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1a. Bank of Uganda’s Financial Stability Mandate

Mandate:

BOU Mission:

To
Foster price Stability and
a Sound Financial System

Enabling Laws:
• BOU Act 2000,.
• FIA 2004, MDI Act 2003 etc.
• NPS Act 2020
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1b. Bank of Uganda’s Financial Stability Mandate
❑ Objective: Ensure a stable and sound financial system that is able to withstand risks and shocks, and

continue to undertake its key functions, including supporting economic growth. BOU;

a) Formulates macroprudential policy to mitigate systemic risks, and,
b) Regulation and supervision to ensure soundness of individual financial institutions.
c) Limit exposure to risks; liquidity risk, market, credit. Ensure high quality capital buffers etc.

❑ Examples of systemic risks or shocks that may impact the stability of the financial sector include:

a) Macroeconomic risks e.g. surging real estate prices, slow economic growth, health shocks e.g.
Covid-19.

b) Shocks arising from within the financial system e.g. rapid credit growth over time.
c) Failure of a major financial institution or payment system.
• The interlinkages within the financial system and transmission/pass through, determines the impact.
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2. Why is Financial System Stability Important?
Enterprises/
Corporate
Sector

Household
Sector

Savings; Loans

Financial System

Investments;
Borrowing,
deposits

Infrastructur
e (RTGS,
clearing
house, etc)

Prices: real
estate prices,
commodity
prices

Borrowing;
Transfers &
Taxes

Public/
Government
Sector

Markets
(Capital
&
Money)

Legal
framework

o Size of Uganda’s Financial System (as at 2022)
▪ Financial Institutions (banks, insurance, pension funds) - Total
Assets of Ush.54.02 Trillion – equivalent to 37.5% of GDP.

▪ Dominated by Banking institutions: - 74.2% of Total financial
system assets.

o Why is a “stable” financial system important?
▪ Support efficient intermediation: aggregation and allocation of
savings to investment;

Institutions
(Banks,
Insurance,
Pension
funds, etc)

▪ Maturity transformation – short term liabilities (deposits to long
term assets (loans).
▪ Support economic growth e.g. financing national projects like oil
Borrowing;
International
Payments, other
economic and
health links.

External
Sector

▪ Efficient management of financial risks;

▪ Facilitating price discovery;
▪ Well-functioning financial infrastructure to support efficient
payments.
▪ Public policy - transmission of monetary policy and implementation
of government programs.
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3. Summary of Key Risks to Financial Stability
Risk
category

Risk direction, Risk direction,
Dec-2021
Mar-2022

Risk drivers and contributing factors
▪ Overall systemic risks in the banking sector remained moderate, supported by the re-opening of the
economy and strong capital and liquidity buffers, to cushion against shocks. Outlook clouded by
emerging macro-financial risk whose evolution and impact remains uncertain.
▪ Inflation is rising. Economic recovery remains on course but slowed. Effect of rising inflation, tightening
of monetary policy and increase in commodity prices; likely to pass through to the financial
performance of households and enterprises, and financial sector.

Overall risk





Macro risk





Credit risk





▪ Credit risk remained moderate. However, lagged effect of past due credit relief is starting to increase
NPLs in some banks. The outlook is for systemic NPLs to rise further in the near term.

Liquidity
risk





▪ Liquidity conditions improved, supported by deposit growth and higher liquid assets. However,
anticipated rise in NPLs and potential higher offshore outflows, may lead to tighter liquidity conditions.

Operational
risk





▪ All systemically important payment systems performed without significant disruption. Usage of digital
financial services continued to grow, but inherent risks, including fraud and cyber threats, remain.

Market risk





▪ Stress tests indicate that direct impact of interest rate and foreign exchange risk remains relatively low.
▪ BOU continues to monitor the impact on bank profitability, of the evolution in real estate prices, and
interest rate spreads on government securities.

Profitability
& solvency





▪ Aggregate capital and profitability continued to improve, enhancing resilience to shocks.



▪ Banking sector concentration moderated during the quarter; share of the five DSIBs’ assets to total
banking assets reduced from 60.3% to 57.9%. However, banks’ exposure to the five largest systemic
borrowers relative to core capital increased from 20.9% to 25.7%. All banks are compliant with BOU
measures on the said risks.

