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Overview 

This report analyses the global and domestic economic developments and outlook with a view to 

determining the future direction of the economy. The Report also assesses the future prospects for 

inflation and economic activity based on the outlook of both domestic and external factors. It is 

upon this assessment that Bank of Uganda decides on a level of Central Bank Rate (CBR) that will 

serve to ensure price stability. 

There was a slight improvement in some areas of the global economy over the month. Both China 

and the US reported positive indicators surrounding manufacturing output, and growth above their 

respective recent averages. As a result, financial markets appeared to regain some confidence, 

displayed through greater risk appetite, and the dollar's appreciation against most currencies. 

Whilst positive indicators in China and the US may hold a global impact owing to their economic 

size, sustained recovery within the US is still threatened by a lack of resolve surrounding the fiscal 

cliff. 

Elsewhere, economic indicators were less positive; global manufacturing contracted and the euro 

area fell back into recession. Falling commodity prices lessened global inflationary pressures, which 

largely contained global inflation, but simultaneously limited economic activity. Developments 

within the East African countries were broadly uniform; inflation fell, exchange rates depreciated 

against the dollar and monetary stances were decisively expansionary. Thus there are few risks 

stemming from neighbouring countries; however the region may be approaching a limit to 

monetary policy as falling interest rate differentials risk significant capital outflows. 

Domestically, the weighted average 7-day interbank rate fell even more closely in line with the CBR; 

the 7-day rate average 12.6 per cent over the month, just 0.1 percentage points above the CBR at 

12.5 per cent.  However, the weighted average overnight interbank rate fell to exaggerate the 

existing premia between the two interbank rates. In contradiction to money market interest rates, 

yields rose across all Treasury securities, as mass donor withdrawal heightened speculation 

surrounding government financing capabilities. Donor withdrawals have also diminished the role 

for fiscal policy to support economic activity over 2013. Commercial bank weighted average 

lending rates are very gradually falling; however there remains a considerable lag between falls in 

the CBR and weighted average commercial bank lending rates. Furthermore, interest rate spreads 

remain high, and the cost of borrowing in domestic currency far outweighs that of foreign currency 

borrowing. As a result, private sector credit remains tight and all measures of monetary aggregates 

and private sector deposits were discouraging in November. 

Falling global commodity prices and poor growth in monetary aggregates and cash in circulation 

contributed to minimal domestic inflationary pressures; core inflation fell to 3.8 per cent in 

November, whilst headline inflation picked up to 4.9 per cent. The effects of food price inflation are 

receding, and the contribution of food prices to the overall headline figure was negative in 

November, allowing the headline figure to be largely driven by energy, fuel and utility prices, which 

are unlikely to hold. 

The remainder of this issue of the Monthly Monetary Policy Report is structured as follows. The 

first Section reviews recent global economic developments in regard to economic activity, inflation 

and financial markets and the implications to Ugandan economy. The second Section analyses 

domestic economic developments and outlook. Finally, third Section discusses the implications for 

policy and the policy framework for November 2012.  
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Global economic developments and prospects 

The global economy is still weak; marked by a continued overall decline in the manufacturing 

sector. However, there has been some noted improvement within the manufacturing sectors of 

China and the US, indicating that their economies may be set to recover. The euro zone continues to 

struggle under poor economic activity and market expectations are becoming increasingly 

pessimistic, anticipating little improvement throughout 2013. Inflation increased in the US, UK and 

Brazil over the month, but decreased in the euro zone, China and India. A fall in oil prices 

established an overall disinflatory pressure throughout the global economy; thereby the noted 

inflationary increases were largely on account of specific domestic conditions. Global financial 

markets appear to be regaining confidence, largely due to improved economic indicators in China 

and the US. Yet, despite the slight pick-up in confidence, global economic recovery remains 

uncertain and uneven across countries; the lack of resolve surrounding the euro debt crisis and the 

US fiscal cliff remain major downside risks to the global economy.  

Global real economic activity 

The global economy started Q4 2012 with poor prospects, as the continued contraction of global 

manufacturing threatened overall activity. Growth in output and new orders for production remain 

below the long-run trend. The global all industry output index declined to 51.3 in October, from 

52.4 in September. Modest growth in the services sector continues to partially offset economic 

decline.  

The global Manufacturing PMI was 49.2 in October, from 48.8 in September, which remains in 

contraction. Manufacturing production continues to fall due to subdued domestic and external 

demand conditions. There have been some positive manufacturing indicators within China and the 

US, which may rescue global growth somewhat, though economic conditions remain tight in most 

other economies. Perhaps expectantly, the euro zone experienced the largest decline in 

manufacturing production over the month. GDP performances for some of the leading economies 

globally are depicted in figure 1, below. 

  



 
 
 

 

5 

Figure 1: Annual real GDP 

 

Source: OECD Statistics 

Annual real GDP contracted in the euro zone in Q3 to 0.6 percent, compared to a contraction of 0.4 

percent in Q2, therefore rendering the euro zone back into recession on account of two consecutive 

quarters of GDP contraction. The GDP decline is largely on account of widespread reduced 

industrial production. The core of the euro zone, predominantly France and Germany, are 

responsible for lessening the overall rate of contraction, which is most prominent in the periphery. 

