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1 Overview 

Global financial markets, particularly within emerging market economies, reacted strongly to the 
US Federal Reserve’s commitment to commence tapering quantitative easing from January 2014.  
Many emerging market economies suffered renewed depreciation pressures amidst large capital 
outflows.  The 2014 outlook for economic growth is increasingly optimistic, driven by the 
advanced economies.  Global inflationary pressures remained subdued in December, largely due 
to stable commodity prices, which are expected to continue throughout 2014. 

Despite the unchanged monetary policy stance in January, the weighted average 7-day interbank 
rate fell slightly towards the lower bound of the CBR.  Reassuringly, the overnight interbank rate 
also increased over the month to somewhat narrow the spread between the two interbank 
markets.  Treasury bill yields fell across tenors over the month, as would be expected from the 
expansionary monetary policy stance.  Commercial bank interest rates fell universally in 
December, although most dramatically for foreign currency denominated lending.  Private sector 
credit growth remained subdued. 

The CIEA indicated weaker growth in the three months to December, mostly driven by the 
manufacturing sector; whilst confidence in the Ugandan economy typically deteriorated over the 
three months to January 2014.  Revenue performance has suffered from a continuous tax 
shortfall throughout the year to date.  Furthermore, expenditure is anticipated to be greater than 
initially forecasted, which would exacerbate the government financing gap and require additional 
domestic financing.   

The Ugandan Shilling appreciated again over the month due to higher treasury yields, strong 
remittance inflows and weak domestic demand.  The balance of payments improved slightly 
from a lesser current account deficit and improved current transfers, although the capital and 
financial account balance deteriorated slightly. 

Annual headline inflation rose marginally in January 2014, on account of food crops prices.  
However, annual core inflation fell slightly below target, and below the projection for January 
2014; it is likely that the exchange rate has been responsible for containing core inflation over 
recent months. 

In the short-term, both GDP growth and inflation are expected to lie at their potential levels.  The 
medium-term risks to inflation are on the upside, whilst those to GDP are on the downside.  
Developments in South Sudan are likely to play a strong role in domestic economic 
developments.  Consequently, the Bank of Uganda judge that the balance of risks to the 
economic environment remain largely unchanged over the month, deeming a neutral policy 
stance appropriate 
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2 Global developments 

2.1 Global financial markets 

Global financial markets, particularly within emerging market economies, reacted strongly to the 
US Federal Reserve’s commitment to commence tapering quantitative easing from January 2014. 

Many emerging market economies suffered renewed depreciation pressures amidst large capital 
outflows on account of US monetary policy.  Furthermore, financial market volatility is expected 
to continue given the limited policy options available.  Emerging markets may either increase 
interest rates, to stem capital outflows and stabilize the exchange rate, which would also contain 
economic growth; or they may allow exchange rates to depreciate, which will ultimately drive 
inflation.  Some emerging market central banks have taken to foreign exchange intervention, 
however this is only a temporary solution given the finite nature of foreign exchange reserve. 

10-year government bond yields remained largely stable in advanced economies in January; the 
largest movements were experienced in the Euro zone and UK, where 10-year government bond 
yields fell by 4 basis points to 1.8 and 2.9 per cent respectively.  Yet, as aforementioned, 10-year 
government bond yields were more volatile amongst the emerging market economies.  In India, 
yields fell by 12 basis points, from 8.8 per cent in December 2013 to 8.7 per cent in January; 
whilst in South Africa, yields rose by 40 basis points from 7.9 per cent in December, to 8.3 per 
cent in January (figures 1a and 1b). 

Figures 1a and 1b: 10 year government bond yields in advanced and emerging economies 

 

Source: Bloomberg 

2.2 Global economic activity 

The January 2014 World Economic Outlook (WEO) portrays a slightly more optimistic picture 
for 2014 world economic growth than previously.  Resilient US domestic demand and improved 
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economic confidence, notably from healthier credit conditions, in the UK economy are expected 
to drive economic growth amongst the advanced economies in 2014.  Consequently, increased 
export demand from the advanced economies is expected to boost growth amongst the emerging 
market and developing economies. 

Whilst global economic growth is expected to strengthen over the medium-term, downside risks 
remain: global financial market uncertainty, fiscal consolidation and sizeable output gaps in 
advanced economies and persistent fiscal and current account deficits and weak domestic 
demand in emerging economies all threaten the growth outlook.  

