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1 Introduction 
In line with the domestic and global 
developments and the persistent upside risks to 
both domestic and global inflation, BOU 
continued to pursue a tight monetary policy 
stance in July 2011. The objective was to rein in 
the second round effects of the supply-side 
inflationary pressures and to anchor medium-to-
long-term inflation expectations at levels 
consistent with Bank of Uganda’s inflation 
target. The tight monetary policy stance also 
helped tame the depreciation pressures that 
would have in turn increased the upside risks to 
inflation. Notwithstanding the tight monetary 
policy stance, BOU injected liquidity into the 
banking system in the first half of the month. 
This was intended to smooth the uneven 
liquidity distribution in the banking system, 
where some banks were holding–on to liquidity 
leading to unusually high interbank money 
market rates. 
 
This report describes the future prospects for 
inflation and economic activity based on the 
outlook of both domestic and external factors 

that are instrumental to Uganda’s 
macroeconomic performance. A critical analysis 
of both global and domestic economic 
developments, outlook and risks to growth, 
inflation and financial markets stability is 
important in the design of an effective monetary 
policy. This is important in order to determine 
the level of domestic monetary conditions 
necessary for the desired level of inflation and 
growth. The report also contains a description 
of the new information received since the 
previous report and an assessment of how the 
BOU views the current economic situation. The 
purpose of this report is to produce background 
material for monetary policy decisions, and to 
spread knowledge about the BOU’s 
assessments. By making the Monetary policy 
reports public, the BOU aims to make it easier 
for external parties to follow, understand and 
assess its monetary policy. It also discusses the 
policy implication of these macroeconomic 
developments and outlook in the near term and 
proposes the Central Bank Rate (CBR) and 
Liquidity Management strategy for August 2011. 

 
 

2 Global Economic Developments and Forecasts 
 

2.1 Real economic activity 
 

The recovery of the world economy is 
continuing, but the picture is fragmented. The 
emerging economies of Asia and elsewhere are 
growing rapidly, which is a contributing reason 
for the increase of inflation internationally. In 
contrast, the strength of the recovery in the 
United States and the euro area remains 
uncertain. The euro area is being weighed down 
by fiscal problems at the same time as inflation 
is high. All in all, despite the risks, the recovery 
of the world economy is expected to continue 
over the coming years.  
 
Growth remains rather subdued in many 
advanced economies while most emerging 
economies are operating close to full capacity. In 
Europe and the United States, the sovereign 
debt concerns and rising inflation rates have had 
a negative impact on consumer confidence, 
which may impact negatively on growth. In the 

Euro zone, the slackened growth towards the 
end of the first half of 2011 can also be attributed 
to stagnating private consumption and 
restrained corporate investment. According to 
the Bureau of Economic Analysis, the US 
economy recorded a growth rate of 1.3 percent in 
annualized terms in the second quarter of 2011 
down from 1.9 percent recorded in first quarter 
and 3.1 percent recorded in the last quarter of 
2010. The main source of this deceleration of 
growth was the lack of sustained upturn in the 
labour and real estate markets. These factors 
together with continued high inflation rates 
depressed consumer confidence. 
 
In the United Kingdom (UK), economic activity 
remained rather subdued in the second quarter 
of 2011. After growing by 0.5 percent in the first 
quarter, most indicators point to a rather 
sluggish real GDP growth in the second quarter 
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of 2011. Going forward, monetary stimulus, the 
weakening pound which could improve the 
export competitiveness of the UK on the global 
market, and strong external demand could 
support economic activity. On the domestic 
scene however, demand may remain constrained 
by the tight credit conditions, fiscal tightening 
and household balance sheet adjustments. 
Economic growth in Latin America also 
continues to be robust, although some analysts 
argue that it could have cooled in the past 
months owing to tighter monetary policies and 
efforts to sustain national budgets in certain 
countries in the region. Major Latin American 
economies entered 2011 boasting impressive 
rates of economic growth. Falling 
unemployment and booming trades indicate a 
complete recovery from the Great Recession. 
Brazil expanded by 1.3 percent year-on-year in 
the first quarter of 2011 compared to 0.8 percent 
in the previous quarter on account of large and 
growing agricultural, mining, manufacturing 
and service sectors. Brazil’s growth is expected 
to rise even further in the second quarter and is 
projected at 4.0 percent on account of rising 
global demand for their increasing exports, 
improved manufacturing exports and strong 
consumer demand. In addition, the markets 
have been surprised by the fiscal conservatism 
of the new government that has led to increased 
market confidence and could portend improved 
business spending as well.  
 
Growth in the Asian region however continued 
to be rather robust. The Japanese economy 
stabilized in the second quarter of 2011 after the 
effects of the devastating earthquake and 
tsunami of March 2011, which led to significant 
declines in output. Industrial production grew 
by 5.7 percent month-on-month, after a 
relatively mild increase in April and the historic 
15.7 percent decline in March 2011. In China, 
notwithstanding the tight monetary policy, real 
GDP grew by 9.5 percent on annual basis in the 
second quarter 2011, just 0.2 percentage points 
below the 9.7 percent growth rate registered in 
the first quarter of 2011. In India, GDP grew by 
7.8 percent year-on-year in the first quarter of 
2011.  
 

Going forward, the recovery in the world as a 
whole is expected to continue. World growth is 
expected to be just over 4 per cent a year over 
the next few years, which is above the historical 
average. However, there are significant 
differences between different regions and 
countries, at the same time as there are great 
risks. This is underlined by the fact that certain 
indicators suggest that international economic 
activity may slacken significantly. Resource 
utilisation in the emerging economies is starting 
to become increasingly strained in many areas. 
Developments in Asia and Latin America 
continue to be strong, but growth is now 
dampening towards more normal levels. At the 
same time, the US economy is experiencing 
unexpected difficulty in picking up, and growth 
– particularly this year – is now deemed to be 
lower than the earlier projected. Even if GDP 
growth in the euro area has been higher than 
expected so far this year, future development is 
still being restrained by necessary fiscal policy 
tightening. The economic situation in the euro 
area is also being affected by the weak levels of 
growth in the United States and the slower 
development in Asia. The earthquake in Japan 
has impacted the Japanese economy more 
severely than expected, which has also affected 
other countries’ production through shortages 
of Japanese-manufactured input goods and 
components. Nevertheless, the recent IMF 
assessment indicates that growth in the country 
may increase relatively rapidly as rebuilding gets 
underway. The contagion effects for the world 
economy are thus assumed to be limited. 
Political turmoil in North Africa and the Middle 
East has led to uncertainty regarding the oil 
supply, which has contributed to higher oil 
prices during the spring. The high oil prices are 
deemed to be restraining both production and 
consumption, as energy commodities are 
difficult to replace, at least over the short term. 
 
Growth prospects for emerging markets remain 
dynamic notwithstanding efforts to tighten 
monetary and fiscal policies in these countries. 
The US economy is forecast to rise to 3.5 
percent in the third quarter of 2011, owing to the 
healthy momentum from spending generated by 
the accommodative monetary and fiscal policies 
and further easing of lending requirements by 
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banks.  In United Kingdom, which has remained 
to be a major source of Uganda’s FDI, growth is 
also expected to be moderate over the coming 
years. A tight fiscal policy, a weak housing 
market and households’ continued need to 
improve their balance sheets are expected to 
restrict growth in the period ahead. The main 
growth impulses during the forecast period are 
expected to come from exports and investments. 
The weak pound and continued relatively 
strong international growth are expected to lead 
to increased exports, at the same time as 
imports are being restrained by weak domestic 
demand. Investments are expected to increase at 
a faster pace in the period ahead, due to 
continued low interest rates, strong corporate 
profits and other factors.  
 
Growth in the UK is expected to remain modest 
at 2.1 percent in the third on account of the 
exposure of the UK banking sector to the euro 
debt crisis and lower domestic demand due to 
tight credit conditions. Growth in the Euro 
zone is projected at 1.7 percent in the third 
quarter of 2011 on account of domestic demand, 
while Japan is projected to grow by about 4.0 
percent, in the third quarter of 2011 on account 
of robust industrial production and exports. 

China’s growth remains strong at 9 percent in 
the third quarter mainly due to strong fixed 
asset investment, sustained construction 
activity and a rebound in industrial production.  
 
The risks to global economic outlook remain 
broadly balanced in an environment of 
heightened uncertainty. The downside risks 
relate to the weak sovereign balance sheets and 
still-anaemic activity in the real estate markets, 
especially in euro zone and the US. Thus, 
policies needed to ensure that fiscal positions in 
these economies revert onto sustainable 
trajectories may restrain growth in the near 
term. Other downside risks are building on 
account of commodity prices, notably for oil, 
and relatedly, geopolitical uncertainty, as well 
as overheating and booming asset markets in 
emerging market economies. There are 
nonetheless potentials for upside surprises to 
growth, owing to strong corporate balance 
sheets in advanced economies and buoyant 
demand in emerging and developing economies. 
Upside surprises in advanced economies would 
add to demand pressures in emerging and 
developing economies while boosting energy 
prices.  

