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Overview 
This report analyses the factors that have an 
important bearing on the economy, both in 
the past and the future. It makes an 
assessment of risks to price stability as of end 
of November 2011 on the basis of both an 
economic and a monetary analysis. It also 
analyses global developments and assesses the 
future prospects for inflation and economic 
activity based on the outlook on the 
evolvement of both domestic and external 
factors. Using the information derived from 
these analyses, the BoU decides on a level of 
CBR that will serve the maintenance of price 

stability over the medium term. 
 
In October 2011, BoU, continued with the 
pursuance of a tight monetary policy stance 
due to inflation pressures that were still high 
though subsiding. A tight monetary policy 
stance was also aimed at taming the 
depreciation pressures that were putting 
further inflationary pressures. BoU was on 
both sides of the short term money marked 
injecting and withdrawing liquidity from the 
banking system through the issuance of 
reverse REPOs and REPOs to fine-tune short 
term liquidity conditions.  

 
The Ugandan economy has continued to 
growth robustly for much of this year 
following the fall in output in 2010. But there 
are signs that output growth has slowed in 
recent months. Overall, aggregate demand is 
expected to be weaker in most of 2011/12. An 
additional downside risk concerns the 
possibility of current rainfall-related 
disruptions to food production, given the 
emerging heavy rainfall pattern.  
 
For the global economy, financial market 
sentiment and functioning continued to 
deteriorate over the review period amid 
intensifying concerns about a potentially 
disorderly resolution to the fiscal challenges 
and external imbalances facing several euro-
area countries, related banking sector 
vulnerabilities and the macroeconomic 
outlook. Fiscal developments remained a key 

influence on financial markets. In the euro 
area, concerns about the sustainability of 
fiscal and external positions and the 
implications for banking sectors intensified, 
leading to strains within financial markets. On 
27 October, the European authorities 
announced a package of measures designed to 
address those concerns. These measures only 
provided temporary respite to financial 
markets, with spreads between the yields of 
sovereign bonds of several euro-area countries 
and those of German government bonds 
rising to levels last experienced prior to the 

launch of the euro in 1999. These 
developments continued to interact with, and 
were compounded by, concerns about the 
sustainability of the global economic recovery. 
Against this backdrop, most primary capital 
markets continued to experience low levels of 
activity as investors sought to reduce their 
exposures to risky assets. Policymakers in 
major economies reacted to the deteriorating 
macroeconomic outlook by easing monetary 
policy.  
 
In part, due to these developments in the 
global economy, the risks to the Ugandan 

economy remain skewed to the downside, 
with the sovereign debt and banking problems 
in the euro area remaining the most 
prominent risks. A wide range of global 
economy downside effects are possible, 
stemming from the interaction of the stretched 
fiscal situations of a number of sovereigns and 
the weak growth outlook. A materialisation of 
the global downside risks would likely be very 
disruptive for all economies and could result 
in a global deep recession. There would 
ultimately be flow-on effects to Uganda 
through financial, confidence and trade 
linkages. Commodity markets could be 
expected to weaken and growth in domestic 
incomes would be lower.  
 
Broadly, there are clear signs that the tight 
monetary policy is achieving its goals. 
Financial conditions have remained tight, 
with monetary aggregates growth subdued, 
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and the exchange rate at a high level than 

earlier in the year. These financial conditions 
will certainty help to contain the inflationary 
pressures in the economy in the coming 
months. However, given that inflation 

pressures are still a concern, BoU will 

maintain a restrictive stance of monetary 
policy. 
 
 

 

1. Global Economic Developments and Prospects  

1.1 Real Economic Activity 

The global growth outlook has dimmed 
considerably in recent months. And, worse, 
there are severe downside risks. The 
immediate threat is a downward spiral—of 

confidence, of financial market instability, and 
of unsustainable governments’ debts—that 
together lead to weaker and weaker growth. 
On top of this, unemployment remains 
unacceptably high in too many countries. The 
advanced countries in the Euro Area are at 
the centre of the crisis. 

 
The sovereign debt and banking problems in 
Europe have continued to take centre stage. 
These problems have led to high levels of 
volatility in financial markets and an 
increased focus on the downside risks to 
global growth. While the recent 

announcements by European leaders initially 
led to some improvement in confidence, 
difficult decisions still lie ahead, with many 
European governments facing a major 
challenge in putting their public finances on a 
sounder footing. The governments in the 
United States and Japan also face major 
medium-term fiscal challenges. 
 
The sovereign debt issues have contributed to 
large swings in financial markets over recent 
months. Both global equity prices and 
currencies have traded in unusually wide 

ranges. In bond markets, yields on long-term 
government securities in the major economies 
have moved lower and are at historically low 
levels. In contrast, yields on government 
securities in several countries in Europe, 
particularly Italy, have increased over recent 
months. Central banks in a number of 
countries have responded to these recent 

economic and financial developments with 
further policy measures. The US Federal 
Reserve, the European Central Bank and the 
Bank of England have all announced further 

non-conventional policy easing, and the Swiss 
National Bank and the Bank of Japan have 
taken actions to limit the appreciation of their 
currencies. Policy rates have also been 
reduced in some emerging market economies. 
 
These fiscal issues, together with the on-going 
consolidation of private-sector balance sheets 
following the financial crisis, mean that the 
outlook for growth in many advanced 
economies remains subdued. Recent data in 
the United States, however, have been more 
positive than earlier in the year and are 
consistent with an economy that is 

experiencing a modest expansion, but with 
little inroad being made into the high level of 
unemployment. While the market turbulence 
has dented business and consumer confidence 
in the advanced economies, fears of a major 
downturn have not been borne out so far. In 
Asia, including China, growth remains solid, 
although below the pace in 2010. This 
moderation in growth partly reflects a general 
tightening of macroeconomic policy over the 
past year or so in response to a pick-up in 
inflation in the region. 
 

Global growth over the next couple of years 
has been revised lower to around 4 per cent. 
Around three-quarters of this growth is 
expected to come from the emerging and 
developing economies; in comparison, these 
economies accounted for less than half of 
global growth during the period from 1990 to 
2005. The risks to growth continue to be tilted 
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to the downside, with a very disruptive 

outcome in Europe still possible. If such an 
outcome did occur, the world economy would 
be considerably weaker than previously 
assumed. 
 
As is shown in figure 1, global real economic 
activity for Q3 2011 remained mostly weak. 
The slowdown in trade is most prominent in 
the advanced economies especially Europe. 
European imports declined in annual terms by 
about 13 percent and 19 percent respectively 
in August 2011 and September 2011. Notably, 

the recovery of exports in the advanced 

economies is also lagging behind that of the 
developing countries. Industrial production 
has also been observed lower in the advanced 
economies and China while the U.S.A and, 
most emerging and developing countries faced 
slower but positive growth. The lower than 
earlier projected index of manufacturing made 
china to ease monetary policy.  In line with 
these developments, most institutions have 
made downward revisions to growth forecasts 
for 2012.  

 

Figure 1: Quarterly Growth Rates of real GDP, change over same quarter, previous 

year 

 
Source: OECD statistics 

 
In the euro area, annual real GDP growth for 
Q3 2011 slowed to 1.4 percent from 1.6 and 
2.4 percent in Q2 2011 and Q1 2011 
respectively. Quarter-on-quarter (q-o-q) real 
GDP growth for Q3 2011 was maintained at 
0.2 percent. Growth in Q3 2011 was mostly 
supported by industrial production, which 
rose by 0.9 percent (q-o-q) from 0.3 percent (q-
o-q) in Q2 2011.  The sluggish growth in the 

euro area has been amplified by the rising 
uncertainty surrounding the sovereign debt 
crisis as countries such as Italy, Spain, 
Ireland, Greece and Portugal rush to 
implement tighter austerity measures as risks 
of being pushed out of the bond market 
increase. Also, the solid q-o-q Q3 2011 growth 
observed in France and Germany of 0.4 and 

0.5 percent respectively was not sufficient to 
foster further growth as the euro debt crisis 
intensified.  
 
Further, Euro zones Purchasing Manager 
Indices (PMIs) for November 2011 indicates 
that economic activity still remains weak.  
The composite PMI for November 2011 was 
at 47.2 compared to October’s 46.5.  The 

outlook remains for weaker growth in Q4 
2011 and further decline in growth for 2012 as 
the euro debt crisis remains mostly 
unresolved. 
 
In the U.S.A, annual real GDP growth for Q3 
2011 declined to 1.5 percent down from 1.6 
percent in Q2 2011 while q-o-q growth 

http://stats.oecd.org/index.aspx?queryid=26674
http://stats.oecd.org/index.aspx?queryid=26674
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increased from 0.3 to 0.5 percent. Growth for 

Q3 2011 was supported by growth in 
consumer spending, business investment, 
exports and spending by the federal 
government. Consumer spending and 
business investment increased at an annual 
rate of 2.4 and 16.3 per cent respectively. 
 