Table 1: World economic growth projections 

 

Source: IMF World Economic Outlook, January 2014 

2.3 Global inflation 

Global inflationary pressures remained subdued in December, largely due to stable commodity 
prices, which are expected to continue throughout 2014. 

2012 2013 2014 2015 2014 2015
World 3.1 3.0 3.7 3.9 0.1 0.0
Advanced economies 1.4 1.3 2.2 2.3 0.2 –0.2
United States 2.8 1.9 2.8 3.0 0.2 –0.4
Euro Area –0.7 –0.4 1.0 1.4 0.1 0.1
Japan 1.4 1.7 1.7 1.0 0.4 –0.2
United Kingdom 0.3 1.7 2.4 2.2 0.6 0.2
Other advanced economies 1.9 2.2 3.0 3.2 –0.1 –0.1
Emerging market and 
developing economies

4.9 4.7 5.1 5.4 0.0 0.1

Central and Eastern Europe 1.4 2.5 2.8 3.1 0.1 –0.2
Commonwealth of 
Independent States

3.4 2.1 2.6 3.1 –0.8 –0.7

Developing Asia 6.4 6.5 6.7 6.8 0.2 0.2
China 7.7 7.7 7.5 7.3 0.3 0.2
India 3.2 4.4 5.4 6.4 0.2 0.1
Latin America and the 
Caribbean

3.0 2.6 3.0 3.3 –0.1 –0.2

Middle East, North Africa, 
Afghanistan, and Pakistan

4.1 2.4 3.3 4.8 –0.3 0.7

Sub-Saharan Africa 4.8 5.1 6.1 5.8 0.1 0.1

Annual growth
Difference from 

October 2013 WEO
Annual growth 

projections
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However, whilst global inflation was very much subdued over the month, inflation developments 
were somewhat mixed across countries (figures 2a and 2b); in particular, countries experiencing 
sizeable depreciation pressures, will similarly experience increased pressure upon domestic 
inflation. 

Inflation fell marginally in the UK and Euro zone to 2.0 per cent and 0.8 per cent respectively, 
from 2.1 per cent and 0.9 per cent in November.  In the US and Japan, inflation increased by 0.3 
and 0.4 percentage points respectively to 1.5 per cent in both countries.  In China, inflation fell 
noticeably from 3.0 per cent in November to 2.5 per cent in December, whilst in India, inflation 
picked up from 10.2 per cent in October to 11.2 per cent in November, the latest available data 
point. 

Figures 2a and 2b: Inflation in advanced and emerging economies 

 

Source: OECD 

3 Money and Credit 

3.1 Domestic financial markets 

3.1.1 Interbank money markets 

Despite the unchanged monetary policy stance in January, the weighted average 7-day interbank 
rate fell slightly towards the lower bound of the CBR to average 11.18 per cent over the month, 
from 11.42 per cent in December (figure 3).  However, the weighted average 7-day interbank 
rate presented much more stability in January than compared to earlier months, although this 
may be an effect of lesser trading activity.  Reassuringly, the overnight interbank rate also 
increased over the month to somewhat narrow the spread between the two interbank markets: the 
overnight interbank rate rose from 7.62 per cent in December to 8.66 per cent in January. 
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REPOs and government securities, provided for recapitalization purposes, were sold over the 
month in an attempt to overcome the liquidity surplus, which still persists in the financial system.  
However, given the structural liquidity, longer-dated instruments are necessary to control 
liquidity. 

Figure 3: Weighted average interbank rates and the CBR 

 

Source: Bank of Uganda, Statistics Department 

3.1.2 Treasury securities market 

Yields fell for all government securities over the month (figure 4), as would be expected from a 
relatively expansionary monetary policy stance.  However, the size of decline was substantial: 
the 91-day Treasury bill fell by 47 basis points to 8.82 per cent in January, the 182-day bill fell 
by 118 basis points to 11.58 per cent and the 364-day bill fell by 102 basis points to 12.03 per 
cent.  2-year and 5-year Treasury bonds were issued in January; the 2-year bond yield fell by 109 
basis points from its last issuance in November to 13.04 per cent, whilst the 5-year bond fell by 
133 basis points, again since November, to 13.92 per cent. 

