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Dr. James Mwangi, CEO and MD of Equity Group 

The Chairman, Board of Directors of Equity Bank Uganda Ltd 

Board Members of Equity Bank (U) Ltd 

CEO and Management of Equity Bank (U) Ltd 

All distinguished guests, 

Ladies and gentlemen, 

 

Good evening, 

 

On behalf of the Governor of the Bank of Uganda, I would like to congratulate 

the board of directors, management and staff of Equity Bank Uganda for the 

remarkable progress achieved by the bank over the last 10 years, since it was 

established in Uganda in 2008. In the subsequent decade, Equity Bank Uganda 

has recorded robust growth, raising its total assets above the one trillion Shilling 

mark and building a countrywide branch network of 33 branches, including the 

new branch which was opened this morning alongside its new headquarters in 

Church House.  

 

Equity Bank has been at the forefront of many of the innovations which are 

transforming the nature of banking in Uganda, including mobile banking, 

internet banking, the provision of point of sale terminals in businesses to enable 

customers to make digital payments, and agent banking. The Equity Group is 

also making a valuable contribution to regional economic integration in East 

Africa, with operations in six countries in the region and combined assets 

equivalent to more than US$ 5 billion. 

 

In these remarks, I would like to reflect on what I view as two of the major 

challenges facing the banking industry in Uganda over the medium to long term 

- enhancing financial inclusion and expanding the provision of credit to the 

private sector. 
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The first challenge is that of broadening access of the population to banking 

services, which is a key aspect of financial inclusion. Issues of cost of service 

delivery have been a major constraint to greater financial inclusion. In 

traditional banking business models, it is difficult to serve low income 

customers, especially those living in rural areas, in a commercially viable 

manner, given the operating costs which banks incur. The rapid growth of 

mobile money indicates that digital technologies can offer solutions which can 

reduce the cost of delivering financial services, although to date this has mainly 

been limited to basic payment, money transfer and “money storage” services.  

 

The challenge for the banking industry is to use digital technology to deliver a 

wide range of banking services, in a commercially viable manner, to a much 

broader range of the population than the 20 percent which currently has a bank 

account. This will almost certainly involve customers using their mobile phones 

to access banking services, possibly in conjunction with agent banking. 

Digitalisation will contribute to the banks’ efforts to cut the very high operating 

costs that they incur in Uganda, which in turn should enable customers to pay 

lower costs to access financial services.  

 

The increasing digitalisation of products and operations will clearly characterise 

the future of banking, but these developments present risks as well as 

opportunities for banks and their customers. Banks will face a range of evolving 

risks, including cyber fraud and disruptions to services from IT failures. Uganda 

has already experienced frauds committed against mobile money providers. It is 

imperative that banks ensure that their systems can protect customers’ accounts 

from cyber fraud if they are to retain the confidence of their customers. As such, 

operational risks need to be fully understood by banks and to be accorded 

proper attention in their risk management strategies.   
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The second challenge facing the banking industry is to expand credit to the 

private sector. As a share of GDP, domestic credit to the private sector by banks 

is low in Uganda, at around 14 percent, relative to Sub–Saharan Africa’s 

average of about 30 percent over the three years to 2017, as per available World 

Bank data. Although Uganda’s current levels of credit extension by banks is 

much higher than the average of about 5% of GDP in the decade to 1999, its 

stagnation over the last few years is particularly worrying in terms of growth of 

the business sector. This is more so, because beyond the proprietors’ own 

resources, most businesses in Uganda have few feasible sources of finance other 

than commercial banks.  

 

We had hoped that institutional reforms, such as the establishment of the Credit 

Reference Bureau (CRB), which is intended to mitigate some of the 

informational problems which plague financial markets, would assist banks to 

expand their lending, but this has not proved to be the case; any positive effects 

of the CRB on credit provision have been outweighed by the negative effects of 

other factors, a number of which are outside the primary realm of the industry.  

 

The stagnation of bank credit growth has not been caused by a lack of loanable 

funds. Bank deposits have grown faster than bank lending over the last five 

years, leaving the banks with increasing holdings of liquid assets. Hence the 

banking system’s gross loan to deposit ratio has fallen from 73 percent in June 

2015 to 63 percent in June 2018.   

 

What are the binding constraints that are retarding credit growth in Uganda?  

 

From the standpoint of many borrowers, the major constraints are the high cost 

of credit and the stringent collateral requirements demanded by banks. There is 

some merit in this view.  
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In the first three months of this year, around a quarter of all loan extensions 

made by banks in local currency for the agricultural, commercial mortgage and 

business services sectors were at interest rates of 26 percent or above. It is 

difficult to envisage how the majority of businesses, which operate in 

competitive product markets, can generate returns on investment high enough to 

service bank loans at these rates of interest.   

 

From the standpoint of the lenders, the main constraint is the poor 

creditworthiness of many potential borrowers. Outside of a relatively small 

segment of well-established medium and large scale enterprises, which have 

developed long standing relationships with banks, the potential credit market 

predominantly comprises mainly informal, small scale and micro enterprises. 

The profitability of these enterprises is often precarious, hence survival rates are 

low. Their owners often lack business skills and record keeping is poor.  
 

It is, therefore, hardly surprising that banks face difficulties in servicing this, 

very large, segment of the Ugandan business sector and if they do extend credit 

to these businesses it is usually at high rates of interest to cover the risk and 

transactions costs involved. However, as we know from financial market theory, 

when interest rates are too high, good borrowers withdraw from credit markets 

and those that remain have fewer incentives to service their loans.  

  

What can be done to resolve these problems and boost the supply of credit to 

the private sector? Effective remedies must be sought on both the supply and 

demand side of credit markets.  

 

If the micro and small scale enterprises which predominate in many sectors of 

the Ugandan economy are to become more bankable loan customers, their 

management and business skills must be strengthened so that they become more 

profitable with more reliable cash flow and are more resilient to adverse shocks 

and thus more likely to survive in the long term.  
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They also need to improve basic record keeping and comply with requirements 

such as having TINs and filing tax returns with URA. This is why financial 

literacy and consumer protection are a core part of the financial inclusion 

agenda that the Bank of Uganda is spearheading. 

 

On the part of the banks, greater efforts are required to strengthen their 

capacities for serving micro and small scale enterprises with loans and other 

financial products and for developing innovative methodologies for mitigating 

credit risk in this segment of the market. Lending rates will also need to be 

lowered, which will only be sustainable over the long term if banks can reduce 

their operating costs.  

 

Public policy must also contribute to resolving these problems, in particular by 

further efforts to improve the institutional environment in which credit markets 

operate. These include strengthening the commercial courts system and 

reducing its case backlog. The establishment of the Alternative Dispute 

Resolution Framework for the banking and financial sector, which will be run 

under the auspices of the Uganda Law Society Arbitration Centre, will also help 

to expedite the resolution of disputes between borrowers and lenders and reduce 

the burden of claims on the commercial courts. We should also support the full 

functionality of the Asset Reconstruction Company, to help with the 

management of non-performing assets and associated costs in the industry.  

 

To conclude, we have a strong and financially very sound banking sector in this 

country. It has already demonstrated its capacity for innovation, introducing 

new products which are transforming the nature of financial services for the 

benefit of customers. I hope that over the long term, we can achieve further 

progress, especially in terms of enhancing financial inclusion and expanding the 

supply of credit to the business sector. Thank you for listening.    


