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ABSTRACT

The study evaluates the extent of financial intetiaon in Uganda under the country’s policy of momic
regulation that lasted from 1962 to 1986. Six Maga in ratio forms are identified and used asntteasures of financial
intermediation. These are the currency ratio, #t@ rof narrow money to broad money, the ratio afrow money to
Gross Domestic Product, the ratio of broad monegitoss Domestic Product, the ratio of private sectedit to Gross
Domestic Product, and the ratio of private sectedit to total domestic credit. The analyses arantjtative and

graphical.

The findings show that along the span of researdbganda, there was a great deal of undulatiohaérektent of
financial intermediation, that the government hadréasing recourse to public sector borrowing whiohstrained the
level of bank credits extended to the private gedtmt in general, the extent of financial intediag¢ion in Uganda was
relatively larger in 1962 than in 1986, and that tholitical crisis, which lasted for a considerapkat of the research

period, affected the development in financial intediation in the country.

In order to improve on the extent of financial mbediation or the overall liquidity of the Ugandeconomy, the
study recommends as follows: expanding the readheofinancial institutions in the country throutite adoption of the
rural banking scheme and promotion of the increasedof technology in the delivery of banking seegi strengthening
the financial sector regulation by bringing theiaties of the non-bank financial institutions umdegulation; maintaining
the strong supervisory role of the central bankniBaf Uganda) and guaranteeing its independenceugtr less
governmental intervention in its activities and gi®ns; and maintaining the stability of Ugandantity by ensuring that
Government’s political opponents are not undulyabsed, freedom of the press is unfettered, ande&péaying field is
provided for the conduct of free and fair electioss as to avoid a relapse to political crises thiéfected financial

intermediation in the country.
KEYWORDS: Financial Intermediatiorconomic Regulation, Economic Deregulation, GrosmBstic Product
INTRODUCTION

There has been the quest for continuous improvesriarthe standards of living of the various soeetf the
world. One of the developments that has been okddnvhave affected the standard of living in alnadissocieties of the
world is the advent of money and modern bankingprRo the emergence of money, most societies lifferent ways
through which they preserved their wealth. Asidealite preservation, little of finance or banking koplace in those
traditional societies. People rather met theirrizial needs mainly through personal savings anetassposal, as well as

through occasional borrowings from relatives andnfils. The dawn of modern banking changed it @bpfe began to
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keep their money with the banks, which in turn begalend part of them out on interest; thus thigiorof financial

intermediation.

Over time, financial intermediation has assumedeiased importance due to its expanding impactherther
sectors of the economy and on the overall welfdréhe residents of the countries; thereby attractime interests of
governments in the form of regulation. The approaththe various governments of Uganda in the cgumitfirst
twenty-five years of political independence (19621886) was the use of enhanced regulation to ertber safety and
soundness of the country’s financial system. Thémifiested in such policies as interest rate reguist fixed exchange
rate system, controls of capital and current actsyumon maintenance of domiciliary accounts bydesis, amongst
others. The approach lasted till 1987 when thegmtegovernment adopted the country’s Economic RegofProgram
(ERP) which was predicated on the deregulationléngdalization of the economy and, particularlg financial system.
The present study, therefore, attempts to evaltteextent of financial intermediation in Ugandaden economic
regulation. This is important as the issue of imyproents in the standard of living in Uganda hadobee critical at the

end of the conflicts in 1986, given the devastatiwat took place in the country in the course efupheavals.
OBJECTIVES OF THE STUDY

The objective of the study is to evaluate the extdrfinancial intermediation in Uganda under trauetry’s
policy of economic regulation that lasted from 19621986. It measures the extent of financial imediation in the
country over the period through the following sixykfinancial intermediation ratios: the currenctiadi.e. the ratio of
currency outside the banking system to broad morteg) ratio of narrow money to broad money, théraf narrow
money to Gross Domestic Product, the ratio of bmadey to Gross Domestic Product, the ratio ofgigsector credit to

Gross Domestic Product, and the ratio of privattéasecredit to total domestic credit.

The findings of the study would be useful to thev&oament of Uganda, and specifically its economaticy
makers and financial regulators, as it would previdsights into the impacts of economic regulatmmn financial
intermediation in the country, and thus assistgibieernment in its choice of economic policy direntiFurther, the study
would contribute to the body of available generalowledge in the fields of economic regulation amdaricial
intermediation (especially in the developing ecores)) which would hopefully present economists andre researchers

with the opportunities for further research asdpkere of human knowledge expands.

ECONOMIC REGULATION AND ECONOMIC DEREGULATION

Economic Regulation

Economic regulation involves the increasing usdasfs and other instruments of coercion to influetice
economic choices and decisions of individuals, bbokls, firms and even governments in a societyould be directed
to affect choices in demand, supply, prices, etith whe aim of improving the efficiencies in resoerrallocation and
utilization, and in income distribution. In term§ rice regulation, Pindyck & Rubinfeld (2006) caler it as a means

through which governments can limit the monopolwprs of firms.

The twenty-five year period (1962 — 1986) is regdrdas a period of economic regulation in Uganda.
During these years, the various governments puregeéntially the policies that furthered regulagiom most sectors of

the economy. In the financial sector, this reflddte such policies as interest rate regulationgdiexchange rate system,
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controls of capital and current accounts, non neaance of domiciliary accounts by residents, amborogsers.

These produced the set of economic conditions atalttiat are evaluated in the study for the pefi®82 to 1986.
Economic Deregulation

Economic deregulation, on the other hand, is tleemsing reduction in the role of government irectiy
influencing the economic choices and decisionsndividuals, households and firms in a society.sally involves the
gradual removal of the existing regulations in ésenomy. In terms of financial deregulation, Pa(@011) observed that
it has removed many of the distinctions betweenmensial banks and other depository institutionshie United States,
thereby allowing the commercial banks and non-bdegository institutions to compete in a wider ramgeending

business.

Post-1986 is regarded as a period of economic ditgn in Uganda. In 1987, the Government of Ugand
commenced the implementation of its policies okfdization and deregulation of the country’s ecopowith the
enunciation of its comprehensive Economic Reco®ngram (ERP). This marked the beginning of thegss of freeing
the economy for increased private sector partimpatlt involved the gradual deregulation of theriwas sectors of
Ugandan economy, such as finance, telecommunicatioring, amongst others. In the financial sedtagflected in such
policies as interest rate deregulations, floatifghe exchange rate, removal of the restrictionscapital and current

accounts, maintenance of domiciliary accounts kyr#isidents, and so on.

