc action
to be imposed on disüessed banks by the regulators.

Figure 1: Nature and Structure of Financial Institutions in Uganda

Bank ot ugända as lhe cenr.ar

tiltures jn the pdrentheses rerksent thr nufther of institutiohs. (Refpr to Appendix 11 for a lßt ol t:inunLial

PERFORMANCE OF THE FINANCIAL SECTOR

Bank of tjganda (BoU)
Thcre has bcelr substaDtial improvefirent in the psfbmance of fhc BoU at all
lcvcls. Sound lcgslation suppofling the BoU's opentions is now in place and thc
bank now plays a larger and more elfective role in monetary, forcigr cxchangc
and superyisor! policy. There has also been a substantial move towards

'fhe 
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market-oriented implemcntation of monctary and forcign cxchangc
policy. Within Bank of Uganda, many operational arranllcmcnls havc bccn

strear ined. The top management has bccn tightened and a numbcr of

deficiencies in the bank opcrations rectified. Aüdited annual a.counts arc

now available on a timely basis and a morc soundly bascd comprehcnsivc

computerization program has bccn establishcd. Mosl importantly, thc

bank has instituted a forwiiLrd'looking strategic plan to make it more

efficient and cost effcctive.

The main priority of the bank is to s[engthcn ils capabi]it] lo rcgrilarly

conduct on-site inspections and monilor and evaluatc finiulcial institufions'
intcrnal dsk üanagement systems to ensure confomitt lo on going c|pital

adequacy and other prlrdcntial requtemcnts. The Boll has bcgun lo
implement short-term measurcs lo strengthcn and cr?and its supcnisory

capacities. These measures includc:

. Recruitmcnt of new staff and thet fraining;

. In(Teaßing lie frequmcy of on_site ilspcctions of conrlll(Tdal banks;

. conducting audits of suspected wcak or mis'managcd banks

and the taking of action to closc or Tcmporarily susp(ud
operations of insolvcnt bänks; and

. Placlng some weak banks on stricl pcrformance plans inft'nded

to retum thcm to full compliancc wilh prudcntjal rcglrlations

Commercial Banks
Commercial banks dominate the financial scctor and accounl for over 90
per ccnl of the assets of thc banking system lhc) arc responsible for

providing banking facilities to thc public and opcratL' the patrncnts

mechanism. The commercial bank system consists of th(l indi,lcnous

comnercial banks (dominated by the Uganda Cornm(lrcial Bank Ltd dnd

Centenary Rural Developmenl Bank Ltd) and thc lorcign banks
(dominated by the Standard Chartered Bank I-td). Xlost conmcrci{l

bdn l i ng  Iac lh l j cs  a rP ,on rcn l rö led  i n  u rbdn  d red \ .  H . \ \ ' \ r ' r '  l $o  n l  l h '

local banks (Uganda Commercial Bank Ltd and thc Ccnlenary Rural

Development Bank) have an extensive branch network across the counlrt.

One forcign bank, thc Standard Chartered Bank Ltd has rcccntly txtendcd

its operations by opening upcountry branches

Thc connercial bank sub_scclor is now much strongcr as a result ol thc

closure of four insolvcnt banks, a consolidation ol balancc shcets of

banks and the improvcment in thc supervisory capacity at Bimk of

Uganda. TotaLl deposits incrcascd by 50 per cent from Ug Shs (i69.9 bjllion

at the end of l{198 to 1,004.{J billion at the end of tht' filst qüarlcr (}f 2000.

As a ratio of GDP, commcrcial bank deposits increascd liom 2'1.8 per ccnl

in 1997/98, to 25.9 per cenl in 1998/99, and 2B ;1 pcr cent in trlarch 2000

Financial savings defined as total tlmc and savings deposits in thc

banking system have stcadily increascd by 139 pcr ccnt from Ug. Shs.

128.6 billion duing 1994/95 to Ug. Shs. 306.9 billion du ng 1{l{)9/{X).