 

2.2 Global Inflation 
The strong economic development in parts of 
the world has led to rising prices for food, 
energy and other commodities, even if this 
development has stabilised somewhat in recent 
months. These price increases have had an 
unexpectedly large impact on inflation in several 
countries, including the United States, and the 
euro area. International inflation this year and in 
early 2012 is thus deemed to be higher than in 
recent years. Later, as the effects on inflation 
from increased food, energy and commodity 
prices slacken off, international inflation is 
expected to retreat. The underlying inflationary 
pressures in the euro area and the United States 
are expected to be low as resource utilisation in 
these areas is lower than normal. As resource 
utilisation increases, underlying inflation will 
also rise in these countries.  
 
Global inflation risks though remain. In the 
Euro area, the annual harmonised index of 

consumer prices (HICP) inflation remained at 
2.7 percent in June 2011, which is above the ECB 
target of 2 percent. This inflation was attributed 
to higher energy and commodity prices.  In spite 
of the recent increase in the Euro Area 
benchmark interest rate to 1.5 percent, inflation 
expectations in the Euro area remain high 
although the latest flash estimates put the 
annual Euro Area inflation for July 2011 at 2.5 
percent. In the U.S, annual headline inflation 
remained at 3.6 percent in June 2011. Core 
inflation also edged up to 1.6 percent, its highest 
level since January 2010. The food and energy 
indices increased by 3.7 per cent and 20.1 
percent, respectively during the same period of 
time. However, the gasoline index declined by 
6.8 percent.  
 
In the UK, annual CPI inflation in the U.K 
declined to 4.2 percent in June 2011 from 4.5 per 
cent in May 2011 but is expected to exceed 4 per 
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cent in 2011. The weakening of the pound, 
rapidly increasing commodity prices and 
increased VAT have contributed to the high rate 
of inflation. However, these factors are expected 
to have a temporary effect on inflation and, 
when the effects subside, inflation is expected 
to fall. There are expected to be plenty of 
unutilised resources in the years ahead, which 
will contribute towards inflation retreating to 
close to the inflation target in 2012.   
 
In China, notwithstanding the tight monetary 
policy stance, inflation rose to 6.4 percent in 
June 2011 from 5.5 and 5.3 percent in May and 
April 2011. This is way above, the central bank’s 
target of 4.0 percent. The increase in inflation 
was mostly attributed to carry over effect, 
coupled with high food prices.  The India June 
2011 inflation also rose to 9.44 percent from 9.06 
percent in May 2011, largely on account of high 
fuel prices and the cost of manufactured goods. 
In Kenya, annual inflation rose to 14.5 percent in 
June 2011 from 13 percent in May 2011 driven by 
higher food and fuel prices and in South Africa it 

rose 5.0 percent in June 2011 from 4.6 percent in 
May 2011, driven mainly by rising costs of food 
and fuel.  
 
One precondition for this assessment of 
international inflation is that the central banks 
of the emerging economies can successfully 
dampen inflation with monetary policy 
tightening. In the developed economies, a fragile 
recovery is being balanced against commodity 
price-driven inflation which, it is feared, will 
increase inflation expectations. The ECB raised 
its policy rate in April in view of the increased 
inflationary pressures. The ECB is also expected 
to continue gradually raising the interest rate in 
the period ahead. In contrast, the US central 
bank has left its policy rate unchanged in view 
of the very low level of resource utilisation. The 
recovery of the US labour market is now 
expected to proceed more slowly and resource 
utilisation to be lower than they had earlier 
projected. In turn, this has led to the 
expectation that the US central bank will hold 
its policy rate unchanged over the next year. 

 
 

2.3 Financial Markets 
Global financial markets in Q2 2011 were 
influenced by rising expectations that the euro 
debt crisis could worsen, marked by default on 
Greek debt obligations, a weaker U.S. dollar, 
commodity price volatility, persistent demand 
for high-yielding emerging-market assets, asset-
allocation shifts in favor of safe-haven currencies 
such as the Swiss franc, effects from Japan’s 
natural disasters and weak economic data in the 
U.S. marred by decline in manufacturing 
production. In the currency markets, the U.S. 
dollar has been on the defensive due to the 
uncertainty surrounding the quantitative easing 
program, which was supposed to provide 
monetary stimulus to the U.S. economy; fiscal 
sustainability as negotiations on lifting the U.S. 
debt ceiling continue to stall and a fragile labour 
and real estate market. 
Emerging market currencies have been mainly 
strong supported by interest rate differentials. 
Against the U.S dollar, the Japanese yen 
depreciated by 1.58 percent in April and 
appreciated m-o-m by 2.11 and 0.76 percent in 
May and June 2011 and only. The yen remained 

strong irrespective of weak economic 
fundamentals due to the rising need for asset 
diversification thus placing the yen as a safe 
haven currency. This factor might keep the yen 
strong.  The South African rand appreciated by 
2.8 percent in April 2011 and depreciated by 0.2 
and 0.3 percent in May and June 2011. The rand 
has mostly been supported by high gold prices 
and interest rate differentials.  
 
According to the Global Financial Stability 
Report (IMF, June 2011), financial risks have 
grown in the third quarter of 2011. While a high 
momentum for global recovery remains, 
downside risks to the recovery have increased, 
on account of concerns about debt 
sustainability and support for adjustments in 
the Euro zone. In addition, the prolonged period 
of low interest rates in advanced economies has 
the potential to build financial imbalances for 
the future, particularly in emerging markets and 
developing countries.  
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The case for economic recovery that was one of 
the contributing factors to the improved 
financial stability conditions in the second 
quarter of 2011 however remains intact. This 
notwithstanding, the downside risks to the 
recovery have caused investors to rethink the 
pace and strength of the recovery. In the U.S., 
concerns for slow growth caused by renewed 
weakness in housing markets have pushed real 
U.S. Treasury yields lower and have started to 
exert pressure on risk assets. Indeed investors 
are beginning to shift from equities to bonds 

causing global stock markets to retreat. 
Concerns about debt sustainability and support 
for adjustment efforts in the euro area have 
intensified. Indeed, the debt levels in some of the 
Euro economies seem to be unsustainable as 
shown in Figure 1. As a result, credit default 
swap spreads have risen and there is renewed 
market focus on the potential for transmission 
of shocks from sovereigns to banks as banking 
systems in core European countries still have 
large exposures to small countries.  

 
Figure 1: Government debt % of GDP 

 
Source: Deloitte Research publication: Global economic outlook 

 
The outlook for sovereign risk in some advanced 
economies has worsened. In the United States, 
market concerns about the fiscal path remain, 
given little progress in breaking the political 
stalemate over how to carry out needed fiscal 
consolidation. The risk of a temporary default 
has pushed U.S. short-term CDS spreads higher. 
In Japan, ratings agencies have downgraded the 

sovereign outlook on concerns about the 
government’s ability to achieve deficit 
reduction. The prolonged zero interest rates in 
advanced economies promote risk taking, as 
investors search for higher yields. The search for 
yield is spurring flows into emerging markets, 
notably corporate debt markets. 

 

2.3 Implications for the Ugandan economy 

The strong growth momentum in emerging 
economies may lead to high demand for 
commodities including oil, which could lead to 
an increase in international commodity prices. 
This could feed through to domestic inflation. 
Furthermore, it could also increase domestic 
costs of production through increases input 

costs, which will lead to further increases in 
domestic prices, which may translate into 
larger-than expected domestic inflation with 
downside risk to domestic economic growth. 
However, on the upside the expected recovery 
in the advanced economies could be a source of 
economic growth for Uganda in that the 



Monetary Policy Report, July 2011 Page 8 

rebound in advanced economies might cause 
increases in world trade, thereby increasing 
exports earnings for Uganda. In addition, 
particularly in the long-term, growth in 
advanced might lead to a rebound in foreign 
direct investment (FDI) and migrant workers 
remittance flows, as employment levels in 
advanced economies increase, which will have a 
positive impact on the balance of payments.  
 
Sovereign risks in advanced economies present 
concerns for developing countries, particularly 

for the flow of official development assistance 
(ODA). The long-term risks relates to the 
possibility that policies in the affected advanced 
economies could focus on measures needed to 
address the underlying, difficult to resolve, 
structural issues, which include putting in place 
credible plans to restore fiscal sustainability. 
The result of which might be a reduction of 
bilateral development assistance flows to 
developing countries, with serious implications 
for growth and poverty reduction. 