U.K’s annual real GDP for Q3 2011 declined 
to 0.5 from 0.6 in Q2 2011. Q-o-Q real GDP 
grew by 0.5 percent in Q3 2011 up from 0.1 
percent in Q2 2011. Growth was supported by 
higher output in the services sector and 
industrial production. The outlook for growth 
remains uncertain as the U.K still faces high 
inflation and unemployment amidst 
continued efforts to increase austerity 
measures.  
 
Japan’s annual real GDP growth for Q3 2011 
decelerated but at a slower pace of 0.2 percent 
in comparison to 1.0 percent in Q2 2011 while 
q-o-q growth strongly rebounded rising by 1.5 
percent from -0.3 percent in Q2 2011. The 
rebound in growth is attributed to a rapid 
resumption in production capacity and repair 
of supply chains after the earthquake and 
tsunami of March 2011. Notably, growth was 

observed in the exports sector and private 
investment. The outlook for Q4 2011 is mixed 
as production is expected to increase further 
following the earthquake while weaker 
external demand mostly due to the growing 
debt crisis in the euro zone might hamper 
further growth in Japan. 
 
China’s annual real GDP growth for Q3 2011 
grew by 9.1 percent in comparison to a high of 
9.5 percent for the previous quarter, the 
slowest pace in two years. On a quarterly 

basis, the real GDP grew by 2.3 percent in Q3 

2011 down from 2.4 percent in Q2 2011. The 
decline in quarterly GDP is mostly attributed 
to a decrease in the trade surplus of about 13.2 
percent on a year-on-year basis and low 
domestic demand. In addition, as the global 
economy continues to slow, there has been a 
decline in external demand thus a decrease in 
China’s exports. Exports growth has declined 
from 24.5 percent in August 2011 to 17.9 and 
15.9 percent in September and October 2011. 
Growth in China is expected to exceed 9 
percent in 2011. 
 
Given expected sluggish developed markets 
growth, the developing countries outlook has 
also weakened markedly. The drag from 
developed markets to the rest of the world 
operates through two channels. The first is 
through trade linkages. A slowing in the rest 
of the world growth from weaker exports to 
developed markets is unavoidable. The 
second channel of transmission is through 
financial markets. As risk appetite wanes, 
capital flows to the developing economies 
slow or even reverse, equity markets sell off, 
credit conditions tighten, currencies fall, and 
the prices of commodities—a source of 

revenue for many developing countries— 
decline. In turn, domestic demand in the 
developing countries is hit.  
 
Currently, the channels of transmission are 
operating as usual. Sluggish developed 
markets import demand has produced a sharp 
slowdown in developing countries export 
growth. Risky assets have sold off across the 
world and commodity prices have fallen. In 
turn, economic activity has decelerated in 
most developing countries.  

   
1.2 Global Inflation 
Global inflation has shown a declining trend 
with larger decreases being observed in the 
advanced economies as is shown in figure 2. 
The decline of inflation in advanced 
economies is attributed to the diminishing 

effects of rises in commodity prices. On the 
other hand, inflation in the emerging and 
developing economies with a larger share of 
food in their consumption baskets is still 
trending upwards due to high food prices.  
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Figure 2: CPI Annual Changes for selected countries 

 
Source: OECD database 

 

Inflation in the U.K decreased to 4.8 per cent 
in November 2011 from 5.0 per cent in 
October 2011, although still above the Bank of 
England’s target of 2 per cent.  The Euro 
zone’s inflation for November 2011 was 
maintained at 3 per cent. In the U.S.A, CPI 
inflation declined to 3.4 per cent in November 
2011 from 3.5, 3.9 and 3.8 per cent in 

October, September and August 2011, 
respectively, while in Japan the annual CPI 
inflation for November 2011 declined further 
to minus 0.5 per cent from minus 0.2 per cent 
in the previous month.  
 
In the BRICS countries, Brazil’s annual CPI 
inflation for November 2011 was 6.6 per cent 
compared to 7.0 per cent in October 2011 and 
7.3 per cent in September 2011. In Russia, 
inflation in November 2011 was 6.7 per cent, 
down from 7.2 per cent in October 2011. 
Annual inflation in India declined for the 

second consecutive month in November 2011; 
headline inflation dropped to 9.1 per cent in 
from 9.73 per cent in October 2011. In a bid 
to tame demand and curb inflation, the 
Reserve Bank of India hiked key policy rates 
13 times since the beginning of 2010. India's 
annual rate of inflation based on wholesale 
prices remained in double-digit levels almost 

throughout the year. The falling value of the 
Indian rupee, which is partially-convertible, 
has been a major factor in India’s inflation. It 
has weakened almost 16 percent against the 
US dollar since the beginning of the year, the 
worst performance among the Asian 
currencies. 
 

Inflation in China declined to 4.2 per cent in 
November 2011 from 5.5 per cent in October 
2011. Lower inflation has given the China's 
leaders leeway to reverse interest rate hikes 
and other curbs imposed to cool an economy 
since late 2010.  These controls in part, are 
attributed to China's economic growth 
decline. The Chinese economy grew by 9.1 
per cent in the three months ending in 
September 2011 down from the previous 
quarter's 9.5 per cent. However, just as rate 
hikes and investment curbs have started to 
gain traction, China faces the dual threats of 

plunging demand in key US and European 
export markets and a cooling real estate 
market, a key driver of growth.  
 
Annual CPI inflation for South Africa 
declined to 6.1 per cent in November 2011, 
from to 6.2 per cent in October 2011.  
 

http://stats.oecd.org/index.aspx?queryid=26674
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Within the East African Community, inflation 

remained a major challenge, reflecting global 
developments and drought that has affected 
all the countries in the region.  Annual 
headline inflation rose to 19.72 per cent in 
Kenya and 19.2 per cent in Tanzania from 
respective rates of 18.9 per cent and 17.9 per 
cent in October 2011. Inflation rose on 
account of food supply constraints coupled 
with demand pressures and the exchange rate 
depreciation pressures. Inflation rates in 
Rwanda remained lower than other countries 
in the region on account of good harvests and 
relatively stable exchange rates. It declined to 
7.39 per cent in November 2011, from 7.76 
per cent in October 2011, while in Burundi it 
rose to 16.4 per cent in November 2011, from 
13.3 per cent in October 2011. 
 

Looking ahead, the medium-term prospect 

does not appear that rosy in most of the 
emerging economies. While inflation remains 
on its projected trajectory, downside risks to 
growth have clearly increased. Indeed, 
reflecting current economic developments in 
the region, the IMF lowered its 2011 growth 
forecast for Uganda, Kenya and Tanzania 
from 6.5 per cent, 5.7 per cent and 7.2 per 
cent, respectively, to 5.5 per cent, 5.4 per cent 
and 6.0 per cent. The uncertainty in the 
external environment owing to weaker global 
growth, lower aid flows, and high oil prices 
remain key downside risks to the 
macroeconomic outlook for the region.  
 

 

1.3 Developments in international commodity prices. 

Global commodity prices have mostly fallen 
over the past three months as concerns about 
global growth have escalated amid on-going 
sovereign debt problems in Europe. Because 
of these factors, the International Energy 
Agency (IEA) has made downward revisions 
in global oil demand by 70 kilo barrels per day 

for 2011 and by 20 kilo barrels per day for 
2012. For October 2011, global oil supply 
from non–OPEC countries increased by 1.0 
million barrels per day to 89.3 million barrels 
per day while that of OPEC countries 
increased by 95 kilo barrels per day to 30.01 
million barrels per day.  
 
Global food prices have continued to fall over 
recent months, contributing to some 
moderation in global consumer price 
inflation. FAO November 2011 monthly food 
price index indicates that food prices rose by 1 

per cent over the last 12 months, compared to 
5.4 and 15.9 per cent for October and 
September 2011, respectively.  The price 
declines have been broadly based. 
Nonetheless, prices remain high, as strong 
income and population growth in developing 
countries, combined with their relatively high 

income elasticity of food demand, continue to 
support demand for grains and increasingly 
for high-protein foodstuffs such as meat. Poor 
climatic conditions have weighed on the 
outlook for supply of a number of rural 
commodities over recent months, including 
wheat, corn and cotton, but the impact on 

prices has been muted given the broader 
easing in commodity markets.  
 
Going forward, Brent crude oil prices are 
projected to trade between US$ 93 and 102 
per barrel in 2012 from an estimated average 
high of about US$ 106 per barrel for 2011. 
This is because of high expectations that 
global demand might remain low, restoration 
of supply especially in Libya and increased 
production in non-OPEC countries due to the 
use of sophisticated technology to bring forth 
more supply and the discovery of new oil 

capacity in Canada.  On the other hand, the 
only commodity whose price is expected to 
rise higher is gold mostly because it will be 
sought after as a safe haven amidst turbulent 
global financial markets. The price of 
industrial commodities might remain most 
subdued as global growth remains subdued. 
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1.4 Global Economic Outlook 

Notwithstanding the recent focus on 
downside risks, the IMF’s central forecast for 
the global economy is for growth at around 
trend in 2012. Of this growth, around three-
quarters is expected to come from emerging 
economies and only one-quarter from the 
advanced economies. In particular, the IMF is 
forecasting growth in 2012 of around 9 per 
cent in China and 7.5 per cent in India, while 
growth in the G7 economies is expected to be 
only around 1.6 per cent. 
 

