
BANK OF UGANDA 

 

 

REMARKS BY  

 

DR LOUIS A. KASEKENDE 

DEPUTY GOVERNOR, BANK OF UGANDA 

 

At the AACB Governors’ Symposium on the theme 

“Independence of Central Banks: Myth or Reality” 

 

Sub theme:  

“Rising Significance of Central Banks’ commitments 

relative to their balance sheets, instruments and 

administrative autonomy” 

 

Thursday, 13th August, 2015 

Malabo, Equatorial Guinea 

 

 



Page 2 of 6 

 

Rising Significance of Central Banks’ commitments relative 

to their balance sheets, instruments and administrative 

autonomy 

 

Central banks in the developed economies (USA, Europe and 

Japan) have faced additional commitments since the onset of the 

global economic crisis, especially in respect of averting financial 

instability, which has necessitated a large expansion of their 

balance sheets. These trends have been less apparent in Africa 

where there has been no need for large scale quantitative easing 

to avoid deflation or to prop up illiquid financial institutions.  

 

At least in terms of the scope of their functions, the recent 

historical trend for some of the central banks in Africa has 

involved a narrowing down of their mandates to focus on the 

core mandates of maintaining macroeconomic stability and 

banking supervision (in some countries the latter is the 

responsibility of another agency). Over the last two to three 

decades, many central banks in Africa have been able to 

discontinue some of the functions which they had previously 

engaged in such as directed lending schemes and the 

administration of foreign exchange allocations. This is a positive 

trend for economic management, because it enables central 

banks to focus fully on what they can do best, which is 

formulating and implementing monetary policy to maintain 

macroeconomic stability and regulating the financial sector. 

 

There is a growing trend towards operational independence of 

central banks, in Africa as elsewhere in the world. In some 

countries operational independence is enshrined in legislation 

even if de facto independence is more difficult to guarantee.  
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The primary argument to support operational independence is 

that, in the case of both monetary policy and financial 

regulation, political control of the operation of central banks 

would risk time inconsistent policies which in turn would 

adversely affect the incentives facing the private sector, with 

detrimental consequences for economic management.  

 

However, there are also emerging pressures on central banks to 

broaden their mandates and resume a developmental role, if not 

necessarily in the same way that it was performed in the 1970s 

and 1980s. These pressures appear to be motivated by the large 

financing gaps facing many developing economies – the gap 

between the financing requirements of investment, especially 

infrastructure, and the available resources which are often 

constrained by public borrowing capacity.  

One example of these pressures is a suggestion that central 

banks should invest their foreign exchange reserves in 

development projects in their home countries, rather than in 

safe and liquid foreign assets. Central banks may also have to 

administer, or even fund, directed credit schemes to channel 

loans to favoured sectors or borrowers. Adopting developmental 

roles would risk undermining central banks’ ability to deliver 

their core mandates of macroeconomic stability and financial 

regulation, both through its impact on their balance sheets and 

on their operational independence.  

Impact on central bank balance sheets 

 

Central banks need a strong balance sheet to implement 

monetary policy effectively, especially because they may need to 

absorb the costs of conducting monetary policy without making 
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losses or becoming insolvent. Undertaking developmental roles 

could weaken central banks’ balance sheets if it exposes them to 

losses on investments in risky ventures. Central banks may also 

face pressures to expand the size of their balance sheets – 

essentially by printing money – to generate more resources for 

investment in development projects, which would threaten to 

undermine macroeconomic stability.  

If foreign exchange reserves were to be used to finance 

development projects they would not be readily available for use 

to support the balance of payments, which would render the 

economy more vulnerable to external shocks. Finally, if a central 

bank is engaged in a directed lending scheme which entails 

channeling funds through commercial banks to favoured 

borrowers, it becomes very difficult for the central bank to fulfill 

its role as a regulator effectively, especially by enforcing prudent 

lending standards on the commercial banks. 

 

Impact on central bank independence 

 

There is a clear link between the types of mandates that a 

central bank has to carry out and the democratic legitimacy of 

their operational independence. Provided that there is political 

support for the policy objective of monetary policy, such as an 

inflation target, it can be argued that the formulation and 

implementation of monetary policy to deliver the policy target is 

largely a technocratic exercise which has no distributional 

implications and, therefore, can be delegated to an independent 

agency such as a central bank without violating the democratic 

rights of citizens. Furthermore, whether or not the central bank 

achieves the policy target is something which can readily be 

monitored by the public and their elected representatives and 
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hence the central bank can, in principle, be held to account for 

its performance.  

 

Similar principles apply to bank regulation and supervision, the 

implementation of which involves the central bank (or other 

supervisory agency) enforcing banking legislation which has 

been enacted by a legislative body representing the public. 

Implementing the banking laws is also largely a technical 

exercise and any distributional issues which arise from this 

implementation should have been resolved through the 

enactment of the banking laws themselves rather than being left 

to the discretionary actions of the regulator (e.g. who bears the 

cost of a bank resolution). For these reasons, the operational 

independence of financial system regulators is not incompatible 

with democratic principles. These arguments still apply if central 

banks extend the scope of financial regulation from the micro-

prudential to the macro-prudential as is the case with many 

central banks in the region. 

 

If central banks were to be required to expand their mandate to 

deliver objectives beyond macroeconomic stability and a sound 

financial system, there is a danger that operational 

independence would not be compatible with democratic 

principles. Adopting a developmental role would involve a central 

bank in actions which are intrinsically political. A development 

project unavoidably involves an allocation of resources within 

society, from those who bear the cost to those who enjoy the 

benefits. Decisions to implement such projects must be taken by 

the appropriate political institutions, such as Parliaments, if 

they are to command democratic legitimacy. Unelected, 

independent central bankers cannot take decisions which 
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involve a redistribution of resources from one section of society 

to another because they have no democratic mandate to do so. If 

they were to do this, they would quickly forfeit public support. 

The same dangers would arise if the central bank were to 

implement other mandates which have distributional 

implications, such as administering directed credit schemes. 

 

To conclude, central banks in Africa should resist any 

extensions of their mandate beyond the core functions of 

ensuring macroeconomic stability and financial regulation. 

There are clear benefits for public policy in having an 

independent public agency, which is free from political 

interference, to carry out these functions. Furthermore, 

implementation of these functions is primarily a technocratic 

exercise and hence it is not inconsistent with democratic 

principles if the implementing agency is independent. These 

benefits will be undermined if central banks have to adopt 

broader mandates which would involve the pursuit of objectives 

which have distributional objectives.    

 