Structural
risk
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4. Macrofinancial Developments and Risks
o Global economic conditions have been disrupted by the ongoing
global supply chain disruptions, and rising commodity prices.
• Global growth is projected to slow from 6.1% in 2021 to 3.6% in
2022, 0.8% lower than projected in January (IMF, Apr-2022).
o Persistent inflationary pressures have led to quicker monetary
policy action and may result in tighter funding conditions.

Fig. 1: Quarterly changes in the Composite
Index of Economic Activity (percent)

Fig. 2: Annual Inflation for Selected
Countries: Dec-21 to Apr-22 (Percent)
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• Global inflation is expected to rise by 2.5% in 2022 (OECD, 2022).
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quarter ended March 2022 as indicated by the latest highfrequency indicators of economic activity.

-2

Jan

Feb

Mar

Uganda

Kenya

United States

United Kingdom

China
-4

•

Core Inflation has picked up, rising to 5.1% in May 2022, from
3.6% in March 2022.

IMPLICATIONS/OUTLOOK:

•

BOU raised the CBR to 7.5%, on June 02, 2022.

The necessary increase of policy rates to curb rising inflation may;

o Going forward, a key downside risk to financial stability is
the continued pass through to domestic inflation of global
shocks, and the knock-on impact on the financial
performance of households and enterprises.

Apr

▪ Adversely affect ability of households & enterprises to repay
their loans, and elevate credit risk/Higher NPLs.

o A Bottom Up Stress Test of banks is underway, focuses on the impact
of the economic risks. Results will inform any further policy action.
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5. Funding and Liquidity Risk

• Improving deposit growth, & wholesale funding conditions
A. Retail and wholesale funding:
o Cost of wholesale and retail funds continued to trend below levels
witnessed at the start of COVID-19.
▪ Average spread between the 7-day interbank rate and the central bank
rate (CBR) reduced from 0.5% in December 2021 to 0.3% in March 2022.

Fig. 3: Banks’ prudential indicators of liquidity (%)
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Funding and liquidity conditions remained stable, to March
2022, supported by BOU policy measures.

o Total SFIs’ deposits grew by 3.3%, over the quarter ended March 2022 to
UGX 30.1 trillion in March 2022, compared to 1.6% growth in Dec-2021.
▪ Cost of deposit has reduced gradually from 2.43% during the quarter
ended March 2021 to 2.23% in the quarter ended March 2022.
▪ Deposits constitute 85.1% of banks’ total liabilities and provide stable
funding.

▪ The proportion of foreign currency deposits in total deposits has
gradually declined: Reduces the banks’ exposure to foreign exchange
risk.

USh. Trillion

Fig. 4: Banks’ Deposits
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5. Funding and Liquidity Risk (2)
Going forward:

Funding and liquidity conditions remained stable, supported by BOU policy

The outlook for liquidity risk is depend on:

• Banks hold strong liquidity buffers
B. Assessment of liquidity buffers:

o Aggregate Liquidity Coverage Ratio
(LCR) remained stable at 297.1% in
Mar-22 and 241.6% in Apr-22.
• Except for one bank, all other banks
met the minimum requirement of
100%.
o All SFIs met the Liquidity Ratio
requirements: 20% (banks and CIs);
and 15% (MDIs).

Fig. 5: Banks’ prudential indicators of liquidity (%)
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o BOU Covid-19 Liquidity Assistance
Program
(CLAP) –
effectively
mitigated liquidity risk and achieved its
objectives.

• A potential increase in outflows of offshore
funds as advanced economies continue
adopting hawkish monetary stances. may
tighten domestic financial market conditions,
increasing liquidity rick & exchange rate risk.
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Liquidity Assistance (ELA) facility started
on 1st June 2022.
• BOU to explore other options of
offering liquidity assistance to MDIs.
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6. Credit Risk and Asset Quality
Fig. 6: Commercial Banks’ Gross Loans

Overall, credit risk remains moderate but NPLs likely to
rise in the near term
• Annually, loans grew by 6.3% in the year ended March 2022, to
USh.18.5 Trillion, slower than the 13.2% in March 2021.
• Credit intermediation affected by concerns over asset quality
and uncertainty over the pace of economic recovery.
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Ratio of non preforming loans to total loans (NPL ratio):
•
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Aggregate NPL ratio for banks rose slightly from 5.4% (Mar-21) to
5.8% (Mar-22). NPL ratios for Credit Institutions and MDIs,
improved from 8.7% to 7.7% and 9.8% to 8.0%, respectively.
The trend of NPLs partly reflects the effect of increase in past due
credit relief loans; prudent early provisioning for bad loans by
banks; and BOU supervisory actions.
Outlook: BOU projects NPLs to rise further through 2022, largely
due to; soft economic growth, impact of inflationary pressures and
potential default of past due Credit Relief Program loans.
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BOU Action:

o BOU continues to engage banks to ensure that they prudently
conduct forward looking provisioning for Expected Credit Losses
(ECLs – IFRS9).
o Loan to Value Ratio (LTV) on residential mortgages and land
purchase maintained at 85%.
o BOU is working with the Uganda Bankers Association (UBA) to
address risks related to collateral valuation.
o Asset Reconstruction Company (ARC) started operations in April
2022, focusing on distressed loans. It has taken on a portfolio of
US$17m and is in advanced stages of taking over additional
portfolio of $70m.
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6. Credit Risk - Update on Credit Relief Measures (CRM)
BOU Covid-19 Credit Relief Measures (CRM) program
successfully mitigated the impact of the pandemic on borrowers
and banks.

Fig. 7: Performance of loans under the CRM program (UGX
billions)
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▪ Loans amounting to UGX 1.0 trillion that have benefited from CRM, were in
repayment arrears by at least one instalment as at April 2022.
▪ Solvency stress tests by BOU on the adequacy of banks capital buffers
to absorb the potential loss, indicates that most banks including all
systemically important banks, are resilient to such a default.
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▪ CRM Program ended on Sept 30, 2021, but BOU implemented targeted CRM
to Education & Hospitality up to Sept 30, 2022. In Q1 of 2022 UGX 10.9
billion and Ush.47.2 billion in Q4 of 2021, mostly to education.
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▪ As at end April 2022, stock of loans that remained under the CRM
program reduced to UGX 2.5 trillion (13.8% of total gross loans).
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▪ Total Credit Relief granted by all banking institutions from April 2020 to
April 2022 was UGX 7.2 trillion i.e. 40.1% of Gross Loans benefitted from the
program.

BOU Policy on CRM
▪ Targeted Credit Relief Measures for the Education and
Hospitality sectors will be phased out on 30th
September 2022.
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7. Banking Sector Capital and Profitability
Banks hold strong capital adequacy, enhancing resilience to
shocks.
▪ Supported by growth in retained earnings (incl. restriction on
dividend payments) and credit relief measures.
• Commercial Banks aggregate core capital-to-RWAs ratio increased
from 22.2% (Dec-21) to 24.2% (Mar-22); and for MDIs from 38.6%
to 39.3%. However, Credit Institutions’ CARs reduced from 17.4% to
16.6%.

▪ Aggregate banking sector profitability improved
o Profitability mainly boosted by increased non-interest income by
22.6%, mainly from off-balance sheet activity, foreign exchange
operations, and reduced expenses.

Fig. 8: Banks’ aggregate Core Capital/RWA (percent)
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Fig. 9: Quarterly changes in banks’ Net Profit after Tax (UGX billions)
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BOU Action
o BOU ended the market-wide restriction on payment of discretionary
distributions including dividends by SFIs, on 31 May 2022.
o Going forward, SFIs’ profitability (and capital buffers) may be
affected by increase in provisions as NPLs/ECLs increase.
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8. Update on Policy on Payment of Discretionary Distributions by SFIs
BOU ended the Covid-19 market-wide restriction on payment of dividends and other discretionary payments by SFIs
effective 30 May 2022
Unwinding of the restriction based on;
▪ Timing. The policy measure, instituted in April 2020, largely achieved the intended objectives; to ensure banking sector
resilience against pandemic related losses and strengthen capacity to support the economy.
✓ Aggregate CAR for banks rose from 20.3% in March 2020 to 24.2% in March 2022, enhancing their ability to absorb emerging
shocks.
▪ Since 2020, BOU has implemented regulatory reforms that locked in dividend restrictions
✓ Conduct of annual ICAAP assessments by SFIs, became a requirement since January 2022.
✓ Effective 1st January 2022, the capital buffers regulations locked in the requirement for banks to use retained earnings to
enhance their capital conservation buffer and DSIB buffer, before paying dividends,.
▪ Prolonged use of the policy could impair investor confidence, increase the cost of capital.
IMPLICATIONS:
▪ Going forward, the payment of dividends shall continue to be subject to BOU approval.

o Banks must comply with Basel II & III capital buffers and guidelines; submit a satisfactory forward looking ICAAP assessment
report that takes into account ability to withstand a range of economic risks.
o Approval of dividend payments will also be mindful of the prevailing macroeconomic conditions.
▪ Dividends applied for but not yet approved by BOU as at March 2022: UGX.576.63 billion by banks & UGX.2.21 billion by MDIs.
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9. Update on Afriland First Bank (U) Ltd
▪ Afriland First Bank (U) Ltd. was licensed to start Banking business in September 2019.
▪

As a Ugandan incorporated subsidiary of Afriland First Group.

