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1 Overview 

Global financial markets continue to be nervous in part because of the uncertainty about the 
Federal Reserve tapering its quantitative easing program and concerns about the US fiscal 
impasse. Yields on Governments bonds in advanced economies have risen for the fourth 
consecutive month since May.  Global inflation remains subdued on account of slow economic 
activity.  

On the domestic scene, the weighted average 7-day interbank rate increased in September 2013, 
in line with the increase in CBR. Monetary aggregates continue to recover although private 
sector credit continues to expand at a slow rate. 

The economy continues to show signs of recovery, with GDP growth for FY 2012/13 revised to 
5.8 per cent, which is within Uganda’s long-term growth potential.  The Composite Index of 
Economic Activity indicates continued buoyancy of the economy.  Government revenue and 
expenditure both increased in August, but resulted in a greater net borrowing fiscal position than 
previously. 

The current account deficit continues to persist largely on account of the widening trade deficit 
and the deteriorating terms of trade. The current account deficits are largely funded by the 
surpluses in the capital and financial account of the balance of payments.  As at end August 
2013, foreign exchange reserves stood at USD 2,912.3 million, which is equivalent to 4.2 months 
of future imports of goods and services. 

The exchange rate remains relatively stable notwithstanding the widening current account deficit.  
In September 2013, the exchange rate appreciated by 0.4 per cent month-on-month.  This was 
nonetheless an annual depreciation of 2.1 per cent compared to the annual depreciation of 3.5 per 
cent registered in August. 

Inflation remains elevated largely on account of the impact of adverse weather conditions on the 
production of food and food prices.  Annual headline inflation rose from 7.3 per cent in August 
to 8.0 per cent in September, while annual food crop inflation rose from 13.0 per cent in August 
to 16.2 per cent in September 2013.  Annual core inflation also rose from 6.6 per cent to 6.9 per 
cent during the same period of time.  Inflation is expected to remain elevated over the coming 
months largely on account of the expected further increases in food prices.  Once the effect of the 
drought on food prices dissipates, inflation is expected to stabilize at the Bank of Uganda’s 
medium-term target of 5 per cent. 



4 
	  

Bank of Uganda October 2013 Monetary Policy Report Highlights 

2 Global developments 

2.1 Global financial markets 

Global financial markets continue to be nervous in part because of the uncertainty about the 
Federal Reserve tapering its quantitative easing program and concerns about the US fiscal 
impasse.  Yields on Governments bonds in advance economies have risen for the fourth 
consecutive month since May.  Markets were however relatively calmed in September 2013 
following the Federal Reserve’s announcement that it would not taper its quantitative easing 
programme, given the slow pace of economic activity and tighter financial conditions. 

Yields on Government bonds have been rising since May 2013.  In September 2013, yields on 10 
year government bonds rose in the US, Euro zone and the UK.  They however declined in Japan.  
The same trend was also evident in emerging market economies: following 5 months of steady 
increases, government bond yields declined in major emerging market economies, such as China 
and India, over the month.  Figures 1a and 1b present Yields on 10-year government bond in 
advanced and emerging economies respectively. 

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

 

Source: Bloomberg 

2.2 Global economic activity 

In July 2013, the World Economic Outlook (WEO) forecasted that global economic growth will 
expand by 3.1 per cent in 2013, down from an earlier forecast of 3.3 per cent, due to reduced 
growth in emerging economies and a protracted euro area recession.  New downside risks have 
also emerged from the anticipated tapering of QE in the US: if US monetary policy triggers 
reversals in capital flows then it is likely to push up interest rates, slow credit growth and 
ultimately economic growth, particularly in emerging economies. Growth in the US is however 
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forecast to remain buoyant at 1.7 per cent as household wealth recovers, while the Euro area is 
expected to remain in recession, contracting by 0.6 per cent, due to a lack of policy resolution in 
2013. Emerging market economies will continue to drive global growth, though at a slower rate 
than previously anticipated.  Furthermore, commodity exporters may face lower growth 
prospects as commodity prices fall due to weaker global demand; Sub-Saharan African countries 
may face lower prospects as sizeable economies such as Nigeria and South Africa struggle with 
domestic problems, whilst the Middle East and North Africa still struggle with political and 
economic transitions. Table 1 presents global growth forecasts. 