A further reduction in confidence in the euro 
markets might greatly reduce global output. 
The World Bank estimates that this reduction 
in output could be in excess of 2.0 per cent of 
world GDP. Therefore resumption in the 
global economy rests in finding a lasting 
solution to the euro debt crisis. In the event of 
a persistent euro zone woos, the limited fiscal 
and monetary policy space might hinder 
countercyclical policy response. Overall, the 
global economic outlook remains uncertain 

due to the continued EURO debt woes and 
the weak economic recovery in DCs.  
 
In line with these developments, downward 
revisions have been made to the euro zone’s 
growth forecast for 2011. Business Monitor 
International (BMI) and the OECD forecast 
the euro zone’s GDP growth for 2011 
between 1.5 and 1.6 percent. The downgrade 
of euro zone growth might further negatively 
impact on global economy recovery. 
Similarly, strong economies such as the US, 

which have recorded strong economic data for 
Q3 2011, might face a subdued growth due to 
their strong linkages of trade, banking and 
industrial production with the European 
Union. GDP growth in the USA is estimated 
at about 1.6 to 1.8 percent for 2011. 
Developing country growth for 2011 is 
expected to be at about 6 percent and between 
4.5 and 5.5 percent for 2012. Because of the 
downward revisions in growth, world trade is 
expected to grow by only 5.3 percent in 2012. 

1.5 Implications for the Ugandan economy 

The trade and financial ties, so critical to 

driving the economy forward in good times, 
have—ironically—become the linkages that 
can spread the escalating economic risks. A 
sustained growth slowdown in advanced 
countries, together with continued financial 
market instability, will dampen demand for 
Uganda’s exports. It will also inhibit private 

financing flows, remittances, and aid.  

Pressures are already mounting on the 
Uganda’s capacity to finance the current 
account deficits. Given the economy’s high 
dependence on foreign capital, the marked 
decline in private capital inflows could lead to 
an abrupt contraction in domestic demand 
and sharp adjustments in current account 
deficits. The potential for greater volatility in 
commodity markets could cause further 
disruptions. This, coupled with Uganda’s 
limited capacity to absorb further shocks is a 
greater cause for concern if the global 

slowdown turns out to be more pronounced 

this time around. This means that policies 
need to walk a fine line—on one hand, 
defending against the immediate risks from 
the global slowdown, while also preserving 
budget resources to invest in infrastructure 
that should help in promoting growth. This 
might also require fiscal policy to focus on 

building fiscal buffers.  

Overall, Uganda’s economic activity could 
decelerate sharply in the event of persistent 
euro debt crisis. Moreover, since growth in 
advanced economies is expected to remain 
low, it is implied that Official Development 
Assistance (ODA) and remittances to Uganda 
might also decline further curtailing economic 

growth.  

The slowdown in global activity might imply 
that the costs of importation decline. Uganda, 
being a net importer might reap more benefits 
as costs of importing decline and sequentially 
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improving our external position. Importantly, 

the impact of the decline in import prices is 
largely dependent on the direction of the local 
exchange rate. Also, the expected decline in 

commodity prices and global inflationary 

pressures might lead to a decline in domestic 
inflation and cause reductions in domestic 
costs of production.  

  

2.  Domestic economy 

2.1  Monetary Policy Actions in November 2011 

BoU tightened monetary policy further in 
November 2011 as an attempt to moderate 
upside inflationary pressures particularly from 
high non-food inflation. Accordingly, BoU 
raised the Central Bank Rate (CBR) by three 

percentage points to 23 percent in November 
2011 from 20 percent in October 2011. The 
band on the CBR was maintained at 
plus/minus 4 percentage points. 
Consequently the lower and upper bounds of 
the CBR were set at 19 percent and 27 
percent, respectively in November. The 
margins on the rediscount rate and bank rate 
were maintained at 5 percentage points and 6 
percentage points, respectively. Subsequently, 
the rediscount rate and the bank rate for 
November 2011 rose to 28 percent and 29 
percent, respectively.  
 

In line with fiscal financing needs and in a bid 
to align structural liquidity with levels 
consistent with the monetary policy stance for 
the month, BoU issued treasury securities. 
The yields on the government papers rose in 

line with the tight monetary policy stance. 
BoU also issued REPOs and reverse REPOs 
worth Shs. 16.7 billion and Shs. 271.2 billion 
respectively to fine-tune short-term liquidity 
conditions and the result was a net injection 

of Shs. 78.7 billion. By the close of the month 
the outstanding stock of reverse REPOs stood 
at Shs. 110 billion. Liquidity conditions in the 
banking system however remained tight 
throughout the month leading to relatively 
high interbank money market rates with the 
weighted average 7-day interbank money 
market rate trending above the upper bound 
of the CBR in some weeks.  
 
BOU continued with the daily purchase of 
US$ 0.5 million for reserve build-up which 
was increased to US$ 1.0 million in the first 
week of the month and in addition, carried 

out targeted sales so as to reduce depreciation 
pressures in the foreign exchange market; the 
net effect of BoU actions in the foreign 
exchange market during the month was a net 

purchase of US$ 6.5 million. 

2.2 Financial Sector Developments 

2.2.1 Interbank Money Market rates 

Consistent with the tight monetary policy 
stance, money market rates increased during 
the month. The weighted average 7-day rate 
trended above the CBR for most of the month 
except in the first week as shown in Figure 3. 

During the first week, the 7-day rate fell to 21 
percent partly as a result of low appetite for 
the 7-day interbank borrowing as most banks 
were sourcing for 3-day funds in order to meet 
the CRR. In addition, banks that met the 
CRR had no incentive to hold excess reserves. 
The last week of the month on the other hand 

exhibited a spike in the 7-day interbank rate 
with some banks trading as high as 30 
percent. This was on account of the low 
supply for the 7-day funds as most banks were 
unwilling to hold claims at the onset of 

December 2011 given the uncertainty about 
BOU’s next monetary policy stance.  
The weighted average 7-day interbank money 
market rate for November 2011 was 26.1 
percent, which was 126 basis points higher 
than 24.9 percent realised in October 2011. 
Despite the reverse REPO injections, the 7-



Page | 11  

 

day interbank money market rate maintained 

a mostly upward trend because there were no 

lumpy autonomous injections during in the 

month of November. 

 

Figure 3: Evolution of the 7-day interbank rate  

 

 
Source: Bank of Uganda 

 

The overall weighted average interbank rate 
increased to 23.8 percent from 23.4 while the 
overnight rate declined by 0.97 percentage 

points to 22.5 per cent. The developments in 
the interbank money market and REPO 
market are as shown in Table 1. 

 

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

rates 

 

REPO 

 

Reverse REPO Interbank 

  Oct-11 Nov-11 Oct-11 Nov-11 Oct-11 Nov-11 

Overnight 
    

23.42 22.53 

2-6 days 
  

24.00 26.00 20.09 23.20 

7 days 16.00 23.00 24.00 26.00 24.87 26.13 

> 7 days 
    

20.11 25.29 

Overall 
    

23.39 23.83 

Source: Bank of Uganda 

 

2.2.2 Treasury Securities Market 

In order to align structural liquidity with the 
monetary policy stance for the month, BOU 
conducted three Treasury bill auctions worth 

Shs.135 billion, Shs.120 billion, and Shs.119.5 
billion at face value.  
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There was high demand for the government 

papers depicted by the oversubscriptions in 
the three auctions of Shs. 158.4 billion, Shs. 
91.2 billion and Shs. 77.0 billion respectively 
for the first, second and third treasury bill 

auctions respectively.  

The respective monthly average weighted 
annualized yields for the 91-day, 182-day, and 
364-day papers continued to rise to 22.2, 23.7, 
and 23.9 percent, in November 2011 from 
21.2, 21.9, and 23.7 percent in October 2011.  

BOU also issued a new 2-year Treasury bond 
paper worth Shs.95 billion at a cost of 

Shs.77.5 billion. The annualised yield rose to 

21.8 percent from 15.2 percent during the 
previous 2-year bond auction held on July 20, 
2011. The bond auction was oversubscribed 
by Shs. 169.6 billion. The increase in yields on 
the government papers is consistent with the 
tight monetary policy stance for the month 
and may also reflect high inflation 
expectations going forward. However, the 
oversubscription of the papers is perhaps a 
reflection of the anchoring of short-term 
inflation expectations by the public. 
Developments in Treasury bill yields are 
shown in Figure 4. 

  

Figure 4: Treasury bill yields, November 2009 to November 2011 
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Source: Bank of Uganda 

 

 

2.2.3 Commercial Banks’ interest rates 

The weighted average lending rates on 
domestic currency denominated loans 
increased by 20 basis points to 23.5 percent 
observed in October 2011. Time deposit rates 
on the other hand fell by 160 basis points to 
12.9 percent while demand and saving deposit 
rates remained stable at 1.2 percent and 2.4 
percent respectively. Due to the rising lending 
rate and declining time deposit rate, the 
spread widened to 10.7 percentage points in 

October 2011 from 8.9 percentage points in 
September 2011.  The increase in lending rates 
is consistent with the tight monetary policy for 
the month.   
 