However, Markit Economics forecast that GDP may fall by 0.5 percent in the euro zone in Q4 2012.  

Annual real GDP in the US grew by 2.3 percent in Q3, compared to 2.1 percent in Q2. Furthermore, 

market expectations are confident that growth may be revised further upwards in November 

because of higher than anticipated consumer spending. Growth in Q4 is therefore expected to be 

boosted by consumer spending, although the negative aftermath left by ‘hurricane Sandy’ waits to 

be calculated. The US manufacturing sector expanded in November, indicating that the declining 

quarterly trend in manufacturing may have bottomed out. The Manufacturing Purchasing Managers 

Index (PMI) rose to 52.4 in November, from 51.3 in October, lifted by increases in output, orders 

and manufacturing employment.   

The UK narrowly missed falling back into recession over the last quarter; annual real GDP growth 

remained flat in Q3, following a contraction on 0.1 per cent in Q2. However, quarterly growth 

appeared much more positive, increasing by 1.0 percent during Q3 compared to contracting by 0.4 

percent in the previous quarter. The rise in quarterly GDP was attributed to Olympic ticket sales, 

the extra working day compared to the previous quarter, which was lessened by celebrations for 

the Queen’s Diamond Jubilee, and expansion of the services and production sectors. However, 

activity in the construction sector was noted to have fallen during the quarter. Furthermore, Q4 

GDP looks to be weakened by a decline in manufacturing output, caused by reduced export orders 

amidst weak external and domestic demand. 
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Annual real GDP in Japan grew by 0.1 percent in Q3, compared 3.4 percent in Q2. However, 

quarterly growth declined by 0.9 percent in Q3, compared to a 0.1 percent expansion in Q2. The 

downturn in growth was synonymous with the weakening global economy, and was largely driven 

by reduced export demand. However, domestic factors have also been held responsible for the 

falling growth, as domestic consumption and capital expenditure fell over the quarter. Early 

indicators highlight a probable poor manufacturing performance in Q4, thereby increasing the 

possibility of contraction over the quarter. 

In China, annual real GDP grew by 7.4 percent in Q3, compared to 7.6 percent in Q2. Early 

indicators for GDP growth in Q4 present increased industrial production and retail sales, thereby 

boosting market confidence that China may experience accelerated growth over the quarter. In 

addition, the Manufacturing sector PMI rose above the benchmark of 50 to 50.4 in November, from 

49.5 in October, further promising increased growth over the coming quarters. 

Brazil’s HSBC manufacturing PMI moved to positive territory in October, rising to 50.2 from 49.8 in 

September. Order book volumes increased, albeit marginally, though new export orders decreased 

in accordance with the weak external demand felt globally. Input price inflation was also noted 

higher amongst Brazilian manufacturing firms, which may drag on future growth prospects. 

Global inflation 

Inflation picked up in the US, UK and Brazil over October, but fell in the euro zone, China and India. 

Global inflationary pressures were mostly on the downside over the month, as fuel price inflation 

slowed. Where inflation rose, it was largely on account of domestic conditions, such as higher food 

prices caused by adverse weather conditions in Brazil. Global inflation developments are shown in 

figure 2 below. 
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Figure 2: Inflation developments 

 

Source: OECD Statistics & Eurostat 

The annual Harmonized Index of Consumer Prices (HICP), which captures inflation in the euro 

zone, eased slightly to 2.5 percent in October, from 2.6 percent in September. The decline in 

inflation was attributed to a relatively slow rate of growth in energy prices, high unemployment 

and economic decline in the region. Annual energy price inflation reached 9.1 percent in October, 

compared to 7.8 per cent in September; whilst unemployment reached 11.6 per cent across the 

euro zone in September. Market sentiment appears to expect the European Central Bank to further 

cut interest rates before the end of 2012 in order to support the weak economy. 

In the US, annual CPI inflation rose to 2.2 percent in October, from 2.0 percent in September. 

Inflation was driven by increases in food, clothing and housing prices, but limited somewhat by 

falling energy prices. On a monthly basis, food prices increased by 0.2 percent in October, whilst 

energy prices fell by 0.2 percent. Food price inflation is attributed to drought during the summer of 

2012. Although inflation demonstrates an upwards trend since August 2012, the US Federal 

Reserve Policy Setting Committee only see ‘inflation as a distant risk’, when compared to the need 

to boost economic growth and to reduce unemployment. 

Annual CPI inflation in the UK rose to 2.7 percent in October, from 2.2 percent in September. The 

hike in inflation was driven by education and food prices. The UK government lifted the ceiling on 

university fees by 19.1 percent over the month, which represented a considerable increase in 

education fees to many households and the biggest increase permitted since the introduction of 

university fees. 
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Amongst the emerging market economies, China’s annual CPI inflation slowed again in October to 

1.7 percent, from 1.9 percent in September and 2.0 percent in August. The decline was mostly due 

to slower growth in food prices, particularly for vegetables and pork. Annual food prices rose by 

only 1.8 percent in October, compared to 2.5 percent in September.  