Table 1: Global growth projections 

 

Source: July 2013 IMF World Economic Outlook 

2.3 Global inflation 

Global inflation remains subdued on account of slow economic activity.  In the US inflation fell 
from 2.0 per cent in August 2013 to 1.5 per cent in September, in the Euro zone it fell from 1.6 
per cent to 1.3 per cent and in the UK it fell from 2.8 per cent to 2.7 per cent over the same 
period of time.  
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Inflation also declined in Brazil and China from 6.3 per cent and 2.7 per cent in August 2013 to 
6.1 per cent and 2.6 per cent respectively in September.  Figures 2a and 2b present annual 
inflation outturns in advanced and emerging economies,  

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 

The weighted average 7-day interbank rate increased in line with the increase in the CBR, 
increasing from 10.99 per cent in August 2013 to 11.73 per cent in September. 

The activity in the interbank money market continues to demonstrate preference for overnight 
trades, the value of which amounted to UGX 1170.5 billion in September compared to UGX 
382.9 billion in 7-day trades.  The preference for overnight trades can in most part be explained 
by the persistent structural liquidity in the financial system. The weighted average overnight 
interbank rate also increased in-line with the 7-day rate from 7.26 per cent in August to 7.70 per 
cent in September, although this remains 4.3 percentage points below the CBR and 4.0 
percentage points below the 7-day interbank rate. 

Figure 3 presents the interbank money market rates. 
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Figure 3: Weighted average interbank rates and the CBR 

 

Source: Bank of Uganda 

The Bank of Uganda has frequently acknowledged and highlighted the challenges posed to 
monetary effectiveness if its target interest rate loses market dominance and the spread between 
the target 7-day and overnight interbank rates increase.  However, the Bank of Uganda also 
recognizes that the current situation is a result of large sums of excess liquidity, which are not 
forecast to last. 

3.1.2 Treasury securities market 

Yields on Government securities demonstrated mixed movements in September: yields on 
shorter maturities tended to increase, whilst those on longer dated maturities fell, presenting a 
reduction in Uganda’s long term risk premium. 

Yields for both the 91 day and 182 day treasury bills increased from 9.79 per cent to 9.97 per 
cent and from 11.56 per cent to 11.85 per cent respectively.  On the other hand, the 364-day 
Treasury bill yield continued to decline, falling from 12.95 per cent in August to 12.39 per cent 
in September 2013. 

Two treasury bonds were issued in September: a 2 year bond and a 5 year bond, and yields fell 
across both maturities.  The yield for 2 year Treasury bonds fell from 14.24 per cent in June, 
when it was last issued, to 12.90 per cent in September, while the yield on the 5 year bond fell 
from 14.73 per cent to 13.88 per cent in September 2013 

Figure 4 presents the evolution of the yields on Government securities 
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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 

Domestic currency denominated lending rates fell marginally from 23.15 per cent in July to 
23.10 per cent in August, whilst foreign currency denominated lending rates increased from 9.18 
per cent to 9.57 per cent.  Both foreign and domestic currency interest rate spreads increased. 
The spread between domestic currency lending and time deposit rates increased by 74 basis 
points, from 11.52 per cent to 12.26 per cent, while that for foreign currency denominated 
lending and deposit rates increased by 77 basis points, from 4.80 per cent to 5.57 per cent. 