FINANCIAL INTERMEDIATION AND INTERMEDIARIES

Financial Intermediation

Financial intermediation refers to the mobilizatioh deposits from the surplus units of the econocamg
channeling of same to the deficit units of the ecop, as well as the provision of payment and satla services in an
economy. It is the process through which otherwd$e financial resources are mustered and invetstethieve growth,
while facilitating exchanges and transactions witand outside an economy. Mishkin and Eakins 2@&#pe financial
intermediation as the process of indirect finantengby financial intermediaries link lender-saverborrower-spenders.

That is, it is the primary route for moving funderh lenders to borrowers.
Financial Institutions or Intermediaries

Financial institutions or intermediaries are comparor firms whose activities are concerned mainith the
buying, holding, and selling of financial instrunterfirom which they derive the bulk of their incorf@&oldsmith, 1969).
Financial institutions could be distinguished by thature of their liabilities and ownership. Innbsrof liabilities, there are
two types of financial institutions: those whosabllities are essentially money (currency and ckedgposits), and those
whose liabilities are not money (but short-terrm@dium-term debts); while in terms of ownershigréhare usually the

government-owned financial institutions and thegely-owned financial institutions.

In general, the financial institutions intermediatween the surplus units and the deficit unitthefeconomy,

mobilizing deposits from the former and channebagne to the later, and making profits in the preces
Theories of Financial Intermediation

Traditionally, financial intermediation refers toet mobilization of deposits from the surplus upitshe economy
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and channeling of same to the deficit units oféghenomy, as well as the provision of payment atiteseent services in
an economy. Mishkin and Eakins (2012) define finanmtermediation as the primary route for movifunds from

lenders to borrowers.

Many questions have arisen in this regard: Whicbds really drive the financial intermediation pres? Why do
financial intermediaries exist? And, what are theemtial contributions of financial intermediatimnan economy, if any?
Several theories and their strands have been postiuby economists in attempts to answer all oresofithese questions.
These include the traditional market-based theafetsansaction costs, information asymmetry, ageand regulation,

and the evolving modern theory that is based dnmianagement.

The starting point of the market-based theorigh@sexistence of perfect competition in an econdmyhis state,
firms and households would interact through marketsd there would be no role for the financial intediaries.
Consequently, as Fama (1980) summarizes, undesttite of perfect competition (or in the Arrow-Debreorld),
financial structure would not matter, and interna¢idn would not create value. The existence ofrfiia intermediation,
therefore, would mean, and could only be justifigd the absence of the state of perfect competitioan economy.
Then, intermediaries would be useful in bringingesa and investors together, and in creating instnts that meet their

needs.

The first of the traditional theories is the theadfytransaction costs that is well stressed by éudnd Shaw
(1960). Given the fixed costs involved in assetl@ation, creation and trading, the intermediariesuld have an
advantage over individuals as they allow such cstse shared across their portfolios. The findriotermediaries then

act as coalitions of individual lenders or borrosvetho exploit economies of scale in the transagiimtesses.

The next of the traditional theories which seeksdiionalize the importance of financial intermeta is the
theory of information asymmetry. In a perfect markestate of perfect competition, savers and itoresvould find each
other, at no cost, in order to exchange savingmageeadily available financial instruments in amer that fully and
simultaneously meets the needs of both saversraedtors. This is because they have perfect infioman each other’s
preferences. It is in the absence of such infoanafinformation asymmetry) that intermediation ties, as intermediaries
strive to take advantage of their superior infoioratIn the real world of imperfect market, theimbite parties who
operate in the markets have insufficient informatio conclude transactions by themselves, henceebé for the services

of financial intermediaries.

The agency theory is yet another of the traditiothalories of financial intermediation that is markased.
As a result of information asymmetry (or for anpet cause), households would put their deposits tivéé intermediaries.
Diamond (1984) is of the view that the financialermediaries would then act as delegated monitarbehalf of the
ultimate savers. The agency theory could be uséavstigating nearly every contingency in the iiatdion of economic
agents deviating from what they would have dona market with perfect foresight and equal incemtife all agents.
But this pervasive nature of the agency theoryerhaps its greatest limitation, as it mainly expgaad hoc situations.
By being used to test only specific cases, therthbas failed to evolve into a general and coheesptanation of what

the basic functions of financial intermediariestie market and economy are.

The last of the traditional theories which attempmisexplain the essence of financial intermediatiorthe
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regulation theory. According to Kareken (1986), Gloart (1987), and Boot and Thakor (1993), the gadat soundness
of the financial system as a whole as well as tlec#nent of industrial, financial, and fiscal p@& are the main reasons
to regulate the financial industry. Furthermoree thctivities of the intermediaries inherently ask fegulation.
Financial intermediaries, particularly banks, bgithmode of operations, are inherently insolvert dliquid. Regulation,
therefore, is meant to positively affect the sotwerand liquidity of the financial institutions. Bvefrom the legal
perspective, La Portat al (1998) see regulation as a crucial factor thapshahe financial economy. However, regulation
may lead to market imperfection as it interferethwie intermediation process. For instance, reégulanay generate rent
for the regulated financial intermediaries as itildocurtail market entry and exit. Such market infipgetion enables
financial intermediation to thrive. However, thiebry suffers from some key limitations: it doe$ consider the need to
weigh regulation against some of its negative lydpcts, and it explains the functioning of the fio@l intermediary
with regulation as an exogenous force, rather tiging part of the financial intermediation procésslf. Some authors,
such as White (1984), Selgin (1987) and Dowd (19&8)e even suggested that unregulated financeree tanking”

would be highly desirable as it could be stable iafldtion-free.

The evolving modern theory of financial intermettiaf unlike those earlier discussed, is based eR ri
management. This has been fueled by a number dflgawents in financial intermediation over the pdstades.
During this period, the costs of transactions aridrmation asymmetry have substantially been rediligesuch factors as
deregulation, deepening of the financial markets, @explosion of information technology, amongsteosh Going by the
market-based traditional theories, these develongould have diminished the importance of finahitilermediation as
there would be a reduced need for the processifiaite of low transaction costs and equal avaitghof information to
all players in the market. However, and to the @mt financial intermediation has increased sigaiitly over the same
period. This has been attributed to the growthhim importance of risk management activities unéteriaby financial
institutions. These intermediaries deal in riskd aat in information per se; with information meréleing a means to the
end of risk management. They deal on financialisesvcreated for their own risk. Through this, tlagtyact savings from
the savers, and lend them to the investors, addihg in the process by meeting the specific neédavers and investors
at prices that equilibrate the supply of and dem@andunds. This is a creative value-adding intediaéon process, the
concept of which was introduced by Porter (198%ni8, which are one of the major financial interiagds, not only
transform deposits into amounts needed for finapc@al investments, they absorb counterparty fiskproviding loans
to entrepreneurs and duration risk by guarantekguidity to savers. Insurance companies, capitaikat operators, and
pension funds, the other major financial intermed& also provide and guarantee liquidity to sav8ome have argued
that the risk management theory appears to exgilaicontemporary financial intermediation role mitvan the traditional
theories. However, some gaps still exist. The theloas not fully explained the rationale for risk magement.
For instance, it has not provided answers to speftiic issues as to the types of transactions ttiege intermediaries

should directly engage in, and what specific vatube placed on their role.