India’s Wholesale Price Index (WPI), India’s main measure of inflation, declined to 7.4 percent in 

October from 7.8 per cent in September and 8 percent in August. The slowdown in inflation was 

largely driven by a slowdown in food and fuel price inflation. However, the Reserve Bank of India 

claim that inflation is still too great to risk loosening monetary policy. 

Annual CPI inflation rose in Brazil in October, to 5.4 percent, from 5.3 percent in September. The 

rise was ascribed to higher food prices on account of the severe drought experienced by the US over 

the summer. Irrespective of the small rise in inflation, Brazilian authorities are intent upon 

maintaining low interest rates in order to support economic growth through investment and 

consumer credit.  

Global commodity markets 

Global commodity prices declined in October. The World Bank energy and non-energy indices 

declined by 2.4 and 1.6 percent respectively in October compared to index price rises of 0.6 and 1.5 

percent respectively in September. The World Bank’s crude oil price also declined in October, by 2.7 

percent, to U.S$103.41 per barrel. The decline in oil prices is due to heightened political risk, weak 

global economic data and uncertainty surrounding the global economic outlook. Consequently, 

market expectations do not appear to predict a recovery to demand in Q4; the International Energy 

Agency has revised their global oil demand forecast downwards by 290 kilo barrels per day in Q4, 

to 90.1 million barrels per day. Interestingly, the Economist Intelligence Unit report that 

commodity prices are in ‘holding mode’; commodity dealers are hoping that increased policy efforts 

by the US and euro zone might lead to a shift to commodities as safe haven assets.  

Meanwhile, the Food and Agricultural Organisation’s (FAO) Food Index also declined by 0.9 

percent, to 213.5, over the month. The FAO attributes the decline in global food prices to a 

reduction in international prices for cereals and oils/fats, which more than offset the increases in 

sugar and dairy product prices. Non-energy commodities particularly metals were also lower 

during October because of the subdued economic outlook. Developments in global commodity 

prices are shown in figure 3, below. 
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Figure 3: Developments in commodity prices 

 

Source: World Bank Database & FAO Statistics 2012 

Global financial markets 

Global financial markets continue to show signs of stabilisation. Risk appetite in equity markets is 

increasing, fuelled by increased confidence surrounding manufacturing in China and the US. The 

spread on Spanish and Italian bonds in equity markets equally fell in October to 287 and 265 basis 

points respectively. Furthermore, despite being downgraded by Standard and Poors, 10 year 

sovereign bond yields fell to approximately 5.0 per cent in Italy and remained below 6.0 per cent in 

Spain over the month. However, Spain still poses a severe risk to global financial market stability, as 

the plausibility that they may seek a bailout remains, whilst fragility in the euro zone may quickly 

alter market confidence.  

In the currencies market, the U.S dollar has gained against most other dominant currencies 

continuously since mid-October on account of improved real economic strength. However, the lack 

of resolve surrounding the ‘fiscal cliff’, the possibility that the US will face a severe fiscal squeeze 

and renewed recession if lawmakers cannot agree on a new tax and spending plan from January 

2013, continues to threaten both the dollar exchange rate and the real economic outlook.  

Regional economic developments 

There was an overall deflationary trend across East Africa in November. Kenya’s inflation fell 3.3 

per cent over the month, largely due to a significant fall in commodity prices, in particular for sugar, 

electricity, cooking gas, and kerosene. Inflation also fell in Burundi, from 15.9 per cent in October, to 

11.7 percent in November. The decline in inflation is likely to be reflected in Tanzania and Rwanda 
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when their inflation data is released, given the inflationary trend across the EAC. The most recent 

CPI releases for Tanzania and Rwanda indicate a downwards trend in October, where CPI fell to 

12.9 and 5.4 per cent respectively, from levels of 13.5, and 5.6 per cent in September. Presently, all 

EAC Central Banks are operating relaxed monetary policy stances in accordance with easing 

inflationary pressures. In November, the National Bank of Rwanda maintained its Key REPO Rate at 

just 7.5 per cent.  

In line with a relaxed monetary policy stance in Tanzania, the monthly average weighted 

annualized yields for 91-day and 364-day Treasury bills declined to 11.9 and 13.3 per cent 

respectively in November, from 12.3, and 13.4 per cent respectively in October. However, in Kenya, 

the yield on 364-day Treasury bills rose from 10.6 to 11.8 per cent in November; whilst in Rwanda, 

364-day papers have not been auctioned since September, whereupon the yield stood at 12.7 

percent.  

On a monthly basis, the Kenyan and Tanzanian Shillings and the Rwandan Franc all depreciated by 

0.6 per cent over the month, to respective average midrates of KES 85.63/US$, TZS 1580.42/US$ 

and RWF 628.77/US$. On an annual basis however, the Kenyan and Tanzanian Shillings recorded 

respective appreciations of 8.6 per cent and 9.2 per cent in November; whilst the Rwandan Franc 

depreciated by 4.5 per cent over the same period. 

