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ABSTRACT - |
‘ |
l

This study examines criticallyvthe part played by
financial 1ntermed1ar1es in the development process in - !
‘Uganda part1cularly through-the1r 1mpact on the domestl
lsav1ng 1nvestment process dur1ng the perﬁod 1950 1972.. /I
the course of the study, the development of the f1nanctal
superstructure determinants of sav1ng and 1nvestment ;md:3
the role of f1nanc1al 1ntermed1ar1es in the’ m061l1zat1bn of N
sav1ngs. the f1nanc1ng of 1nvestment and‘the monet1zat1on'
of the Ugandan economy are examined., | ‘.

The analys1s of the role of f1nanc1al 1ntermedlaries in
the‘sav1ng-1nvestment process in the countryﬁis“canried out
both theoretically and empirically. The qualitathe |
"analysis is:done‘by means of‘models formulatedlfor'the
2purpose. Two types of models'are.formulated' lsfnﬁle equa- l t
tion and simultaneous equation models(' Most of the single

equation models are based on traditional. (Keynes1an and

‘post Keyne51an) theories of sav1ng and 1nvestment - The

T e

s1multaneous equat1on models are based on both McKInnonvs
| work and var1ous other, fairly recent, vstudles of the
'sav1ng 1n\estment processes in developing COuntr1es

The emp1r1cal or quantntat1ve analys1s is carrled out
econometr1cally The analyses take the form of tabular
'presentat1ons The thes1s conta1ns e1ghteen tables

dep1ct1ng the structure of the Ugandan economy, the nature

of f1nanc1al 1nst1tut1ons in Uganda, the/development of the'



i

try s real 1nfrastructure and f1nancﬁal superstructure,li‘

the nature of the re‘ﬁurce outflows from the country- U=f’j

~,nalyses also take the form of presentatlons and de-.

-

tlons of tables of regre551on results of the s1ngle :
equat'on and srmultaneous equat1on models In addwtlon.,a;
d1scu s1on of the econometr1o problems encountered at the

{; est1matﬁon stage 1s undertaken o *fnﬁ ‘ 'ﬁ{)‘

Y ‘7I e main hypothes1s of thls study ls that f1nanc1al

35
intern d1ar1es enhance the development phocess in develop1ng
i ". countr1 s through the1r 1mpact on sav1ng 1nvestment '
l . process s.. The. stat1st1cal and econometr1o analyses gener-
| ated ov rwhelm1ng\ev1dence in suoport of this: hypothes1s in
the’ case. of Uganda F1nancﬂal 1ntermed1at1on was found to
be a stat1st1cally s1gn1flcant determ1nant of both the
sav1ng and 1nvestment rates 1n the country, 1rrespect1ve of
whether ingle equat1on or s1multaneous equatlon models were
.used H ever, the sav1ng and 1nvestment elasticity
_ mult1pl1ers w1th respect to f1nanc1al 1ntermed1at1on S:
development were found to be less than unity. Those with
respect to income, foreign capital 1nflows, and interest
rates--to_ment1on a few of\the determinants of saving and g’(
1nvestment other than f1nanc1£l 1ntermed1at1on--were also
; less than one. Further, f1nanc1al 1ntermed1at1on was found
- to be both supply- leadlng and demand- follow1ng It
}\Ekv 1nfluences and is, in turn, inf luenced by the °

saving—investment‘procesS- In addition, the Mck1nnon

c ot

complementar1fy hypothesrs appears to obtain in Uganda I

>~

vi



'v?'Money and phys1cal Capltél are complementaryﬁ rather than
i‘LSUbst1tutable | f ‘ |
As. f1nanolal 1ntermed1at1on is an 1mportant determInant
fzof both the sav1ng rate and the—1nvestment rate in Uganda.
x'_1t is appropr1ate that future development pol1c1es for the
country emphaslze and encourage f1nanc1al development .
Thus, both f1nanc1al deepen {the intensive marg1n) and ‘
f1nanc1al w1den1ng (the extézzlve\marg1n) should be - -enhanced
in the country ~Finally, as the McK1nnon approach appears |
to apply to the - country--an approach that, among other
things, advocates nonﬂ1nterference 1n the financiai -
markets--future development should also dlscourage any form ﬁ

of f1nanc1al repressxon, ‘that is, the tendency to Keep

1nterest rates below the1r equ1llbr1um levels

0 .
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- : CHAPTER I
INTRODUCTION

-t : A. Problems
L .
Despite é%ten diVebgeq& views as to how growth within,

or the development'of, an economy Shéuld proceed, !

development ‘économists and planners seem to concur that suc-

]

a sufficient meastre. It is, therefore, often stated that
R - s |
,deye]opTﬁg'couQIVies.are'underdevelopedvbasically because of

i fheir.lack of'ﬁaequafe capifél. Consequently, developmeht_

céssful deVéTopment requires the-availability‘of capital in

-literature puts considerable stress on the domestic

accumulation of capital, as well as on capital importation -

'For illustration, we mention two divergent schools of
thought on strategies of development: balanced and |
unbalanced growth. The theory of balanced growth, as
" propounded by Nurkse, examines methods of breaking out of .
the "vicious circle of poverty.” The break must be achieved
through a “more of less synchronized application of capital
to a wide range of different industries. . . . The case for -
- 'balanced growth’ rests on the need for a ‘"balanced diet.’"
"Rosenstein-Rodan’s- theory of the "big push" is written in
~the same spirit. However, the theory of unbalanced growth,
associated with Hirshman, argues that-development should
proceed through a series of deliberately created T
. disequilibria. The scarce factors should be concentrated in
“leading sectors," strategic industries with forward and
backward linkages. Hirshman’s theory and the Schumpeterian
theory of .the clustering of innovations are similar in sev-
-“eral ways. See Ragnar Nurkse, Problems of Capital Format ion
1 in Underdeveloped Countries, 7th ed. (New York: .Oxford
University Press, 1960); Paul N. Rosenstein-Rodan, "Notes on

- the Theory of the Big Push,” 'in H.S. Ellis and H.C. Wallich,

eds., Economic Development for Latin America (New York: St.
Martin’s Press, 1961): Albert O. Hirshman, The Strategy of
- Economic Development (New Haveri: Yale University Press,
1958).; and Joseph A. Schumpeter, Theory of Economic
Development (New York: Oxford University Press, 1961).

1



for | development purposes 1 o o -
In connect1on with the process of domest1c cap1tal
‘ accumulatlon man; pol1t1cal, cultural soc1olog1cal and
economic factors exert a restra1n1ng 1nfld§nce On the one.
hand, the supply of savings is Tow because real 1ncome 1s
slow. Real income 1s low because. product1v1ty 1n the.
economic process 1s low, and th1s, in turn, is largely the
_result of meagre capital resources. The latter;’for its’
part, is the outcome of limited saving .and investment
activity--thus returning to our initial.point. On the other
hand, ]ow"productivlty, coupled with the resultant'low‘real
purchasing power , offers but a weak:stimulant to the demand~
for funds for f1nanc1ng development W1thout a substant1al
enlargement of ‘the narrow capital base, however.'an increase
t1n product1v1ty cannot be conceived, so that eveﬁ 1n thls
case the faﬁous v1010us c1rcle of poverty" is closed 2
| In order to break out of the "vicious circle," a

.careful 1nventory of economic facts,(such as saving and
jnvestment behaviour, sources and level'of incomes, and the
o social infrastructure) is required. By means'of this |
lnventoryJ economic policy can then behdrientated. A devel-
oping country must devote much effort to mobilizing capital
from both domestic and external sources. 'However. in;the"
final analysis, the country must step up saving within the

2For an extens1ve coverage of the ‘vicious circle of
. poverty," see Nurkse, Problems of Capital Formation in
Underdeveloped Countr'les and P.T. Bauer, Dissent on
Degg;opment Student Ed. (London: we1denfeld‘and'Nicolson,_
19 . - _ . _ P
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domestic economy.'as capital requirements (apart from the
danger,of too large an 1ndebtedness to fore1gn countr1es)
will always tend to be larger than the supply of funds, from |
‘abroad. Moreover, the supply of foreign funds_tends to be
not only small but also extremely sensitive to.the
politico?economtc“athQSphere in‘theerectpient_countrgi
| Fhus, we‘cannot overehphasize the role of domestic
saving in economic development.?® It is at th1s stage that
- financial 1ntermed1at1on assumes a vital role * There is
.need to estab11sh avstrong f1naanalﬂsystem‘to play a
dynanic role<in induoing.economic deéelopment. In such‘a
system, as Hugh’PatriCK points oUt, financial institutions.
should @transfer resources from traditiona] . . . to modern

'sectors and promote and st1mulate entrepreneur1al response

’

- in these modern sectors.

It is well kKnown that eX pbst saving and inVeStment in
an economy are neqessarilyfjdentioal. However, this
identtty does not hold either ex ante for the whote economy
or ex post for individuals, ihstﬁtdtidns,3of sectors within
the economy. As a reeolt, uniess-all investment‘in the

economy is self—financed, the acts of‘saving_and investing :
& : : -

3Note however, that the ava11ab1]1ty of*cap1tal is Just one
among many prerequ1s1tes for development. The importance of
technology and such social factors as education and health
should not be underestimated. However, cohsideration of
factors other than the:-rote of capital in development is
beyond the scope of this study. .

‘We are thinking about prgyate domest1c sav1ng at th1s
stage, .rather than government, or publ1c sav1ng wh1ch will
'be discussed later.

SHugh T. Patrick, "Financial Development and Econom1c Growth
in Underdeveloped Countries,”" Economic DeveJopment and
Cultural Change 14 (January 1966) 175 76. -
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‘will be accompan1ed by the creatlon of f1nanc1al assets and
l1ab1l1t1es ‘In the term1nolozy of Gurley and Shaw

def1c1t-sF1ﬁ 1ng units (ultitpate borrowers) w1ll practise .

borrow1ng, wh:le 'surplus-spending" units (ultimate savers)
will exercise saving.® In a modern economy, the

communlcat1on set- up is such that savers and borrowers

.

rarely come in direct contact w1th one another In the
f“’assence of such contact, the satISfactlon of both groups

w1ll be met by f1nanc1al markets and 1ntermed1ar1es, which

- issue claims on themselves to the savers and acqu1re the
debt of the borrowers.? Thus, the transm1ss1on of financial .
resources between lenders .and borrowers f1nds express{on in
the balance sheet of a third party, the f1nanc1al
intermediary. . - ? |

| fFurther .in a grow1ng economy} f1nanc1al 1ntermed1ar1es

, play an 1mportant role not only in the transfer of funds |
from savers to borrowers but also in encouraging sav1ng and
d1shoard1ng. Intermediaries perform the latter role by
offering savers subsidiary fac1l1t1es and attract1ons--such

as the safety of. funds from theft and physical damage. a

' %See John G. Guriey and Edward S Shaw Money in a Theory of
Finance (Washington, D.C. _ Brookings Inst1tut1on 1960).
Also see their “F1nanc1al Aspects of- Economic Development "
Amer ican Economic Review 49 (September 1955): 515-38:. agﬁd

- "Financial Intermediaries and the ‘Savings-Investment
Process," Journal of Finance 11 (May '1956): 257-66.
"Financial intermediaries include savings banks,
Go-operative banks, development banks, 1nsurance compan1es,
hire-purchase and mor tgage companies, credit uniors’ and -
building societies and compan1es On the point as to wheth-
er commercial banks are unique as compared to non-bank
financial. intermediaries, there is no. consensus amongs t
economists. This controversy will’ not, in any significant
way, affect our subsequent analyses

-



- rate of return (interest) on savings, insurance against

hazards 1ike fire, 1ife assurance, and even the oppoﬁtunity

®

to borrow funds at some future date.

| Initially, the establishment of finéncia]
intermediaries will, doubtlessly, increase total investment
h%therto/restricted by difficultiesuqf "se1f-f2nancf@g”and

"direct-financing."® Intermediaries pool funds into

practically inexhaustible "reservoirs” from which

investments flow as need arises. As Higgins points out,
if voluntary savings from upper-income groups are to
contribute to financing developmental investment, .
. they must be mobilized by institutions capable
of making them avaidable to investors rather than
consumers. ® S :

In a developing country without such institdtions, or with
an ihadequate’nUmber of them, other instifutions—-such as
pownshops. landlords, and vi11age\ﬁone§lenders--usual]y '
sp;ing up. These do not pl;y an active role in the
saving-investment prbcéss as fhey,mefely "divert the saving§

of one group to financing consumer expenditures of
? - .

LY

others." 10
. However, aﬂthough financial intermediaries generally
play a“po§jtiVEJy important role in economic development as

elaborated above} they may play}an additional role: that of

8"Direct-financing” is the financing resulting from direct.
contact between lenders and borrowers, including lending and
borrowing through brokers and agents. It is . in contrast to
“indirect-financing," where the borrowers procure finance
through financial intermediaries. See Gurley and Shaw,’
SFinancial Aspects of Eco ic Development." :

®Benjamin Higgins, £conom¥c Development: Problems,
Principles, and Policies, Revised ed. (New York: W.W.
Morton Co., 1968), p. 505. . -

A0Ibid., p. 505. o

1
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siphoning funds ogt of the dbmestic economy . Thié can
hapbgn if intermediaries are branChés of féreign companies
‘as is the case in most developing ébuntries. As branches of
mulfinétional corpo%ations, they also have otHer-adve%se

effects on the economies of. the developing countries.'!' On

-

this point, Sweezy observes that

. « . a significant part of the local bourgeoisie is
in effect denationalized and co-opted into the
service of ‘foreign interests while much of the
surplus product of the economies is drained away in
the form of repatriated profits, service of foreign
debts, royalty payments for foreign technology,

false invoicing of imports and exports and the
building up of ‘Swiss bank accounts by the local rich,
fearful for the future of their own countries.!?

~—

Hence, for policy and other purposés. the possibi]ity of the

océurrence of this negative role.also under lines the call

for a careful study of’the net role financial iptermediaries
. . [~4

play in a given developing coﬁntry.»’

N

. ‘ B. IObjectives of the Study

As explained ébove, financial‘intermediaries play a
" vital role in the mobilization of savings and the
channelling of the savingsrﬁntﬁ competing investment

_ outlets. /They may also play a négative‘r61e by, say,

~

------------------ .

'1A detailed discussion of multinationals is found in'
Charles P. Kindleberger, ed. The International Corporation:
A Symposium (Cambridge:  M.I.T. Press, 1970). Also see Paul
M. Sweezy, "Multinational Corporations and Banks," Monthly
.Review 29 (danuary 1978): 1-9; and H. Radice, fed.
International Firms and Modern Imperial ism (London:. Penguin
Books, 1975). - : ~

'2 Sweezy, "Multinational Corporations and Banks," p. 6 (my -
emphasis). - o . :
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1. The development of the findancial 1nfrastructure in

| 7
investind abroad funds accumilated domestically.
Consequently, the main purpose of the underly1ng study

1s to examine critically the. part played by flnanc1al

1ntermed1ar1es 1n the development process in Uganda part1c-'

ularly through thelrvapact on the domest1c

asaVJng 1nvestment process.. ' Specifically, given the

.socio-political 1nst1tut1onal and econom1c framework of

~Uganda can attempt is made to supply qualltatkve and

quant1tat1ve analyses of: . \

/-

Uganda;

2. The determinants, levels and forms of‘savlng and

1nvestment in the country, and, ’ )

- 3. The role of financial 1ntermediaries_in

- (a), the mobilization of saving; _ <
(b) the financing of investment, |

(c) the "draining away" (or "leakage") of resouices; and

©

(d) the monetization of the economy.

C. Analyses and Hypotheses

. The main nypothesis'of this study is that financial
‘intermediaries enhance develOpment by encouraging sav1ng and
lts allocatlon to 1nvestment

Qther hypotheses based on the following analyses w1ll

also be” tested:

1. Uganda’s Institutional Framework. for Financing

o
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Develdpment;_ P
2. . Measurément and assessment of Financial -Development in
Ugaﬁda; | | | |
3. Determinants of Saving in Uganda; | 7
4. Determinants of Investment in Uganda; »

5. ?inancial Insfitﬂtions and "Leakages" in Uganda; and
6

Financial Intermediaries and Monetization,in”Uganda.

f

D. The Scope of the Study -
]
g
The study analyses the role of financia]‘intermediaries

»

-in the_saving-investmeng procegs in{Uganda.during thgfperl%d
195021976.‘3 In;ﬁact,.the study lays more emphasis on fh;
supply-o§ loanab}e funds (saving) than on the demand.for
funds (inves}mentl. This is not to deny that the.ef?iciency
wit;.which loanable Funds are allocated among competing
investment opportunities py{ say, ffnancial jntermediarjes
is an important factor'in‘&éférmiging th; rate of_grow}h of
an economy. It is a]sO‘recogq5£ed that occasionally\the
demand for loanable funds may bé slack & or inadequate, in
developihg couﬁtries. NeVertheless, my belief is that in
Uganda the major constraint to development is the lack of
"adequaté investable fuﬁds, rathér than the lack of

investment outlets.

- o

"“However, due to a definite change in the structure of the -~ -
economy, ‘the econometric analyses of Chapter VII are based

on a smaller sample, namely, cavering, the period 1950-1972,
The structural change occurred, as will 'be demonstrated in -
Chapter VII, beginning with the fiscal year 1872/73.

4
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.‘Further, since the term "economic deye]opment;f or . ®
“development,“_is frequently used in this study, there is a
need for-a aeffnﬁtion'ofvthe.térm. ’Economic deve]ppmenf is
"defined asy

. . . the process whereby the per capita income of a v
country increases over a long period of

time--subject to the stipulations that the number
below an "absolute poverty line" does not increase,
and that the distribution of. income does not become
more unequal. 4 ° : ‘

Iq view of this defihition; the use of the term in this
study leaves much to be désired. _Here, we deal with the
»saving-investment process insofar as it affects development.
No‘attempt is made to analyse equity and other social
aspects of development. Thhs? determinants of economic
development other than the rafes of sagfqg and investment -
are - not coqsidéred.' One need not overeébhasize the'point

ﬁ5that a high level, or rate, of éaving'is a necessary, but

not sufficient, condition for development . xHence;'wheneyer
the term development arises in this study, these

qualifications must be borne in mind.

_E. 'Format of the Thesis

The thesis Consjsté of eight chapters. The»purpose‘ofh

N
3

the current'chapter.has been to define the_problem, '_f'

' obje¢fives, scope, and the organization of the thesis,

14 Gerard M. Meier, Leading Issues in Economic DevefbpMent;"”

3rd ed. (New York: Oxford Umiversity Press, 1876).
(Emphasis in original.) o , . )
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Chapter Il and Chapter III present a brief hackground
to the Study. In Chapter 11, the structure of the Ugandan
economy is ana]ysed. The chapter analytically.describeS'the
key sectors of the Ugandan economy the agricultural sector;'
the industrial sector, the fore1gn sector, and the public
sector. Chapter 11l presents a descr1pt1ve analysis- of the
financial institutions in the country} The institutions
covered include‘the monetary authority, commercial banks,
development-finance parastatal bodies, and various other
non-bank ftnancial intermediaries. Financial markets in
Uganda are also discussed. Thus, Chapter 11 analyses the
(real) structure (infrastructure) of the Ugandan economy and
66hapter TI1 focuses on the financia? superstructure of the
economy . |

The analyses in Chapters Il.and III are faci1itated by
use of fifteen tables, eight in Chapter 11 and seven in
Chapter'III Most of ‘the tables cover the ent1re period
under study (1950 1976). The author cla1ms cred1t for the

comp11at1on of the tables, if not their or1g1nal1ty, as all

of them were. compiled from basically "raw" data.

Chapters 1v, V; and VI take up the main theme of the
study In these chapters, a.review of the l1terature and
evidence is undertaken. In addition; :;rious theoretical
models of f1nanc1al intermediation and the saving- 1nvestment
kprocess are formulated and discussed. In Chapter 1V, the
savqng-Jnvestment process, the institutional framework for
‘mobiitiiné,savings, and financial development in the country

[«
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are discussed. Vapioﬁs measures of the financial
superstructure are diécussed. and a statistical analysis of
some of the measures is under taken. Further} savibg and
capital formation statistics are presented-and'discussed.
In Chapter V, a review of the literature and evidence
concerning single equation modelé is presented. A proxy for
financial intermediation is introduced as one of the argu-
ments in‘both the saving and the ‘nvestment functionf.
Chapter VI presents a brief review of the literature and
‘evidence concerning simultaneous equat{on models of saving
and ‘investment. In this chaptér, the McKinnon o
complementarity hypdthesis‘s,énd two "new" simultaneous
equatibn models are discusSed. |

Chapter VII is devoted td the econometric estimation of :
the models discussed in Chapters V and VI. In addition, the
nafurelof‘the data used in this study as well as the
-econometric problems enCounteréd at the estimation'stage are
discussed. Thus, Chapter VII is the empirical counterpart
of the theoretical Chapters V and VI.

Finally, in addition to providing a summary, Chapter
VIII lays out the major conclusions,. policy implications,

and limitations of the study.

/

il I T I e,

'5See Ronald I. McKinnon, Money and Capital in Economlc
Deve;opment (WashIngton D.C. Brook1ngs Ihst1tut1on
1973



CHAPTER 11 .
THE STRUCTURE OF THE UGANDAN ECONOMY

The current chapter briefly describes and analyses

-

some significant characteristics of the Ugandan economy in
order to highlight those structural features that are
relevant to the subject-matter of this study.

Like other developing countfﬁes; Uganda‘has é low
standard of living, as is evident from its low ﬁerbcapita.
:incbme.‘6 As Table 2-1 showé, nominal per capita income
increased from Shs 280.8 i 1950 to Shs 2,042.5 in 197617
In real terms, per capita income increaéed by only 41.5 per
cent--from S;s 438.6 in 1950 to Shs 620.7 in 1976. Real -
' groés domestic product (GDP) grew at an average rate of 4:1

per cent, while real per capita income realised an annual

- el - e - e - - e o e e

'6Per capita income as a measure of economic welfare has
been extensively criticized. Problems of a conceptual,

, statistical, and interpretational nature arise in using the
measure to compare standards of living over time and across
countries. For example, it does not take account of spatial
and temporal,differences in income distribution, in defini-
tions of income, and in tastes and preferences. For further
details, see, for example, Ian Livingstone and Henry W. Ord,
An Introduction to the Economics for East Africa (London: '
Heinemann Educational Books, 1968), pp.13-17. '

'7The abbreviation "Shs" used throughout this study, refers
to the Ugandan shilling, which is approximately equal to 13
U.S cents (i.e., Shs 7.50 = $U.S. 1.00). Also compare
Uganda’'s 1972 per capita, income of Shs 991 to the 1972
estimates of the per capita incomes of Kenya (Shs 1,200), -
U.K. - (Shs 17,000), Canada (Shs 30,000), and U.S.A. (Shs
36,000). These estimates are based on the International
Monetary Fund, International Financial Statistijcs,
Washington, D.C.; May 1978.

[«
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| TABLE 2-1
NATIONAL AND PER CAPITA INCOME (GDP) FOR UGANDA IN CURRENT .
AND CONSTANT (1966) PRICES, 1950-1976

Estimated Natiogzl Inigne ;GDP) Per Capit?sinfome (GDP)
Year Population ( ;)S million ’ 18
(millions) Current Prices 1966 Prices Current Prices 1966 Prices
1950 5.1 1,432.0 2,237 . 280.8 438.6
1951 5.2 , 1,928.0 : . 3,084 N 372.2 595.4
1952 5.5 2.154.0 3,423 ) 393.8 '625.8
1953 5.6 1.884.0 3,046 335.8 543.0
1954 5.8 2,208.0 3,789 . .~ 384.0 660.5
1955 5.9 2;803.6 4,067 475.2 689.3
13856 6.1 2,831.6 4,272 468.0 706.1
1957 6.2 f 2,934.4 " 4,452 473.3 . 718.1
1958 6.7 ¥ 2,936.0 4,483 . 438.2 : 669.1
1959 7.1 2,979.4 4,711 419.6 . 663.5
1960 7.6 3,042.5 4,863 403.0 644.1
1961 7.7 3,128.3 4,767 404.2 ) ‘615.9
1962 7.9 3,133.3 4,803 . 394.6 604.9
1963 8.2 3,516.9 5,272 431.5 . : 646.9
1964 8.4 3,902.1 5,516 . . 466.8 659.8
1965 8.6 4,456.1 5,787 519.4 674.5
19€€ 8.8 -6, 119.0 ~ 6,119 - 694sb 694.6
41967 . 9.2 6,621.5 6,296 : 731.7 695.7

1968 9.3 6,626.0 - ’ 6,459 712.5 694.5
1969 9.6 7,479.0 7,171 7 783.1 750.9
1970 9.8 8,528.0 7,279 ) 869.3 . 742.0
1971 10.1 9,316.0 7,492 D 919.6 739.6
1972 10.5 S 10,367.0 7.542 - 991.1 Lo 721.0
1973 10.8 12,953.0 7,496 . 1,198.2 ~ 693.14
1974 11.2 16,025.0 7,509 1,434.7 ) 672.2
1975 11.6 - 19,028.0 7,35%.. 1,647.5 ’ 637.0
1976 11.9 24,387.0 7,411 -2,042.5 620.7

SOURCES: 1. Populat1on INF, International Financial
Statistics, various issues. ' . ‘
2. GDP,(Current Prices), 1972-1976: IMF, International
Financial Statistits, various issues. ,
3. GDP (Current Praces) 1950-1971: Uganda Government, o
Statistical Abstracts, various issues.
4. GDP (1966 Prices), 1950-1966: ibid., various issues.
5. GDP (1966 Prices), 1966-1874: Uganda Government, The
. Action Programme: A Three -Year Economic Rehabllrtatlon
Plan, 1977/78-1979/80 (Entebbe: Government Printer, 1977)

. 24-25, _ :
g? GDP (1966 Prices), 1975-1976: Bank of Uganda, A ReVIew
of the Uganda Economy (Kampala Sapoba Bookshop Press.
1979) p 4,
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growth rate of 0.7 per cent during thekperiod'1954-l976 18 .
' The country s ‘income is der1ved ma1nly from peasant |

agr1cultural productlon The rapid growth of cash crop

-production for both domest1c and export markets has been

~ superimposed on what is still, bas1cally, a subs1stence ”

economy, «where a Household’s food crop product1on is its

first pr1or1ty.‘9 o : : < ‘

In general{ Uganda is not overpopulated.. In 1969, the
country’s actual population was’9.5 million,,and the average
density of population was only 48 persons per square -
Kilometre. Nevertheless. some d1str1cts in the country
(1ike Bugisu, Bukedi, and Kigezi) tend to be overcrowded
(with population densities in 1969 of 161, 135, and 130
people per square kilometre -respectrvely) 20 Moreover, the
-,1969 Populat1on Census revealed, among other thlngs, that
Uganda’s populatjon growth rate of 3.4 per cent per annum is

very high. Th1s rate of 1ncrease

———--——-—------—_-

18See Table 2-3 below.
19The subsistence. sector is "a set. of non- monetary econom1c_
ac ivities undertaken by people most of whom also have

tary activities."” See E.K. Fisk, "The Subsistence
C nent in National Income Accounts,' in «J.B. Hardarker,,
ed. The Subsistence Sector in the South Pacif ic (Suva,
"Fiji: University of the South Pacific, 1975), p. 37. ’
205ee Uganda Government, 1973 Statistical Abstract (Entebbe:
Government Printer, 1973) Table B. 2, p. 10. The age dis-
tribution of the populat1on is as follows (as per Table B.
3, p. 11 of the booklet):

0-14 years (children)............. '...;... 46.2 per cent |
15-64 years (working populat1op) '49.8 per cent.
.85 years (and over) (senior c1t1zens) ...... 4.0 per cent

Thus, the young and old compr1se 50.2 2 per cent of the _

p@ulat‘lon
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. . . is among the very h1ghest in the wor 1d today.
Th1s fact has such ominous implications for 1ncomes,
employment and expenditures on social services that
it is truly cause for alarm. The Government,
‘therefore, intends to initiate 1mmed1ately a

_‘programme aimed at bringing about, in the long run,

" a definite decline in the rate at ~which our b
population grows every year.21.

However, as the follow1ng ana1y51s w1ll reveal the
most relevant and. pervas1ve character1st1c of the Ugandan'v
economy is its heavy dependence on agr1culture and fore1gn
trade. Industr1al1zat1on 1s still in its 1nfant stage of
'development " and, structurally, is limited by the small size -
of the domestic market. .Consequently,lthe economic,growthi
ot Uganda'is“heaVily3dependent on, fnteP alia, the vagaries
of weather fluctuatlons in the quant1t1es and prlces of its
ma jor exports, var1at1ons in ‘the terms of trade and the
. ]eve] of product1v1ty in the agr1cu1tura1 sector. Needless
- to say,_the contribution. of f1nanc1al 1ntermed1ar1es"to the.
development of the country w111 also be affected by these
factors The sections below attempt to shed more lwght on

.these phenomena

LS
)

,2‘Uganda Government, Uganda’s Plan III: Third Five-Year
Development..Plan, 1971/2 - 1975/6 (Entebbe Government
Printer, 1971), -par. 1.45, p. 12. Also see Uganda
Government, Work for. Progress. Uganda s Second F ive-Year
Plan, 1966-1971 (Entebbe:. Government Printer, 1966), par. -
1.21, p. 6. Hereafter these documents w1ll be quoted simply
as Plan III and Plan 1I, respect1ve1y ‘ ‘ , :
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Although 1ts relat1ve importance has been decl1n1ng
_over t1me as Table 2- 2 shows the agr1cultural sector still
accounts for over 50 per cent of Uganda s GDP. The sector
also provides employment for over 80 per cent of the -
population;. and about 90 per cent of .the country s exports
-are agricultural products. 22 Agr1culture is, therefore the,
cornerstone on which Uganda s development must be built.

' Durlng the 1954 - 1976 per10d the sector grew at an-av-
erage annual rate of 5. 5 per cent while the monetary sector
_real1zed an average annual growth rate of 4 5 per cent as
Table 2 3 shows But as 1llustrated by the same table, the
rates fluctuated consmderably from year to year. Ffor - T
1nstance the growth rate for the agr1cultural sector ranged
from a low of -3.3. per cent in 1968 to a high of 30.9 per
'cent in 1969. The variations were largely caused by fluctu-
- at1ons in the prices of the sector s products.

' Uganda s economy is st1ll dual, with both monetary and
non- monetary (subs1stence and barter) sectors 'vThe
"nonﬂhonetary sector contr1butes about 30 per cent to the
country ‘s "GDP, Just over 50 per cent offagrwcultural
productIon 23 The subSJstence sector prov1des m05t of the
,staple foods for the stead1ly 1ncreas1ng populatlon al-'
though there seems to have been l1ttle change in: the methods_.
',of product1on and product1v1ty in the sector Coffee,

tzzSee Table 2- 6 below
' 23See ‘Bank of Uganda, A REVIew of the Uganda Economy p. 4
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"TABLE 2-2

PERCENTAGE DISTRIBUTION OF GDP AT FACTOR COST AND IN CURRENT
- PRICES, 1854-1978 :

/ g _
‘ Transport & { ] Government
Agri- ‘ © Com- | Commu- ' . and
Year culture Industry merce nications Rents ['Other Services TOTAL
1954 68.9 11.4 9.1 2.9 1.1 6.6 100.0
1955 66.6 12.3 9.2 3.1 1.2 - 7.6 100.0.
1956 63.9 ©13.6 9.5 / 3.0 1.5 8.5 100.0
1957 64.0 11.7 . 10.0 3.2 1.7 9.1 100.0
1958 63.8 12.0 9.4/ 3.6 1.8 9.4 100.0
1959 - 63.1 11.9 9.4 4.9 . 2.1 9.7 100.0
1960 - 61.2 13.8 10.2 3.8 ‘ 2.3 11.3 100.0
1961, | 61.5 11.8 9. 3.7 1.8 11.6 100.0
1962 60.8 12.0 9.2 3.5 . 2.6 12.0 100.0
1963 - 60.9 12.1 10;3 3.2 . 2.1 10.9 . 100.90
1964 ©60.1 ‘13,0 10.0: 2.9 2.0 11.7 100.0
1965 59.4 13.9 .9.4 2.5 1.9 12.2 : 100.0
‘1966 - 57.7 - -13.9 ¢ 8.1 2.6 1.6 9.9 100.¢C
1967 58.5 | ' 13.2 7.4 3.4 1.5 9.8 100.0
1968 56.4 14.1 7.9 3.1 1.7 11.0 ¢ .100.0
1969 . 54.3 14.3 13.2 3.3 6.9 11.4 100.0
1970 | 57.2 13.2 12.3 3.1 6.4 . 10.8 100.0
197Y 57.2 ‘ 121 12.8 3.3 6.7 l10.8 100.0
1972 49.4 14.3 10.6 4.3 6.5 10.8 100.¢
1973 53.6 15.3 9.1 4.3 2.9 - 14.8 b 100.0
1974 53.0 i 15.2 9.3 4.6 3.2 14.7 : 100.0
1975 53.9 14.1 8.6 4.4 3.7 - 15.3 100.0
1976 53.9 13.5 8.7 4.3 . 4.0 15.6. 100.0
1955-60 64.5 12.4 9.5 3.5 1.7 . 8.9 100.0
1960-70 58.9 13.2 9.7 3.2 2.8 11.1 100.0
1970-76" 54.0 14.0 10.2 4.0 . 4.8 13.3 100.0
1954-=% 59.5" 13.2 9.7 3.5 2.9 ~11.1 . 100.0

B

SOURCES: 1. 1954- 1971 'Ugandafeovernment. Statistical

Abstnacts various issues.
2. 1972-1976: Bank of Uganda, A Rev;ew of the Uganda

-Economy. S
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TABLE 2 3
GROWTH RATES OF SOME SECTORS. AND VARIABLES "IN THE. UGANDAN
ECONOMY, 1954-1976
(Percentages)
»
Monetary‘ Agri- Capital Real Per Consumer
Real Sector culture Industry | Formation Capita Price Index

Year GDP (Nominal) (Nominal) (Ndminal) . {Nominal) Income “(1966=100)
1954 [ 24.7 3.4 1.1 7.3 -8.3 21.7 71.8

1955 7.1 10.0 2 5.2 18.5 17.6 4.4 75.9

1956 5.0 9.8 -3.0 10.9 8.1 2.4 79.7

1957 4.2 6.4 3.6 -7.9 -19.2 1.7 '81.4

1958 0.7 -3.1 -0.4 -0.8 1.6 -6.8 83.2
© 1959 5.1 1.9 - ‘0.5 0.6 -8.7 -0.8 '83.8

1960 3.2 2.3 -0.9 1.7 3.9 -2.9 79.0

1961 -2.0 0.3 7.7 2.8 7 -3.2 -4.3 91.4

1962 . 0.8 -2.9 . 1.8 1.6 -1.7 -1.7 79..0

1963 9.8 19.1 12.5 13.3 13.0 , 6.9 81.4

1964 . 4.6 9.5 9.3 18.8 21.0 2.0 89.7

1965 4.9 6.6 13.2 22.9 70.2 2.2 100.7

1966 5.7 12.3 1.7 4.3 3.4 3.0 100.0

1967 2.9 4.5 7.9 0.9 18.9 0.2 103.1

1968 - 2.6 3.0 ~-3.3 7.3. 6.6 -0.2 100.0

1969 11.0 13.7 30.9 ° 8.8 10.0 8.1 111.7
1970 1.5 11.3 21.2 7.3 -2.3 -1.1 122.7

1971 z.9 5.6 9.5 1.3~ 27.8 -0.3 442 _a
1972 0.7 -1.0 3.7 =2.4 -11.4 -2.5 137.

1973 -0.6 -2.5 7.3 -5.9 -23.9 -3.8 171.1

1974 0.2 -1.7 -3.1 - 0.0 56.9 -3.1 285.6

1975 -2.0 -4.3 -0.3 -8.7 -1.9 -5.2 343.6

1976 0.7 -0.6 0.7 -4.6 -21.5" -2.6 529.2
1954-60 . 3.1 . 4.3 -0.7 2.8 79.3
1960-70 4.1 7.2 . 8.2 12.7 1.1 96.2
1970-76 | 0.5 1.0 5.6 -1.9 3.4 -2.7 247 .4
1954-76 4.1 4.5 5.5 4.3 6.8 0.7 136.7

I3 w‘
SOURCE: Same as for Table 2-1.
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cotton, and tea are the dominant cash crops, accounting for
~ over 80 per cent of Uganda’s foreign exchange earnings. 24
Except for tea the crops are essent1a11y prodUCed on small
hold1ngs owned by peasant farmers.

It has been argued that in a deVeloping country, the
agricultural sector must play a number of interre]ated
roles;}5 fhe sector must ;. “

1. Provide food for the rabid]y growing agricultural‘
population; |
2. Prov1de a food surplus for the equally rap1d]y grow1ng

non-agricultural populat1on

3. Prov1de emp]oyment for the expand1ng labour force;

4. Increase rural earnxngs so as to provide a market for

the expanding manufactuhing sector; _

5. Earn foreign exehange badly needed for the importation
of capital, intermediatgagoods;~and spare parts necessary

for development;

6. Provide a local supply of raw materials for the

industrial sector; and,

7. Generate savings for investment in the non-agricultural

sector.

Government policy towards agr1cu]ture must aim to

achieve these objectives. In Uganda, the government has

245ee Table 2-6 below. :
255ee, for example, Peter F.M. Mclou hlin, Agriculture in
East and Central Afr'ica An Over'v Tew ?London Longmans
Books, 1970), chapter 4: Hal Mettrick, Aid in - ‘
Uganda--Agriculture. (London ' Overseas Deve lopment
Institute, 1967), p. 9; and Uganda Government, Plan II],
par. 1.5, pp. 13-14. :
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y always recognised that agriculture is the backbone of the
oountry. Hence, as an_examination'of the codntry’s
development plans wiH] reveal, government policy has been
directed towards ihproving the sector. For example, Plan
CIIT states | |

—

Agr1cu1tura1 product1on-must continue to expand for
there to be any appreciable growth in total Gross
Domestic Product. Moreover, . . . a Development:
Plan which did not provide for the growth of
agricultural production and incomes would hardly -
have any impact on the welfare of the majority of
the population. 26 .

Specifically, Uganda aims to attain se]f—suffiofency in
"}he.supoly;of local agricuitura] food products,”?2? and to
promote exports by improving the quality of crops like .

'doffee and,cotton, and increasing the quantities;of cotton,
tea, and‘t:§acco. Besides, for obvious reasons,
"diversification of agricultural broduction for export, or
for import'substit&&ion,.has always ‘been a national
policy."zi}n this regard the government has been developing
a number of cash crops to supplement trad1tiona1 crops or to
replace imports. The "new" crops 1nclude cocoak groundnuts,'
rice, .and wheat. ' |

Uganda s policy towards agr1culture also aims at

w1den1ng the scope of the monetary sector while, .simultane-
ously, narrowing the magnit1tude of the non-monetary sector;

the latter beihg generally less techoically efficient in

26Uganda Government, Plan III, par. 1.51, p. 14,
.27Uganda Government, The Act ion Ppognamnre A Three-Year
Economic RehabiTlitation Plan, 1977/78-1979/80 (Entebbe:
Government Printer, 1977), par. 1.22, p. 7. Hereafter, this
document will be quoted as the Action Programme . '
28]bid., par. 1.25, p. 7.

n
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‘comparison with the former.2® Efforts are directed towards
speeding up economic activity in the subsistence sector by
monetising‘it; for .

- once started, the process of economic development
- both feeds upon, and brings about modernization in
the subsistence sector and a transfer of resources .
to the modern sector by which productivity is -
increased in both sectors. This process depends
upon the expansion of the use. of money as a
counterpart of specialization, and the growing
‘surplus over the subsistence level provides the real
counterpart for the finance made available for
capital formation.3° ' ‘

Moreover, it is believed that'finéncial,intermediation and
monetization of an economy reinforce each'othér,31 which

further, K stresses the importancé of diminishing the size of

the sub;?§{gggg}septor.
~

B; Industry

Uganda’s industrial sector is relatively small.32 As

evident from Table 2-4, manufacturing is the domihant

kY

__________________

. 28 For the substantiation of this claim, as well as a
detailed -analysis of the monetization of the subsistence
sector, see Anand G. Chandavarkar, "Monetization of '
De;elgping Economies," IMF Staff.Papers 24 (November 1977):
665-721.. : :
3°Walter T. Newlyn, Finance for Development: A Study of}
Sources of Finance in Uganda, with Particular Reference 'to
Credit Creation (Nairobi: East Africa-Publishing,rouse,
1968), p. 18. v L - U
31Chandavarkar~argues that monetization precedes financial
intermediation rather than that the two reinforce each
other. However, Patrick maintains that they actually
reinforce each other. See A. G. Chandavarkar,
"Monetization of Developing countries,” pp. 667-70; and
Patrick, "Financial Development and Ecenomic Growth in
Underdeveioped Countries,” pp. 175-78.
¥?The industrial sector includes processing, mining and
quarrying, and mahufacturing. - See Table 2-4. o

I~}
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industrial activity; its contribution to real GDP renge
tween 9 per cent and 12 per cent‘during.the 1966-1974
period 33pAs table 2-2 shows, industrial production accounted
for between 11 4 per cent and 15.3 per. cent of GDP in the
period 1954 to 1976 (averaging 13.2 per cent).3* The
sector’'s output grew at an annual rate of 4.3. per cent ’
durtng the period.35 ) ) —~

Annual industrial surveys. implemented in the 1960s,
* showed that establishments with ten or more employees were
engaging over 45,000 people tn'industriel production. 'Total
turnover (gross output)‘at market‘prices by the eector “
amounted to Shs 2,256.7 million in 1969, while the sector’s
value-added totalled Shs 565l7 million in the same year.3§

The manufacturing sector consists of 1ight,industries.
mostly oriented towards import-substitction in view of the
country’s‘heavy dependence on imports_of'manufactured goods .
However, industrial products 11Keltext11e fabrics, Uganda
Waragi (an alcoholic beverage), and cement havé passed the
importrsubstitution stage and are noW’exportedtto Kénya and
‘ other neighbouring countries. The subsector consiets of
'eeven ma jor industries: food, beverage, and tobacco;
textiles; leather and footwear; wood and paper’ chemicals;
' non-netaiiic'products; ;?d steel andqnetal"products. Ae ‘

33Uganda Government Action Programme, par. 1.32,'p. 9.

34The “industrial production is defined to include cotton
ginning, coffee and tobacco curing, tea processing, ;
electricity generat1on and construction. . |
3sSee Table 2-3. : - o
36See Uganda Government 1973 Statistical Abstract, Tab]e'“f
K.2, p. 63. o : T
R

/

]
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TABLE 2-4
THE RELATIVE IMPORTANCE OF THE SUBSECTORS DF INDUSTRY IN

UGANDA

1854-1976

(Percentages)

SOURCE :

¥

Same as for Table 2-1, «

Mining Manu-
and factare Other - Con-
Process- Quarry- of Food Manu- Elec- struc-
Year ing ing Products facturing tricity tion Total
1954 26.1 5.9 10.3 25.9 5.0 26.8 +100.0
QL]BSS 24.5 6.2 7.9 31.1 5.3 25.0 100.0
, 1956 24.1 5.9 7.1 29.6 5.5 27.8° 100.0
‘| 1957 27.7 “f - 8.2 8.4 26.2 7.4 22.1 100.0
1958 24.3 . 9.0 8.5 25.5 8.8 23.8 100.0
- 1959 23.8 11.5 7.2 * 25.8 10.0 21.7 100.0"
1960 21.6 12.4 6.7 26.7 10.8 21:7 100.0
1961 22.0 12.2 6.8 - 26.3 <11.7 20.8 100.0
1962 19.0 13.9 6.8 26.3. 13.1 - 20.8 100.0
.1963 26.5 13.0 5.9 25.5 12.7 16.3 100.0
1964 22.7 20.9 6.8 24.4 11.5 13.7 1069.0
1965 18.0 23.2 6.1 27.5 10.5 14.7° 100.0
1966 9.9 '10.7 5.1 36.9 7.0 30.5 -100.0
1967 9.5 8.3 6.0 36.2 7.5 ©32.4 100.0
1968 9.1 9.4 5.2 38.7 7.3 30.3 100.0
1969 8.7 11.1 4.0 39.7 6.4 30.2 100.0
1970 10.4 10.2 4.1 40.5 6.4 28.5 - 100.0
1971 7.8 9.0 4.0 42,7 6.8 . 29-.6 100.0
1972 7.9 8.3 5.2 39.8 8.2 30.7 1006.0
1973 8.0, 6.3 5.0 39.5 8.7 32.5 100.0
1974 6.5 6.1 4.3 40.7 8.5 | -34.1 100.C
1975 ‘5.7 5.7 3.9 38.9 3.1 36.6 100.0
1976 6’5.3 4.0 3.6 39.8 9.1 38.4 100.0
1954-60 24.6 8.4 - 8.¢ 27.3 7.5 24..1 100.0 ¢}
1960-70 - 016.1 13.2 r§§8 31.7 9.5 23.6 100.0
1970-76 7.4 7.1 4.3 40.3 8.1 32.9 100.0
1954-7¢6. . 16.0° 10.1° 6.1 32.8 8.5 26.4 100.0

23
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. .
Table 2-4.,shows, processing (that is, coffee curing cotton
ginning, sﬁgar manufacturing, tobacco curing, and tea pro-
cessing) is an impobtant industrial actiVity; In the
1954-1976 period, it averaged 16.0 per cent of total
industrial production. 4

Q\\\//. Government poliéy towards industry emphasizes ¢
Jindustrialization on the basis of import substitution and
_processing of 1ocally prqéUced pbimary’products. In Plan
IIT, it is Specifica]]y stated that future industrial
strategy will emphasize three aspects:

(i)'avcareful exploration and exploitation of
inter-industry linkages; -
(ii) greater participation by indigenous ‘interests
in industrial ownership and management, this being a
basic objective of development: : :
(iii) a more purposeful promotion of the use of
,labour-intensive production techniques.?37
The plan also out]ines‘specific measures for the expansion
of markets. | ‘

In F;Et. the Governﬁent has extended its po]igy of

induétiialization to include: (1) direct participafion
lthrouggia stdfutory copporation, thelUganda Deve lopment
Corporation (UDC), "instituted in-1952; and, (2)
.encouragement of forefgn participation through¥fisca1
incentives. Thelincetivés are embodigd in’thé‘“Incohe‘TaX e
(Management) Act” of 1958, while the “Forefgn Investment
(Protection) Act" of 1964 “provide§‘for'fhevproteétion of

a f%reign investment."38 The'latter-Stétute._among“other
. / . . .
L ' : : . 0
*7Uganda~Government, Plan III, par. 1.56, p. 56.