The need for a revision of the traditional theoriek financial intermediation could not therefore be
over-emphasized. There has been significant tramsfiton in financial intermediation in the recergays. During this
period, transaction costs and information asymmétye drastically reduced, yet we have withessddemendous
increase in financial intermediation. Financial kets such as the stocks and bonds markets havengimowizes.

There has been extensive financial innovation whk introduction of new financial products, such \awious

| Impact Factor(JCC): 1.7539 - This article can be denloaded from www.impactjournals.us |




| 6 Charles Chidozie Ajaegbu |

mortgage-backed securities and other securitizedt@sas well as derivative instruments such apswad complex
options. Also, new products have been designedimindduced which are markets for the intermediatfemmselves,
rather than for individuals or firms. According $antomero (1995), these changes are difficult tocbenciled with the
traditional theories of financial intermediation iefn are more focused on functions of financialitn§ons that appear no
longer crucial in many developed financial systewtsi)e being unable to account for those risk-edadctivities that have
become the central focus of many financial ingting. It is thus risk transformation, and not tksalution of the
information and agency problems, that is at thetezeaf contemporary financial intermediation. Thiscounts for the
progression from the traditional market-based tiesdio the evolving risk management theory of faiahintermediation.
Nevertheless, the traditional theories of finanaiéérmediation remain very relevant in the deveigpeconomies due to

the immature states of their financial industrigisat is the case of most Sub-Saharan African cmstncluding Uganda.
CHOICE OF VARIABLES

Six variables in ratio forms are identified anddiss measures of financial intermediation in Ugafidese are
the currency ratio (i.e. the ratio of currency @lgsthe banking system to broad money), the ratinasrow money to
broad money, the ratio of narrow money to Gross Bstin Product, the ratio of broad money to GrosmBstic Product,
the ratio of private sector credit to Gross DonweBlioduct, and the ratio of private sector crealitotal domestic credit.
Some of these variables have been used in simdaners in the related studies earlier conducteith, Wwithin and outside
Uganda. Those relating to Uganda include Naler8g),%asule (1998) and Drale (2005), while thosether economies
include Calderon and Liu (2002) and Kar, Nazliogogl Agir (2011).

However, it s considered necessary to first brieffine the concept of the Gross Domestic Prod@&iR) as
well as identify the components of money, as theyubiquitous components of the financial intermaédn variables used

in the study.
Gross Domestic Product (GDP)

The Gross Domestic Product (GDP) refers to the atarlilue of all the final goods and services preduin the
country within a given period, usually a year (RarR011). It could be determined through threerapphes: the product
(or output) approach which sums up the values effitial outputs of all the enterprises in the ecoppthe expenditure
approach which sums the people’s total expendituréhe purchases of goods and services; and tt@macapproach
which determines the GDP by summing up the incoafiedl the productive factors in the economy. THeRscould be
nominal or real. It is nominal when it relateslte talue of final goods and services producedgiven year and valued at
the prices prevailing in that year, and real whenelates to the value of the final goods and sesviproduced in a given
year, but valued at constant prices (the priceslmise year). Thus, real GDP, unlike nominal GDRokes the impacts of
inflation or price changes in the computation oftiovaal outputs produced at different periods, thgremaking

comparisons much easier and meaningful.

However, given that the financial data in use avminal and that the financial intermediation valésbare in

ratio form, the nominal GDP figures are used indbmputation of the ratios.
Components of Money

According to Hyuha (1983), some of the componeiitsnoney are the currency outside the banking system
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demand deposits, and savings and time depositsifqeney). Thus, narrow money is the sum of theenay outside the
banking system and the demand deposit; while broadey is the sum of the narrow money and the savamgl time

deposits.

Currency Ratio, that is, the Ratio of Currency in drculation (CR) Outside the Banking System (Notesrad Coins)
to Broad Money (M2) i.e. (CR/M2)

The currency ratio gauges the liquidity of the fioml system. It could be used to measure the egfdimancial
intermediation in an economy as it gives an indiicaibf the magnitude of financial transactions the¢ carried out
outside its banking system. The more liquid an econis, the easier it would be to consummate fir@rcansactions
therein.

Ratio of Narrow Money (M1) to Broad Money (M2) i.e.(M1/M2)

The ratio of narrow money to broad money (M1/M2Xoabives an indication of the extent of liquidity &n
economy through the availability of cash and neashcfor the consummation of financial transactiofise liquidity
depicts the amounts of financial resources avalablthe residents, both for purchases of goodssandces, and for

investments.
Ratio of Narrow Money (M1) to Gross Domestic Produc(GDP) i.e. (M1/GDP)

The ratio of narrow money to Gross Domestic Proditt/GDP) is a basic measure of the size of tharfaial
system in an economy. It gives an indication of thlative size of the financial system as measimgtdhe amount of
currency-in-circulation and demand deposits in ¢éeenomy. The rise in the ratio entails the avalitgbof additional
financial resources to the residents for the pwsebaf goods and services, and for investmentde il reverse is the

case as the ratio declines.
Ratio of Broad Money (M2) to Gross Domestic Produc(GDP) i.e. (M2/GDP)

The ratio of broad money to Gross Domestic Prodi2/GDP) is considered as another good measure of
financial intermediation as it assesses, in a mabast manner, the financial depth or the sizéheffinancial sector of the

economy, by the inclusion of savings and time dipasthe money stock.

In line with the postulations of Goldsmith (196%¢e Financial Inter-relations Ratio (FIR) is coreied the
broadest measure of the size of the economy’s dimhsuperstructure and the relative importancésofinancial system
as a whole in the economy. It relates the econoffiyéscial superstructure to its real infrastruefuaind is obtained by the
division of the total value of all financial assetsa particular date (F) by the national wealté. (by the value of tangible
assets plus net foreign balance). The higher tRe fle bigger the financial superstructure, andrtioge important the

financial system is in the economy, and vice versa.