Lending rates on foreign currency 
denominated loans declined by 20 basis points 
to 9.5 percent from 9.7 percent in the previous 
month. On the other hand foreign currency 
demand and time deposit rates remained 
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fairly stable at 1.0 percent and 1.5 percent, 

respectively in October 2011.  The weighted 
forex saving deposit rates increased 
marginally by 10 basis points to 1.7 percent. 
The spread on foreign currency denominated 
loans thus declined by 0.2 percentage points 

to 8 percentage points. The lower cost of 

foreign denominated funds is possibly linked 
to the appreciation of the Uganda shilling 
against the US dollar in the month. 
Developments in commercial banks’ lending 
and deposit rates are shown in Table 2. 

  

 

Table 2: Commercial bank lending and deposit rates   

Source: Bank of Uganda 

 

2.2.4 Developments in monetary aggregates 

There was a slowdown in money growth in 
October 2011 as monetary aggregates 
continued to trend at a decelerated rate 
compared to September 2011. In October 
2011, M1, M2 and M3 grew by 17.7 percent, 

14.6 percent and 18.7 percent, respectively on 
an annual basis compared with the 18.6 
percent, 16.7 percent and 23.4 percent, 
respectively in the previous month.  
 
On a monthly basis, M1 and M2 grew by 1.8 
percent and 0.1 percent respectively in 
October 2011, while M3 declined by 1.7 
percent. The month-on-month growth in M1 
was mainly driven by an increase in demand 
deposits of 3.1 percent. In addition, currency 
in circulation (CIC) slightly grew by 0.1 per 
cent. Both demand deposits and CIC fell by 
4.0 percent and 4.6 percent respectively in 

September 2011. The stronger growth of 
demand deposits relative to CIC could be an 
indication of increased confidence in the 
banking sector by the non-bank public. The 
slight growth in M2 growth resulted from a 
growth in M1 that more than offset a 2.3 

percent decline in time and savings deposits. 
The monthly decline in M3 was spearheaded 
by a 6.7 percent fall in foreign currency 
deposits, which was attributed to by the 

appreciation of the local currency. On a q-o-q 

basis, M1 and M3 grew by 2.6 percent and 0.4 
percent while M2 declined by 2.5 per cent as 

shown in Table 3. 
 
The stock private sector credit (PSC) shows a 
slight decline because commercial banks 
increased the tenor of the existing loans to 
forestall possible loan defaults following 
interest rate hike. The extension of loan tenors 
implies that the value of the stock of loans 
increased not because of new loans extended 
but because the existing stock of loans was 
subjected to a higher interest rate. The 
observed slowdown in monetary aggregates in 
October 2011 is in line with the BOU’s 
continued tight monetary policy stance for the 
month. The evolution of commercial banks’ 
deposits is illustrated in Figure 5. 

 

Rates Local currency denomination   Foreign currency denomination   

  Jun-11 Jul-11 Aug-11 Sept-11 Oct-11 Jun-11 Jul-11 Aug-11 Sept-11 Oct-11 

Lending (Shs) 19.9 21.7 21.3 23.3 23.5 9.4 9.7 9.8 9.7 9.5 

Demand 1.1 1.2 1.2 1.2 1.2 1.1 1.1 1.0 1.0 1.0 

Saving 2.3 2.3 2.3 2.4 2.4 1.5 1.5 1.5 1.6 1.7 

Time 11.0 13.0 14.2 14.4 12.8 2.4 2.1 2.4 1.5 1.5 

Spread 8.9 8.7 7.1 8.9 10.7 7.0 7.5 7.4 8.2 8.0 
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Table 3. Growth rates in monetary aggregates. 
 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11 Sep-11 Oct-11 

Y-o-Y growth in M3 39.7 35.8 34.3 27.6 24.5 25.9 30.3 27.8 23.4 18.7 

Y-o-Y growth in M2 35.3 31.7 28.3 27.0 23.8 23.9 28.6 22.4 16.7 14.6 

Y-o-Y growth in 
PSC 

37.3 37.3 37.4 38.1 38.2 44.4 41.7 45.2 46.6 36.7 

Quarterly  growth in 
M3 

6.5 3.3 3.5 3.2 2.8 6.9 7.5 9.3 2.2 0.4 

Quarterly  growth in 
M2 

6.2 3.0 1.7 3.7 2.8 7.2 6.7 4.6 -2.9 -2.5 

Quarterly  growth in 
PSC 

9.0 8.9 6.6 6.6 7.5 11.9 11.1 11.3 8.6 6.2 

 
 
Figure 5: Evolution of deposits liabilities (June 2010-October 2011) 
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Source: Bank of Uganda 

 

2.2.5 Private Sector Credit 

Private sector credit declined by 1.5 percent in 
October compared to a 3.5 percent increase 
recorded in the previous month. This decline 
is on account of lower growths in foreign 
currency (US$) and shilling denominated 
loans of 1.4 percent and 1.2 percent 
respectively in October 2011 compared to 4.7 
percent and 2.6 percent in the previous 

month.  
 
The rapid exchange rate appreciation 
observed towards the end of October 2011 is 
likely to have affected monthly private sector 
growth as foreign currency denominated loans 
in shillings fell by 7.6 percent compared to an 

increment of 6.4 percent in the previous 
month. 
  
PSC grew by 37.0 per cent in 12 months to 
October 2011, although notably lower than 
the 46.8 percent growth in September 2011. 
The trend of credit growth to the productive 
sectors is in line with that of gross private 

sector credit. In annual terms, commercial 
banks’ credit to the trade and agricultural 
sectors fell to 31.5 percent and 41.9 percent 
respectively from 36.2 percent and 53.4 
percent in the preceding month. The 
manufacturing and building, mortgage, 
construction and real estate sectors also 
recorded lower credit growth of 19.5 percent 
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and 48.9 percent compared to 43.1 percent 

and 53.1 percent in the previous month. The 
fall in loans to the manufacturing sector arose 
from reduced lending to mainly the following 
subsectors: Building & Construction 
Materials; Food, Beverages & Tobacco and 
the Chemicals, Pharmaceuticals, Plastic and 
Rubber Products. 

On the contrary, growth in credit for 

consumption proxied by personal and 
household loans strengthen in October 2011, 
to 47.1 per cent from 46.9 per cent, indicating 
that loan tenor extension could have been 
much higher for personal loans.  The sectoral 
growth rates of private sector credit are shown 
in Figure 6. 

 

 
Figure 6: Commercial Banks’ Credit to the Private Sector 
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In terms of sectoral distribution, trade and 

commerce continued to lead with the highest 
proportion of total private sector credit at 
about 22 percent. The building, mortgage, 
construction& real estate and the personal & 
household sectors’ share increased slightly 
from 20.4 percent to 20.9 percent and 16.6 
percent to 16.9 percent, between September 
and October 2011. Conversely, the 

manufacturing sector share declined from 13.0 

percent to 12.3 percent in the same period.  
 
The decline in credit is also evident in net 
monthly loan disbursements. Net credit 
extensions declined to minus Shs. 58 billion in 

October compared to Shs. 215 billion in 
September. Developments in new loan 
extensions and recoveries are shown in Figure 
7. 
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Figure 7: Credit Extensions and Recoveries 

20 

21 

21 

22 

22 

23 

23 

24 

24 

-

100 

200 

300 

400 

500 

600 

700 

800 

900 

Jul 11 Aug 11 Sept 11 Oct 11

B
ill

io
n

s,
 U

sh
s.

New Loan extensions during the month

Repayments of principle and interest during the month

Lending Rate
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Further, both the demand for and supply of 
credit proxied by the number of loan 
applications and the number of loan approvals 
continued to fall by 675 and 611, respectively 
in October. The month-on-month reduction in 
the demand for and supply of credit may in 

part be explained by increased cost of credit as 
a result of the tight monetary policy stance by 
BOU. As illustrated in Figure 7, the lending 
rate has maintained an upward trend since 

August 2011. 

 

2.3 Aggregate demand and output 

There are signs that Ugandan economy is 
slackening as evidenced by the steep decline 
in the annual growth of the index of 
manufacturing production in Figure 8. 
Furthermore, the published seasonally 
adjusted GDP outcomes for Q1 2011/12 

indicate a decline in quarterly GDP growth. 
In the June quarter, GDP increased by 3.2 per 
cent, after a decline of 4.5 per cent in the 
March quarter, but in the September 2011 
quarter, it declined to 0.4 per cent. 
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Figure 8: Annual growth of the index of manufacturing production. 

 
 
 
However, conditions vary significantly across 
sectors as shown in Table 4. The construction 
sector is growing moderately. In contrast, in a 
number of other industries, the high costs of 

production, the fading effects of monetary 
policy easing and changes in household 
spending and borrowing behaviour are 
contributing to subdued conditions. 