Over the period 1995 99, dcmämd dcposits grew by an average ()1 l I 0 pcr

cent- Savings and time deposlts increascd by an averagc of I:j 9 pcr ccll
and 27.3 per cent, respectivcly. Between I998 and 1999, demänd deposirs
increased by 17.,1 per cent ftom Ug. Shs 374 56 billjon to Ug Shs.'1:19 6r
billion. Timc deposits dcclined by 16.9 per cent from l]g. Shs 21 5 3 5

'I-he Financjdl sewites lndusary



bitlion ro ug. shs 178.94 billion over the period 1998-1999. savings
deposits increased from Ug. Shs 12L87 billion to Ug. Shs. l4:1 77 between
1998 and 1999, an increase of 18.8 per cent. Figure 2 shows the trends in
the demand, savings and time deposits over the period 1995-1999.

Fvure 2: Uganda; Deman4 Savings and Time Dewsits 1995-1999

J; 3oo

I 2oo
E Demand Deposits
! savings Deposils
E Tme oeposils

100

1995

Credit Institutions
There are 8 credit institutions operating in Uganda. Theyplay a major lole
in mobilizing resources and financing investments. They are all privately
owned, except the Housing Finance CompaDy of Uganda and PoslBank (U)

Ltd. (see Appendix I).

Development Banks
Development baDls a-re responsible for mobilizing external funds from
international, goverrrmelt and non goverünent agencies, which aLre then
Ient out for long telm projects in a$icultuje, industry, and infiastructural
development. They havc been able to mobilize substantial resources in the
form of coifinercial and concessionary loans, grants and erport credit
from intemational institutions and other aid agencies. These include
among others the -African Development Bank, the OPEC Fund, the European
Union, the Lhited States Agercy for International Development (USAID),
the Norld Bank and the Swedish, Norwegian and Shiss Governments-
Currently, there are 2 development baDks operating in Uganda, namelt: the
East African Development Bank (EADB) and Uganda Development Biük
(UDB). The East Aftic.m Development Bank, whosc headquarters are in
Kampi{a, is a regional bank established by Kenya, Tanzania and Uganda.
Besides the founder states, the bank's shareholders include, the Aftican
Development Banli, Stanbic Bank, Barclays Banl, Standard Chartcred Bark,
a consortium of Yugoslav institutions, Commcrcial Bank of Africa
(Naüobi), P.K. Banken-Stockholn, FNIO Netherlands, and DEG-Gcrman)'.
The bank prolides medium and long-term loans ranging from USS 200,000
ro USS 5,000,000.

The Uganda Development Bank is slate-ormed, änd its funding is from
govemnent and lines of credit from international lending institutions. It
pro\,jdes financing in the form of dfect loans, co financing. special fruld
loans, trust fund loans and leasing.

The Development Finance Compan)' of Uganda (DFCU) prolldes equily
capital as $ell as medium and long term loans for manufacturing and
commercial agriculture ranging befireen USS 50,000 and USS i million.

Ihe llnanLtul \e^ trr\ lnJuet)



Its current shareholders are the Government of Uganda, the
Conmonwcalth Development Corporation (CDC), DEG (Germany) and the

Intcmational Financc Corporation (IFC).

E opportunities in the Banking sub-sector
. Establishment of more commercial banks in rural areas;

. Development of an agricultural bank to provide financing to
the agricultural sector;

. Establishment oi developmenf banks to ptovide softer
mL.dium tcrm loans to investors in the industdal sector;

. xlortgage linancing lo cncourage collateralisatioD of loans and
mobilizatiol of savings; and

. l{crchant banking for advisory services and wholcsale
banking.

Privatization of Uganda commercial BaDk Ltd (UCBL)

Thc GovcrDment is committed to the pdvatization of Uganda Commercial
Bar i Ltd through the sale of.19 per cent shares in the bank. The buyer ol
the sharcs is rcquired lo maintain the branch network of the bank and not
to rescll thc shares before thc lapse of two years. The Bank of Uganda is
now responsiblc for UCBL's pivatization.