Despite the continued easing of inflationary pressures throughout the EAC, the room for further 

monetary policy relaxation to boost economic growth may be limited by the continuous regional 

monthly depreciations. Fragile global commodity and financial markets may also limit the available 

monetary policy space, as low levels of risk appetite may reduce capital inflows into the region if 

interest rates continue to fall. 

Table 1 presents an overview of selected inflation and financial market indicators for Uganda and 

some key regional trading partners: Kenya, Rwanda and Tanzania. 

  



 
 
 

 

11 

Table 1: Summary of regional economic indicators 

 

Source: Respective Central Bank websites 

Global economic outlook 

The prospects for global economic recovery remain slow, uncertain and asymmetrical across 

countries. There remain considerable downside risks, especially arising from spill-over effects if the 

euro zone debt crisis, the US fiscal cliff and continued geopolitical tensions in the Middle East 

cannot be resolved, all of which threaten to reawaken the global recession. The euro area is 

expected to remain the major drag to global economic recovery; markets expect the euro zone to 

fall into recession throughout 2013, due to the necessary fiscal consolidation efforts and the 

subsequent public backlash. However, it is plausible that successful policy implementation to 

prevent the US fiscal cliff and deterioration of the euro zone debt crisis may resuscitate global 

growth faster than anticipated. 

Positive indicators have emerged within the US and China over the month. In the US, indicators for 

manufacturing production, job creation and consumer confidence have all improved despite the 

Uganda Kenya Rwanda Tanzania Uganda Kenya Rwanda Tanzania

Jan 12 25.6 18.3 7.8 19.7 27.2 19.5 17.0 14.8

Feb 25.7 16.7 7.9 19.4 26.9 20.3 16.7 15.8

Mar 21.1 15.6 8.2 19.0 27.6 20.3 16.3 15.2

Apr 20.0 13.1 7.0 18.7 26.1 20.2 16.9 15.1

May 18.6 12.2 8.3 18.2 26.7 20.1 16.7 15.1

Jun 18.0 10.1 5.9 17.4 27.0 20.3 16.8 15.3

Jul 14.3 7.7 5.6 15.7 26.9 20.2 16.5 15.7

Aug 11.9 6.1 5.8 14.9 26.4 20.1 17.1 15.8

Sep 5.5 5.4 5.6 13.5 25.7 19.7 17.1 15.8

Oct 4.5 4.1 5.4 12.9 23.0 19.0 17.1 15.8

Nov 4.9 3.3 0.0 0.0 - - - -

Uganda Kenya Rwanda Tanzania Uganda Kenya Rwanda Tanzania

Jan 12 23.0 18.0 7.0 - 24.5 22.0 8.4 18.6

Feb 22.0 18.0 7.0 - 19.0 21.0 8.0 13.4

Mar 21.0 18.0 7.0 - 19.4 17.0 7.8 13.9

Apr 21.0 18.0 7.0 - 20.3 16.9 8.5 14.9

May 21.0 18.0 7.5 - 20.2 12.4 8.9 14.9

Jun 20.0 18.0 7.5 - 19.2 12.4 9.1 14.4

Jul 19.0 16.5 7.5 - 17.5 13.0 9.1 13.8

Aug 17.0 16.5 7.5 - 14.3 12.9 11.7 12.9

Sep 15.0 13.0 7.5 - 11.4 10.3 12.7 13.4

Oct 13.0 13.0 7.5 - 12.2 10.6 - 13.4

Nov 12.5 11.0 7.5 - 15.0 11.8 - 13.3

Inflation Overall weighted average lending rate

Yield on 364-day Treasury billsPolicy rate
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disruption to activity caused by hurricane Sandy. The Organisation for Economic Cooperation and 

Development (OECD Outlook, November 2012) expect that increases in business and housing 

investment, coupled with increased private consumption on account of improved labour market 

conditions, may allow for a sustained US recovery in 2013. 

Growth in emerging market economies is expected to strengthen, supported by accommodative 

monetary and fiscal policies. The OECD forecast that Chinese growth may stabilising around 9.0 

percent by 2014, propped up by expansionary monetary and fiscal policy frameworks to protect 

China from weak external demand. 

Inflationary pressures are expected to remain low over the coming months, particularly within the 

major advanced economies. Though they have been reduced recently, commodity prices may face 

unavoidable volatility if oil supplies are disrupted. Oil price volatility may adversely impact 

emerging market economies more than others due to the high energy intensity involved in their 

production process, and the lack of any form of insurance or protectionism against oil price hikes. 

  



 
 
 

 

13 

Domestic economic developments 

Monetary policy actions in December 2012 

Indicators for the domestic economy do not appear hopeful for 2013. Inflation has been 

successfully brought under control, and the Bank of Uganda is well equipped to steer the nominal 7-

day interest rate, yet most other indicators reflect a downside risk to growth. The pass through 

effect of the CBR to lending rates remains minimal, with adverse consequences for private sector 

credit. The slow global economic recovery continues to have a toll on the domestic economy, by 

subduing export demand and creating adverse consequences for the current account. Furthermore, 

the fiscal stance over the current financial year stifles, rather than supports, domestic demand; the 

recent cuts to donor aid may also further constrain economic activity. 