$8Uganda Government, Laws of Uganda, Act 17 of 1964. The
statute is reproduced in the Action Programme, pp. 58-61.
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things, rules out“govéfnnent'sequestration of anynbusiness
owned by foreigners;.and guehﬁntees that, where
nationalization is inevitable, the owners of the
nationalized industries Wi]] be fﬁ]ly compensated.
‘Government participation through the UDC and other

parastatal bodies will be discussed later.39
. .

C. The Foreign Sector

Like other developing economies, the_Ugandan economy is
highly dependent ohaotheb economies. Thethigh degree of
openness implies that the country is very vulnerable to
d1sturbances and d1stort1ons or1g1nat1ng from other
economies. Given that the countny depends on exports and
fmports'whose prices are-determined by conditioné outside
the country’s,controlz one of the major effects‘of such
openness is to reduce the Uganda government’s power to use
" fiscal and financial policfes‘in Controllﬂngadomestic ,
economic activfty. | .

A high concentration of capital andtthe evailability of
the}propeb type of technology are two of ‘the pneconditions.
‘for development.. Apart from sustainino a large part of the
populat1on wh1ch der1ves 1t§ livelihood from growing such
cash crops as. coffee and cotton, the foreign secton<proy1des‘

badly needed.fore1gn exchange. This foreign exchL#ée

'39Parastatal bodies are government owned (statutory+\ Lot
corporations. Although they have separate administrat
organlzat1ons. they rely on the government for the ra1si
of funds and for po]rcy gu1del1nes
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enables the country to import capital and technology'eeces-
sary_for development. Thus{ onelcannot overembhasize fhe
importance‘of the foreign sector. |

As Table 2- 5 shows, export earn1ngs in Uganda have
generally had an upward trend. Earnings grew from Shs 921.9‘
million in 1955 to Shs 2,919.0 million in 1976. _
Nevertheless, the earnings exhibited fluctuatiohs during the
period. Further, the ratio of export to GDP-the avefage
prompenegty to export (APX)--generally declined, from a high
of 39.0 per cent in 1964 to a low df\10.0 ber cent in 1975.

Imports have also been on the increase, although they

- have experience&lsevere fluctuations; especia11y after 1970.

The value of imports ranged from a low of Shs 640 9 .million
in 1959 to Shs 1783.0 million in 1971. Like the APX, the
average propens1ty to import (APM) has generally decl1ned
during the perlod fall1ng from a h1gh of 27. 8 per cent 1n |
1855 to a low of 5.9 per cent in 1976. |

The value of export taxes and_impobt duties has also
increased over tiMe | However._as Table 2- % shows, tax
revenues from forelgn trade have shown cons1derable annual
flu?%uat1on; Further the ratio of tax revenue on fore1gn ‘

trade to GDP, like. the APX and APM has shown a downward

~trend dur1ng the period. ‘0 And, as the last column of Table

- 2-5 shows, on the average taxatlen on fore1gn trade

- o . - __———-.-—-,

49The ‘APXs and APMs-for Kenya and Tanzan1a are as high as
those for Ugandaj while those. for Canada are 22.4 per cent
and 20.5 per cent, respectively, and those for the U.S. A.
are 4.7 per cent and 5.2 per cent,'respect1ve1y (1972

“estimates).



TABLE 2-5

SOME CHARACTERISTICS OF THE FOREIGN SECTOR OF THE UGANDAN
_ - ECONOMY, 1955-1976

TOTAL EXPORTS TdTAL IMPORTSIV EXPORT & IMPORT TAX REVENUES

u ] v - ) 1 % of
Value. | % Value L Value R Government

Year (shs m) | of GDP J (Shs m)wi of GDP v(‘Shs m) [-of GDP | 'Revenue
1955 | 921.9 32.9 778.9 | 27.8 | 192.1 6.9 43.4
1956 919.3 32.5 " 664.9 23.5 243.4 8.6 52.8
1957 |1,043.1 | 35.5 708.5 24.1 |+ 191.9 . 8.5 43.6
1958 [1,052.3 | 36.0 686.5 23.5-| '226.3 | 7.7 | s0.7.
Y 1959 969.1 1 32.5 640.9 21:5 | 192.8 6.5 46.8
1960 | 992.4| 32,6 | es2.9 | 21.5 | 175.8 | 's.e | 430
1961 962.2 | 30.8 | 679.7 | 21.7 | 163.5 | 5.2 35.5
1962 955.5 |  30.5 677.3 { 21.6 246.5 7.9 43.6
1963 |1,254.8 | 35.7 | 817.17 | 23.2 336.4 9.6 | so.s
1964 |1,521.8 | 38.0- 928.2 | 23.8 | 412.8°}-10.6 | " 51.1
1965 [.1,473.6 | 33.1 | 1,151.1 25.8 | 355.2 8.0 © 45.0
1966 1,551.1 | 25.9 1,188.2 19.9 | 4207 7.1 43.7
1967 1,562.8 | 23.6 1,137.5 17.2 | 431.8 6.5 44.4
1968 1,540.5 | 24.3 | 1,176.0 18.5 421.5 6.6 38.8°
1969 1,661.0 22.2 1,246.7 16.7 - 448.3" 6.0 38.5
1970 | 2,021.9 23.6 1,238.9 14.5 546.4 6.4 '39.3
1971 1,857.2 19.9° | 1,783.0 19.1 548.6 5.9 34.5
1972 2,018.6 19.5 1,158.2 11.2 478.8 4.6 34.9
1973 | 2,043.3 15.8 1,139.0 8.8 , 500.3 3.9 35.7
1974 | 2,248.8.| 14.0 | 1,645.8 10.3 672.0 4.2 44.8
1975 | 1,901.9 10.0 1,526.6 8.8 840.0 ° 4.4 49.4
"1976 | 2,919.0 | 12.0 | 1,40871°3 5.9 960.0 3.9 43,6

AVERAGES ' ' _ . ‘ o - a

1955-60 | 983.0 | 33.7 688.8 | 23.7 7 " 203.7 )] 7.3 | 46.7
1960-70 | 1,408.1°( '29.2 © 990.3 20.4 360.0 | 7.2 | - 43.1
| 1970-76 | 2,244.4 | 26.4 | 1,424.2 | 11.2|  649.4 | 4.8°°|  40.3.
[Bs5-76 | 1,517.4 | 2615 1,047.0 | 18.6 | 409.4| 6.6 | . 43.4

'SOURCE:  Same as for Table 2-1..




: accounted for 43 4 per cent of total government revenue -
durlng the 1955~ 1976 period.
The.deCIIne in the APX and APM rat1os were caused by
both pol1t1cal and economic factors, such as import
-controls quant1ty and pr1ce fluctuattons and _
'transportat1on problems A d1scuss1on of all of these
factors is beyond the scope of th1s study.
| Turn1ng to exports,” Table 2-6 shows that, 11ke other

. developlng countries, Uganda depends on a few exports

D

R Dur1ng the 1958 1975 per1od coffee and cotton alone
accounted for 77.8 per cent of . Uganda s annual export
earn1ngs--coffee account1ng for 53 6 _per cent and cot ton for
24.2 per cent, on the average (Table 2-6). In ddd1t10n,.
Uganda s exports are ma1nly pr1mary products. and because
the. country is not a maJor producer of the exports. 1t is -
necessarily a prlce taker ‘Because the bulk of exports are
agr1cultural products whose productlon is st1ll based on .
trad1t1onal technology, export supply is largely determ1ned _“
by the vagar1es of weather Furthermore, as’ Oloya po1nts
oUt, expor&s tend to face 1nelast1c demand 1n ‘their \
vtrad1tlonal markets, the deve]oped countr1es, such as the |
U.K. and the U.S.41. For all these reasons w1de fluctuations'
'1n export pr1ces and quant1t1es, and revenues from year to
~year are not uncommon (Table 2- 8)

As for 1mports, the p1cture is s1milarly gloomy

41See y.J. Oloya SOme ASpects of EConomlc Development with7x"'

Special Reference to East Africa (Kampala, Navrob1 Dar es
Salaam' East Afr1can Literature Bureau, 1968) ‘



o TABLE 2-6 | |
THE RELATIVE  CONTRIBUTION OF THE MAJDR EXPORT COMMODITIES ro

THE - TDTAL VALUE DF UGANDN'S DOMESTIC EXPDRTS 1855-1975
.
%) (Percentages)
: ) ’ E ,Bidés,Skins

: . S : U I : : Animal " and B

Year Coffee - Cotton Cop.pe.r,.' Tea _Feeds Others - TOTAL
1958 | 4s5.8" 39.9 4.5 | 2.2 2.4 5.1 100.0.
1959 44.4 36.7 6.6 2.8 3.9 - 5.6 100.0
1960 |- 40.9 35.9 | 8.9 3.5 4.0 6.8 £ 100.0
1961 | 35.7 42.6 7.6 3.8 | 3.6 6.7 | 100.0
'1962° | s3.6. 21.9 9.6 5.3 2.3 7.3 ©100.0 .
1963 52.8 27.8° | -7.0 4.0 13.1 5.3 . 100.0
1964 54.9 '.2$\6. 9.6 | 3.4 2.6 4.9 100.0
1965 | - 48.5 2687 | 12.7 | 3.8 | 3.1 " 5.2- 100.0
1966 | s2.8 23.3 | 8.7 4.8 3.4 7.0 ' 100.0
1967 | 53.5 .| . 23.5 8.5 [ 5.4 3.5 5.6 100.0
1968 54.6 22.6 8.5 | 5.7 2.9 5.7 100.0
1969 | s3.9 17.2 -} 12,3 | 6.4 2.9 1.8 ©100.0

 [1970 | "s0.4 | 17.4 | 8.2 4.7 - 2.5 16.8 '100.0 |
1971 | s2.9 18.9. 7.4 .| 5.2 - 2.0 13.5 “100.0 |

1972 | 61.0 1.8 6.1 |'6.8 | 1.7 4.6 100.0
11973 | 1.1 15.2 5.0 5.0 2.2 11.5 100.0
1974 | 70.8 | 117 | . 5.2 | 4.9 1.1 6.5 100.0
[1975- 1 77.0 | 10.8 .| ‘3.6 | 6.2 0.6 1.8 100.0.

| aveRaGes = °° ‘ v - I
{ 1960-70| . se.1 | 2s.8 9.2 | 4.6 3.1 7.2 100.0°
1970-75§  62.2 15.6 5.9 5.4 1.7 9.2 .~ | 100.0
1958-B| 53.6 24.2° 7.8 | 4.6 2.7 7.1 | 10000

- SOURCE: Same as for Table 2-7.-
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] Uganda s 1mports cons1st ma1n1y of f1n1shed manufactured

mp1e, dur1ng the perlod 1957 1975 1ntermed1ate goods

c_accounted for only 22 8 per cent of total 1mport expenses
B o 4
’0ver the same perlod’ purchases of producers cap1tal goods

N

;“jgoods as opposed to pr1mary and 1ntermed1ate goods . For ex- -

averaged 26.4 per cent, consumer goods 30 8 per cent.vspares'

) L 3
and accessor1es 4 g per cent “and food dr1nk, and tobacco

7.4 per cent of total import expenses, as Table 2-7 shows

tAs in the case of exports, Uganda is not a maJor part1c1pant

-1n world 1mport marKets, and 1s, therefore a pr1ce taker 1n .

;these marKets Moreover, ‘as. Ndegwa po1nts “out and as Table
2-8 shows over the years, prices of exports (pr1mary

;commod1t1es) have tended to fa]J wh11e those of 1mports

(manufactured goods) have tended to rise 42 The net resu]ts a

has been that Uganda s terms of trade,‘3 lzre those of. many__

non-oi 1 produc1ng countr1es, have tended t
_ timef ’ _ |
| B The h1gh degree of openqgss of the Ugandan economy
'leads to arious leaKages“ in th@imblt1pl1er process ,»\\
-through czmmod1ty 1mports as well ‘as repatr1ataon of income

_ from the domest1c economy Moreover, 11ke other develop1ng

N _countr1es Uganda depends heav1ly on foreign a1d“ W1thout

‘,alwh1ch many development prOJects would not be 1mp1emented

Dependence dh foreign a1d“ has its own shortcom1ngs ¢

------—--—--—- -----

425ee Phillip Ndegwa The Common Market and Development in:

deter1orate over_'

East Afrlcav(Na1robi East Afr1can Publ1sh1ng House, 1965)l"

. chapter 1.

o #31F TT = terms of trade, PX = ‘the export price 1ndex. and
 PM = the import pq1c3'1ndex,,then TT = PX/PM. -



@
- 31
o TABLE 2-7
PERCENTAGE DISTRIBUTIDN OF UGANDA S RETAINED IMPORTS BY .
I END USE, 1957 1975 /
AT
Food, : ) [
, . Drink : Producers .Spares . /
. . .and Producers" Capltal . and” Consumer l
Q Year Tobacco Materlalsl Goods?2 A¢cessor1es ~ Goods- AO‘thers‘ Total
1957 3.9 125 26.9 - | . 5.8, 42.4 8.5 | 100.0
1958 5.0 14.1 27,8 | s.2 %3 .38.6 | 9.3 | 100.0.
l9s9 | . 5.3 14.5 27.6 - .8 38.4 B 9.4 ]| 100:0
1960 4.3 15.7 - 28.9 4.6 37.7 9.1 | 100.0
1961 | 4.8 14,8 25.9 4.4 40.1 10.0 | 100.0
1962 | 6.1 16.3 - 27.6 5.1 S 35.1 9.8 £ 100.0
1963 | . 4.5 12:8 31.7 4.6 3.0 10.4 | 100.0 |,
1964 4.5 11.4 359 | s 32.8 9.6 | 100.63Fy
- l1ses | 5.3 | 11.0 -~ 36.0 5.1 33.0 | 9.1 | 100.0
1966 11.4 729.0 20.4. 4.4 30.9. 3.9 | -100.0
1967 | 11.1. 30.0. |7 26.0 4.1 25.4 3.4 | 100.0 |
1968 |. 8.9 33.9 235 A1 27.2. | 2.5 | 100.0.
1969 | 10.5 36:5 - 23.1 4.3 24.1 | 1.6 | 100.0
J1s70 | s 39.0 22.1° 4.5 27.7 1.6 | 100.0
1971 | 4.6 34.5 27.8 4.2 28.4 0.4 | 100.0
1972 - 12.5 25.7 | - 27.8 6.8 19.9 8.6 | 100.0:
1973 | 13.3 | 286 1£ 77 5.2 254 8.5 | 100.0-
1974 12.5 7| . 28.1 ‘1b 55,1 53 - 22.2 12.4 ] 100.0
1975 7.3 24.3 2ﬁ 3 o 20.0 19.3 |- 100.0
1960-70 7.0 22.8 27;4* b 4 1 318 | e.s 100.0 "
{1970-75.{ 9.2 30.0 3.4 | . 23.9 | 8.5 | 100.0
195775 | 7.4 22:8 26.4 | 4.9 _30.8 7.8 | 100.0
’ ASOURCE:_ Same as for‘Table 2- L
-‘These are 1ntermed1ate goods and raw materlals.-
-?fhese are ma1nly “mac

hinery any,transport.equipment;"

?mj/"A
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Same as for Table 2-1.

TABLE 2 8
SN
- SOME CHAR‘ACTERISTICS OF UGANDA S FDREIGN TRADE TRADE
INDICES 1857-1976 . :
Lo
. (1964 = 100.0)®
2 L EXPORTS IMPORTS Terms
Year Price Quanti ty Value .| Price Quantity Va_lﬁe_ Troafde
1957 80 98 88 109 66 72. ' 83
1958 89 93 82 101 70 71, 83
.} 1959 90 87 78 90 73 - 66 100
{1960 || o94. -85. 82 82 79 63 115
1961 || 93 88 178 83 . 73 6 | 12
1962 . 88 9 79 82 72 59 - 107
1963 103 92 24 87 93 80 118
| 1964 | 100 . 100 100 100 100 100 § 100
1965 90 108 97 105 118 125 86
| 1966 89 116 102 | 106 122 130 84 -
1967 . 90 112 103 112 112 128 )
| 1968 95 105 100 © 100 133 134 " 95
11969 - 95 119 1. W 104 134 139 91
1970 104 . 130 135 110 120 132 95
1971 109 .|, 119- "130 120 174 208 ) e
1972 105 137 144 139 89 124 76
1973 127 117 149 160 77 123" ] 79
1974 163 97 . 157 224 75 168 73
1975 154 86 133 292 54 - 158 53
1976 263 16 199 - 323~ 42 127 81
1 : , s
1960-70 || 95 104 98 © .97 ~| 105 104 98
1970-76 | 146 109, 150 195 90 147 79
_ ﬂ?S?ﬂG 112 103’ 112° 1331 94 113 .90
SOURCE :

32



33
o ‘ . .
The "aid" has variousrstrings, the most important being the
,'incréased loSs of autonomy by the recipient. Domestic B
eConohid (and other) bolicies have to be formulated éo as
“not to "harm" tﬁe "aid" donor(s). In.case 6f'"haﬁmfui" 
poiicies, there wil]ﬁﬁéually be cépita] flight from tﬂe de-
Veloping country, Such massive outflows of capital can
"paralyze the deVe]opiﬁg economy . fhis scenario of "harmful”
policies followed by capital f]ights_was tHe case in Uganda
" in both 1969-70 and 1972. During the period’1969-1970, the
~government issued varfousvdocuments aimed at turning Uganda
| into a socialist state. It'alsQ natjona1ized many financiai
institutions and private compahies.;‘vAnq, in 1972, the
miiitary governménfydeélared»an "Eéon?miquar"'in defiance
of the wishes of "aid" donors.45 The "war" included the
takerévgf'of cenfain bUsinesses former1y owned by Britiéh‘
nationais and ﬁgn-Ugandan Asiané, who were expelled from the
country en masse. - ’
In any Casé;.jt is prefenablé'thaf the.capita] mabket
be dépendenf’on ddmestic ¥unds. Even if 6ne could fahore
éapitalfflights fesu]ting fﬁom "Warmful® policies, other

g U ' @

44For more on'the "socialist” documents issued by the Obote
- regime, refer to Mahmood Mamdani, Politics and Clas 0
-. ‘Format ion in Uganda (New York: Monthly Review Presg,~1976),
. especially chapters 7 and 8. T ' '
~ 45The "Economic War," as stated in the preface to the Action
Programme, was a series of "revolutionary decisions . . .
which placed the economy squarely on shoulders of Ugandans,
-and consolidated our’ economic. independence and political
- sovereignty.” 1t started with ‘the expulsion of the
Israelis, non-citizen Asians, and Britons from the country
and ended by the reorganization of the economy (which in-
- cluded the reallocation of businesses previously owned by
~the departed non-citizens). - : SRR
. _ A N v v



\ have pervasive effects on the saving-investment process.
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L4

Kinds of capifal flightshmay occur. For inetance} in refer-.

_ence tQ the capital market, Dorbande notes:

If it is dependent on foreign investors, it will be
subject to severe crises whenever the inflow of
foreign funds diminishes. . . . Any slight ' -
"recession” will frighten the foreign investors and
convert such "recessions” into “crises."*#

.Econemic dependenee-and the reeultaht fluctuatiens %éll
Depending on their nature, financial intermediaries may
enhance “leakages," of capital flights..’These issuee will
be examined fur ther in subsequent chapters. .

Now,_wu'turn‘to policies government pursues so as to
lessen the loss of autonomy resulting from the obenness of
the eeonomy.'elmport substitution, export promotion and
diver§ification, as well aseself-reliance 5nsofaf~as‘food»
crope are concerned all are pbiiCjes aimed at attaining:soﬁe
degree of ecoﬁpmic independence;‘7 Moreover, as‘will be ex-
plained in Chapter III, govehnment has enacted 1aws'and
promulgated decrees to regulate the operaticn‘of
multinational companies in Uganda.\\

-Uganda has also joined various~organizations that aim

TN

- e w e s E e we = .

~4%Graeme -S. Dorrance, "The Instruments of Monetary Policy in
Countries Without Highly Developed Capital Markets," IMF
Staff Papers 12 (July 1965); 272. L ,
“*While W.A. Lewis advocates import-substitution as one of
the effective measures for lessening economic dependence,
Benjamin Cohen, among others, insists that the measure, if
pursued, ". ! . may actually increase rather than decrease
dependenge in the  poor countries" through, fof example,
increased importations of required raw materials and .
intermediate inputs. See W. Arthur Lewis, Development

’.Plaﬁnjhg-(London: Allen and Unwin, 1966); and Benjamin .

Cohen, The Question of Imperialism New York: Monthly Review
Press, 1973). = v SR - -

S
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to"stebiliie,aand to'increase. expont é;rnings of their
member states. For example. 1t 1s a member of both the :m
Internat1ona1 Coffee Agreement and the Inter- African Coffee
0rgan12at1on The two bod1es regu1ate the supply of coffee
so as to ensure:high coffee prices and to m1t1gate price
'fluctuat1ons. They also help member states to diversify
their exports through e special fund set up‘for that

N .

purpose.

‘D.- The Public Sector

The public secton in Uganda compriSes the Central
vGoveEnment. Toca1 governments--that is, “provincial,
district, municipal, and town autnorities--statutofy.
'coroorations (paﬁastatal booies), and commodity marketing

- boards. Until duly 1977, it also included the East African

4

Community (EAC), wh1ch is now a defunct body .

©

. The Central Government is the,most_powerful autnority

by virtue of its share of public and taxation power. It

alone has the power to obtafn loans from oOtside»Uganda, and -

it alone 1mposes such taxes as the income tax. As the
Actlon Pnognamme states, |

government participation in the economy is dictated
<y the fact that in a deyeloping country like :
Uganda, private enterprise alone would not initiate
development in all fields without the leadership or
participation of -the Government. It is also recog-
nized that certain services by their nature can only
be given by the State.*® :

L R e e R

48ganda Government, The Action Pnogbamme, par. 2.18, p. 45.

. N . .
s - . . o

-
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. The government, therefore, provides a number of .

services in various fields. These'include the generation
. . o
and distribution of efectricity, provision of water

supplies, marketing of major eXports, provision of the road

/

infrastructure, and exploration and exploitatjon of ajor

minera] resources. |

' » !
" Local governments concern themselves with the

< / .

administration of law and order and the prov1s1on of such °

basic serv1ces as prlmary education, health. and the®

: ma1ntenance of secondary roads. R “
Market1ng boards 1nclude the Coffee Market1ng Board
'(CMB) the Lint Marketing Board (LMB), and the Produce
Market1ng Board (PMB); while the parastata] bodies 1nclude
- the- Uganda Development Corporation (UDC), the Uganda .
E]ect%icity Board (UEB), the. Uganda Commerc1al BanK (UCBJ,
the National Insurance Corporat1on (NIC),~and,the“Uganda
Deveiopnent Bank (UDB), to mention only a few. Whi]e :
marketing boards, in_conjunction with the Co-operative -
Movement, are involved in the processing and marketing gf)
agricultural prOducts; parastatal bodies,gas deve lopment
“corporations, are direotly concerned with the
saving?inVestment process. Although the bod1es are under
‘the aegis of the central government gpey havevseparate

administrative and capital budgets: However, they reiy on

I
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o the government for funds and for general policy )
d1rect1ves 48 f‘ | ;' 7 o o .; SR ’L*‘J
| The fQIIQW1ng chapter w1]1 partly concern 1tself w1th

" some of these parastatal bod1es

L iRFen Purthen details on “the UEB, aee Gpil\wilson, '?awen
Falls: Electiclty In a Developlng Countr'y (Najrobi: East
African . Publ*sh:ng Hause. 1967) ; ‘and ‘on ‘the UDEC, see G

“National Deve Opmentv.n.ugandam
~1972)“54 90;.'~f.ﬁ, ;],M,"

The Afrlcan REV'GW (danuary‘fe:

‘Glentworth &fd M. Wozei, “The’ Role of Publié Corporations 1nuf5



CHAPTER 111
FINANCIAL INSTITUTIONS IN UGANDA

\

L'The Ugandan-financial system, consists“of three broad
categories of‘institutionS' the monetary authority, seven
commer01al banks, and numerous private and statutory
non bank financial intermediaries. This.chapter<w1llﬁ‘ !
./brzefly analyse and describe the financial system SO as to
facilitate later asessments of the net contribution of the

system to the country’s development efforts.

A. The Monetary Authority

_Before the inception of the East African CurrenCijoard
(EACB), the currenCy circulating in East Africa was the M
lndian rupee. 51gn1fy1ng the 1mportance of Indian trade ‘and-
settkkment 1n the region. The rupee.had_replaced cowrie ‘
shellssthat had‘acted_as the medium of exchange for a long'is"
Cire. . ‘ _ : . ‘. . _

After WOrld War I, the (foreign exchange) market value
of the rupee was plagued by severe fluctuations., _ _ l
Consequently. the rupee was removed from circulation and re- ;-

aplaced by a new currency issue directly linked to the e |
British pound sterling because oftihe f1rml§ established

‘British pO]lthO financial 1nfluence in the region 1hﬁ_~

.response to this need for a new currency, the East African

. '
.0

P

R T R
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Curnency Board was founded inlLondOn in 1319- The Board
served not only East Afr1ca but also Somal1land Er1trea,{
Ethiopia, and Adent5° In Uganda, the Board contanuedvto op?
‘ehate until 1966, when it was replaced by a nationalvbank.
the Bank of Uganda. As the_Board doubtless}y contributed -
considerably to the evolution of-tne current'Ugandan
moéetary systen,ta brief éxamination of its operation is in

order. : N

The East African Currency Board, 1919-1966 . )
Until 1955, the East Afrlca Currency Board v1rtually
played the bole of an automatic-money changer, merely :

1ssu1ng and redeem1ng its currency--the East African Y

-

sh1ll1ng--aga1nst the pound sterling as- need arose. It had_‘h

no control over the quant1ty of money in the region, for-

that quan&1ty fluctuated as the balance of payments-posit1on'
of the const1tuent countries fluctuated Thus.

Teaving commerc1al bank oredlt out of account ...
the cash base of the money supply was obviously de-
termined, firstly, by the amount of sterling coming
" fnto the hands‘of people resident - in East Africa,
and, secondly, by the. proportion of thts foreign
exchange in sterling which. people wished to convert
- into Iocal cunrency 51 $ :

'Ne1ther did the Board have any control over the oommerc1al
banks in its sphere of 1nfluence although the banks acted
_fas 1ts agents in dealing with the publlc 52 In sum.,the

'Board had no control ‘over: money supply 1n the reglon and,

.................. ' : .

5°See Bank of Uganda ~Banklng In Ubanda ed d M Mub1PU"

~ (Kampala: Consolidated Printers, 1870}, 3 :
‘SiLjvingstone and Ord “An- Introduct jon. to. EConomics fon East

 Africa, pp. 291-92, (Empha51s in. orlg1nal) -
'521b1d '+ PP. 292 95 _ , K



)'therefore could not 1mplement an 1ndependent monetary, or
fxnanc1al po]1cy | |
v ‘Ln«1955, the - Board ceased to be a mere money changer
It was authorized to invest up. to Shs 200 million of its
sterling'nesehves“in securitieS'iSSued‘or guaranteed by the
‘governments of 1ts member countr1es Thus. it was given the
power to part1c1pate in f1nanc1ng 1oca1 development In
1957 the l1m1t of Shs 200 million was yaised to Shs 400 . &\
m1111on, and by 1965, this 11m1t had been ra1sed to Shs 700
’m1ll1on. These changes gave the board some control over
mOney'supply‘1n‘East Afrlca. However,_the Board still-had
no control over commerctal banks.. . -
~ The major change jn'operattons of the Board occurred  in
19%0 when;‘apart‘from‘transferring its'headquarters'from
London to Na1rob1, the Board was allowed to »
1. engage in crop fananCIng 1n East Africa up ‘to a l1m1t of
Shs 100 m1l]1on (ra1sed to Shs 200 m1ll1on in 1964)
2. increase 1ts f1duc1ary 1ssue from»Shs 200 m1111on to Shs™
400 m1111on, I R . o
3. perm1t commerc1al banks to open up accounts w1th 1t, and
4. d1str1bute its prof1ts such that Uganda, Kenya and
. Tanzan1a Ma1nland would each rece1ve 28 1/6 per cent Aden.,
12 per cent, and ZanZJbar. 3 1/2 per cent of the net ﬂ'” |
iThe main object1ve beh1nd these measures was to enable.the |
'~~Board to operate as an East Afrlcan Central BanK once all ‘t

h.member countries ga1ned pol1tical lndependenée (whlch was 'u-f,



.then“immfnent)} The measures enabled the Board to act asga
f central bank: ‘ |
! _ : , {
Through its author1ty to Tend to local Governments
. and  to commercial . banks, within the limits’ 1nd1Qat-
. ed, the East African Currency Board had a certain
-,'degree of ‘power. and capability to expand credit sim-
ilar to those possessed by Central Banks. However,
unlike these, it Tacked author1ty to control and o
-contract cred1t 53 - . _
Unfortunately, the EACB never b]ossomed 1nto a central bank
because of lack of poT1t1cal un1ty in the region. As-a‘re- :
sult, the three East Afr1can countrles. then served by the
-Board dec1ded 1n 1966 to create three separate central .

‘banks. | ' AR

- The Bank of Uganda
| The Bank of Uganda Act wh1ch establ1shed a central
bank to take over ~the assets, 11ab111t1es. and funct1ons of
| the. defunct East Afr1c£ﬁ Currency Board was passed on 24thf
May, 1966-' The new Bank began-to 1ssue 1ts own;currency.
the Uganda sh1ll1ng, on 15th AugUst TSSS; to*repTace'the
East Afr1can sh1]l1ng Up to 1972 the'Acchadiundergoné
three amendments 54 _' N M,"' ) "\ | R
v The preamble to the Act spells out the main object1ves,
of the BanK as follows' to “.[.‘. 1ssue legal tender |
vrcurrency and ma1nta1n external reserves in order to

. safeguard the 1nternat1ona1 value of that currency, and

" ‘promote stab111ty and a sound f1nanc1al structure conducuve“ﬁ:‘

 53BanK of Uganda Banking ‘in Ubanda .bﬁjé"*" | | R
+- 54The amendments are: Act 16 of 1968 The Bank of Uganda '
. (Amendment ) Act, -1968; Act 20 of 1970, ‘The Bank of Uganda

" (Amendment )--Act, 1970 ‘and. Decree - 22 of 1971 Ihe Bank of

};Ubanda Act (Amendment) Decnee, 1971,

: vj‘iis
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toa balanced rate of growth of the economy p .j, - Thus.
the Bank is to foster the development of the country '
Governor Mub1ru expanded on these obJect1ves as fo]lows

_To do thls it must operate on. the sources of
money--the Government’s financial transact1ons and
the credit and foreign exchange . transactions of  the
‘commercial banks. Also since the savings of .the
community--especially in a developing: -economy such
‘as Uganda's, where there is inevitably a low savings
- ratio--must be directed into uses that best serve
the community, the Central Bank must ensure that the
/Tebd1ng of the commercial banks is directed to the
U most econom1ca11y desirable ends and is not wasted.
”by excessive use for consumpt1on or low priorlty
product:ve»purposes 55 _

The Bank’s pol1cy 1nstruments are ut111zed so as to ach1eve

Gﬁ' |
The Bank is government owned w1th an authorlzed cap1tal

"'these obJecttves
of Shs 20 m1lllon--reduced to th1s leve] by the Bank of
’rUganda’Act (Amendment ) Decree of 1971, from the Shs 40 -
millton'sgipulated'byﬁthe~1966'Act 1t s a corporate body
‘ w1th perpetual success1on and a common seal and is . .
adm1n1stered by a board of dlrectors The board con51sts of
a Governij the Secretary to the Treasury, and s1x other
"members . s é: “ 4 , |
The Act spec1f1es that ahy net prof1ts of the Bank be o
‘ dlstr1buted between the Government (the sole shareholder) |
and a General Reserve Fund estabT1shed by the Act 55 rf

s5Bank of Uganda ‘Banking in Uganda, p. 4.

56Let GRF be the General Reserve. Fund and” BPK. be the Bank’hs""

~pa1d up . ‘capital. The Act spec1f1es the followxng dlstr1bu~
tion formula: PR o
GRF“< 1/2BPK: .. all. net prof1ts to the GRF ‘

1/2BPK < GRF. < BPK 25 per cent to GRF 75 per cent to the

" Government .

‘ t;BPK < GRF £ 2BPK ; 12 5 per cent to GRF 87 5 per cent to

.l



Total resources of the Bank have been growing over _‘
:txme 57 Assets grew from Shs 330 1 m1ll1on in 1966 to. Shs
1, 163 & m1]11on 1n 1972,_an 1ncrease of 252 5 per cent over
the. seven year per1od 58 The General Reserve Fund soared

b-from Shs 2 O m1llion in 1967 to Shs 28 6 m11110n 1n 1972

. In general the Bank has experlenced remarkable growth s1nce'.'

’.‘

its 1ncept1on o ; o ."? ) o '_ L

| The Bank of Uganda Act 1966, and 1ts subsequent |
f'amendments, as well as the "Bank1ng Law of 1969. st1pu1ate p
var]ous funct1ons for the Bank . 59 The Bank acts as a. banker
fiscal agent, and f1nanc1al adv1sor to the centra] ':
government However, there are T1m1tatlons to the volume ofa
r1ts lend1ng to the government The Bank's short term loans ,
for f1nanc1ng government recurrent expend1ture may not .
-exceed 15 per cent of the est1mated recurrent revenue for N
'the f1scal year under cons1derat1on 80 . Long term | _'

- Toans--those w1th a term~exceeding two years--may not exceed .
- 30 per cent of the Bank’s total demand 11ab111t1es -The

Bank may also act as banKer and flscal agent to government

- s&{cont’ d)the Government O L
.. GRF > 2BPK: all net profits to the Government
57See Table 3-1 below. -

1 ~ 58The_assets in- m1lllons'were Shs 1 848 8 1n 1973 Shs TR
2,247.5in. 1975, and Shs 4,183.4 in 1976, The Stat1st1cs

Dtv1sion of the Bank could: not. supply me with the breakdown '

- of the_assets for -inclusion in Table  3- 1.

- 59Thig law includes both Act 16 of 1969, The Banki ‘Act,
- 1969, passed in . March-1969; and. 'Act 34 of ‘1969, The Banking ;4j
(Amendment) Act, 1969, enacted in October 1969. . s

-t»T<‘°However, Decree 22 of 1971 author1zes the Bank: to "

‘make ‘temporary advances 1n respect ‘of temporary def1c1ences

. in recurrent revenue.. wh1ch may .. not exceed eighteen per

ﬁ 26(1) and 26(2).

centum of the’ recurrent revenue of the: Government'“‘ See: The,fl
Bank.of Uganda Act (Amendhent) Decree, 1971. sec (h), S



TABLE 3 1

a4

BANK OF UGANDA: ASSETS AND LIABILITIES, 1966-197276END.0F1

PERIOD DATA)

(Shs m1llion).'

v

1966|1967 11968 | 1969 | 1970 |1971 | 1972 |~

{1. ASSETS ‘ : , :
Total External Assets | 125.8| 216.3°|320.5 | 341.8 401.7192.6 | 256.9
Securities: . Geficial AR U I o _
| ‘Entities | 45.2'| 60.0 | 60.0| 60.0| 60.0 60.0 |  60.0
Discounts and Advances ' ' T 1. - a

Government 0
" Banks- 0

|other Assets . | 1206 26.7 | 42.37 37.6]M36.2 | 27.7| s16

2. LIABILITIES.v ‘ _ _
|Paid- -up. Capltal L ‘._":5;0 _ 13:3f 13)3  ”31.4 .31«4‘v520.b ©.20.0
General Reserve Fund ] 0e.0] 2.0 | 4.0 8.6 24.17[26.6. | 28.6
N . Notes = | 266.8°} 367.5 |433.6 | 523.4 594.2 [592.9°| 633.9.
v F“Ir?“?y" Coins - | 0.0} 17.7 | 26.7 | 349 | "37.3°| 0. 2| 40.4
- |Bankers' Deposits ~34.3| 46.7 50.2:| 32.1 64 6 | 66.5|112.6
,Government Deposxts SR S B O I Q,Q’ 0.3 13.3 [ 0.- A3 1.2

" lofficial’ Dntltles' ﬂ' N

JExternal’ Depp51ts ST 28| se [ oas |72 g 82.1| 92.¢6

Government | 146.5] 150.5 ~85.71181.2] 208.9 483.1 ‘527.?7 .

-0, 220 | s8.0'}- 0.0] 128.0° 212.0 | 268.0
©0.0].720.9° ] 21:1 | '63.7 .27.71 3,047 0.0
6

| Depositst™ T o 010_”"29;6‘1'30”5 : 8;552 1.0.0- 2.3 8.7
Other Llabllltles'u L ”'id;o 5.2 | 25 4. 24:9105.5 146.5 225;6',"

- TOTAL ASSETS/LIABILITIES *3g§11..4$5ﬁ4_,sa7;61véb4;3 862.5 [978.4 [116306 |

1971 =1972, Tables 26-27; pp.. 67-68.

2..1971-1972: Uganda Government 1973 Statlstfcal Abstnactv-

Tables L. 3 and 4y p. 74 : R , i
'The “0ff1ca11 Ent1§1es are the parastatal bod1es.:3

’3i2Th1s f1gure 1nc1udes the SDRs and the go1d tranche 1n§§ f

the IMF. R T

-;/2z'f 3Th1s f1gure xnc]udes externaﬂ’loans.;_“'“"'

C e

SOURCES"”“ 1966 1970 Bank of Uganda Annual Repont57



- _45
| 1nst1tutions and agenc1es,;and local governments 5“..

| The BanK also acts as* the bankers bank that 1s,“the”_
banker to commerc1al banks and other credit 1nst1tutions
fIn this respec it accepts deposits from them. makes | ‘
;fpayments on thE\r behalf, and operates an 1nterbank clearingv"'
amechanism It is- also empowered to buy, sell discount,‘or |
rediscount treasury bills (maturing w1th1n 93 days) inlandt
"bills of exchange. and. promissory notes It may also.' |
purchase. sell discount or redisount foreign bills of
’exchange and treasury bills (maturing within 184 days), and |
acqu1re or. dispose of securities 1n freely convertible B

e.ﬁ’

currenc1es e J*'r@.; ST A o {

-

Be51des, the’ Bank whenever necessary, acts as the

" lender of last resort" to all financial’ 1nst1tutions ®
'.BanKs may also obtain advances from the Bank for periods |
;:each not exceeding three months. at a rate of 1nterest not
less.. than one per:. cent above the Bank's minimum rediscount “b
’rate (that 1s, ‘the minimum rate of rediscount of treasury

bills which w1ll mature w1th1n g1 days from the date of -

discount) ' This minimum rediscount rate is. announced by the;
-Bank from time. to’
Further th 'Bank manages Uganda 5 external reserves
‘,_For the purpose f ensuring external solvency of the ,y
country, 1t is stipulated that the reserves must be :bF

A maintained at a level not less than 40 per cent of the

g Bank’s total deménd»liabilities The external assets are to;f;:f"



'v'fdepos1t or loan,:‘

:‘COnsist'of7any,‘or all, of ‘the follow1ng 1tems gold
:balances in sterl1ng or other convert1ble currenc1es. bills

' of exchange and treasury bwlls in currenc1es conve>t1ble
'1nto gold or sterl1ng. and ",;, :'any external fund, _
_.faC1l1ty, or draw1ng r1ghts wh1ch the M1nlster of F1nan§e,

f,after due consultat1on w1th the Bank cons1ders acceptable

for: )nclus1on 62 | j o v v _-

| W1th the approval of ‘the M1n1ster, the Bank may also i

hihold and sell shares of any corporat1on establ1shed by the

government or w1th 1ts approval | Th1s power enables the |

Bank to fac1l1tate the f1nanc1ng of development

Nevertheless.{the Bank‘s~hold1ng of such shares may not

exceed 25 per cent of the total amount in its General

'RReserve Fund | ~7“ R 'd.‘ S S

» Lastly, the Bank 1s empowered to control cred1t

‘whenever need ar1ses In th1s regard the;BanK_may,.1n7ref-;
erence to commerc1al banks, prescr1be ”'_ B | |

t. the max1mum amounts of 1nvestments, loans. advances. or'“"
’lnotes d1scounted _ o '

| . 2. the purpose for which loans may be granted

l‘d34 the max1mum per1od of the loans and advances and the m1n- ?'-l
x 1mum secur1ty required | ':' | | f | |

4 the max1mum\or m1n1mum rates of lnterest on any type of t

‘v‘5 the m1ntmum and maximum cash reserve rat1os to be

: {maintained by banks, and Co |

B - e e o - - .

jszlbid v sec. ) R L
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S. the m1n1mum 11qu1d assets rat1o that a bank. . should hold
: at any tlme
- The BanK may also 1nfluence operat1ons of the banks through
per1odtc 1nspect1ons and rev1ews of monthly and annual
f1nanc1a1. stat1st1ca1 ‘and account1ng statements they must
‘,legally submﬁt to it.®3 And the Bank may apply any or all of
the above prov1s1ons to other 1nst1tut1ons . .'; provided )
that the same prov1s1ons shall -apply to all cred1t
institutions, of a given class'"s‘ N |

The above prov1s1ons const1tute the 1nstruments of 5
monetary po]1cy avawlable to the Bank. As Newlyn observes.

it is very. d1fftcult to imagine that a central

bank.wou]d ever wish to do anything which does not
come W1th1n the very w1de terms of these powers. 65

& : S S o . I
e e B. COmmerciat,Banks L
| The Ugandan commercial bank1ng system comprtses seven
banks the Uganda Commerc1al Bank (UCB) the Gr1nd1ays Bank.
. the Standard Bank the Barclays Bank the Bank of " Baroda,
“the L1byan-Arab -Uganda Bank and the Co- operat1ve Bank .
The Uganda Commerc1a1 Bank is a fully state -owned

corporat1on establ1shed by Act 22 of 1965 The bank took

: 1 over all the assets and 11ab>l1t1es of,}and property vested

------------------

‘63See the Bank1o? Law. 1969 and ibld‘,‘sec 3 ( ) 5-'“1.
.?‘?ee The Bank Ubanda Act (Amendmen ) Decree.-1971. sec.
§ o
‘°5wa1ter T. Newlyn Cbmparative Analysis of Central Bank
‘Acts, . Makerere Inst1tute of Social Research, -EDRP .No. 101 .
'(1968) 10." The same idea is expressed:in Chapter 9 of

his Money in an Afrlcan C ntext (Na1robi Oxford Un1vers1ty‘
Press, 1967). Do o , SR
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th the Uganda Credit and Sav1ngs BanK56 wh1ch had been in
operat1on since 1950. 67 As a government agency, the bank
administers var1ous development funds and part1c1pates in
"the buy1ng, rece1v1ng, collecting and remitting:of money,
‘bullion and securltles on behalf of the Government " and. any
other f1nanc1a1 bus1ness of the government 68

F1ve of the banks (Gr1nd1ays, Standard Barc1ays,
Baroda. and L1byan Arab- Uganda) are eXpatr1ate
(fOre1gn ownéd) banks. ~The flrst three of: these are
-branches of mu]t1nat1ona1 banks headquartered in- Ldeon,
these mu1t1nat1onals¢have numerous branches in many former
British colonies, such as Kenya,_Zamb1a, and Malaw1 The
~ Bank of Baroda is based in India, and is also a
mult1nat1ona1 corporat1on w1th branches in cﬁher countr1es
‘F1na11y, the L1byan Arab Uganda Bank was estab11shed in 1972
‘as’'a jo1nt undertakwng by the L1byan and Uganda governments

The Co operatlve Bank is owned by the Co- operat1ve
Movement“tn Uganda. It startedﬁopegat1ng as a commerc1al
'bank’in‘1975; Most of its activftjés.are with'co-operative
soc1et1es and market1ng boards. B | |

The Gr1nd1ays Bank started~operat1ng in Uganda in 1906. 7
It served as the government banker unt11 the found1ng of the
Bank of Uganda CIne 1970 fo]low1ng the enactment of the

------------------

ssSeesAct 22 of 1965 The Uganda Commercial Bank Act 1965;
sec

87For a deta1led analys1s of the .functions and act1v1t1es of =
“the defunct Uganda Credit and Savings Bank, .see ‘George R.
‘Bosa, The Financlng of Small-Scale Enterprises in Uganda -
(Na1rob1 ‘Oxford University" Press, 1969), pp. 20-34.
6"See The Uganda Commercial Bank Act 1965 sec. 3, (v).
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Banking Law, 1969, the:bank took over two small banks in the
country: the Algemene Bank Nederland and the Ottoman Bank. |
The Standard and Barclays were established in Uganddaln 1810
and 1925 respect1ve1y -In 1970, the latter absorbed the |
_ Commerc1al Bank of Afr1ca‘wh1ch had been establ1shed in the
country during the 1960s. |

Before the Banking Law, all éommercial banks other . than
the UCB were mere branches of British or Indiig banks. with ﬁ
no permanent capital in the country. To f1nance the1r
operations in‘Uganda they rel1ed heav1ly 'on local ‘ }gﬁ'
depositors’ funds and on temporary inflows of funds from
their head off1ces in cases of peak cred1t demands. ‘
,However as a consequence of the Banking Law, all banKS'uere'
1ncorporated in the country in 1970 and the1r m1n1mum o
paid- up cap1ta1 was ra1sed to Shs 20.m11110n 68 An amendment
to the Law in 1970 put. the gomernment in control o;ﬂthe
1nst1tut1ons--w1th a 60 per cent partic1pat1on in their
capital. - A further amendment to the Law in 1971 e
denat1onal1zed the banks It restored the old ratio of
49:51 1nz§avour of pr1vate part1c1patlon in the banks’

capital.

Organfzation
Each bank is managed by a Board of Dlrectors, 1nclud1ng
. a Cha1rman and a Deputy Cha1rman The banks have head .

&

offices in Kampala and about 300 branches, - sub- branches.