Pdvatization of Uganda Development Bank
Govcfrment through the sale of its shares will pdvatize Uganda
Delelopmcnt BaDI(: 30 pcr cent to a strateglc investor; 30 pcr cent to a

Nluttinational F'inancial Investor and :10 per cent to the general public

Insurance
The Insurance Statute of 1996 govems the insurance sub sector, which is
still underdeveloped, and is supcNised by thc Uganda Insurance
Conmlssion. The sub_scctor is characterlzed among others by: - low level
of insurance appreciation by the public; 34 per cent levcl of insurance
brokering whcre more than 60 per ceDt of brokers business is undcr the

control of one broker; about 70 per ccnt of the insurancc market is under
thc control of .1 insurance companiesi professional loss assessment
scnrices are inadcquate; actuarial seNices are absenl and insurance
setvices arc concentrated in urban aleas.

The insurancc industry is liccnsed, regulated and stieaniined by the
Uganda Insurance Colnmission as per the Insurance Statute of 1996. The
supervision of the insurancc indusüy is set to improve with the
progressivc cnforcemenl of thc Insurance Statute, 1996. The insurancc
industrl is largelt underdeveloped. As at February 2001, there wele 15
insurance operators categodzed as: 1l covering non life insurance oily
and ,l covcrine non-life and lifc insurance. There wcrc 28 licensed
insurance brokers catcgodzed as: .1 for non'life insurance only, 19 for
non lifc and life insurance, 2 for loss assessment, and 3 for insurance
surveyors and loss assessors (scc, Appendir 1).

Oul of a gross premium of approldmately Ug. Shs :]0 billion, Shs 3l billion
and Shs 33 billion for 1996, t997 and 1998, respectively, life business
constituted appro\imatcly 12 per cent, I per ceDt and 12'per cent,

Ihc hN^t.11 \ttut.t\ lnlust^



rcspectivcly, of the $oss premium. lhere is thercforc a grcat need to re,
activate life assurimce business in thc country not only for its social and
economic secuity values to the policy holders but also for a greatcr
mobiüsation of investible funds for thc money rnarkets and insurcrs' own
investment. Insurcrs will nol only bc important for thc risk-taking
function but rvill also bc able to make an impact on thc cconomic life of
the nation. Indeed, if life assuancc with rcnovated or new products was
rc-activatcd and facilitated, it is estimated thal the current annual market
premium volume would ar least doublc to approximately Shs {16 billion.

Sin(e 1990, a govemmcnt parastatal, National lnsluancc Corporation
(NIC) has becn compcting with private insurance companics for
govcmmcnt busincss. NIC is due for privatization, which creates an
investment opportunity. Thc insurance industry has limitcd covcrage.
Most insurance companics arc in General Irrsurancc and Lifc Assurancc.
Enginee ng and liability insurancc is underdcvebpcd. Thc insurance
markct does not provide aviatioll, marinc hrrll, agricu]ture, livestock and
crop insurance- J.ife and pension products arc hardly availabkt. Social
insurance for inslance education, health and funeral expenses arc totally
lacking. Whereas most companics meel the sfatutory capital
requirements, thc lcvel of capital slill requires cnhanccmcnt to cnable the
companics takc sizcablc sks, uplift thef retention, as wcll as providc
social and ag culturc insurancc.

Inveslment Opportunities in the Insuraüce Sub-sector
Currcntly, there is no single re'insurance compary in tJgimda. Thcrc is,
therefore, a necd for the provision of rc insurancc servrces fo cncourage
retcntion of prcmiums as wcll as build capacity in the indusfry.

I Ihc on going structural adjustmcnt programmes implemented by
the government provide prospccts for dfvelopmcnt of insurancc
given fhcir complcmentary role in:

. Improving the population's lncome levels;

. Accomplishing the modernization of agricultut:e;

. Promoting trade and industry.

Privatization of National lnsurance Corporation
lhe gove[rment is also committcd to the privatization of thc Nationa]
Insurance Corporation. 'Ihis will be done by srlling 100 per ccnt shares to
strategic invcstor who, within tvro years is expecfcd l() sell 20 pcr cent of
the sharcs to lhc general public; 29 per cent to a ljgandan institutional
invcstor. After lhe lapse of two years, the strategic invcstor is expectcd to
rctajn 51 per ceDt of the shares.

E Thc o[ going reconstruction prograrnmc providcs prospects fbt the
growth ol conslruction insujancc wrth their altendant liabilities.
Significant in this area is the construction of h)dropower dams,
bridges, and hea\y industdaü projects such as the Kasese Cobalr
Project, roads and hospitals.