  

3 Domestic economy 

3.1 Monetary Policy Actions in July 2011 

BOU adopted the Inflation Targeting Lite (ITL) 
monetary policy framework in July 2011. 
Consistent with global developments and 
outlook, domestic inflation forecasts, output 
gap, and exchange rate forecasts, BOU 
continued to pursue a tight monetary policy in 
July 2011. The objective was to reign on the 
second round effects of the supply-side induced 
inflationary pressures, anchor medium-to-long 
term inflation expectations, and mitigate 
depreciation pressures without compromising 
growth.  In line with these objectives, the CBR 
was set at 13.0 percent, with a band of 
plus/minus 2 percentage points.  
 
Consistent with the monetary policy stance for 
the month, BOU issued Treasury securities to 
keep structural liquidity in line with the 
programmed levels and also fine-tuned daily 
liquidity needs of the interbank in an attempt to 

keep the weighted average 7-day interbank 
interest rate within the CBR range. Yields on 
government securities, rose in July 2011, in line 
with the tight monetary policy stance. However, 
owing to the uneven liquidity distribution in the 
banking system, on account of some banks 
holding–on to liquidity leading to unusually 
high interbank money market rates, BOU issued 
longer than the usual 7-day reverse REPOs and 
also purchased Treasury securities in the 
secondary market in order to inject long-term 
liquidity to the banking system to avoid a 
structural liquidity deficit. 
 
BOU issued 7-day and 14-day reverse REPOs 
worth Shs. 1,081.5 billion and Shs. 295.0 billion, 
respectively. Nevertheless, the 7-day interbank 
money market rate remained above the upper 
bound of the CBR for most of the month.  

 
3.2 Financial Sector Developments 

3.2.1 Liquidity Conditions and money market rates 

The banking system was characterised by 
uneven liquidity distribution for most of the 
month. This led to persistently high interbank 
money market rates, especially during the first 
half of the month, as some banks continuously 
sourced for liquidity.  
 
Average excess reserves, a measure of liquidity 
in the banking system, stood at Shs. 98 billion in 
July 2011 up from Shs. 39 billion in June 2011. 
Notwithstanding this level of excess reserves, 

the weighted average 7-day interbank rate rose 
to 15.0 percent from 11.1 percent recorded in 
June 2011. For most of the first half of the month, 
the 7-day interbank rate remained above the 
upper bound of the CBR as shown in Figure 2. 
 
In order to ease the liquidity strain in the 
banking system, BOU injected longer term 
liquidity through 14-day reverse REPOs and also 
purchased treasury securities in the secondary 
market worth Shs. 56 billion. BOU’s actions 
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helped moderate the interbank rates towards 
the end of the month, from 16 per cent on July 
20, 2011, to 14 percent on July 25, 2011 and 
further to 10 percent on the last day of the 
month. Indeed, the 7-day interbank money 

market rate declined to 9.5 percent on the last 
day of the month, pushing down the monthly 
weighted average 7-day interbank rate to 15 
percent. 

 

Figure 2: Evolution of the 7-day interbank rate  

Source: Bank of Uganda 

The overall weighted average interbank rate 
also increased to 13.2 percent from 9.8 
percent reported in the previous month. The 
REPO and Reverse REPO rates also rose in 

tandem with the developments in the 
interbank money market as shown in Table 
1. 

 
Table 1: Weighted REPO/Reverse REPO and Domestic Interbank Money Market rates 

 
REPO 

 
Reverse REPO Interbank 

  June-11 July-11 June-11 July-11 June-11 July-11 
Overnight - 4.45 6.52 

 
8.94 12.80 

2-6 days 10.97 - 11.00 
 

8.76 10.62 
7 days 14.21 - 11.59 15.49 11.08 15.01 
> 7 days - - - 14.94 14.00 15.32 
overall 13.48 4.45 10.92 15.38 9.80 13.20 

Source: Bank of Uganda 
 
3.2.2 Treasury Securities Market 

Treasury securities were issued in line with the 
monetary policy stance and the liquidity 
management strategy for the month. Two 
Treasury bills of face value of Shs. 75 billion and 
one Treasury bond of face value of Shs. 85 billion 
were auctioned. Both Treasury bill auctions 
were oversubscribed save for the 182-day paper 
which was undersubscribed by Shs. 2.4 billion 
in the first auction. However, BOU also rejected 
bids of Shs. 8.3 billion and Shs. 16.8 billion for 
the 91-day and 182-day paper, respectively, in 

the first auction in a bid to stem a rise in the 
yields.  
 
The respective monthly average weighted 
annualized yields on the 91-day, 182-day, and 
364-day papers rose to 14.2, 15.0, and 15.3 per 
cent respectively in the July 2011 from 12.7, 13.3, 
and 13.8 percent in June 2011. BOU also issued a 
treasury bond on July 20, 2011. The new 2-year 
Treasury bond worth Shs. 85 billion was sold at 
a cost of Shs. 78 billion. The auction was 
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oversubscribed by Shs. 324 billion and the 
resultant yield-to-maturity rose to 15.2 per cent 
from 14.5 per cent registered in the 2-year bond 
auction of June 20, 2011. The increase in yields in 
part reflects the tight monetary policy stance 

and high inflation expectations going forward. 
Developments in Treasury bill yields are shown 
in Figure 3. 

 
Figure 3: Treasury bill yields, July 2008 to May 2011  

 

Source: Bank of Uganda 
 

3.2.3 Commercial Banks’ interest rates 

The weighted average lending rates on domestic 
currency denominated loans remained relatively 
stable, increasing by only 7 basis points to 19.94 
per cent in June 2011. Demand and savings 
deposit rates on the other hand remained 
relatively stable, while the time deposit rates 
increased by 0.59 percentage points as shown in 
Table 2. On the other hand, the lending rates on 
foreign currency declined by 0.27 percentage 

points to 9.43 per cent. The demand and saving 
deposit rates remained relatively stable while 
the average time deposit rate declined by 91 
basis points as shown in Table 2. The demand 
and saving deposit rates remained relatively 
stable while the average time deposit rate 
declined by 0.90 percentage points to 2.40 
percent in June 2011. 

 

Table 2: Commercial bank lending and deposit rates   

Rates Local currency denomination   Foreign currency denomination   

  Feb-11 Mar-11 Apr-11 May-11 Jun-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 

Lending (Shs)    19.58     19.97    19.97     19.87    19.94       9.49      10.14      9.93       9.70       9.43  

Demand      1.17        1.18       1.20       1.23      1.13       1.09        1.08      1.08       1.08       1.09  

Saving      2.41        2.38       2.36       2.35      2.30       1.49        1.49      1.49       1.49       1.49  

Time      9.99        9.68    10.78     10.42    11.01       3.01        3.22      3.47       3.30       2.40  

Spread      9.58     10.29       9.19       9.45      8.92       6.47        6.92      6.46       6.40       7.03  

Source: Bank of Uganda 

 
As shown in Table 2, weighted average lending 
rates on shilling deposits have been relatively 
table since February 2011. This global picture 

shows that the tight monetary policy stance has 
not been fully transmitted into lending rates. 
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3.2.4 Developments in monetary aggregates 

The rate of growth in monetary continues to 
decline in line with the tight monetary policy 
stance. In the three months to June 2011, annual 
growth in M3 and M2 averaged 26 percent and 
27 percent, respectively. This is down from the 
respective rates of 33 percent and 36 percent. In 
2010/11 in particular, monetary aggregates, M3 
and M2 grew by 25.8 percent and 23.9 percent, 
respectively compared the respective growth 
rates of 31.7 percent and 36.6 percent in 2009/10. 
Going forward, the decline in the rate of growth 
in monetary aggregates may suppress aggregate 
demand, which may help reign in the second 
round effects of inflation. However, it may also 
suppress private investment and economic 
activity, thus leading to less than optimal 
growth. 
 
Notwithstanding the tight monetary policy 
stance, private sector credit remained robust, 
growing by about 43.0 percent in June 2011, 
compared to 25.3 percent in June 2010. This 
growth is evenly distributed in all sub-groups, 
save for mining & quarrying, which registered 
an annual decline of 48.5 percent. By end June 
2011, the stock of outstanding credit to the 
private sector stood at Shs. 6,516.2 billion, up 
from Shs. 5142.2 billion in May 2011 position. 
Foreign currency denominated loans increased 
by Shs. 217.9 billion to Shs. 1,883.4 billion while 
shilling denominated loans grew by Shs. 156.2 
billion to Shs. 4,632.8 billion in June 2011. 

Forex denominated loans grew by 69.6 per cent 
in June 2011 on annual basis compared to 34.3 
percent in June 2010. The substantial rise in 
forex denominated loans could be partly 
attributed to the depreciation of the Shilling. On 
the other hand, the shilling denominated loans 
increased by 38.8 percent in June 2011 compared 
to 22.7 percent in June 2010.  
 