Hyuha (1980) canvasses the view that the finaraséts held by the government should be excluded the list
of financial assets that are used in determinirgfithancial superstructure as the volume of susletascould have been
altered by the government with little or no diffigu(for instance, it could easily and readily haverrowed from the
central bank). Thus, as specified by him, the fol@rassets held by non-financial private sectod which are considered

relevant in the determination of the financial sspeicture of the economy, include only the follogi
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e F1 = Currency in circulation;

 F2 = Demand deposits with banks;

* F3 = Savings and time deposits (quasi-money) watiikls;

* F4 = Quasi-money with the Post Office Savings Band#t other near-banks;

* F5 = Bonds, certificates, and bills issued by bané non-bank financial institutions;

* F6 = Capital accounts, accounting reserves, anegslud banks and non-bank financial institutions;
» F7 =Total life assurance assets or liabilities;

e F8 = Primary securities held by the private seaad

* F9 = Government debt held by the non-financial gtevsector.

Such that the total volume of financial assets hgithe non-financial private sector, F, is theiaod of F1 up to
F9:

F=F1+F2+F3+F4+F5+F6+F7+F8+F9.
The national wealth or the value of tangible asise#pproximated by the Gross Domestic Product (JGDP

Thus,

s
FiR =£,F._ / GDF
i=1
However, the present research limits the computaifadhe financial assets held by non-financiavate sector to
the available F measures (i. e. F1 to F3) due ¢outmavailability of data relating to some of théest F measures; a

problem that is usually encountered in such exesciselating to under-developed countries such asntg
Thus, M2/GDP would approximate FIR.

Ratio of Private Sector Credit to Gross Domestic Ryduct (PSC/GDP)

The ratio of Private Sector Credit to Gross DoneeBtioduct (PSC/GDP) is equally another good indicaf
financial intermediation, as it measures the retatize of the credit extended by the financiataysto the private sector

in the economy.
Ratio of Private Sector Credit to Total Domestic Cedit (PSC/TDC)

The ratio of Private Sector Credit to Total Domegiiredit shows the proportion of credit that theaficial
intermediaries in an economy have made availabieet@rivate sector. Its converse, thus, indiclitesextent to which the

private sector is crowded out of borrowing by tlublc sector or government.
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METHODOLOGY

Research Design

The study employs the ex post facto or retrospeatigsign to retrieve, record, analyze and intergeth to
evaluate the extent of financial intermediationUganda during the twenty-five years of regulatidnite economy,
spanning from 1962 to 1986. It is, thus, a retrotipe or time series research involving 25 annimseovations of the six
financial intermediation ratios, with a view to &wating the extent of financial intermediation imetcountry over the

research period.
Target Population and Sample Size

The records examined in the course of the studgtitate the research population. There are nirgioh records
for the twenty-five year period, from 1962 to 1986,respect of Uganda. These are as follows: Caygrém circulation
(notes and coins), Demand Deposit in the bankistesy, Savings and Time Deposit in the banking systotal Private
Deposit in the banking system, Total Credit extehttethe private sector by the banks, Net Credi¢rded to the public

sector (Government) by the banks, Total Domestedin the economy, Inflation rate, and Excharage.r

In view of the small size of the research poputatiall the nine records for the twenty-five yearipe
(1962 to 1986) are used in the study, thus ensuarifagy generalization of its findings.

Data Types and Data Sources

The study uses secondary data as it is an araf@salrch. The data are the financial statistic§genda, for the
period, 1962 to 1986. Given the ages of the rec@dme dating back many decades), the usual praebtgntimited
availability of data relating to developing couagilike Uganda, and the political crises which édd the country
during a greater part of the research period, ¢hevant data are obtained from diverse sourcesighr@xtensive library
reading (both physical and on-line), as it is n@tgticable to find all of the data in one or evefea sources. Thus, the
data are obtained essentially from the publicatiohsnstitutions such as the Uganda Bureau of Stes (UBOS),
the Bank of Uganda (BOU), Uganda’s Ministry of Fioe, Planning and Economic Development (MFPED) Whaeld
Bank (WB), the International Monetary Fund (IMFhdasome major international economic researchtinigtns such as
Index Mundi and Country Economy. Further, otheroselary sources of data, such as reports of somergment
ministries, departments and agencies (MDASs), rapaoift various financial regulators and institutions)published
technical and seminar papers presented at difféoeat unpublished dissertations, etc, are congutie¢he course of the

study as they prove relevant.
Research Instrument

The study uses the Record Sheet as its researchnment. It shows the following with respect to dda, for

each of the twenty-five years of research (1962%86):
e Currency in circulation (notes and coins);
» Demand Deposit in the banking system;

» Savings and Time Deposit in the banking system;
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Total Private Deposit in the banking system;

Total Credit extended to the private sector byttheks;

Net Credit extended to the public sector (Goverrtinenthe banks;
Total Domestic Credit in the economy;

Inflation rate; and

Exchange rate.

DATA PRESENTATION AND ANALYSES

Data Record

As already stated, the record sheet is used agethearch instrument for the study. Given the fir@nc

intermediation ratios to be computed, the ninegmies of data as enumerated in the precedingoseate obtained with

respect to Uganda, for each of the twenty-five 4062 to 1986). The data are used in the compataf the following

financial intermediation ratios which are subsedjyetonverted to time series data for ease of ggptting and analyses:

Currency Ratio, that is, the ratio of currency ircalation (CR) outside the banking system (noted eoins) to
broad money (M2) i.e. (CR/M2);

Ratio of Narrow Money (M1) to Broad Money (M2) i@11/M2);

Ratio of Narrow Money (M1) to Gross Domestic Pradi@DP) i.e. (M1/GDP);

Ratio of Broad Money (M2) to Gross Domestic Prod@DP) i.e.(M2/GDP);

Ratio of Private Sector Credit (PSC) to Gross Ddméxoduct (GDP) i.e. (PSC/GDP); and
Ratio of Private Sector Credit (PSC) to Total DotieeSredit (TDC) i.e. (PSC/TDC).

The Uganda’s annual financial data for the 25-ymatod of the research (1962-1986) are presentddille 1

below. These are used in the subsequent compwatfathe financial intermediation ratios for theipd, as presented in

Table 2.
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Table 1: Uganda’s Annual Financial Data
(In UGX Millions, Unless Otherwise Specified)