LLET The Banklng (Amendment) Act f969,.sec.'2A(a)}
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'agencfesy and‘mobile'units.aTI'over the country. Before

1973, most of the branches belonged to. the "big three

banks: the Gr1nd1ays Bank the;Barclays Bank and the
Standard Bank. But»1n 1973, follow1ng the "Econom1c War a
decree was promulgated "adv1s1ng all government
'departments,-parastatal bodies, and. "9usineSSmen who had -
taKen over businesses left behind by the As1ans and Britons"
to bank w1th the Uganda Commerc1al Bank only. The 1mmedIate
consequence of the "adv1ce was to d1m1n1sh cons1derably the“
number of customers for the expatriate banks. espec1ally at
their up-country branches. -In fact, the banks lost so much
businegs that, eventuaily, they tnvjted the indigenous.
Uganda’Commercial Bank to.take over almost all their
up-country branches:ﬂ\gy.19 5, on]ilthe Bank of Baroda - »
(which had merged with ‘the ‘Bank of -India in 1970) had a‘ .
. branch outside Kampala;EXlnus; the decree virtua]]yomade the
Uganda Commercial Bank “them\commercial bank of Uganda. It
owns/ over 50 per cent of the refources of the banklng system

in the country

The Reswrces of the Banks .

The resources of the banKs rose from Shs 329 0 million
_1n 1950 to Shs 3,534.5 million 1n 1973, a r1se ‘of 974.3 per
cent over the perlod ‘as Table 3-2 and 3- 3 show Th1s
growth was brought about ma1npy by a falrky steady rlse in
- depos1ts Depos1ts account for over 60 per cent of, the

e
total resources, and demand depo 1¢s account for abbut,

e



| . TABLEZ-2 ~
COMMERCIAL BANKS.IN UGANDA: ASSETS, 1950-1973'. -
I .~ {Shs.million) - . o ”

(s

‘| ~ | Investments Agri- | - Fixed and :
L Cash | Government (Stocks & ‘cultural Other Other TOTAL
Year |[Reserves|Securities Shares) . Loans |"Loans Assets _ASSETS

' | asse | 104.0 75:1 R C o126 |7 1706 | 32900
' 1951 | 98.9-. 127.5 0.0 . 276.0 7.4 509.8
1952 | 120.14 1231 | 0.0 ©3m.1 | 2408 | sB2.1
2953, | ‘102.6{ 147.2 | 00 | 216.9 | ‘279 | 4s4.6
1954 | 86.6 |  191.6 | #%0.0 | 211.7 | 23.8 513.7
1955 | 200.0 | . 257:7 | e.0. ,713300 | 6L.3, 552.0
- f19s6 70.4 | 2415 | .2 o |- .164.7 1. .82.8 . 561.5 .
“?lass? | s1. 248.4 2.4 | - 16s.3. | so.6 | -s522.3
1958 | 735 239.4 | 20:5 ) me:8 |° 8s.6 | s37.8|
1959 | se.6 | 262.5 | 24.0 © - 109.1 | s1.4 | s06.6 | i
1960 | 47,9} 2830 |° 2.5 101.0 - 64.3: 498.7
1961 | 38.4 202.0 |- -7.0 . 1$0.3 4949 1457.6
1962 | 4x.6] 260.7 | 2.0 _ - 1000 | 820 | 489.3
Fo63 | 42.7.]  276.9 s.4 - |- 200.0 75:2 | " 600.2 |
1964- | 45,0 |’ 35803 © 8.3 : 315.2 -} :70.3 -] 7941 4
1965 | 44| 468 2.6 - :765.4 . 65.1 J1,0640 | - 7
1°1966 | - 49.6. ;204,0. | .60.7 - '585.4 | 1 74.3 974.0 |
11967 | 42.5 | 306.1 59,7 . 5834 . 75,0 [1,066.7 |
- {2968 | 129.4 | 209.1 | 442 [ 305.4 }314.1] ) 106.2 |1,008.4 e
oo~ lases faires | 1e7.6 | 34.6 {4031 {4203}  117.7  |1,260.8 . 5
o7 J1970 | 1s8.4 | 22002 | 19,000 | 4ois | 478.3 [ 140.3  |1,427.2 | '
< o jlem | ae4.9 | 242.0 | . 2001 .. [ 336.7 |se2.5| 25908 {1,595.0
“fas72” -.1.2 b oves2.1 o 2407 373.4° [577.2 | "/ s64.8 |2,413.4 | .
{2973 | 244.8 | 1,044 18.7. - {468.2 [705.6 |".1052.7 |3,524.5

N\

» T Q.

»- = SOURCES: Uganda Government, Statistical Abstracts, . -
. various 1ssues; Bank of Uganda, Annual Report, 1971-1972, ‘

.pp. 67-68; and East African Community, ‘Statistical Division, -
~Quarterly Economic and Statistical Rev lew;~various issues. - ST




e o TABLE 3-3 |
COMMERCIAL BANKS' IN UGANDA: LIABILITIES,‘195071973

(Shs m11110n) o

'Bills and | Other [ - 1 . TProfit .
3 Accounts [ Liabi- | - . or - TOTAL
Year Deposits Payzible'2 ‘I"lities |.€Capital __ReserVesl' - Losg- . | LIABILITIES

11950 251.7 0.0 1647 0 e0.9. . 329.0
1951 | 293.0 |. 0.4 2.5 - 213.8 | sq9.8
1952 ] -'389.3 | 1.6 l4va | 176.7 aE 582.1

1953 | 351.8 | . 3.2 16.7 | 122.8 ) 49406
1954. | 367.0 1.9 | -16.9. 1258 ol s13.7.
1955 | " 346.1 | 7.4 | 48.3 -7 .150.2 ' 552.0 .
1956 |’ 325.8 | 0.2 70.4 C 1549 - osers | %

‘1957 | .298.9 [|° 15.1 .| " 34.6.| ST 173.6 o | s22:3 '
1958 | 342.8 | " 12.8 | 40.5 | 121.7 o - '537.8
1959 |, 336.9 16 | 27"[.;-§ - a26.5 | s06.6 N
1960 | ~266.7 | 14.0 | 32,81  ~  185.2: , a98.7. .
1961, | 213.7°). 17.4 25.4 | 7 161 o 457.6 | "
1962 .| 357.5 c20 0l d2ar 0 0 e9.0 o 4893
1963 | -394.3 | "19:3  |733.7°| - 152.9 0 e00.2
1964 | 556.5 | -25.1 | 44.3 CT168.2 oy ol 794cx

1965 | 741.1 | 60.1 |- 62.9 S 20000 1,064.0
1966 | 673.6 | 14.0 | 864 | . - 200.00 . . | ‘974.0
1967 754.5 | 241 | 8s.1 | 20000 "} 1,066.7 EE

{1968 | saz.2 | 45.3 | 74.5 | 1300 {114 | 0.0 11,0084 | - 7

1969 | ,909.0 '| 68.6 | 136.4 [:1300 || 15.0 | 1.8 | 1,260.8 i

{1970 J1,112.1 |- 41,1 | 106.5.f 130.0 | -20.00 [18.4 | (1,427.2
1971 .|1,328.0 | 166.5 | 103.7 | 130.0 | 35.7 ° |'31.1. | . 1,595.0

1972 - 1 5%7.7° | 470.6° | 203.9 | 1300 | 460 |25.2 | 2aa3.ec |

1973 2,;59.5 "*78L5;3 : 314;7..§;3qaoﬂ "»4119[§*".83.0‘fi 3,534:5 - L o F

KSTER

I

SOURCES Same as for Table 3 2 . | | : |
11ncludes prov1s1ons for bad and doubtful debts-Ks""v3ﬁ;?“”

: 2Up to 1957 the data refer to *balances due to ot?ér-:
banks. e e L
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: .;.___;-*‘?705ee Bank of Uganda Annual Report 1971-1972p82

two- thirds of the dep051ts Interest rates paid by the |
banks on dep051ts range from zero (on demand deposits) to

just over 4 per cent per annum (on fixed time dep051ts) 70

‘The: banks borrow1ngs take the form of direct advances,“

.and commercial paper, treasury bills, and crop finance bills

_discounted by the Bank of - Uganda As Tab1e 3-3 shows, the '

".value of bills and accounts payable ‘rose from Shs 0.4 i
.¢million in 1951 to Shs 815.3 million in 1973. The other
iiabilities (ciearing balances, interbank borrow1ngs.'
:jexpenses payabie, regularization accounts, and the banks’
borrow1ngs from the central bank) rose from Shs 16 4 mill1on
in 1950 to Shs 314 7 million in 1973 The remarkable
1ncrease 1n both bills and accounts payable and otherf
liabilities stresses the 1ncreased 1mportance of bankir
_iborrow1ng It also 51gnif1es the extent to which bank‘ﬂ
“operations have progressed over the period ‘

7-Capita1 reserves, and profit account for about 8 per

'_}cent of'the’banks total liabilities As p01nted out earli-

,—

Qer,_each banK must have a paid up capital of Shs 20 million

~This capital should be 1nvested in: (1) government

,seCUP1t1es..(2) ]oans to finance government_\/gked prOJects.'
fi(3) spec1al ioans to-parastatal bodies._(4) share’ capital of‘:

‘a development corporation in. Uganda or, (5) premises

I f:fLending ;7¢; *. ?f{;

The predominant element in the banks business on the

o~
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| assé%ﬁlide is lending' Loans to the government are made by -

I

o ‘purchas&ng government securities As Table 3 2 shows, by

| 1973 the value of government securities had risen from ShS'
:75 1 million to Shs 1, 044 5 million -an 1ncrease of 1 290. 8‘
_‘per cent over the 24 year period In 1973 government |
sec'rities accounted for 29 6 per cent of the ‘banks’ | assets.
Lendrng to the agricultural and other sectors accounted for
33. 2 per cent of the assets 1n 1973 Since 1967 total :
loans by banks have shown a steady 1ncrease. although the
If‘volume of loans to the agricultural sector fluctuated
o Before 1967; most of- the loans were directed to the
f'commerc1al and 1ndustr1al sectors of the economy thez‘rlv"
;-agricultural sector, the backbone of the country, received !
:the smallest proportion of the loans 1 To correct this
*_anomaly, f; . to curb inflationary tenden01es and to s
assist. in strengthening external reserves,f the Minister of
[Finance_ in 1967, dlrected the banks to reduce their loans
- and. advances in- less essential categories and 1ncrease L
their lend1ng to the “essential category”72 Although the Tt
.directive was w1thdrawn w1th1n two years because it had s
i:achieved its obJectives,.the banks to date have continued to

:_favour essential“ groups 1n their lendlng act1v1t1es 73 ;ﬁ

- -—--—---y‘ ----------

- 71See Table 3-4..

. 125ge- Irving Gershenberg,;“Banking in Uganda Since :
“‘;Independence, Economic DeVe]opment and Cultural Change 20

(April 1872): 120.
.- 73Sectors included in’ the essential group are the
" ‘government, agriculture, mining and ‘quarrying,

?manufacturing, electrlcity and: water, transportation,

u:ﬁﬂ»bu1lding and. construction, and certain trade and" commerceafffwll

. ggfactivities The others, such as. real estate and personalﬁya;»,
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TABLE 3 4

CDMMERCIAL BANK SECTORAL LDANS AND ADVANCES AS. PERCENTAGES
: OF TOTAL LOANS AND ADVANCES 1960 1972

‘Loans .to" .| ' Loans to .-~ Loans to - .| .. Loans to 5
'AGRICULTURE . INDUSTRY" ~ '|'. .. COMMERCEL - 'OTHER SECTORS?
D Sot-as’® U s as s o ias '$ . o tas $
| o year . .| of Total lLoans | of Total. Loans ] of T?tal .Loans of. Total Loans

’T

.
o .

‘1960 .| . 13, .-‘46.9A' S Te2a2

Ty | as. 430 ] i3s3
. 46.3

T

1 1962 | a8, 25.9
132.9

37,9

) "D: -] ~!
-e - . -

1963 | - 18,

oo

1964 | 1s. 35.

-
-

'Tieqs.f;. SR T SR & 34. - 48.1 .
B 32,

45,

1966 - | 9. 51,1

Colaeer | 414

® AN QNN O W w

| 1968 | . 5. fgs. :Tgm41 o . S

. . . o

=TT . Y -1
BB NI ST
.

, i 46..

' S 220 '_;'fi;jylsﬁs

T R
e
.
[+,

"] 1970 S s

1 1o | 3. 25.0 . 22 L RRENE

{272 b asae ] 2206 Lop 222 anies

, SOURCES 1960 1968 Irvrng Gershenberg Banklng T
- in Uganda since" Independence " ECOWOW]C Development and Cu-r7lﬂ L

- Itural .Change {April 1972): IO
2. 1969- 1872: gganda Government 1973 Statfstical Abstract;-,_fﬁ

; 'fi 1Commerce 1ncludes agr1cultural marketjng, wholesale 7"ﬂf:7fff
land retail trade financial 1nst1tut1ons, o1] compan1es, _;.;..~"“
o transportat1on. and communlcatlons - e

_ 2Th1s 1ncludes loans to 1nd1v1duals and to real estate f}jff
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_‘For example;'in'dune‘l972 lending to the essential group
‘accounted for‘82 7 per cent of total lending,:and 1n dune

‘Vj1973 it accounted for 82.4. per cent of total lending 74

Further. most of the loans by commercfal banks unlike

'those by insurance companies and parastatal bodies. are of a‘

-

short term nature 75 On thlS p01nt Pauw states

A characteristic feature of the East African banking
system is that the commercial banks engage, almost‘
_vexclUS1vely.vin the granting of short-term credit
. which runs on the average for: ‘between ‘3:'and 6
" months. - The reason why they pursue' this policy lieS'
in. the British banking philosophy . . . with its = .
- preference -for the short-term, . self liqu1dating type
-of credit business, the object ‘being to avert in
large measure any risK of 1lliqu1dity 16 TR

"Thus exporters of raw materials and importers of consumer
; A
. goods are generally favoured 1n the granting of loans and

“advances by the banks as these a‘tiv1t1es involve mainly

'ﬁf;short term loans

One oT the main reasons for the difference 1n the termsf

' of loans by banks and those by. say. 1nsurance companies isi‘-.Vﬂ

-------------------

h~73(cont d)loans, are included in the ”less essential"‘group
;‘See gganda Government 1973 Statlstlcal Abstﬁact Table L
L 6

a75Unfortunately,,I could not get data on the breakdown of
-.theloans - according to- maturity periods Such-data, I was

- ‘informed,. are. confidential. ‘However, OfflClals of  the .

.. short-term basis. It is the. insurance companies and
< . development corporations that engage. in" long-term: lending

L HMunich: Weltforum Verilag, 1970),: 199, “The same

- Credit Department .of ‘the Uganda Commercial Bank assured me 'ﬂfff“
that most of the- loans the” banks grant are inteed on a “

. 7CErnst- dosef Pauw, “Banking in East ‘Africa," in Peter }*tg;
“Marlin, ‘ed., Financial Aspects.of Development in. East Afrlcaitgﬂ_

" observat ion was made by Gershenberg See IPVing '@°3];f“5”‘
Gershenberg, "Multinationals and’ Development Commerc1al

. Banking in Uganda;" Africa Today No. 4 (1974):19:27, Also

S inE.H

'see Holger L. Engberg.”“Commercial Banking in East Africa,”f*y75*ﬁ
, "Whetham and J..I.. Currie, eds., Readings ‘in the " .
;gAppTV EConomics of Afrlca, Volume 25 Mbcnoeoonamics

'f”;t;(Cambridge Cambridge University Press. 1967L pp 48 69
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'=j]£haiffhe-655ks funds conswst mainly of deposits while _
‘:-xfjnsurance companies funds come mainly from life policy E
fﬂpremiums 77 Insurance policies are for long term periods,f‘ii"“
'rT:(usually OVer 15 years) and therefore insurance companies ‘ o
.; can afford to lend out these funds for long periedsa |
fdep051ts are in general of a short term nature. and
'therefore depostted funds may not be lent out on a
Urlong term ba51s : e B " )
, Interest rates on loans to government do not usually G
‘“'.,exceed 10 per cent per annum. as Table 3- 5 shows In 1972 ";Q
56 9 per cent of the loans granted at interest rates under YVfU}
',per cent went to the agricultural sector. and most of the fﬂJiZ
'floans at 1nterest rates g$h12 per cent and over went to :

{(v Co

zgagriculture bu1lding. and construction _ F1nally, 1nterest .

ﬁvf;rates on personal loans may be as hlgh as 12 per cent (and

*fover) per annum 'mft;fffné

| -s-"-s.tfquidityofBanks N I
o Ugandan banks have no liqu1dity problems Liqu1d1ty
'1assets 1n Uganda s case comprise vault cash net depOSTts

"if_fw1th the Bank of Uganda demand deposits and money at call

“l?ifoganda treasury bills} government securities with a term notit}{;f

;exceeding five years net demand balances held in foreign

@banks. and commercial bills and promissory notes eligible

-E}f5777As able 3- 2 shows;:the main source of funds for
'VQ/f;COmmercial banKs 1s the dep051ts ,rag._pa_ﬁa S




TABLE 3 5

PERCENTAGES DF CDMMERCIAL BANK LDANS AT VARIOUS INTEREST
N\ RATES FOR DIFFERENT TYPES OF BUSINESS DECEMBER 1972

‘ Under 7% 8% | .9% T 1ot e 128 )
78 | to ] to- |- ta’ | tor | to | and:

’_Government ) - 1306 | 7.4 _;2;5-,_70,1, 0.0 |::0.0- [ . 0i0°]

-+ | other. public Entltiesl - 6.1 0. 8:0] 16.9| 2.0 ‘8.6 [~ 0.0| 0l
Agrlcultur
.Manufacturlng e 'f21;1*/31399f>517:9'L,ééfﬁ-.fﬁiidz 0 5.3

_Retail Trade TR “l .2l l o2 |aaie] 0w9 | 310 |0l

—E T T

A'Wholesale Trade 4 oo {as.s | 16| 85| b | 0.5 | 8.8
0

“L:Bullding 1 Constructlon |

1
!'Real Estate Mortgage ' > ;,:9.’;}
‘ETransportatlon :ff" - 0 .‘.n.bg:;‘o.j, _ 7,3fg*fb}3:v,:4,3 ”}'?;2,-

:;Personal‘i:: ‘__‘;i; 5" 136 05| 0.3 si4f co0uaf ais| 2.6
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:;for discount at the Bank of Uganda 78 The Bank of Uganda is
Tiempowered to set cash and liquidity ratios which the banks‘u_’
- st legally maintain i As Table 3- 6 shows. the banks cash e
:ﬂratio (the ratio of cash to total dep051ts) fluctuated be-~ A_
| rtween a low of 6 2 per cent in the first quarter of 1970 and
‘ha high of 9 7 per cent in the fourth quarter of 1971 . ‘v
”“\puring the period the legal cash ratio was fixed at 3. per"
cent ' , : _,v' _f | _' _" | M”mt .
B AstabIe 3 6 1llustrates, the Ugandan banks are usuaily
ffw"over liqu1d" 1n terms of cash and 1iqu1d1ty ratios ;iFor';
"-‘;'Zvexanple,‘ in ‘the 1969 1973 period, th\e banks’ cash and_
, iiqu1dity ratios were over and above the legally fixed
'hratios throughout the period The banks actuai liqu1dity
7irat10 varted between 25 8 per cent 1n the first quarﬁer of

.

h,ig1969 and 53 2 per cent in the last quarter of 1973
,~1Interbank Relatlons | _ - Comel

| ' Before the Banking Law.;1969 the short term g;hn:lf"lgf~fx‘.
:::1ndebtedness of the British banKs 1n Uganda to their ;t}n_'f""
'itheadquarters was either negligible or a minute proportion of

-i;shetr tota1 business DeSpite the fact that the banks used

Tffgto bring foreign exchange"nto‘fhe_country in periods of 5'
f;ftpeak demand, they still act*j as cataiysts in the S

,1}$resource drainage mechaniftl' This point wiil merit furtherfﬂfgiff

'Ef{“elaboration and 1nvestigation at a }ater stage f"“

As forftheﬂlndian banks;gbefore 1969 their total
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TABLE 3 6
UGANDA‘S COMMERCIAL BANKS”
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lending often exceeded the1r depos1ts, [-1e) that, on the»
whole they were 1ndebted to their overseas head off1ces 78
Apart from the fact that they served on]y a pa$t1cu1ar R j
commun1ty (the Ind1an commun1ty) _these banks were net
importers of fore1gn exchange into Uganda .

For the 1ndlgenous Uganda Commerc1a1 Bank tﬁe

. situation was d1fferent | The.bank was (and like the

to- operat1ve Bank st1l] 1s) obl1ged to pay part1cular
attent1on to. 1ts l1qu1d1ty pos1t1on as it has no overseas
head off1ce to fall back upon 1n str1ngent txmes |

After the Bank1ng Law the p1cture changed to- some
extent, although the whole f1nanc1a1 system 1s st1ll an
actlve part1cnpant 1n the London money‘and capltal

marKets s°0ne of the things that changed very l1ttle was the

1nterbank relat1ons embod1ed in "The. Summary of Bank1ng

Arrangements" of 1929 -These."Arrangements const1tuted an

E agreement among the Br1t1sh banks, effectlvely estab11sh1ng

a cartel All the banks in East Afr1ca, 1ncludlng

1nd1genous banKs. had. to Jo1n the cartel for conform1ty wasf~

‘ d1rectly l1nked to full clear1ng house membersh1p Thg;

ca%§e1 f1xed terms’and charges for every bank1ng B _
transact1on For 1nstance m1n1mum loan 1nterest rates as

well as serv1ce charges and maximum rates payab]e on f, _

'a?79A ful]er account of the 1ndebtedness of the East Afr1can

~banks to. thelr overseas headquarters 1s provxded by Pauw.
~ "Banking in East Afrtca ‘ '

80For: example, in March’ 1970 banks, 1nsurance compan1es.jnu'

.-and Trust Fund organizations held Shs 1.4 million worth of
~ Uganda’ Government ‘Stocks floated on the :‘London Stock.~ -7

,-.Exchange See Bank of Uganda, Annua] Repor't 1971~ 1972
p L

'_;Table
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'Vpxdeposjts'were‘Spetted out by the-“Arrangements."_’Further,
v"acceptance'of allvtypes of depbsits;'other than'those for ,
‘wh1ch provision is spec1ally made in the Summary of Bank1ng'
Arrangements is: proh1b1ted "8 B v

The 1n1t1ators of’ the cartel explaIned that it~ almed atr‘
'_;ach1ev1ng three obJectnves - First, it would prov1de banks
| with enough 1ncome to maintain'an‘extens1ve branch network
and to ensure stab111ty of the bankxng system It mas
argued that unrestrlcted compet1tlon would ‘so 1mpa1r banks
'1ncomes that they would be unable to. expand their branch
network extens;vely Second by harmon121ng the banks
rates and charges, compet1t1on among the banks would be .
based on. qual1ty of serv1ces rather than their prices.
’However, 1t has been argued that the carte] i stead created
1neff1c1enc1es in the system because of lacK of effectlve -
-}compet1t1on, and that the region is over banked “32 Third,
;.1t was cla1med that the monopoly pos1t1on would offer‘
-_permanence in the banks terms of bus1ness which permanence
would beneflt customers Aga1n,'1t appears that 1f the
‘t'banks ra1sed the1r 1nterest rates on. depos1ts, they would
1attract more customers by d1scourag1ng hoard1ng 1nsofar as

9’

| the suppTy of customers funds 1s 1nterest elast1c 33_*

81See the Summary of Banking Arrangements, also quoted in.
Pauw, " Banking in-East Africa,":.n..55, p. 233,

825¢e John Loxley, Financial Intermediaries and Their Role
in East Africa, MaKerere Inst1tute of Soc1al Research EDRP
No. 410, .1967. p.. 7.

83Loxley argues that qne of the reasons why the Post 0ff1ce i»"

.Savings. Bank has: lost business ‘to other financial" -
“intermediaries is that its interest rate of 2.5 per -cent per .
Jannum is lower than the 3- 5 per cent per annum offered by

PR
e

L



63

Other'interbank.arrangements and associations, such as

fhe"Uganda Bankers’fAssociation. have emerged. ‘Thesevdealv
with things like wage‘and s%]ary policies, banking

‘procedures, and personnel recruitment and traiming.

“Expatriate. versus Indigenous Banks

'As concerns Cuétomer sghvices, there is hardly aﬁy
differenée between expatriate and indigenous banks in
Uganda. But differences emerge in relaifon to the
:resource?draihége mechanish referred to éarlier. Expétriate
banks tend to encourage and/or éxaqerb;te the *leakages"
ﬁore than indigendus ihstifution# do. Gershenbeng on this
point wr{tes thus: |

One of the principle advantages in having an 3
expatriate banking system is the supply of fbreign
exchange the system could bring into the country
from their head offices. By being net debtors, the
expatriate banks serve to ease any foreign exchange
constraints on growth. This benefit must, however,
be weighed against'the cost in feoreign exchange of -
servicing these loans as well as the loss of control
over the morietary system that comes with banks
having access to funds from external sources.?84

'fhey may also bé_ﬁepatriating portions of their pbofits.and
bthgr'in¢omesvdomestically-accumuiated.§5;_

R T - ’ <

B I I K T T T ey

83 (cont’d) the others. Ibid., pp.11-12. | | -
_ B‘gershenberg, “BanKing in Uganda since Independence," p.
85A fuller discussion of this phenomenon is found in
‘Gershenberg, "Multinationals and Development;" and in
Sweezy, “Mu}tinationa1~Corporations and Banks." =

P
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P

C. Non-bank Financial‘lnstitutions»in Uganda
The main 'non-bank. f1nanc1al intermed1ar1es in Uganda -

fall into two catggor1es development f1nance parastata]

bodies and pr1vate ahd pub11c insurance dompan1es and other Y

.

~

credit 1nst1tut1ons_' ' ! .

-~

Development-Finance Parastatal Bodi%s ,'. | {V -

)

There are three bas1c functrons financial 1nst1tut1ons

NN

perform they serve as reservoirs for the accumulated l1qu1d
sav1ngs of the commun1ty1vsome of them: supply the commun1ty
with a med1um Qf exchange, and they allocate the saV1ngs ]
| among - compet1ng 1nvestment opportyn1t1es They may, _‘ f?:\
) therefore st1mulate and susta1n 1n1t1at1ve and enterprase
i vfor the creat1on, transformat1on or expansion of 1ndustr1al
| and other. ventures- ' L ‘
. The Ugandan development corporat1ons, 11Ke s1m1lar
corporat1oﬂs elsewhere were created spec1f1cal]y to \
.contr1bute to the 1mplementat1on of the th1rd funct1on vAs\

~ we have seen Uganda s commerc1a1 bank1ng system pr1mar11y

‘handles short term credrt yet more often than not farmers.,}

1ndustr1es, co operat1ves, and traders and other 1nd1v1duals o

reqUﬂre long term.credit The government responded to th1s
,need for. long term cred1t by found1ng appropr1ate parastatal
d«‘bod1es and by estab11sh1ngzvar1ous funds | The Development :
Loan Fund (DLF) the Nat1onal Trust Fund (NTF) the Uganda
Development Corpprat1on (UDC) the Hous1ng F1nance Company
| ;gof Uganda (HFCU), and the Uganda Deyelopment Bank (UDB) are

o~



cases )n‘polnt \ Of these bodIes\ the UDC and the UDB are
‘ the most 1mportant RN f,\\; ‘ N

The annda Deve!opment corporatiﬁq\(uoc) The uoc was
founded %g 1952 ' S AU

‘ . , NG o S
W1th he oblective of fac1litat1ng thé\industr1a1 T
- 'and economic deve lopment ‘of Uganda\ promoting and T
R ass1st1ng in’the financing, management-and

- 5evq' establishment of new undertakings .and schemes- for

G ‘the better organlsation and modernisation of -

05 gindustrials and cofimercial’ enterprises, and:' the
'~j14»u,conduct of reSearch into’ the industrial ‘and mineral
;'v¥p0551b1tlt1es of Uganda. ' In’ carryiing ‘out these . N

- ~functions, the corporation was to have. due regard to
- the economic and commercial ‘merits of the

S ﬂundertak1ngs it promotes assists, :lnances or
'fv,manages 86 " _ Y | B

The Uganda Developmeht Corporat1on has s t1sfactor1ly
carr1ed out 1ts funct1ons e1ther 1ndepehdently or 1n con- if‘.'
Junct1on Wlth other domestic and foreign agenc1es By 1970"

fQ? the corporatnon s assets had reached a level of Shs 215 1 \

: m1llion iz The corporat1on flnances 1ts operatlons from 1ts ﬁﬂu,
: accumu1ated profits (which amounted to Shs- 18:0 million n
iv.h'1966) grants from the government and borrow1ngs secured byuif_ﬂ

the government.d“

It also sel1" shares of its successful :N

: nda,Governmemt,Hj:. Ton Prigran, et
Uga Ugandze aevgl%g. gorporation, Annual .




R R g N'i‘;stiff“
’ ]he Uganda Development Bank (UDB) Ltke the UDC ‘the
UDB 1s ‘a- government owned corporatron It was establlshed
by decree 1n 1972 _‘ e‘ ) - .m - B
(a) to promote and f:nance development . (b)
“to. provide- finance in :the form of short, med1um. and .

long-term secured loans by purchasxng or subscr1b1ng,,,
for -shares or other securities, or by acqu1r1ng any

. other 1nterest (c) to acquire share: ‘holdings in’ any:~e ,é?er
- company and to- establlsh subsidiary: companies; -(d) - T
“to make funds available ‘for. reinvestment by sell1ng AR

‘any investmerit of the Bank when ‘and - ‘as appropriate;.
T *{e) to draw,. ,accept, or endorse- bills of ‘exchange -
‘*j.:~‘ for the purposes of the business of the Bank: and, G TR
o ‘(f) to do any such Sther. things-as are. 1nc1dental or"ﬁ.'é"

g é»r conducive to the fulfmmeng of the ‘objects of the
- Bank. 8¢ .;, : | ST S

N ‘ R ‘ \,
'_.» L i [ X

, Its 1n1tia1 author1zed cap1tal was Shse100 m1ll1on,‘all pro-7 d]ef
!en v:ded by the government ,E]f,;;j»ﬁg;iQ%;é;&ff‘;];Meﬁ{djfimg
) The development banK mayﬂborrow. or guarantee, any sum '

of'money frchlany domestic onéfore1gn source However,qthe,}‘li

M1nrster of F1nance may 1mpose )1m1ts to such moniesif}jff; '

P vy

’“*ﬁ‘ar1ses



The Guarantee Fund Js used to asslst bus1nessmen W1th fl
‘jne1ther suff1c1ent secur1ty nor prev1ous ascertainable |
"ffbus1ness exper1ence to secure loans from banks and other e
Ltue_ﬁcredit 1nstitutlons o1 ﬁ::} e ,tl | ", .”‘. SRR
o | The Houslng F1nance Company of Uganda (HFCU) and the 1’5? {i
vaevelopment Finance Company of Uganda (DFCU) are now _‘,,”x-~
lpaptlsubsid1aries of the Uganda Development Bank The bank’has R
i ;also taken over all government owned development funds, l1ke3;;ld
| “the Development Loan Fund (DLF) and the Beef Ranchtng ;
3‘?Development Project Fund The DFCU finances mainly o
hfindustr1al projects. and the HFCU speciallzes in houswng
ffffinance 92 | . /._“.‘ e '~ : ,. ‘. m ._'., i
“The total assets of the uns in mmons were ‘Shs 56. 1
' ~>1973,:Shs 98 8 1974 Shs 99 5 1975 Shs 128 9 1976.,and e
‘.v:Shs 153 9, 1977 93 Thus. the bank's resources 1ncfeased by ;lff
**f.174 3 p!r cent over the f1ve year perlod ' '

.‘ Other Government Bodies These 1nclude"the Easf

. *nA°2The DFCU]“as set up joint}~$ y: the Ug - Gove nmen
-+ the ‘Commopwealth, Development;Corporaticn Similar
-..corporations were -founded in: Ken a and Tanzanla
~fﬁlanzanian*case;“”“" ' The : t

-Elnancial - Inf ruct




',d,in East Africa and to fac1litate a more equitable and = é%e;f_jﬁ
‘Hda complementary distr1bution of 1ndustries among the partner ;%ﬁ'ﬂ
‘:hjstates (Uganda Kenya, and Tanzania) of the defunct East/ﬂlﬂ.
.;ff_Afrioan Community Of the total loans'by the bank Uganda

e?é;and Tanzania were each to acqu1re 38 75 per cent,‘and Kenya il}i&?:
ﬂ’?fthe remaining 22 5 per cent This loan distribution formulalxsg%t
'hl;was 1ntended to bring equality 1n 1ndustrial development 1n gwt“'
“f;the region 1n the long run By 1971 the bank.had extended if”

iffloans to Uganda amounting to Shs 36 7 @illion The demise

‘~‘of the Community in 1977 has left the future of the EADB ex-f;dj{f

‘o

,?ﬁ'tremely uncertain _ RERnN ] o PRt
| The obJective of thewPost Office Savings Bank is to _?5:;f’§f
:h”prov1de a ready means for the dep051t of sav1ngs so as to - B
‘”3encourage thrift & The net balances (net deposits) of the _ _
”ébank were Shs 33 0 million 1n 1960 after whtgh they ";7§fa"];
ﬁ;experienced a falling trend By 1965 they had decreased tofﬁftff
t&Shs 23 9 million The balances then rose to Shs 24 1 | ':%'*J“
'-#fmillion 1n 1972 9‘ In general the bank’s net balances have7flfitf
T‘gtdecllned over the period The main reason for the decline

‘fffis the tough competihion offered by otheg’financial; s




”V:gfactor, the bank reaches m?re people thap aﬂy in5t1tUt1°n5'j"”

i 5ff~hithert0~discussed Hence.vits 1mportant role 1n [f7f
it w v L]

'-'Lstimulating savings even from remote v111ages should not be Nf

‘“t"ffdunderestimated

o ‘;‘fInsurance Companles and Other Credlt Institutions f?i':'”yyy

}i There are four actlve insurance companies 1n Uganda.o' -
C.hu_{fnamely, The National Insurance Corporation the East African:t
f:General Lnsurance Company. the Uganda American Insurance L y
CCompany, and the British American Insurance Company : Inbad-gf
| _'jgtsdition, there are four Inactlve insurancqlcompanies<, E :}fn
"”}iﬂdubiiee Insurahce Company, United Assurance Company,,_.;”;*;**

| ‘E}QCrusader Insurance Compan;"and Pan African Insurance

’ﬂ{Company The second group of*companies 1s 1nact1ve 1ngthediif

'::ff:Fsense that they are in the process of w1nd1ng up theireﬁlfnfiz
%Jffefjbus1ness in: Uganda They do not accept new custOmers.,fff{sff
" In 1970/ all companies writing 1nsurance policiesﬁinfih“t

";1Uganda were requ1red by law to 1ncorporatiu“ocaITY. each

*,Qtw1th a’ minimum capitai of Shs 5 million LMThe,currenttynh_n;_k
::;ﬁaptlve compan;;:ﬂ" ' ""'":jlWhije?thé;{héétféé;w

”'uioicompanies decided to close dOWniinsteadtt Before the passage;?

?~L”;iof the law the Crusaderelnsuranc ompan”[was the largest _'%



tthose of the bankzng system » ,”’”[f,nff'*IV*”
All compan1es other than the Nat1onal Insurance

icorporation are branches of multinat1onal COPporat1ons )Thci'
;EaSt Africaaneneral Insurance Company 1s an Ind1an Companyy;

'the Uganda-A ;rican Company s’ a subsid1ary of Amer1ca Llfe.ff

fan Amemcan’comp‘anyJ and the Br1tzsh Amerlcan Company 1s a’
1Br1t1sh company In addit1on,iall the 1nsurance compan1es,;nf
iexcept the Britlsh Amer1can Insurance Company, handle the

gtwo broad types of ansurance l1fe and casualty Most of

7the pol1c1es in the life assurance category are life

:pol1cles with sav1ng clauses While the premium payments

3for the l1fe assurance must be put aSIdé\as reserves to fund

quture obligat1ons to pay..the pr ;1um income from casualty

fand automob1le' o

;1nsurance--suéh as flre, acc1dent

fingurance~~is normally expected to cover only currentfc‘

‘ :.funds are invested 1n treasury -

?i;f:s and government stocks or as dlrect lths to«the"‘



R
!tfthe rest 1n mortgage and car loans.°5 e v
G Insurance compan1es 1n Uganda are now superv1sed by the

;ifComm1ssioner of Insurance. who co ordinates thelr act1v1t1es
f,;,and organ1zes the eollect1on and compllat10n of 1nsurance l!-l;
jffdata among other th1ngs 95 In add1tion 'each insurance jfff:d
;}icompany must depos1t w1th the BanK of Uganda at least Shs :ﬂl»
e.51 0 m1111on The central bank uses such funds to purchase Q(e
J_fshort term secur1t1es,‘or 1n short term &oans 87 '“'F,:‘ P
n t>The 1ndigenous company 1s the whol]y government owned
j;fNat1onal Insurance Corporation (NIC) established 1n 1984

o i‘author1zed cap1tal of Shs 5 m11fion °° As Table 3 7

f;fshows, the NIC has operated successfullY, 1t5 pesources rose -
777from a level of Shs 2 7 mwlllon 1n 1965 to Shs 145 7 m11110n

Tf:1n 1973 Its preM1um 1ncome. as well as the level of the

1; ’General Reserve Fund have also shoWn remarkable progress

over the per10d ';,As a result of 1ncreased funds,;,heggﬁf;fik




SRS ACTIVITIES OF THE NAT ONAL 'NSURANCE CORPDRA:HON (UGANDA)
A i | 1985-1973 s

(Shs malllon)

: LIFEASSURANCE: «+ |, -CASUALTY INSURANcr,:l IR ITLR STURCERNE B TOTAL "
— L R, .Total | General | ASSETS:
: Reserve | Premium: "R'e"se'rve * Premium “Reserye . . o .o i
»Fand © 1. Income |- L,Fﬂun_d sIncome | Fund2, TR L

A_;,Nv. -
b

3

- 3.4.;7‘ _ 7.2, ; 9 4 “ 1

aaloowea | e | o
[ ] are | s

11500 s Z}f7o 8 Ty

16 7?feb;7:‘;”"1' ' I 1sa) eane | 4l ‘103, 8”'*"

f’ 319fo"

IR -~

;fjf,ﬁﬂ“u -SOURCE l ‘at1onal Insurance Corporat1on (Ughnda) Re?a
;3,¢5port and A];J;yt 11966, 1968, 1970 _1972 and 1973 1ssues_

. ‘Caéualty 1nsurance compr1$es f1re motor veh1cle ac-e
"ec1dentj_and mar1ne-‘av1at1 and trans1t 1nsurance.h ‘
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Unfortunately, re1nsurance business is undertaken by

'?ngsfneither the Nat1onal Insurance Corpdration nor the other

'V%fothree acttve 1nsurancé compan1es

Hende, funds have to "ff ks

~“mff_"leak" from the country for the pu;pose of reinsurance

“%;ifjn the country

“ffkg:money and cap1tal markets
The Money Market A e e

§ f:funds are obtained for: short periods of tine (from one.

F:nally,\there are numerous other credit 1nstitut1ons o
These 1nc1ude h1re purchase companles, ;*ff’i"f
hous1ng and bu1ld1ng soc1et1es, and co operat1ve soc1et1es

Financial Markets 1n Uganda

Economists broadly partit1on f1nanc1aT markets 1nto

»/. The money market 1s the "place or machanism whereby ;

day
rie, de;

.;fto one year). and financlal assets represent1ng short term
e i - ./-



hthififéﬁJE}:ff?*;:hjj;;;;vﬁjij:bigl‘l; ihf74fn

':f;imarket 1s 1mportant because 1t ensures liquid1ty and enables
'“ﬂ~%ffthe central bank to 1mpiement open market operat1ons in 1ts )

Fz;pegulat1on of the economy : '; L a S .._ :

= Bor ers: 1n the market 1nc1ude the Treasury. f1nanc1a1

, hﬁlttntermed1ar1es business firms, and ind1v1dua1s, and the i
:lenders 1nclude the centra1 bank f1nancial intermed1ar1es.:-u
ﬂ;gtnyithe governmentv and other bus1ness f1rms Instruments_;ﬂ75j.j
Rfﬁ?bought and sold in the Ugandan money market 1nclude tneasury “
"t?h 1]5 commerc1a1 b1lls and prom1ssory notes e1igible for
'V3°iffffdiscount by the Bank of Uganda, and a11 tYpeS °f 5h°"t termf
¥.5§tf1oans granted by the bank1ng SYStem' nion- bank financ1a1
ifxrwanf Cf1ntermed1ar1es,,busmness f1rms.vand indiv1duals “{fﬁ’” |
. 'ﬂ‘y@:f?N As pointedlout in Chapter II the Ugandan economy s
| ;dé,l\ This dual1sm and the general underdevelobment of thehk
““country have led to the‘d1chotom1zat1on of the money marketi-

S Hn1nto an organ1zed and an unorganized sectxon What we have.vh

Jomn said about the money market 1n the country
spec1f10ally appl1es to the organized sect1on '

fﬁf%}?lfﬁff_ The unorgan1zed money marKet bas1cally cons1sts of

“-,f; rural traders*'landlords._shopkeepers, and various




"\.

transacttons are i"the form of cash, rather than chéques

fThe market JS aiso\qUite heterogeneous as there are no

funiform accounting or iending prdcedures or policies
- :
ﬂaHowever. ali "bankers require some kind of coiiaterai

i',tssecurity_ Acceptabie collaterai includes land and durabie

vconsumer goods Rates of interest the “bankers charge are~sﬂ

- s

usuaiiy very high Factors determining these rates include‘ t

riskiness, credit worthiness, the purpose of the.ioans.‘thedfi
Lﬁmagnitude and terms of the ioans, and personal and other‘ |
SOCio economic relationships

The unorgan:zed money market carries out a ]ot of

"”ﬂremedial iendin '

However, 1t may aiso mereiy divert ‘the -

.ifsaVings of 6ne - group to finanCing the con 2 X[
"of anothery’ Moreover, since the "bankens" are not recog-
fitnized by law and are Virtuaiiy independent of the organized
'.money market the Bank of Ugan a's monetary poircy actions
:fIW1]i affect them oniy marginaiiy Yet their ex1stence is'[
-himportant and may have something to do with both hoarding “la.
;iand the high ratio of currency to money suppiy (which is ;hfd
'[nh:about 40 per cent) ' i"g_ |
The Capltal Market

The capitafﬁmarket deais with financ1ai instruments di7fiﬂa?




_ 4-‘t f}nanc1al 1ntermed1ar1es The ma1n buyers of !he
| 1nstruments dnclude the government parastatal bod1es,;
bu51ness f1rms, and 1nd1v1duals ; . _ _
The number of part4c1pants in the market 1s small, and
m1ddlemen 1n the market are totally absent In v1ew of the

\

general poverty of the populat1on most of the 1nstruments' ;5;

'are held by such 1nst1tut1ons as the Bank of Uganda,
”‘;commerc1al banks, and 1nsurance compan1es 101 The domest1c

market 1s SO small that ~some government stocks have to be Q'

floated on the London market'°2 and the Nairobi Stock

' Exchange ‘°3 The government 1s however. plann1ng “to

/ ) ,
L"‘ encourage the development of a stock exchange brokerage ‘
{_<l houses and related facil1t1es,"'°‘ ma1nly to provﬁde a.

,t .. secondary cap1tal market to enhance the development of the |

.f“

country . . T . . .

i Africa with ﬁP Xel
IMF: Staff Papers 15““'” v
°'Uganda Governmer X
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: 4ntermed1ar1es ina deve1op1ng country

-f.whlch f1nanc1a1 1ntermed1ar1es in Uganda are spec1allzed
- s
lnsofar as. the1r f1nanc1ng of d1fferent sectors of the -

' economy (the government the rural sector. 1ndustry,

?4_houslng. and commerce) 1s concernéﬁ

| CHAPTER W
THE SAVING INVESTMENT PROCESS, FINANCIAL
INTERMEDIATIDN AND FINANCIAL DEVELOPMENT IN UGANDA

[

Th1s chapter is suﬂp1v1ded 1nto three sect1ons. deal1ng
w1th the place of f1nanc1al 1ntermed1at1on in the .

sav1ng 1nvestment process, the 1nst1tut1ona1 framework for

'f1nanc1ng development 1n Uganda. and the’ measurement ofathe

1 f1nanc1a1 1nfrastructure and f1nanb1al development ln the

country : o s& ,

The sect1on deal1ng w1th the ro]e of f1nan01al

d1ntermed1ar1es 1n the sav1ng 1nvestment process w1ll 1nc1ude-

a br1ef analys1s of the re]at1onsh1p between natKBnal 1nc0me(;

q

.accounts and: the saving- 1nvestment process. as we11 as a

'd1scuss1on of the ba51c funct1ons of f1nanc1al o Y

A
v

The descr1ptlon of the 1nst1tutmonal framework for

5 & E
'-f1nanc1ng development w111 focus ma1n}y on the extent to B

In the sect1on devoted to the ass"ssmen”i'“'



é,analyses of chapter VII 2 ﬁ;ff'f

;tngucf‘

: 51n assess1ng f1nanc1a4 development 1n the country They
'rwrll a]so be empJoyed as proxies ﬁor the level or degree of

'finanQJal 1ntermedjat1on in the country 1n the econometr1c

AN

The ma1n 1nnovation 1n th1§ chapter l1es in the L

'fprov1s1on of estwmates of'some of the measures of f1nanc1al

vintermedf2t1on and velopment 1n Uganda Thls appears to

\:fbe one of the few tlmes a fa1rly comprehens1ve stat1st1ca1

.Saving, j”r_h_yéétniéhft_;,apq _'i-i.ﬁancfa__l .I,fnfter-nieaiat jon” T i

Vh:(that isf savwng and 1nvestment) plays an important role

”fii_as pr1ce stab1l1ty, high levels o
'"@i}and high rates of economxc growth--are closely bound ﬁp W‘thyt
ﬁ:(fth1s saving investmen‘drelat1onsh1p an_the oneﬂhand'“ S
f;EQ;sav1ng releasesc or'frees, productive"resources from the

'analys1s of Uganda S f1nanc1al 1nfrustructure has been

-‘undertad:n Moreover, a cOmparat1ve analys15 ‘of the A;'

lnfrastructure 1s also atiempted est1mates of some of the o

fgmeasures are compared with s1m1lar est1mates for some other Ny

countr1es e jﬂ__ ,-:-3'¥ ‘;7 ,13g o ’--‘;" oS
"0 A, The saving-Investment Process =
e S 3

‘B Teln o.‘,» ~ . Ly Lo : R ; S

‘ In—all econom1es. the process of capital formation

T Th1s 1s because many econom1cally des1rable object1ves~-suchf§‘;{ﬂ-?