▪ The COVID-19 pandemic situation (lockdowns), and the ensuing slow economic recovery,
significantly affected the bank’s business strategy and operations.
• The Bank is solvent. Bank continued to incur losses without gaining significant business foothold.
• Shareholders took a strategic decision to end operations in Uganda. and accordingly sought BOU’s prior
approval to apply to the High Court for, Voluntary Liquidation.

▪ The Financial Institutions Act 2004 (as amended) allows Banks to apply to the High Court for
Voluntary liquidation, after obtaining BOU’s approval.
▪

On 25th May 2022, BOU approved the bank’s request, upon confirming that the bank’s assets were sufficient to
discharge its obligations

▪

BOU duly notified the general public; and advised depositors to withdraw their deposits from the bank’s
premises, and other creditors to be repaid by the liquidator appointed by bank’s shareholders.
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10. Performance of Payment Systems
o The systemically important payment systems (SIPS) operated without
significant disruption in the quarter.
• SIPS include; the Uganda National Interbank Settlement System (RTGS),
Automated Clearing House, and Central Securities Depository.

o Usage of digital payment systems/channels continued to grow over the
year ended March 2022.
• Value of internet and mobile banking transfers rose by 82.8% and
146.1% respectively.
• Value of mobile money transactions rose by 46.5% to UGX.145.6 trillion.
o Demand for digital channels continues to be driven by:
• Favorable policy/regulatory environment, evolving consumer behavior.
Accelerated by COVID-19 restrictions, and recovery in economic activity.
• New e-money providers e.g. Stanbic-Flexipay, Safeboda-Guiness.
o However, cyber threats remain an inherent risk for digital channels.
o Two Banks were affected by Cyber fraud
BOU Action: BOU continues to engage with banks and payment system
providers to implement robust cybersecurity operational risk management
frameworks.

Table 1: Performance of electronic payment systems
Year ended

Debit cards

Credit cards

Point-of-sale

Internet
banking

Mobile
banking

Mobile
money

Mar-2021

Mar2022

%
Change

2.59

2.91

12.42

4.44

5.68

28.01

961.95
10,481

1,191.62
9,183.0

23.88
-12.38

Volume of payments(000’s)
Value of payments (UGX.
billion)

142.35

230.91

62.22

34.1

59.7

74.89

Volume(million)
Value (UGX. billion)

2.9
719.15

3.7
711.58

25.55
-1.05

Active number of users
Volume of fund transfers
(million)
Value of fund transfers(UGX.
trillion)
Active number of users
(million)

848,691

997,287

17.51

1.72

2.77

60.66

34.97

63.92

82.78

1.13

1.53

34.8

1.74

2.71

55.57

2.11

5.20

146.09

3.7
101.5

4.5
145.6

23.1
46.5

1.42

1.43

0.57

Active number of cards
(millions)
Volume of payments (millions)
Value of payments (UGX.
billion)
Active number of cards

Volume fund transfers(million)
Value of fund transfers (UGX.
trillion)
Number of
transactions(billions)
Value (UGX. trillions)
Escrow account balances
(trillion)
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11. Conclusion, Outlook and Implications
Overall, systemic risks to financial stability continued to be moderate, supported by the reopening of the
economy and strong capital and liquidity buffers to cushion banks against shocks.

o However, the slowdown of the economic recovery, emergent global macro-financial shocks, and the evolution
of inflation cloud the outlook for systemic risks.
o These factors are likely to pass through and adversely affect the financial condition of households, enterprises
and SFIs.
• BOU continues to engage SFIs to enhance their ongoing resilience to aforementioned risks.
• An update on the BOU policy measures and decisions for systemic risk is on the next slide.
• BOU will continue to closely monitor trends in systemic risk and stands ready to take further policy or
regulatory actions as may be warranted, in order to safeguard the stability of the financial system. Taking
into account the balance of risks to financial stability and the resilience of SFIs to projected shocks.
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Discussion Q&A
To Foster Price Stability and a Sound
Financial System

Thank You
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