Currency in | Demand | Time/Savings | _.0t% | Private | NetPublic | Total | g ) | Exchange Rate
S e | T el el Sector | Domestic | o 04y | (UGX=USD1.00)
Deposit Credit Credit Credit i
1961 10.14 1.79 0.50 2.65 2.55 - 2.59 2.0 0.07
1562 12.03 2.01 1.05 3.06 3.02 - 3.02 (6.0) 0.07
1563 11.46 224 1.14 338 3.96 050 145 7.0 0.07
1564 11.88 2.08 182 3.50 434 038 172 5.0 0.07
1965 10.59 2.08 176 3.84 444 (0.18) 126 17.0 0.07
1966 267 3.07 318 625 583 (1.34) 445 (11.0) 0.07
1567 3.67 331 345 6.76 6.00 (1.98) 102 50 0.07
1563 142 123 1.00 8§23 6.65 (2.20) 445 15.0 0.07
1969 130 3.43 151 7.94 7.82 (1.90) 592 3.0 0.07
1570 595 5.09 544 10.53 849 232 10.81 2.0 0.07
1971 598 534 512 10.46 8.74 236 11.10 10 0.07
1972 6.20 9.3 6.05 1528 935 633 15.72 8.0 0.07
1973 796 13.19 797 21.16 1147 1051 2198 240 0.07
1974 10.93 19.13 855 27.72 14.84 12.26 27.10 57.0 0.07
1975 13.67 18.85 1426 3311 16.74 11.98 28.72 20.0 0.07
1576 22.05 2287 17.43 1030 15.13 15.99 3512 16.0 0.08
1577 28 89 2898 16.14 1512 2934 17.02 1636 85.0 0.08
1578 3518 3192 25 75 60.67 32.20 72.90 105.10 36.0 0.08
1579 1641 5027 3498 8525 33.70 9450 128.60 216.0 0.07
1580 6243 66.98 1154 11192 | 59.50 148.50 208.00 150.0 0.07
1581 103.40 142.60 6240 20500 | 114.60 29310 207.70 74.0 050
1582 12840 16540 8730 256.70 | 21370 341.10 554 80 100 0.54
1583 189.00 246.00 109.00 355.00 | 352.00 304.00 756.00 22.0 154
1584 439.00 500.00 176.00 676.00 | 3540.00 662.00 | 1.202.00 | 36.0 3.60
1585 807.00 1,206.00 363.00 1,569.00 | 1.148.00 | 1.425.00 | 2.573.00 | 95.0 6.72
1986 | 3.576.00 | 2.608.00 1.056.00 | 3.665.00 | 2.983.00 | 2.470.00 | 5.453.00 | 96.0 14.00

Sources: Author's compilations from the publicaionf Uganda’s Ministry of Finance, Planning and mammic
Development (MFPED), Uganda Bureau of StatistidB@3), Bank of Uganda (BoU) and Index Mundi.

Table 2: Uganda’s Annual Financial Intermediation Ratios Uganda Annual Financial Intermediation Ratios

YEAR| CR/M2 | M1/M2 [M1/GDP|M2/GDP|PSC/GL PSD/T|
1961| 0.7¢ 0.9¢ 0.2¢ 0.31 0.0€ | 1.0C
196z | 0.8C 0.92 0.33 0.3t 0.07 | 1.0C
1963 | 0.77 0.92 0.2¢ 0.3C 0.0¢ | 0.8¢
1964 | 0.7% 0.8¢ 0.2t 0.2¢ 0.0¢ | 0.92
1965 | 0.7: 0.8¢ 0.2C 0.2t 0.07 | 1.04
196¢€ | 0.3C 0.64 0.0¢ 0.14 0.0¢ | 1.3C
1967 | 0.3t 0.67 0.1C 0.1¢ 0.0¢ | 1.4¢
196€ | 0.3t 0.6¢ 0.12 0.17 0.0¢ | 1.4¢
196¢ | 0.3t 0.6: 0.0¢ 0.1¢ 0.0¢ | 1.3Z
197C| 0.3€ 0.67 0.12 0.1¢ 0.0¢ | 0.7¢
1971 0.3¢ 0.6¢ 0.11 0.1¢ 0.0¢ | 0.7¢
197z | 0.2¢€ 0.72 0.14 0.2C 0.0¢ | 0.6C
1973 | 0.27 0.7¢ 0.17 0.24 0.0¢ | 0.5Z
1974 0.2¢ 0.7¢ 0.2C 0.2¢ 0.1C | 0.5¢
1975 | 0.2¢€ 0.7C 0.1t 0.2Z 0.0¢ | 0.5¢
197€¢| 0.3t 0.72 0.1¢ 0.2t 0.0¢ | 0.54
1977 | 0.3¢ 0.7¢ 0.12 0.1¢ 0.0€ | 0.6
197¢ | 0.37 0.7: 0.1: 0.17 0.0€ | 0.31
197¢| 0.3% 0.7: 0.11 0.1¢ 0.04 | 0.2¢
198C | 0.3€ 0.74 0.1C 0.14 0.0 | 0.2¢
1981 | 0.34 0.8C 0.0¢ 0.12 0.04 | 0.2¢
1982 | 0.3t 0.77 0.07 0.0¢ 0.0 | 0.3¢
198:| 0.3t 0.8C 0.0¢ 0.0¢ 0.C5 | 0.47
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Table 2: Cond
1984 | 0.3¢ 0.84 0.11 0.1z 0.0€ 0.4t
1985 | 0.34 0.8t 0.11 0.1 0.0€ 0.4¢
198¢ | 0.4¢ 0.8t 0.1¢ 0.17 0.07 0.5¢

Sourcesuthor’'s compilations from the publications of &lgla’s Ministry of Finance,

Planning and Economic Development (MFPED), Ugandee&u of Statistics (UBOS), Bank of Uganda (Bohbd éndex
Mundi.

The Trend in Financial Intermediation in Uganda

The trends in financial intermediation in Ugandaemovhe study period are analyzed through the fihnc
intermediation data and ratios. This is done wétbpect to currency ratio, ratio of narrow monepitoad money, ratio of
narrow money to gross domestic product, ratio obldrmoney to gross domestic product, ratio of peisector credit to
gross domestic product, and ratio of private sectedit to total domestic credit. These data areveded into time series
and plotted in graphs to aid observation and im&tgtion of the trends. The summary of the stasistised in the trend
analyses, is presented in the table below.

Table 3: Summary of Uganda’s Financial Intermediaton Statistics

Financial Intermediation 1962 1986 Highest | Lowest | Average

Nos. ; : . . .
Measures Figures | Figures | Figures | Figures | Figures
1. Currency Ratio (CR/M2) 0.80 0.49 0.80 0.27 0.41
2. Ratio of Narrow Money to Broad Money (M1/M2 8.9 0.85 0.93 0.63 0.77
3. Ratio of Narrow Money to GDP (M1/GDP) 0.33 0.1% 0.33 0.06 0.14
4, Ratio of Broad Money to GDP (M2/GDP) 0.35 0.17 .39 0.08 0.18
5. Ratio of Private Sector Credit to GDP (PSC/GDR) 0.07 0.07 0.10 0.04 0.07
Ratio of Private Sector Credit to

6. Total Domestic Credit (PSC/TDC) 1.00 0.55 1.49 0.26 0.72

Currency Ratio i.e. The Ratio of Currency in Circulation to Broad Money (CR/M2)