'{ncome. full emp]oyment,.f?;L~?f7
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the_economy.

As pointed out earlier, it is nly by.coincidence that

ex ante (Planned) saving and investment are equal in a
mogerp economy,la1though, by defthitio , the ex post
(realized) magnitudes will be equal. Sawing and investment
are brought into equality by fluctuations in|natiena1 income
and relat¥ve prices. When'planned'savjng exeeeds (falle
short of) planned investhent tgcome will fall (rise).
Consequently, fluctuat1ons in sav1ng and 1nvestment are
reflected in fluctuat1ons in income and ehployment and
possibly, in prices.

Moreover, over a long period of time, the fraction of

. national income devoted to-saving and investment and- the

| efficiency with which saving is allocated among alternative

investment oppot/yn1t1es help detenm1ne a country’s rate and
direction of economic growth ~In fact, the greater the
amount of aggregate saving. and investment at each "level of
national income, the higher will be the future ratecpf
growth, other things being equal. Investment in new plant
and equipment will enhahce oductivity in the economy,
while an eff101ent a]locat1 n of saving will tend to raise
the economy’s :ﬁte of economic growth. |

How do the act1v1t1es of lending and borrowing--and,
therefobe,-financiat intehmediation:-enter the picture? As
we have seen, in an economy where individual economic units

all have balanced budgets--implying that each unit’s planned

‘and realized saving is always equal to its planned and

)
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realiigd investment--thé activities of lendiﬁg and borro@ing
are irre1evan¥?¢ﬂﬁ;;;33r>\}n a modern economy, there exist
both 4surplus unit;"'(net savef%} and "déficit units”, (net
borrowers). That is, there exist units with unbalanced
budgets. Surplus units become ultimate lenders or suppliers: -
of loanable funds, and deficit units become ultimate
bofrowers or dpmanders bf loanable fungs. | . ,
~When lending and borfoWihg become possible in an
economy, the process of financ%a] intermédiation becomes
important. This is because financial intermediation is the
act of collecting the savings of the ultiméfe lenders (and,
'vperhaps, other fund;) by financial institutions and the

rechannelling of these funds to ultimate borrowers for the

. purpose of finahcing investment.

The Process

Figuéé 4-1 brovihes a diagrammatic presentatign of the
( saving-investment"process, and the place of financial
intermediation in the process.'°5

It ﬁs‘wel{ Known that national expenditure and national
income are eqhivalent as they aré merely alternative ways of
measuring the same thing, a country’s final product of out-
put. As indicated on the lower left-hand side of Figure
4-1, income may be used for consumption spending or it may

be saved. Further, the (private and public) saving may flow

105This diagram is partly based on the chart presented by
John G. Gurley in Liquidity and Financial Institutions in
the Postwar Period, Study Pap&r No. 4, U.S. Joint Economic
Committee, 86th Congress, 1st Session, January 25, 1960; p.
21. '

7



N

THE PLACE »OF FINANCIAL INTERMEDIARIES IN THE _ .

FIGURE 4-1
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into any, aor al}, of threg'chahne]s.} It may. be used to
finance interna] investment - - thus giving ' rise to what.is
Known a§'$elf?finance, An~eiamgie of self-finance is the
undistributed profits of businegs firms that are "ploughed
back ;" th;f is, used by the very firms to fjnanceAtheir
investments. The funds may also be used for finanéié]
inyestmgnt, that is, to puréhasé financial assets such as
t?easury bills, bonds, 1ife insurance policies, savings
debosits. and so forth. Here surplus units are prov1d1ng
external f inance to def1c1t units--in the form of d1rect
loans and purchases of primary securities (direct external
finance). Lastly, the sav1ng may be hﬁarded ‘Hoarding will
1ead to 1ncreased accumulation of inventories. in the system.
Furtﬁermore, as the lower, f1ght~hand part of the fig-
ure shows, the externé] ffﬁénce may flow_indirect]y to the
ultimate borrowers via financial interhébiafies (indirect
external finance). Here savers buy secondary securities

. from the intermediaries which, in turn, accept the

liabilities of the borrowers.

The Saving-Investment Process in Uganda, 1950-1976
The previous subsectiqn was devoted to a description df

the saving-investment process in general. this

subsection, the process of saving and capjtal accumulation

in Uganda is“examined. .
In this study, (national) savihg (S) is defined aj{1he

difference between tbtal gross fjxed capital formation/(a

_proxy fpr.total gross investment)/ and total foreigﬁ saving.
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The current account balance (including unrequited transfers)
is used as a proxy for total fbfeign saviﬁg-~that ﬁs;,net'
foﬁeign gapital iﬁflows. . é ' A
A détajled analysis of thg\?atalused in this study, as
well as their sﬁértcomings, will\gg\?reSented in chapter VII
below. :h| - / -

Table 4—81 shows, inter alia, tl{xe s&ving-income and the
investment-income rafjos. Both no&ipal saving and
investment havé'sﬁown én'upward trena\duniné‘fﬁé_bériqd.‘°5
Saving grew from Shs 374.0 million to Shs 1,564.5 million
'during the period--by.47.9 per cent between 13850 and 1960,
by 196.8 per cent between.JQG{ and 1970, aéd by 318.3 per
cent during the entiré period. ‘Investment rose from Shs
198.0 éi]gion in 1950 to Shs 1,208.0 million in 1978, an
increase of 510.6 per cent. However, both saving and
investment wére characterized by severe fluctuations and
stagnated for the fif§t half of the period. The fluctua- -
tions in saving and Jinvestment were-partly due ts fluctua-
?ions in.incpme (GDP), whose growth rate varied from period
to period as the table shqws. They were also partly due to
variations in the balance on the current account brought
abobt, in turn, by fluctuations in export earningsﬁpnd |
transférs.

_1%6The analysis here is doné in terms of nominal variables
because the ultimate aim is to compute ratios, whose values
would not change even if the variables were expressed in
real terms. However, to facilitate comparisons of nominal
and real rates (e.g., the nominal and real rates of growth
of GDP), the rate of inflation (DP/P) is also tabulated in
Table 4-1. : : s '
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The saVings'ratid rose from 26.1 per.cent to 2%'6 ber
cent between 1950 and 1953. Thereafter it fol]owed a down-
ward trend, falling to only 6. 4 per cent 1n 1976. 'The' _
_investment ratio, afterﬂsz1ng from,1ts 1950 level~of.13.8 C
per cent to 28.8 per cent,in 1953, also generally declined
over[ti§aperied.' It was only 5.0 per cent in 1976. The‘
ratios were-also characterized by flUctuaticns

The dec31ne in the ratios was caused ma1n1y by ’
political uncerta1nty Two per1ods of p011t1cal uncerta1nty
may Qe cited: 1954-1962 and}1969 ‘1976. The, f1rst period was
characterized initially by.ﬁasSive strikes and dissent that
‘led to the exile of a local King Qy the colonial regime,
and, later by the advent of pol1t1cal 1ndependence that led
vto cap1ta1 flights from East Afr1ca as a whole The second
per1od was character1zed by the uncerta1nty resultlng from
the government s announced-shift to a socialist ideology
(1969-1970) , and By the political instability of the Amin'
| regime (1871-1979). Note that the ratios declined
substantially during both periods.l

'Table‘ﬂ-2 shows some of the forms~savjngs take in
Uganda. They include savings and time deposits. at
comnerctal canks, the Post Office Savings Bank, and other
depost-banks, government savings. and insurance policies,
mos%\of which carry annuity clauses. In this etudy,

' éovernment saving is defined~as the difference between cur-

“rent. government expenditures (exclusive of expenditures on

capital formation)_and government income. Private Saving ise



,

‘TABLE 4-2

' SOME FORMS SAVINGS TAKE IN UGANDA, 1950-1976

»

{Shs million)

.
. Total /Savings Post Office,
) Private [ Government | National and Time Savings Life
){j%- Savings Savings “Savings Deposits Bank Balance | Insurance
ey S, s) - S Premium
q LA f 9{) (G )/‘ —8) [‘T?Dl\ (POSD) remiums
1950 ~ 259.2 114.7 374.0 \ 17.1\\\*, 31.6 5.4
51 534.4 127.5 672.0 80.2 36.4 6.2 w
52 €17.2 - 136.8 -, 754.0 26.0 40.8 7.9
53 353.9 126.1 520.0 5.0 44.7 9.2
c4 .oto1 7 1102.3, 04,0 a.Rr 472 1 0.2
L 1955 407.9 72.1 480.0 5.7 © 50.5 13.4
56 450.4 115.6° 566.0 - 67.3 48.2 13.8
57 481.6 - 62.4 544.0 1.3 45.4 15.1
58 . 485.6 96.4 582.0 98.6 42.6 24.6
59 349.2 46.8 , 496.0 161.4 41.5° 29.1
1960 545.1 7.9 553.0 87.4 -33.0 32.3
61 T 463.3 -23.3 440.0 -105.4, 29.9 27.2
62 363.7 19.3 383.0 - 122.7 . 27.2 30.2
63 486.6 73.4 560.0 162.6 25,2 26.3
64 695.8 48.2 744 .0 189.4° 24.4 30.6
1965 864.0 -74.0 790.0 252.0 23.9 33.8
. 66 866 .1 57.4 743.5 336.1 24.2 35.1
67 . 872.5 68.3 940.8 364.7 23.1 42.6
,08 1048.9 9.1 1058.0 99.8 1 22.8 4.0%*
69 1281.4 -136.4 1145.0. 427.0 23.0 4.7
1870 1367.2 -161.1 1306.1 544.3 23.3 7.9
71 L T454.1 -592.2 871.9 5Y1.7 23.6 14.6
72 2030.9 -599.6 1431.3 553.6 24.1 16.7
23 1912.6 -608.5 1304.4 797.0 25.0 31.9,
74 2098.9 -700.0 1398.9 859.0 26.0 n.a.
1975 210G.9 ~972.6 1129.3 1426.0 27.0 n.a.
. 76 2765.6 -1201.1 1564.5 ¥742.0 . 28.0 n.a
n.a. = not available.

SOURCES: See~Table A1-1 of Appendix A{,

)
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o _
then the difference between national saving and government
savi;;. | | '
As Table 4-2 shows, all férms of saving, have shown an
upward trend since the 19505, although balances at the Post
Office Sav1ngs bank have fluctuated over time.
In the subsistence sector, savings usually take two

forms: currency a29,stocks of:consumer goods (mainly

foodstuffs, stored in granaries).

Al

. Functions of Financial Intermediaried

This subsection complements the previous pnés by

'providing a brief outline of the major ways .in which effi-

cient f1nanc1a1 1ntermed1at1on helps the develqpment

process. '

If a country: is éndowed with inadeguate financiél
intermediation, its farmers and otherf:Lral,dwellers do not
have much opportunity to choose among different types.of’f
finance¥ their poftfolio selection is sériously Jimited. To

guard against Jnflation or merely to be certain of

‘obtaining consumer goods when need ar1ses. they accumulate

physical assets (1nventory 1nvestment) stock§ of consumer//
goods or jewellery. The stocking of commoditiés.can be Qery
wasteful, espeéia]ly where adequate storage facilities arév
not available. In Uganda, for example, harvested crops

stored in grass-thatched granaries are subject to risks of

- being eaten away by rodents, being accidentally burnt up,

deter1orat1ng\:n quality over. t1me, and rottlng ‘away because

of leaking granaries.
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The introduction and\development‘of an efficient system
of financialtintermedtatiOn and fihancial markets eﬂable the
Vpeasant farmer and other rural dwellers to earn 1nterest on
their savings. In add1t1on. their risks are reduced, and
ahdve‘alf, their choices among different pohtfo]igs are
'\readengd. 'MoreerE, the system is essential for the
Zo]lection ef the savings ef the urban wage ard salary
}earners ’A1l in alT the potential small saver will be
| )1nduced to increase his or her sav1ng, since the rate of -
fhetqrn on f1nanc1al claims is usually greater than that on
physieai assets: and risks associated with the former in a
developﬁng country like Uganda are T;%s than those
associated with the latter. The investor, mutatis mutandis,
also gains from efficient financial intermediation.
Consequently, as Po]akoff observes? "in this manner,
1ntermed1ar1es increase . . . the marginal utt]ity of
surp]us.un1ts while, at the same time, lowering the marginal
disutility of deficit units." 107"
- As observed earlier, a wel]-functioning"intermediation
system improves not on]y the mobilization of sav1ngs, but
{ o the allocatgon of the sav1ngs amongst competing uses.
&;223§Vér, the pooling of risks and funds enables business
firms to undertake very costly but benef1c1al 1nvestments,
1nvestments that they wou]d have been unable to f1nance from
their internal saving and/or from d1rect external finance.

As Hempel and.Yawitz point out, the resultant specialization

N
__________________ . {

1o7Murray E. Polakoff et al., Financial Institutions and
Markets (Boston: Houghton Mifflin Co., 1970), p. 16.
h >
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of labour and ihcreased_effioiency due‘to, Say, economies of
scale help to reduce the riSk-of defau]f and enable the
financial 1nst1tut1ons to. act in a cost-reducing manner. 108
Def1c1t units pay less for the1r borrow1ngs than they would

in the absence of frnanc1al 1ntermed1at1on.‘°9j

Besides, in the presence &¥: financial intermediaries,

new incagme is génerafed as ‘mé r‘broductivé investments are
now undertaken. The'poop}e who preVious]y received no
tangjblo return on the{r savings when they-were held in the
form of physical as;oté can now obtain interest and
dividends on their financial ihvestments. It isvalso worth
noting that a‘large part.of govérnmont expenditure incurred
in the provision of social serviceé;—inCIUding the "welfare.

A

state"--is financed through govérnment borrowing on

financial markets That the_ent1re soc1ety benefits from o : <
.soc1al services is beyond doubt.

Lastly, the financial policies of the central bank
(such as monetary policy) are implemented through financial

institutions and markets. Financial institutions, have an

important role to play: in the transmission of finan

. policies to the real sector.'19

" 108See George H. Hempel and Jess B. Yawitz, Financial
Management of Financial Institutions (Englewood Cliffs, New
Jersey: Prentice-Hall, 1877), p. 8. ~
109This point is emphas1zed by-B1nhammer as one of the maJor
" functions of financial institutions. See Binhammer, The = -
Development of :a Financial. InFrastructure in Tanzania p.

© 147,

110For a theoretical analysis of the role of financial
intermediardies in the policy transmission mechanism, see
Karl Brunner and Allan H. Meltzer, "The Place of F1nanc1al
Intermediaries in the Transmission of Monetary Policy,"
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B. The Ugandan Institutional Frhﬁewqu for Finanéing
Deve lopment ’ |

anancing the‘vaernment Sector

Apart from borro&ihg,.there éye four méjér sources of
reyénue_foﬁ the government. These aré taXafjon, incomes
from ptiblic corporétipng, trahgférS'(SUCh;as gourtlfines and
grants), and financﬁal transactions of the government.‘i"
Taxation is the main éourcé; ac¢ouhtjn§ far ,over 70 per cent
of total revénue., |

Thé~Tevenue is used to finance  governme consumption,

transfers (such/i§77ﬁferest én tggépational debt,‘
and grants-in-aid), and capital .fo¥fmation. The financing of
capital formation, as well as the gﬁbwth and composition of
the national ‘debt,’ reflect the Yoluﬁe'of saving generateq by
the governﬁent. Tﬁe taxes and lévies\paid by'the private
sector out of its current inbome.are a form of forced
savings, iflsuch funds would otherwise have been spent on
éonsumer godds . . Except~for'th§ "Please Effecf,“ it is |
generally believed that tax réVenue‘and goVeEnment saving‘

are directly related.''2 . ; \

110(cont’'d)American Economic Review 53 (May 1963): 373-82.
'''"Financial transactions include commercial transactions,
‘repayments.of government loans, sales of government
financial assets, and accumulated depreciation. _

'"2The "Please Effect" is a hypothesis which claims that
(government) savings vary inversely with tax revenue. More
will be said about this hypothesis at a later stage.

f5t



It is worth noting thattthe government has been

stepping up its efforts aimed dtrectly'at-encouraéing and

biTizing saving The Premium Devel pment Bond and the
A

Nat1onal Lottery schemés are cases i po1nt Premlum

-

devie lopment bonds (first issued i 1964) were designed as a ;\x
"saving instrument to'apoeal to a wide CrOSs-sect1on of thev’
population* Unlike treasury bills, these bonds are 1ssued
in small denom1nat1ons, and each bond holder automatwcaly
'part1c1pates in prize draws The Nat1ona1 Lottery ‘was de-

s1gned to capture funds that were then flow1ng out of the

Ty

country to purchase fore1gn 1ottery t1ckets The National
Lottery *ticKets, at one shilling each\_are-alsofcheap enough "

for the common man to afford.

Financing .the Rural Sector
&

In rural areas, the need for credit falis into five
' o . -

ma jor categories: cOnsumer credit,'cu1tivation\finance crop
'(marKet1ng) f1nance deve]opment f1nance. and commerc1al

finance. 113

Consumerucre ;\ enat e rural dweller to purchase
shelter.:’ood, and c]oth1ng for h1s family that he would not

-/

otherw1se be able to provid for The money market, P
eSpecrally the unorgan1zedf§oney'market is the main source

of th1s type of credit.

Cultivation cred1t enables the peasant farmer to .

acquire seeds. fert1l1zers, 1nsect1c1des, and,other farm

£

113See Binhammer, The' Development of a Financial o
Infrastructure in Tanzanla, p. 58. - ,
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LihpUts duripg‘the crop Season. In Uganda; most of the
'cu1t§y5tion, or production, credit available to farmers is
hprovided through the Co-operative Movement. The
Cp-operatjve Bank operates a 1éndiﬁg scheme fon-fa;mers.
Co-operativé,sooﬁetieS‘intermediate between'farhebs and‘
mankéfiﬁgfboards. Priﬁary co-operative societies collect,
vstorel and 1ransport their members’ crops to the
" . Co-operative Unions»whﬁch préqess’the crops énd theﬁ sell
;them_to the marketingvboards; A1l the unions belong to the
'Uga da Co-operativé Central Union, which. purchases
agricultural appliances, equipment for the Unions’ broééés-
ing factﬁ;ies, fertilizers, seed,dand other farm inputs.!14
Marketiné credit, as the, name suggests, enables the
farmer to market the crops. It ig provided by both the -
banks and the government fhrough the Co-operative Movement.
Loans are ;pecifica]ly granted to cover costs of purchase Qf
.Unphoce;sed crops from farmers by the Unions and tp enable -
.méfketing boards. to buy - processed crbb; from the unions and
tb‘markef'the crops.

v DéVe}opment finance is for e introduction and

extension of farming and processing op s. Unlike the

other types of %redit, development finance'ta es the form of

’ulong~term loans. It is supplied mainly by the

~'"4For details' concerning the structure and organization of
" the co-operatives in Uganda, refer to the report by Shafiq
Arain (chairman), The Report of the Committee of Inquiry
into the Affairs of all Co-operative Unions in Uganda
(Kampala: Government Printer, 1967). Also see Thomas
Oursin, "Development and Structuré of Industry in Uganda,"
in Paul Zajadacz, ed., Studies in Production ’'and Trade in
East Africa (Munich: weltforum Verlag, 1970), p. 372.



93

development-Finance parastatal bodies and internatioﬁal
agencies, such/as the Commonwealth Development Corporation
and the InternationafxDevelopment Agency (1IDA). |
'Finally, commercial finance enables the producer to
~process crops end to proQide transportland related services,
such as insurance. It is of a short-term nature; and is
provided main[x_by the banke. \
Despite all tﬁese sources of credit for the rural
sector, the sector still lacks funds. The rurei sector is
still not moderoized. This fact.argues'for increased

financial intermediation in the sector.

Financing Industrial Development
l Industrial.development in Ugahoa is promoted by the

government, the private sector, and foreign companies and
\prganizations. es we have ‘seen, government effort in this

area is exercisé% mainly by the Uganda Development

Corporation (UDC). In addition, the Industrial

Charter—-which'inc1udes téé’Foreign Investment (Protection)

Act--promotes foﬁeign investment' in industrial projecdts in

Uganda; 115 . | :

Al though the UDC and foreign capital are the ma jor
sources of finance in the country, institutions such as the

banking system also provide sizeable capital to industry.

However, unlike the UDC, the banks concentrate on the

''3The Industrial Charter, established in 1964, lays down
the basic principles of government policy vis-a-vis new
investments in industry. The Charter, inter alia, confirms
Article 22 of Uganda’s Constitution, which provides
protection against nationalization and sequestration.
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proviéion of short-term credit.

Housing and Other Finance

In Uganda, there are five sources of hbusing finance:
the Housing Finance Company of Uganda (HFCU){ the National
Housing and Construction Corporation (NHCC), the Local
Authority Loan Fund (LALF); financial intermediaries (mainly
commercial banks and insurance éompanjgs);_and, individuals.
The first three are under governmeht ;&pervision” and are
mainly concerned with 1ong-term'f1nance.' |

The HFCU is a subsidiary of the Uganda Development
Bank; and the LALF is directly underathe Ministry of Works
and Housing. The LALF scheme is a.source of funds intended
solely for the improvement and development of slums in urban
areas. Its ultimate‘objectiye over time is to do aQ;y with
the slums. The HFCU provides all types of housing finance.

‘The NHCU (known as the National Housing Corporation,
NHc; before 1974) was established and authorized to put up
housing estates, especially in Qrban areas, intended for
rent’ing fb,gdverﬁment and other employees. It constructs

three Kinds of housing units: for the high-income,_ the

middie-income,'and the low-income groups. The corporation
'may alsao sell some of its houses or housing estates to the
government 6r the public; and it may put up estates in con-
junction with any publi¢ or phivate organization. |
The banks as well as iﬁdfvidualé provide mostly

short-term loans, while insurance companies provide

long-term loans to the housing sector.
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Lastly, finance for other secto%s of the economy (such
as“commerce) mainly comes from the bénking system, and is of
a short-term nature. . In addition, the role of/ the
unorganized money market in this area should not be

over looked.

C. Measuring Financial Intermediation

Financial Assets or Instruments.

Before preSenting suggested measures of the financial
superstructure of an economy, one needs to examine the .
financial assets to be employed in the definitions. This
subsection aims to point out what instruments will be ex-
cluded in defining the measures. |
' It has been proposed that financial assets held by the
central government should be excluded from the list of
financial aséets to be used in defining our measures. This
is because (as Tun Wai argues) the volume of the financial
assets of the central government--exclusive of those held by
government institutions and enterpriseg--can be altered w?ih
little or no gifficulty.'16 For example, the government can
‘always borrow from the centré] bank with minimal
difficulties. Eonsequently, the only meaningful financial
asset for aﬁ economy is that held by tHé non-financial
sector other than the central government.

'1%5ee U Tun Wai, Financial Intermediaries and National
Savings in Developing Countries (New YorK: Praeger-
Publishers, 1972), p. 50.
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-Further, one would hypothetica1ly define the VOluméAof
finéncia] assets as all claims denominated in money; and,
hence, would include instruments 1ike currency, insurance .
policies, demand and time deposits, trade credits, new
issues.-of stocks and shares, unorganized money market
instruments;'and so forth. However, in our emp1r1cal defin-
‘1t1ons, we shall exclude instruments such as the unorgan1zed
money markef Jnstruments, trade credits, and new issues of
S%ocks and shares--to’ﬁéntionnonly a few. Thesg_wi]l'be ex-
cluded because such instruments are not hand]éd by the
organ1zed market in Uganda to any 1arge extent.

To be spec1f1c define the financial assets held by the
e
non-financial private sector as:
F, = Currency in circulation;
Fz = Demand deposits with banks;
W% = Savings and time deposits (quasi-money) with banks:
Q_ = Quasi-money with the Post Office Savings Bank and other
near-banks; - '
F3v= Bonds, certificates, and bills issued by bank and
non-bank financial ingtitutions;
Fe = capital accounts, accounting reserves, and shares of
bank and non-bank institutions: o
Fy = Totai life assurance assets or liabilitieé;
Fg = Prjmary securities held by the private sector: and
Fq = Government debt held by the non-financial private

sector.

Now, let F = the total Volume of .financial assets held
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by the non-financia] private sector! ‘Then

(4.1) Fef +Fa+ .+

Alternative measures of a country’'s financial
structure--that is, determinanfs of the presence, nature,
and relative size of different financial instruments and

institutions in the economy--can now be outlined.

~The Measures

Goldsmith -proposes eight types of measures of a
=COUntry’s-finaﬁcia1 supersfruéture.“7 In this subsection,
"an outline of the measures(is preéented.

The first measure-ié concerned witH the relationship
between a country’s financial superstructure and its real
infrasfructure. Hence, it assesses the relative importance
of the financial system as a wholé. Specifically} this
measure, the financial interrelations ratio (FIR), is de-
fined as the total value of all financial assets divided by
.the total value of tangible-assets (national wealth) at a
point in time. In our case, %t_is the ratio of F'tcf |
national wéa]th:

Let DF denot? the change in'F épd YAdenote national
income. - Then we can define a ratio“ngﬁatéd té'fhe FIR.
This is Tun Wai’'s financial savings ratio (FSR) ;. whose

117See Raymond W. Goldsmith, Financial Structure and

Development (New Haven: Yale University Press, 19638), pp.

- 26-48. Also see Raymond W. Goldsmith, "Some Reflegtions on
-the Past, Present, and Future of Financial Institq?TBhs?j in
P. Frantzen, ed., Current Problems of Financial —
Intermediaries (Rotterdam: Rotterdam University Press,
1875), pp. 77-80. : .

¢
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denominator is the.Yfandiuhose numerator tsﬁthe DF.1'8 Note
that whereas FIR is a stock measure, FSR is a measure based
on flows. | v

The §eeondtmeasure focuses on the numerator of the FIR -
(or FSR). Various rdYios b;sed on the distribution of the
financial instruments-émong,thetr’main types, or the
relative d1str1but1on of the f1nanc1a1 assets of the major

sectors of an economy, can be computed An example of

ratios that fall under thjs measure is the currency ratio,
Fe/F. ) ‘

The.third Kind of measure emphasizes the distribution.
vof'the total financial wealth among economic sectors. \ A
ratio of the total financial assets held by the publ1c (the
household sector) to the value of all financial assets in
the economy fa]ls in this category.

The fourth measure aims at assessing the relative im-
pohtance of various financial intermediaries. A ratio in
thisvcategory‘ie,‘for example, that which assesses the
relative magnitude of the benking system. This rat10 wou ld
be computed by div1d1ng the value of the total f1nanc1al
assets held by the bank1ng system by the value of total
financial assets 1n the economy

The fifth measureﬁfocuses.on the institutionalization

‘of a country’s financtelvetructure,,that is, the part played
by financial 1ntermed1ar1es in the country. The measure, “or

ratio, is generally Known as the Financial Intermddiation’

"BSee U Tun Wai, anancial Intermediaries and National
Saving in Developing Countries, p. 53.



"99

Ratio (FIIR)' and is obta1ned by d1v1d1ng the totaT value of
the f1nanc1al instruments issued by all. f1nanc1a1
institutions by the value of the f1nanc1a1 assets in the
economy .

Rbe sixth type of measure may be called the Financial _
Interrelations Matrix (FIM). This is a matrix showing the

breakdown of the outstand1ng ‘stock of f1nanc1a] assets by

type of instruments and by sector.. Thus, it is a

cross-classification of instruments and sectors just as_the
input-output matrix is a cross-classification of‘inprs and
outputs of indusfries ér sectors of an ecoﬁomy.

The seventh measuré is the New issues Ratio (NIR), ob-
taingd by dividing the toté1 Value of new isbues of
financial asséts by ﬁationaH income. Minor adjustments¥in

the numerator of Tun Wai’'s FSR will produce the NIR, for the

‘two are 1dent1ca1 1f DF equa]s the value of the new issues.

The last type of measure is the "Sources and Uses of
Funds" statement. From this statement, we can détermine,
say, thé mégnitude of internal financing (sav1ng), or
external financing (borrowvng or. 1ssuance of equ1ty
secur1t1es) for the various sectors of the ‘economy .

Bes1des, we can derive from the statement the flow

_counterpart of the FIM. This flow counterpart is called the

Financial Transact1ons Matr1x (FTM)
~ Note that, except for the FSR, the first six mea%ures

are stock measures while the last two,are flow measures.

This is not a particularly important distinction since all



- 100

the stock measures can be easily'COnverted'into flow

measuresfbébause;flews are merely the changes in stocks.

Désinable Q:opepties for the Measures | -
Goidsmﬂ%h,}ays down five desirable characteristics
which any- measure of financial structure should possess.'!
The measure should be quantifiable. It should also.be quite
“robust,” that is, it should behave with reasonable
regularity, rather than e*hibit erratic swings over time.
Besides, it should be economically relevaﬁ% to the units to
which it app]ies. and to the economy at 1argé. However ,
whether or not ithis ;éqonomicaliy relevant” is, to a great
extent, a subjective matter. Further, it should be ". . g
flexible enough to be useful in exploring a variety of
. hypotheses regarding financial behavior." 120 AAd the measUreg‘
should be Lniversal enough to be used in comparisons over \

fime and amongst countries.
) A 0
Financial Development in Uganda, 1950-1976

In the prev1ous subsections, varwous alternative
measures of a country s financial structure were presented.
In tﬁis subsection, the values of some of the measures in
Uganda wi%l be derived and discussed. The estimates will bé
used in assessing financial development inkthe-cQuntnyl
Some of the estimates (such as: the currency rétio{and the
financja] intermediation ratio values) will also be used in

Chapter VII as prqxies for financial intermediation or .

118Goldsmith, Financial Structure and Development/'p 52.
1201bid., p. 52.



101

.devélopment in Uganda.

| The financial data (that is, d;ta on the financial
instrumepts or assets, Fy through Fq, defineg above) uséd in
the study cover the bahking system, insurance companies,
savings banks, a development corporation (UDC), a
development bank (UDB),.treasqry b111 and gévgﬁnment stockk
issues, and two chmodity assistance funds--reflecting
(fd#?éé) iﬂsurancé&against export prie; and income fluctua-
tions. The data c&!eﬁ the period 1950-1976.

Data on the Coicberative Movement (co-operatiVe
socfeties), hire-purchase compahies (except the M/S Uganda
Hire Purchase Cbmpany, a subsidia}y of the National
Insurance Corporation), the unorganized money market,
inTding societies, and credit unions are completely
"{naccessible. Since these institutioAs (except the
unorga%fzed money market) are small in magnitude; their -
omission is hot likely to jeopardize the analysis.

Téblelﬁ-B presents some of the measures discussed in
the previous subsections.  The fihaﬁcia] interrelations
ratio (FIR) is the ratio of F to gross domestic product or
national wealth.. Here the denominator of the ﬁjR is GDP
because of lack of data on national wea]tm; The financial

intermediation ratio (FIIR) is the ratio of the total

financial assets issued by all financial intermediaries to

'211f TF1 denotes total instrumentg held by all financial
intermediaries, then FIIR = TFI/F.| Sometimes the FIIR is
" defined as TFI/(F -‘{FI). See Goldsmith, “Some Reflections «

///
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This ratio assesses thelrole of financial intermediafies in
the economy as compared to other issuers of financial
.instruments, wHi]e the FIR is éoncernedlwith thé overall im-
porténée of intermediation. The bank ratio is the ratio of
total inétruments-hela by the banking system (B) to F, and -
the currency ratio relates the currency in circulation (CC)
to money suﬁbly (Mg)." The bank ratio measures the relative
:magnitudé of the banking system among financial ‘
intermediaries, while the currency ratio measures the impor-
tance of currency vis-a-vis demand deposits. The éurreﬁcy

o

'ﬂleatio, therefore, "is an inverse indicator of the level ofv

7
»

financial development,"122 gag it "represents the extent of

distrust or the lack of availahility of financial
institutions." 123 »v v

Lastly, the financial savings ratio (FSR), which in
this case is eqUivalent to the new issues ratio (NIR), ié

determined by dividing changes in F (DF) by GDP: and the

»

2 ) .
monetization ratio (MR) is the ratio of monetary GDP to-
total GDP. Here we assume that the DF is equivalent to the
new issues of the instruments although usually the two may

//_J];t/bf/equal. F may change because of ;etiring or writing
off, assets even if there are no new issues of financial

instruments. However, the FSR and the NIR were assumed to

- e m e - - e e e o -

'21(cont’d)on the Past, Present, and Future of Financial
Institutions,"” p. 82.

'22James: W. Christian and Emillo Pagoulatos, "Foreign
Capital, Domestic Finance and Saving in Developing
Countries,” Economia Internazionale 29 (May/June 1976): 82.
'23James W. Christian and Emillo Pagoulatos, "Domestic
Financial Markets in Developing Countries: An Econometric
Analysis," Kyklos 26 (1873): 79. .
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be equal a Ié Goldsmith, 124

An examination of the FIR in Table 4-3 reveals that the
ratio rose from its 1950 level of 59.8 per cent fo 89.5 per
cent in 1953, after which it declined (except in 1958 and
1960), reaching a level of 54.3 per cent in 1962. After ‘
some fluctuations between 1962 and 1968, it rose to a:high
of 69.7 per cent, before declining to 65.2 per cent in 3976.
Over the entire period, it averaged about 61 per cent. Thus
the assets of financial 1nst1tut1ons are about 60 per cent
of GDP in Uganda. This compares favourab]y with FIRs in
other developing countries. For. example in. Ind1a,,the FIR
was 55 per cent in 1962, 53 per cent in 1967 and 60 per

cent in 1972 125 : —

s
g

In developing countries, financial interrelations *
ratios are much higher--about two and a gélf t imes
larger. 26 The main exp]anation for the low values of the
FIR in developing coun;rjes is that in these countries the
new issues ratios,are very low. ?orAinstance, in Uganda, -
the NIR averaged about 4 per cent ‘during the 1950- 1968
per1od and abogt_B per cent over the entire period.

Moreover, as Table 4-3 shows, the ratio f]uctuéted

considerably during the peciod and was negative in seven

instances. \\\

'1245ee Goldsmith, "Some Reflections on the Past, Present,
and Future of F1nanc1al Institutions,” p. 80.

'25]bid., Table 1, p. 89. The corresponding yearly FIR val-
ues for Uganda are 54.3 per cent, 38.7 per cent, and 65.3
per cent, respectively, as Table 4-3 shows.

126Ibid., p. 78, and Table 1, p. 89.
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; In India* the NIR/FSR was 3 5 per cent between 1949 and
1963, and 5.6 per cent dur1ng the period 1964 1967 The
ratio.is usually over 10 per cent in developed countries

As in other countries, in Uganda, - the banking system 1s

‘the largest component of the f1nanc1a1 sector As indicated

by the bank ratio, the banking’ system accounts for 50-60"per‘
cent of the assets of all financial 1nst1tut1ons The bank
ratio has been grow1ng over t1me—-from 61.8 per cent 1n 1950

to 66.4'per cent in 1976. In developing countries, this
Y

ratio is uswally around 67 per cth, and\in developed

countries about 40 per cent.t28 ' { j

Finale, an examination of the financial intermediation “_

and the currency ratios }eveals that the former has been -
growing over time wh11e the 1atter has, generally, been o .
dec]1n1ng Both trends indicate the growing 1mportance of
financial 1ntermed1ar1és in Uganda Thése are hea]thy

trends given our main hypothesis that f1Q3nc1a1

4

intermediatjon fosters growth.

A

A1l in all, the analys1s of the ratios clearly 1nd1-

cates that the financial superstructure in Uganda has been

S
B \VV‘\\
growing over tlme Th1s was true espec1ally after ‘ : é&
R ';L’: 27
independence as’ the growth raté of the total financial : x%ﬁ
assets shows (Tab]e 4—3). This is also shown by the

monetization ratio (MR)--the ratio of monetary to total

+ GDP--which, except after 1968, has had an upward trend.

- - . . a

1271bid., Table 2, p, 89.
128]bid., p. 79.
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CHAPTER V N ?
o FINANCIAL INTERMEDIATION AND THE SAVING INVESTMENT
PROCESS IN UGANDA: THEORETICAL NNALYSES°DF SINGLE EQUATION
" MODELS . R B e

& ' 7 o o N
0 -G ) o
¢ v i Yy

This chapteh te;ueyoted to a~theoretica1vahalysis of

single'equation models. Specwf1cally, “two bas1c obJectlves

& o

are attained- 1n th1s chapier First, a brief rev1ew of some

of the ex1st1ng l1terature and ‘evidence on s1ng1e equat1on

(L

‘. mode s 1s‘undertaken Second s1ngle equatlon models to be

B ~employed in the econometr1c analyses-of Chapter VII“are.

D
x

- ‘o ~,
()

» The chapter cons1sts§of four segtions. The first two

s, . 9

sections deal with ayrevieW of the literature and evidénce
on determinants of savtng and investment“ As will becéhe"

evident,.most of the past research in th1s f1edd has beenﬁ

“done in terms of s1ngle equation models. formulated on the

basis of Keynes1an and post Keynes1an theorles .The’ 1ast
two sections tackle the problem of assess1ng the role of
financial intermediaries in the resource- dra1nage mechan1sm
W"Ieakages ) and in the monet1zat1on»ofh£he subs1stence'..

sector. S T f\\ﬁ

. 1

The . ma1n 1nnovat1on 1h tHrs” chapter l1e§ in the exp11c- _

1t 1ntroduct1on of the level of f1nanc1al 1nter£éd1at1on as

an’ add1t1onal argument in the saving and 1nvestmeqy

-

ey
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functions and in the development of a model to explain the
rofe of financial intermediation in capital formation.  The
financial intermediation-capital formation mode]l builds on

the work of Christian and Pagoutatos. 129

A. Theoretical Determinants of Saving

Many alternative saviné hypotheses (derived mainly from
1iterature relating to developed countries) have been
advanced, especially since World War II. The hypotheses
fall into three majof groups: pre-Keynesian, Keynesian, and

post-Kexz;sian. Pre-Keynesian theories stress interest (the
){d\'
rate of beturn'on saving) as the main determinant of saving;

Keynesian theories stress income (or disposable income); and

post-Keynesian theories emphasize some‘sort of wealth. The
Keynesian theory of saving (or éonsumptioh) is generally
Known as the Absolute Income HYpothesis.‘3° Duesenberry’s
Relat ive Income Hypothesis, 31 the Ando-Modigliani-Brumberg
Life Cycle Hypothesis, 132

'2%95ee Christian and Pagoulatos, "Domestic Financial Markets
in Developing Countries: An Econometric Analysis,” Kyklios 26
(Fasc. 1 1973): 75-90. g .
'305ee, for example, David J. Ott, Attiat F. Ott and Jang H.
Yoo, Macroeconomic Theory (New YorkK: McGraw-Hill Book
Company, 1975), p. 60. . SR : :
'31See James Duesenberry, Income, Saving, and the Theory of .
Consgmen Behav iour (Cambridge: Harvard University Press,
1949) . '

'32The Life-Cycle Hypothesis was developed in several

studies by Ando, Modigliani, and Brumberg. See, for
instance, Franco Modigliani and R. Brumberg, "Utility
‘Analysis and the Consumption Function: An Interpretation of
Cross Section Data," in K. Kunihara, ed., Post-Keynesian
Economics, (New Brunswick: Rutgers University Press, 1854) ;
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and Friedman’s Penmanént'Income Hypothesfs’?3 are all

post-Keynesian theories that arose as a result of empirical

‘inconsistenciés in the Kgyﬁésian hypothesis. Unlike the

\ 2
Keynesian hypothgsis or theory, the post-Keynesian theories

of saving were all derived from a microeconomic approach

(utitity maximizatf@h combined with portfolio selection).
W -
An examination of the theories of saving brings out

N

various variables that determine saving. ‘The most impor tant
are income, the rate of interest, foreign capital inflows,
wealth, the.degree of dependency (that is, the number of
dependenfs--the\young,‘the old, and thé unémployed--per

income-earner), taxation, social status, and financial

intermediation.

Income

Different theofies stress different kinds of income (or
wealth). The first Kind of income is absolute -income, that
is, current income, Y. Keynes himself expTicit]y related
consumptidn (and, therefore, saving) to absolute income By

means of the psychological propensity to consume. 134

'32(cont’d)Franco Modigliani and A. Ando, "The Life-Cycle
Hypothesis of Saving: Aggregate Implications and Tests,"
American Economic Review 53 (1963): 55-84;: and Franco
Modigliani, The Life-Cycle Hypothesis of Saving--Part IIT,
paper presented at the First Canference of the Econometﬁéc
Society, Rome, 1965. _ )
133 See Milton Friedman, A Theory of the Consumpt ion
Function, A Study by the National Bureau of Economic
Research (Princeton: Princeton University Press, 1957). .
'34Keynes listed eight main motives of a subjective nature
that lead individuals to save. These are precaution,
foresight, calcutation, improvement, independence,
“.enterprise, pride, and avarice. He also listed enterprise,

i
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The Keynesian saving function in its linear form is given by
the fo]lbwing equation: |
(4.1) S = a+ by
where S is real saving and Y is real income. By hypothesis,
a < 0 and is the "dissaving”" parameter; and 0 < b < 1. This
b is the marginal propénsity to save (MPS). Note that the Y
is usually replaced by d{fposable income.

| Various studies have employed equation (4.1) to
determine saving in different developing economies. These
studies jhc]ude those by Chenery and Eckstein'35 and by
Mikesell and Zinser.136 Chenery‘énd Eckstein found that for
sixteen South American countriés, ?he MPS ranged frém 0.0 to

0.3. The Mikesell-Zinser study revealed that the MPS varied

‘i‘(cont’d)liquidity, improvement, and prudence as the four
major objectives that motivate governments to save. For
details concerning these objectives as.well as the

?sychol ical law, see John Maynard Keynes, The General
heory Employment, Interest, and Money (London:
*Macmillan, St. Martin’s Press, 1936), Book III, especially
pp. 107-12. .

'355ee Hollis B. Chenery and P. Eckstein, "Deve lopment
Alternatives for Latin America," Journal of Political
Economy 78 (Supplement to July-August 1970): 966-1006.
'36See Raymond F. Mikesell and James E. Zinser, "The Nature
of the Savings Function in Developing Countries: A Survey
of the Theoretical and Empirical Literature,” Jowrnal of
Economic Literature 11 (March 1973): 1-26. Empirical
refererices in this section draw a great deal on this .
excellent survey. eference to their own work is found on
p. 4 of the articl& o '

- '375ee Simon Kuznets, "Quantitative Aspects of Economic
Growth, V: Capital Formation Proportions: International
Comparisons for Recent Years," Economic Development and
Cultural Change 6 (July 1960): 3-21.

'38See Luis Landau, "Differences in Saving Ratios Amon
Latin American Coug}ﬁies,“'in Hollis B. Chenery, -ed., "
Studies in Developmeht Planning (Cambridge: Harvard
University Press, 1971).

{
s
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between 0.033 and 0.3. _Kuzneté.‘37 Landéﬁ?'3° and Singht3®
also studied the relationship between income and saving.
However, these deflated (4.1) by .population, thus getting
per éapﬁta saving and income. Their results, like,thésé of
Chenefy and Eckstein and Mikesell and Zinser, revealed that:
(1) the MPS lies between zero and one and (2) that the MPS
is greater than the APS, the aVerage propensity to save;
(S/Y)--thus bearing out the Keynesién thesis. Lastly, there
have been studies that have replaced the Y and the S in
(4.1) by their logarithms; others have uéed private (or
personal) income in runniﬁg off (?.1)."° Studies by
Johnston and Chiu, 14! Houthakker, '42 Williamson, 143 and
Gupta‘*‘fa]} in this category.

Furthér, some studies have employed time series data
while otheﬁs used cross-sectional data. Generally, as

Mikesell and Zinser point out,

o

'3%5ee S.K. Singh, Development Economics: Theory and
Findings (Lexington, Massachusetts: D.C. Heath, 1972).
'4°For a summary of the major findings of the studies, refer
to Mikesell and Zinser, “The Nature of the Savings Function
in Developing Countries, " PP. 7-9; Also see Donal .
Snyder, "Econometric Studies of ‘Household Saving Behayiour.
in Developing Countries: A Survey, " gournal .of Deve] pment
Studies 10 (January 1974): 139-53. . ‘
'“'See D.W. Johnston and J. Chiu, "The Savings-Income
Relation in Underdeve loped and Developed Countries,"
Economic Journal 78 (June 1968): 321-33.
'42See H.S. Houthakker, "On Some Determinants of Saving in.
Developed and Underdeve 1oped Countries," in E.A.G. Robinson,
ed., Problems in Economic Development (New York: Macmillan
and Co., 1965). : _ _
'435ee J.G. Williamson, "Personal Saving in Develdping
Nations: An Inter-temporal Cross-section from Asia;"
Economic Record 44 (June 1968): 194-210,
144See Kanhaya L. Gupta, "On Some Determinants of Rural and
grban Saving Behaviour," Economic Record 46 (December 1870):
78-83. ' . -
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the results of crosé?sectional analysis tend

to. show a higher marginal propensity to save and a
larger divergence between marginal and average -
propensities than do resulfs derived from time
series regressions. 145 '

- The ﬁext‘type of income is perménent income. According-
to the permanent income hypothesis, the saVing-function {s,
of the following nature: | L
(4.2) - S* = a + bY* + cYT
where Y* is permanent (or expected) income, YT is transitory
income” (YT = Y - Y*), .and S* is permanent saving. By
hypothesis, a = 0, 0 < b < 1, and ¢ = 1. |
Ti;e-ser{es studies based on’ the Permanen( Incoﬁe
Hypbthesis use a moving average of fwo.to four years in
deﬁjning the empirica] permanent incomg.‘ Those using
cross-sectional data employ some'kfnd of groupumean to de?:
fine permanent income. Studies falling inAthis category in-'
clude those by Wii]iamsdn,“s Friend and Tanbn"Jnan,“7 and
Gupta.“BTh; resultant empirical evidence tends to suppor t
.the hypothesis that b < ¢, although c is usually found not
to be unity, és hypothesized by Friedman; o
~ Another 5jnd of income is life-time income or wealth.
1kThe [ife-Cyc]e-Hprfhesis bqétﬂlaieg thatfihdivfdugls plan
no net life-time Qétghgé, that. is, they‘inhefit nbthing and

\ .
'45Mikesell and Zinser, "The Nature of the Savings Function
in Developing Countries," p. 8. : ' ' .
1465ee Williamson, "Personal Saving in Developing Nations."
'47See 1. Friend and Paul Taubman, "The Aggregate Propensity
to Save: Concepts and their Applications to International
Data," Review of Economics and Statistics 48 (May 1966): .
113-23. : L S

'48See Kanhaya L. Gupta, "Personal Saving in .Developing
Nations: Further Evidence," Economic Record 46 (June 1870):
143-49.
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bequeafh nothing to posterity. Instead, they attempt to
spréad their life-time consumption optimally over their
life-time. They accumulate enough savingé during their
earning,years to pay for their dissavings during the s
pre-earning and post earning periods.