On account of largely reduced domestic inflation, and a continued disinflation trajectory, BoU 

further eased monetary policy in December 2012, reducing the CBR by 50 basis points to 12.0 per 

cent. The band on the CBR was maintained at plus/minus 3 percentage points and the margin on 

the rediscount rate at 4 percentage points on the CBR. Consequently, the rediscount rate and the 

Bank rate were set at 16.0 per cent and 17.0 per cent respectively.  

BoU issued REPOs and reverse REPOs in a bid to fine-tune short term liquidity conditions in the 

financial system. The impact of the REPO/reverse REPO instrument was a net withdrawal of Shs. 

230.8 billion. By the close of November, the outstanding stock of reverse REPOs stood at Shs. 134.0 

billion, while there were no outstanding REPOs. The weighted average REPO and reverse REPO 

rates in November were both 12.5 per cent, compared to average REPO and reverse REPO rates of 

13.1 per cent in October.  

BoU continued with the daily purchase of foreign exchange for reserve build-up, as determined by 

conditions in the Interbank Foreign Exchange Market (IFEM). These purchases amounted to 

US$98.0 million. Over the month, BoU also carried out foreign exchange sales for intervention 

purposes alongside necessary targeted sales, which totalled US$76.7 million. Consequently, BoU’s 

net action in the IFEM during the month was a purchase of US$21.3 million.  

Financial sector developments 

Interbank money market rates 

Money market interest rates were broadly consistent with the monetary policy stance for the 

month. The weighted average 7-day rate trended within the CBR band throughout the entire month, 

and averaged 12.6 per cent in November. The successful guidance of the weighted average 7-day 

interbank rate by the monetary stance over recent months is shown in figure 4. The overall and 

overnight weighted average interbank rates declined considerably to 10.2 per cent and 8.4 per cent 

respectively in November, from 14.6 per cent and 11.8 per cent respectively in October. 
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Figure 4: Evolution of the 7-day interbank rate 

 

Source: Bank of Uganda 

The interbank rates in November were principally driven by eased liquidity conditions in the 

banking system. Net fiscal operations injected Shs.323.5 billion, one of the highest monthly net 

fiscal operations over the past 12 months, to allow liquidity conditions to ease. Meanwhile, open 

market operations withdrew Shs.135.0 billion, while net foreign exchange operations injected 

Shs.18.1 billion on a net basis during the month. The main liquidity drivers during the month are 

shown in table 2.  
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Table 2: Summary of liquidity drivers (UGX billions) 

 

Source: Bank of Uganda 

Treasury securities market 

In the primary market, the weighted average annualized yields for the 91-day, 182-day and 364-day 

Treasury papers all increased in November to just 9.8 per cent for the 91-day Treasury bill, but to 

15.0 per cent for both the 182-day and 364-day Treasury bills, from respective rates of 9.7 per cent, 

12.5 per cent and 12.2 per cent. Treasury bond yields also increased and both may be expected to 

increase further if the government is forced to fund itself through financial markets throughout 

2013. 

Treasury bill yields are shown in figure 5.  

  

Net open market 

operations
Net forex operations Net fiscal actions

(T-bills, T-bonds, 

repos and reverse 

repos)

(Government 

expenditure - taxes)

Nov 11 -47.7 40.4 64.0

Dec -87.7 109.5 90.9

Jan 12 -184.9 283.2 50.3

Feb -526.1 161.0 186.6

Mar 106.1 -22.2 81.5

Apr -86.6 35.4 102.6

May -267.1 205.5 61.8

Jun -149.3 67.2 67.2

Jul -69.7 486.0 -384.6

Aug -107.5 34.2 380.8

Sep 35.5 89.7 -161.2

Oct 225.4 -27.4 -174.4

Nov -135.0 18.1 323.5
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Figure 5: Treasury bill yields 

 

Source: Bank of Uganda 

Developments in the secondary market for treasury securities followed those in the primary 

market. The annualised rates for securities of less than 91-days, 182-days and 364-days rose to 

15.5 per cent, 14.0 per cent and 14.6 per cent respectively in November, from respective rates of 

13.2 per cent, 11.4 per cent and 11.7 per cent in October. 

The average yields for 2-year and 3-year treasury bonds also increased in November to 14.6 per 

cent and 13.3 per cent respectively, from 11.7 per cent and 12.0 per cent in the previous month. 

Interestingly, in both Treasury bill and bond markets, the longer tenors appear to have increased by 

a greater amount than the shorter-dated tenors, perhaps indicating that financial markets are 

concerned about the governments’ long-term financing capability. 

Commercial banks’ interest rates 

Lending rates remained relatively high still over the month; however there was a definite shift to 

benefit customer welfare. In October, the weighted average interest rate on shilling denominated 

loans declined by 0.8 per cent to 24.9 per cent, the lowest lending rate observed over the past 12 

months. Meanwhile, time deposit interest rates, although relatively low compared to the past 12 

months, increased by 0.9 per cent to 12.8 per cent in October. As a result, the spread fell to 12.1 per 

cent, from 13.8 percent in September.  However, September recorded the highest spread over the 

year and October’s fall still represents a high interest rate spread. The prime lending rates, as may 

be expected, are more responsive to CBR fluctuations; between January and October 2012, prime 

lending rates have fallen by 10.9 percent and average lending rates by 8.8 per cent, whilst the CBR 
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fell by 10 per cent over the period. Commercial banks’ interest rate structures are presented in 

table 3. 