Trade and commerce sector accounted for about 
21.5 per cent of total private sector credit, 
followed by the building, mortgage, 
construction and real estate sector which 
accounted for 20.5 per cent. The personal loans 
and manufacturing sectors followed with shares 
of 15.8 percent and 14.1 percent, respectively. In 
terms of annual growth rates, credit to the trade 
and commerce and building and mortgages 
sectors grew by 61.0 per cent and 58.0 per cent, 
respectively in June 2011.  Other sectors also 
registered robust growth rates save for the 
personal & household loans, which grew by 
only 7.0 per cent, as shown in Figure 4. The 
increase in personal & household loans for a 
second consecutive month may indicative of the 
continued easing of credit conditions by 
commercial banks for individuals and 
households. If sustained, increases in personal & 
household loans are likely to spur consumer 
demand and culminate into increased private 
consumption. 

Figure 4: Sectoral Analysis of Commercial Banks’ Credit to the Private Sector 
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Despite the structural bottlenecks such as 
electricity load shedding, credit growth to the 
production sectors, such as agriculture and 
manufacturing sectors also remains robust. This 
should help spur production and decrease 
supply shocks that could culminate into 
upward pressures on commodity prices.  
Net credit extensions also remain robust as 
shown in Figure 5. In the July 2010 – June 2011 

period, net credit extensions averaged Shs. 127.5 
billion per month compared to Shs. 49.6 billion 
in the corresponding period of 2009/10. Strong 
private sector growth is indicative of the strong 
demand for money which is used for the 
procurement of commodities in real sector 
production and undertaking aggregate 
expenditure in an economy.  

 
 
Figure 5: Credit Extensions and Recoveries 
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The demand for credit also remained relatively 
robust during the course of the month. The 
value of loan applications (proxy for demand for 
credit) rose to Shs. 694.4 billion in June 2011 
from Shs. 665.4 billion in May 2011. In contrast, 
the value of loan approvals (proxy for supply of 

credit) declined by Shs. 32.4 billion in June 2011 
to Shs. 458.0 billion compared to Shs. 490.4 
billion in May 2011. Going forward, BOU should 
continue with a tight monetary policy stance to 
rein in the inflationary pressures anchor the 
inflation expectations.  

 

3.3 Aggregate demand and output 

A critical analysis in the state of aggregate 
demand is important in that it helps determine 
the desired stance of monetary policy. When 
aggregate demand is below potential, an 
expansionary monetary policy is desirable in 
order to stimulate the economy without causing 
inflation. On the other hand, when aggregate 
demand is above potential, the economy is over- 
heating, which is inflationary. In such 
situations, a tight monetary policy stance is 
necessary to cool-off the economy.  

Several proxies are used to assess the state of 
aggregate demand due to the paucity of high 
frequency data on aggregate demand. These 
include the evolution of monetary aggregates 
(which can be used to proxy private 
consumption and investment), government 
expenditure and taxes and the external trade 
balance (which can be used to proxy external 
demand). 
 
Private consumption in part depends on real 
money balances, which can be proxied by 
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currency in circulation since a large volume of 
private consumption expenditure in Uganda is 
effected using cash transactions. Year-on-year 
growth in real currency in circulation has been 
declining as shown in Figure 6. Indeed, it 
declined from about 33.0 percent in January 2011 
to 14 percent in June 2011. The decline can partly 

be attributed to the tight monetary policy 
stance that has been in place since the beginning 
of the year. Notwithstanding the decline in 
growth, real currency in circulation still remains 
robust. This in part indicates that private 
consumption is still robust, but growing at a 
declining rate.  

 

Figure 6: Real currency in circulation 
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Household and personal loans can also be used 
to gauge the level of private spending in an 
economy. As discussed above, growth in 
household and personal loans has been positive 
since May 2011. This may in part reflect strong 
consumer spending. Government expenditure 
and tax revenue are also major indicators of 
aggregate demand. In 2010/11, government 
expenditure on domestic goods and services 
averaged Shs. 504.4 billion per month compared 
to Shs. 388.3 billion in 2009/10. This increase in 
government expenditure has contributed 
positively to the level of the aggregate demand. 
However, the erratic movements within the 
month and deviations from projections posed 
serious challenges for monetary policy 
operations.  
 
In July 2011, government expenditure on 
domestic goods and services was Shs. 405 
billion, which is below the monthly average of 
the previous financial year. This is nonetheless 
expected given the delays in executing new 

budgets that is always characteristic of the first 
month of the financial year. Given the overall 
resource envelope for this financial year, and the 
fact that the budget is geared towards 
infrastructure development, full execution of the 
budget should help boost production and 
aggregate demand in the medium-to-long term. 
 
Nevertheless, taxes on domestic goods and 
services have remained buoyant. Direct tax 
collections grew by 31.3 per cent year-on-year 
basis in June 2011, while indirect taxes increased 
by 10.8 per cent. Indirect taxes, excise taxes 
grew at a much slower rate of 3.7 percent 
compared to the 23.9 percent increase in the 
preceding, which may in part imply a stagnant 
growth in production. However, growth in VAT 
on domestic goods and services rose by 14.4 per 
cent during the same period indicating an 
increase in consumption by private individuals. 
 
External demand is another important indicator 
of the overall level of economic activity. The 
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import bill remained relatively stable at about 
US$ 409 million in June 2011 compared to about 
the same amount in May 2011. Total export 
earnings on the other hand rose only marginally 

to US$ 224.5 million, compared to US$ 219.3 
million in May 2011. Developments in the trade 
balance are shown in Figure 7. 

 Figure 7: Trade balance and the Terms of Trade (Jan 2010-Jun 2011) 
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In order evaluate the impact of imports on 
economic activity, private sector imports are 
disaggregated according to use. While imports 
of intermediate and capital goods add to the 
productive capacity of the economy, imports of 
consumption goods have implications for 
aggregate demand, at least in the near-term. In 
June 2011, goods imported for production 

purposes declined by 5.6 per cent compared to 
an increase of 18.8 per cent recorded in May 
2011. Similarly, imports for consumption fell by 
15.7 per cent from an increase of 16.7 percent 
over the same period. The evolution of the 
different components of imports is shown in 
Figure 8. 

 

Figure 8: Components of the Import Bill 
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3.4 Exchange Rate Developments 

3.4.1 Bilateral shilling –US Dollar rate 

The average monthly exchange rate for July 2011 
stood at Shs. 2,587.2 per US Dollar, a 
depreciation of 5.1 per cent and 14.6 per cent on 
monthly and annual basis, respectively. This 
was higher than the monthly depreciation of 3.1 
percent recorded in June 2011. This depreciation 
should encourage substantial structural 
adjustment in the economy.  Adjustment is 
inevitable with depreciation and it should not 
be frustrated, but rather be facilitated by 
policies that enhance economic flexibility. The 
depreciation pressures were largely driven by 
demand by offshore players and energy and 
manufacturing sectors. The significant deals 
recording transactions of US$ 100,000 or more 
indicate that in July 2011, demand from offshore 
players amounted to 28.5 percent, while 
manufacturing sector and energy sectors 
accounted 19.4 percent and 29.3 percent of total 
demand, respectively.  
  
In a floating exchange rate regime, the price of 
one country’s currency in terms of another’s 

country’s currency may change in response to 
developments either at home or abroad, but 
being an asset price, exchange rate is also 
determined by perceptions of risk or 
speculation.  Overall, the exchange rate trend 
has depicted a rather rapid depreciation which 
cannot be explained by economic fundamentals 
alone. Whereas current account has weakened 
and therefore causing the depreciation, the 
exchange rate trend in recent months seems to 
reflect speculative behaviour, which could be 
causing exchange rate variability. Figure 9 
shows a comparison of the Shs/US dollar rate 
variability and the variability of some selected 
currencies against the US dollar. The figure 
shows that the variability of the shilling as 
measured by the coefficient of variation 
remained rather high in July 2011. The relatively 
high exchange rate volatility in July 2011 could 
in part be explained by uncertainty in the 
foreign exchange market. This volatility could 
have had a disruptive effect on the flow of trade 
and investment in the country.

Figure 9: Variability of exchange rates of selected currencies against the US Dollar 
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3.4.2 Nominal and real effective exchange rate 

The nominal effective exchange rate (NEER) of 
the Uganda shilling, which measures the value 
of the shilling against a basket of trade partners’ 
currencies depreciated by 2.8 percent and 15.3 
percent in June 2011 on month-on-month and 

year-on-year basis, respectively. The Real 
Effective Exchange Rate (REER), which 
measures the competitiveness of domestic 
traded goods relative to those of Uganda’s 
trading partners, also depreciated by 2.69 
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percent in June 2011 on a monthly basis. 
Similarly, the REER depreciated by 5.6 percent 
on annual basis in June 2011. The depreciation of 
the REER in June 2011 was mainly driven by the 
nominal depreciation of the shilling given that 

the rate of increase in domestic inflation was 
higher than Uganda’s major trading partners. 
The evolution of the bilateral Shs/US Dollar 
rate, NEER and REER is shown in Figure 10.  