It 1s v1rtua11y 1mposs1b1e to test .the Life-Cycle -
Hypothes1s in deve]oplng countries because cons1stent and
continuous data on, among other things,‘the age-dfstrithion
of fhe populatibn 6f.the countries are often not avaiiable;
For example, in Uganda, such data can be obtainefi only for
the years 1948, ;959, and 1969 (the ‘population census
‘years) . 'However, twg studies that applied the
hybothesis--one by Kelley and hilliamson“g and the other by
Leff15° --are worth ment10n1ng Kelley and Wflliamson ap-
plied ‘the hypothes1s to Indonesia, and Leff applied it to
 twenty-four countr1es.- The studies found that birth rates
and saving rates are inversely related and that, 1n~genera1
the MPS in develop1ng countries varies. d1rect1y with age.

The last Kind of income to be considered is relat1ve3n
income. The ReJative»Income Hypothesis asserts that it is
the relative, rather fhan the absolute, level of jncbme‘that
determines consumption (and.'thereforg, saving) . | »
Individuals have a tendency to "Keep'up'with the doneses,f'

and to resist abrupt décreases in their consUmption;

e T T I gy

1495ee A.C. Kelley and J.G. W1111amson, "HduSeho]d Sav1ng
Behaviour -in Developing Economies: The Indonesian Case,
Economic Development and Cultural Change 16 (April 1968)
-385-403.

150See Nathaniel H. Leff, "Dependency Rates and Savings
Rates,” Anrerican Economlc Review 39 (December 1969): 886-96.
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This is another diffﬁpult hypothesis to test in deve]-:
oping countries. Nevértheless, Nurkse used this theory to
-explain differences in saving ratios (APSs) across
countries. He also used it to explain whyrdevelopihg
countries find it exceeding1y hard to baise theif'saving in
the face of the tempting supply of consumer goods from
deve loped count}ies.‘5’ Thus.,beéause‘they tby to kKeep qp:
with the developed countries,ideveloping'countries consume
‘moré and save less of their incomes than they would bther-
wi;; do.

The Rate “of Interest

Saving is hypothésiied to vary dfbectly with the rate
of intéfest for"the rate ofrjnterest is the return on
savfng, |

However, for avngmber'of Heasons,_jn developing
countries, the rate of interest may be irrelevant as far as
people’s decisions to save are concerned.'52 The-market rate
of interest is usually Kept below its equilibrium level in
these couhiries._as Park points out.'53 Moreover, people are

. usually unresponsive to small changes in the_rate of

!

- e e e e e w o

1515ee Ra?nar Nurkse, Problems of Capital Formation in
Underdeveloped Countries (New York: -Oxford University Press,
1967), pp. 36-44, . : -
'52In fact, Hubner claims.that in Uganda the rate of
interest does not affect saving. - See Gunther Hubner,
“Private Saving in Uganda," in Peter Marlin, ed., Financial
Aspects of Development in East Africa (Munich: Weltforum-
Verlag, 1970), pp. 148-49. ;

1%53See Yung Chul Park, "The Role of Money in Stabilization
Policy in Developing Countries," IMF Staff Papers 20 (1973):
379-430. Also see Edward A. Arowolo, "The Development of
Capital Markets in Africa.* R -



114

interést in .such countries. So, unless intecest rates
change substantially, saving may not change in response.

vHowevef.Aevéh if the interest rate changes aré signifi-
cantly large, people with very low jncomes--tﬁé majority of
the peopie in developing countries--may not respond to the
changes at all. Lastiy.‘the %oncept of the interest rate
may -be socially unaccqpfable iﬁ some gountries. For
instance, for religious and cultural reasons, interest rates
are taboo in many a developing country. _

Nevertheless, studies by Williamson and Brown turned
out significant results. Williamson found that real
interest rates and national éaving‘are, geheral]y, negative-
ly correlated; and Brown also came up with similarly signif-
icant results in his study of ihe Korean monetafy reform, 154
Finally, it is worth noting that, as Mikesell and Zinser
point out,

-~

the relationship between interest rates and
aggregate saving involves a number of complex
theoretical and econometric problems; the most
-important are separating out income and substitution

- effects of interest changes, quantifying the role of
expectations and planning horizons in saving -
decisions, and solving a difficult identification
problem. Further, it seems likely that interest

".rates are more significant in determining the
channels into which savings will flow . . . than in
altering savings propensities. 55

Dependency Rat ios '
The vita)] question in respect to the degree of

dependency concerns the net effect of dependents on the

154See Mikesell and Zinser, "The Nature of  the Savings
Function in Developing Countries," pp. 17-18.
1551bid., p. 17. . ‘
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saving efforts of a community. In general<Z:; is
Hypothesized that dependency. ratios and saving rates are
inversely Eelated. Leff’'s study referred to earlier seems
to vindiéate this hypothesis. However, Gupta found that
dependency ratios are not always significant determinants of
the rate of saving.1!56

Three studies on saving in Uganda wére undertaken by
Howe, '57 Hubner, 58 and Waldorf.'5% A1l of the studies were
based on cross-sectional data; andﬁthey all imp]icitly-todk
dependency ratios into account. All variables Lsed in the
studies were deflated by‘population (6r.the number of
dependents in each household), thus recognising .that
qependency andvsaving rates are corrélated. The results of

these studies will be discussed later.

Foreign Capital Inflows

In theory, ggpital inflows--or foreign "aid" in
general--are supposed to supplement and encourage domestic
saving as they help narrow or close the "resource gap" or

the “trade gap." 160
o o

- '56See Kanhaya L. Gupta, "Dependency ‘Rates and Saving Rates:
- Comment ," American Economic Review 61 (June 1971): 469-77.
'57See Charles W. Howe, "An Analysis of African Household -
Consumption and Financial Behaviour in Kenya and Uganda,"
East African Economic Review, New Series 4 (June 1968):
51-61. o , ,

'58See Hubner, "Private Saving in Uganda."

1585ee William H. Waldorf, "A Comparison of Savings Rates in
Uganda: Africans, Asians, and Europeans," Journal of
Development Studies-13 (April 1977): 229-37.. ‘
'601f RG, TG, IM, X, S and | denote the resource gap, the
trade gap, imports, exports, saving, and investment, respec-
tively, then RG = 1 - S and TG = IM - X. The resource and
trade gaps are sometimes referred to as the "saving gap" and
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Capital inﬁﬂdws are aimed particularly at the trade gap.
Hence, it is afgued that saving and capital inflows are
positively”corfelated.

However, studies by Rahman'¢' and Landau, '62 among
othehs, produced results contrary to this.idea of a positive
relationship between saving and foreign ;apitg] inflows.
Further, Gupta’'s study'$3 found hé significant relationship
between saving and capital inflows.J

Thus, the éffect of fdfeign.capital or "aid" on saving
in developing countriés seems to,be.uncertain. We shall
investigate this phenomenon further (in reference to Uganda)

in Chapter®VII,

. Taxat ion
In theory? taxation is n@garded as an important means
of mobilizing saving in devglbping countries. 84 Government

saving is hypothesized to increase with increased taxation.

- e e e - e - -, - —— -

'69(cont’d)the "foreign exchange gap," respectively; and
both are considered to be very serious constraints on the
growth and development of a developing country. It is then
not difficult to see why need arises to narrow, or better
still, to close the gaps. Note that as regards capital
inflows, a fixed exchange rate system tends to be
expansionary, unlike a flexible exchange rate regime. - .
'81See M.A. Rahman, "Foreign Capital and Domestic Saving: A
Test of Haavelmo’s Hypothesis with Cross-Country Data," /
Review of Economics and Statistics 50 (February 1968):
137-38. : : )

'625ee Luis Landau, "Differences in Saving Ratios: Among
Latin American Countries." ' '
'635ee Kanhaya L. Gupta, "Foreign Capital and Domestic
Savings: A Test of Haavelmo's Hypothesis with )
Cross-Sectional Data: Comment," Review of Economics and
Statistics 52 (May 1970).: 214-16. - ' )
'64See, for example, W. Heller, "Fiscal Policies for
Underdeveloped Countries,” in R. Bird and O. Oldman, eds.,
Readings on Taxation in Developing Countries (Baltimore:
Johns Hopkins Press, 1967). ' -

7
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Hence, national saving js supposed to vary directly with

taxation. It is implicitly assumed that the government’s

marginal propehsity to save i$ higher than that of the taxed

public, so that a transfer of resources in favour of the

government necessarily raises national saviﬁg.l “ i
Various studies have questioned>the above hypothesis.

The moét_important studies in this“area éhe those by Stanley

Please.'®5Please showed that in several cases, increased
N 2

1%

taxation may have led to decreased, rather than increased,
saving. This apparent negative correlation between saving
and taxation is generally known as the "Please Effect."

‘Other studies have questioned the valiidity of theé"PWeass

_Effect." 156 \\ | 3

Financial Intermediation = s

Earlier, the role of financial intermediation in the
saving-investment ﬁrocgss was discussed. From that
discussion, it follows that financial intermed%at{on
encoufageé sayingf Various studies and ana1y§es have
laboured this point. Among these,‘thebmost outstanding are

those of Goldsmith, 167 Gurley and Shaw,'68

!'655ee, for instance, Stanley Please, "Savings Through
Taxation--Mirage or Reality," Finance and Development 4
(March 1967): 1-10 ‘

'65See Mikesell and Zinser, “The Nature of the Savings
Function in Developing Countries," pp. 15-16. _

'87Goldsmith has researched and written extensively in this
area. -That financial intermediation enhances saving is
elaborated upon in details. in his Financial Structure and
Development . o i o :

'88See Gurley and Shaw, Money in a Theory of Finance. Also
. see their "Fipancial Structure and Economic Development ,*
Economic Development and Cultural Change 15 (April 1967):

- | N
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PatriEK,JGS and Tun Wai,170

Other studjgs that have supported the thesis that
financial ihtermediatjon and saving are directly related in-
clude those by the United Nafions Commission for Asia and
‘the Far East (ECAFE) and by Brahmanda. 17! Néverthe]ess,
Marqdez found saving in South America to be more
"income-e]astic" than "ihétitu{ion-elastic," that is, saving
in the region.is more responsive to the growth of income

than to the presence énd growth of jnsti}utions.‘72

- Other Economic Factors

OtHer economic factors expected to have a significant
ihfluence on ﬁational saving include e;ports (or”imports)
and the degree of ihf]ation.i-Whereas “moderate" inflation
may encourage savipg by raising the return on saving (or
'investméht), "serious” inflation (such as a hyperinflation)
def{nitely leads to decreased saving. The effect of net
'exports on saving is as uncertain as that of foreign “afd,"

and will part]y.depend on the government’ s fbreign exchange

policy.

168 (cont’'d)257-68: and John G. Gurley, "Financial Structure
in Developing Countries," in David Krivine, ed., Fiscal and )
. Monetary Problems in Developing States: The Proceedings of
' the Third Rehovoth Conference (New York: Praeger !
Publishers, 1967). , , .
'69See Patrick, “"Finmancial Development and Economic Growth
in Underdeve loped Countries," pp. 174-89.

'70See U Tun Wai, Financial Intermediaries and National
Savings in Developing Countries.

'711bid., pp. 45-47. , .

'725ee Jarvier Marquez, "Financial Institutions and Economic
Development," in International Economic Association
Confererice Proceedings, Economic Development for Latin
America (New York: Macmillan and Co., 1961), chapter 7.

f
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Non-Economic Factors
Needless to say, socio-political factors will also ..
P
i,;[ Ay

affect a country’s rate of saving. These non;economic
factors include tﬁé Adam Smithian "self-interest” (an innate
urge to better oneself), race, political stabi]ify, |
occupation} and location, to mention a .few exampleg.

It is argued that se]f?interest urges indjviduais'to
%ncrease their saving rates; that:some races are mbre
thrifty than others; that farmers normally have a higﬁer
saving rate than civil servants, whose incomes are more pre- )
dictable than those of farmers;?and that immigrants tend to
save more than people with éompafable incomes and jobs in
their countries of origin. Further, it is obvious that L
political inStability and saving are 1nverse1y correlated;
‘and it may well be that certain political superstﬁdctures~
are more conducive to sabing than ofhers. ' T

| Non-economic factors definitelylaffect saving in Uganda
in various ways. However, Waldorf's study’apbearq,to show
that racial factors are not a sign}ficant détermfnant of
saving. in the country.'73 Mainly due to lack of,data. no.
attempt will be made in this study to assess the effects of

r3

.these non-economic factors on the rate of sav1ng in Uganda

A Genenal Theory of Savimg

E2Y o4

The preceding subsections suggest the following geheral

theory of real gross national saving (S):
_ g "

(4.3) S-= S(Y, K, r, N, CI3 T, L, SC, FI, (DP/P), e, u)

'735ee Waldorf, "A Comparison of Saving Rates in.Uganda."
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:there
Y = ﬁeal 1ncome 5

K = Real wea]th .
» r'e fthe“ real- rate of 1nterest 4 3 ‘
N = the degree of dependency, or the depeodency ratio;
Cl = Reail" fore1gL capital- 1nf1ows. ‘ 4
T = the réal tax revenue.‘ ﬁ
L = Pos1t1on on the 11fe cyc]e pre'earn1ng, earn1ng, or
post- earn1ng,. -

.Social status (or cLass) of the saver;

SC =
_ FI = Degree or 1eve1 of f1nanc1a1 1ntermed1ation'

(DP/P) the rate of change of br1ces (1nflat1on)

e = other economic factors. ' A |

g = Non*econom1c factors |

“4Most of the studles on sav1ng in develop1ng countr1es use _
nominal var1ables 174 However, in th1s study, both nominal

: )
and real var1ables will be employed since data on prices

are ava1lable o, ) )

In theory, S vanies directly with Y, K, r, CI, T, and
-FI; andvit varips inversely with N and SC (the dummy for the
"Keeping up with the doneees"). The relationship between S
and e and u is a priori indgterminate. S-varies d1rect1y
with L when the L represents the earning stage of life,

otherwise S and L ape inversely correlated. . Finally, our

review of the evidehce revealed,vayong other things, that

1745ee M1kese11 and- Z1nser,,"The Nature of the Savings
Function in Developing Countr1es " and: Snyder, “"Econometric
Studies of Household Saving Behav1our in Develop1ng

: Countries." . , <~
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v

the re]at1onsh1p between S on the one hand, and r, CI,
(DP/P) and Tﬂ’on the other hand, is also a pfioni
indeterminate. . ‘

Chapter VII will investigate, inter alia, the empirical
determinants of saving %n Uganda using variants of equation

(4.3).

B. Theoretical Determinahts of Iﬁvestment

As mentioned in Chapter i, the analysis of investment
will not be as extensive as that of saving has been. The
intention in this section is tovhighlight‘only the ma{ﬁ,'
determinants of investment.

In 19714 Jorgenson pub]iéhed a survey of the different
theories ofﬂinvestment."_'5 The survey aTso contains a
detailed review of some evidence from.econometric studies of
investment behaviour in’tﬁe United States. The survey has
been complemented by Klein’s presentatioﬁ of "the state of
the art.”"1'76 Klein's work concentrates on an "outline of
’ 1ssues in contemporary 1nvestment analysis as they now
appear to me."'77 The issues include the specification of
the investment fUhctién. the estimation technique appropri-

ate to the irivestment model, the testing of different mode1s

175See Dale W. Jorgenson, "Econometric Studies of Investment
Behavior: A Survey," Journal of Economic Literature 9
(December 1971): 1111-47,

'76See Lawrence R. Klein, "Issues in Econometr1c Studies of
Investment," Jourkal of Economic.L iterature 12 (March 1974):
43-49. ‘ '
1771bid., p. 43.
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of investment behaviour, and ﬁoiidy\implications of the -
theory of fnvestment.” Further, in a comment on Klein's
work, Eisner stressés tﬁg impottance of expectations in
determining investment béhaviour.‘ﬁﬂ_ -

The post-Keynesian investment funcfion is based on the
accelerator principle. Thus, investment is determined b&
changes in income (DY) and-the rate of,intefest (r):

(4.4) 1 = 1(DY, r);

dl/dby > 0; - dI/dr < 0; .

where 1 is real investment and the remaining variables are
as defined before. Note that here the analysis is
restricted to the sd-ca]led "naive accelefator'prinéiple" as
it adequately serves the purpose. 179 ” I o

Other variabtles usually rega;ded as determinants of
investment include the profit rateq(PR), the ;upbly price of
capital (g), and the rafe éf'expected infiétdén.(DP/P)*.
The profit rate is a proxy for the availability of iﬁterna]

funds to fhe firm. Investment is supposed to vary directly

o<

'78See Robert Eisner, "lssues in Econometric Studies of
Investment: Commerit," Journal of Economic Literature 12
(March 1974): 49-50. ‘ il .
'79For other versions ‘of the accelerator principle and
detailed analyses of the theories of investment, refer to,
“say, P.N. Junankar, Investment: Theories and Ev idence,
Macmillan Studies in Economics (London: The Macmililan
Press, 1972); Michael K. Evans, Macroeconomic Activity:
Theory, Forecasting, and Control (New York: Harper and Row,
1969); Robert Eisner and R. Strotz, "Determinants of
Business Investment,” in Commission on Morney and Credit,

- Impacts of Monetary Policy (Englewood Cliffs,. New Jersey:
Prentice-Hall, 1963); and Dale Jorgenson, "Econometric
Studies of Investment Behavior."
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w

with the profit rate.'8° The availabi]ity of internal funds
enables the firh to- "plough back," that is, to finance some
of its investments from internally generated funds.

The g is a proxy for the évailability and the‘price of
external funds. the higher is the prige of capftal goods
(g)--rather than the opportunity cost of capital (r), which
has already been included in the model--the loﬁer will be
the volume of investment by the firm, other things being
equal.'®'Thus, if external fihance is relatively cheap, the
firm will tend to increase its borrowing and investment, and
. vice versa. _

The effectvof e;pected inflation on real. investment is
a priori inQetermihate. It depends on tqe levels of both
the current rate and the eXpected~ra£e of inflation. Rea1 
investment should vary'directly with the (DP/P)*, provided
infaation is "not sevére," However , "seveie" inflation
should distourage investment.in the same way it discoﬁrages
saving. :

In addjﬁion. from ear kier afguments. the degree or
level of finéncial intermediatién aléo.afféctsﬂinvestment.
Financfal'intermedfation enhances both saving énd

investment.

- e e e

'80See, for example, E. Kuh, Capital Stock Growth: A .
Microeconomic Approach (Amsterdam: North Holland, 1963).
'815ee, for example, F. Modigliani and M.H. Miller, "The
-Stock of Capital, Corporation Finance, ‘and the Theory of
Investment ," American Economic Review 48 (June 1958):
261-97; and their "Some Estimates of the Cost of Capital to
‘the Electric Utility Industry, 1954-57," American Economic =
Review 56 (June 1966): 333-91. [ '
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Thus, the general investment function fbr an economy is
of the following.fd%m: / ' _
(4.5) I = I(DY, r, PR, (DP/P)*, q, FI, u)
Qhere the variables are asldefined.before. The partial
derivatives of~(4.51 are all hypothesized to be positive,.
except those with respect to ; and q whicﬁ are negative, and'_\

' that with respect to the (DP/P)=, ;hich is indeterminate.’

In empiriéé] studies, many of the'argumenfs of the
investment function appear with various fags thaf differ
from stdy to study.'82 In addft{oﬁ,'qifferent stuaies
stress different determinants of investment. The DY (or
just\the Y), the rate of intereéﬁ,.and the supply price of
capital almost alwaysifarn uﬁ to”bé the most important
determinants of investmént.‘53 | \

In the next section and in.Chapteh VI, a review of some

“studies of investment in developing countries will be

presented. However, because of insufficient data on varia-
bles such as the profit nateiand the supply price of _
capital, the empirical analyses reported in Chapter VII wf]l
concentrate on the DY (or Y);.r,,FIT‘and (DP/P)* as the
ma jor determinaqts of investment in Uganda cher than
foreign "aid." Besides, this study will not concérn'itself

'825ee, for example, Junankar, Investment: Theories and
Evidence, pp. 62-65. )
'83See Jorgenson, "Econometric Studies of Investment
Behavior; " or Jorgenson, "The Theory of investment
Behavior," in R. Ferber, ed. Determinants of Investment
Behavior (New York: Columbia University Press, 1967); or
- Jorgenson and J.A. Stephenson, “"Issues in the Neoclassical
Theory of Investment Behavior," Review of Economic Studies
51 (August 1969): 346-53. ' ' -
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with current controversies in investment theory as such

controversies are beyond the scope of the thesis.'84

-

C. A Model of Finahcial Development'and Capital Formgtion

The precedjng seciion on invesfmenf takes finpncﬁal
intérmediation or development as merely one of the
independent variables in the’ihvestment function. In this
.séction, a mode] {s formulated to test the hypothesis that
the level of financiai development is ; significant
constraint on the rate of capital formation, and, therefore;,
on the economic deVelopment of avcouhtry. |

¢

-The model is given by the following-macroeconomic~eqUa-

+ tions: ‘
(4.6) Y=C+1+G+X- IM
(4.7) S =S+ Sy
(4.8) - Sy = alY - T)
(4.9) Sz = b.Z(Y - T)
(4.10) G = cY '
T = ¥

- (4.11)

-

where C, G, T, and Z‘are the.real privaté consumption, real
government expenditure op goods,and'sery{ées, réai direCt"
tax revehue. and,an‘index‘of financial)developmeny,,respec- ‘.
“tiVe]y; a, b, c, and d are panahefers'(eAChﬁassted»fd be

honnegative and not greatervthan unity); S¢ is'saving'thatt,

184For 'a summary of“thesmajor'cbntroversiés in'investmeﬁtv _
theory, see dJunankar, Investment: Theories and Evidence,. pp.
65-69. ST . S -
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d pends on. 1ncome alone, -and Sz is saving that depends on
both income and the degree of f1nanc1al development X and
IM denote exports and 1mports respect1vely, and the remain- .
-p1ng Va?1ables are as defined before. |
| Equation (4.6) is an equilibrium conditiOn, while equa-
‘tion (4.7) is a decomposition of saving into two parts: Sy
and Sp. Equation“(4.8)'states khat noneflnancial
("unintermediated")'saving is a linear function of income;'
‘and equation (4.9) posits that financial ("intermediated")
saving depends on both income and the degree of financial
development Z. If there is no flnanc1al 1ntermed1at1on, Z
= 0, so that Sy = Of\otherwise'z > 0, so that Sz > 0.
Lastly, (4.10) and (4 11) state that G and T are l1near
‘funct1ons of income. 4. |
Let us exam1ne Z a little further. 1Its time path
should be upward sloping, that is, dZ/dt ; 0. This means
that Z increases over time. However, d2z/dtz < 0.
Financial development has an upper 1limit. Diminishing re-
turns to financial 1ntermed1at10n will set in as more and
more f1nanc1al 1nstruments are issued. In other words.
f1nanc1al w1den1ng and f1nanczal deepenlng have a l1m1t
insofar as their encourag1ng the sav1ng 1nvestment process
'A1s concerned On th1s po1nt Tun Wai wr1tes -
| Although financial. 1ntermed1at10n has an important
role to play in the savings process, it can be

subject to d1m1nish1ng returns, and megely

. increasing the supply of 1nstruments w1ll not always
stimulate sav1ngs 185

- e e e e e e

185Tun Wai, Financial Intermediaries and National Savings in
Developing Countries, p 45
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In their study based on data>drawn-from sixty developing
countries for the period 1962-1966, Christian and Pagoulatos
| ‘ o T : =
" also assumed diminishing,returnsbto financial
intermediation. 186
ntermed | o e
Now, rearranging t4.6), we derive (4.12) below:

(4.12) 1 =(Y-C) -G+ (IM-Xx) -

Note that S = (Y - C) and capital inflows, CI = (IM - X).
o _ ~ .
iLastly, substituting (4.7) - (4.11) into (4.12) and dividing
'évefy term by Y, (4.13) below is obtained: |

(4.13) I/Y = (a-c - ad) + (b - bd)Z + CI/Y.

However, not 311 the foreign capital inflows (C1) are actu-

aﬁly used to finance capital .formation. Some fraction_of

the CI goes ‘into Cothmpfiod Spending. Denote -that propor -
tion of total foreign capital inflows used to finance
domestic capital formation by, say, ejp. jThen /)

(4.18)  1/Y = ey + egZ + egCI/Y. '

Note that e, and e, are functions of (a - ¢ - ad) and (b -

bd), respectively. ’ t g'_" _

Next, by asi?ming that Z issexogenously{determined,
(4.14) becomes a 'reduced-form" equation that can be
employed to test the hypothesis mentioned at‘the'beginning
of this section.187 ' ‘
186See James w.:Chrisfian éﬁd‘Emi]lo Pagdulatos, “Domestic.
Financial Markets in Developing Countries: - An Econometric
Analysis," Kyklos 26 (Fasc. 1 1973): 75-80. ,

'¢7The degree of financial development is hypothesized to

influence saving, as-alread pointed out. However, the :

level of savings (or income) may -have a significant impact -
on financial development. That: financial development or

intermediation influences saving (and income) and is, in x

turn, influenced by saving (and income) will be discussed in
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In Chapter VII, Z\will be regarded as an e€xogenous var-

iable and a proxy for it will bé used in bbtaining the

empirical equivalent of equation (4.14). The relevant
hypothésis will then be tested. ‘ 3
N D. Financial Institutions and “Leakagés"

It was pointed out in Chapter I1 that many%d$~the
f%nancia] intermédiaries oberating in Uganda are[expatriate
(foreign-owned) ihsfitutions.j‘ln fact, the expatriate
instftutions’are mere branches of multinational cofporations
with headquarters in Europe (mainly in London) or in Asia.

Sweezy regards mUItinatiQﬁa]lcorporations as

[
PN

forms and mechanisms of imperialism, not. its
essence. This of course does not mean that they are
unimportant. Imperialism could not exist without
appropriate rﬁgchanisms.'88 - :
Consequently, he ékgues that development under the auspiées
;of these corporatiogs has far-reaching perverse effects on
the indigenbus econOmy~(the periphery). This is because the
corporations enhance the resource-drainage mechiﬁism, ahong
other‘thihgs. |
As noted-earlier, there are no sﬁbstantial differencgs
between expatriate and ihdigenous‘financialvinsfitutions in
Uganda, eSpeciﬁlly insofhr aé'their operationé are
éonéerned. Hence, some of the misdeeds ascribed'tovthe

Qexpatriate'inSfitutions will apply to the indigenous

- e v v o w e e de o e .

187 (cont’'d) the foTloang chapter. S
'88Sweezy, "Multinational Corporations and Banks," p.. 1.
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financial institutions. Thisvpoint will merit further
cOmhentvat a later stage. |
In Chaptef VII, an attempt w1ll be madeago measure some.

of the "leakages" these 1nst1tut1ons in Uganda cause.
. Therefore;.the part played by these 1nst1tut1ons in the
economic “"draining awsy" of resources from the cbuntry will
'be assessed. Specificalty, statistical analyses of the.
indebtedness Of;the institutions toiforeign bodies
(especially their headquarters) and their ro]evjn capital
fltghts from the region will be undertaKeo. The overall
‘gbjective will be to determine whether or not their net

contribution is positive.

-E. Financial Intermediagaﬁn and Monetization

Monetization is'defined'as “. . . the extension throughA
time and space Of.tﬁe use of money . . . to the nonmonetﬁzed
(subsistence and barter) sector."TgB'It is measuned by the
ratio of the total value of goods and sefvices paid fof in
;money terms to the total value of nat1onal output J

The inimical 1mp]1cations of a large subs1stence
sector, inefficient as it is, argues for increased _
monet1zat1on.‘ The subsistence sector ought to be reduced as

much as pOSSIbIe Financial intermediation should

therefore, str1ve to shr1nk the nonmonetlzed sector.

e IRt g T TR .

189Chandavarkar Monet1zat1on of Develop1ng Econom1es.“ o8
665.
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In Chapter VII; empirical work will be undertaken to ..
asséss the magnitude of the sector, and,»consequently, the
roﬂe'that.fjhancial intermédiation has played in reducing
'tﬁe size of the sector over time. A model of-the fd]ﬂowing
nature will be used to test the hypothesis that financial
intermediation has enhanced ménetization‘in.Uganda:

(4.15) MR = f(DY/Y, FI)
where MR is the monetizatioﬁ ratib and DY[Y is the rate of
growth of real income. The two partial derivatives in equa- //

tion (4;15) are hypothesized.to be positive.



| CHAPTER VI |
" FINANCIAL INTERMEDIATION AND THE SAVING- INVESTMENT
PROCESS IN UGANDA: A THEORETICAL ANALYSIS OF SIMULTANEOUS
" EQUATION MODELS

N

Nn tﬁis chapter, a tHeoretical analysis of simultaneous
equation models of financial intermediation and deve lopment
in Uganda is undertaken. Two empirical models are
discussed. The first model draws upon the simultaneous.
,eduation models of feff_and Sato, '°° Gupta,'®! and Yoo, '92

- and the second model is based on the well-known work by

T

McKinnon. 193 : v - Ve

It bas been argued in this study that the chain of
causation runs from financial ihterﬁediation to saving, that
is,vintermediation éhhancés saving. However, it has been
érgued in.thellite;aturé that éausation may run 1n”the
reverse direction; the setting up of financiall

. \

e e e e e e e e e e e N

190 See Nathaniel H. Leff and Kazuo Sato, "A .
Simultaneous-Equation Model of Savings .in Developing
Countries," Journal of Political Economy 83 (December 1975):
1217-28.- - : ' '
"9'See;Kanhaya L. Gupta, "Foreign Capital Inflows, :
Dependency Burden, and Saving Rates in Developing Countries:
A Simuttaneous Equation Model," Kyklos 28 (July 1975):
358-74. . . ' ~
'92Jang H. Yoo, "The Role of Money as a Conduit of Savings
and Investment in the UDCs," Kyklos 30 .{November 1977):
520-25. : , ' ‘ A
'83Ronald I. McKinnon, Money and Capital in Economic
Development (Mashington, D.C.: _Brookings Institution,
1873). Also see Ronald I. McKinnon, ed. Money. and Finance
In Economic Growth and Development (New York: Marcel
Dekker, 1976). ‘ : ,

- 131
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jntermediariés as well as financial deepening may result
from the exjstence of “un1ntermed1ated savings in the

f
economy 194 Thus, it appears that causat1on runs both ways,

financial Jntermed1at1on enhances, and' is itself enhanced,
by the saving- 1nvestment process. Supp]yrleading and
demand-followiAg are the terms used in the 11terature to
refer to these phenomena The first smmultaneops eguation

. modelt Model I, is destgned, among other things, to test-
.these phenomena.. - Theunder lying questian is: Has financial
.intermediation in Uganda‘been supply-leading or has it been'I
‘demand-fol]oﬁing,_or both?

Consequent]y,'in the first model there is a specific
equat1on formulated to test the demand- follow1ng phenomenon
wh1ch according to the literature, may not have been tested‘
before. However, as wtl] be explained later, the model {s
also an improvement on previous simultaneoos equation models
of the saving- 1nvestment process in developing countr1es
It ties together the theoretical work on simultaneous equa- .
tion estimation of saving and investment rates in the
countries. |

The second model Model 11, is an aggregate formulation
of the sav1ng 1nvestment process. The basic objective 1n
formulat1ng th1s mode was to test the va11d1ty of the
h'McK1nnon complementar1ty hypothes1s in Uganda s context.

Given that the Ugandan economy is fragmented and that there

exist financial repression in the economy, it is ev1dent

__________________

'94See Patrick, "Financial Development and Economlc Growth
in Underdeveloped Countr1es .

a
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uthatﬁthe McKinnon approach (as opposed to the Keyneeﬂan;and'
the neoclassical approaches) may be reilevant th'Uganda’s
case. The basiclfeatures of ?his model are the demand for
money and the investment funct1ons which are formulated in
accordance with the McKinnon approach The validit§ of this
hthes1s in Uganda’s case would lead to far- reach1ng pol1c1es
in regard fo financial intermediation. Faor 1nstahce, if the
approach applies, then it would be ih Uganda’s interest to

discourage financial repression as well as to encourage
al . ,

<A

financial

intermediation at both the extensive and the

intenetv hargins,‘qther things being equal. ‘

The two models draw on McKinnon’s work, especjall& in
‘the a priori considerations of the signs of some of the
partial derivatives. Needless to say, the second mode ise
the emp1r1ca; version of the McK1nnon approach The modetis,
as already po1nted out, are dlfferent 1nsofar as their
objectives are concerned. n o °

The chapter is divided into three sect1ons ‘hThe first
section is devoted to a br1ef expos1t1on of the !
complementar1ty hypothesis, the basic theme 'in McKinnon's
dork ~in crder to simplify discussion of the two.models. ..c
- The second and th1rd sect1ons are then devoted to the
presentat1on of the models. .In the course of&the chapter

-

the review of the literature and ev1dence started in the
last chapter will be extended " ‘ |
The two s1mu1taneous equat1on models are new in the

Sense that never before have such models been formulated in
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.tﬁeix entirety; a]though;”as will be notednlater,‘many of .
- A ) | . _
the equations comprising. the models are modifigations of

F] . L ! i P R
equations drawn from various.other studies on developing

<
-

countries.

A, Money and Physical Capital: The McK innon- Approach
ln\this section, a rudimentary model is presented to

4dqmonstnaté:tﬁe McKinnon thesis that the demand for real
cqéh;sajapées andfthe demand-for_physical capttal are‘highly
.compieméntary, rather than substitutable, in private asget
ébrtfoliog.‘95‘The mode | willjserve as a ftame of reference
in“the’énalyses of the next two sections.
‘McKinnon’s thesis complemeh}s the work of Gurley and

Sha’Q;“s and since‘tts appeérance in 1973, it has been

* elaborated upon, compledéntéd, extended, and tested by

Shaw, 197 Bhatia and Khatkhate, 12¢ and Galbis, '?® among

G
others. . o

- The model is based on three fundamental premises.
- - N
___________________ - .
'®SRonald I. McKinnon, Money and Capital. in Economic ,
Development. Also see Ronald I. McKinnon, ed., Money and
Finance in Economic Growth and Development. e
'96See Gurley and Shaw, Money in a Theory of Finance; and
their “Financial Aspects of Economic Development. " :
'87tdward S. Shaw, Financial Deepening in Economic
Development (New York: Oxford University Press, 1973).
'88Rattan-J. Bhatia and Deena R. Khatkhate, "Financial -
Intermediation, Savings Mobilization, and Entrepreneurial
Development: The African Experience," IMF Staff Papers 22
(March 1875): 132-58. : N . R ‘
. ,'%9%Vincente Galbis; "Financial Intermediation and Economic
- Growth in Less-Developed Countries: A Theoretical ' .
-ggg;zsis,"“dburnal»Of Development Studies 13 (January 1977):.

-
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Firet, it is assumed that the price level (P is determined
by the demand for and supply.of nominat‘money. Second, it
ig assumed thay individuals form expectations about future
- pofce changes--expectations that influence their desired
real césh balance holdings. ’Third, it is assumed that
monetary author1t1es can control the supply of money so that

M

(8.1) Mo = M
vwhere Mis a ;1xed quantity of money ‘and M° is the nom1nal
supply of money ,

The author1t1es’ abi]ity,to control M° implies that
they determine the rea1.return (d)'on holding money. They’
determine the d by controlling ;hé rate of growth of money,
dme/dt, and the nominal return (D) to the holders of'money.
‘Thus, by controlling M° and D, the authorities determine the
d=0D - (Db/ﬁt*, where the (DP/P)* is, as before, the ex-

' pected‘rate of‘inftation Note that the authorities
influence the- (DP/P)* by means of ‘their monetary (or
-)f1nan01al) poch1es v

As pointed out in Chepters II and 111 above, the
Ugahdan economy is dual. A dual economy is fragmented "in
the sense that firms and households are so isolated that‘
they face different effective prices for land, labor,
capital, .and produced commodities and do notrhave access to
" the same technologies."20° There is lack of organized

finance in the economy. «

.-

__________________ «
;°°McK1nnon Money and Capitq] In Economic Development, p.

/ 5

< B ‘
’
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“ : Néxt, fh folloWing gimplffying assumption§ are made:

1. The only i::;vo;\ﬁoaey available is outside money (tgat

. is, notés‘and coins in circu]ation):' | |

2. A1l economic units are confined to self-finance;-
borrowing and lending are ruled out. | P

3. As the firm-households in thé economy are small
investment tends to be "lumpy,” that is, indivisibilities in
investment are‘of considerable imporfance. ~

4. The governmopt’s tax revenue is equal to i}s current

- consumption. This rules out government capital formation.
As will be explained lator..theSe four stumptions oan be -
relaxed‘wﬁthout chanoing significantly the main conc]usion

of. this mode].

[l

Given the fundamental premises, assumpfi ns 1 and 2 im-

ply that the only financial instrument that gan be
| accumulated or sold freely is money balancos Further,
assumptions 1, 2, 3, together, fmply‘fhat individual
firm-households cannot "undertake . . . investments that
“embody best~pn§cficé technologies.“5°! Thus,| capital markets
are imperfect in accordance wifh the last section of cHapter
I1I. F1nally, assumption 4 11m1ts public ficy to‘the
§e1ect1on of .the optimal d s1noe d 1nfluences the f1rms
oecisions to.invest, as will be-shown be10w. B

The complementarlty between money and phys1cal cap1ta1

in a fragmented economy can now be expla1ned )/

Saving in’ the simple economy takes two forms (1) the

- - - - e - - - --
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——aécumuﬂation of commodity inventories for eventual sale or
consumption, and (2) the accumulation of real cash balances.
Note that in his accumulation of wealth, the saver-investor
faces two COStS' the cost of stor1ng his own product and the
cpportun1ty cost of holdlng physical capital rather than
'money This opportunity cost is the real return on holdingd
money . | | A

Suppose the saver-invester wants to purchase capital of
a type he does not have. He may use some of his cash
holdings, or sell off some of the commodity'inventories to
get the cash needed'for‘the purpose (or both). In any case,
the saver-invester must attain an optimal allocation of the
real balances and physical capital in his portfolio. 1If d
rises he w1ll/use money more and his own 1nventor1es less
as an eff1c1ent store of value other things being equal.
Thus, the volume of real balances held will vary d1rectly
with the d: an increase in d will lead to an increase in the
demand for real balances, and vice versa.
Assumption 3 1mpl1es that the f1rm household has to
build up considerably 1ts purcha51ng power at the partlcular
point at which (or period over wh1ch) 1nvestment is
under taken . Consequently, the average time 1nterval ‘between
income rece1pts and expend1ture is» longer in the case of
1nvestment-than it is In'the case of consumption The
"lumpier' the 1nvestment “the longer that time 1nterval w1ll~7
’be. The greater lag between income and "lumpy 1nvestment

'd1sbursement leads to ‘higher average cash balanceés 1n
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investment-oriented firm-households than in

consumption-oriented firms. 1

To take stock, the foregoing analysis shows that

. .. the demand for real balances witl be strongly
influenced by the propensity to save (invest). More
precisely, if the desired rate of .capital »
accumutation (and hence private saving) increases at
-any given level of income, the average ratio of real
cash balances to income also increases. 292

)

" Hence, the (average) demand for cash balanceé is given -
by equation (6.2) below:; |
{6.2) (M/P)' = H(Y, 1/Y, d)
where the variables are as defined pefore, and all the
partial.derivatives are hypothesized to be positive. The
'fuﬁction H incorpor;}es the demand forimoney arising from
the process of capftai~acéumulation itself. Complementarity
is.reflected by the positive a;gn of the partial derivative

dH/d(1/Y). Note that in the traditional theory, the

investment ratio (I1/Y) does not enter the demand for money
™ ' :

-

function. However,

. if money is viewed as . a conduit through which
accumulation takes place--rather than as a competing
asset--the demapd for money rises par! passu with
the productivity-of physical capital. . . . A rise
in the average rate of return to physical capital

_ increases desired cash balance holdings because the
rise is associated with an increase in the
investment/income ratio. 203

-

\ , _ o @
The complgmentarity between money and capital is also

2

reflected in the investment function, which is specified as
follows: '

6.3y I=F(r, d.Yy o

- e e e

202]pid., Figure 6-1, p. 58.
- 203]bid., p. 60, o
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or , o
(6.4) . I/Y = Fir, d);
where r is the real rete.df return bnvcapitalvand the re-
hmaining‘yarfables ere as defined before. If r increases
(decreases), capital accumulation--1 or I/?~-also increases
(decreases). So, dF/dr > 0 in the McKinnon model. In addi-
tion, dF/dd is indetermtnate. At "low" levels of d, the
conduit effect oUtweighsethe competing aSsetleffect so that
dF/dd > 0, but at "high" levels of d, the' competing aéset ,
effect is predominant so that dfF/dd < 0. (See F1gure 6-1.)
The follow1ng analysis will thgow more l1ght on th1S"‘
indeterminacy of the sign of the d. .
As noted earlier._capital is very scarce in developing
countries. The preVa1l1ng cap1tal scarc1ty will ent1ce the,
government into sgtt1ng d so as to maximize self- f1nanced
investment. In fact, since the government is notva direct
participant in the process of\capital accumuTation;uit
influences the prggess~only through d. So as to preclude
negative internal rates of return to investment, it 1s
(soc1al]y) desirable that the optimal d be pos1t1ve as in
F1gure 6-1. ' ' ! . L

-,
N

The choice of the max1m1z1ng d completes the mbdel /)

G1ven the r . and this d, 1nvestment and 1ncome as well as’

»

portfolio selection w1]l be determ1ned 204

The above model can beu1mproved upon ortextehded.in

------------------

2@*Th1s statement is made on . the ag @ ption that the market
is in equ111br1um Thus, implicith . .
(6.1a) MO = M1

/
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o : FIGURE 6-1 | |
EFFECT OF THE REAL RETURN ON HOLDING -MONEY ON SELF:FINANCED
~ INVESTMENT S
A
Ratio of

Self-financeg .
Ingestment
to Income:

, (1/Y)
- (/) g fom e ; o | |
; o : 1/Y = F(%, d) '</f\-
L ]
: . m J
. » P |
' . |
- /7 " | >_
r o % ) | |
' " Real Return on holding Moneﬂ\(d)
(4
.
RS
' SOURCE: McK1nnon Mbney and Capital in Economlc Deve—-"

Iobrnen't, F1guee 6 2, p-63.. . e A

. .‘NOTE The “condu1t"'effect is; dominant at low levels
of d (that .is, when d ¢ d,); and the "compet1ng asset" ef-
fect is dom1nant at. h1gh evels of d (at >.dg ) L

ST .
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several ways. One way is to allow for . external f1nance

| ~D1rect external flnance may be 1ntroduced 1nto the: model by

”?’allew1ng for financial markets. and indirect external

-f1nanceﬁmay be 1ntroduced by allow1ng for the ex1stence of
‘the bank1ng system and other f1nanc1al 1nst1tutlons Note
that the 1ntroduct1on of a bank1ng system into the model
also relaxes assumptlon 1 (by 1ntroduc1ng 1ns1de money) A
’vw1der def1n1t1on of ‘money may now be emp loyed.

McK1nnon demonstrates that the 1ntroduct1on of external
flnance will not destroy the complementar1ty thes1s v '
Instead the main effect of such an 1nnovat1on w1ll be to |
1ncrease \gvestment at the new opt1mal d, which 1;*lower
than the o t1malﬂd ‘when there is no external finance. ‘“(See
F1gure 6-2.) -

Another way of extendingtthe model’istto introduce
government bonds and gavernoment cap1tal accumulat1on
Further, f1nanc1al repress1on may also be 1ntroduced 1nto |

the model. The exrstence of f1nanc1al repress1on 1mpl1es

that the D (or d) is arbitrarily fixed at a level below 1ts

'S

equilibrium level. These changes to the model complicate it -

considerably but do not alter the: bas1c complementar1ty be--

g_ftween money and phys1cal cap1tal 1n any s1gn1f1cant way.

- For example, i1t 1s obvtous that financial: repress1on would ,
reduce the opt1mal level of 1nvestment by sh1ft1ng the d of
F1gure 6-1 or the d of F1gure 6-2 to the left. ST

The stage is now’ set for the formulat1on and d1scuss1on '

- of the s1multaneous equation models - z -r

.

T [

\

,
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FIGURE G 2

ERFECT’ OF THE REAL RETURN ON. HOLDING MDNEY ON SELF- FINANCED
AND EXTEQkSLLY/FINANCED INVESTMENT ; }

, . ’ : N

(1/Y)

(;/wl = FF.

4 (1/Y) ' ™ AT gr= Fo(E, )
! .
\ [ .
. | " "
/ l l B
1 . o
' . o
1 . .
| \
{ -
i ! ' S
' ’ : N
: rd
0 1. do a
) I A

: SOURCE MCKlnﬁon Mbney and Capital 1n Economrc Deve—
lopment, F1gure 6 3, P. 66. : ‘ o

NOTE: Fy is a total investment schedule and Fo is the.
- self-financed investment schedule. S&, the difference be- °
tween F5 ‘and Fy indicates the externally financed 1nvest-

fment '
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B. Model I: taneous Equation Model of the

av1ng Investment Process
, | L .