The currency ratio gauges the liquidity of the exrog. It is used to measure the extent of finariai@rmediation
as it gives an indication of the magnitude of ficiahtransactions that are consummated outsidetbaomy’s banking

system. The more liquid an economy is, the easieould be to consummate financial transactionsetine The time

series chart showing Uganda’s currency ratio ferghriod of the study (1962 — 1986) is as showhérfigure below.
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Figure 1: The Trend of Uganda’s Currency Ratio betveen 1962 and 1986

NAAS Rating: 3.09 - Articles can be sent teditor@impactjournals.us




Financial Intermediation Under Economic Regulation: The Experience of Uganda 113

Figure 1 and Tables 2 and 3 above show that thatggs currency ratio was 0.80 in 1962 and 0.49.986.
These indicate that about 80% and 49% of the matmgk in the economy was outside its banking systepears 1962
and 1986 respectively. The ratio was highest in21@680) and lowest in 1973 (0.27), while it ave@d.41 over the
research period. In terms of trend, the figure shawgeneral and drastic fall in the currency r&imon 1962 to 1966,
followed by an undulation in pattern up to 1974d éimen a general rise from 1975 up to the end eiréisearch period in
1986. The particularly drastic drop in the curremato in 1966 to 0.30, down from the 0.73 recortlegl previous year
coincides with the issuance of the Uganda Shillirigs the first time that year, by the then newbtablished Bank of
Uganda, and its exchange for the East African iBb#l thus prompting the concern that the adjustsnfar the currency
exchange may not have been properly captured byetbeant data sources. The undulation in the ratier 1966, up to
1974, coincides with the swings between peace Asescin the country as it struggled to resolvehien festering political
strife; which had shaken the people’s confidencéhin polity, and affected their desire to keep nuistheir financial
resources in cash other than in any other form. gdreeral rise in the ratio between 1975 and 198écts the increased

preference for cash by most Ugandan residentsaltreetheightened uncertainties during that pealogén the country’s

political crises.

These show that financial intermediation in Ugaratameasured by the currency ratio, was 80% in,148% in
1986, and averaged 41% over the research peri@® (©1986). They also indicate that financial imtediation in the
country, as measured by the currency ratio, wadively larger in 1962 than it was in 1986. The gqah decline presents
the regulators, particularly the central bank (BafikJganda), with opportunities for the improved magement of the
country’s financial system, given that the intetv@m measures of financial regulators are expetidoe more effective

when greater proportions of financial transactiaresconsummated within the country’s banking system
Ratio of Narrow Money to Broad Money (M1/M2)

The ratio of narrow money to broad money (M1/M2cabives an indication of the extent of liquidity &an
economy through the availability of cash and neasshcfor the consummation of financial transactiofise liquidity
depicts the amounts of financial resources avalablthe residents, both for purchases of goodssemdces, and for
investments. It also indicates the ease with wfiiitéincial transactions could be consummated inet@omy. The time

series chart showing the ratio of Narrow Money (MiBroad Money (M2) for the period, 1962 — 19&6as shown in the
table below.
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Figure 2: The Trend of the Ratio of Narrow Money toBroad Money in Uganda between 1962 and 1986
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Figure 2 and Tables 2 and 3 above, indicate tleatatios of Narrow Money to Broad Money (M1/M2) we).93
and 0.85 in 1962 and 1986 respectively. These irtipdy the Currency in Circulation (Notes and Coiasji Demand
Deposit, taken together, constituted about 93% &b%h of Uganda’'s money stock respectively for the tyears.
Conversely, it shows that Time and Savings Depasitstituted only about 7% and 15% of the countny&mey supply in
1962 and 1986 respectively. The ratio was highe&oi62 (0.93) and lowest in 1969 (0.63), whileviérmged 0.77 during
the period. The trend shows a drastic fall in the/WP ratio from 1962 to 1966, followed generally &y upswing up to
the end of the research period in 1986. The redlstin the ratio in the 1960s reflect a measureooffidence in the
residents to preserve their financial resourcegiverse ways, while the increases in the ratichm 1970s, up to 1986,
reflect their increased preference to keep resasurceash and near cash in the wake of the unnéesioccasioned by the

intensified political crises in the country.

These show that financial intermediation in Ugaraameasured by the ratio of narrow money to broadey,
was 93% in 1962, 85% in 1986, and averaged 77% thveresearch period (1962 to 1986). They alsocatdi that
financial intermediation in Uganda, as measuredhgyratio of narrow money to broad money, was iradt larger in
1962 than it was in 1986.

Ratio of Narrow Money to Nominal Gross Domestic Prduct (M1/GDP)

The ratio of narrow money to nominal Gross DomeBtioduct (M1/GDP) is a basic measure of the sizthef
financial system in an economy. It gives an ind@atof the relative size of the financial systemmasasured by the
amount of currency-in-circulation and demand depasi the economy. It reflects the extent of avaligy of financial
resources to the residents for the purchases afggand services, and for investments. The timesetiart showing the
ratio of Narrow Money (M1) to nominal Gross Domed#roduct (GDP) for the period, 1962 — 1986, isla®wn in the

figure below.
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Figure 3: The Trend of the Ratio of Narrow Money toGDP in Uganda between 1962 and 1986

Figure 3 and Tables 2 and 3 above show that the o&tnarrow money to nominal Gross Domestic Prdduc
(M1/GDP) was 0.33 in 1962, 0.15 in 1986, and aveda@ 14 for the entire period of the research (1B®26). The ratio
was highest in 1962 (0.33) and least in 1983 (0.UBgse indicate that within the period of the gtutie relative size of

narrow money in the economy was largest in 1962 sandllest in 1983. In terms of trend, there wasdlide in the
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M1/GDP ratio up to 1966, followed generally in thatler by increases up to 1974, decreases up t8, B9®l another
round of increase up to 1986. The general reduétithe M1/GDP ratio in the 1960s was more as alre$ the decreases
in the currency-in-circulation (which noticeablylfé’om Ugx10.59 million in 1965 to Ugx2.67 milliom 1966) as the
demand deposits were on the increase during thedpdrhe rises recorded in the ratio in the 1974t mid-1980s reflect
the increased preference of the residents to Keeip assets in cash and near cash during the sfeol#tical crises of

those periods, while the declines in the late 1%#f@kearly 1980s reveal the opposite.