Figure 10: Nominal and Real Effective Exchange Rate Movements. 
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3.5 Developments in inflation and its determinants 

The inflation momentum continued in July 2011, 
with the annual headline inflation increasing by 
3 percentage points to 18.7 percent. This is the 
highest annual headline inflation since February 
1993, when headline inflation stood at 24.9 
percent. Annual core inflation also rose to 15.6 
percent from 12.2 per cent in June 2011. The 
annual food and food crops inflation also 
increased to 40.6 percent and 42.0 percent, 
respectively compared to 33.4 percent and 39.0 
percent, respectively in June 2011. Food 

inflation, with a weight of 27 percent in the 
overall basket of goods and services remains the 
main driver of inflation as Non food inflation 
increased by just 1.0 percentage point to 8.1 per 
cent from 7.1 per cent in June 2011. Energy, Fuel 
and Utilities (EFU) inflation on the other hand 
declined to 9.7 per cent from 10.3 per cent in the 
same period.  The annual inflation developments 
are shown in Figure 11. 
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Figure 11: Annual inflation developments: March 2008- July 2011  
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The monthly headline and core inflation also 
rose to 2.2 percent and 3.4 percent respectively, 
compared to 0.1 percent and 1.9 percent, 
respectively in June 2011. Monthly food crops 
inflation on the other hand declined to minus 2.7 

percent in July 2011, down from minus 7.8 
percent in June 2011. Monthly EFU inflation 
declined to 0.5 percent compared to the 1.1 per 
cent in June 2011. Developments in monthly 
inflation are depicted in Figure 12.

. 
 
Figure 12: Monthly headline and core inflation, January 2008 – July 2011 
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Source: UBOS 

 
A critical analysis of CPI centres indicates that 
Gulu recorded the highest annual headline 
inflation of 26.1 percent in July 2011. Jinja, 
Masaka and Arua also recorded inflation rates 
25.6 per cent, 20.7 per cent and 25.9 per cent, 

respectively.  On the other hand, Kampala high 
income group, registered the lowest headline 
inflation rate of 15.3 percent. A decomposed 
analysis of inflation trends per centre is shown 
in Figure 13. 
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Figure 13: Annual Headline Inflation Rates by Centre 

 

Source: UBOS 
 
Notwithstanding the increase in non-food 
inflation, increases in food prices continue to be 
the main drivers of inflation as shown in Figure 
14. With a weight of 27.2 percent in the overall 
CPI basket, food inflation contributed about 12 
per cent of the headline inflation of 18.7 per cent, 
with the remaining 6.7 percent being 

contributed by price increases related to non-
food expenditure. Clothing and footwear, 
household and personal goods, fuel and 
beverages and tobacco indices also increased, 
which could in part be attributed to exchange 
rate depreciation and global inflation 
developments.  

 

Figure 14: Food and Non-food Inflation 

 
Source: UBOS 
 
In the food category, the main drivers of 
inflation include staples, sugar and oil and fats 
whose indices increased by 93.1 percent, 32.8 
percent and 39.7 percent, respectively. Fresh 

fruits, and meat and poultry also increased by 
37.6 percent and 33.7 percent, respectively as 
shown in Table 3. 
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Table 3: Annual percentage increases in prices of some commodities in the CPI basket 

 weight 2010
M10 

2010
M11 

2010
M12 

2011
M01 

2011
M02 

2011
M03 

2011
M04 

2011
M05 

2011 
M06 

2011 
M07 

Food 27.16           

staples 6.62 -25.0 -18.8 -21.5 -13.8 -1.3 28.6 47.0 65.9 69.5 93.1 

Fresh Fruit 1.07 -1.9 9.5 26.7 21.6 11.8 24.2 22.7 37.1 33.7 37.6 

Fresh Vegetables 1.81 1.6 8.6 22.7 30.7 8.8 22.5 35.5 12.5 -1.1 -11.0 

Dry Vegetables 2.46 -3.1 4.0 7.2 10.9 14.3 28.3 30.2 31.8 32.2 24.9 

Meat & poultry 3.16 3.2 8.1 9.1 15.0 17.4 20.4 24.2 32.2 32.3 33.7 

Fish 1.58 36.3 39.5 37.8 39.1 41.1 37.1 49.8 43.3 33.8 27.7 

Milk & eggs 2.09 7.3 9.6 7.9 8.2 10.8 28.9 25.3 25.5 18.8 13.5 

Oils & fats 0.99 4.5 8.5 13.4 21.3 28.2 34.4 36.5 38.1 36.2 39.7 

Sugar,  tea & spices 2.65 8.1 3.0 2.97 3.7 7.3 9.4 8.6 15.0 3.0 32.8 

Rent,fuel & utilities 14.84           

HH Repair & Main.  7.77 -2.8 -1.6 0.5 6.2 9.0 12.8 13.9 15.9 18.34 20.5 

HH. Personal goods 4.50           

Soap,toiletries etc 2.41 7.3 7.4 8.8 13.2 14.0 19.0 21.3 23.8 26.8 29.0 

HH textile & 
furniture. 

1.14 
11.1 11.4 12.4 12.3 12.5 13.1 16.2 21.7 

20.5 23.3 

Other HH. goods  0.9 0.1 0.2 2.9 3.9 8.38 7.9 9.5 12.1 14.7 15.8 

Transport & commun 12.83           

Transport fares 4.44 4.4 3.0 10.6 6.6 9.3 14.1 15.5 14.2 18.8 19.7 

Communication 5.59 -46.1 -46.1 -46.1 -45.6 -45.6 -66.5 -66.5 -66.5 -66.5 -66.5 

Other transport & 
communication  costs 

2.79 
14.1 12.6 13.1 15.1 16.6 17.5 16.2 18.8 

20.5 
 

21.3 

Health, 
Entertainment & 
others 

16.83 
        

  

Meals in Restaurants 8.28 12.1 11.7 15.9 15.9 15.5 16.8 17.5 19.2 15.8 16.0 

Source: UBOS  
 
 
Analysis of food increases by centre shows that 
increases in prices of sweet potatoes, fresh 
cassava, cassava flour, dry fermented cassava, 
maize flour, sorghum grains, brown sugar and 
oranges contributed most to inflation as shown 

in Table 4. These price increases were attributed 
to reduced supplies to the market. It is however 
also important to note that prices of cabbage, 
onions, beans and fresh milk actually declined in 
July 2011. 
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Table 4: Price developments for selected items in the different centre’s 

Center Commodity Monthly change Annual change 

 

Sweet potatoes 51.79 179.37 

Cassava (fresh) 52.09 85.2 

Cassava (flour) 56.43 42.87 

Cassava (dry fermented) 49.84 74.25 

Maize flour 43.8 3.78 

Sorghum grains 37.86 100.46 

Brown sugar 43.88 68.71 

Oranges 111.79 47.94 

Gulu 

Maize flour 25.05 145.43 

Sorghum grains 41.08 190.83 

Brown sugar 57.92 60.89 

Jinja 

Maize flour 22.13 200 

Milet flour 12.5 12.5 

Brown sugar 35.42 42.27 

Masaka 
Maize flour 29.56 151.22 

Brown sugar 43.37 56.58 
Source UBOS 

3.6 Inflation outlook 

The annual inflation rate has continued to rise 
above the 5 per cent target. Headline inflation 
and core inflation increased to 18.7 per cent and 
15.6 per cent, respectively in July 2011. There are 
several factors that could explain this outturn. 
First, the KASITA strike, which coincided with 
price survey, must have led to unusually high 
prices during this period. Furthermore, as 
explained earlier, the July inflation is mostly 
accounted for by increases of a few commodities 
such as sugar and maize floor, among others.  
 
While inflation is high, this is because of a 
number of temporary factors which continue to 

boost total CPI inflation before total CPI 
inflation converges to the 5 per cent target by 
the middle of 2013. This short-term volatility 
reflects the impact of recent sharp increases in 
energy prices, drought and exchange rate 
depreciation. Going forward, inflation is likely 
to remain in the double- digit zone in the next 
few months mainly due to the base effects, 
uncertainty in commodity prices, persistent 
exchange rate depreciation, high inflation 
expectations, and the high inflation in major 
trading partners.  
 

 

4. Monetary Policy Stance in August 2011

The BOU retains its key objective to consolidate 
the prospects for the annual CPI inflation rate to 
converge towards its medium-term target of 5.0 
per cent. The CBR will therefore be set at a level 
consistent with this objective. In order to realise 
this objective, CBR should ensure the 
adjustment of overall real monetary conditions 

in order to prevent second round effects of the 
supply-side shocks from materialising over the 
projection horizon without compromising 
lending to the real economy and a sustainable 
level of economic growth. Notwithstanding the 
tight monetary policy stance, the upside risks to 
inflation are still dominant. However, the 
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downside risks to growth seem to be on the 
downside, as credit to the private sector 
continues to be robust. The persistence of 
inflation in the double digits has potential 
adverse effects on inflation expectations. 
 