The following fpodel is spelled dut in terms of rates
~and ratios--the savil

‘(I/Y)' and fhe rate oé‘growth of real income (DY/Y). ' The.

rate (S/Y), the inVestmentvrate

mode 1 draws heavily on three part1cu1ar stud1es in the
11terature ‘one’ by Leff and Sato,2°5 and the others by -
Guptaz20s and Yoo. 207 ’ )
_In the Leff-Sato study, a simultaneous equation nodel

- of aggregate saving‘in'deyeloping oountries is formulated"
andrestimated, using time series data from fiye countries -
(Brazil, CSsta Rica, Israe],,Phi]iopines,‘and Taiwan). for
the period 1952-1969. Yoo's .model is similar t¢ that ‘of
Leff and Sato. In fact, the Yoo model is an improvement on
the Leff-Sato model. Indihe latter-mOdei, "monetary assets
are not' explicitly set out from total savings and
investment,” 208 while in the former model, so as to

111um1nate ho]d1ngs of money as a condu1t through which
~produot1ve,assets are accumulated, - ; the Leff- Sato model
is modified by;introducing an ’asset portion’ of money

D i S P

2055ee Leff and Sato, "A S1mu1taneous Equat1on Mode 1 of

.~ Saving in Developing Countries."

2065ee Gupta, "Foreign Capital Inflows Dependency Burden
‘and Saving Rates in Developing Countr1es '

2075ee Yoo, "The Role of Money as a Condu1t of Sav1ngs in
the UDCs." - .

-2°°;b1d p. 521

2

N



, 144
ho]d1;§s into both sav1ng and 1nvestment equations "208 The
Leff-Sato and the .Yoo models are both two-equation models.

Both of these models draw upon McKinnon' s work ‘
‘d1scusséd in the previous section. The Leff—Sato_modql uses
the r¢a1 stoqk of credit as a.reflection of monetary
‘conditions in déVelqping.countriéé. while in Yoo's model, Mo
(that is, cbrrenCy in Circufétipn plus demand, saving, and
time‘qeposits at commercial banks) was used to Capture the

McKinnon conduit effect of money. Howéver,,the two models

-

¥

- do not expliéii]y fest for the complementarity hypothesis.
" In faét' in their model, Leff and Sato were more interested
in’ sav1ng (rather than investment)} behaviour in. deve]op1ng
countries. Consequent]y, all they requ1red of an investment
functidn.:as that'"it aid in'eiiminating simu]taneity bias .
in the parameter estimates” of the saving function.279 And,
although Yoo s model deals with both saving and investment -
‘behaviour, it also does not exp11c1t1y test .for the
comblementar1ty hypothesis. In particular, neither mvodel'~
includes the real return on cash balances--the d of equa-
tions (6.2), (6.3), and (6.4) of'the previous se?tion--among
their predetermihed variables. |

Gupta’s study is also a s1multaneous equatlon model. |
It is based on cross- section data drawn from forty develop-‘
ing countries. Ihe study explores, inter alia, the total

(dPrect and indirect) effects of foreign capital inflows and °

4

2°9Ib1d , p. 521.

210 | eff and Sato, "A S1mu1taneous Equat1on Model of Sav1ng
in Develop1ng Countries.” p. 1218 o
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'dependency ratios on saving rates in developing countries.
Unlike the Leff-Sato and Yoo stud1es Gupta’s study uses a ;

'.mu1t1 equat1on model In addition, by means of* 1mpact and
-elasticity multipliers, Gupta s study coniders both the
direct and.tndirect-etfects of the predeterm1ned variables

- on the endogenous variables in the model. The Left—Sato and
Yoo models do not‘provide either impact or elasticity
multipliers, although -they, un]ikevGDpta’s, take into
account the effect of financial intermediation on the |
saving-investment process.

The three studies al] conclude that"sﬁmultaneous equa-
tion est1mat10n of sav1ng generally gives better results
that s1ngle equat1on estimation.

Leff and Sato found that steady-state saving ratios and
income growth ratés are directly correlated Yoo found,
among other - th1ngs, that financial intermediation has an
“1mportant role to p}ay in the saving-investment process in
developing countries. F1na11y, Gupta’s study showed that
earlier single equation studies had swgn1f1cantly
underestimated the negative effect of dependency ratios and
exaggerated the negative effect of fore1gn cap1tal 1nflows .

The follow1ng s1mu1taneous equat1on mode] of the
saving investment process is an 1mprovement on the three
studles d1scussed above It is an improvement on_Gupta‘sf
study in that 1t.exp11c1tly includes aiseparate investment
rate equat1on and 1nvest1gates the lmpact of f1nanc1al

o
T 1ntermed1at1on on the development process Because it is a
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multi-equation model_that,déals‘in detail with the role of
financial intermediaries in deyefopment; thé model is an
improvement upon the Leff-Sato and Yoo models. In the model
below, a separafe eduation--equation (6.7)--is incldded to
fést the demand-followihg‘aspect of financial
intermediation. The Leff-Sato and Yoo studies did not
investigate'thé validity of this demand;followihg .
phenomenon. Further, in their models, Leff and Sato andggdo
did not include any eqUatjonS‘fOr the determination of:the
rate of growthléf income and per capita fncer, whicﬁ are
included here as equations (6.6) and (6.8).

The following model (Model 1) consists of five
structural equations and bne equilibrium condftion:

. e | .
(8.5) S/Y = Bio + By (DY/Y) + By (Y/N) + BygFI ’ ﬁ\

+ By C1 + Bys (S/Y)y + Bygb + Ej

(6.6) DY/Y = Bpy + Bzy (S/Y) + BppFl + BaaCl + Eg
(6.7) FI = Bag + Bap{S/Y) + Bap(S/Y)-p+ Bag (DY/Y)_, + Eg
(6.8) Y/N = Byo + By, (DY/Y) +;B4ZDEN + BygEN * ByyTLPR +'E4
T(S.Q) 1/Y = 550 + BgyFI + Bsg(DY/Y)_,+ BgaCl + Bsnb'+ Bsgr +
‘e ) | ‘
{6.10) S/Y = 1/Y

where the endogenous vaniables are:
S/Y = the saving rate (the aVérage propensity tovsave);

DY/Y = the rate of growth 6f real_income: |
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FI = a su1table proxy for f1nanc1a1 1ntermed1at1on or

' development ~ |

_ Y/N_i the real per capita income (N = poputation); and: d
I/Y | |

the investment rate;

and the predétermined Qariab1es other than the dummy for the
" constant term.are:

CI' = real foreign capital infloﬁs;

(S/Yiﬂr= the saving rate lagged one period;

b

" the real borrowing rate, an average oﬁ'the hanks's
lending rate; (this_vérjabie i§ highly collinear Qith
the d); | |
(DY/Y)_, = tne real income growth rate lagged onecperiod;
DEN = the population density, | measure of the pressure
the populat1on on non-capital resources;

EN = the per capita energy coksumpt1on, a proxy for - per:
. capita flxed capital; _ \

TLPR = the total labour participatiod rate: and

r = the real return on capital. .

ThedBy' (i =.1. - .f/S; j = 0} 1.ntt. ., 6) are the

structural parameters of the model, and the‘Ei (i = 1,

.» 5) are error terms. |
Equation (6.5) specifies'the determinants of'thedsaving

rate. The variables (DY/Y), (Y/N), CI, and FI are 1ncluded

in view of earlier dlscu5310ns apd in accordance w&;h

Gupta s specification.21! S o
. COX -

e e en i o - w

211Gupta, "Forelgn Cap1tal Inflows, Dependencyvﬁﬁiden” and
Saving Rates in Developing Countries,"’ - equation (10), :
- -368. However, here the dependency rat1o is- excluded as data’

i [
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The (S/Y)e,is included'in accordance with the Leff-Sato .
‘study. 212 THe lagged sav1ng rate variable captures ratchet
effects and effects of lagged saving on current sav1ng By;
hypothesls all the partial der1vat1ves in (6.5) are
' pos1t1ve These a prlori specif1cat1ons follow from earlier
‘dlscussions | |
Equat1on lé B) follows Papanek's specification‘2’3 ex-
cept for the 1ncluslon of the Fl among the var1ables on the
right-hand s1de of the equat1og¢ In view of earl1er |
n-ﬁd:scus51ons 1t i's hypothesized here that the economy s
growth rate varies d1rectly w1th the level or degree of
f1nanc1al 1ntermed1at1on 4 The a priori contentions are that_
all the part1al derivatives: in equation (6.6) are positive.
| As Patr1ck points out, f1nanc1al 1ntermed1at10n may be
'both supply lead1ng and demand follow1ng 214 0On the one’
hand, the presence of f1nanc1al 1nst1tut1ons leads to
1ncreased sav1ng and growth On the other hand, the ‘
fpresence of “un1ntermed1ated“ savings as well as the growth
go? the economy lead .to the found1ng of new f1nanc1al
*,1nst1tutrons and encourage ﬁgnanc1al deepenlng
"Specrf1cally, | o

e .
A

g 211(cont d)on th1s var1able are not ava1lable except for the
"B(PopUlation Census) years 1948, 1959, and 1968. .

+ 2125ee Leff and Sato, “"A S1multaneous Equation Model of

- -Sdvings® in Developing countries,” equation (8), 1220

v;213Gustav F. Papanek,  "Aid, Fore1gn Private Invesment

a _Saving and -Growth ‘in Less Developed Countr1es, dournal of

~ Political Ecoromy, 81 fyanuary/February 1973): 120-30. |

. 2T4See: Patrick,. “F1nanc1al Development and Econom1c Growth ‘

i Underdeveloped Countr1es i




Demand- follow1ng is the phenomenon in wh1ch the - Yy
creation of modern financial institutions, their ' .
" financial assets and liabilities, and related ,
financial services is in response to the demand for
these services by investors and savers in the -real
economy. In°this case, the evolutionary development
of the financial system is a ‘continuing conseguence
‘of the pervasive, sweeping process of economic
development. And supply-leading is the creation of
financial institutions and the supply of their
. financial assets, liabilities, and related financial
services in edvancé of wthe demand for them. . ... 215
TnUs, financial'intermediation'enhances and is enhanced by
" the growth rates of saving aﬁa the economy.

Equat1on (6 7) pos1ts that the- degree of f1nanc1a1
1ntermed1at1on is determ1ned by the saving rate. the lagged
saving rate, -and. the rea] income growth rate, 1n pursu1t of .
the demand- follow1ng phenpmenon Equat1ons (6. 5) (6.6),
and (6. 9) take up the supply- lead1ng phenomenon 2 A1l the
partial derivatives in (6.7) are hypothesized to be
positive. ‘ - : '

- oo .

Except for the inclusion ‘of the (DY/Y) variable, equa-
tion (6 8) follows Gupta’'s Spec1f1cat1on 218 Starting from a
product1on funct1on, it can be shown that, with approprlate
' assumpt1ons, per capita 1ncome is a funct1on of per cap1ta
'f1xed cap:tal the total labour part1c1pation rate and
technology Factors like the populat1on pressure on .land
(and other non- capftal resources) and the economy s growth

ff(l\\
rate w111 also affect per Qap1ta 1ncome '-Real per cap1ta _ 3

income will vary d1rectly wrth all these var1ables except ' é]_;

. . 5 e
. N ) S
-4 . . . 5
A u

215Ib1d_, pp 174- 75 S o - o

2165ee Gupta, “Fore1gn Cap1tal Inflows, Dependency Burden,_-
-and Saving Rates in Develop1ng Countries, " equat1on (12)

364,

. ’ o
Id . . Oo
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‘population pressure with which it will vary inversely.
Hence, by hypothests,°alllpartial‘derivatives in equation
(6.8) are positive, except the partlal derivative W1th
respect to DEN. The population dens1ty ‘(DEN) "1s used to
measure the pressure of the population on non-capital
services, although this is only a rough measure, . , ,"217
-. | Equat1on (6 8) is the investment income ratio ;pec1f1-
cation. The investment rate is hypothes1zed to depend on
lagged effects of the real income growth rate (accelerator
effects) flnanc1al 1ntermed1at1on. real forelgn Gapital
inflows, and two interest rates. The 1nterest rates are, the‘
real borroh1ng (or lend1ng) rate (b)--a cost to users of
-external f1nance--and the real rate of return (r) on capital
| of equat1ons (6.3) and (6.4) above. As the real depos1t
‘rate (d) of equat1on (6.4) above is expected to be highly
collinear w1th the b, it is not included 1n‘the equat1on.
Except for the part1al‘deriyative with respect to the b, all
thenpartial derivatives in equation (6.9) are'hypothesized
to be pos1t1ve | ‘ -

F1n%lly, equation (6 10) is the saving- 1nvestment
equal1ty that completes the mode1. The equ1l1br1um_;/
"cond1t1on 1s expressed in terms of the respect1ve average
| propensities in conform1ty W1th the rest of the model _

It can be demonstrated that all the equat1ons in the
‘above mode 1 are 1dent1f1ed Consequently, the two-stage

least squares (25LS) econometr1c techn1que can be employed

—.——------——_---_--

'-2'7Ib1d ’ p 367
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to obtain estimates of the parameters of the model ~ In the
next chapter..the technique will indeed be used to est1mate :

the model.

c. uode.f-u: A Simultaneous Equation Model Embodying the
Comp]ementabity Hypothesis

Although the'hedeljpresented in the previous section
(Model 1) a]loﬁs for the role of financial intermediation in

the saving-investment process}'it'dees not directly deal

| wigh'the testing of the complementarity hypothesis, as .

diseussed in, the first section of this chapter. In Mode 1 I ;
the focus was on the demand-following and supply- lead1ng |
aspects of financial intermediation. Ln this sectiom, a
mode 1 is specified to fest, among other‘thipgs,'the
complementarity hypothesis. It complements Model I.by spec

ifying Structhral eduations in aggregate form. Further
Model 11 1ncludes a McKrnnon type demand for mone eq
‘and investment funct1on
Thus, the main focus of Mode] II is the c ff _arify
hypofhesis The model will be used to test the valad1ty of
the hypothes1s in Uganda s case in the fo1low1ng chapter o
The model consists of five behav1oura1 equat1ons and';

twp equ1l1br1um cond1t1ons

(6.11) 1 = 8, ¥ + e,z(mo/P)_,- + e,gr + 8,4d ruy
(6 12) M‘/P = 92'Y + 922(I/Y) + ng(M‘/P)-'+ Bz‘r + Ghsd +

¢

o~
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(6.13) Y
(6.14) S Quo + By Y + Baz‘M°/P)-,+ 'd + Uy

(6. 15) M° = M '

(6. 16) 1

(6.17) M = M‘o' - , o Y

B3 * By (NO/PL[ + Bgp1.+ B33DEN + 83, TEN + T

where

"M' = the nominal demand. for money; .

Mo

the nom1na1 supply of money,
M .

a f1xed nom1na1 quant1ty of money;
P

11

the-general price level

d the average real return on currency and all depos1ts
‘:at commerc1al banks and near -banks ; -
and the reMa1ang‘¥an1ables are as*def1ned before; The 8ij
(=1, ..., 4 3=0,1,.] . 55;areAtheaetroctura1 pa- .
‘rameters of the model, and the- U '_(i =", . .,.4) are
_error terms. The subscr1pt -1 denotes that the relevant -
‘var1ab1e is lagged one per1od } |
~ TFhe endogenous variables are I, M1/P, Y, and S.. For
s1mp11c1ty, M° is regarded as ‘an exogenous 9ar1able The
predetermined var1ables are I DEN TEN. L d the dummy '
for the constant term, and M (= M°) Note that TEN Nx
‘EN where N is the: tota1 populatlon and EN is as. def1ned 1n,
.Model Tabove.

‘VEquation_(6;11)Tto]1owsyMoKinnonfstspeoifioation'of:anl?:
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1nvestment iynctIOn 218 Some 1nvestment in phys1cal cap1tal
"1s made out of real balance holdlngs As noted earlier,
investment is "often ' lumpy’ 1n»underdeveloped oountcies (Je}
that a part of the totel M° would belinveSted'as

cap1tal "2‘9Consequent1y, as money supply increases, ceteris
panlbus 1nvestment tends to 1ncrease ',It.should be pointed
out here that complementar1ty works both ways; that is, "the
noondifions of money sUpply have a first order impaot on
_dec1s1ons to save and invest;" 220 and ‘as expla1ned earlier,
the demand for money is determ1ned by the investment rate,

among’ other things. This expla1ns why the (M°/P)_4 var1ab1e

i;lincluded_among the determ1nant5“of lnvestment in equat1on_f"

(6.11). o L
| By hypothesis, all the pential'deriQativeeiih equatibnf
(6.11), except the one with respecf to the d, are posiffve;
‘The part1a] derivative w1th respect to d is, & pnioni -,
1ndeterm1nate. . As exp1a1ned in the f1rst sect1on of this
chapten,l | |
“although the "conduit" effect of money has been’ -
~ emphasized, the traditional "competing-asset” effect
between money and physical capital. can prevail in

particular c¢circumstances. The mixture of the two - ;
y1e1ds the amb1guous sign of the part1al derivative. -,

o The”omjssion'of'infenoepts in equationg T6;11)‘and'(6,12) is’

| --_---------‘ ----- - . . . s
' 218McKinnon, Money and Capital In Eoonomfc Development _
equation (6-3), p. 61. In fact, this eqpatlon is a"l-e -

generalization of equation (6. 3} above:. .

'218Ygp, "The Role of Money- as a Condu1t of Sav1ngs in the

‘UDCs," p. B2t.. ' ~

'éSOMcKmnon Money and Capital in Eoonomic Development p
_22‘Ib1d ;P 61. ' ’ i



v

L

| > 0, so as’ to reflect the ba51

>

in achrdance with Yoo's Specification 222

Equat1on (6.12) is. the demand for money funct1on

dExCept for the var1able (M'/P)_’,‘thls equatxon is spec1f1ed

/1n accordance with equat1on (6.2) of the complementar1ty

model of sectwon one above The (M‘/P) -1 term is 1ncluded
?

here because the current demand for real balances is very

;11Kely to be 1nfluenced by the previous per1od’s demand for
balances. Note that (M‘/P).| = (M°/P),| = (M/P)-,. a
'cond1tlon wh1ch follows from the clearing of marKets in the

prev1ous per1od Other researchers. such as Fry and '

, ”Br1llembourg, have also 1ncluded the lagged demand for (og

supp]y of) real balances in the current demand for the "\ _
ba]ances 223 . _,'w _ SRR ‘\\\ 5
AT partlal derlvatlves in equat1on (6:12) are ’ K‘\;

_hypothes1zed to be pos1t1ve In part1cular d(M‘/P),giI/Y)

complementar1ty between'

‘money and physical cap1tal n fragmented economies. " 224
Equat1on (6.13) follows from earl1er spec1f1cat1ons
(see equat1on (6.9) above) . - Var1ab1es (M°/P)-,. lfl' and

TEN capture the effect of (monetary and phys1cal) cap1ta1 on"

.output and the DEN is, as before, a proxy for the‘

populat1on pressure on non-= cap1ta1 resources The a priori

222Yoo “"The Ro]e of Money as a Condu1t of Sav1ngs and
gnvestment in the UDCs," 520-22. . :
23See Maxwell J. Fry, - Money and Capital onr F1nanc1a1

Depeening in Ecoromic Deve]opmentv““ Journal of Money,

Credit, and Banking 10 (November. 1978): 472-73; and Arturo'

r-Br1llembourg-““The Role of "Savings in Flow Demand for Money:

Alternative Partial AdJustment Models "IMF Staff Papers 25

. (June 1878): 284-88.
‘224McK1nnon Money and Capital In Economic Development p
59.. , a o

o=
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specifications. ane'that‘the'partial‘derivative»with hespect
to DEN is negatlve wh11e the rest of the part1a] der1vat1ves
in' (6.13) are pos1t1ve | |
Equatmon (6.14) poslts that sav1ng depends on 1ncome.
- lagged rea1 balances.\and the real return on money (d) As
d 1ncreases (decrease?) the opportun1ty cost of holdfhg
.real balances, rather than f1nanc&§l assets, 1ncreases
(decreases), other th1ngs be1ng equal Hence, the part1a]'b
‘ der1vat1ve w1th respect to d 1s expected to be pos1t1ve
The rema1n1ng part1a1 derivatives in the sav1ng fuict1on are
also hypotheslzed to be pos1t1ve . ‘ | | |
F1nally, equatlon (6. 15) pos1ts that the supply of .
money is f1xed at a 1evel equal to M Equat1ons (6.16) and
(6. 17) are the sav1ng ‘investment (the product market) and
.the money market equ111br1um conditions. Needless to say, -
equat1on (6. 15) is the same as equat1on (6.1) of the.
complementar1ty model d1scussed earl1er |
In Model II, var1ables such as the real fore1gn cap1tal
1nf10ws and the total labour part1c1pat1on rate have been
; excluded from the ]1st of predeterm1ned var1ables Th1s was
. done becauase emphas1s here is on the role of real balances
(and the val1d1ty of the comp]ementar1ty hypothe51s 1n o
'_Uganda 5 context). rather than_on the determ1nants per se of
sav1ng or 1nvestment \§<fkg - '
As the model is also 1dent1f1ed its parameters W111 be

'.estlmated 1n the fo]low1ng chapter udfng the two stage least

| squares (ZSLS) econometr1c



In summary. 1hsofar as financral 1ntermed1at1on is

‘52_concerned Mode] I focuses on the demand following and

h‘tsupply leading phenomena wh1le Model 1L concentrates on the;_.

" ',’conplementamty hypothesis. In addition, while Model I is
‘specifted in terms of rat1os and rates. Model II is spelled _
out in terms of aggregate varlables Thus. the models-are '

s

,complementary to each other 2

.
. 4 . . o’
H B ' P



CHAPTER VII -
FINANCIAL INTERMEDIATION AND THE SAVING INVESTMENT
PROCESS IN UGANDA: AN ECONOMETRIC ANALYSIS-ﬁ
R R

In this chapter econometr1c procedures and results _
of estimating- the models outl1ned in Chapters V. and VI are
presented and d1scussed .

The chapter is divided 1nto nine sect1ons The frrst

’sect1on is devoted to a d1scuss1on of the'data used in vari-

R

erous econometr1c analyses The second sect1on 1s devoted to

a d1scuss1on of econometr1c procedures and problems, and the

th1rd fourth, and f1fth sect1ons d1scuss results of the

's1ngle equation models of Chapter V. The next two sectJons

. bd .
deal with symultaneous equation-estimation of Models I and
11 of Chapter VI, The»eighth section compares the single
equat1on with the 51multaneous equat1on results Lastly;

sect1on nine presents the results of test1ng for structural

‘ change in Uganda beg1nn1ng with the year 1972/73

- A. The Data

The data used in th1s study were obta1ned from
d1ffe§ent sources (See Append1x Atl, ) Gross Domest1c

'Product (GDP) gross f1xed cap1tal format1on (GFCF), and the'

K urrent account defwc1t are used as the prOX1es for 1ncome

/ .

- 187
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(Y), investment (Il.'and-foreign capital inflows, respec-

) 'tive'ly 225 Ip .fact .deficlts in the current accounf as

noted before. represent inflows of forelgn saving, while .
surpluses represent an outflow of resources--negatlve
foreign saving. “ ‘ _ I S [

- The data cover the period l950:1976' or, more

’spec1flcally. the fiscal years 1949/50 to 1976/77 However ,
the regressIOn sample covers only the per1od 1949/50 -

31972/73 The absolute values of var1ables were all measured

in m1ll1ons of the relevant un1ts~ and'rates and ratios were

_all recorded as percentages.

S

Nat jonal Saving . = o N o |

Although"saving by residents, or nationals %f a

country should be def1ned as "domest1c sav1ng. it 1s better

~to call it "nat1onal" saving in order to be cons1stent w1th

R the U.N. System of National Accounts National saving is
\

normally measured as the d1fference between 1ncome\aﬁd P

consumption. However due to lack. of .data on consumpg1on in

many develop1ng countr1es, a different measurement approach‘“‘ |

N,

is usually employed in such countr1es : The approach N
'recogn1ses that the countr1es rece1ve fore1gn 'aid,"” or
cap1tal 1nflows, to f1nance domestlc 1nvestment that is,

S ke e -

225The cho1ce of these prox1es was dlctated by the.- _
ava1lab111ty of data. Usually, the gross national product

7(GNP) and. the GFCF corrected for stock apprecidtion: are- used

as the proxies of.Y and I, respect1vely Data on npt income
from. abroad, deprecxat1on, and stock apprec1at1on were not
readi ly ava1lable hence our choice. "Also note that the '
-current account of the' balance of payments here 1ncludes
unrequ1ted transfers ‘ ; .
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L8
I

-~ investment made within thejr‘geographical boUndartes.

Therefore. to maintain the ex poSt identity betWeen total
sav1ng (ST). and domest1c 1nvestment (1), total saving should
be def1ned as the sum of nat1ona1 sav1ng (S) and sav1ng from

abroad (SF) That is,

(7. 1) 1 = 8T = S + SF.
- Hence,
(7.2) 5= - s-F

~ Thus, national sav1ng 1s the d1fference between
domest1c 1nvestment and the Current account deficit. In
uturn, gross pr1vate saving (Spr) is der1ved as the
d1fference between the gross nat1ona1 sav1ng (S) and
government sav1ng (Sg) Government saving is obta1ned by
subtract1ng current government expend1tures (exclus1vg.of
':government expenditures on cap1ta1 format1on) from
government revenue.226 In short, )
(7.3) - -Spr . S - Sg. _
This " study employs both equations (7 2) and (7 3) in
‘ def1n1ng gross nat1onal and gross private sav1ng, respec-

t1ve1y

FinancfaI“Data, ’
~ The term fﬁnanciaL;data-here'refers to data on
f1nanc1a1 1nstruments def1ned in Chapter IV above - As
AN

: p01nted qut before. the ‘financial data cover the banklng
) ’

system,‘1nsurance companles, government stocks and treasury
. ~. - .
- . L B X \, )

226See Mikesell and: Z1nser '"The Nature of the Sav1ngs
Funct1on in Develop1ng Countr1es,f pp 1-2, ..
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bills, and a number of other financial 1nst1tut1ons ‘”:
. Uganda. . Data on such 1nst1tut1ons as the unorganized money
market and bu1ld1ng soc1et1es were not ava1lable The

'om1ss1on will not significantly affect the subsequent

~analyses.

Some Shortcomings of the Data

As Mikesel]band Zinser point out, it is hard to obta1n
aceurate data in a develop1ng country. 227 The ma1n reason is
that a large part of GDP comes from the subs1stence sector
whose output is simply est1mated by the use of United |
'Nat1ons gu1de]1nes to ach1eve 1nternat1onal comparab111ty

Moreover there are communal activities leading to communal

‘productlon wh1ch may not be taken account of in the °

est1mat1on For example in Uganda, many pr1mary school and

other buildings as well as up- country roads, are bu11t and
'.ma1nta1ned on.a communal bas1s by the local oopulace These
additions to capital are rarely . recorded in money terms
Besides, v1llages abound with many unrecorded monetary and
barter transact1ons that the U.N. estimation procedure may
also 1gnore Thus, it 1s 11kely that our data espec1ally
~on the GDP and GFCF are underest1mates y
Furthermore as p01nted out above, the s1tuat1on is '
51m1lar1y bad in regard to financial data. There are many
items that are never recorded in a. systematwc fash1on For
instance, in Uganda, ava1lable sources do not pub11sh .

-——--——_--------—-

227]bid., p. 2. Also-see U Tun wai, Financfal
Intermediarles and Natlonal Savings pp. 4-5.

. o, N

p
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financial data from 1nst1tutlons otner than . the banking sys-

tem, the ﬁbst Office Savings aank ind government funds‘and~

instruments. Consequently, the e 1mate of the total

.f1nanc1al assets held by the non+ f1nanc1al prrvate\sector'
(the F of Chapter 1v) as used’ hére is also an underest1mate_>
o These shortcomIngs are expected to have minimal effects
on subsequent econometrlc analyses as - the om;tted

1nstruments are quant1tat1vely relatlvely 1ns1gn1f1cant
Mor%over these data problems seem~to be un1versal in that
'all stud1es on developing. countr1es are faced w1th s1m1lar

S

problems.

T

' ot

_B. Estimatlon_Procedures and Problems

o

. The T1me Ser1es Processor (TSP) computer Package was
used in the econometr1c analyses presented below In the
s1ngle equat1on mgdels. the ord1nary least squares (OLS)
est1mat1on technique was used while .in the slmulteneous )
equat1on models, the two- stage least squares (ZSLS)
technlque was employed

Two econometr1c problems autocorrelat1on and
mult1coll1near1ty were encountered Autocorrelatton (the
‘ser1al correlat1on of data) was prevalent in almost all the ;c ?

regress1ons run. The D U (Durb1n Watson) statistics were )
sused to test for the presence of the- problem Wherever 1t
occurred 1n single. equatlon models, it-was c1rcumvented by

@

use of the Cochrane Orcutt (CGRC) 1terat1ve ptocedure,

W



:.., regress1ons was preferred to other alternatlves (such ‘as

'

-

L2 e

g.1ncorporated 1n the TSP computer package 229 A 51m11ar :
prooedure--the two stage least squares Cochrane Orcutt .

inl1terat1ve procedure (TSCORC)--was used 1n gett1ng rid of

. autocorret1on in the s1multaneous equat1on models d1scus9ed
l} below | | _ |

q ’ Mult1coll1near1ty was also detected durlng the course

of the: econometrlc analyses Wherever it qccurred the |

" problem w:s c1rcumvented by the procedure of dropp1ng one.of -

the coll1near var1ables from the regreSSIOn concerned.

: /
rather unsat1sfactory procedure of droppwng var1ables fro

pr1nc1pal component and r1dge regress1on analyses) as our -

1nterest lay more in the role of f1nanc1al 1ntermed1at1on 1nij'
| the saV1ng-1nvestment process than 1n the determ1nanfs of

sav1ng and 1nvestment per se. 229 Thus,.relat1vely less im-
f': portance was attached to determ1nants of Saé?ngs and f‘

1nvestment other than f1nanc1al intermed1at1on

i 27*‘The H1ldreth JNTR scannlng procedure for c1rcumvent1ng
. autocorrelatlon (also. incorporatgp in the TSP computer‘

. package): ‘was used in ‘some cases. However , . ‘there was no . ‘
d1fference in the results obtained by using this: prOGedure
-.and- those obtained. by . -using - the Cochrane -Orcutt: procedure
"220An explanation of  the' principal. & ent. procedure for
deal1ng with. multicollinear1ty ‘may .be found in, say;,: dack
~ Johnsten, Econometric Méthods, 2nd ed . Internat1onal
+'Student’ Ed . {Tokyo: - McGraw-H1ll Kogakusha. 1972),,

'322~31, .,For ‘details" concernlng ‘the ridge regression
*~analys1s. see Hrishikesh D. Vinod, "A Survey of 1dge
;;Regression and related Techniques for Improvements .over

60 (Febr_uary 1978):121-31;
York:: nceraw-nm Book

m any, 1977), " p.. 1927 ‘and:A.:
Ridbe Rbgnession, paper
_Statistlcs ‘and Applied
H},KampalaiQMarch 1979

‘Ordinary: Least . Squares,” Review. of Economics. and Statlstlcsf;_-;_‘;‘:’-j,.."‘»‘
G.84 Maddala . Econometrics. (Newtjfr,;




ge.

183

..

Structural Change Durzng Fiscal Year 1972/1973 o
A review of Tables (2-1) and (2-2) of Chapter Il and
‘Table (4- 1) of’ Chapter v reveals ‘that economic act1v1ty in

Uganda generally decllned during the 19705 For’ example,

"real GDP decl1ned from a level of Shs 7 542 m1ll1on in 1972

‘to Shs 7 411 million in 1976 (Table 2-1), whlle the.growth
rate of output of the monetary sector declined from 5.6 per .
cent in 1972 to -0. 6 per cent in 1976 (fablo.z-s) In addi-
t1on, the saving ratio (S/Y) decreased from 13.8 per cent in
1972 to 6.4 per cent in 1976. and the 1nvestment rat1o (I/Y)
decl1ned from 12.7 per cent in 1972 to 644 per, cent in 1976 -
(Table 4-1) Further the monet1zat1on ratio (MR) also
regIStered a downward trend during the 1970s (Table 4-3) .
These decl1nes suggest the poss1b1l1ty of a structural

change in Uganda in the 1970s, largely due to pol1t1cal

factors and assocxated econonnc consequences

As noted before. in November 1972 thére was an exodus

of non c1tlzen As1ans from Uganda. followlng an expulSIOn

order announced on 5th August 1972 by the Am1n reg!me " .The
- exodus of the As1ans was preceded by that of the Israel1s

“and followed by that of ‘the Brltons@formerly own1ng farm f~

¥

busrnesses in Uganda Most of the expelled A51ans, ﬁ‘ ’
IsraeIIS. and08r1tons had been prov1d1ng the coUntry w1th

badly neede§¥SR1lled labour | Consequently, the outflow of'
personnel led to a near collapse'of the Ugandan economy .‘
Ma?y factor1es ceased productton and shortages of essent1al

commod1t1es were not uncommon f_ﬂ;f:”“




~ This loss of ski‘ned':ﬁahbowei-"pa'ruy» explains'-the |
decltne in econom1c activity in ‘the country. as ev1denced by; T
the decl1ne in real GDP. However, some act1v1t1es had | | |
started slow1ng down as ear1y>as 1969 follow1ng the Obote

reg1me s announced 1ntent1on of turn1ng the: country into a

soc1al1st state

RSN

S In view of'these facts, 1t became necessary dur1ng the’
econometrlc analyses to test for stnLctural change ‘Use of ;<'tg
the Chow test for structural ~change clearly demonstrated
that Uganda had undergone structural change beg1nn1ng w1th g
the year 1972/73 (see Table 7-14 below) 230 As -a result the
'.operat1onal sample for all of the P&gPGSSlon results ' ﬂ
treported in this chapter covers only the per1od 1950 1972
The four observatlons on each var1ab1e om1tted from the
esample have been 1gnored because separately they cons¢1tute _]
too small a’ dgta set to warrant attent1on in terms of |
tfeconometrlc analys1s | . | .

Detalls concern1ng the Chow test peocedure ‘as: well aS'

the results of test1ng for structural change 1n Uganda w111- ;“

',_be d1scussed 1n the last sect1on of this’ chapter

Lo rd . \-.
” . S B

e
E AR

--------- *-----.--¢—-

“323°The test procedure is named after Gregory C Chow See

,G:C. Chow,  "Tests of Equality between Sets of: Coeffictents

“inTwo L1near Regress1ons;" Econometrica 28 (1960) ' 591 605,}¢f -
< and. .M. Fisher, "Tests of Equality between:Sets of :
;iCoeffic1ents n Two: LinearvRegresslons.“ EConometrhca 38
{19700 361266, N
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»~,C. Estimation of Single Equation Models ' Empirical ,
| Determinants of Saving 1n Uganda

As !as ev1dent from the rev1ew of the l1terature 1n>

Chapter V many stud1es of the sav1ng 1nvestment process in .

R developing countr1es have USed s1ngle equat1on. rather than.

‘gldeal w1th s1ngle equatton esttmat1on 1n Uganda s case As

fstmultaneous equatlon models To faCIl1tate d1rect |
»compar1son of the emp1r1cal results of the present study
'w1th results of 51ngle equatlon models of the process 1n f’

sother counﬁrles th1s and the follow1ng two sectlons w1ll

,sttated 1n Chapter v, only two general forms of the savnng
_functton are tested 1n this study. ‘the Keyne51an absolute E
.1ncome hypothe51s aﬁd Friedman s permanent 1ncome -

,1ffThe Absolute Income Hypothesjs .'j. . _ . :

g | Table 7 1 presents results for d1fferent functtonal

*forms of the absolute 1ncome hypothes1s R f | _
thferent researchers have used dtfferent funct1onal - L

forms of the absolute 1ncome hypothestsl In Table 7- 1 tht'ﬁff

.;var1ables are deftned as follows ',{ﬁthff‘i'l”‘ '[ff;uf, jf
s = Real total natlonal 1ncome,_;f_‘”’ T RUREAR TN g
'73i5pr Real pr1vate savtng'{uif_:w; Sl e

:,_;‘FI Level or degr-e of financtal 1ntermed1at1on 231 i,llp,“

‘.biit?N total pOPUlatton,;;fj;j“ﬁﬁiﬁfirf‘jﬁ:ﬂ{b;isiiufigih]gkrgfﬁ

231Here the“real value of the total financial{asséts held .
by ‘the non- financjal private ‘sector (the E: of ‘Chapter Ivl

jused as the y_for financtal_intermedjation




'

TABLE 7 1

EMPJRICAL DETERMINANTS OF SAVING IN UGANDA
: INCOME HYPOTHESIS 1950 1972

~
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Students t-stat;stics are enclosed in parentheses below each ;'-'ﬁ"v
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and the rema1n1ng var1ables are as def1ned before
Whether tota] or pr1vate concepts of sav1ng are used

: the\absolute 1ncome hypothes1s appears to prov1de qu1te a
Y \‘good exp]anatlon of. sav1ng in Uganda dur1ng the observat1on :"'

Both 1ntercept and slope est1mates have the_j\
f,}pred1cted s1gns. except 1n equat1on (1) wh1ch has an =
..1ntercept estlmate that is. pos1t1ve ‘ However{ s1nce a]l of
'~the 1ntercept est1mates assoc1ated w1th total nat1onal _
-sav1ng are all stat1st1cally 1ns1gn1fﬂcant even at the 90
'.per cent level “this s1gn change need not deta1n us Atl
est1mates of the marg1nal propens1ty to save are -

stat1st1cally s1gn1f1cant at the 95 per cent leVel, except

in equat1on (2) of. the table where s1gn

1cance 1s atta1ned
.;»at the 80 per cent lével EE ' B . : N .
1,§ Many”researchers employ the linear form of the sav1ng *;deztk
‘funct1on However, as po1nted out ear11er, some reseaachers U%;f;*f
h' use the Iogarlthm1c form. as in- equat1ons (4) (5) tg):vand
”(10) of Table 7- 1. Heré’?ﬁgwcoeff1c1ent on n Y\$¢he | |
N natural logar1thm of . Y) repreSents the constant elast1c1ty f !‘ffn*<
i?'of saving w1th respect to 1Htome Dxfferent values of th1s “_
"'}coeff1c1ent imply alternat1ve sets of relattonshipsqbetween 3aj’
| ”;the marginal propens1ty to Save (MPS) and the average t; .df
uf;}propens1ty to save*(APS) If the coefficient is un1ty. MPS
" APS f. 1t 1s greater than one, Mﬁs > APS and if 1t is
“p.less than one. MPS <3APS
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‘_dthe 99 per cent level in equation (9),-at the 95 per cent
bjlevel in: equat1on (10). and at the ‘30 per cent leve] in d
na,equat1on (4) but 1ns1gn1flcant even at the 90 per cent’
Hflevel in equatlon (5) : Note that in equat1on (4) and (5) !
the est1mate is def1n1tely less than one but in equatlons :b
1.'(9) and (10) 1t 1s at least equa] to un1ty Th1s suggests
'kgthat compared to total sav1ng pr1vate sav1ng 1n Uganda t;
itends to be more respon51ve to 1ncome changesa o |
| Furéﬁermore, some researchers have made use of the per
cap1 tavﬁ of the savmg funct1on Per cap1 ta- savmg 1s
7"regressed on: per caplta 1ncome, as 1n equat1ons (3) and (8)
'f;of Table 7 1, In. equat1on (3) the 1ntercept estlmate is.
igéstat1stically 1ns1gn1flcant whlle the MPS est1mate 1s L
. statlst1cally s1gn1f1cant at the 90 per cent level In-@;,p;v
; equat1on (8) both 1ntercept and MPS estimates are s1gn1f1-fsr
tacant at the 95 per cent level,\and have the pred1cted s1gns.;-”p
L In general the econometric re$ults presented 1n Table o

D

- 1 appear to bear out the Keynesian absolute 1ncome _

'ﬁ;hypothes1s as far as ngnda 1s concerned Th1s xs true

;‘lwhether or not the real »nominal& pr1vate gr total ‘itCépt_u

rfof sav1ng 1s used (See Append1x A2 for résults ba ed: ong

}2 nomtnal variables )

_\
As Table 7 1 shbws,f

. exan-n ned
f.an 1mP°Ptant"dwt»:'.~-
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(7) and (8) therestimateszahevsighlt ant aijthe gé_pér;ﬁ_
-cent level isi;tf,i; l“ ? ‘f*dl_,' d"' \";v t:. -
Jfg;_lx;' Other varlables tested for the1r s1gn1f1cance in _
1 determ1n1ng sav1ng 1n Uganda were the real fore1gn caoltal‘-'
1nflows (CI)i real taxes"(T) “and 1nflatlon (DP/P). |
| . Real forelgn cap1tal 1nflowsxand sav1ng are 1nversely
- related as equat1ons (1) (2). and (5) of Table 7- 2 show /
'_'The est1mated coefflc1ents on CI and on. CI/Y a?e negat1ve ..
vgand s1gn1flcant at Ihe 99 per cent level in all cases n Ingadmf
-}Iregard to taxat1on.'1t appears)that the “Please Effect" does -
not obta1n 1n Uganda, for taxes and sav1dé are’ dlrectly,
_°rather than 1nversely, related The estlmated coeff1c1ent
'T’Q;on T (eqqatlon (3) of Table 7 2) 1s s1gn1frcant at the 95 ‘
.i}ﬁ:per cent level Flnally, sav1ng and 1nflat1on 1n Uganda (e-"
| ‘\quat1ons (4) and (6) o§ Table 7- 2) appear to be 1nversely\
ff c related chever,_the relat1onsh1p 1s weaK for the jl'””
/. est1mated coeff1c1ents on the (DP/P) are 1ns1gn1f1cant at

the 90 per cent level

. "
—

The real l g term rate of 1nterest was also tested for :
?" _

lfﬁ“ 1ts s,gn1f1cance 1n determining sav1ng The real average

g government loan/\weld was used as. the proxy for the real

long term 1nterest rate Theléesults (not shown 1n the

tables) showed that the lo g term rate of interest does notg;ef

{appeap to be an 1mportant Heterminant of sav1ng in Uganda
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el TABLE 7- 2 N
MORE EMPIRICAL DETERMINANTS OF SAVING i UGANDA 1950;19721_'"
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-?t‘ie}explaIn aberratlons 1n-1ncome The regress1on reéults of ‘
: :ifﬂgest1mating the sav1ng funct1on 1n Uganda 1n th1s\{orm are '“””d‘

'?3‘g1Ven in Table 7 -3

3'§,f[23‘5ee Waldorf,

B} A
) -ff1nanc1al 1ntermed1at1on 232 The est1mated coeff1c1ent-on z
"-71s s1gn1f1cant at the 90 per cent Ieve] | | _
: | In summary. us1ng the absolute ‘income. hypothe51s,_itf
d»was found that for the per1od 1950 1973 the MPS in: Uganda'
| d-,_.ranged from 0. 098 to 0. 261 with a mean of 0. 155 | These re-‘
‘_-sults compare favourably w1th results on marg1nal sav1ng
i'propens1t1es in: other develop1ng countrles 233 hv‘;,.’ S8
| \-1 The results reported here are a]so cons1stent w1th
;JWaldorf's est1mates based on a 1963 survey of sav1ng behav-
"_.1our 1n Uganda 234 waldorf found the MPS to be 0 27 0. 33
t;and 0 25 for Afr1cans, As1ans. and Europeans 1n Uganda,tre-
‘.'spectively The f1rst tWo of these est1mates were s1gn1f1- |
.cant at the 99 and 95 per cent levels,'respect1ve]y,‘but the
“ last was 1ns1gn1f1cant even at the 90 per cent level _Inf
add1t1on,,the prisent resu]ts appear to v1nd1cate Howe s v

t'».v‘fmdmg of an MPC in Uganda equal to 0. 905 (1mp1y1ng an MPS

“-0.0 5r wh1ch 1s c]ose to 0 098 the estlmate'of the. MPS

1 1n,“quatron (1) of Table - 1) 235

';The Permaneht'Income Hypothesls

The permanent 1ncome hypothes1s 1s frequent]x/used to

“923£Z is actua1J, he ratio of demand deposits to money
g;-(narrowTy defined),‘thatrfs “the- add1t1ve inverse of the _»,:‘
..eurrency ratio. of. Chapte~ﬂlv Table 4 3 More w1lt'be sa1d ’
.. about the Z at. & Jater stage. . L G
./2335ee Table: A2-4 of: Appendix 2fb€10Wm R L i
A Comparison of;Saving Rates in- Ugandat™
n"nalysis of Afrtcan Household Consumption

3{_See Howe‘ ,




”fl-ilMPS out of Y* varies between 0 114 and 0. 267 w1th a.mean of-ﬁiur'

- Tpermanent 1ncome hypothes1s

172

Permanent iﬁcomea(Y*l'wasﬁapprOXimatedvby'a'weighted

‘ four-year moving aVerage'Of:real income. The we1ghts were

‘arbltrar1ly chosen to be 0.5, 0 3, 0. 15 and*ﬁ 05, corre-

_ spondlng to the per1ods t t-1, ,tf2n and t -3, respect1vely
Regress1ons were also run with other we1ght1ng patterns, ,M-’:
SUch as 0 25 for alr per1ods. and n0451gn1f1cant change in-

v»the results was found Other researchers have employed o
51mple mov1ng averages of from two to four years in.
iest1mat1ng permanent 1ncome 238 j»i , ‘

In equat1ons (1) (3), and (5) of Table 7- 3 thefa.

\tntercept est1mates are postt1ve but stat1st1cally 4
1ns1gn1f1cant even at the 90 per cent level Th1s result is
cons1stent w1th ‘the hypothes1s ?h1ch pred1cts the 1ntercept:"

.lto be zero ' However, An the remalnlng equat1ons 1{?&d '

1ntercept estlmates are s1gn1f1cant at least at the 95 per
I

'_ucent level It 1s worth nottng that when total nat1onal

‘ sav1ng (as opposed to pr1vate sav1ng) is used the 1ntercept;' .

‘fest1mate appears ‘to conform to the pred1ct1ons of the a
4 .

~ .