If short-term yields continue to decline then there is a risk that offshore investors may be 
discouraged from Ugandan investments and that depreciation, and consequently inflation, 
pressures may emerge. 
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Figure 4: Treasury bill yields 

 

Source: Bank of Uganda 

3.2 Interest rates and monetary aggregates  

3.2.1 Lending and deposit interest rates 

In contrast to November, commercial bank interest rates fell universally in December, although 
most dramatically for foreign currency denominated lending.  Shilling denominated lending rates 
decreased by 11 basis points to 22.59 per cent in December, whilst foreign-currency 
denominated lending rates decreased by 30 basis points to 9.88 per cent.  Deposit interest rates 
also fell over the month.  However, whilst for foreign-currency denominated activity the deposit 
rate fell by less than the lending rate, for shilling denominated activity, the deposit rate fell to 
increase the domestic interest rate spread.  Domestic currency denominated time deposit rates 
decreased by 19 basis points to average 12.26 per cent in December, whilst foreign currency 
denominated time deposit rates decreased by only 5 basis points to average 4.59 per cent.  
Consequently, the interest rate spread for Shilling denominated and for foreign currency 
denominated activity stood at 10.33 and 5.29 percentage points respectively. 

On a sectoral basis, the fall in lending rates was driven by personal and household loans and by 
loans to the mining and quarrying sub-sector.  Lending rates for agricultural loans and loans for 
land purchase fell, which may benefit the agricultural sector in the short-term (figure 5). 
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Figure 5: Lending interest rates by sector 

 

Source: Bank of Uganda, Statistics Department 

3.2.2 Private sector credit 

Private sector credit growth remained subdued over the three months to December 2013; it 
expanded by 3.8 per cent in the recent quarter compared to 3.9 per cent over the three months to 
September 2013.  Furthermore, on an annual basis, private sector credit growth decelerated to 6.2 
per cent in December, compared to annual growth rates of 11.8 per cent in December 2012 and 
8.4 per cent in September 2013. 

Nonetheless, net extensions continue to expand (table 2). 

Table 2: Quarterly loan extensions and recoveries by commercial banks 

 

Source: Bank of Uganda 

As in November, ODC’s stock of foreign currency denominated loans grew faster than the 
Shilling counterpart.  ODC’s stock of foreign currency denominated loans grew by 9.4 per cent 
over the three months to December 2013, whilst the stock of Shilling denominated loans grew by 
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0.5 per cent; this compares to respective growth rates of 3.0 per cent and 4.4 per cent in 
September. 

3.2.3 Monetary aggregates 

There was a sharp recovery in broad money growth, including foreign currency deposits (M3), in 
the three months to December 2013; annual M3 growth reached 9.5 per cent in the quarter 
ending December 2013, which although less than the 14.9 per cent growth experienced in 
December 2012 was a definite improvement upon the 7.0 per cent in September 2013.  
Furthermore, the driving force behind M3 growth changed from net foreign assets, as in 
December 2012, to net domestic assets, which grew by 29.9 per cent over the quarter and 
contributed 9.0 percentage points to the overall growth figure. 

However, the recovery in monetary aggregates was not replicated in M2 growth; annual M2 
growth fell from 13.0 per cent in December 2012 to 8.5 per cent in September 2013 to 8.4 per 
cent in December 2013 (figure 6).  However, there was no single component responsible for the 
lesser growth. 

Figure 6: Annual money growth developments 

 

Source: Bank of Uganda, Statistics Department 

4 Economic activity 

4.1 Real economic activity 

The CIEA, which attempts to capture developments in real economic activity more promptly 
than GDP data may, grew by 0.7 per cent over the three months to December, compared to 1.2 
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per cent over the three months to September 2013.  The observed growth was driven mostly by 
the manufacturing sector, which expanded by 1.3 per cent over the quarter.  The services sector 
also grew, but at a relatively modest rate of 0.4 per cent over the three months to December, and 
is likely to have been contained by low government expenditure over the period.   

Confidence in the Ugandan economy typically deteriorated over the three months to January 
2014, when compared to the three months to October 2013.  The Consumer Confidence Index 
(CCI) was the only index to improve, although this remained in pessimistic territory.  Triggers 
for poor business confidence are cited as low domestic demand, high input costs, high tax costs, 
high finance costs and limited access to credit.  In addition, the manufacturing sector noted high 
energy costs and a large amount of counterfeit products as impediments, whilst the wholesale 
and retail trade sector noted the crisis in South Sudan would be problematic. 