In view of the need to ensure a solid anchoring 
of inflation expectations given the persistent 
risk of additional supply-side inflationary 
shocks, and the need to moderate depreciation 
pressures, which too could feed through to 
inflation, the BOU will tighten monetary policy 
further. In light of elevated risks to higher core 
inflation, the BOU will steer the 7-day interbank 
rate to a CBR of 14.0 per cent with an upper 
bound of 16.0 and a lower bound of 12.0 per cent 
in August 2011.  
 
A higher CBR has the effect that banks and 
other financial institutions raise their savings 
and lending rates. When households face higher 

interest rates, they could choose to increase 
their saving and reduce their consumption. The 
consequence of this is that companies will face 
slightly lower demand for their goods and 
services. Demand for labour will thus fall and 
companies will slow down their investment. 
The higher interest rates also contribute to this. 
Higher interest rates also mean that the yield on 
Ugandan assets in relation to foreign ones rises, 
which could lead to the exchange rate 
strengthening. This contributes to a fall in total 
demand. All in all, a higher interest rate means 
that both growth and resource utilisation will 
be slightly lower than what we had projected in 
June 2011. Lower demand also leads to 
companies slowing down their rate of price 
increase, with the result that inflation falls. 
BOU will try to attain a balance between on the 
one hand stabilising inflation around the 
inflation target and on the other hand stabilising 
the real economy.  

 

5  Policy implications 

The risks and uncertainties surrounding the 
near term macroeconomic outlook are still 
significant. The risks to both domestic and 
global inflation are still on the upside. One risk 
in the current situation is that the higher 
inflation will have a more tangible – and 
unwarranted – impact on long-term inflation 
expectations. If this were to happen, the BOU 
will have to tighten monetary policy further in 
the coming months.  
 
The main risk to inflation has to do with the 
size, persistence and propagation of the shock 
to commodity prices, especially oil. It may 
happen that the political tensions in some oil-
exporting countries continue or intensify, 
resulting in a steeper upward trend. The global 
effects of such a setting are clearly inflationary 
in the immediate future, while further down the 
line its combined effects on world demand and 
interest rates may moderate world economic 
activity. In the case of foodstuff prices, current 
aggregate indices are above their peak of 2007–
2008, although the composition of products 
showing the bigger increases differs. In any case, 
the velocity of these hikes has been greater than 
that of the last episode. Since oil prices further 

increases cannot be ruled out and pass-through 
to consumer prices has been instantaneous due 
to conditions inherent in this market, there is 
need for the government to come-up with 
stabilization measures to smooth short-term 
fluctuations in fuel prices. Several countries 
have regulatory measures to smooth out 
instantaneous fuel price rise. Nonetheless, it is 
should not be its objective, in a medium term 
horizon, to isolate local price movements from 
external ones. In addition, the effects might be 
amplified if the availability of hydroelectric 
energy diminishes due to drought increasing the 
dependence on thermal energy generation based 
on oil. 
On the domestic scene, the possible additional 
supply-side shocks that could energise the 
inflation dynamics in the near term are 
particularly worrying. It cannot be ruled out 
that if supply-side problems in the agricultural 
sector persist within a context of high regional 
demand for food, relatively low productivity of 
both agricultural and food-processing sectors in 
Uganda, high vulnerability of farming output to 
weather conditions which continue to be 
uncertain, and the existence of some structural 
dysfunctions and inefficiencies on the local food 
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market, coupled with some inadequacies in 
price-setting behaviour of the business 
community. The fall in real incomes because of 
the high inflation may however reduce aggregate 
demand, which may force some producers and 
retailers to reduce their profit margins in order 
to contain dwindling sales volumes. If such a 
price setting behaviour is adopted, including by 
companies manufacturing and selling other 
types of consumer goods, the risk of higher 
inflation could be mitigated. There is also a risk 
of an increase in the magnitude of regulated 
prices. The materialisation of such risks, 
possibly coupled with a relative depreciation of 
the shilling against the major currencies, might 
translate via the imports channel into increase 
in domestic prices of some consumer goods and 
services. The exchange rate has depreciated 
continually, amplifying the effect of external 
price increases. 
 
Food crop price levels are at historic highs, but 
food price volatility, although high, is not out of 
line with historical experience. This means that 
Uganda does not necessarily face a price 
volatility problem. It faces a high food price 
problem. The effects of each phenomenon on the 
well-being of the poor differ. The poor are 
overwhelmingly net food consumers, while 
farmers are generally better-off net sellers. 
Rising prices hurt consumers by reducing their 
purchasing power but benefit producers by 
increasing their profits. By contrast, volatility 
does not necessarily hurt consumers, because 
different food staples are often substitutable. 
Changes in the prices of one are not perfectly 
correlated with changes in the price of the other, 
so consumers can adjust their purchases to take 
advantage of relative discounts. But high price 
volatility does hurt producers, who make all 
their investments in seeds and equipment at the 
start of the growing season, before the post-
harvest price is known. If prices in the year 
ahead look unstable, farmers may invest less 
than usual, with the consequence that they no 
longer maximize profits and also produce less 
food to sell. 
 
Some countries like Tanzania have already 
imposed food export ban and debates in the 
media and parliament support Uganda to follow 

this route. Policies aimed at curbing food price 
volatility, such as export bans, price 
stabilization schemes, and subsidies for farmers 
could be misguided if the aim is to increase the 
welfare of the poor, or avert political unrest. 
Instead, the government should consider 
measures that prevent increases in food prices, 
such as removing barriers to international 
agricultural trade and increasing investment in 
scientific research on crop productivity 
improvement, soil and water conservation, and 
renewable energy that does not compete with 
food for land. The government should also focus 
on innovative ways to reduce post-harvest 
losses, which is estimated to be substantial 
often due to insufficient or sub-standard 
storage, and processing facilities. Such measures 
are the best long- and short-term policy 
response to high price levels. And by curbing 
sharp increases in food prices, they will temper 
price volatility as well. Expanded production, or 
a reduction of waste and diversion, will drive 
down prices and encourage the accumulation of 
food inventories, which will stabilize prices.  
Regarding the second round effects, one 
important factor is significantly related with the 
sensitivity of inflation expectations to the short-
term behaviour. It is possible that, if the 
economy sustains its dynamism beyond its 
installed capacity, it may foster a greater 
propagation of these shocks to other prices, 
heightening its inflationary effects. The June 
2011 output gap projections indicated that that 
negative output gap will remain over the 
projection horizon, but the possibility remains 
that output and demand grow above forecasts, 
thus exceeding the normal use of the economy’s 
productive capacity and exacerbating 
inflationary pressures. Conversely, increased 
prices of fuels and other products affect the 
consumers’ disposable income and, thereby, can 
become a factor moderating expenditures in 
other goods and services. 
 
On the international scene, financial tensions 
remain in some European countries and global 
imbalances are far from being resolved. There 
are also doubts regarding how tight output gaps 
are and how strong are inflationary pressures in 
some emerging economies, especially in Asia, 
and how will policy makers and investors 
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respond to the signs of higher inflation that are 
appearing. Considering the experience of 2007–
2008, this might trigger a monetary policy 
reaction that could cause a more pronounced 
slowdown in the demand of emerging 
economies, with important consequences on 
world growth and commodity prices. On the 
other hand, it is also possible that the different 
paces of recovery between emerging and 
developed economies and the exchange rate 
tensions in place result in a delay in the 
withdrawal of the monetary stimulus, causing 
an immediate increase in global inflation and 
calling for more aggressive monetary policy 
responses later on. 
 
In addition, public debt sustainability in some 
European countries and the United States debt 
ceiling impasse, could further affect the 
developments in the EUR/USD exchange rate. A 
stronger US dollar against other international 
currencies would, other things being constant, 
translate into an additional weakening of the 
shilling against the US dollar. This could lead to 
costlier USD-denominated imports in terms of 
the shilling, which would lead to increases in 
domestic prices of imported goods. The direct 

effects of such an adverse scenario, reflected by 
increased input costs of companies, could be 
boosted by indirect inflationary effects arising 
from higher-than-expected inflation 
expectations. 
 
While the balance of risks to future core 
inflation dynamics appeared to remain tilted to 
the upside, economic growth remains strong. 
BOU will maintain a tight monetary policy 
stance in a bid to firmly anchor inflation 
expectations and continue ensuring an adequate 
management of liquidity in the banking system. 
To the extent that substantial inflationary 
pressures are fuelled by exchange rate 
depreciation pressures, measures to ensure 
smooth shilling movement are crucial. The 
impact of tight monetary policy on lending rates 
in domestic and foreign currencies is yet to be 
restrictive. Thus, although BOU should ensure 
adequate management of liquidity in the 
banking system from the standpoint of financial 
sector stability, the central bank’s net creditor 
position vis-à-vis the banking system need to be 
reduced significantly to slowdown credit 
extension.  