3.2.2 Private sector credit 

Growth in private sector credit continues to be subdued, way below programmed levels. In 
August 2013, private sector credit grew at an annual rate of 9.0 per cent, which is below the 
projected growth rate of 15.0 per cent.  Over the three months to August, gross loan extensions 
amounted to UGX 2,710 billion and gross loan recoveries to UGX 2,732 billion; there was a net 
loan recovery of UGX 22.4 billion. Furthermore, growth was registered in both domestic 
currency denominated and foreign currency denominated PSC. The stock of shilling 
denominated loans to the private sector rose by 4.0 per cent over the three months to August, 
while that of foreign currency denominated loans rose by 3.7 per cent during the same period of 
time.  
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3.2.3 Monetary aggregates 

Growth in monetary aggregates continues to improve.  

On an annual basis, broad money including foreign currency deposits (M3) grew by 9.8 per cent 
in August 2013, compared to 4.0 per cent in August 2012. In the three months to August 2013 
M3 grew by 4.5 per cent, compared to minus 1.0 per cent over the three months to May.  Foreign 
currency deposits grew by 7.9 per cent compared to minus 2.6 per cent, while broad money 
excluding foreign currency deposits (M2) grew by 3.3 per cent compared to minus 0.3 per cent 
over the same period of time. 

Figures 5a and 5b show the evolution of growth in monetary aggregates  

Figures 5a and 5b: Quarterly and annual broad money growth 

 

Source: Bank of Uganda 

4 Economic activity 

4.1 Real economic activity 

The economy continues to show signs of recovery, with GDP growth for FY 2012/13 revised to 
5.8 per cent, which is within Uganda’s long term growth potential. The Composite Index of 
Economic Activity (CIEA) indicates continued buoyancy of the economy. The CIEA projects a 
monthly economic growth of 0.6 per cent in August, a slight increase from the 0.5 per cent 
growth projected in July and also above the 0.5 per cent monthly average growth throughout 
2013 to date.  Furthermore, the CIEA demonstrated 1.6 per cent growth over the three months to 
August, which presents growth acceleration over the 1.4 per cent estimated over the preceding 
three months to May.  
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However, both the agricultural and industrial indices contracted in August, although the 
contraction in agriculture is likely to be a result of the current drought and may recover when the 
rainy season returns.  The services index expanded over the month, but at a lesser rate than 
previously: by 0.5 per cent in August, compared to 0.6 per cent in July. 

Figure 6 presents the Composite Index of Economic Activity. 

Figure 6: Composite Index of Economic Activity 

 

Source: Bank of Uganda 

4.2 Fiscal activity 

Government revenue and expenditure increased in August both on a rolling three month and 
annual basis.  Total government revenue amounted to UGX 2,213.3 billion over the three months 
to August and was reflected by increases in grants, taxes and non-tax revenue. Total government 
expenditure amounted to UGX 2,174.2 billion over the three month period and was largely 
attributed to increased development expenditure.  Overall the fiscal position was a net borrowing 
of UGX 733.4 billion, which is a higher than that realized during the three months to May 2013. 

Government borrowing was financed by a net acquisition of UGX 980.9 billion of financial 
assets over liabilities, and the stock of government securities grew by 2.2 per cent over the three 
months to August compared to the three months to May, or by 20.8 per cent compared to the 
three months to August 2012.  The ratio of government securities is still converging to the 
desired 70:30 bonds-bills ratio and stood at 63:37 at the end of August. 
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5 Exchange rates and balance of payments 

5.1 Exchange rates 

The UGX/USD mid-rate averaged 2569.26 in September, an appreciation of 0.4 per cent month-
on-month and a depreciation of 2.1 per cent year-on-year. The Bank of Uganda purchased UGX 
73.3 million on a net basis during the month. 

The Nominal Effective Exchange Rate (NEER) appreciated by 0.6 per cent month-on-month in 
September and appreciated by 2.0 per cent year-on-year. In August, the Real Effective Exchange 
Rate (REER) appreciated by 2.8 per cent on a monthly basis and by 0.8 per cent on an annual 
basis.  The higher inflation differential between domestic and foreign price levels caused the 
divergence of the Nominal and Real Effective Exchange Rates. 