 
Table 4: Index of manufacturing production annual percentage change. 

 Food  
Processing 

Beverages 
& 

Tobacco 

Textiles, 
Clothing 

& Footwear 

Paper, 
Publishing 
& Printing 

Chemicals, 
Paint, Soap 

& Foam  

Bricks 
& 

Cement 

Metal 
Products 

 Others ALL 
ITEMS 

2011M01 -0.5 15.9 55.3 1.6 -1.1 25.7 18.6 29.8 10.7 

2011M02 -3.4 23.5 45.0 33.7 -20.9 22.0 3.9 -32.4 4.1 

2011M03 9.6 19.9 33.3 62.6 -3.1 31.2 29.0 1.4 15.9 

2011M04 19.3 34.9 32.2 -29.2 -16.7 27.5 24.5 7.6 16.0 

2011M05 21.6 30.4 11.6 11.6 -9.5 -1.9 25.4 -4.0 14.4 

2011M06 -1.6 24.3 -2.5 12.5 -11.8 35.9 6.4 3.7 7.4 

2011M07 -2.1 26.3 39.7 -10.9 -17.2 22.2 -7.8 2.3 5.3 

2011M08 -3.9 18.7 15.3 -15.3 -11.9 22.8 -1.4 15.0 4.3 

2011M09 -8.1 11.0 -12.8 -8.6 -14.3 13.6 13.6 17.8 0.4 

Source: UBOS 

 
 
In addition, consistent with BOU’s tight 
monetary policy stance, the growth in 
monetary aggregates continued to decelerate. 
Conversely, the annual growth rate in 
monetary aggregates in October 2011 
remained robust albeit substantially weaker 
than the level of September. In the four 

months to October 2011 the annual growth in 
M1, M2 and M3 averaged at 20.0 percent, 
17.9 percent, and 23.3 percent respectively 
down from respective average growth rates of 
28.8 percent, 33.3 percent and 36.7 percent in 
the corresponding period of the previous year.  
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Private sector credit, which BOU has uses to 

proxy investment expenditure in the 
economy, grew by 37.0 percent in October 
2011, down from 46.8 percent in September. 
This decline in the growth rate in private 
sector credit if it persists in the months ahead 
would imply the tight monetary policy stance 
was beginning to take effect. Despite the tight 
monetary policy, the economy is still vibrant 
since the average growth in private sector 
credit for the financial year 2011/12 remains 
robust at 42.7 percent.   
 
Government expenditure on domestic goods 
and services continues to be on an upward 
trend in nominal terms. In the five months to 
November 2011, government expenditure on 
domestic goods and services has averaged 
Shs. 520.6 billion per month compared to an 
average of Shs. 405.0 billion in the 
corresponding period of the last fiscal year. In 
real terms however, there is no increase. On 
the income side, tax performance also remains 
buoyant in nominal terms but declining in real 
terms. In October 2011, gross tax revenues, 
direct taxes, indirect taxes, and taxes on 
international trade grew by 20 percent, 5.1 
percent, 16.2 percent and 27 percent, 

respectively, on a year-on-year basis. In 
addition, VAT on domestic goods and 
services registered a growth of about 15.6 
percent on an annual basis. In real terms, 
however, this is a decline given the inflation 
rate of 30 per cent. 
 

 

The assessment of aggregate demand based on 

the trade balance reveals a slowdown in the 
level of both import expenditure and export 
earnings as shown in figure 9. In October 
2011, the import bill was US$ 481.1 million 
compared to about US$ US$ 523.7 million in 
September 2011. The decline in imports is 
attributed to a fall in government imports, 
which more than off-set the meagre increase 
in imports of the private sector. Similarly, 
total export earnings declined by 15.5 per 
cent, month-on-month to US$ 198.0 million 
in the same period, mainly driven by declines 
in both coffee and non-coffee exports of about 
37.6 per cent and 13.3 per cent, respectively.  
 
On a monthly basis, the trade deficit 
narrowed by about 2 per cent in October 
2011, from a similar worsened position in the 
previous month.   
 
The Ugandan economy continues to suffer 
from the fact that our exports remain heavily 
focused on slow growing economies in 
Europe and North America (22 per cent of 
total Uganda’s exports between January 2009 
and October 2011), with only about 5 per cent 
of exports going to fast growing Asian 

economies. Expanding into the developing 
economies, particularly the emerging 
economies would aid economic growth and 
ameliorate the impact of economic shocks in 
Europe and the US on the economy, but any 
such realignment in trade flows would 
necessarily be a long-term process.  
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Figure 9: Trade balance and the Terms of Trade (May 2010-Oct 2011) 

 
Source: Bank of Uganda 

 

In order to assess the impact of imports on 
economic activity, total imports are 
disaggregated according to use. Imports for 
production purposes, which constitute about 
65 percent of the total import bill, rose by 5.3 
percent in October 2011, up from the 16.3 
percent decline recorded in September 2011. 
Imports for consumption purposes fell by 1.1 
percent, continuing the 11.4 percent decline 

registered in September 2011. The decline in 

goods imported for consumption purposes 
was mainly on account of decreases in 
imports of wood and wood products, mineral 
products (excluding petroleum products) and 
electricity. The evolution of the different 
components of the import bill is shown in 
Figure 10. In general, the real sector 
indicators show that the economy has slowed 
but not stagnated. 

 

Figure 10: Components of the Import Bill 

 
Source: Bank of Uganda 
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2.4 Exchange Rate Developments 

2.4.1 Bilateral shilling –US Dollar rate 

On an average basis, the Uganda Shilling 
appreciated by 7.9 percent to an average 
midrate of Shs. 2,582.94 per US dollar in 
November 2011 from October 2011. On the 
other hand, the shilling depreciated by 12.8 
percent, on an annual basis.  In comparison to 
other developing countries, emerging market 
currencies have generally depreciated against 
the US dollar over recent months, with the 
sharpest falls occurring in mid-September 
2011 as concerns about the outlook for the US 

economy added to the concerns about the 
euro area. Some of the falls in emerging 
market currencies, however, have since been 
partly retraced as sentiment had improved 
somewhat after steps were taken by the euro 
area authorities to resolve its regional debt 
crisis, notwithstanding an increase in market 
uncertainty more recently. This in part 
explains the appreciation of the Uganda 
shilling in the last two months, due to strong 
portfolio inflows that caused an upward 
pressure on the exchange rate, prompting 

intervention in foreign exchange markets to 
slow the pace of appreciation.  
 

The appreciation of the Shilling on monthly 
basis was also due to domestic factors, 
specifically, significant dollar inflows from 
NGOs and coffee export proceeds, amidst 
tight liquidity conditions and low corporate 
demand. However, with global uncertainty 
that has remained elevated, this trend could 
be reversed, especially if global recession firms 

up.  

In the region, while the Kenya Shilling 
appreciated by 7.9 percent to an average 
midrate of KShs. 94.05 per US dollar in 
November 2011, the Tanzania Shilling 
depreciated by 3.6 percent to an average 
midrate of TZS 1,742.17per US dollar, while 
the Rwanda Franc remained relatively stable 
at an average midrate of RWF 601.78 per US 
dollar.  Developments in regional currencies 
are shown in Figure 11. 

 

Figure 11: Trend of the Regional Currencies against the US dollar (2008=100):  

 
Source: Bank of Uganda  
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As can be seen from the Figure 12, which 

shows the variability of selected currencies 
against the US dollar, there was relative 
stability in the Shs/US$ rate in November 
2011. Consequently, BOU’s action in the 
IFEM was largely limited to the daily US$ 0.5 

million that was increased to US$ 1.0 million 

purchases in the first week of November for 
reserve build-up and targeted sale of US$ 12.7 
million. BOU’s net action in the IFEM in 
November 2011 was a purchase of US$ 6.5 

million. 