E Opportunities exist as a result of overhauling thc existing laws
rclatrng toi

1 0 'fhe 
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. Workmen's compensation; it is now a legal requirement for all
enterprises to provide their workers with this kind of cover;

. Motor Third Parry Liabiliry;

. National Social Security Frnd; a[d

. Ta\ation.

O Thcre are also social factors which cnhancc the prospects for the
insurancc industry:

. A growing population which is a ready markct tbr life, hcalth
and other personal insurancc;

. Increasing literacy aided by thc uni\rrsal cducalion
progamme which will enhance appreciation of the role and
value of insurance services;

. Poverty alleviation progrannes which are e}Qected to uplift the
standards of living which should in trun incrcasc consciousncss
lo nsk and hcnce lh" qupsl lbr insurar( c

fl Provision of technical ancillary serviccs in aruas likc brokcragc and
acturial loss assessment.

E Provision of life policics and other innovalive assurances ljte
agriculture and medical schemes.

Procedures for establishing an Insurance Company
(i) A minimum capital requiremcnt of Lrg. Shs 2(X) million in case

of life or non-life insurance business for a local company;

(ü) A minimrün capital requtuemenl of llg. Shs 500 million in casc
of re-insurance business for a local company;

(üi) A minimum capital rcquirement of Ug. Shs 1.0 billion in casc
of life or non life insurance for a foreign company;

(iv) A minimum capital reqrxrement of Ug. Shs 2.5 billion in casc
of re-insuramce busincss for a foreign company;

(v) Thc paid-up capital of an insuler must be invested in such assets
in Uganda as the Central Biük shall approvc and should consisl
solely of ordinary shares each of tfhich has the sitme vitlue;

(vi) Every insurer shall transfer each year a sum of ; per cent of
the profits to facilitate capital base gro\rth;

(vii) Should be membeß of the Uganda lnslrancc Association;

(viü) Must have a sccurity deposit in Bank of Uganda of ar least llg.
Shs 20 million; and

(ix) Iuust have cleared all COIIESA dues.

Leasing
A modcm finanoal sector possesses nct\' financial produ(s and sen ices such as
asset leasing and vennfe capital activities. In Uganda, there is no provision lör
lcasing companies and the existing leasing company operates under thc urnbrella
of the Companies Act. For instance, thc cxistjng Hire-Purchase Lrw does not
recogfze the modem concept of leasing; cunendy upon the completion ol the
contmct, the user can ptuchase the asset fbr a nominal amounl while rmdcr a
standard leasing agre€ment, thc asset worild revef to thf ktssor.

t ht t:indn(iul Seftices Indunry I I



Asset leasing is a spccialized financial seNice whosc opcrations have far

reaching implications on taxation, liabilitics and investment in(entives

The Financiat Institutions BiI, 2001 spells out guidclines governing thc

operations of new financial products such as asset leasing and venture

capital activities with particular emphasis on the ta\ation arrangements
and obligations of the varrous stakeholders such as the lessor and lessee

i! asset leasing transactions.

The first leasing company to operatc in uganda was cstablishcd in 1995.
The Development Finance Company of Uganda Ltd. (DFCU) acqurrcd 100%
of Uganda Leasing company Ltd in 1999 to fbrm DFCU l-casing. Leasing is
an alternative mcans of financing plant, equipment and busincss rvhere
DFCU Leasing (the lessor) buys and owns equipmcnt sclcctcd by a
business customer (the lessee) and allows the lessee posscssion and use
of that equipment on payment of specified monllily rcntals over an
agreed period. Leasable items include any assct of a durablc and
identifiable nature for examplc plant, equipment, machlncry, and
corirnercial vehicles,öusiness cars. To datc, DFCU Leasing Company I-tcl
has leased equipmcnt to the tune of Ushs. 1.1 billion, l{hich has
substantially boostcd development of companies involved and, the
portfolio continues to grow steadily.