These indicate that financial intermediation in bda, as measured by the ratio of narrow money td GD
was 33% in 1962, 15% in 1986, and averaged 14% theeresearch period (1962 to 1986). They also sthat the
financial intermediation in Uganda, as measurethbyratio of narrow money to GDP, was relativehgé in 1962 than it
was in 1986

Ratio of Broad Money to Nominal Gross Domestic Prodct (M2/GDP)

The ratio of broad money to nominal Gross DomeBtioduct (M2/GDP) is considered a good measure of
financial intermediation as it assesses, in a mabest manner, the financial depth or the sizéheffinancial sector of the
economy, by the inclusion of savings and time dipas the money stock. The growth in the monetaggregates is
expected with the rises in the ratio, as theiréases entail the availability of additional finalaiesources to the residents
for the purchases of goods and services, and f@stments in the economy. The reverse is expeotbe the case if the
ratio declines. As earlier noted, the Financiaéiaelations Ratio (FIR) is considered the broadesasure of the size of
the economy’s financial superstructure and thetivglamportance of the financial system as a whaoléhe economy
(Goldsmith, 1969). However, due to the unavailapibf data relating to some of the components @&, Hireviously
discussed as a problem usually encountered witkruthelveloped countries such as Uganda, the ratRradd Money to
Gross Domestic Product (M2/GDP ratio) is used tpraximate FIR. The time series chart showing th# raf Broad
Money (M2) to nominal Gross Domestic Product (GBd?)the period, 1962 — 1986, is as shown in théetablow.
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Figure 4: The Trend of the Ratio of Broad Money toGDP in Uganda between 1962 and 1986

As could be seen from Figure 4 and Tables 2 anlob8& the ratio of Broad Money to nominal Gross Bstit
Product (M2/GDP) was 0.35 in 1962 and 0.17 in 198& ratio was highest in 1962 (0.35), lowest i8390.08), and
averaged 0.18 over the period. Also, it is discértiat the ratio of Narrow Money to nominal Grossnizstic Product

(M1/GDP) and the ratio of Broad Money to nominab& Domestic Product (M2/GDP) followed similar pattduring
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the period of the research, as both appear fugfesirbilar factors. Consequently, in terms of tretitg M2/GDP ratio
reduced in the 1960s and early 1980s, and rodeeii®70s, and mid-1980s. As is the case with théGP ratio, the
increases in the M2/GDP ratio essentially reflbet increased preference of the residents to kespdhsets in cash and
near cash during the intense political crises o$¢hperiods, while the decreases reflect otheneiemept for those of the
1960s which are as a result of the reduction imecuy in circulation, especially after the introtion of the Uganda
Shillings in 1966.

The above trend and the associated ratios showitiaaicial intermediation in Uganda, as measuredhieyratio
of broad money to GDP, was 35% in 1962, 17% in 1288l averaged 18% over the research period (198386).
These indicate that financial intermediation in biga or the relative size of its financial systerasvarger in 1962 than it
was in 1986.

Ratio of Private Sector Credit to Nominal Gross Dorastic Product (PSC/GDP)

The ratio of Private Sector Credit to nominal Gréxsmestic Product (PSC/GDP) is also considered ad go
indicator of the extent of financial intermediatian it measures the relative size of the crediéreded by the financial
system to the private sector in the economy. Time eries chart showing the ratio of Private SeCredit to nominal
Gross Domestic Product (PSC/GDP) in Uganda foptr@d of the study (1962 — 1986) is as shown below
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Figure 5: The Trend of the Ratio of Private SectolCredit to GDP in Uganda between 1962 and 1986

The above figure and Tables 2 and 3 show thatdtie of Private Sector Credit to Gross DomesticdRod
(PSC/GDP) was 0.07 in both 1962 and 1986. It wghkdst in 1974 (0.10), lowest in 1979 and 1981 (0.8Ad averaged
0.07 during the period of the study. The relatiize f private sector credit was, therefore, largelsen the ratio was
highest in 1974 (0.10), and smallest when the natis lowest in 1979 and 1981 (0.04). The trendhénraitio during the
25-year period of research could be divided inte¢tphases; the rise between 1962 and 1974, tleeaeaduction up to
1981, and the rise thereafter. The rising trendthératio reflect increased emphasis on creditresion to the private
sector, while the reduction is the manifestatiorihef impacts of the political crises of that eracoedit extension to the

private sector of the economy.

Thus, financial intermediation in Uganda, as meaduy the ratio of private sector credit to GDPsWé&b6 in
both 1962 and 1986, and equally averaged 7% oeeretbearch period (1962 to 1986). These indicatethiere was no
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change in the extent of financial intermediationUganda, as measured by the relative size of tivatprsector credit

(PSC) in the country’s economy, across the resgagdbd (1962 to 1986).
Ratio of Private Sector Credit to Total Domestic Cedit (PSC/TDC)

The ratio of Private Sector Credit to Total Domediiredit shows the proportion of credit that theaficial
intermediaries in an economy have made availabilleggrivate sector. Its converse, thus, indicitesextent to which the
private sector is crowded out of borrowing by thblc sector or government. The ratio is importasthe private sector
of the economy is assumed to be more efficienhénutilization of resources than the public sectdwe time series chart
showing the ratio of Private Sector Credit to Tdbamestic Credit (PSC/TDC) in Uganda for the peraddhe study
(1962 — 1986) is as shown in the table below.
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Figure 6: The Trend of the Ratio of Private SectolCredit to Total Domestic
Credit in Uganda between 1962 and 1986

As could be observed from Figure 6 and Tables 2 Zwabove, the ratio of Private Sector Credit toalot
Domestic Credit (PSC/TDC) was 1.00 in 1962 and r6%986. These show that the total credit in thenemy was
extended only to the private sector in 1962 (with Government or the Public Sector not borrowirgnfithe financial
system), while the Government was a net borrowénérfinancial system in 1986. The ratio was higine4967 and 1968
(1.49) and lowest in 1979 (0.26), while it avera@et? during the 25 years of the study (1962 tc6)98enerally, and as
could be seen from the figure above, three trend#dcbe discerned from the pattern of movementh®fratio along the
span of the research. These are the general iesredshe 1960s, the general reduction of the eB3§0s up to early
1980s, and the gradual increases for the resteopéhiod. The periods of upswings in the ratiogatk high private sector
borrowings and low government or public sector baings, while the lows indicate the converse, tkaow private
sector borrowing and high government or public @ebbrrowings. Also, the ratio was more than uifidye) at some
times and less than unity at others. In 1962, &t® mwas unity, indicating that either the governingid not borrow or
deposit money in the financial system, or thatéhgas an equal match between its borrowing andsitefp@r the period
1965 to 1969, the ratio was above unity, indicatimt the Government was a net depositor in thenfiral system during
those years, that is, that the Government's bomgviiom the financial system was less than its dipo the system.
The ratio was less than unity for the other yeai}) the lowest period being between 1978 and 188#cating a period

of increased borrowing from the financial systentliiy Government. Incidentally, these periods oféased public sector
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borrowings coincide with the period of politicals®s in Uganda; suggesting reductions in the fiigunesources available

to the Government in the wake of the crises antkiteurse to the financial system for augmentation.