4.2 Fiscal activity 

Over the first half of the financial year 2013/14, the overall fiscal balance is estimated to be a 
deficit of UGX 1,409 billion, which is greater than initial estimates (table 3).  The difference 
between estimates and the outturn may be attributed to greater domestic financing than predicted, 
despite lesser expenditure and greater revenue and grants performance than anticipated. 

Table 3: Fiscal outlook 

 

Source: MoFPED 

Revenue performance has suffered from a continuous tax shortfall throughout the year to date.  
Tax revenue has been less than expected because of low domestic demand and the exchange rate 
appreciation, and has been most felt for VAT.  It is expected that the URA shortfall will amount 
to UGX 302 billion over FY 2013/14. 

H1 projection H1 outturn Q3 projection Q4 projection Projection
Revenues and grants 4518 4272 2439 2651 9608
Revenues and grants 4116 3732 2182 2429 8727
Grants 402 558 257 222 881
Expenditure and lending 5765 5681 3080 5462 14307
Overall fiscal balance -1246 -1409 -641 -2811 -4698
Financing 1246 1283 641 2811 4698
External financing (net) 676 345 389 1596 2661
Domestic financing (net) 571 938 252 1215 2038
Bank of Uganda -183 314 -64 1244 997
Treasury securities 760 624 220 11 1040
Financing gap -126

2013/14
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Furthermore, expenditure is anticipated to be greater than initially forecasted, which would 
exacerbate the government financing gap and require additional domestic financing.  Such a 
scenario would risk pushing up government yields, which would make borrowing more 
expensive and increase the debt burden.  Increased government yields would also affect more 
widespread interest rates, causing them to rise and choke off private sector credit, which would 
ultimately pose a serious threat to economic growth. 

5 Exchange rates and balance of payments 

5.1 Exchange rates 

The Ugandan Shilling averaged UGX/USD 2,501.08 in January, which represents a monthly 
appreciation by 0.4 per cent and an annual appreciation of 6.8 per cent.  Given that the US dollar 
also strengthened in January, by 0.7 per cent over the month, the Shilling appreciation must be a 
result of domestic influences: increased capital inflows, likely to have been attracted by 
comparatively high yields; strong remittance inflows, perhaps to pay for January school fees; and 
weak domestic demand, which consequently lessened import demand, may all have contributed 
to the exchange rate appreciation in January. 

The Nominal Effective Exchange Rate (NEER) appreciated by 0.8 per cent on a monthly basis 
and by 11.8 per cent on an annual basis in January; whilst the Real Effective Exchange Rate 
(REER) followed suit to appreciate by 0.2 per cent on a monthly basis and by 12.5 per cent on an 
annual basis in December (figure 7). 

Figure 7: The UGX/USD bilateral exchange rate 

 

Source: Bank of Uganda 
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Bank of Uganda IFEM intervention over the month amounted to a purchase USD 10.3 million, 
but also a sale of USD 12.2 million to UETCL.  As in December, USD 98.0 million was also 
purchased for reserve build-up in January, but was expected by the market.  Therefore, total BoU 
action over the month equaled a net purchase of USD 96.1 million; total BoU action over 
2013/14 to date equals a net purchase of USD 414.3 million. 

If the exchange rate continues to appreciate then it risks aggravating the current account deficit 
by increasing import demand, but also decreasing export demand.  Whilst this may lessen the 
upside risks to inflation, a continued appreciation may also threaten economic growth in the 
longer term.   

However, many emerging economies are currently suffering the opposite dilemma: depreciation 
and inflationary pressures, largely on account of contractionary US monetary policy.  Over the 
coming months, it will be important for the Bank of Uganda to carefully monitor global currency 
markets, and to be aware of possible contagion effects. 

5.2 Balance of Payments 

The overall balance of payments improved again over the three months to December, compared 
to the three months to September 2013.  The overall balance was a surplus of USD 143.4 million, 
which allowed for a net reserve build up of USD 144.5 million over the three months to 
December. 

When compared to the previous three months, the improvement may be attributed to a lesser 
current account deficit and increased current transfers, which more than offset the decline in the 
capital and financial account balance.  However, although the capital and financial account 
deteriorated somewhat over the quarter, it remained relatively healthy (table 4).   
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Table 4: Balance of Payments 

 

Source: Bank of Uganda 

6 Inflation 

Annual core inflation fell substantially over the month and fell into the lower bound of the 
inflation target for the first time since December 2012.  In January, annual core inflation fell by 
1.1 percentage points to 4.6 per cent, from 5.7 per cent in December 2013.  However, annual 
headline inflation picked up over the month, from 6.7 per cent in December to 6.9 per cent in 
January. 