capital Markets
The Capital Markets Authority (CllA) lvas sct up by the CNIA Stalute No.
1 of March 1996 as an autonomous bodv under the \Iinistry of Finance,
Planning and Economic Developmerll. The CNIA was cstablishcd among
others, to ensure investor protection, approve issue of securjtlcs, liccns{l
market intermediaries, investor compensatjon firnd amd ensüe lair and
elficient markets. With thc introduction of the CMA, investors are able lo
raise capital thiough the sale of shares to the public. Capital markcls pla'

a number of roles which include: raising long tcrm capital; mobilizalion
and channeling of local savings into productive enterp ses, providing

alternative long telm finäncing and allocation of capital to areas of
greatest rctrun ln an economy,

The capital market is a recent development in Uganda. The govtlfrment

enacted primary securities legislation through the Capital Nlarkets
Authodty Statute of 1996 and its subsidiary regdations conceming the
licensing of broker/dealer and stock exchangcs, prospectus lequilremenls
and securities issue and trading nrles. The securities rcgulator is the
Capital N{äLrkets Authority (CNtA). So far, the CNfA has licensed 1 I brokers
and 12 investment advisors and approved the formation of the Uganda
Securities Exchange (USE) to operatc a slock exchange in the count4. To
date, the USE deals in thc following products: - East African Dcvcbpmenl
Bank bonds, PTA bonds, Uganda Clays Ltd. shares, Treasur) Bills and
shares of the British American Tobacco (U) Ltd and shares o1 the Last
African Breweries.

The pdmar), market for securities is limited with minimal isstlt' of
securities including government debt amd treasüy bills. The number of
companies that have been or are about to be privatized r,lill incrcäse the
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mrmber ofproducts to be listcd on the stock exchange. 0n the other hand,
Uganda's secondary market is very illiquid with limited lrading of equitics
and fi\ed income securities for instancc, Bonds, Treasury Bills and
Govenment promissory notes- Horvcver, the liquidiry is expectcd to
improve as the [umber of products ]isted on the exchange increases.

tr Opportunities in the Capital Markets Sub-sector

. Brokeragc, sales and tracking seNices fims r|ith inlernational
expcdence and nctwork;

. Invrslmcnt Advisors and Asset Managers lo mobilise capital
(savjrrgs) lor the market;

. Dis( ()uit houses for making a market and securitics lhercby
dc\ cloping a secondary mitrket for those securities;

. Undenvriting of sccurities;

. Thc capital markct should play a lcadlng rolc in thc
development ol the whole ol the linancial sector. lt provides
lhc lntcrfacc necded within the industry and plays a major
rolc rn thc mobilisation of major, stratcgic and largc proiccfs.
It is also important in the ongoing liberalisation and
pdvatization processcs; and

. Establishmcnt of a collccoon, dcpository and scltlelnml system.

E Regional Cooperation
Tremendous progrcss has becn made in the area of regional (ooperation.

The three regulatory authoritics of Kcnya, Uganda and Tanzania signcd a
memorandum of underslanding in 1997 and sct uD an umbrclla body
known as thc East African N{ember States 54aurit ics Regulatory
Authorities (EASRA). The EASRA secks among othcr.t lo:

. introduce cross bordcr listings of sccuritics;

. harmonize thr Iegal and regulatory framcwork;

. set disclosurc, financial and accounting fiamework; and

I develop capital markcts in the region.

The objective is to harmomzc lhe regulation amd developmcnt of capital
markets in the East African rcgion lcading to conrmon training and conduct of
business standards, änd ooss border listing of compmfcs within thc rcgion.

O Collective lnvestment schemes
To broaden the choice of invcsrmcnt vehicles, involvc thc gcneral public
in the process of investing in securities and to enable the majority of
Ugandans to participatc in thc on-going p vaTization, thc collecfivc
Investment Schemes (CIS) Bill has becn approvcd by Cabinet, and is
awaiTing debate in Parliament. ln addition, the Capital Nlarkets Autho ty
(CNIA) has draftcd regrilations covedng Unit Trusts and Open Ended
Invcstmcnt Companies (OEICS) to give effect to the draft CIS Bill.