The est1mates of the MPS out of permanent 1ncome are

'all pos1t1ve and s1gn1f1cant at the 99 per cent level Th1s -

“si_O 169 Just about the same as the MPS out of current 1ncome v,t'
;fipresented earl1er.; The est1mates of the MPS out of |

.fjtrans1tory 1ncome (Yt) are however,'all statht1Cally

,---------—-."..---‘-ﬁq

- L O RN \;' )
~';2355ee Mikesell and Zlnser,ﬁ“lhe Nature of the 3av1ng

- Function in Developing Countries;," p.9; and Snyder, ;‘,af,.ﬁ;;
" “Econometric Studies. of ‘Household- Sav1ng Behavlour in L
“figDeveloping Countries,,.pp 141 44 . R

P




1ns1gn1flcant at the 90 per cent level, a]though they all
_have the pred1cted s1gns The 1ns1gn1f1cance of these
' est1mates 1mp11es that, '1n Uganda peopIe tend to consume,.
»rather than save, all w1ndfall ‘incomes - (contrary to the
'pred1ct1ons of the permanent 1ncome hypothes1s) This re-
hsult appears to make sense g1ven that the maJortty of the
‘pecple in the country are poor. The people regard such
t1ncomes as. opportun1t1es to 1ncrease the1r consumpt1on,.
rather than the1r sav1ng '.
The var1ab1e "permanent“ f1nanc1a1 1ntermed1at1on was'r
also testéd for its s1gn1f1cance in determining sav1ng 1n
_“Uganda'1n view of our interest in this var1able in this
study Permanent(f1nanc1a1 assets were used as the proxy
l for permanent f1nanc1al 1ntermed1at1on* Hence permanent
’ f1nanc1a1 intermediation was approx1mated by a we1ghted
.three year mov1ng average of the total reaI financial
f'asset us1ng 0. 6 0.3, and 0.1 as the arbﬂtrary we1ghts ‘
‘As beZore other we1ght1ng patterns were tried, but no sxg-~t7'
n1f1cant 1mprovement ins the results was detected
‘ As Tab]e 7 3 shows, permanent f1nanc1al 1ntermed1at1on e
_(FI*) 1s an 1mportant determ1nanf\of sav1ng in Uganda 'Theﬁ‘ o

.est1make of the MPS out of FI* 15 stat1st1cally s1gn1f1cantoff

:W-among the explanatory variables This estimate ranges fromr'
. ,fjio 122 to 0 211 with a: mean of 0 147 Aga1n,_the MPS out of
’ﬂdcurcent FI has about the same range (from 0 154 tO 0 208 aS

at. the 95 per cent level in a11 equatwons wh1ch lnclude FI*‘-f..‘7



‘1:(/4
| Except for the MPS out of trans1tory 1ncome the above {
results appear to bear out the permanent 1ncome hypothes1s
Thus.‘the two hypotheses reasonably expla1n sav1ng in
Uganda The st are all very high, but: generally higher :in
:equatlons 1n Table 7-3 than those in Table 7-1,

FurtherL the results repgrted in Table17-3 are
consistent with results from studies that have applled the
'permanent income hypothes1s to data from other developldg
,countr1es 237. However, some of the stud1eskfbund the MPSt
‘.(the MPS out of tran51tory 1ncome. -as opposed to the MPS=*,
the MPS out of Y*) to be sTat1st1cally s1gn1f1cant For ex-
;‘1ample, in Williamson’s study (cited in ©one of" the_footnotes N
.to Table 7-4), some MPSts were each greater than the céhre-

spond1ng MPS* *pos1t1ve, and stat1st1cally s1gn1f1cant at

the 90 per cent level

Financral Intermedlation and Saving fn Uganda ' T : Do
T Table 7-5 summar1zes the f1nd1ng§ based on*51ngle equa-~
tion models concern1ng the part played by f1nanc1al
1nted@ed1at1on in encourag1ng sav1ng 1n Uganda The:-‘ |
'adJusted R2.1ncreases 1n all the cases shown 1n the table -

- when the proxy for f1nanc1al 1ntermed1at1on (FI or.. FI*) .‘
._1ncluded among the explantory varIables ln a regress1on..:g",
tTh1s is also evident from the reasonably h1gh t stat1sticsr o
‘d;assoc1ated w1th the estimated coeff1c1ents on FI or Fl* and

L on Z in. the regness1on results in’ Tables 7 1 7 2 and 7 3

R O T LT

----—-----— -—-----

_lyza75ee Tablelz/4'on the next page ?'H




THE PERMANENT INCOME HYPOTHESIS
70 SAVING IN SOME OTHER DEV

-

- TABLE 7 =4

-

—

.

SAVING IN UGANUA COMPARED
ELOPING COUNTRIES

TWN

Ul-&

H.S. Houthakker, '

,.

Underdeveloped Countrles."_ -+

6

qul: .Of Ecommcs, _
8

of Ix:mmics 0

Py .R Sava.ry l”ono

K. L Gupta, : "On Some Determlnants 09 Rural and U

J.G. W1111amson, "Personal Sav1ng in Developlng Natloﬁs " ‘

3

"I, Frlend and: P Taubman, "The Aggregate Propens:,ty to Save.

"On Somg Determ:.nants of Sav:.ng in Developed and“'

Ieff and Sdto, "A Snmﬂtaneqxs-aquatlon Mpdel of . Savmg m Developmg Oomtnes. . -
Tx Poréacm, Déﬁerniiné?x‘cé of'SaVih "i.n'th'ei Phi‘l“

S . , R PERIOD . h
~ RESEARCHER MPS* . MPS\' SAMPLE ¢ COVERED
—!,ﬂ* T [T ' - -
. S ‘ i  Six :
Williamson 0.20-0%29 0.37-1.12 | Asian'- 1950-64
' - s Countries - ]
Williamson? = 0.30 0.50 Philippipes’ 1950-64
' T T N 22 Developed ~
Friend and Taubman 0.065 " 0.41 and developing | 1953-60 |
- i . - countries ‘
cuoead ra) Rural - 0.02 1 o0.034 . e . |
l._Gu;.:ta {b) j ‘Urban “ | o.38 * 0.001 India 1950-66
) . . . . © e > - _ .

31 Héuthakkersf_. Q_,. 0.08 0.27 28 Countries - 1953-59 [
Leff and Sato® 0.238 0.733. Philippines 1952-69 |
Portacio’ - 0.121: " . [ 0.441 - Philippines 1950-74 | ¢
savary® 5 - 0.159 0.1 Egypt | 1949-67
PRESENT STUDY 0.114 0.196 Uganda 1950-73

D ., L4 'f
C?_

J. G. v711113m°on, "Household SaVJ.ng Behav1our in Developlng Countrles\"

r’n Sav:.ng Behav1our .

.-

n{es’ AnM.A. Nm-uhesls paper,‘? SENER
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.

. Consequently g1ven the qua11f1cat1ons concernlng the
data employed 1n th1s study as elaborated upon above, the
results appear to bear out conclus1ve1y the main hypothes1s
of this study that f1nanc1a] 1ntermed1ar1es enhance sav1ng
by, say, prov1d1ng an avenue for the mobhllzat1on of the

sav1ngs

f | ‘ 4 * / . . !
p.n Single Equation ModeIs Empirical Determinants of

Investment -in Uganda

14

~

Ih Chapter V, theoretical determinants of investment.
ﬁwere¢di$cussedir The list of.such determinants ieeluded.
inter alia, changes in ihcome (DY), the rate of interest
(r), the rate of expected inflation (DP/P)*,‘and fihancial
ihtermediatton.(FI). | | o . ,

Table 7-6 presents the ne§u1te of regressing real
investment (I),on‘the above determinants and on.foreigh
..capital.inflows (CI). The table also shows the resu]ts of
regressing the 1nvestment rate (I/Y) on the addﬁt1ve inverse
of the currency ratio fZ) and the fore1gn capital inflows
ratio (CI/Y). |

The "long- terh, real average annual govérnment loan
y1eld is, again, used as the proxy for thé ‘real interest

.rate, and the value of the total financial assets held by
the non-financiat pr1vate sector 1s used as the proxy for
finepcial intermediation.  As expléinedaearlier, Z is'also a

proxy for'finanoial intermedia??on.l Subscript t (t =V;1{

-



.

o

-

EMPIRICAL DETERMIN

I'd

v

«

.

TABLE 7-6

3

N

(1) I = 1011.7 + 0.037A Y.
(2.84) (1.03) 71
c+2) 1 = 1079.5 - . 12.17r_ ‘
(3.12) (-1.86) "2
(3) I = 1108.3 + 0.231CE
. (2.82) {2.41)
(4) 1 = 967.3 + 8.02(E)*"
(3.13) (1.33i
"‘,; - N
S eI = 10722+ 0.0158 Y. - 12.61r.
. (3.05) (0.41) "2 - (-1.86)2
(6) I = 996.8 +4 0.031A Y_ - 7.90r -
. 1 ¢3.33) (0.70) i (-1.16)
(7) I = 1159.1 + 0.0314 Y_ - 11.58r_
(2.72) .(0.85) 3 (-1.92)?2
+  0.760(2)*
(0.10) :
(8) I = 893.4 + 0.286CI + 11.74FI
(2.31) (€.89) (1.15)
(9) . I = 1007.2 + 0.289CI - 12.0lr
. (2.23)" (2.23) ' (-1.96)2
vrivﬁ\
I, , ‘ CI
(10) (P= 7.16 +- 0.1472 + . 0.358(SL)

(2.18) (2.32) - (3.55) ¢

o

«

R? = 0.8546
D

-W = 1.92
\

R% = 0.8830

D-W = 1.60

R® = 0.8958
D-W = 1.62
R = 0.8714
D-W = 1.73

-W = 1.60

2.37c_ ,
(-0.30y! a

RZ = 0.8759

D-W = 1.71
0.223CI
(1.89)

‘R% = 0.9210
D-W = 1.60

NOTE: Students t-statistics are enclosed in parentheses ‘below

S/

each estimate.

= 0.8842 -

ANTS OF INVESTMENT IN UGANDA, 1950- 1977

12.06FI
(1.07)

178
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-2, *3) indicates that the relevant variable has been lagged

t periods. Note that the choiee of Z.as an additional proxy
for fin:a.r‘icial :intermediation was di’ctatvec b'y“‘the desire to'
- compare st.psequeﬁt results wi‘th'_ those of Christian and
Pagoulatos who used a similar proxy.238

Equations (1) thrcugh (4) .of Table 7-6 present results ' -
- of regressing real inveetment on four of its determinants.
.it*appears that real”investment in Uganda is. not signifi-
cantly,infiuenced by changes in income and the expected rate
of change of prices. The coefficient estimates on (DY),3, |
,(DYL2, (DY)_'. and (DY)’ (not shown in the table) were all
p051t1ve,~a§ predicted, but statisticaj]y’insignificant at
the 90 per cent level. The coefficient estimate on (DP/P)*
_ is;positive in equations (4) and (7), but negative in equa-
tion (9). However, the estimate iE.Statistically |
insignificant at the 90 per,cent 1evel Thus, ;t appears
that Uganda cannot finance capital formation by 1nflationary'
means . 239 n

The real.rate of interest (r) is, as predicted,
inversely correlated with real investmenf. However, real

investment appeers to be determined by r.,, rather tha

r, or

& : \ ~ .
~y. The estimated coefficients on r and r.y (equation( (6) of

- e - e - - - -

238See Christian and Pagoulatos "Domestic Financj
in Developing Countries;" and Christian and. Pag
"Foreign Capital Domestic Finance and Savin
Countries." - <
239This finding is con51stent with that of hirlwall who
found that across countries, the evidence /suggests that the
relationship between inflation and expected inflation is )
weak, .See A.P. Thiriwall, "Inflation and the Saving Ratio
Ag;ois Countgies,“ Journal of Devel pment tudies 10 ?danuary-
1974 167-6 ’

1 Markets
latos, .
n Developing
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TabTe 7-6) were negative but statiétical]y insignificant »
even at the 90 per cent level. But the est1mated
coeff1c1ents on r,z(equat1ons (2) (5), (7), and (9) of

Table 7 -6) were negative and statistically s1gn1ff1cant at
the 90 per cent leve]

/ . B
Rea] 1nvestment also appears to depend on real foﬁe1gn

/o

cap1tal inf lows. Thevest1mates on Cl in equat1ons (3), (7,
‘and (9) of Table 7-6 are a]l pos1t1ve and significant at ‘the
a5 per cent level . These resulte suggest that capitai
inflows enhance 1nvestment in Uganda. Tbesé'resdlts'are
‘cons1stent with the results based on ‘the s1multaneoqs equa- /.
‘tion models discussed below. Moreover, the f1nd1ng 1s"
cons1stent with the real wor 1d in that many of the huge
1nvestMents made in Uganda wou 1d not havF been poss1ble
without cap1ta1 inflows, or foreign “aid."

_ Lastly, f1nan01a] 1ntermed1at1on in Uganda appears to
infiuence the supply of loanable funds (saving) more ‘than it
influences their demand (investment) . The estimated f
coefficiept on FI.in equations (8) and (9) have'thé
predicted, positive signs. However, the estimates are
ineignificant at the_QO-per cent‘level,‘atthough;each one of-
them is“greater than its standard error. There wae no sig;
nificant.ohange in reeults When Z was used jnstead of the
FI. | | L

That financial intermediation is a significant
constraint on the rate of cap1tal format1on, and, therefore,

on the economic development of a country, is shown by

-



'results in equat1on (10)
At1on is the emp1r1cal equ1va1ent of equat1on (5 14) of
Chapter V. As the table—shows. the estimated coeff1c1ent‘on
Z is pos1t1ve ‘and stat1st1ca11y s1gn1f1cant at the 85 per °
'ceﬁt level; and. that on CI/Y is also pos1t1ve but sqgn1f1-
cant at the 99 per cent level. These/results iequat1on (10)
of. Tab]e 7-6) compare favourab]y with those of Christian and
tPagoulatos ' These researchers found the est1mated
- coefficient on Z to be pos1t1ve (w1th a range from 0.178 to
.0. 307)." Their ‘eéstimates on C1/Y ranged from 0.181 to =~ '
0.410.240 | ‘ | |
| . In summafy, it appears that real foretgn capjtal
,inflows,hinterest'rates, and financial deVelopment ahe Soﬁe
of the main determ1nant§\of real {nvestment in Uganda. In

o
this study,, the est1mateé\coeff1c1ent on €I ‘ranged. from

\
0. 223 to 0.274, with a mean™of 0. 247 that on r_zvamed%:e- .

tween -12.61 and -11.98, witpr'a mean of “11.71; and that on

'Z was 0: 147. _ ‘ i
A

F1na11y, the resulte in Tables’ 7 1 through 7-8 indeed

1nd1cate that, as hypothes1zed financial 1ntermed1at1qn

p]ays an. 1mportant role in the sav1ng 1nvestment process in .

-~ -

Uganda. -

I

2405ee Christian and Pagoulatos, "Domestic:Financial Markets

~in Developing Countries,"” Table 1, p. 83; and thair "Fordign
Capital, Domestic Finance, and Sav1ng in Develop1ng ‘
Countr1es,' equation . (2a) p. 83 v

181 *

Table 7-B. Note that this equa-.

N



182

E. Single Equat1on Estimatidn Some Other Issues .
Concerning F1nancia1 Intermedlation and Deve]opment in

Uganda' .

‘ _strom noted cap1tal has been flow1ng J
("Teak1ngﬁ) outsii Uganda for a: very long time.24¥1 The WOrld |
Bank esttmated that the outflow averaged Shs 100 m1111on
| durwng the per1od 1954—1959 2‘2 and, as Newlyn po1nted
'put 243 the outflow continued up ‘to the ‘mid- 51xt1es

. The -"leakages" take the form,of repatriation by

expatr1ate f1rms and personhel of portiohs of their inoomes

. (salarles, profits, and 1nterest earned in Uganda) And as
-Blomstrom notes, - N
among the Asians there was a sharp trend . . . to

‘mor tgage themselves to the hilt and secure
overdrafts which were then sent overseas as
. protection against devaluation, exchange control, or
- political persecution. There were instances of men
on small salaries sending .up to four f1fths of the1r
pay out of the country 24

" of course, _many rwch Afr1cans in Uganda--espec1ally after
'

1970--have been behav1ng 11Kew1se 245

¢
2415ee Bruce A. Blomstrom "Capital Fl1ght in East. Afr1ca
The Case of Uganda," in Tom J. Farer, ed. Financing African
gggelgpment (Cambr1dge The M.I.T. Press, 1965) :

1

2425e¢ the International Bank for Reconstruct1on and
Devel nt (alias the World Bank) The Economic Development
of Uganda (Baltimore: The Johns HopKins: ﬁress, 1962), p. 30.

. 2435@e Newlyn, Flnance for Development

244Blomstrom, "Capital Flight in East Africa,” p 204,

245For example, after the overthsow of Idi Amin in April
1979, it was discovered that many of his strong supporters
had’ transferred from Uganda huge amounts of money which they
had banked in Kerfya and elsewhere outside Uganda
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The extent to whfch financjal institutions have

-

participated:jn, or'enhanced, these " leaka “cannot be °

ascertained fromfthe'scanty data availabl In fact, data

_ on repatriations from such institutions ad insurance

cOmpanies, hire-purchase compantes bu1ld1ng soc1et1es and
trust compan1es are e1ther unava1lab1e or- inadequate.
'Noneth le S one can. conc tude t{at\a{\least before politicat :
v1ndependence in 1962, the 1nst1 ut1ons were s1phon1ng funds .
hfrom Uganda For example up to 1955 commerc1al banks were’
- transferr1ng funds from the country to the1r headquarters
abroad, as Gershenberg observed: 246

After 1960 the p1cture v1$-a-vi; banks changed as

Gershenberg po1nts out. 247 The banKs,,as well as the East

African Currency Board (EACB), now became net transmltters.

of funds. from abroad t0ngahda Thus. in genéral, the ,
‘ibank1ng system cannot be blamed for the cap ta];flights that,
‘continued even after 1ndependence The\b ame musf’,  *

therefore, rest with political uncertaint‘ ‘and related

vfactors.

Monetization | e@ r
Monetization, as noted earlier is the extent1on of . the

‘use of money to the sub51stence and barter sectors of the

economy Intermed1at1on is expected to foster monet1zat1on
In Uganda, the~monet1zat1on ratio (MR)--the rat1o of

monetary'to total product--indbeased from 67.4 per cent -to

A

2‘5§ee Gershenberg, "Banking in Uganda since Independence, "
p. 510 : : o : :
2471hid., pp. 511-12.



.80 0. 9Ff cent’ between 1950 and 1968 andffell thereafter
(See‘Iable 4*3 of Chapter IV ) In 1975, it was only 64. 8

&

per cent, below its 1950 level.‘ Consequently, for the
'entire.périod“l1950 1975) ratlo reg1stered a 2.6 per
cent fall. " During the same per1od financial 1ntermed1at1on»
has generally been on the increase. :

Hence, it appears as-it financial intermediation and
_monetization in Ugapga are'lnversely correlated This is ,
1ndeed what is indicated gy our in tial results MR uas.
regressed on the growth rate of real 1ncome (DY/Y) andﬂthe
FI using the sample period‘1950-l972. The resdlts;aﬂe as

follows:

(7.4) MR =75.4 - 0.023(DY/Y) - 0.008F1 ,Eilb
| . (42.89) (-0.20) ©  (-1.38) Rz = 0.1029.

_Note also that the MR appears to vary 1nversely w1th the
(DY/Y)

However ‘an exam1nat1on of the MR (Table 4- 3) shows
that the ratlo had an upward ‘trend unt1l 1968, after which
it had a downward trend.. Tak1ng this fact'into accounf, a
dummy. var1able for ¢Hé per1od 1969-1872 was added to the‘
r1ght hand var1ables in equatton (7-4). The variable (DV)

assumed-'a value of zero for the period before 1969, and. a

e value of unity thereafter. The'subsequent results were as

'f0110ws:



2y

-

(7.5) MR = 7t.1 - 8.55DV + 0.003{DY/Y) + 0.0015FI
(33.26) (-2.80)  (0.03) . : (1.56)
. R2:=0.3973. - e

As equation (7.5) shows, financial intermediation and

~

‘monetization appear to be positive1y~reiated,'as predioted.¢'

The estimated coefficient on the FI is statisticajly'signjfr
icant gt the 90 per ceht']evelf The MR also varies directly
with the economy’s growth rate (DY/Y). However, the esti-
mate associated with the (DY/Y) is insignificant at the 90
per -cent. 1evel |

Further, the est1mated coeff1c1ent on DV is

‘-statlst1cally significant at the 99 per cent level This

confirms the fact that- tg///»was a 1gn1f1cant downward

change in the trend of the monet1zat1on rat1o after 1968'
Furthermore note that the R2 has r1sen from 10.3 per

cent (equat1on (7 4)) to 39, 7 per cent (e;Lat1on (7.5)).

However it is still very low, 1mp1y1ng that the right-hand

‘ var1ables st11] explain only about 40 per cent of the .

variation in the MR. In addition, the coefficient estlmate
on the‘FI is Qery small (about 0.15 per centf andtthe
1ntercept estlmate is s1gn1f1cant even at the 99.5 per cent
ldvel. A1l these factors 1mp1y that’ the exp]anatory varia-
bles have min1mal 1nf1uence on the dependent variable, MR.
Moreover, when othep\gp¢x1es for f1nan01a1 intermediationd

/Z and the FIIR, the f1nanoia1

(part1cularly. the
1ntermed1at10n ratio) were'used instead'of the‘FI results‘

{not shown here) revealed that the relat1onsh1p between the:

=



Al

- : o . .‘u.
2 - . 0 ’ !

’ v‘ ( ..‘ ’s ©

MR and financia1.intermediation in Uganda is very weak.
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.ThiS’apparent1y'weaK statistical relationship betweeh,
financial intermediation and monetization stems from three "f
reasons: (1), measurementierror'in the'MR' (2) possibly, the
failure of the prox1es for f1nahc1al 1ntermed1at1on to - ¢

'capture the d1rect and 1nd1rect effects of financial _ g

1ntermed1at1onaon the eoon vand (3) the swamp1ng of the

effectiveness of fininoial m ermedwartes by political and
related factors. -The size of. the non- monetary sector is
usually not accurate]y measured as pointed out before.
Hence, a mere improvement in the measurement teohnioue for
. the sector’s output will, c@terié paribus, result ina s
spuripus fall in‘the‘monetization ratio.

Recent'expertence has‘shONn-that in certain circumstan-
‘ces, the effects of tinancial ﬁntermediation on deyelopment
may be swamped\ For, example, in Ugﬁﬁoa. the Amin regime
was character1zed by serious shortages of essentla]
commodities and rampant inflation, espec1a11y after 1972 248
These two factors mot vated people to rely more heav1]y on.
Lsubs1stence production: it became econom1cally more . ‘
exped1ent for 1nd1v1duals to devote some t1me to tending \\***‘\\\
"their. own foodcrops, than for them to buy s1m1lar goods at

exhorb1tant pr1ces : Consequently, the non-monetary sector’s ¥

: *'output 1ncreased at the expense of the. output from the ‘

monetary sector. For 1nstance real output from the
monetary sector decllned from a Ievel of Shs 5 097 m1111on

2485ee Table 4-1 of Chapter v, ' .

o
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o in 1970 to Shs 4 756 m11110n in 1976 wh11e the non- monetary-

sector’s real,product 1ncreased from Shs 2,187 m1111on in

o

-surpr1s1ng that the statistical- re]at1onsh1p betwee

1970 to Shs 2,673 m1111on in 1976 249
Dur1ng.such a per1od the monet12at1on ratio has to

decline desp1te lncreased f1nanc1al 1ntermed1atlon The

. effe?ts of f1nanc1al 1ntermed1at1on on development are

simply swamped by the pollt1ca1 and economlc uncerta1nty and

1nstab111ty In a developlng country like Uganda, the'
deVelopment process is often charaoter1zed by such’

1nstab111t1es The monet1zat10n ratxo will register upward

—

3

and downward var1at1ons 1rrespect1ve pf the d1rect1on of..

-‘growth of the f1nanc1al superstructure It s then not

and f1nanc1al 1ntermed1atlon in U nda is weaﬁ

f‘ n\\@grw .
¢

We now turn to simultaneous equat1on estimation.

F. Model I: A Simultaneous Equation Model of the

| Saving—lnvestment'Process-intuganda

Tabte 7- 7 presents regres51on results based on Model I

i}

are:!
S/Y = the saving rate (APS);

DY/Y = the growth rate of real income;

-—--—--—--—-----—_

2485ee Bank of . Uganda A Rev iew of the Uganda Economy p. 4

d1scussed in the preV1ous chapter The endogenous var1ables S
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TR = the degree or level of %inancia] intermediatiOnf2?°

/N

_real per capita income;

N

I/Y = the investment rate (API);

- and the“predetermihed.variabWes other than tHe dummy for the

constant term are: .

iciji_qeal fgkéjgn.capika1 inflows; BRI
ro= tHe“nga1~retunn on capital; 25t

DEN = the populalion density;ﬁ2 ‘ .
:'FN = the Per capita commeféia] énergy consumption in

. Kflogrammés per cabita'coa}‘equiva]énts;253 ‘

7 /TLPR = the total labour participation rate (the ratio of

total labour é&mployment to tota population); 254

\
e - e e - o - ’ N ) .
.2509Fo1lowing edr lier] discussions sof the\model, the ratio of

M3 to income (that is, Mg/Y) as the proXy for the degree of
financial intermediation: ~Mg was defined as the sum of '

_currency in cﬁrcu ation,_demand deposits, savings deposits,

- capital stock.
‘approximated b

- Kilometres and 698 square Kilometres, respectiveTy.

time deposits gt rcial banks, and similar deposits at
near-banks (inii is case the Post Office Savings Bank).
251From. a produgtion fungtion, r = 4Y/dK, where K is the

The r uskd in the' regressions here was
dividing changes in income (DY) by changes
in capita’ = 1), -

252ganda is about 241,000 square Kilometres in area; of
which land gccupies about 1975000 square kilometres and open
water and swamps occupy the remaining area—~_0f the land
area, arable land and ufban areas occupy " 165,2Q8 square

denominator of the DEN is the sum of the arable lan
urban areas. ™ S . ~ :
?53The source of the .data on the EN was the U.N., Department
of Economic and Social Affairs, Worid Energy Suppl ieg,
1950-1974, Statistical Papers, Series J, No. 19, New York,
1976;. and the U.N., Department of Economic and Social
Affairs, World Energy Supplies, 1977, Statistical Papers,

. Series J, No. 21, New York, 1978.

~254The sources for the déta used to estimate this varidble

.-are: 1. -Uganda Government, Statistical Abstracts, various
‘issues; 2.. U.N., Department of Economic and Social Affairs,

- Compend fum of 'Social Statistics,:statistical'Papers, Series

K, No. 3, New York, 1967: and 3. International Labour
Organizatio.A(ILO), Year Book of Labour Statistics,

3y,

I 4'1‘1 8 9

N
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b

the rea1\b§£r0w1ng rate; 25% )

(S/Y)~1 = tHe lagged sav1ng rate; and,

(D (Y)-} = the lagged rate of growth of real income.
The rationale of -the sfructu;al model has a]ready been
~discussed and therefore, will _not.be repeated here.

Instead, a d1scuss1on of“the esults follows. -

The Savtng Rate Equatzon .
\ _li As equations (1) and (1a) of Table 7-7 show, all the
cpe£f1c1ent est1mates have the pred1cted signs. The
estimates are aiso greater than their standard errors:'ex-
fcep# those associated with Fﬁe.Yar{abTes Y/N, (S/Y)., 556 b,
The (S/Y).) and the FI variables were* found t& be highly
‘correlated, withBa simple”correlation.coefficiept of 0.8467.
This explains the apparent statistica] ineighificance of the
'est1mate on -the lagged saving rate variable in equat1on (1).
Equat1on (1a) is the result of dropp1ng the coll1near (S/Y)_'
from equation (1). As the table shows the exclusion of the
vafiab}e resulted ipfhigher t-sfatiStics for all estimates
in equation (1a) in comparisdn w%th_the eoupterpart equation "
(1). " - /
' Thue,'the sa?ing~rate in Uganda appears to_depend on
{ the“rafe of growth of rea} income, real foreégn capitai
~ inflows, and the degree of financial deVelopQéﬁT. This

compares favourably with the results based on single
~

254 (cont’ d)Intanat1ona1 Labour 0ff1ce Geneva ‘var ious
issues.

255The b used was approx1mated as the simple average of (the.
~banks’ and near-banks’ ) lending rates.

-

L2
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equation models and the results of stuaies of othef develop- .
| ing cduntries;?ss However , according to the present study, |
per capita income does noi appeaf to be ome.of the major
‘détenminants of the sa&ﬁhg raté. This result is confraty to
findings gy, amomg-others, Fry, Gupta, and Thiq]wa]],
relating to cher developing countrigs.257 The apparent
insignificance of the Y/N in this study can be exp}ained by
the presence of multicd]linearity. The simple correlaﬁiqn
coefficients between thé Y/N and each .one of the variables
- FiJ'CI, (S/Y)_p and DY/Y wefe -0.5488, 0.4146, 46.4958. and

0.3654, respectively. N

The Rate of Growth of Real Income Equation”
As equation (2) of Table 7-7 shows, the saving‘rate,

.the degree of financial intermediation, andﬁreal foreign

-

capital inflows are all important determinants of the real

2565ee, for example, Gupta, "Foreign Capital Inflows,
Dependency Burden, and Saving Rates in Developing

~ Countries,” equations (10) and (10a), pp. 363; Fry, “"Money
and Capital or Fipancial Deepening in Economic Development,"
Table 1, p. .468; and Thirlwall, "Inflation and the Saving
Ratio Across Countries," pp. 164-67.

257In their studies, quoted in the previous footnote, Fry,
Gupta, and Thirlwall found that per capita income is an °
important determinant of the saving rate. However, it
should be noted that Fry’s study was based on a sample of
only 10 {(time series) observations, and Gupta’'s and : )
Thirlwall’s studies were based on cross-section data. Fry's
sample is rather too small. And, as Mikesell and Zinser '
point out, “great caution must be exercised in evaluating
the results of cross-sectional analysis of saving behavior

. based on aggregate saving data for a number of developing
countries.” This is because differehces exist across

" countries in the methodologies of data derivation, in data
reliability, and in data inconsistency. Such problems tend
to be more pronounced across countries than within
countries. Thus, results from the three studies may not be
strictly comparable. See Mikesell and Zinser, "The Nature
of the Saving Function in Developing Countries." ‘
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income grdwth rete. The estimated coefficients associated
_with a]l these variables have the exbected.signs. and they
‘are all statistically s1gn1f1cant at the 90 per cent 1é@el

As was pointed out ear]1er, the real income growth rate
depends on two main factors: technologicalhimprovement or.
development, and fhe rates of growth of’capita] and labour. “ ¢
Itimay be noted -that under the assumption of the |
1abour;eurp1u§ school (an assumpt1on likely to obta1n in
many’ developing countr1es) the growth rate of the
popu]at1on (or the labour force) will affect m1n1ma]1y the '
growth rate of real income. l k

Assuming that Uganda is a labouresurplus eountry, it
follows that its income growth rate will depend mainly on
‘the growth nete of capital and on techno]ogica] progress.
The. three variables included in equation (2) of Table 7-7
were deemed to capture adequately the effe of changes in
capital and techndlogy on the'growth rate Z:slhcome. The
S/Y and CI account for the effect of the growth in the
capital itock and the FI and, again, Cl take care of changes
in efficiency or technology.?258 This explains why all the
variables are statist?cal]y signiftcant in their explanation
eftthe~total'variation dn the real income growth rate.

Insofar, as the and S/Y, (= 17Y, ex post ) are sig-

' nificant determinan of the DY/Y, the results here are

“ficient technologies from outside the developing country.
Financial -intermediation, for its part, enhances efficiency
especially in the a1100at1on of loamable funds among
compet1ng uses,
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-

cons1stent with results from other studies of develop1ng
countries. .For example Gupta 2598 and Galo}szs° also found
| real cap1tal Inflows and the saving rate to ‘be significant
determinants of the rate of growth of real] income in forty
develop1ng countr1es and.in Latin America; and Chr1st1an and
Pagou]atos found financial deve]opment to be a s1gn1f1cant
determ1nant of the investment rate ;%ﬁ therefore,}the real

income growth rate. 261

The Financial Intermediation Equation
In reference to equation (3)\of Tabie 7-7, it appears

that' in'Uganda the degree of finmancial 1ntermed1at1on

,.‘depends on the sav1ng rate aqp the’ lagged saving rate The

lagged growth rate of real income appears not - to affect di-

rectly the degree of»financial intermediatton. The

estimates on S/Y and (§/Y).4 are statistically significantv

t;t the 99 per cent level and at the 90 per cent level, re;

spectively. The est1mate on (DY/Y)-, has the predicted |

s?gn, but is stat1st19ally 1qs1gn1f1cant‘eVen‘at the 90 per /

cent level. When the (DY/Y}—, was replaced by ’'the (DY/Y),

the estimated coefficient on'the}(DY/Yf'(not shown in the

- table) was also statistically insignifioant at the 90 per

259Gupta, Fore1gn Capital Inflows. the Dependency Burden,
and Sav1ng Rates in Developing Countries", equat10ns (11)

and (11a), pp, 363-64.

260Galbis, "Money, Investment, and Growth in Latin Amer1ca,
1961- 1973 " Economic Development and Cultural Change 27
(April 1979), equations (3a) and (3b), p.440. ‘
- 281Gee Chr1st1an and Pagoulatos, "Domest1c Fimancial Markets
in Developing Countries,” Table 1, p.83; and their -

“Financial Capital, Domest1c F1nance and 3aving in
Developing Countr1es.” equat1on (2a), p.83.

L
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cent level.

Noting that the estimate on FL in equat1on (5) of Table
7-7 is stat1st1cally 519n1f1cant at the 99 per cent level,
1t clearly appears that f1nanc1a1 1ntermed13t1og\1n Uganda '
is both supply- 1ead1ng and demand- fol]ow1ng. to use
Patr1ck’s terminology 262 Results from equat1on (3) of the
table support the demand follow1ng phenomenon that the
sett1ng up of new f1nanc1al 1ntermed1ar1es as well as
financial deepening depend on the availability of loanable,
"unintermediated“’funds.‘ Results-presegted in equations
, (1a), ’(2) and (53 support the supply 1eading
phenomenon that f1nanc1al 1ntermed1ar1es enhance saving and
1nvestment This support for both phenomena gives extra
_stress to the 1mportance of financial 1ntermed1at1on in the .

saving-investment process in Uganda.
¢

The Real Per Capita Ihcome‘Equatfon

As ment1oned earlier, this equat1on follows Gupta’'s
,spec1f1cat1on 263 The per cap1ta commerc1a1 energy
consumption (EN) is a proxy for the per capita fixed
cap1tal' and the popu1atwon dens1ty (DEN) measures the
pressure of the populat1on on non-capital resources.

As with the real income growth rate equat1on, the

-

inclusion of the-right-hand variables in equation (4) of -

—————&——-—-_——-—-—

2625ee Patr1ck F1nan01a1 Deve]opment and Econom1c Growth
in Underdeveloped Countries,” pp. 174-76. Also see U Tun
Wai, Flnancial Intermediaries and Nat ional Savings in.
Developlng Countries, pp. 105-108. =

263See Gupta, "Fore1gn Capital Inflows, Dependency Burden,
and Saving Rates in Develop1ng Countr1es," P. 364

w
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_EN and DEN have the predicted signs and a

g o 195
. 2 S ,

Table 7- 7 can be\rat1onal1zed from the productlon funct1on
Per cap1ta 1ncome w111 _depend on the EN the TLPR, and the
DEN. It.w111 also depend on-the growth rate ofbthe economy -

(DY/Y), which encompasses'the growth rates the variables.

Accord1ng to equat1on (4) of the tab e, all the varia%

bles 1nc1uded are important. {)The_estlma ed coeffi;ten;s on

\re statistioalty‘
stgnificant‘at the 99'per cent level' The esttmates |
assoc1ated w1th the var1ab1es DY/Y and TLPR also have ‘the
.expected SIQns, but ane stat1st1ca11y s1gn1f1cant at the 90
per cent level - ' ‘ c ,

Aga1n, the present results compare well w1th Gupta’s.
‘However, the estrmated coeff1c1ent on the DEN var1ab1e in
Gupta s study was stat1st1cally 1ns1gnf¥1cant even at the 90
per cent level, although it had the expected s1gn 264 In the .
present study, the estimate on DEN is very s1gn1f1cant as T~

po1nted out: above

8

The Investment Rate Eduation

The main determinants of the average propensity to
1nvest (API) in: Uganda appear to be the’ real. rate of return.
on cap1tal (r), the degree of flnanc1a1 1ntermed1at1on (FI),
. and real foreign capital 1nflows (CI) As equation (5) of
Table 7-7 shows, the estlmates assoc1ated w1th the- varlables
are all statlst1ca11y s1gn1f1cant at the 99 per cent level
The est1mates on FI and Cl have the pred1cted s1gns, and
that onr has a negative s1gn ‘ |

« R . . . Ry

it S T S U

Zs4]pid. , -equation (12) p.'364.,
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. | According‘to the McKinncn?Shaw thesis, the coefficient
\\Ymk:_should be p051t1ve for very low (poss1bly,,negat1ve)

| -values of r in developlng countries. Th1s 1s because money
‘and phys1cal cap1tal are complements rather than ”
sdbst1tutes Hence, a rise (fall) in r leads to an increase
(a decrease) in the 1nvestment rate and the demand for money
(widely defined). Further, a rise (fall) in the 1nvestment
‘rate (I/Yl\igzds to a rise (fall) iin the demand for’ real
balanCes s/“\change inr should lead to a change ;h
the same d1rect10n in the investment rate and the demand for
'real balances accordtng to the complementar1ty the51s ‘ Th1s
thesis was d1scussed in the prev1ous chapter. and 1ts ‘ |
val1d1ty or falsehood in Uganda s case will be the subjeCt

" of the next section. o ' X

.Briefly,»the phenomenon of;a‘posittve relatlonship be-

tween the'rate of interest.and the investment rate (and the‘
demand for real balances) is referred to as the. condu1t"
effect as opposed to the compet1ng asset"” -effect assoc1ated~t
with Keynesian and neoclass1cal monetary theories.?65 Note
~that for hlgh rates of “interest, the compet1ng-asset“ ef-
fect dominates the “conduit” effect so that dlI/Y)/dr < Ol
Given that the average r.value in'Uganda's'caSe‘was g 00 per

' cent, this expla1ns why the estimated coeffvclent onr is
negat1ve | |

The (DQ/Y)-, var1able»was 1ncluded in the equatlon to

capture accelerator effects, while. b was 1ncluded in the

'25552; McK1nnon Mbney and Capita] in Economic DeVelOpmeht,
pp -66. , o ‘ : B
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- that .the h1gher (lower) b is, the higher (lower) is the cost.
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equat1on to take care of the opportun1ty cost of cap1ta1 in,v‘
»

of cap1ta1 The est1mates assoc1ated w1th both the (DY/Y)

.3

~and the b are stat1st1cally insignificant at -the 90 per cent

»pred1cted p051t1ve sign, but tfat on: the b has a pos1t1ve

ﬁeve] The est1mated coeff1c1;?¢ on the (DY/Y),, has the

sign, contrary to a pPIOPf anticipations.

In regard to the s1gn1f1cance of the Fl and CI varia-
bles in determining the I/Y. the results reﬁorted here
compare favourably with those of Christian and Pagoulatos,
although Chr1st1an and Pagoulatos used the ratio of currency
to Mz.(currency in circulation plus demand, sav1ngs.‘and.

time deposits at commerc1a1 banks) as the proxy for of

\financial intermedtatiqn They: also used Cl/Y rather than-

the CI used here 266 Further, in regard to the (DY/Y),, var-

1ab]e, the results from the present study are cons1stent
with those from stud1es by Thirlwall 267 and Leff and
Sato26s8 ) .

Finally, it sheuld be noted that,.un11ke the current _
study, the ‘studies c1ted here a11 d1d not 1nc1ude e1ther the
rea1 rate1of return on capital (r) or the borrcw1ng rate (b).

among the predeterﬁined or exogenous variables of their

‘models. Hence, the present'studyvis unigue at least}jn'this

266See Chr1st1an and Pagoulatos op. cit.

26"Th1r]wa‘|l "Inflation and the Savings Ratio Across
Countries," p. 167. :

268l eff and Sato, "A $1mu1taneou Equat1on Model- of Savings
in Developing Countr1es " Table A1,yp.1217. This statement
refers spec1f1ca]ly to the1r resul concerning. investment
in Israel,  Phillipines; and Taiwan ' S ’ ;
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The Reduced Form of the Model |

To get an.idea of the total (direct and tndirect)'

- impact of each of the'predeterminéd variables on the -
endogenous variables, the reduced form of the simultanecus

.eQUatton mode 1 of‘TabJe 7-7.was,derjped. The‘eubseqdent

reducedwform results are presented tn'Table 7;8.

w’f’.As'the.tablg shows, it is evident that the negative

) impact'of real capital inflows on the saving rate and the
positive impact of capital inflows on }he fnvestment-rate
have been considerably reduced. The.positive effect of the
CI on the rate of growth of real income has also been
reduced' in fact, it is now. -negative. 269 That the impact of
capita] flows is. less pronounced in the reduced- form
version than in the structural form of the mode1 bears out
Gupta’s f1nd1ng 270

Howewver, the 1mpacts of the (S/Y)-,, the DEN; the EN
" the TLPR, and the 5(DY/Y)-y var1ables on the five endogenous

variables have been enhanced in the reduced form version of

the model. The effect of the real return on cap1tal (r) has

 not changed at altl, while that of b has decreased. In.the

reduced-form, the b now varies 1nverse1y w1th the I/Y and

"d1rectly with the S/Y, as ant1c1pated - | {

el e T T i,

269THese statements (and subsequent statements) are made
after comparing structural parameter estimates (Table 7-7)
¥1§? corresponding reduced-form parameter estimates (Table

' -27°Gupta,:"Fore1gn Capital Inflows, Dependency Burden, and '
Sav1ng Rates in Develop1ng Countr1es,“ Table 1, p. 369.
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That in Simultaneous equation estimation one can assess
\\\\the direct and indirect effects of predetermined variables
- TTTOF on‘endogenous variables while in single- equation estimation -
| ohly the direct effects caﬁibsf§ﬁal;sed argues for '
Simultaneous equation estimation whenever applicable and .
possible, _ : - ’\‘
[ ) . ‘ . \
Elasticity Multipliers j'
It isfuell known that the magni tudes of/;h:,stFUCfural
parameters an the reduced-form coefficients (that is, :
"impact mul pliers") are’ dependent on the units of
' measurement of the ,variables concerned. This fact poses a
difficulty in case one is interested im comparing different
impact multipliers ) Hence following Gupta 271 elasticity

L multipliers were computed, USlng the impact multipliers of

able 7-8, and arithmetic means of the endogenous and

predetermined variables in the model The resultant
elastiéity multipliers (free of units of measurement) are
presented in Table 7-9. |

As Table 7-10 shows, all the elastiCity multipliers.
exoep} {d(DY/Y)/d(S/Y -1}{(S/Y)_,/(DY/Y)} --that is, the
elasticity of the rate of growth of real income With.respect
to the lagged- saVing rate--are less than unity in absolute
values. Thus, the endogenous variables are generally )
inelastiC»with respect tO'the predetermined variables in the
mode1. | s | |

__-.-_..__..-—-——....-.—

27'Ibid Table 2, p. 371.
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#35  An examipation of the first row’ of Table 7-10 reveals ~
that the (S/Y) ~, the DEN, and theé EN variables have the
'great t impact on the saving rafe in that o;der. Other'
than’?zg;previous perfod'é saving haté, the EN exerts the
gréatest'positive impact on the-savinghraié, followed by the -
_one-per%od—lagged real income'growth ratg; As expectéd,'the |
'bopulation‘pressure on nonc;pita},ﬁesourées Tés proxiedlby

r

the DEN) has a considefable, negativé impaét on the saving

rateur Tﬁps; policies aimed at reducing the growth rate of -
the 5opu1ation ﬁhd those directed to@ards raising capﬁtal' '
per capita'in'uganda appear toﬁbe-in the rightvqirectibn;

7 The growth rate of real income (DY/Y) is elastic with
respeof to the oﬁeﬁperi ‘lagged éavihg rate. The lagged o

~saving rate has the greatgst positive effect on the DY/Y

among the predetermined vafiablés. 'Oghef vériabléé wi
considerable positive impacts oqﬁfhe DY/Y include the proxy
for the fixed cabital‘per-capita (EN), the one-peri6d hagged
real income growth rate, and the total 1abour par t¥cipation R
rate, in that order. Again, the DEN variable has a Targé
negative impact on the‘endogenous véniabie (DY/Y).
"ﬁn,regard to fjnancjal-intermédiqtibn. tﬁe lagged.'
saving rate has thevgreagést positive jmpact oﬁﬁit,'follqﬁed
by the lagged real incohe gbbwth raftei a;vTab]e 7fI01$h6ws; :
Further, the DEN appeaﬁs”tb exert a relatively weak,'bUt B | _'i-'
lnégativé;.impagt 6n the‘degfée,of'fihﬁﬁcia]iintermediatfon;
in Uganda. , . ‘f_, o ! ; S .
AFiXed:capitél pgh éap%taiaﬁd the total ]ader.'

.
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'panticipation-Fate appear to exert the greatest positive

impact-on‘real‘per capita income'in Uganda. 1In add1tlon

tbe DEN var1able has a remarkable. negative 1mpact on the

per cap1ta 1ncome as the fourth row of Table ‘7-10 ﬁhows ‘
| F1nally, the lagged saving rate appears to hadgkgbe; \/f,

greatest posttive impact on the investment rate in Uganda,

as evident from the fifth row .of Table 7-10. The real rate

of return on cap]tal appears to _exert the.greatest negat1ve

G. Model II: A Simultaneous Equation Model Embodying the

v Complementarity Hypothestf//,o,///\\f\\\

As explained in the previbusnchapter this simultaneoUs,

1mpact on the 1nvestment rate.

b

equation model a1ms, among other th1ngs, at test1ng the |
val1d1ty of the McK1nnon comp lementarity thes1s By th1s
1thes1s, the demand for money and 1nvestment vary directly
with the returh on capifal The demand for real balances
also varies d1rectly w1th the 1nvestment rate, but
ambiguously with the real dep051t rate. ‘ When the real

i depos1t rate is negat1ve (pos1t1ve) the demand for real
l.balances and the 1nvestment rate vary dlrectly (inversely) .
with each other. Note that complementar1ty. as explained
'earlier, works both ways. Modey is regarded as a complement

to physical capital, rather . than 1ts sub$t1tute 272

27 2Sta-e McKmnon Money and Capftal in Economic Development ,
app 55 67 or the first sect1on of Chapter VI above
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The theoretical underp1nn1ngs of the present mode1 were
d1scussed in the previous chapter In this sect1on
PegPeSSJOH results of estimating the‘model are presented.