Accordingly, financial intermediation in Uganda, eseasured by the ratio of private sector creditatal
domestic credit, was 100% in 1962, 55% in 1986, amdraged 72% over the research period (1962 td)198
These indicate that financial intermediation in bida, as measured by the relative size of the ceedénded by the

financial system to the private sector, was smalldi986 than it was in 1962.

In summary, the extent of financial intermediationUganda, at the beginning and end of the resepeciod,
could be evaluated by the performance of the siarftial intermediation ratios during this periode¥e show that the

extent of financial intermediation in Uganda gefigrdeclined across the research period (1962 61198
FINDINGS

A number of findings arise from the analyses of financial intermediation ratios in Uganda over thsearch
period (1962 — 1986).

First, it is discovered that the extent of finahémermediation in Uganda was relatively higherl®62 than in
1986. This is discerned from the evaluation ofghgformances of the six financial intermediatiotiomfor the two years,
respectively: currency ratio (0.80 and 0.49), rafimarrow money to broad money (0.93 and 0.8%p &f narrow money
to GDP (0.33 and 0.15), ratio of broad money to G@™B5 and 0.17), ratio of private sector credit G®P
(0.07 for both years), and ratio of private secradit to total domestic credit (1.00 and 0.55).

Second, there was an increasing recourse by thadagagovernment to public sector borrowing overgbgod
which constrained the level of bank credits extentte the private sector in the economy. Consequettiere were
sustained reductions in the ratio of private sectedit to total domestic credit (PSC/TDC) from fieak of 1.49 attained
in 1967/1968 to the low of 0.39 in 1982, and onljew marginal increases thereafter. These refleductions in the
financial resources available to the Governmenthia wake of the crises, and its recourse to thenttial system for

augmentation.

Third, there exists a great deal of similarity hettrends of the ratios of Narrow Money to nomifsabss
Domestic Product (M1/GDP) and Broad Money to noini@aoss Domestic Product (M2/GDP) in Uganda, ashbot
followed similar patterns during the period of tiesearch. As both ratios appear fueled by simélarofrs, the decreases in
the 1960s were as a result of the reduction inecary in circulation, especially after the introdant of the Uganda
Shillings in 1966, while the increases essentiafiect the increased preference of the residente¢p their assets in cash

and near cash during the intense political cri$esase periods.

Fourth, the development of financial intermediatioriJganda along the span of research was not lgrderit
witnessed a great deal of undulation, as refledtethe trends of the six financial intermediaticatios. This is an
indication of either the failure of financial regtibn in the country or the ad hoc nature of itplementation during the

period, given the prevailing adverse circumstances.

Finally, the political crisis in Uganda, which laedtfor a considerable part of the research pebdjously

affected the development in financial intermediaiio the country. It shook the confidence of thegde in the polity and
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affected their desire to keep most of their finahcgsources in cash other than in any other férmlso diverted credit
resources away from the efficient private sectathtopublic sector to finance the government’'srmal shortfalls in the

wake of the crisis.
RECOMMENDATIONS

In the light of the findings from the study, a nuenlof recommendations are made on how to improve on

financial intermediation in Uganda. Some of thessommendations are discussed hereunder.
Expanding the Reach of the Financial Institutionsm the Country

With most of the commercial banks located in theauar areas of Uganda, there is the need to encotinage
expansion of the physical reach of the financiatifations in the country and increasing the ch&tifeough which they
reach out to their customers. Consequently, th@tamo of a rural banking scheme (encouraging bdokestablish more
branches in the rural areas) and promoting theeas®d use of technology in the delivery of bankésgvices
(Automated Teller Machines, mobile banking, elegitdbanking, etc) are recommended. These woulddugthe poor
savings culture of Ugandan residents thereby hagpdthancial intermediation or the overall liquigibf the economy
(M1 and M2).

Strengthening the Financial Sector Regulation

Further, in order to increase the financial deptthe size of the formal financial sector of thedddan economy,
there is the need to bring the activities of tha-bank financial institutions, such as Micro Finarastitutions (MFIs),
Savings and Credit Cooperatives (SACCOs) and mdemgers, under regulation, given the pervasivesrglayed by
these institutions, especially in the rural ecoremmof the country, where the commercial banks aostlgn absent.
This would broaden the measurement of the sizéettonomy’s financial superstructure and theivglamportance of

its financial system or financial intermediationaawhole in the economy.

Thus, the creation of an MFI supervisory agencyside of the central bank, is recommended. Thisldvassist
in streamlining the activities of the MFIs in Uganénd channeling them towards ventures that wopaddtively affect the
growth of the country’s economy. The envisaged agahould be totally different from the present Miinance Support
Center (MSC) that offers on-lending facilities td-M. Also, in view of the high mortality rate of E£0s and its negative
implications on public confidence on savings in bd, it is recommended that the activities of thasgtutions be better
supervised by the relevant governmental Ministrgppbly the Ministry of Finance, Planning and EamimDevelopment
(MFPED). Specifically, the guidelines for the editstiment of SACCOs should be reviewed and made stoirggent with
the introduction of the ‘fit and proper’ criteridar the evaluation of persons to be allowed to nizrand manage them.
A department or unit should be created within thimidry, charged with the specific responsibilityr fsupervising the
SACCOs. Further, the out-dated Money Lenders Acl@52, which still governs the operations of moteyders in
Uganda, should be reviewed or out rightly abrogaded replaced with a new law that addresses itst@ining
inadequacies, such as multiple licensing, resbmstion interest rates, and geographical limitatickdditionally, the
strong supervisory role of the central bank (BarfikUganda) should be maintained, and its indepereidncther
guaranteed through less governmental interventioitsi activities and operations. These recommendedsures are

geared towards strengthening the financial systethraobilizing maximum financial resources into themal financial
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system; thereby improving the overall liquiditytbe extent of financial intermediation in the ecayoof Uganda.

CONCLUSIONS
Maintaining the Stability of Ugandan Polity to Avoid a Relapse to Political Crises which Affect Finarial

Intermediation

Finally, there is the need to maintain and improwmethe stability of Ugandan polity if the count/tb witness
significant improvement in the extent of financiatermediation in its economy. The negative impaaftshe political
crises of the 1970s and 1980s on the Ugandan fiadasystem and the economy as a whole are toongldirom the study.
There were reductions in almost all the six finahaitermediation ratios between the start of #mearch period in 1962
and the end in 1986. Thus, the Government shouldlam® measures that would prevent a relapse t@adhimonious
politicking that led the country into the politicaiises of the 1970s and 1980s. Specifically, theeBhment should ensure
that its political opponents are not unduly hards#eat the freedom of the press is unfettered thata level-playing field
is provided for the conduct of free and fair elent so as to avoid a relapse to political criseihvhffected financial

intermediation in the country.
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