Table 3: Commercial banks’ weighted average rates 

 

Source: Bank of Uganda 

Weighted average interest rates for foreign currency denominated loans rose by 2.0 percentage 

points in October to 10.7 percent. However, the time deposit rate on foreign currency loans also 

increased by a near equal amount to 4.5 percent, resulting in a small increase in the spread to 6.2 

per cent, from 6.1 per cent in September. The increase in lending rates may in part be explained by 

the depreciation pressures on the Shilling, which has exacerbated the cost of borrowing. 

Monetary aggregates 

Analysis of monetary aggregates may be used to deduce risks to price stability and to assess the 

level of domestic aggregate demand, both of which are relevant for monetary policy decisions. 

While short-term developments in monetary aggregates are normally volatile and may therefore 

not always be fully trustworthy, the information is nevertheless essential as it compliments other 

factors that determine inflation.  

On a monthly basis, M1, M2 and M3 declined by 0.9 per cent, 2.7 per cent and 3.1 per cent 

respectively in October, in contrast to respective growth rates of 2.9 per cent, 0.4 per cent and 1.7 

per cent the previous month. All measures of private sector deposits also declined over the month; 

however this was perhaps most notable in time and savings deposits, which fell by 5.2 percent in 

October. NSSF withdrawals of time and savings deposits from Commercial banks for reinvestment 

in government was responsible for a large proportion of the fall in both time and savings deposits 

and in M2.  Whilst the withdrawal of US$60 million by EATON Towers Limited to repay China 

Development Bank were responsible for a large proportion of the fall in both foreign currency 

deposits and M3. Currency in circulation declined again in October by 1.3 per cent, in line with the 

0.7 per cent decline recorded in September. Growth in monetary aggregates will be necessary to 

Average 

lending rate

Time deposit 

rate
Spread

Average 

lending rate

Time deposit 

rate
Spread

Oct 11 23.5 12.8 10.7 9.5 1.5 8.0

Nov 26.0 19.9 6.0 10.3 1.6 8.6

Dec 26.7 23.9 2.9 10.1 4.1 6.0

Jan 12 27.2 21.2 6.0 10.3 5.9 4.5

Feb 26.9 19.8 7.1 10.4 5.1 5.3

Mar 27.6 20.0 7.6 10.0 4.5 5.5

Apr 26.1 18.7 7.5 8.2 4.6 3.6

May 26.7 17.4 9.3 9.3 7.4 2.0

Jun 27.0 19.9 7.1 8.4 5.2 3.2

Jul 26.9 17.8 9.1 9.0 3.0 6.0

Aug 26.4 15.2 11.2 9.1 5.0 4.2

Sep 25.7 11.9 13.8 8.7 2.7 6.1

Oct 24.9 12.8 12.1 10.7 4.5 6.2

Domestic currency denominated loans Foreign currency denominated loans
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boost private sector credit in the coming months. Monthly developments in monetary aggregates 

are shown in table 4.  

Table 4: Monthly growth rates of monetary aggregates and private deposits 

 

Source: Bank of Uganda 

Reassuringly, quarterly and annual growth rates for monetary aggregates expanded over the 

period; M1, M2 and M3 grew by 11.6 per cent, 5.0 per cent and 4.4 per cent respectively on a 

quarterly basis in October, and by 2.5 per cent, 1.9 per cent and 6.1 per cent respectively on an 

annual basis in October.  However the negative monthly outturns reduced the annual growth rate of 

monetary aggregates considerably below that experienced in recent months; in comparison to 

October, M1, M2 and M3 grew by 5.3 per cent, 4.9 per cent and 7.6 per cent on an annual basis in 

September. 

Whilst poor money growth further limits inflationary pressures over the coming months, they may 

also act to limit credit and output growth. With inflation largely under the control of monetary 

policy, it may be deemed unnecessary for money growth to hold back economic expansion. 

Private sector credit 

Analysis of private sector credit, a leading economic indicator to illustrate the financial sector’s 

contribution to economic activity, shows that there is still space for credit to stimulate the economy 

and boost economic activity. From January to October 2012, private sector credit growth averaged 

only 0.7 per cent per month. On a monthly basis, private sector credit grew by 1.9 per cent in 

October, compared to 1.3 per cent growth in September. The increase in credit over the month is 

largely explained by growth in foreign currency denominated loans. Meanwhile, Shilling 

denominated loans declined further in October, by 1.5 per cent, compared to a 0. 3 per cent decline 

the previous month.   