The embiricai_d (the real deposit rate) was obtained by
subtracting the rate of expected inflation, (DP/P)* (é '
three-year simple moving average of the rate of change of
prices) frqm the averaQe nominal rate of interest on |
depbsits. Further, a wider definitibn of money is uSuél]y
'prefertéd to the narrow definition, My (that is, the sum of
'the currency gn circulation and demand deposits). Here, Mo

(that is, My p]us saving and time deposits at commercial-
banks) is used. ZThe choice of Mz, rather than Mg &\that is,
M2 plus savings and time deposits at near-banks) was
dictated by the fact that researchers like Yoo, Galbis, and

&

Fry275used the same definition of money in their stUdies;
As-a‘ré;ult; the nurrent regnéssion rgsu]ts concerning ‘
especially the demand for real balances are comparable to
’theirs.
Table 7-10’pﬂ/;ents regression results of Model II.
The endogenous vé(fnblesaané, namely, real investment (1),
.rea1 balanceé emanded (M'/P), real income (Y);_and real
nationat snvi (S); and the predetermineJ’Variables}nther
than the dummy for the constant term are: the lagged money

supnly, (M°/P)_, = (M/P). = (M‘/P)-,, the real retubnvnn

]

273See Yoo,f"The Role of Money as a Conduit of Savings and

Investment in -the UDCs;" Galbis, "Money, Investmet, and

Growth in latin America, 1961-1973:" and Fry, "Money and
Capital or F1nanc1al Deepen1ng in Econom1c Development7"

\

N . ¢



(1)

(2)

(3)

(4)

(5)
(6)

(7

NOTE: Students t-statistics are enclosed

TABLE 7-10

ECDNOMETRIC RESULTS OF MODEL II, 1950-1972

’UIZ

'

[

0.0933Y

(4.31)

0.116Y
(3.93)

492.23

(1.67)

M

281.09
(2.09)

=l

S

+

4

S

+  o0.s531¢

v (4.50)F

13.28 (%)
(2.15)

10.75¢
(2.20)

D
0.646 (%)
(1.31)

3.15TEN
(3.35)

0.0202Y
(0.55)

-

+

+

0.1201_
(0.25)71

S
0.431
(2.16)

-,

+

+

69.11DEN
(6.60)

2

R™ = 0.9894

18.83d
(5.99)

R™ = 0.6464

in parentheses below estimat
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~capital (r), the real éeposit rate (d),?74 lagged real .

investment (1) {, 5nd the proxy for the total fixedl
éapitalvformat on’(TEN). '

~An examindtion of equation (1) of Table 7-16 shows that
the estim ed-coefficiehts on'both income and the lagged
money supply variables have the'pfedicted signs and are
'statistically significant at the.at the 99 per cent tevel.
'The'estimated coefficient on d has a positive sigh‘and i§
statistically significant at the 90 per cent level. fhat
_this'estimate is positive and significént implies that in
Ugénda the "conduit" ?ffect of moneyJappéars to dominate }he-
"competing-asset" efféct.275 | V

The estimate associated with r in eqdatiOn (1) of Tabte

7z10'isvstatistically.signifidant at the 99 per cent 1e9elg
‘and has a negative sign. hence, it appears that as r .
increases-(deqreases), real investment in Uganda decreases
(increases). This finding is consiétent with the .
traditiOnal (Keynesian or neocléssical) investment theory.:
GivenﬁtHSt the r values in the sample were all pbsitiVe, the

finding is also in agreement with McKinnon's complemantarity

274The d employed in the regressions is the simple average

of the rate of interest banks and near-banks pay on all

types of deposits and on currency in circulation. _

275This is not surprising in view of the fact that most of

the values of d in the sample were negative. . The average
value for the d-was -1.45 per cent. At relatively low e-

- turns (d) to real balances, the "conduit" ‘effect is dominant

" so that I and d vary directly with each other; and at '

relatively high values of d, the "competing-asset" effect is

'dominant_such that I varies inversely with the d. See ‘
Figures 6-1 and 6-2 of Chapter VI above. - :

s
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hypothesis as d%scussed in the pgeviéus chaptér.zvs

In general. the results conéerning fhe aggregate
invest@e;t function compare'favoufably with'Yoo’s'Eegults.

For examp]é, in.his séudy, thé e;fiméfed coefficient on Y in
Taiwan’'s case was 0:121 and that on the lagged money supply
variable Qas 0.546; and both of‘these estimates were signif-
icant at the 95 per cz_z-n’c.le'yel.z'T»‘7 |

The results'concerning'fhe deménd for real balances jn
‘ Uganda.(equation }2) of Table #-10) also bear out the ‘
McKiﬁnoh thesﬁ;. fﬁe.estimated coefficients on Y, /v,

(M®/P)_,, and d all 1ave‘the expe¢}ed signs. The estimates

on Y and r are statiStically.Signﬁficant at‘the 99 per cent
.]evel, éhd'thaf on the.laggeé money supply variable ié'sié-
nificant at the QO.per cent level. Agéin. the estimate'on r . 

is negatiyé as in the investment equation. h ‘ o

ﬂThe'PéSUIté repor ted ip equation (2) of Table 7-10 éﬁe
consistent with results reported by g%lbis, Brillembourg and

Fry~278‘ ‘ | ‘ ‘ ‘ .

Next; according to results presented-in equation (3) of

Table 7-10, the DEN,* the TEN, and the M°/P appear to be
~ main determinants of real income in Uganda. The estimates
associated with the DEN and the TEN are statistically

sfghifiéant at the 99 per cent levei;'and the'estimdtéd

27.8The.r had an average value of 8.00 in this sample.
277See Yoo, "The Role of Money as a Conduit for Savings and
Investment in the UDCs,” Table 1, p. 524. = .
27.85ee Galbis, "Money; Investment, and Growth in Latin
America, 1961-1973," Table 2, pp. 431-32; Brillembourg, "The
Role of Savings in Flow Demand for Money," Table 1, p. 289;
and Fry, "Money and Capital or Financial Deepening in
Economic Development," equation (17, p. 473. :
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coefftctent on the Mt/PviS'significant at the.90 per cent
“level.’ The.one period lagged investment and the M /P var1a-[
- bles were. found to be h1gh1y col]1near the smmple »
correlat1on cqeff;cment between them was O.éi34.‘vThis
expTains the apparent statisticalbinsﬁgnificance of the ~
estimated cbéfftcient on the laggedtI and'the relatively '_
- low t-statistic of the est1mate as5001ated with the variable
M /P, | _
| All the est1mates in equat10n (3) of Table 7 10 except
that associated- w1th the. DEN have the pred1cted stgns \
, Apart from the\problem of mu1t1coll1near1ty, the change in
the sign of the estlmate on’ the DEN may be exp]a1ned by

d1fferences an the rates of growth of real income and

ulation. From Table 7 7 above d{Y/N)/dDEN < 0, and from
Table 7-10, dY/dDEN > 0. Th1s implies that a-rise (fall) in
N leads to a rise (fall) iny, but to a fall (rlse) in

he Y/N This is only poss1ble 1f the populat1on growth

rate is h1gher than the real income growth rate

In .Uganda'’ s case, the populatlon growth rate exceeded
' the.real 1anme‘growth rate for only about a half of the
: per1od under study 279 Hence for at least a half of the »
sample per1od one cannot Just1fy this change in sign on the'
~bas1s of d1fferences in the rates of growth Other than
.vmu1t1coll1near1ty, the only other explanat1on for the
'reversal of the s1gn of the coeff1c1ent on the DEN SR that
as 1nd10ated before the DEN is a- poor measure of the '

179See Table 2 3 of Chapter II
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pressure of the populat1on on non cap1tal resources in- th1s
case. |

Finally,~in,reference to.equation (4) of Table'7-10 it
is clear that the est1mated coeff1c1ent on the lagged money
supply var1able and that on d haVe the pred1cted signs. %
'They are. also 51gn1f1cant at the 95 and 99 per cent levels,
'respectlvely The est1mate on Y has the expected s1gn, but
:15 stat1st1cally 1nsign1f1cant at the 90 per cent level
The apparent 1ns1gn1f1cance of th1s est1mate may be due to '
the problem of mult1coll1near1ty The s1mple correlat1on,
'coeff101ent between Y and the lagged money supply varlable
was found to be 0-.7889. N |

' 0r1g1nally, Y-, had been 1ncluded among the ‘{

',predeterm1ned var1ables 1n equat1on (4) of Table 7- 10 in
accordance with Yoo"s spec1f1cat1on 280 However, 1t was |
found that 1nclus10n of the lagged Y led to poor - results due:
to mult1c6ll1near1ty The s1mple correlat1on coeff1c1ent
‘,between Y and lagged Y was found to be 0 9818 and that be-
5tween Y_1 and" the (M°/P)-, was 0. 7694. Consequently, the

lagged Y was excluded from subsequent regress1ons

Impact MUItileers o ,'- 4T ‘_1$_g1 S,
The reduced- form of the structural model 1nyTable 7:l0,;

j1s presented in Table 7-11. o » | :
An exam1nat1on of the results in Table 7- 11 vis-a—vrs ~”:

'{those in Table 7 10 above shows that the 1mpacts of r, d, o

—----'——---_--—----

280See Yoo, "The . Role of Money as Condu1t of Sav1ngs and
Investment in the UDCs;“ pp 522 24 " S
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DEN, ’TEN and I | on the relevant endogenous var1ables are

h1gher in the reduced form version than in the structural

'modei. This means that when both:d1rect and 1nd1rect

°effects]of'these predetermined'Variables are taken into

account the var1ables have greater 1mpacts than when only
the d1rect impacts are cogf1dered However, th]s 1s:not ’
‘true for the lagged M°/PLVar1ab1e In comparison to the
structural model, the total 1mpact of the lagged MO/P is

lower in the case of the saving function but h1gher in

'regard to the. rema1n1ng endogenous var1ables when both the

‘direct and indirect effects are taken 1nto account.

Elasttcfty Multipliers

" Table 7-12 presents the e]astlc1ty multipliers

_cons1stent with the estimated model of Table 7-10.

As Table*7-12 shows, the lagged M°/P has the greatest

'positive impactgon real investment. The return (r) on

. & .
capital exerts a greater ndfztiye'impact on real investment

in Uganda~than the real depoSit rate (d). Further, in

»:regard to the demand ;2p/fedl balances, the DEN variable

E

appears to have the g eatest pos1t1ve 1mpact on it, wh11e;r
has a greater negat1ve 1mpact on the var1ab1e than the d
Furthermore. in: reference to the 1 and S funct1ons (Table
7-12, rows 3 and 4, respect1vely) the DEN has’ the greatest-
pos1t1ve 1mpact SR o

F1q?]ly. it 1s ev1dent fromeable T-12 that a]l the

elasticity mult1p]1erslare-less than un1ty in absolute

terms, exoepth{dl/d(M°/P)L{}{(M°/P)g1/1}; which is greater

211
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than-on?,' Thus, ih:general, the.demand for (supply of) real

. 213

investment real balancesv'real income, ~and real savinQS'tn
Uganda tend to be 1nelast1c with respect to the 1nterest
rates and the rema1n1ng predetermlned variables in the cur-
‘rent model. :

In summary, the-evidence sUggests that the McKinnon
thesis lthe complementarity hypothesisl is d@pplicable to
Uganda. at least for the perlod under consideration.

It is worth noting that the regression results of -
Models I and 11 generally support the conclus1ons based on
Vresults from s1ngle equation models A fuller compar1son of
the single equation with the simultaneous equation results

is under taken in the following section.

H. ComparIng Single Equat1on with S1multaneous Equat1on

Results‘

The results in Table“7—1 through Table 7-7 (results:
based on 51ngle equation models) and those in Table 7-7
through Table 7-12 (s1multaneous equation results) are
generally similar in two respects On the one hand, all the
results .show that the elast1c1ty of real sav1ng (or the '
sav1ng rate) w1th respect to real 1ncome or to f1nanc1al
1ntermed1at1on (Tables 7 1, 7-9, and 7- 12) is less than
"un1ty ‘Thus, the ev1dence suggests that saving in Uganda is

1nelast1c w1th respect to income and w1th respect to

- financial -intermediation.  As noted earl1er saving is also
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" inelastic with respect to other variébles;‘such as foreign'
'cepital'inflows and the rate of interest.

On the'other'hand, bothlmethod5<of estimation appear to
be generally similar in discriminating among variables on F
the basis of statistical significance If a variable is
1ns1gn1f1cant in its eXplanat1on of the var1at1on in the de-
pendent variable in a s1ng1e equat1on model 1t will
generally_also turn out to be insignificant in éxplaining
the variation in the variable when a comparable simultpneous
equationJmodel‘isTused. ‘ h

- However the d1fferences between the results appear to
be ‘more pronounced than the s1m1lar1t1es Table 7-13 br1ngs
out the maJor d1fferences, especially in regard to the var1-
able “of 1nterest f1nanc1 1 intermediation. As the table
shows, the coeff1c1ents appear to ge underest1mated when -
single equatwon est1mat1on is usdd as compared to when
swmultaneous equation est1mat1on is used. For example, the
coeff1c1ent est1mates assoc{;tEd with the proxy for
f1nanc1el 1ntermed1et1on in Table 7-13 are smaller under
single equation estimation (equations 1 through_4)athan
under simultaneous equation estimgtion\(equations 5 through
8). 'In addition, tt is only under simulténeous equation
est1mat1on that orile can account for the dlrect and 1nd1rect
impacts of the truly exogenous (and- lagged) variables on the
left-hand variable(s). This is done-by obta1n1ng the

ﬁ”reduced form vers1on of any g1ven structural mode1,

po1nted out before. S1ngle equat1on'est1mat1on takes:
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R4
account of only the'direct impacts As observed earlijer, it
is only when both 1mpacts are considered that the subsequent
conclusions are fully Justified. For example, the 1mpacts
of capita] inflows (CI)- onwboth the sav1ng and investment
| rates are réduced when both dlrect and indirect effects of
'the-CI on the S/Y. and I/§ are cons1dered than when only the
'direct effects are taken into account (Compane the impact
mu]t]pllers -0.QO14 and 0.0039 with parameter estimates
. -0.0092 Xnd 0.006 of eduations 5 and 6 of Table.7- 13 or
-0.016 and 0.864 of equat1ons 1 and 2 of the table corre- - ;
sponding to S/Y and I/Y respect1ve1y ). \
In summary, the evidence suggests . that whenevervposs1-
’b]e simultaneous equat1on models should be preferred to

single equat1on models

I. Testing for Structural Change

As pointed out at the beg1nn1ng of th1s chapter, the

"evidence from tables in chapter II 1nd1cates that a

~

structual change m1ght have occurred dur1ng f1sca1 year
1972/73 It, therefore, became necessary to: test for the

structural change.

e

The original sample was d1v1ded into two subsample o
cover1ng the periods 1950 1872 and 1973 1976 respectiujzy

~Since the second»samp]e consist f only four observat1ons

‘on each variable the. Chow. Test for~structural change,

rather than the dummy var1able proced re was ut111zed tTo'.
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compute the Chow Test F: stat1st1c, the fo]lowing procedure
is implemented: (1) Run of f the regression using the entire
sample (1950- 1976) and calculate the residual sum of squares

(U'U); (2) Then run off the regress1on using the first

vsamp]e (1950-1972) and calculate the residual sum of squares .

aga1n (Ug’Ug ). The test of the null hypotnesls that the
add1t1ona1 (1872- 1976) observat1ons obey the same relat1on

as the first (1950 1972) is given by the Chow Test

/’N?/i_‘stat]st1c = {(u'U - Ug"Ug»/m}/{Uy" Ug/(n - K)}, where K is

(

th number of regressors (1nclud1ng the constant), n is the
s1ze Qi\the first sample (1950 1972) and mis the size of
‘the gecdnd sample (1973- 1976) .

Table 7 14 presents results of the Chow Test for -

.struéﬁural change in Ugdhda for the fiscal year 1872/73.

- (B) are f

Equat1onsii;) and (2) of Table 7-4#4, equation (3) through
Table 7- 3,‘and equa 1on§/XZT'through (10) are

from Tablé 7-7

f1ve caSes the calculated”F staﬁ%ét'c exceeds the 5 per

cent critical F value Thus.,yhefaaﬁcu]ated F. stat1st1cs

' are s1gn1f1cant at. 1east aﬁ;7hé%95 per ‘cent level in e1ght
jout of the ten cases showﬁé@@/fable 7- 14 Therefore as

‘.suspected it appears that Xhe:e was a structural change ¥n

/ A /’: b

A



TESTING FOR STRUCTURAL .CHANGE DURING FIS
. MEANS OF THE CHOW TEST

\.'/

’

TABLE 7-1‘4

CAL YEAR 1972/73 BY

++

.

-

a

3 Calculated 5% 1%
Equation CHOW TEST - |CRITICAL CRITICAL
F Value F  Value F  Value
(1) Lns = £7(In ¥, 1n FI) v 2.09° 2190 4.50
, _

(2) s, = £,l¥, F) N 4 3.59% 2.90 4.50
13 s* = £ 0%, ) 4.1t 3.01 4.77
(4). sp = £, (v, v g.16™t 3.01 4.77
P—' - T -

(5) §* = £ (v*, vt F1%) 3.79% 7 3.06 4.89°
_ -

HE)  sp = £ (X%, b, F1n) 6.70% 3.06 4.89

o8 . o AY Y .S ° +
(77 = £,08%, W FI, CI, (§)_ . b) 3.43 3.18 5.20
: - £ (S, (b s ++ "
(8) FI = £515, D _ .. () _ 4.99 3.01 4.77
Y _ AY : ) :
(9) § = £g(DEN, EN, §X, TLPR) 1.11 3.06 . 4.89
, . 1 _
Cr o AY, ++ .

(10) § = £)4(F1, (g9 _, CI, x, b) . 6.24 3.11 5.03
1 The equations are éktracted from Tables 5-4, 5-10, and 5-12.
..+ ' '

The relevant estimate is signficant'at the 5% level of significance.

The relevant estimate is significant at the 1% level of significance.
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Uganda dur1ng the 1972/73 fiscal year

~. ~

A
The Chow Test was also used to test for structura]

chaﬁge in fiscal year 1968/69, given the decline 1n_the
monet1zat1on ratio (MR). After all, the dummy variable
analysis (equat1on 7- 5 above) shows that the MR registered a -

: permanentuchange after this peri However, the evidence .

(not'shown here) reveéled that (the structural change may
have been éonfinéd only to the MR. It appears, therefore,
that after 1968 (but before 1973), there was noysignificant

’change in economic activity in the cbuntry, a]though the | R

output of the non-monetory sector was definitely grow1ng at
a higher rate than that of the monetory sector.

That there was a structural change dur1ng the per1od
1972-1973 exp]a1hs why the.openatlona1 samp]e for the
regressiOn‘results discussed above only cévéred the period

1950-1972.



CHAPTER VIII o
concwsmN o

A. ‘Summary

(=]

This study,has attempted to*aSSess-the role of
financia] intermediartes in the‘saytng-investment process in
| Uganda.' This has been done in three basic stages. The part
}”played by the financia] intermediaries in pnomoting and-
'mobilizing saving was studied. ‘.In addition 'thetr ‘role in
f1nanc1ng investment or allocating sav1ngs amongst compet1ng
1nvestment channels was assessed Further, their role in
the resource- dra1nage ("leakage") mechan1sm and in the
- monet1zat1on of Uganda s economy (that is, thej |
transformat1on of the non-monetary sector of the economy)
was exam1ned In the course of these stages, determinants
of saving and investment other than Financial intermediation
were discussed and statiSticalty tested;“and‘the Financial
deve1opment of the country dUring‘dhe period as well as var-
1ous 1nst1tut1onal arrangments for the prov1s1on of
d1fferent types of flnance were scrut1n1zed

I

After a conc1se rev1ew of the structure of the economy,

‘,'the nature of f1nanc1alv1nst1tut1ons in the country was ,

d1scussed The banking system is the largest component of
'the f1nanc1al sector owning between 50 and 60 per cent of
the sector’ s’resources. The Bank of Uganda (the central
“bank) has adequate control oVer.ccmmerctal banks and,

. 220
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pract1cally, all other cred1t 1nst1tut1ons in the country

- In its pursu1t of flnan01al policy, it can control v1rtually

all the act1v1t1es of the cred1t 1nst1tut10ns For

.1nstance it can restrlct the1r lend1ng act1v1t1es by

1mp051ng on them terms 'of lend1ng, max1mum 1nterest rates at

which they ought to lend sectors to which they should lend

) and amounts that they should lend.

. As far as lend1ng is concerned cred1t institutions
are, to a large extent, spec1al1zed Commerc1al banks tend
to spec1al1z£ﬁ1n shor t - term lend1ng, 1nsurance companies in ’

med1um term and long-term lend1ng,‘and government

. development f1nance parastatal bod1es and agenc1es in only

glong term lend1ng Further the f1nanc1al 1nst1tut1ons are‘

an 1mportant source of f1nance for the government .Acts“of
Parliament were passed_and decrees have beenﬂpromulgatedAto |
¢nsUrefth3t some'of the institutlons; funds flow to the -
government ~Such flows are in the form of purchases of
treasury bills, government stocks,_tax reserve cert1f1cates,.
and other f1nanc1al 1nstruments 1ssued by the government
Both single- equatlon and- 51multane0ussequat1on models .

P

were formulated and est1mated The 51ngle equation models :

:of sav1ng were based on the absolute income and the

permanent 1ncome hypotheses

In regard to real sav1ng and the saving. rate._1t was

'found that the1r main determ1nants in Uganda are per cap1ta

"real 1ncome real balances (lagged one perlod) f1nanc1al

1ntermed1at1on real forelgn cap1tal 1nflows, taxat1on and

) . ar . . . .
. . » . : - . L . . }
~
)
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fthe rate of growth of real 1nbome Sav1n. and the'saving

rate vary d1rectly with all the deter s.‘except real

_ fore1gn cap1tal 1nflows with wh1ch they vary 1nversely lhe - :

~MPS out of real 1ncome averaged 0 17 1n th1s study, and
sav1ng and the sav1ng rate were found to be generally
»1nelast1c with: respect to thelr determwnants h ,

| The ma1n determ1nants of real 1nvestment and the

~1nvestment rate in Uganda were found to be real 1ncome real.

7balances (lagged one per1od). and the real rate of return on._"

‘capttal f1nanc1al»1ntermed1atlon and real fore1gn cap1tal
inflows Investment or the 1nvestment rate var1es d1rectly
with all the determ1nants, except the real return on‘
cap1tal w1th wh1ch it is 1nversely correlated fThé '
country s marglnal propens1ty to 1nvest was found to be ,

0. 093 CIn add1t1on, 1nvestment appears to be xnelastlc w1th
respect to all 1ts determ1nants ‘except real balances
'“Investment tends to be elast1c with respect to real balanceS‘

in Uganda,. Further. real balances were found to exert the

greatest pos1t1ve 1mpact on real 1nvestment while the
" return: on caplﬁ%l was found to- have the greatest negattve

. effect on 1t

It was also found that lagged real balances. per cap1ta‘_“

energy consumpt1on (a proxy for per cap1ta f1xed cap1tal)

‘dd labour part1c1patlon rate populatlon pressure on

'non cap1tal resources, as well as financ1al 1ntermed1at1on.?,-=
'are the main determ1nants of real 1ncome and pet cap1ta

X 1ncome 1n the country In add1t1on, the maJor determxnants |

hd .

| Jfﬁ“?:j,



be the rate of growth of real 1ncome were found to be the
sav1ng rate 'real cap1ta] 1nflows and fwnanc1a1 o
'1ntermed1at10n _ ‘, _‘ _ “

| Furté%ﬁhore, the ev1dence appeared to support the ma1n

baihypothes1s of th1s study that f1nanc1al 1ntermed1ar1es p]ay

- an 1mportant role 1n the saving 1nvestment process 1n-f”

UUganda On the -one’ hand f1nanc1al 1ntermed1at1on was found~f1

:‘toﬂba a very s1gn1f1cant determ1nant of both real sav1ng and*

\ wthe sav1ng rate 1n Uganda The MPS out of total f1nanc1a1 ',

assets (a proxy for f1nanc1a1 1ntermed1at1on) averaged about -

'0 15, wh11e the d(S/Y)/dFI was - about 0 65 when the rat1o of
Ahreal ba]ances Mz 33 income (Y) was used to proxy f1nanc1al
1ntermed1at1on (FI). R T h
| On the other hand f1nanc1a1 1ntermed1at1on was found
,‘;‘also to be a. very 1mportant determlnant of rea1 1nvestment
:”The est1mated coeff1c1ent on the FI 1n the 1nvestment rate j“'
‘equat1on (that is, d(I/Y)/dFI) was about 0. 48 when the M /Y
_‘was used as the proxy for flnanc1a] 1ntermed1at1on, and
about 0. 15 when the add1t1ve 1nverse of the currency ratto _
_vwas used as the proxy However, f1nanc1al 1ntermed1at1on in w
iUganda also appears to" be 1nfernced by the rate of sav1ng
Uand the growth rate of the economy Further, 1t was found
‘that Uganda s flnanc1al 1nfrastructure exper1enced
’ »;remarkable growth during the per1od stud1ed In regard to
ijﬂmonet1zat1on the edegnce was, not conclus1ve }(:1nanc1al
' 1ntermed1at1on appéars to. enhance monet1zat1on An Uganda

vHowever, the relat1onsh1p between f1nanc1al 1ntermed1at1on

A



'i*and %Hg monetlzat1on df the country s economy appears to be 1
ilweaK ey .‘ S o | |
Unfortunately, data on "leakages caused by ftnanc1al
'1ntermed1atton 1n the country were 1nadequate _ v
”lConsequently, an overall.'assessment of~the part played by .
| the f1nanc1al 1ntermed1ar1es in the resource dra1nagea_ |
imechan1sm was not poss1ble However.,as far as the bank1ng ”
'.system 1s concerned the avawlable 1nformat1on 1ndicated that
‘vthe system has not been a maJor part1c1pant in the . yf -f-’
<wmechan1sm | | R | '~ |
1 F1nally, 1t was found that f1nanc1al 1ntermed1at1on in;
f:Uganda is both supply lead1ng and demand follow1ng It
‘sJ1nfluences sav1ng and the economy s growth rate and 1s, in

'3turn, 1nfluenced by them In add1t1on..1t was found that
‘ ) g
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v _‘s1multaneous equat1on results appear to. be super1or to s1n- ;-"

| gle equatwon results

'\a..', Limitations and Ouanficmions

The ma1n shortcom\ngs of th1s study stem from data
"VCoverage data accuracy, and om1sstons of hypothet1cally
.'v1tal var1ables in the regress1on analyses of Chapter VII

: '. Data coverage was restrlcted to the organ1zed money and
:'tcap1tal markets As the om1tted 1nst1tut10ns are relat1vely
7_1nsign1f1cant the1r omﬁssion was not expected to affect

| ts1gn1f1cantly the results of the study T e

Data 1naccuracy is due to restracted coverage and to e



methods used in comp111ng the data Restr1cted coverage im-

-p11es that some of the va]ues of var1ab1es are ‘}'

”underest1mated The methods used _may lead to 1naccurac1es

| nFor example ‘the product of the non- monetary sector %in

Uganda and in other deve]op1ng countr1es 1s s1mp1y

: est1mated However, a read1ng of the l1terature on s1m1lar
s‘udles in deve]op1ng countr1es reveals that all such
'Wstud1es are p]agued by th1s problem of data 1naccura¢y or

'1nadequacy

Lastly. as- po1nted out in Chapter IV non-economic ‘
.wfactors (like pol1t1ca1 stab111ty§%nd occupat1on) are also
11mportapt determ1nants of sav1ng and 1nvestment In this
:fstudy. no attempt was made to assess the 1mpact of such

‘ factors on ‘the sav1ng 1nvestment process 1n Uganda

C.' Policy Imptications of the Study

: Saving and Investment o |
As f1nanc1al 1ntermed1at1on plays such a v1tal role in

the sav1ng~1nvestment process AN the country, 1t should be -

';t encouraged further both on the extensive and 1ntens1ve

e marg1ns On the extens1ve marg1n, for example commerc1al

@

gbanks should be encouraged to extend the1r branch network

~into the rural areas, and on the 1nten51ve margin all

'cred1t 1nst1tut10ns should 1ntens1fy thelr act1v1t1es and
~:1mprove thelr efficiency ,.The usefu]ness of the bank T
...‘ca_rtel_ | established by the :"Sumnary of Banking Arrangments" o



- of°1929 -should'be Crttically evaluatedf In'thiS‘reSpectg a
rev1ew of the structure of 1nterest rates shou]d be
fundertaken | ‘
' . ‘ @ N : N
‘At the moment, there is noxsecondary capital market in
the COuntry and'yet such'a-market'may'encourage deveiopment;
1f the presence of - such a market is. cons1stent with the
'pol1t1co econom1c gOals of the country, it should be -

establ1shed as soon as poss1ble

Further, the net effect of cap1tal 1nflows (or fore1gn s

a1d"‘1n general) needs critical exam1nat1on On the one
.hand th1s study 1nd1cates that the cap1ta1 1nflows
encourage domest1c 1nVestment ~and on ‘the other hand, vthe |
11nflows d1scourage domest1c sav1ng Morever with al] types'
of fore1gn a1d " there are always strlngs attached Al |
qth1s SUggests that further research 1s‘fequ1red to assess

‘the overa]l effect of cap1tal inflows.

: Sta-tfstﬁcsV S N
| _ Even: the off1c1a1 annual Statistlcal Abstnact and the
Bank. of Uganda publ1cat1ons do; not cover f1nanc1al
,fnst1tuttons other than the bank1ng system and ‘the Post
;fo1ce Sav1ngs Bank The Stat1stlcs D1v1s1on of the
M1n1stry of Plann1ng and Economlc Development and the
gResearch Department of the BanK of Uganda ought to f1nd |
Wextra resources to enable them to co1lect data from, say,.
¥
f 1nsurance compan1es. deyelopment f1nance parastatal bod1es,
§ co- operat1ve and bu1ld1ng soc1et1es, and h1re purchase

\\fompan1es It would even be better if a new pub11cat1on _“

yas
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devoted'to.financial statistlcs were founded.
tLendlng Qo the Govepnment )
| As we have seen, some funds from f1nanc1al 1nst1tut1ons
fare d1verted into f1nanc1ng government expend1ture This
d1ver51on ‘¢an be very useful in a develop1ng country if the
' government ‘utilizes such ‘funds to f1nance high- pr1or1ty ﬂ
"1nvestment prOJects ,or to 1mprove the 1nfrastructure of the
- economy However, 1f such - funds go into f1nanc1ng
Tow- pr1or1ty prOJects or celebrat1ons, then the d1ver£fon
h1nders development ,The basic question then is: Does the
~ government use such funds 'more efficjently”gthanfthe. '
f}f1nanc1al 1ntermed1ar1es would7~ This is a guestion policy
vmakers and development planners should contemplate |

’ser1ously

Other Policy Implications | |
First, likercapital'inflows,'the questjaa-oé "leakagesﬂ
needs fur ther investigation.i ': ] 4‘
‘Second, -that*savlng is’determined by income and that
the income growth rate depends on the sav1ng rate 1mply that
further efforts d1rected towards ra151ng 1ncome and sav1ng
'.1n Uganda should be encouraged The government shoqu be
‘recommended 1n th1s case, for, as it is ev1dent from B f:fff//
_development plan§ it has hwtherto formulated pol1c1es a!med-.-r'
: at 1ncreas1ng sav1ng and income in the country ‘over t1me _'}‘
However, 1t seems extra effort is requ1red to 1mplement the _—

> development plans i‘; .
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. MAdOR SOURCES OF THE DATA USED IN. THQS STUDY -

DATA

SOURC-

1. Gross Domestic Product (GDP)
‘2. Gross Fixed Capital Formation

. (GFCF)

3. Consiumer Price Index (CPI)
4. Populatlon (N)

-

All from, IMF, Internatlonal Finan-
cial Statlstlcs, various 1ssues
Data counterchecked by use of oL

Uganda Government, Annual Statis--

tlcal Abstracts, 1957 1971

'5." Government Saving (Sg)
6. Annual Average Loan Yield (1)
7. Cotton and Coffee Price
: ‘Assistance Furids
- 8. . Post Office Savings Bank
Balances

}1. Annual Statlstlcal Abstracts,

-various issues. Countcr—ﬂ
-~ -checked through: .
2. East African Community, Econo-
o mic and Stat1=t1cal Review,
varlous issues.

9. Total Assets for Bank of Ucanda,
€ommercial banks and the Ugan-
da- Development Bank - -(UDB)

10. Money Supply (Nl)

11. Time and Ssavings Dep051ts(TD)

12. Treasury Bills

13. Government Stocks )

14. rax Reserve Certificates

15. East African Currency Board
(EACB) assets/liabilities

Bank of Uganda publlcatlons-

1. Annual Reports, 1967/68 1971/72
2. A Review Of the Ecenaomy ‘of
- Uganda: (March 1979) - '
Quarterly Bulletin OfnStatlS-
: tlcs, various, issues.

PLUS personal discussions .and re--
- search with personnel. in the .
4. Reséa:lh\and Statlstlcal Dept

of theYBank

Ed

16. Balance of Payments Data

3. .1966-1970:

1. 1950-59: world Bank, ‘The Eco-
nomic Developnpnt of Uganda
-(Baltimore:. Jbhns Hopklns
Press, 1962) ;

2. -'1960~66: ' Annual Statistical ]

i Abstracts, various issues. -

-Uganda. Government,

: The Action Programme, op. cit.

4. 1971- -1976:  Bank of Uganda, A
Review of the Economy of -

Uganda

17. Uganda Developmerf’Corporatlon
assets/liabilities’

18. Insurance" Companies,

’ " assets/liabilities

T

1. Annual Reports of the lnstltu—'

tions
2. . Personal Contacts with . the

Accountlng Departments of -the
1nst1tutlons .

" {1s. -Uganda Credit and Savlngs Bank
1 0 assets/llabllltles '

George Boga, The ”1nanc1ng of Smagl g

Bu51nesses in Uaanda.,
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e B e APPEI’DIX A2: e '
-~ SINGLE EQUATION MODELS: REGREssmN RESULTS BASED on NomNAL



APPENDIX A2 . e

| In this append1x the results based on nom1na1 var1a- _t
bles are presented Spec1flcally, an’ attempt is’ made obta1n |
the determ1nants of nominal saving and nominal 1nvestment in
gUganda As ment1oned in the text many stud1esremploy ;

" nominal, rather than rea1 var1ables in runn1ng off
regreSsions "S th1s appendlx w1ll, among other th1ngs,‘.v
- prov1de a frame of compar1son of our results w1th ‘those from'

such.stud1esu‘

7Determinants:ofﬁNominallSavthg.'5-

The Absolute Income Hypothesis |
As Table A2 1 shows current 1ncome (PY) f1nanc1a1

1ntermed1a%1on AF), the pr1ce level (P). nominal - fore1gn
| cap1ta] 1nflows (PCI). and taxat1on (PT) ‘are the main -
determ1nants of nomlnal sav1ng 1n Uganda NomJnal sav1ng .
varies: dlrectly w1th all these var1ab1es, except the cap1talf
'1nflows w1thdwh1ch it varies 1nversely The coeff1c1ent

;,est1mates ass001ated w1th all these var1ables ag\jl
‘\Htstatlst1cally s1gn1f1cant at the 95 per cent level

'~:<

The coeff1c1ent est1mate on R the nomtnal rate of

;\ .

Ut'anterest is, however, 1nstgnificant at the 90 per cent

‘flevel throughout the equat1ons included 1n the table “tﬁé@jf”

iftjpossxble reasoﬂs for the stat1st1cal 1ns1gn1f1cance of th1s'; i.

'7var1able have already been d1scussed 1n the text
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TABLE A2-1

EMPIRICAL DETERMINANIS OF NOMINAL SAVING IN UGANDA e
‘ ABSOLUTE INCOME HYPOTHESIS 1950 1972 'E:

(1) . @ BS = -329.3 + 0.200py ~ R? = 0.7133
B B (-1.321' 4.s2) n~wx=»2.21,"-

(2) PS . = -54.2 + 0.093py + 0.115F R2 = 0
S -0.23) 7 lsT) (2.18) bWk 2

(3) PS = -68.9 + 0.096py +..0.112f + 51,65Rf‘ R? =
: 0.28) - (1.s4) T(2.03)  (0.41) DW=

(4) PSS = -2, 733 5 <. 0.664pcT | R? = 0.9329
o 16) .a(-lo;od)_ . D-W'= 1.67
_ , M) Aol

(51 - pspr = f—1 385.9 + 0. 397py ','Rz» 0.8888 .
e ' (- -2. 61) e (4.61) . D-W'=1.70 -

BN IR

_471@3 ff 0.118pY # 0.235F ' R?® =.0.9499 - .
(-2.42) (2.47))  (5.85) DW= 2,10 .. e

(&) Pspr

(7). PSpr = . -455.6 4 0.114Py + 0.238F fo;égenz}f R? = 0.9502"
;v_.(éz.as)- (2.36) .0 (5.78) . (-0.29) " D-W =-2:12".

0.9742

2900, 3 0.256py + 0.286F + '1.74P - R2 LT e

T (=7.62) :‘Ml(;I;OS), (4,89 (389 “D-W

4

‘”(5)" pSpr

"*‘5;

0.9420°

" (8) PpSpr = 41}466;9 - 0. 4I6PCI R?"
~ o .75,

(-1.95) , . (-4. -01) ‘p;w_‘

o
e

(10) . P§ = 258;5"+*a65622PT;*f7R?”"o;&zzél S LT
Lo wasy ,(10;53)',--D-w_ 1185

o

v
S, - ""1

oan flnpsu‘='r-e 7774 161 in Y f},é'o'é4so" i
DR ( -3 56) (4 29) S DW= 1,92 :

'g_(lzlﬁlnPSP:.;e; -15 7 + 2,21 1n Y 4 0. 391 ln r RE =10

RPN (-4 92) (45'9) i (2 24)" 2D

',ENOTE-- sthdents t—statzst;cs are enclosed‘in'parentheses below eac
A ]‘coeff1c1ent estxmate S R
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;fliThe Permanent Income Hypothesis - |
. Table A2 2 presents results based on the permanent
"‘income hypothes1s As the table shows permanent sav1ng h
*»(PS*) appears to be determined by permanent nom1nal 1ncome
.(PY*) and permanent f1nanc1al 1ntermed1at1on (F*) e

| Tran51tory 1ncome (PYT) appears to be statlst1cally

‘5»:1ns1gn1f1cant 16 the deternnnat1on of permanent nom1nal

vsav1ng, S0 does the permanent nom1nal rate of 1nterest (R*)
| g A compar1son of Tadle 7 6 of Chapter VII w1th Table
ﬁing2 -2 reveals that the results‘baSed On real var1ables are sTi.,
'tbetter than those based on nomlnal var\ables as far as the
.'“permanent 1ncome hypothes1s 1s/concerned Th1s aspect of d“
a?the results suggests that future econometr1o studies of _:
pfsaving in develop1ng countr1es should employ real,_rather
.‘than nom1nal vap1ables espec1ally lnsofar .as. the permanent_

-1ncome hypoth51s 1s concerned

nDeterminants of Nominal Investment R _
| The results of regress1ng nom1nal ﬂnvestment on changesl
”*l1n nom1nal 1noome (DPY) the nomlnal rate of 1nterest (R)

.=f1nanc1al 1ntermed1at1on (F). nom1nal forelgn capital

'mﬂws (PC”' a"d the rate. Of exnected mflation (DP/P)* :

' -Qare presented in Table A2 3. :

_determ1nants of nominal 1nvestment 1n Uganda appear to be

ll‘[the nom1nal 1ncome changes capital 1nflowst?and the exe'igw'f o

*Asflable A2 3 shows, the maln;if?f:'

j;pected rate of inflat1on Nomlnal 1nvestment appears to :;QQV”'

igf vary d1rectly w1th all these var1ables as hypothesized




'eEMPIRICAL DETERMINANTS OF. NOMINAL SAVING IN UGANDA:fﬁ
| PERMANENT INCDME HYPOTHESIS 1950 1972

(1Xf"

2y

“(4)

()

- (6)

Pg*

PSpr*

PSpr*. -

Pspr* '

PS*

'PS,'*

'II

e

C=734.40 4

(—3;szy.

. -484.6 +

(-3 54y

s

=665.5 '+

7.(72f38)'5'

-Il

21,029.0

.(f4;37)

—821 4 +

B =3. 94)

#

REXUE

'd)..‘

5"TN0TE.

TABLE A2 2

0.264py*
T(7.43)
:o.jzlpy*_
S (5.89)"

.sz

'o 245PY*;
G.56)

(4 53)

0 276PY*

BRI P

“R2

‘;L93;gft+i«b,z48éy*
(5.78)

=0: 9785

e 0 9886

0. 113py RY =0.9449
( -0. 66) s ;u—w,=-2.3s;_.,

ETHE";"

+7°0, 047PYt +0, 124F* -:~5129;4ﬁ*

ﬂ_oéw7=f2;zs o

0.092pyt 4. 0. 014F* . R?

0. 247PY*1—‘ 01118pyt;+ ‘b;iébf*-* Rr?

=

'_(fl.sv):'fv'(4:4oy”p' D+W..

B N

t

= 0.
( 0. 48 (o 27) " DW= 2

(o 34 S (3,09) U (-1.6T)

94
3

0.9882

- 0.164PY + 0. 178F* - BO.6R*

1.97

Te

(F121) L (4.90) o (-0le7m)

5;D-W =;1,97e 
0. 1zopyt " R? = 0.9689
( -0.79)  D-W =1.34

Students t—statlstlcs are enclosed in parentheses belowﬂff.@f”':“‘
each coefflcxent eetlmate._-' Co ‘ N .

9451 .



s '"'“”"l;,ﬁf' TABLE. h2-3 ;v‘*;;iﬂf}f;€5f‘"”

EMPIRICAL DETERMINANTS oF . NOMINAL INVESTMENT IN UGANDA
- § 1950 1972

L 'A‘
Jaer -

Q) pr o= -42,953. 1+ o, 010Apy.v"§’f=fo 8997
SRR e ¥ 60) o (013 Dewo=3.23

“(2) p1’ é';5;339.o£ 4 0150APY 'f_ R? .= 0.9271
EEEE R ¢ S B : (2. SO) o D-W.=.2.24.

L (3) PI = '2,565;6:';‘ 74 4R ”?}Tg?,e-g;904z"',,y* o T AT
St (=0.86)70 o pewelsg o o LT

@) PIL= 1.721.3 74 ;d;iq4(§):" R?
S vsvu,(2.83) ",g (3127)a Lo DW=

non
-
e e,
T \D
-y

s) Ex'uefj—l 932 8 4 0. 354pCT . R 0.9637 . . .
Lo e ; (5 24) JE Y .

9ff‘«o§d3ir..fyn?;= 0. 9255

L ey Pr o= 1j428.8 4 0.158APY 031F.
ST (0:63). 0 o = 2147

-:,‘.(2 26) : (2 45)

;Q;gl 666.2 + o 098APY 714‘714 3R ° 156(5) R
L. 1) (1.85): o, 18Y’ (2., -52) -,:';PfW‘

..\_

‘.0._;‘.'9:49;1 SRR
'2J03"-

mm;n,

Lo ; T T T
'181?P1;‘={:1 676 9+ o. OZBAPY -y Feils 110APY ; + 0. 013p e 0 167(_,
Ll r_a? = o 9496 : D-w =2, 05 T

. N . RIS RN . ) R : DR ol e

"lﬁNOTE, Students*"statzstlcs are enclosed in parentheses
o , below each estlmate. .- :
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The second lag 1n the variable DPY proved to be the

. 'f most significant among other lags in. the variable (up to il”

three were tried) The rate of 1nterest and the proxy for,‘
flnanc1al 1ntermed1ation were not s1gn1f1cant

-

A Comparison of Results from This Study with Results from .

Other Related Studies e R R R RS

Table A2 4 presents some results from studies of sav1ng

behav1our 1nad%yeloping countries v1$ a Vls results from
this study The results are based on the absolute 1ncome
hypothesis As the table shows our results compare f.ff"'

favourably w1th results from other related studies e ‘
. SR comparison of results applying the permanent 1ncome‘y]
hypothes1s on developing countries and counterpart results g

from this study has already been undertaken 1n the text | A
lz“‘ Finally.othe results based on nominal variables are {*i‘;u
:i similar to those based on real variables at least as far as

S sign predictions are conoerned
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TABLE A2 -4 “;,_§=," RN TN L

THE ABSOLUTE INCOME HYPOTHESIS - SAVING IN UGANDA COMPAREDN
SRR TO SAVING IN SOME OTHER DEVELOPING COUNTRIES

»

Dépen- . ¢ b T e
- -dent. 1 RN ‘

1 var. ""‘C';)un_,t'ry. ] Period 1_. -Cons._tanf Lo Yoo lnY | RT D.W.

© -100i82 | 0.294

_ |- 1£5.07) . 1" (13.99)
-} Brazil -»195056735;'?0120) f-w ‘?1j427)2 = o 925- ﬁ2.41
s \,éahamg,.j¢~11960 687:"_;f§j3§5;7ﬁ.g?é?ggb_'ﬂV';”,‘?‘qugsé‘ 1.53

o ,?aragéé&'f”’1962~79p R Y "J; i:@”ﬂ"V' ‘1f°fé3°*I~lf39

,7A:gehting_'jI9$ofss~' =t o 915 1.51

[ Peru | 1950768 | 4:67 | = | o668 | 0.56

e e . a3 \{enezuela "Al‘95'0A—l>6.8": . o ...9‘il‘> :1.361. '

| 20-¢ c?iéggé)?*f’f';ﬁ' AIV,I133551 0903 | 154
”'Efé?ilmt'ﬁ-ligsqfézf'A°-}i?9V ':'N_'ffV:‘,'?13883).‘°*95°J"2 40|
ff“Alﬁgf{f’“{célhmbiafl .1950‘59”;3;?:i%30y:\" .;ft>;'"?I?9?§6)i. 0-928'151 11
[ e [esee TEE T s
" . | sy | - FNi.gigsbéiff°:9°43.%4%3°.ii,;-,.

| Aroentina | 1950768 |

5

-t ’_V.éhe‘zu've'?la i 1950"68 o

SOurce° M;kesell and ZLnser,."The Nature of the Sav1ngs Functlon 1n{1“’5
. DeVeloplng Ccuntrles," E.cxt., Tables 2 and 3, P.. 9. :

L

,students twstatlstlcs are éhclosed-’

'-below each estlmate.f_‘ﬁ B P TR T i