The increase in the headline inflation figure, and the divergence between the annual core and 
headline inflation rates, may be largely the effect of a sharp rise in food crops prices.  Annual 
food crops inflation increased by 8.6 percentage points over the month, from 12.6 per cent in 
December 2013 to 21.4 per cent in January 2014.  Meanwhile, annual energy, food and utilities 
(EFU) inflation fell from 4.9 per cent to 4.4 per cent in January, to mildly offset the effect of 
food crops prices upon headline inflation. 

On a monthly basis, both core and headline inflation fell from 0.1 per cent in December 2013 to 
minus 0.1 per cent in January 2014.  Monthly food crops inflation picked up from 0.0 per cent in 
December to 0.2 per cent in January; yet the monthly figures do not present as much of a concern 
with respect to mounting inflationary pressures as the annual figures might imply. 

Food inflation continues to play a major role to overall inflation developments.  Consequently, 
inflation is likely to fall in the coming months with the onset of anticipated good harvests. 

Q4 2012 Q3 2013 Oct 13 Nov 13 Dec 13 Q4 2013
Current account balance -243 -594 -175 -179 -63 -417
Goods account -578 -584 -182 -183 -203 -569
Total exports (fob) 698 688 223 227 217 666
Total imports (fob) -1276 -1271 -404 -410 -420 -1235
Services and income -177 -281 -89 -89 -61 -239
Services account -54 -151 -54 -62 -23 -139
Income account -123 -130 -35 -27 -38 -100
Current transfers 512 270 96 93 202 390
Capital and financial 
account

332 555 151 180 108 439

Overall balance 48 17 16 57 71 143
Reserves -48 -17 -16 -57 -71 -143
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The most recent inflation forecast anticipates that core inflation will fall between 5.0 to 6.0 per 
cent in the first half of 2014, thereby falling in line with the inflation target.  However, it is likely 
that in the long-term core inflation may pick up to the region of 6.0 to 8.0 percent by 2015/16.  
Furthermore, annual core inflation is expected to broach upon the upper bound of the inflation 
target at the 12-month horizon, as excess capacity is absorbed into the economy. 

Risks to inflation emanate from global financial market volatility, the domestic exchange rate 
and drought.  As in December, global financial markets remain slightly nervous surrounding the 
relative contraction of US monetary policy.  Large scale capital outflows, on account of US 
monetary contraction, might trigger a domestic depreciation.  Furthermore, the recent 
appreciation trend is expected to be unsustainable, and as this unwinds depreciation may occur, 
which would exert increased inflationary pressures.  Finally, the dry spell experienced in parts of 
East Africa may push up food prices in the coming months. 

Figures 8a and 8b present the annual and monthly inflation developments. 

Figures 8a and 8b: Annual and monthly inflation developments 

 

Source: UBoS 

7 Monetary policy decision 

Annual headline inflation rose marginally in January 2014, on account of food crops prices.  
However, annual core inflation fell slightly below target, and below the projection for January 
2014; it is likely that the exchange rate has been responsible for containing core inflation over 
recent months. 

Domestic GDP growth is still expected to fall in line with potential, at 6.0 per cent to 6.5 per 
cent, over the financial year.  Household demand is expected to be one of the main drivers of 
growth over the financial year, supported by strong household credit figures, despite weak 
overall private sector credit growth.  Public infrastructure investments and a buoyant global 
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economic environment are also expected to support domestic GDP growth over the financial 
year.  However, conflict in South Sudan will seriously threaten Uganda’s growth prospects if it is 
prolonged. 

In the short-term, both GDP growth and inflation are expected to lie at their potential levels.  The 
medium-term risks to inflation are on the upside, whilst those to GDP are on the downside.  
Developments in South Sudan are likely to play a strong role in domestic economic 
developments, yet these remain highly uncertain. 

Consequently, the Bank of Uganda judge that the balance of risks to the economic environment 
remains largely unchanged over the month, deeming a neutral policy stance appropriate.  
Therefore, the CBR will be held at 11.5 per cent in February 2014.  The band on the CBR will be 
maintained at +/- 2 percentage points and the margin on the rediscount rate at 3 percentage points 
above the CBR.  Thus, the Rediscount rate and Bank rate will be maintained at 14.5 per cent and 
15.5 per cent respectively. 

 