Figure 7 presents the recent monthly NEER and REER trends  

Figure 7: The UGX/USD bilateral exchange rate 

 

Source: Bank of Uganda 

5.2 Balance of Payments 

The current account deficit continues to persist largely on account of the widening trade deficit 
and the deteriorating terms of trade.  The current account deficits are largely funded by the 
surpluses in the capital and financial account of the balance of payments. In the three months to 
August the overall deficit stood at USD 2.4 million.  The current account deficit stood at USD 
716.7 million, compared to a deficit of USD 379.0 million in the three months to May.  The 
capital and financial account continued to show surpluses, driven by increased FDI and ‘other’ 
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investment inflows. The capital and financial account surplus stood at USD 791.3 million during 
the three months to August 2013, compared to USD 559.5 million during the three months to 
May. As at end August 2013, foreign exchange reserves stood at USD 2,912.3 million, which is 
equivalent to 4.2 months of future imports of goods and services. 

Table 2 presents the Balance of Payments over the past 6 months and compares three monthly 
totals. 

Table 2: Balance of Payments 

 

Source: Bank of Uganda 

6 Inflation 

Inflation remains elevated, largely on account of the impact of adverse weather conditions on the 
production of food and food prices. Annual headline inflation rose from 7.3 per cent in August 
and to 8.0 per cent in September, while annual food crop inflation rose from 13.0 per cent in 
August to 16.2 per cent in September 2013.  Annual core inflation also rose from 6.6 per cent to 
6.9 per cent during the same period of time. Inflation is expected to remain elevated over the 
coming months largely on account of the expected further increases in food prices. The increase 
in food prices is temporary and should start to abate by the end of 2013 or the beginning of 2014. 
This implies that, while headline inflation is likely to edge higher in the short term, it should start 
to fall back in the first half of 2014. Our current forecast for inflation indicates that the pass 
through of the food price shock to non-food prices will be relatively small. Core inflation is 
forecast to rise to around 8 per cent in the next few months but then to decline to 7 per cent in 12 
months’ time, before falling further to 5 per cent by the first half of 2015. Nonetheless there are 
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upward risks to the inflation forecast, such as stronger than anticipated domestic demand growth 
in the current fiscal year and a weaker balance of payments 

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

 

Source: Bank of Uganda 

7 Monetary policy decision 

Uganda continues to face a supply-side shock to agriculture on account of drought, which has 
temporarily pushed up food prices and headline inflation.  However, low global food commodity 
prices are expected to combine with a base effect towards the beginning of 2014 and push down 
domestic food price inflation.  Furthermore, low global inflation and the appreciation of the 
Shilling are expected to exert downwards domestic inflationary pressures. 

As noted in September, a modest increase in the CBR should not greatly suppress short term 
growth prospects, but should prevent the pass-through of food crop inflation to the headline 
figure and consequently promise improved medium term growth prospects.  The upwards 
revision to GDP over the month, to a level not far off Uganda’s long term potential, may lessen 
some concerns surrounding domestic growth prospects following the relative contraction in 
monetary policy. 

Therefore, in October the Bank of Uganda maintained the CBR at 12.0 per cent. Looking ahead 
over the next few months, the BoU will monitor very closely the pass through of food prices to 
non-food prices and the impact that this has on the forecast for core inflation. The BoU’s policy 
priority is to ensure that annual core inflation is brought back to 5 per cent over the medium 
term. As such, if there is any increase in the medium term forecast for core inflation in the 
months ahead, BoU will raise the CBR. The bands around the CBR were maintained at +/- 2 
percentage points around the CBR and the margin on the rediscount rate at 3 percentage points 
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above the CBR.  Thus in October the rediscount rate and Bank Rate stood at 15.0 per cent and 
16.0 per cent respectively. 

 