 

Figure 12: Variability of Exchange Rates of Selected International Currencies 
against the US Dollar 

 
Source: Bank of Uganda 

2.4.2 Nominal and real effective exchange rate 

The Nominal Effective Exchange Rate 
(NEER), which measures the relative strength 
of the Shilling vis-à-vis the currencies of 
Uganda’s trading partners appreciated by 7.5 
percent on a monthly basis, but depreciated by 
9.6 percent, on annual basis to an index of 
143.14 in November 2011.  On account of the 
persistent debt crises in the EU Partner States, 
the US dollar maintained its status as a safe 
haven currency, which kept it strong, resulting 
in a general depreciation of most currencies. 
However, due to the dominance of domestic 

factors, on a bilateral basis, the shilling 
significantly appreciated against the Euro (by 
8.8 percent), the Indian Rupee (9.2 percent), 
the South African Rand (9.9 percent), the 

Japanese Yen (8.8 percent), the Chinese Yuan 
(7.6 percent) and the Swiss Franc (7.1 
percent), in November 2011.   
The Real Effective Exchange Rate (REER), 
which measures the competitiveness of 
Uganda’s domestic traded goods relative to 
those of its trading partners, appreciated by 
2.8 percent on a monthly basis, and by 2.5 
percent on annual basis in October 2011. The 
appreciation of the REER was attributed to 
significantly higher domestic inflation relative 
to foreign inflation, which has implications for 

export sector competitiveness. Figure 13 
below shows the evolution of the effective 
exchange rates. 
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Figure 13: Nominal and Effective Exchange Rates 

 
Source: Bank of Uganda 

 
Between 2007 and 2011, the trade deficit as a 
share of GDP roughly increased by 31 per 
cent (excluding government defence imports). 
This change in net trade is not in line with the 
exchange rate developments. Shilling’s 
depreciation does not appear to have 
stimulated substantial switching of 

expenditure by overseas companies and 
households towards Uganda goods exports. 
Services imports appear to have suffered from 
the financial crisis and there has been little 

visible adjustment from exports of other 
services in response to the depreciation. On 
the imports side, Uganda’s travel services 
imports, which are comprised of overseas 
spending by Uganda residents — have not 
fallen as expected since one would have 
expected fewer households to have travelled 

abroad with depreciation and declining real 
incomes. Overall, imports of services and 
goods do not seem to have responded to the 
exchange rate depreciation. 

 

3 Inflation 

3.1 Developments and determinants 

The inflation momentum, which had peaked 
in October 2011 to a revised annual headline 
inflation of 30.4 percent declined to 29.0 in 
November 2011. Annual core inflation also 

declined to 30.6 percent from 30.8 percent in 
October 2011.  Annual food inflation dropped 
to 40.3 percent from 45.8 percent, in tandem 
with the food crops inflation, which also 
dropped by about 10.0 percentage points to 
25.8 percent from the 35.3 percent recorded in 
September 2011.  
 

Annual non-food inflation remained 
somewhat stable, rising slightly by 0.1 percent 
to 22.9 percent when compared to the 
previous month. Annual Energy, Fuel and 

Utilities (EFU) inflation rose by 1.3 
percentage points to 10.1 to 11.5 percent in 
November 2011. The annual inflation 
developments are shown in Figure 15. 
 
It’s still premature to pronounce whether the 
decline noted this month will persist, however 
going forward, monetary policy remains 
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committed to low stable inflation in the long 

term. Of course a sustained decline in 
inflationary pressures holds big implications 
for the economy, especially as economic 

agents had begun discounting heavy future 

inflation pressures into their allocation 
decisions.   

 

Figure 14: Annual inflation developments: July 2008 – November 2011  
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Source: UBOS 

The monthly headline and core inflation 
dropped further to 0.5 percent and 0.1 percent 
respectively, compared to 1.3 percent and 1.1 
percent in October 2011. In addition, monthly 
food inflation dropped by 0.3 percent in 
November 2011. Nevertheless, non-food 
inflation rose, although at a much slower pace 

by 0.4 percent in November, compared to 2.0 
percent in October 2011. Monthly food crops 
inflation declined by 1.5 percent, in contrast 
to the 2.4 percent rise recorded in the previous 
month. Developments in monthly inflation 
are depicted in Figure 15. 
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Figure 15: Monthly headline and core inflation, July 2008 - November 

2011
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Source: UBOS 

 

Food price changes contributed about 11 
percent of the overall 29.0 percent CPI 
inflation, and the non-food inflation weighed-
in the remaining 18.0 percent in November 
2011. The contribution of non-food inflation 
to the overall inflation seems to have 
stabilised, for now, with massive jumps 
having been recorded in August and 

September 2011. It none the less remains a 
huge concern for monetary policy in the near-
term. Developments in food and non-food 
inflation are shown in Figure 16.  
 

It should be noted that the indices of 
beverages & tobacco, household & personal 
goods remained relatively stable in November 
2011, with only that of clothing & footwear 
showing a significant drop. The strong 
performance of the shilling during the month 
could have significantly contributed to the 
drop in the mentioned indices. Going 

forward, any further shilling appreciation shall 
pronounce good news to the households, who 
consume the bulk of the goods in this 
category.  

Figure 16: Food and Non-food Inflation 
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From the disaggregation of commodities as 

shown in Table 5, although there was a 
relative slowdown in the annual food price 
changes in October 2011, the main drivers of 
food inflation remain sugar, tea and spices,  
fish, staples and meat & poultry whose indices 
increased by 109.3 percent, 34.9 percent, 44.2 
and 44.1 percent, respectively.  The relative 

slowdown in the inflation momentum during 

November 2011 is  attributed to the continued 
increase in food supply to the markets as 
reflected by the downward trend in prices of 
key categories food stuffs (staples, dry 
vegetables and fresh fruits) since July 2011. 
 

 

Table 5: Annual percentage price increases of some commodities in the CPI basket 
 weight 2010

M11 
2010
M12 

2011
M01 

2011
M02 

2011
M03 

2011
M04 

2011
M05 

2011 
M06 

2011 
M07 

2011 
M08 

2011
M09 

2011
M10 

2011
M11 

Food 27.16              

staples 6.62 -
18.8 

-21.5 
-
13.8 

-1.3 28.6 47.0 65.9 69.5 93.6 83.7 82.0 66.6 44.2 

Fresh Fruit 1.07 9.5 26.7 21.6 11.8 24.2 22.7 37.1 33.7 37.6 30.2 29.6 19.1 16.2 

Fresh Vegetables 1.81 8.6 22.7 30.7 8.8 22.5 35.5 12.5 -1.1 -11.0 -11.7 17.9 22.8 27.3 

Dry Vegetables 2.46 4.0 7.2 10.9 14.3 28.3 30.2 31.8 32.2 25.0 18.9 15.4 12.5 10.9 

Meat & poultry 3.16 8.1 9.1 15.0 17.4 20.4 24.2 32.2 32.3 33.4 39.2 43.4 47.4 44.1 

Fish 1.58 39.5 37.8 39.1 41.1 37.1 49.8 43.3 33.8 27.8 35.8 30.0 23.9 34.9 

Milk & eggs 2.09 9.6 7.9 8.2 10.8 28.9 25.3 25.5 18.8 13.2 6.9 5.2 7.3 12.0 

Oils & fats 0.99 8.5 13.4 21.3 28.2 34.4 36.5 38.1 36.2 39.9 36.2 42.5 42.1 37.4 

Sugar,  tea & 
spices 

2.65 
3.0 2.97 3.7 7.3 9.4 8.6 15.0 3.0 32.8 76.7 138.0 112.9 109.3 

Rent,fuel & utilities 14.84              

HH Repair & Main.  7.77 -1.6 0.5 6.2 9.0 12.8 13.9 15.9 18.3 20.8 23.0 25.6 27.7 29.0 

HH. Personal 
goods 

4.50 
       

      

Soap,toiletries etc 2.41 7.4 8.8 13.2 14.0 19.0 21.3 23.8 26.8 28.6 29.8 34.4 35.1 36.3 

HH textile & 
furniture. 

1.14 
11.4 12.4 12.3 12.5 13.1 16.2 21.7 20.5 22.6 23.4 26.3 26.1 26.6 

Other HH. goods  0.9 0.2 2.9 3.9 8.38 7.9 9.5 12.4 14.1 15.5 17.9 20.4 22.3 23.5 

Transport & 
communication 

12.83 
             

Transport fares 4.44 3.0 10.6 6.6 9.3 14.1 15.5 14.2 18.8 19.5 21.2 25.2 22.6 24.7 

Communication 5.59 -
46.1 

-46.1 
-
45.6 

-45.6 -66.5 -66.5 
-

66.5 
-66.5 -66.5 -66.5 -45.2 1.7 1.7 

Other transport & 
communication  
costs 

2.79 

12.6 13.1 15.1 16.6 17.5 16.2 18.8 
 

20.5 
 

21.8 21.4 23.0 20.5 26.3 

Health, 
Entertainment & 
others 

16.83 

         

Meals in 
Restaurants 

8.28 
11.7 15.9 15.9 15.5 16.8 17.5 19.2 15.8 15.6 17.9 22.1 22.0 23.1 

Source: UBOS  

 

3.2   Inflation outlook 

In the November 2011 monetary policy 
report, the inflation forecasts indicated that 
inflation will remain elevated till late 2012 on 
account of sticky prices, persistent uncertainty 

and the exchange rate depreciation pressures 
before moderating to 5 per cent by early, 
2013. 
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The November inflation at 29 per cent was 

what had been projected in October 2011. The 
momentum of month-on-month inflation, 
which decelerated for consecutive month in 
November 2011, led by a sharp decrease in 
the momentum of food inflation, suggests that 
inflation has peaked. In addition, the input 
prices, which had surged across the board in 
September and October in response to the 
sharp currency depreciation are likely to 
decrease sharply in the coming months. 
Inflation is also likely to drop off quite 
meaningfully from January 2012 on account 
of favourable base effects, though while the 
base effects are large, they are also fleeting. A 
weak demand growth and continuing excess 
capacity in the economy will also tend to 
depress domestic inflationary pressures for 
some time to come.  
 