0 MTN Uganda Lrd proposal for a Note Issuance Programme
trlTN Uganda Ltd's project to inlroduce a Ushs. 12.5 Billion Note Issuance
Programme is at an advanccd stage. The progranme has a duation of Il
years over which the N't fN NoIc !\,ill be issued in tranches dictated by the
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company's capital needs, invcstor appetite and maiket conditions. lhe
MTN Note Issuancc Programne will carry a guarantec administered by
Swedish Intcrnational Development Agency (SIDA).

D Policy Incentives for the Capital Markels Sub-sector
The Govemmenl has put in place policies and proccdurcs that will attract
foreign investors to Uganda's capital markcts. Thc rcmoval of exchange
controls and thc libcralization of the capital account are some of the
cxamplcs. In addition, fiscal incentives to cniance overall market
devclopment, especially aTfracting thc supply ol products on the Uganda
Sccurilies Fxchange, are being discussed wilh the Ministry of Finance. So
far, the government has grantcd cxemptions oo stamp duty for:

- the transfcr of shares listed on the exchange; amd
- fhc incrcase in share capital fbr (:ompanies incrcasing their

capilalization in order to meet listing requir(lncnls.

Other applicable tiL\es include:

1J % withiolding tax on both dividends and iuterest on debr
sccuntrcs;

- reTail investors arc cxcmpf from capital gains tax; and
- 30% corpor te t&\.

Pension and Provident Funds Sub-sector
Thc pcnslon industry is a vcrt' important ingredimt in thc devdopment of the
financial services sector. Curaendy the Uganda pension indusfy is monopolised
by a nationail compulsory Fovident fund-National Social Security Fund (NSSF),
but plans arc lmdcr r\'ay to libcralizc thc scctor. Although there are private
pcnsion schcmcs, Iargd) i\ith multinational companics and parastatals, theJe
is no legäl imd rcgulatory ti nework for the promotion and rcgulation of
private schcmes. Local assels and funds rnanageme operations are very
minimaü or iilmost non. existent. Most multinational companics and
governmenr parasfatals havc outsourced thc activitics with off shores or
Intcnational Assct Managemcrt fEms. The sector can play a big role to help
generatc intcrnäl investmcnf through mobilization of savings that can be
chafireled to the money and capital markets.

O hvestment Opportunities in the Pension and Provident Sutlsector

Devek)pment of lüral, private irnd public pension and providcnl
fi]nds managcment.

Libenlization and dre Pension Fund Market
Thc Govcrnmcnt in rhc fiscal ycar 2000/01 committed itself to the
liberalizalion of thc pcnsion fund scctor to allow companies to choose
thcir pcnsion provlders. Ihis will allow new entrants into the pension
market to compele with lhe National Social Security l-und.

L) Establishment of Private Pensions
Private pcnsions arc schcmes into which individuals and institutions
cont bute on a volunlary basis. These pension funds offer additional
future seclrrity and peace of mind for the investor and can relicve the
stäte of some of thc burdcn of having to provide an ever growing, elderly
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population which is unablc fo provide for itself. Cuücntly, in Uganda the
private pension market is very rnuch underdevekrped. Or y a tiny
percentage of the population makes private retiremenl plans. Very f.ew
institutions have a sccond private retfemcnt/ptovident fund, which is
over and above thc statutory NSSF contribution. There is therefore an
investmcnt opportunity for setting up private pension plans.

PROCEDURES FOR ESTABUSHING A FINANCIAL INSTITUTION AS
CONTAINED IN THE FINANCLAJ, INSTNUTIONS BIII 2OOI
(ai A company proposing fo transact or cany on business as a financial

institution shall apply in w ting to the central bank for a licence.
(b) An application for a licence should have the follclwing information:

(i) Thc name and addrcss of the proposed tinancial institution;
(ii) The directors and shateholders;

(iii) Thc nationaliry of the directurs;
(iv) The nationality and sharr:holding of cach sharcholder;
(v) The proposed location whcrc the financial insritution is going

rc operate trom;

(vi) The estimated numbcr of pcrsons to be cmploycd;
(vii) The qualifications, e)..perience, nationality and other relevant

plLrticdars of the proposed managenent and staff;
(viü) The capital structurc and earning prospects of the financial

institution;

(ix) A busincss, financial plans and caming forecasts for at Ieast
thrce yeais; and

(x) Any other information rclating to thc viability of the financial
institution or oTher matters as the applicant considers
rclevant b his,/her applicatioD.