 

6 Conclusion 

As Uganda’s economic history has shown 
inflation is an evil that hits especially hard those 
who have the least resources. The main 
contribution that the BOU can make to the 
country’s development is to keep inflation low 
and stable, paving the way for sustainable 
growth. Making today the necessary changes to 
monetary policy will avert more severe 
adjustments in the future that would certainly 
increase the associated social costs. Accordingly, 
the BOU will continue to conduct monetary 
policy so that annual projected inflation into the 
medium term stands at 5 per cent. There are no 
indications to suggest that productivity growth 
is dampening and that unit labour costs are 
increasing, however, the Ugandan economy is 
growing at a subdued rate, in part due to 
inflation pressures and the subsequent 

monetary policy tightening stance, international 
developments which are marked by uncertainty.  
 
Today monetary policy conduct is facing an 
important challenge. Inflation is well above 
target and is still rising. However, inflationary 
pressures have increased globally raising 
inflation forecasts, spreading concerns about 
future inflation in the different economies, 
including our own. The BOU’s main task is to 
ensure that the convergence of trend inflation to 
the target occurs with as few setbacks as 
possible. There are important risks, though. It is 
will absolutely be necessary for BOU to take 
action every time these shocks give signs that 
they may propagate from specific sectors to the 
rest of the prices in the economy. 
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APPENDIX 1 
UGANDA: CURRENT ECONOMIC AND FINANCIAL INDICATORS (in billions of U Shs: end of month unless otherwise indicated)

Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11

Foreign Exchange Market
         Inter-Bank Purchases (US$M) 729.9 804.4 640.9 655.5 731.1 828.3 853.5 656.3 857.9 731.5 726.8 906.9 672.4
         Inter-Bank Sales (US$M) 701.4 827.3 633.3 636.9 762.1 792.3 962.9 648.9 854.0 739.1 746.7 931.2 670.7
         Cross currency trading (US$ million) 426.7 174.4 165.3 180.0 149.2 105.1 292.4 142.1 143.0 137.1 142.1 143.0 143.2
         Inter-Bank Mid-Rate (UShs/US$) 2,257.3 2,230.9 2,251.3 2,264.8 2,288.9 2,303.9 2,332.5 2,341.9 2,393.3 2,367.6 2,387.7 2,461.0 2,587.2
Foreign Exchange Reserves
Gross Foreign Reserves in months of  imports of goods and Services  4.9 4.9 4.7 5.1 5.2 5.2 4.6 4.4 4.0 4.0 3.7 3.7
Bank of Uganda  Foreign Exchange Reserves (US$ M) 2,571.1 2,693.8 2,668.9 2,764.2 2,807.9 2,831.8 2,662.8 2,539.7 2,356.0 2,366.0 2,230.0 2,219.5
Tax Revenue 426.8 352.8 320.2 331.9 347.3 427.8 506.3 346.4 402.1 347.6 405.6 423.8 499.5

Monetary and Credit Aggregates (2)
          Broad Money supply M3 8,011.6 8,467.3 8,641.0 8,831.5 9,340.2 9,406.5 9,403.3 9,648.3 9,760.3 9,708.8 9,915.3 10,437.7
          Foreign Exchange Accounts Deposits 1,845.6 1,976.0 2,027.4 2,086.1 2,156.3 2,138.5 2,237.8 2,247.4 2,351.1 2,275.3 2,309.6 2,492.0
          Money supply M2 6,166.0 6,491.4 6,613.6 6,745.4 7,183.9 7,268.1 7,165.4 7,401.0 7,409.3 7,433.5 7,605.6 7,945.7
             Currency in circulation 1,459.7 1,472.9 1,460.9 1,531.5 1,623.0 1,774.6 1,808.5 1,796.8 1,762.7 1,814.4 1,786.3 1,899.6
            Shilling denominated Demand deposits 2,115.9 2,368.0 2,388.2 2,418.0 2,734.1 2,619.7 2,489.8 2,745.8 2,662.4 2,617.2 2,800.0 2,825.3
            Shilling denominated Time and saving deposits 2,590.5 2,650.5 2,764.5 2,795.9 2,826.7 2,871.7 2,867.1 2,858.3 2,984.1 3,001.8 3,019.4 3,220.8
           Private Sector Credit 4,624.1 4,697.4 4,817.4 5,084.5 5,244.5 5,451.8 5,539.6 5,709.0 5,818.2 5,906.0 6,136.2 6,512.0

Weighted Average Interest Rates on Shilling Transactions.
           Savings Deposit Rate 2.5% 2.6% 2.4% 2.3% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.4% 2.3%
           Time Deposit Rate 7.1% 6.8% 5.4% 7.6% 7.6% 9.8% 9.8% 10.0% 9.7% 10.8% 10.4% 11.0%
           Lending Rate 19.6% 20.3% 18.8% 20.0% 20.1% 19.7% 20.1% 19.6% 20.0% 20.0% 19.9% 20.0%
Weighted Average Interest Rates on 
Foreign Exchange Transactions
           Demand Deposit Rate 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.0% 1.1% 1.1% 1.1% 1.1% 1.1%
           Savings Deposit Rate 1.5% 1.7% 1.5% 1.5% 1.5% 2.7% 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%
           Time Deposit Rate 3.7% 4.0% 3.5% 3.7% 3.1% 3.9% 4.1% 3.0% 3.2% 3.5% 3.3% 2.4%
           Average Lending Rate 10.6% 10.2% 10.0% 9.3% 9.8% 8.6% 10.8% 9.5% 10.1% 9.9% 9.7% 9.4%
Treasury Bills 
              91 Days (End period Weighted Discount Rate) 4.2% 4.8% 5.1% 5.7% 6.5% 8.1% 9.1% 9.3% 8.2% 9.2% 10.6% 12.3% 13.4%
              182 Days (End period Weighted Discount Rate) 4.8% 5.2% 5.6% 7.1% 7.9% 8.7% 9.4% 9.4% 9.2% 10.4% 11.2% 12.7% 13.3%
              364 Days (End period Weighted Discount Rate) 5.4% 5.9% 6.3% 7.3% 8.9% 9.2% 9.8% 9.3% 9.0% 10.2% 11.2% 13.2% 12.8%
Treasury Bond Secondary Market rates
2-year Bond
Bid 6.4% 6.0% 7.2% 8.4% 9.1% 9.8% 10.1% 11.5% 11.1% 11.2% 11.1% 13.3% 14.7%
Offer 6.2% 5.8% 7.0% 8.2% 8.9% 9.7% 9.9% 11.4% 11.0% 11.1% 10.0% 13.1% 14.6%
5-year Bond
Bid 8.1% 8.3% 9.3% 9.5% 10.5% 11.6% 11.8% 12.1% 12.0% 12.3% 12.0% 13.8% 14.9%
offer 8.0% 8.1% 9.1% 9.3% 10.3% 11.5% 11.7% 12.0% 11.8% 12.1% 11.8% 13.6% 14.7%
10-year Bond
bid 12.1% 11.4% 11.5% 12.0% 12.4% 12.5% 12.6% 13.4% 13.4% 13.6% 13.4% 14.4% 15.0%
offer 11.9% 11.1% 11.3% 11.8% 12.2% 12.3% 12.4% 13.2% 13.2% 13.4% 13.2% 14.3% 14.9%
Bank of Uganda Rates (End Month)
            Rediscount Rate 7.3% 7.6% 8.1% 8.6% 9.2% 11.0% 12.1% 12.9% 13.3% 12.1% 13.7% 15.7% 16.0%
            Bank Rate 8.3% 8.6% 9.1% 9.6% 10.2% 12.0% 13.1% 13.9% 13.3% 13.1% 14.7% 16.7% 17.0%
7-day Interbank Rate 3.2% 3.4% 3.5% 3.9% 5.3% 6.3% 9.1% 11.0% 9.8% 10.7% 10.3% 11.1% 15.0%

Overall Interbank Rate 2.8% 3.0% 3.0% 3.9% 4.8% 5.4% 9.3% 8.0% 7.9% 9.4% 7.8% 9.8% 13.2%