M1 M2 M3 CIC
Demand 

deposits

Time and 

savings 

deposits

Forex

Oct 11 1.78 0.15 -1.72 0.13 3.05 -2.08 -6.72

Nov -1.07 -0.39 0.13 2.12 -3.45 0.57 1.64

Dec -0.59 -0.79 -0.60 3.05 -3.46 -1.07 -0.08

Jan 12 -2.16 -3.29 -4.41 -4.16 -0.48 -4.87 -7.54

Feb 4.24 3.92 2.79 -3.47 10.49 3.45 -0.49

Mar -1.41 -0.25 2.90 -1.76 -1.17 1.45 12.50

Apr -1.89 -1.90 -1.29 -1.81 -1.94 -1.93 0.36

May -0.27 1.46 1.82 -1.34 0.48 3.91 2.79

Jun -1.06 -0.32 5.35 5.97 -5.93 0.70 20.10

Jul -4.01 -1.21 -4.65 -1.75 -5.78 2.56 -12.10

Aug 9.46 7.42 5.95 4.36 13.62 4.84 2.40

Sep 2.85 0.44 1.69 -0.73 5.51 -2.72 4.89

Oct -0.90 -2.69 -3.07 -1.30 -0.61 -5.18 -3.99

Monetary aggregates Private sector deposits
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On quarterly and annual bases, private sector credit grew by 4.0 per cent and 7.5 percent 

respectively in October, notably higher than the 1.8 per cent and 4.3 per cent growth rates 

registered the previous month. Shilling denominated loans continued to decline on both quarterly 

and annual bases by 1.7 per cent and 7.7 per cent respectively, while foreign currency loans in 

Shillings and US Dollars grew more so by 14.8 per cent and 10.1 per cent respectively on a quarterly 

basis, and 48.5 per cent and 48.9 per cent on an annual basis. Aggregate private sector credit 

continues to be pulled down by high lending rates, despite the continued reduction in the CBR. 

Total monthly and quarterly lending to the private sector is shown in table 5. 

Table 5: Growth rates of private sector credit 

 

Source: Bank of Uganda 

Using loan applications and approvals to proxy credit demand and supply suggests that weak credit 

growth may have been more driven by weak credit demand in October. The number of loan 

applications increased by 3,979 to 37,013. However, actual amounts applied for declined by Shs.89 

billion to 525 billion over the month. Loan approvals also declined by 366 to 34,419 in October; 

however the proportion of loans approved remained relatively high. Despite the decline in amounts 

applied for and the number of loan applications approved, the actual value approved recorded an 

increase of Shs. 100 billion from Shs. 439 billion in September to Shs. 529 billion in October. A 

summary of loan applications and approvals is shown in table 6, below: 

  

PSC

Shilling 

denominated 

loans

Forex 

denominated 

loans (UGX)

Forex 

denominated 

loans (USD)

PSC

Shilling 

denominated 

loans

Forex 

denominated 

loans (UGX)

Forex 

denominated 

loans (USD)

PSC

Shilling 

denominated 

loans

Forex 

denominated 

loans (UGX)

Forex 

denominated 

loans (USD)

Oct 11 -1.2 1.5 -7.6 1.4 6.5 7.5 3.8 4.5 36.9 32.6 49.8 32.0

Nov 1.3 0.3 3.7 4.8 3.5 4.5 1.1 11.1 34.0 29.0 49.2 34.5

Dec -0.8 -1.1 0.1 3.1 -0.7 0.7 -4.1 9.5 28.2 25.1 36.9 26.9

Jan 12 -1.7 -1.7 -1.9 5.0 -1.3 -2.4 1.8 13.4 23.9 16.3 34.4 33.0

Feb 0.4 -1.9 6.4 4.3 -2.1 -4.6 4.4 12.9 21.1 11.7 36.5 35.8

Mar 3.0 -0.8 12.1 5.6 1.6 -4.3 16.9 15.7 22.1 9.1 47.2 40.1

Apr 0.2 -0.4 1.5 2.0 3.7 -3.0 21.0 12.4 20.7 6.3 50.2 42.4

May 0.3 0.3 0.1 0.8 3.5 -0.8 13.9 8.6 16.6 2.8 44.9 39.2

Jun 1.0 -0.8 5.3 6.0 1.6 -0.9 7.0 9.0 11.1 -1.5 34.9 43.2

Jul -0.3 -0.2 -0.4 -0.6 1.0 -0.7 5.0 6.2 10.1 -2.6 34.2 41.4

Aug 0.7 -0.1 1.9 1.8 1.5 -1.2 6.8 7.2 6.5 -5.7 28.5 46.2

Sep 1.3 -0.3 4.4 1.7 1.8 -0.6 5.9 2.9 4.3 -8.5 27.1 42.1

Oct 1.9 -1.6 8.0 6.3 4.0 -2.0 14.8 10.1 7.5 -11.2 48.5 48.9

Monthly data Quarterly data Annual data
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Table 6: Loan applications and approvals 

 

Source: Bank of Uganda 

The trade sector continued to demand the most credit in October 2012. However, the value of loan 

applications received from the trade and building, construction and real estate sectors declined by 

Shs.27.8 billion and Shs.30.6 billion respectively. On the other hand, the value of loan applications 

for personal and household purposes increased marginally by Shs.0.8 billion, however this increase 

was less than the Shs. 8.5billion increase noted the previous month. The trade, building, 

construction and real estate, manufacturing and personal and household sectors drove credit 

growth, accounting for 22.1 per cent, 13.3 per cent, 8.3 per cent and 7.5 per cent of all loans 

respectively, compared to 21.8 per cent, 19.2 per cent, 12.0 per cent and 10.0 percent the previous 

month. A more detailed analysis of loan applications and approvals per sector is shown in table 7 

below. 