(c) The applicant shall statc thc class of financial institution in which
helshe seeks to be licenscd.

(d) An application shall be accompanied by thc memorandum and
articles of association, the c(:ttificata ol incorpotation and a
certified copy of the board tesolutjon authorizing the prepatation
rnd subrtus\i(,n ol tha appL(dtion.

All banks are rcquired to maintain a minimurn unimpaired capital of Ug.
Shs 2.0 billion while Gedit institurions are requircd to maintain Ug. Shs
1.0 billion. Banks will bc required ro maintain Ug. Shs ,1.0 billion by the
year 2003.
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The Uganda Invesment Authority (UIA) is a Goveruneut body, which was
established to proBote atrd fadlitate iDvestoelt in Uganda. The 1tL4 helps
investors to:

. Obtaür necessary irformatioD on invesment in Uganda.

. tmplement their ploiact i4eas though professional advice
alrd assistance irl locatiDg relevant proiect support services.

. Issue the necessqry investmeDt licence and helping investoß
to secure secondary lice[ces and approvals e.g. work permits'
tradjng licences, etc.
Arrange contacts fo! an investor and organizing itineraries for
!'tslting foreign Elsslons withln the country.
Seek joint ventue parmers and liDking with possible funding
agencies.
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Apryndix I: Credit Programmes at Bank of llganda
The Devclopment Financc Dcpartment of Banl( of Uganda cunently
manages fivc credit progrämmcs, $'hich promotc dcvelopmcnt in the
agdcultural, industdal and seNice sectors.

0 European lnvestment Bank (EIB]-APEX private Sector loan
Thc EIB Apex hogramme has a primary objectivc of promoting the
colürtry's economic development by cncouraging and facilitating new
investments and grov,/th of p vate sector enterpdses in key sectors of the
cconomy. The invcstments financed under the prograrme relate to new
projccts and e&ansion, modernization, rcsffucturing and diversification
of cxisting activitics in the following arcas:

. Agro industiy;

. Manufactuing;

. I{orr i |ultur. and f lower gr6rylng;

. Fishing/fishprocessing;

. Ilotels and toulism;

. Nlining and quairying;

. Service projects whose activities are related to the above
scctors, including tramsport, warchouses, machinery rcpai$
and service, workshops, garbage colleclion iimd disposal.

0 The Development FLEnce Fund (DFF)
Thc DFF was established in 1986 to provide medium term credir facilities
to thc following sectors:

. Agriculturc;

. Forestry;

. Animal husbandryi and

. Agro industdes including manufactuing and distribution of
agricultural inputs.

Ll The Bank of Uganda Exporr Finance Fund (EFF)
Thc EFF has three major objectives:

To cxpand the export base;

Incrcase the country's foreign e{change earnings; and

Ensure sufficicnt credit resources are made available to meet
crcdit needs of exporters of Non-Traditional Exporrs (NTES).

Eligiblc activitics under the scheme include:

Pre-shipment crcdit facilities against an expofi order or
contract to meet working capital requirements;

I'ost shipment crcdit facilities to replenish thc cxportet's
working capital requüements during thc intervening period
bcFrccn shipment of goods and realization of proceeds; and

Nledium-term loans to exporters for invcstmcDt in
infiastructure such as cold storage, ware houscs, (leaning,
drying and packaging facilities.
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fl The Export Promotion Fund (EPF)
This is a fund which is a component of thc Aper loan schcme and
provides loans to cxporters. The activities fundcd under the schcme
include:

. Export markcting studies;

a Vdnag'.mcnl dnd stdff rrdirungl

. Hirc of sales agents or rcpresentatives abroad; and

. Production ofpubli(ity or promolional matedals for exporting
companics.

B Cotton Sub-sector Developmenr Project (CSDP)
The CSDP ocdit programme has thc objective of in(rcasing cofton
production in thc country by providing crcdit to farmcrs and tradcrs. Ihc
Bank of Uganda and thc World Bank introduccd dircct wholcsaling of
Gedit to thc Cotton Dcvelopmcnt Organisation (CDO) and thc Uganda
Ginncrs and Cotton E\portcrs Association (tlcCEA) for thc supply of
sccds and pcsticides fo thc cotton growcrs.