Consumer Price Index (Base 2005/06)
              Composite CPI, Annual percentage change. 3.3 1.7 0.3 0.2 1.4 3.1 5.0 6.4 11.1 14.1 16.0 15.7 18.7
              Core CPI, Annual percentage change 4.6 4.0 4.2 2.5 2.9 4.8 5.6 6.0 7.8 9.7 11.3 12.2 15.6
              Food crops CPI, Annual percentage change -2.5 -9.2 -17.6 -11.4 -5.5 -4.6 1.5 6.9 29.1 39.3 44.2 39.0 42.1
              Elec, Fuel & Utilities (EFU) CPI, Annual percentage change 1.3 1.8 2.1 3.9 3.3 3.2 8.6 9.7 10.4 9.0 9.1 10.3 9.7
Producer Price Index for Manufacturing Sector
PPI-M Composite 182.5 185.9 191.4 194.7 197.8 201.5 209.9 213.3 217.6 220.3
PPI-M Local 166.2 168.6 175.7 179.0 179.7 182.9 191.3 193.4 195.5 199.2
PPI-M Export 245.1 249.3 249.8 252.9 263.4 268.6 277.7 285.1 297.0 296.2
Monthly Average Pump Prices of Petroleum Products
              Motor Spirit Premium (PMS) 2,860.0 2,928.0 2,986.0 3,255.0 3,056.9 2,985.5 3,110.0 3,170.0 3,382.0 3,484.0 3,495.0 3,576.0 3,621.5
              Diesel (AGO) 2,346.0 2,343.0 2,366.0 2,486.0 2,480.7 2,474.7 2,530.0 2,702.0 2,923.0 3,007.0 3,196.0 3,262.0 3,285.2
              Kerosene (BIK) 1,960.0 1,980.0 2,001.0 2,071.0 2,083.6 2,123.8 2,186.0 2,365.0 2,549.0 2,598.0 2,682.0 2,779.0 2,788.8

Source: Research Department, Bank of Uganda
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APPENDIX 2 
Im ports of Merchandise (US$ m illions)

Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May -11 Jun-11

T otal Im ports (c.i.f) 435.64 395.64 388.60 47 7 .05 436.7 2 527 .69 482.58 47 3.17 458.33 642.31 446.69 511.38 517 .94

T otal form al im ports (fob) 346.23 312.17 306.49 37 3.94 344.10 414.06 37 7 .48 37 3.51 361.41 505.97 351.7 8 404.50 408.11

o/w cost

T otal Im ports (fob) 351.21 316.7 1 312.36 37 8.68 349.24 419.61 384.19 37 8.04 365.7 8 510.15 355.83 408.94 412.34

Government Imports 53.13 26.17 11 .08 83.38 28.28 94.46 44.47 18.46 38.91 116.53 19.50 11.98 49.7 6

     Project 16.10 10.11 7 .33 8.41 25.59 15.11 24.09 8.68 17 .37 10.54 15.80 9.38 15.36

     Non-Project 37 .03 16.06 3.7 4 7 4.97 2.69 7 9.35 20.37 9.7 8 21.55 106.00 3.7 0 2.60 34.40

Formal Private Sector Imports 293.10 286.00 295.41 290.56 315.82 319.61 333.02 355.05 322.49 389.44 332.28 392.52 358.35

         Oil imports 45.18 43.87 44.81 43.7 4 49.00 49.16 54.58 53.38 51.86 67 .7 6 63.69 68.16 65.93

         Non-oil imports 247 .92 242.13 250.60 246.82 266.82 27 0.45 27 8.44 301.67 27 0.63 321.68 268.59 324.36 292.42

Estimated Private Sector Imports 4.98 4.55 5.87 4.7 3 5.14 5.55 6.7 0 4.54 4.38 4.18 4.06 4.44 4.23

Total Private Sector Imports 298.08 290.54 301.28 295.29 320.96 325.15 339.7 2 359.58 326.87 393.62 336.33 396.96 362.58

o/w freight

Total Imports 68.28 63.83 61.66 7 9.56 7 0.7 4 87 .41 7 9.57 7 6.93 7 4.84 106.87 7 3.48 82.84 85.40

Government Imports 12.83 6.32 2.68 20.14 6.83 22.82 10.7 4 4.46 9.40 28.15 4.7 1 2.89 12.02

     Project 3.89 2.44 1.7 7 2.03 6.18 3.65 5.82 2.10 4.20 2.55 3.82 2.27 3.7 1

     Non-Project 8.94 3.88 0.90 18.11 0.65 19.17 4.92 2.36 5.20 25.60 0.89 0.63 8.31

Private Sector Imports 55.44 57 .50 58.98 59.42 63.91 64.59 68.83 7 2.47 65.44 7 8.7 3 68.7 7 7 9.95 7 3.38

         Oil imports 10.91 10.60 10.82 10.57 11.84 11.87 13.18 12.89 12.53 16.37 15.39 16.46 15.93

         Non-oil imports 44.53 46.91 48.15 48.85 52.08 52.7 1 55.65 59.58 52.91 62.36 53.38 63.48 57 .45

Private Sector through forex 55.44 57 .45 58.98 59.41 62.09 64.59 67 .60 7 2.47 65.44 7 8.7 3 67 .7 9 7 8.86 7 3.33

o/w insurance

Total Imports 16.15 15.10 14.59 18.82 16.7 4 20.68 18.82 18.20 17 .7 0 25.28 17 .38 19.60 20.20

Government Imports 3.04 1.50 0.63 4.7 6 1.62 5.40 2.54 1.05 2.22 6.66 1.11 0.68 2.84

     Project 0.92 0.58 0.42 0.48 1.46 0.86 1.38 0.50 0.99 0.60 0.90 0.54 0.88

     Non-Project 2.12 0.92 0.21 4.28 0.15 4.53 1.16 0.56 1.23 6.06 0.21 0.15 1.97

Private Sector Imports 13.12 13.60 13.95 14.06 15.12 15.28 16.28 17 .14 15.48 18.62 16.27 18.91 17 .36

         Oil imports 2.58 2.51 2.56 2.50 2.80 2.81 3.12 3.05 2.96 3.87 3.64 3.89 3.7 7

         Non-oil imports 10.53 11.10 11.39 11.56 12.32 12.47 13.16 14.09 12.52 14.7 5 12.63 15.02 13.59

Private Sector through forex 13.11 13.59 13.95 14.05 14.69 15.28 15.99 17 .14 15.48 18.62 16.04 18.66 17 .35

 
 
Exports of m erchandise (US$ m illions)

Jun-10 Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May -11 Jun-11

T otal Exports 17 0.05 159.85 186.61 157 .92 17 1.29 185.11 192.44 192.93 207 .7 6 216.11 193.37 219.28 224.50

T otal Form al Exports 136.09 123.16 144.80 117 .51 132.45 139.95 146.39 161.03 17 8.90 190.44 17 0.08 189.28 198.18

1. Coffee (Value) 23.03 27 .53 23.66 18.96 23.30 32.14 28.69 29.98 27 .83 34.10 26.87 40.02 57 .95

Volume ('000 60-Kg bags) 0.23 0.27 0.22 0.17 0.19 0.27 0.24 0.22 0.19 0.22 0.18 0.25 0.37

Av. unit value 1.63 1.7 2 1.81 1.86 2.07 2.01 2.01 2.32 2.39 2.55 2.54 2.63 2.60

2. Non-Coffee form al exports 113.06 95.63 121.14 98.55 109.15 107 .80 117 .7 0 131.05 151.07 156.34 143.21 149.26 140.23

Electricity 1 .08 1.12 1.17 1.05 1.01 1.05 1.00 1.09 1.14 1.33 1.25 1.20 1.53

Gold 6.28 0.82 1.68 0.27 0.7 9 0.86 0.39 0.38 0.50 0.26 0.29 0.34 0.28

Cotton 1.03 0.15 0.00 0.65 0.7 7 0.57 4.38 12.38 17 .54 23.50 12.91 8.65 1.47

Tea 5.91 5.23 4.01 4.10 5.54 6.09 5.30 6.56 3.61 4.29 6.00 6.92 5.96

Tobacco 2.63 4.55 3.36 3.68 4.37 4.62 7 .60 3.27 6.56 7 .26 3.80 4.7 2 4.33

Fish & its prod. (excl. regional) 9.02 8.44 11.36 9.83 11.01 13.96 14.22 16.7 0 13.7 9 9.37 10.41 13.21 12.14

Hides & skins 1.65 0.99 0.95 1.23 1.21 0.84 3.7 2 2.09 2.86 3.25 3.06 2.59 3.00

Simsim 0.41 0.7 6 1.51 0.52 0.35 0.40 0.7 3 3.24 3.81 3.15 1.34 1.54 0.38

Maize 3.97 3.22 1.94 2.06 3.02 3.10 2.28 1.7 0 1.7 9 1.62 1.26 2.43 1.18

Beans 1.02 0.23 0.09 0.19 0.92 1.65 1.16 0.80 1.10 0.32 0.49 0.88 3.31

Flowers 5.49 4.14 4.32 3.63 3.19 3.34 2.89 3.89 4.45 3.86 3.68 5.50 4.94

Oil re-exports 7 .85 11.16 11.43 9.21 7 .47 8.44 5.7 9 7 .23 7 .15 6.7 3 7 .04 6.97 6.91

Cobalt 2.12 1.59 1.06 1.06 1.59 2.12 1.06 0.53 1.59 1.82 1.59 1.59 1.58

Others 64.61 53.22 7 8.28 61.07 67 .92 60.7 6 67 .19 7 1.20 85.18 89.58 90.11 92.7 3 93.23

3. ICBT  Exports 33.96 36.69 41.81 40.41 38.83 45.17 46.05 31.90 28.86 25.67 23.28 30.00 26.32

 


