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1.0 
Introduction – Emerging Roles of Central Banks
Central Banks have traditionally been known to be responsible for fostering price stability and addressing other macroeconomic issues through consultation with various stakeholders with the ultimate objective of ensuring macroeconomic stability.  Macroeconomic stability is indeed a fundamental precondition for accelerated and sustainable economic growth and development, which we all yearn for as emerging economies.  However, over the past five decades or so, Central banks have become increasingly responsible for fostering sound financial systems in their respective economies.  Stability of process is crucial for fostering sound financial system. Likewise, a sound financial system promotes effective implementation of monetary policy to ensure macroeconomic stability.

Central Banks are therefore strategic in executing the “twin” cardinal responsibilities (price stability and sound financial system), which bear far reaching implications on macroeconomic stability.  In the Sub-Saharan region, Central Banks are key players in the financial system by taking full responsibility for regulating and supervising the financial system.  However, for Central Banks to effectively discharge the unenviable and formidable tasks of regulating and supervising the financial system, they must be equipped with a package of tools, which include the following: 

a) 
A comprehensive Legal and Regulatory framework;

b) 
Operational Independence;  

c) 
Budgetary Independence.

A comprehensive legal and regulatory framework takes cognizance of the dynamics in the market place.  The laws should have provisions empowering the Central Bank to issue new regulations to address the ever-changing landscape in the market place without reverting to the legislature, which often takes very long time to review and amend laws. 
Operational independence ensures that the Central Bank has the liberty to implement the legal and regulatory framework without any interference from any other authority on issues such as: 

a) 
licencing of financial institutions;

b) 
resolution of distressed financial institutions;

c) 
liquidation of distressed financial institutions.

Budgetary independence ensures that as much as possible, the Central Bank should have sufficient financial resources to execute its statutory obligations without regular recourse to another authority.  In addition, the Central Bank’s budget should not be a subject of approval by parties outside its governance framework.

2.0 
Strengthening Financial Institutions

Strengthening financial institutions is a compulsory responsibility of the regulatory authority.  Its rationale is on account of the following: 

a) 
financial institutions are custodians of public deposits;

b) 
financial institutions foster fiancial intermediation;

c) 
financial institutions are mediums through which the national 
payment 
systems operate;

d) 
financial institutions promote savings culture, which is most 
required in mobilization of domestic financial resources. 

Strengthening financial institutions could therefore be attained through the following approaches: 

a) 
instituting stringent entry requirements;

b) 
progressively adjusting the capital requirements to enhance 
absorption 
capacity of the inherent risks;

c) 
enforcing prudent risk management framework to foster timely 
identification, measurement, monitoring and control;
d) 
fostering development of credible corporate governance 
structures within 
financial institutions

e) 
instituting credible methodology for conducting both on-site 
and off-site examinations;

f) 
enforcing prompt corrective actions on distressed financial 
institutions;

g) 
fostering orderly exit of distressed financial institutions;

h) 
conducting periodic review of the legal and regulatory 
framework to align 
it with international best practices and 
standards; 

i) 
conducting periodic assessment of the financial sector to 
ascertain 
compliance with international best practices such as 
the 25 Basel Core Principles for Effective banking supervision. 

3.0 
Enhancing Financial Inclusiveness

Enhancing financial inclusiveness requires that most of the key palyers in the financial sector are accorded prudent regulatory oversight to minimize instabilities in the financial system.  However, in fostering sound financial systems, Central Banks have generally limited their regulatory oversight upon deposit taking financial institutions.  This is because deposit taking institutions have serious impact on mission of Central Banks, namely fostering price stability and sound fiancial system.  In addition, Central Banks are also time and again faced with limitations in terms of financial resources and technical manpower.  Moreover, as economies attain high levels of growth and development, numerous players in the financial sector are bound to emerge, some of which will engage in areas that might be too costly to regulate.  Central Banks have therefore to target their regulatory focus upon financial institutions which bear direct impact on their missions.

At a minimum, Central Banks should take full regulatory responsibilities upon financial institutions which bear the following characteristics: 

a) 
custodians of public deposits;

b) 
intermediaries in the national payment systems;

c) 
channels for implementation of monetary policy.

Consequently, to avoid overstretching the Central Banks, different agencies should be established to provide regulatory oversight upon other financial institutions in the categories listed below: 

a) 
insurance sector;

b) 
securities and stock exchange;

c) 
member-based microfinance institutions;

d) 
pension funds;

e) 
savings and credit associations;

f) 
development banks.  

In Uganda, the Central Bank’s regulatory oversight is limited to deposit taking financial institutions only.  Other regulatory agencies in place include the following: 

a) 
Insurance Commission – which provides regulatory oversight 
upon the 
insurance sector;

b) 
Capital Markets Authority – provides regulatory oversight 
upon the 
securities exchange.

Plans are underway to establish regulatory agencies for the pension fund, development banks, savings and credit associations, member based microfinance institutions.  

4.0 
Conclusions 

To enhance financial inclusiveness therefore, coordination of the various regulatory agencies is necessary for the following reasons: 
a) 
in order to harness economies of scale from the different 
regulatory 
agencies, there is need to have a formal 
coordination to enhance information sharing.

b) 
a formal arrangement through a Memorandum of 
Understanding (MoU) 
can be instituted among the different 
regulatory agencies to foster 
cooperation.

In Uganda, a Memorandum of Understanding has been institutited which provides a common platform and channel for different regulatory agencies to share information and address regulatory issues of mutual benefit.  To further strengthen the platform, the Central Bank is represented on the Board of Directors of the Insurance Commission and the capital Markets Authority.   
PAGE  
6