CR-EDIT REIATED PROGRAMMES
The Dcvclopmcnt Financc Departmcnt ol Bank ol Uganda managcs and
coordinatcs a numbcr of crcdit rclatcd prograrnmes thal aim al improving
crcdil dclivcry systcms and access by thc rural population to viablc and
sustainable linancial services. Thcse incluclc:

The African Rural and Agricultuial Credir Association (AFRACA)
AIMCA/GTZ fundcd linkage Bitnking Progrannnc ainN at cstablishing a
fin.mciaü relationship bctlvccn cxistlng SclfrH(,lp croups (SI{cs) md
formal financial institutions. It involvcs thc nurrudng of these goups to
save an agrced sum ol moncy on a regular basis over a p(yiod of time
with a bank of their own choice. Thc bänks iu'c in fturr erpccted to givc
loans to the SHGS ds a propotion of thc amounl saved.

The Cotton Sub-sector Development Projecr (CSDP) Capacity
Building Programme (CBP)
CBP was established by thc Uganda G)vemmcnt for dcvdoping Mi(ro
Financc Institutions (M[Is)/ Rural linimcc hsritutions (IlFIs) capaciry to
providc birnking services io fhe grassroots. It involves the training of MIls
staff and thcf clicllts, in addition to the provision of inventory to ther[

The Gender and Economic Reform in Africa (GERA)
A Canadian bascd No h'Sourh Insritutc lunds cERA-the aim of the
prograrnmc is to suppofi research, trälning and advocacy projects
that will transform economic policies and proccsses fiom a gcndcr
perspcctive.

D The Uganda capacity Building Aclivities for Women Financial
Intermediary Organizations under the International Fund for
Agricultural Development (IFAD)
The main objcctivc of the programm('is to build capacity of the
Rüral Financial Intermediaries f(J inl])rov(, the outreach of

tr
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beneficiary entities in extending credit and mobilisation of savings

to the rural women,

The Rural Financial Services Component (RFSC) under the

DANIDA Funded Agricultural Sector Proganme Support (ASPS)

Lack of access to financiat seryiaes has been identified as a key

constraint to the development within the small holder production in

Uganda. The main obiective of this component is to provide

technical assistance and financial suppolt for the promotion of
viable rural financial institutions to develop an efficient and

organised channel of delivery of financial services to the rüal areas.

Ereon qedit Guarar ee Fund (ECGF) Furd€d bv tISAID/Bank of uganda

BoU,4CGF, which is ftmded by USAID and Bank of Uganda, offers
assrüance to commercial banks/credit instithtions to lend to the

exporters of Non-Traditional Exports (NTES) who do not necessarily
have adequate collaterat/security normally demanded by traditional

banks. The ECGF supports the operations of the Export Finance

Fund (EFF) and futher induce banks to participate in fitancing the

export sector by covering part of their credit risk

tr
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Appendix II: Einancial Institutions as at 22nd SefrembeL 20OO
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Non-Banking Finance Credit Institutiont
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Appendix II: Licensed Insuranee Comrynies and brckers as at 8th
Febmary 2001
INSURANCT COMPANITS
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NOTES
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Investin

for thc inlbrmltion ol prospective investors.
Each title in the series deals with a particular industry providing a
gcncral ovcrvicw; detailing developments; and suggesting potential
investmcnt opporlunities. Titles curcntly available arc:

@
@
@
@
@
@
@
@
@
@
@
@

UGANDA INVESTMENT AUTHOFITY
THE NVESTIT,IENT CENTRE KAMPALA

@
@
@
@
@
@
@
@
@
@
@
@

Floriculture

Forestry

Fruits and Vegetables

Fish and Fish Farming

Livestock

Mining

Cotton and Textiles

Edible Oil

Foods and Beverages

Leather

Dairy and Dairy Products

Electronics

Packaging

Pharmaceuticals

Metal and Metal Pmducts

Iron and Steel

Building and Construction

Energy

Storage

Tlansport and Communications

tr'inancial Services

Health Care

Tourism

Education Services