The marginal decline in inflation is a signal 
that inflationary pressures have peaked and 
are beginning to abate. The forecasts, 
however, remain unchanged. As shown in 
figures 17a and 17b, headline inflation is 
forecast to remain within the 27-30 per cent 
range in December 2011 and gradually 
decline to between 16 and 20 per cent by June 

2012. Similarly, core inflation is also forecast 
to remain within the 28-30 per cent range in 

December 2011 and gradually decline to 

about 20 per cent in June 2012. The inflation 
forecasts for the second half of 2012 and first 
half of 2013 have been lowered, reflecting the 
rapid deceleration the monetary aggregates 
growth, the exchange rate developments, the 
revisions to the growth forecasts and lower 
growth in commodity prices and global 
inflation. The year-ended rate of CPI inflation 
is expected to fall to about 8 per cent by end of 
2012 and decline further to around 4 per cent 
in mid-2013, before again easing back. This 
general outlook for inflation is conditional on 
aggregate the forecasts were mainly based on 
the assumption of a slightly appreciated 
exchange rate, lower monetary aggregates, 
global inflation, international food prices and 
crude oil prices. It is also conditional on a 
pick-up in productivity growth as firms 
respond to competitive pressures and take 
advantage of lower prices for capital goods in 
international markets. 

 
The disinflationary effect from the 
appreciation of the exchange rate is expected 
to contribute to falls in tradable goods prices 
in coming months, although this 
disinflationary impetus is likely to diminish if 

the appreciation does not persist.  
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Figure 17a: Headline inflation forecasts 

 

Figure 17b: Core inflation forecasts 

 
  
The largest risk to these forecasts is the 
sovereign debt and banking problems in the 
euro area, as discussed earlier. The forecasts 
are based on the assumption that the 

European authorities will do enough to avert 
a disaster, but are not able to avoid periodic 
bouts of considerable uncertainty and 
volatility. A worse outcome in Europe would 
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adversely affect the Ugandan economy, but 

inflation could likely decline. The main upside 
risk to inflation comes from growth in unit 
costs turning out to be faster than is currently 
expected due to either a continuation of low 
productivity growth or a pick-up in exchange 
rate depreciation. 
 
On food prices, global food prices have 
continued to fall over recent months, 
contributing to some moderation in global 
consumer price inflation. Nonetheless, food 
prices remain high, as strong income and 
population growth in developing countries, 
combined with their relatively high-income 
elasticity of food demand, continue to support 

demand for grains and increasingly for high-

protein foodstuffs such as meat. There is 
therefore a likelihood that the recent declining 
trend of food prices could reverse in months 
ahead. Moreover, on the domestic scene, the 
causes of the domestic food prices spike are 
due to a combination of mutually reinforcing 
factors, including drought, which we cannot 
rule out in months ahead given the climatic 
changes. An additional downside risk 
concerns the possibility of current rainfall-
related disruptions to food production, given 
the emerging heavy rainfall pattern.  

 
 
 

 

4. Policy Implications and CBR for December 2011. 
 
There are significant downside risks to the 
economic outlook, including strains in global 
economy. The possibility of a sharp economic 
deterioration in Europe represents a downside 
risk for the economy. Given strong trade links 
with Europe, it is likely that Uganda would be 
directly affected by deterioration in Europe, 
through various channels. Moreover, the 
slowdown in global recovery implies slower 

export growth for Uganda, with implications 
for the overall economic growth. These forces 
combined, could lead to a widening of the 
external current account deficit, with 
implications for the domestic exchange rate 
stability. The turbulence in the financial 
markets could add greatly to the volatility of 
financial markets, leading to sharp bouts of 
risk-aversion. The positive aspect is that 
commodity prices and overall inflationary 
pressures, particularly in advanced economies 
and some emerging markets have started to 
wane. This will feed through to domestic 
inflation, and would cause domestic costs of 
production to reduce as input costs decline, in 
turn, leading to an easing in domestic 
inflationary pressures in the near-term.  
 
Inflation remains relatively high, although 
there are signs of it moderating. The demand-
led inflation pressures remain largely absent 

even as core inflation has remained high. On 
growth, risks to growth remain significant and 
still appear to be biased to the downside in the 
short term.  The projected 5 per cent GDP 
growth for 2011/12 could be ambitious given 
the recent global developments, but we expect 
growth to linger between 4 per cent and 5 per 
cent. These lowered GDP growth forecasts for 
the financial year align well with the recent 

global developments. The slowing down in 
domestic demand and the fall in commodity 
prices over recent months are both likely to 
contribute to lower inflation outcomes over 
the period ahead. Since inflation seem to have 
peaked, more neutral stance of monetary 
policy could be appropriate given that, over 
the period ahead, inflation is likely to decline 
and that economic growth is expected to 
remain subdued. 
 
Despite these concerns on economic growth, 
BoU, cannot yet loosen monetary policy 
although inflation has slightly eased.  The 
challenge of bringing down inflation to an 
acceptable level on a sustainable basis remains 
significant. BoU will therefore maintain a 
tight monetary policy stance in December 
2011, by keeping the Central Bank Rate 
(CBR) at 23 percent with a band of 
plus/minus 400 basis points and the margin 
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on the rediscount rate at 500 basis points. 

Consequently, the rediscount rate and the 
bank rate for December 2011 will remain at 
28 percent and 29 percent, respectively. 
However, should the US/Euro zone slide into 
a deeper downturn than currently forecast, the 
greater monetary policy flexibility would be 
required. This outcome, however, would 
require a change in the BoU’s reaction 
function. 
 
In suffices to point out that BoU is not 
indifferent to the possible adverse effects the 
increase in the interest rate can have on the 

economy. This is precisely the reason to why 

the tightening of monetary policy has been 
gradual.  In addition, the exchange rate 
appreciation in part as a result of the tight 
monetary policy stance, is a double-edged 
sword; it is costing exporters since the prices 
of Ugandan exported products are relatively 
turning out to be expensive but at the same 
time it is necessary to bring down inflation. 
Therefore, BoU’s tight monetary stance will 
continue to reflect a combination of the need 
to stabilise the economy and the structural 
problems that could be aggravated by in the 
interest rates hike.   

 



Page | 30  

 

  

5. Appendix Tables 

 

UGANDA: CURRENT ECONOMIC AND FINANCIAL INDICATORS (in billions of U Shs: end of month unless otherwise indicated) 

Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11 Sep-11 Oct-11 Nov-11 

Foreign Exchange Market 
         Inter-Bank Purchases (US$M) 857.9 731.5 726.8 906.9 672.4 779.6 783.9 843.0 794.7 
         Inter-Bank Sales (US$M) 854.0 739.1 746.7 931.2 670.7 800.1 792.1 782.8 779.8 
         Cross currency trading (US$ million) 143.0 137.1 160.2 121.8 147.5 68.5 151.5 149.1 160.6 
         Inter-Bank Mid-Rate (UShs/US$) 2,393.3 2,367.6 2,387.7 2,461.0 2,587.2 2,753.2 2,814.0 2,805.4 2,582.2 
Foreign Exchange Reserves 
Gross Foreign Reserves in months of  imports of goods and Services   3.6 3.6 3.5 3.3 4.0 3.8 3.6 3.7 
Bank of Uganda  Foreign Exchange Reserves (US$ M) 2,207.4 2,218.8 2,160.4 2,044.0 2,466.7 2,373.8 2,244.7 2,366.6 
Tax Revenue 402.1 347.6 405.6 423.8 499.5 413.6 417.2 421.5 310.3 
Monetary and Credit Aggregates (2) 
          Broad Money supply M3 9,760.3 9,708.8 9,915.3 10,437.7 10,438.7 10,836.4 10,665.1 10,480.1 
          Foreign Exchange Accounts Deposits 2,351.1 2,275.3 2,309.6 2,492.0 2,510.5 2,883.8 2,948.8 2,751.2 
          Money supply M2 7,409.3 7,433.5 7,605.6 7,945.7 7,928.2 7,952.6 7,716.3 7,728.9 
             Currency in circulation 1,762.7 1,814.4 1,786.3 1,899.6 1,975.7 2,080.6 1,983.6 1,987.5 
            Shilling denominated Demand deposits 2,662.4 2,617.2 2,800.0 2,825.3 2,555.1 2,689.5 2,582.0 2,662.8 
            Shilling denominated Time and saving deposits 2,984.1 3,001.8 3,019.4 3,220.8 3,397.4 3,182.5 3,150.7 3,078.6 
           Private Sector Credit 5,818.2 5,906.0 6,136.2 6,512.0 6,558.6 6,831.9 7,069.7 6,965.4 

