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1. Project Data: Date PostedDate PostedDate PostedDate Posted ::::    03/24/2005

PROJ IDPROJ IDPROJ IDPROJ ID :::: P044213 AppraisalAppraisalAppraisalAppraisal ActualActualActualActual

Project NameProject NameProject NameProject Name :::: PCN - Financial  Markets 
Assistance

Project CostsProject CostsProject CostsProject Costs     
((((US$MUS$MUS$MUS$M))))

14.35 0

CountryCountryCountryCountry :::: Uganda LoanLoanLoanLoan////CreditCreditCreditCredit     ((((US$MUS$MUS$MUS$M)))) 13 0

SectorSectorSectorSector ((((ssss):):):): Board: FSP - Banking 
(60%), Other social 
services (21%), 
Non-compulsory pensions 
insurance and contractual  
(9%), Central government 
administration (8%), 
General finance sector 
(2%)

CofinancingCofinancingCofinancingCofinancing     
((((US$MUS$MUS$MUS$M))))

LLLL////C NumberC NumberC NumberC Number :::: C3227

Board ApprovalBoard ApprovalBoard ApprovalBoard Approval     
((((FYFYFYFY))))

99

Partners involvedPartners involvedPartners involvedPartners involved :::: Govt. of Uganda Closing DateClosing DateClosing DateClosing Date 02/01/2003 02/01/2001

Prepared byPrepared byPrepared byPrepared by :::: Reviewed byReviewed byReviewed byReviewed by :::: Group ManagerGroup ManagerGroup ManagerGroup Manager :::: GroupGroupGroupGroup::::

S. Ramachandran Fareed M. A. Hassan Kyle Peters OEDCR

2. Project Objectives and Components
    aaaa....    ObjectivesObjectivesObjectivesObjectives
 The project was to improve Uganda's financial system by  (1) strengthening regulation, supervision and operations of  
deposit taking institutions, including the resolution and work out of problem banks;  (2) restructuring and privatizing 
Uganda Commercial Bank Ltd. (UCB); (3) improving monetary management and payment systems; and  (4) 
developing insurance and contractual savings institutions, and their oversight, including over capital markets .
    bbbb....    ComponentsComponentsComponentsComponents
    The project's four components corresponded with its objectives .  About half the project costs (US$7.84 m) were for 
consultants to advise on aspects of the project and US$ 2.5 m were for severance payments (whose purpose was not 
explained but was presumably related to reduction of UCB staff associated with privatization ) and the rest on 
computers, and other related expenses .
    cccc....    Comments on Project Cost, Financing and DatesComments on Project Cost, Financing and DatesComments on Project Cost, Financing and DatesComments on Project Cost, Financing and Dates
    The project began as a hybrid adjustment loan but became a technical assistance project as a follow on to the  
earlier Financial Sector Adjustment Credit and SAC-III (for US$125 m in 1997).

3. Achievement of Relevant Objectives:
None.  The project was not made effective despite five subsequent extensions, because Parliament failed to approve  
the Credit despite the Attorney General's legal opinion confirming the validity of the Development Credit Agreement .  
Parliament was skeptical of the need to borrow to privatize UCB, considering the $ 28 million expense (consultants' 
estimate) following the problems that resulted from its earlier sale to Westmont Land Asia in  1997.  The Credit was 
allowed to lapse in April 2001.

4. Significant Outcomes/Impacts:
None

5. Significant Shortcomings (including non-compliance with safeguard policies):
The project did not become effective .  Its design, however, suggests an approach to the financial sector that did not  
recognize country circumstances : the largest problem bank, UCB, was now government owned .  Banking regulators 
were being asked to do what government as owner could not .  UCB's earlier privatization was mismanaged, and  
Parliament was skeptical that another attempt would be any better .  Furthermore, the project sought to develop a  
regulatory authority for capital markets prematurely .

6666....    RatingsRatingsRatingsRatings :::: ICRICRICRICR OED ReviewOED ReviewOED ReviewOED Review Reason for DisagreementReason for DisagreementReason for DisagreementReason for Disagreement ////CommentsCommentsCommentsComments
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OutcomeOutcomeOutcomeOutcome :::: Not Rated Not Rated

Institutional DevInstitutional DevInstitutional DevInstitutional Dev .:.:.:.: Not Rated Not Rated

SustainabilitySustainabilitySustainabilitySustainability :::: Not Rated Not Applicable

Bank PerformanceBank PerformanceBank PerformanceBank Performance :::: Not Rated Unsatisfactory The Bank ignored country circumstances  
and history and project design also had  
shortcomings (section 5).

Borrower PerfBorrower PerfBorrower PerfBorrower Perf .:.:.:.: Not Rated Unsatisfactory The authorities should not have agreed to  
a loan without being sure that it could  
meet its commitments.

Quality of ICRQuality of ICRQuality of ICRQuality of ICR :::: Satisfactory
NOTENOTENOTENOTE: ICR rating values flagged with ' * ' don't comply with OP/BP 13.55, but are listed for completeness.

7. Lessons of Broad Applicability:
The ICR draws the lesson that a small loan cannot induce a major change opposed by  "vested interests"; but the 
more appropriate lesson is that the Bank should heed country developments .  The Bank greatly underestimated 
public skepticism of privatization's merits, especially on the heels of an earlier costly failure .  The approach embodied 
in the project (relying on regulation to correct major problems in a state owned entity ) was also inappropriate.

8. Assessment Recommended?    Yes No

9. Comments on Quality of ICR: 
The Project Completion Note describes what happened and the proximate cause but fails to acknowledge the  
political power of vested interests  (that explain its bad loans and its short lived sale ) that technical training of 
supervisors cannot keep in check .