Weighted Average Interest Rates on Shilling Transactions. 
           Demand Deposit Rate 1.2% 1.2% 1.2% 1.1% 1.2% 1.2% 1.2% 1.20 
           Savings Deposit Rate 2.4% 2.4% 2.4% 2.3% 2.3% 2.3% 2.4% 2.4% 
           Time Deposit Rate 9.7% 10.8% 10.4% 11.0% 13.0% 14.2% 14.4% 12.8% 
           Lending Rate 20.0% 20.0% 19.9% 20.0% 21.7% 20.4% 23.3% 23.6% 
Weighted Average Interest Rates on  
Foreign Exchange Transactions 
           Demand Deposit Rate 1.1% 1.1% 1.1% 1.1% 1.1% 1.0% 1.0% 1.0% 
           Savings Deposit Rate 1.5% 1.5% 1.5% 1.5% 1.5% 1.5% 1.6% 1.7% 
           Time Deposit Rate 3.2% 3.5% 3.3% 2.4% 2.1% 2.4% 1.5% 1.5% 
           Average Lending Rate 10.1% 9.9% 9.7% 9.4% 9.7% 9.8% 9.7% 9.5% 
Treasury Bills  
              91 Days (End period Weighted Discount Rate) 8.2% 9.2% 10.6% 12.3% 13.4% 14.6% 15.7% 18.7% 20.5% 
              182 Days (End period Weighted Discount Rate) 9.2% 10.4% 11.2% 12.7% 13.3% 14.7% 16.3% 18.4% 20.6% 
              364 Days (End period Weighted Discount Rate) 9.0% 10.2% 11.2% 13.2% 12.8% 15.2% 16.6% 18.9% 19.6% 
Treasury Bond Secondary Market rates 
2-year Bond 
Bid 11.1% 11.2% 11.1% 13.3% 14.7% 14.9% 16.3% 18.0% 18.8% 
Offer 11.0% 11.1% 10.0% 13.1% 14.6% 14.8% 16.1% 17.9% 18.7% 
5-year Bond 
Bid 12.0% 12.3% 12.0% 13.8% 14.9% 15.5% 16.7% 17.7% 20.4% 
offer 11.8% 12.1% 11.8% 13.6% 14.7% 15.4% 16.6% 17.6% 20.3% 
10-year Bond 
bid 13.4% 13.6% 13.4% 14.4% 15.0% 15.9% 16.9% 18.4% 18.8% 
offer 13.2% 13.4% 13.2% 14.3% 14.9% 15.7% 16.7% 18.3% 18.7% 
Bank of Uganda Rates (End Month) 
            Rediscount Rate 13.3% 12.1% 13.7% 15.7% 16.0% 17.0% 21.0% 25.0% 28.0% 
            Bank Rate 13.3% 13.1% 14.7% 16.7% 17.0% 18.0% 22.0% 26.0% 29.0% 
           Central Bank Rate 13% 14% 16% 20% 23% 
7-day Interbank Rate 9.8% 10.7% 10.3% 11.1% 15.0% 19.4% 20.6% 24.9% 26.1% 
Overall Interbank Rate 7.9% 9.4% 7.8% 9.8% 13.2% 18.5% 19.7% 23.0% 23.8% 
Consumer Price Index (Base 2005/06) 
              Composite CPI, Annual percentage change. 11.2 14.1 16.0 15.7 18.8 21.4 28.3 30.4 29.0 
              Core CPI, Annual percentage change 7.8 9.6 11.3 12.1 15.6 20.1 27.5 30.8 30.6 
              Food crops CPI, Annual percentage change 29.1 39.3 44.2 39.0 42.3 33.7 38.8 35.3 25.8 
              Elec, Fuel & Utilities (EFU) CPI, Annual percentage change 10.4 8.9 9.1 10.3 10.8 10.7 12.1 10.1 11.4 
Producer Price Index for Manufacturing Sector 
PPI-M Composite 219.0 221.9 223.3 230.5 238.2 253.2 259.8 
PPI-M Local 196.4 200.4 201.5 209.5 216.4 228.2 236.5 
PPI-M Export 301.0 300.4 303.2 307.8 319.2 387.1 381.5 
Monthly Average Pump Prices of Petroleum Products 
              Motor Spirit Premium (PMS) 3,382.0 3,484.0 3,495.0 3,576.0 3,621.5 3,693.6 3,864.2 3,878.0 3,827.0 
              Diesel (AGO) 2,923.0 3,007.0 3,196.0 3,262.0 3,285.2 3,381.8 3,489.2 3,511.0 3,491.0 
              Kerosene (BIK) 2,549.0 2,598.0 2,682.0 2,779.0 2,788.8 2,799.6 2,928.8 2,930.0 2,945.0 

Source: Research Department, Bank of Uganda 



Page | 31  

 

Imports of Merchandise (US$ millions)
Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11 Sep-11 Oct-11

Total Imports (c.i.f) 436.72 527.69 482.58 486.13 446.06 642.32 446.69 511.38 517.94 487.36 545.14 499.35 481.13

o/w cost
Total Imports (fob) 349.24 419.61 384.19 388.02 356.62 510.16 355.83 408.94 414.53 390.24 435.81 399.01 383.72
Government Imports 28.28 94.46 44.47 28.44 28.53 116.53 19.50 11.98 49.76 3.51 25.04 49.68 22.70
     Project 25.59 15.11 24.09 18.66 6.98 10.54 15.80 9.38 15.36 1.69 12.23 8.74 11.35
     Non-Project 2.69 79.35 20.37 9.78 21.55 106.00 3.70 2.60 34.40 1.82 12.81 40.95 11.35
Formal Private Sector Imports 315.82 319.61 333.02 355.05 322.49 389.44 332.28 392.52 360.54 381.97 405.04 345.78 356.33
         Oil imports 49.00 49.16 54.58 53.38 51.86 67.76 63.69 68.16 65.93 67.58 76.06 65.51 64.60
         Non-oil imports 266.82 270.45 278.44 301.67 270.63 321.68 268.59 324.36 294.61 314.39 328.98 280.27 291.73
Estimated Private Sector Imports 5.14 5.55 6.70 4.54 5.60 4.19 4.06 4.44 4.23 4.76 5.73 3.55 4.68

Total Private Sector Imports 320.96 325.15 339.72 359.58 328.09 393.63 336.33 396.96 364.76 386.73 410.77 349.32 361.01

Exports of merchandise (US$ millions)
Oct-10 Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11 Sep-11 Oct-11

Total Exports 173.92 182.47 192.44 192.53 207.76 215.65 193.05 218.80 229.99 222.60 221.44 234.28 198.00

203.73 164.72

1. Coffee (Value) 23.30 32.14 28.69 29.98 27.83 34.10 26.87 40.02 57.95 54.63 44.36 48.83 30.46
Volume ('000 60-Kg bags) 0.19 0.27 0.24 0.22 0.19 0.22 0.18 0.25 0.37 0.38 0.31 0.34 0.22
Av. unit value 2.07 2.01 2.01 2.32 2.39 2.55 2.54 2.63 2.60 2.42 2.39 2.39 2.36

2. Non-Coffee formal exports 109.15 107.80 117.70 131.05 151.07 156.34 143.21 149.26 140.23 135.21 140.55 154.91 134.26

Electricity 1.01 1.05 1.00 1.09 1.14 1.33 1.25 1.20 1.53 1.04 1.66 1.48 1.39
Gold 0.79 0.86 0.39 0.38 0.50 0.26 0.29 0.34 0.28 0.83 0.45 0.50 1.10
Cotton 0.77 0.57 4.38 12.38 17.54 23.50 12.91 8.65 1.47 4.10 1.20 0.24 0.00
Tea 5.54 6.09 5.30 6.56 3.61 4.29 6.00 6.92 5.96 7.11 5.51 5.91 6.33
Tobacco 4.37 4.62 7.60 3.27 6.56 7.26 3.80 4.72 4.33 2.49 3.19 4.00 2.96
Fish & its prod. (excl. regional) 11.01 13.96 14.22 16.70 13.79 9.37 10.41 13.21 12.14 11.11 10.97 13.32 11.80
Hides & skins 1.21 0.84 3.72 2.09 2.86 3.25 3.06 2.59 3.00 2.12 1.92 2.57 3.83
Simsim 0.35 0.40 0.73 3.24 3.81 3.15 1.34 1.54 0.38 0.10 1.01 1.22 0.80
Maize 3.02 3.10 2.28 1.70 1.79 1.62 1.26 2.43 1.18 2.97 5.62 3.74 2.86
Beans 0.92 1.65 1.16 0.80 1.10 0.32 0.49 0.88 3.31 2.35 2.66 2.43 2.78
Flowers 3.19 3.34 2.89 3.89 4.45 3.86 3.68 5.50 4.94 5.48 5.17 4.61 4.03
Oil re-exports 7.47 8.44 5.79 7.23 7.15 6.73 7.04 6.97 6.91 6.97 6.97 6.95 6.97
Cobalt 1.59 2.12 1.06 0.53 1.59 1.82 1.59 1.59 1.58 1.58 1.58 1.05 1.59
Others 67.92 60.76 67.19 71.20 85.18 89.58 90.11 92.73 93.23 86.96 92.66 106.89 87.83

3. ICBT Exports 41.47 42.53 46.05 31.50 28.86 25.21 22.97 29.52 31.81 32.76 36.53 30.55 33.28

Source: Research Department, Bank of Uganda  

 