  

Number Value

(UGX 

billions)
(per cent)

(UGX 

billions)
(per cent)

Jan 21553 482 35840 166.3 434 90.0

Feb 30913 651 29977 97.0 316 48.5

Mar 31525 525 31855 101.0 472 89.9

Apr 32192 633 32658 101.4 450 71.1

May 30345 631 30874 101.7 377 59.7

Jun 36305 600 36296 100.0 446 74.3

Jul 33701 639 31891 94.6 521 81.5

Aug 33961 467 32377 95.3 428 91.6

Sep 33034 614 34745 105.2 429 69.9

Oct 37013 525 34419 93.0 529 100.8

Number Value

Loan approvalsLoan applications
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Table 7: Amounts of loan applications and approvals by sector 

 

Source: Bank of Uganda 

External sector developments 

Preliminary data indicates that in October, the overall balance of payments registered a surplus of 

US$14.3 million, slightly less than September’s surplus of US$ 24.9 million, but still a positive 

Agriculture
Mining & 

quarrying
Manufacturing Trade 

Transport & 

communication

Building, 

construction 

& real estate

Business 

services

Personal 

& 

household 

loans

Total

Oct 11 39.2 0.1 90.3 124.9 109.8 64.2 129.6 72.8 688.7

Nov 32.6 0.7 67.6 161.3 111.1 51.4 196.4 56.1 723.2

Dec 32.8 1.7 79.2 110.9 93.1 63.7 12.5 58.8 481.8

Jan 12 51.6 1.4 21.2 378.4 18.8 56.2 18.8 43.4 651.5

Feb 28.1 0.9 97.9 211.4 41.8 41.3 21.1 38.7 524.6

Mar 34.3 0.6 36.7 239.7 35.3 91.2 15.8 37.5 632.5

Apr 38.2 12.6 27.6 199.1 25.0 85.0 14.3 39.1 630.7

May 41.9 13.0 168.9 147.8 30.3 89.0 19.8 47.2 599.8

Jun 53.0 6.2 197.4 150.0 42.0 67.8 28.9 53.0 639.2

Jul 41.7 0.1 60.8 111.2 30.6 99.4 10.0 50.2 467.3

Aug 48.8 6.6 147.9 232.0 29.5 116.4 31.8 57.2 730.0

Sep 45.5 2.1 63.1 232.7 23.4 97.5 36.9 65.7 613.9

Oct 33.2 4.6 27.1 204.9 15.8 66.9 30.9 66.5 524.9

Oct 11 25.0 0.1 98.4 104.7 105.6 27.2 86.3 58.4 545.8

Nov 25.5 0.5 75.8 124.5 100.0 35.0 25.8 49.2 464.5

Dec 23.1 1.2 78.8 93.9 90.5 60.8 12.8 48.4 433.8

Jan 12 35.9 0.7 18.9 133.4 14.8 44.2 16.9 34.8 316.0

Feb 33.4 0.3 91.5 199.5 36.3 35.7 13.1 30.9 472.1

Mar 18.2 0.3 12.4 147.8 21.9 70.3 16.1 28.0 450.1

Apr 30.2 0.6 32.1 102.7 17.7 54.2 11.5 31.7 377.4

May 45.0 1.3 79.8 134.7 21.5 80.9 10.1 37.5 446.4

Jun 40.5 1.9 132.8 171.2 33.6 55.0 20.4 43.3 520.9

Jul 34.8 0.0 99.1 98.3 19.3 63.4 28.9 45.1 427.6

Aug 29.4 46.0 21.6 83.6 20.4 47.8 12.2 38.9 526.0

Sep 27.0 9.6 51.4 93.4 16.9 82.4 13.9 43.0 429.0

Oct 25.1 14.5 43.9 116.9 23.4 70.5 19.4 39.7 529.4

Oct 11 63.7 87.9 108.9 83.8 96.2 42.3 66.6 80.3 79.2

Nov 78.0 71.3 112.2 77.2 90.0 68.1 13.1 87.8 64.2

Dec 70.4 73.2 99.5 84.7 97.2 95.5 102.7 82.2 90.0

Jan 12 69.7 53.4 89.3 35.3 78.7 78.6 90.0 80.2 48.5

Feb 118.8 37.6 93.5 94.4 86.9 86.5 61.8 79.9 90.0

Mar 53.1 43.7 33.9 61.6 62.1 77.0 101.6 74.6 71.2

Apr 79.0 5.1 116.2 51.6 70.8 63.7 80.6 81.1 59.8

May 107.5 9.9 47.3 91.1 70.8 90.8 50.9 79.5 74.4

Jun 76.5 30.2 67.3 114.1 80.2 81.2 70.8 81.7 81.5

Jul 83.5 44.9 163.1 88.4 63.0 63.8 288.2 89.9 91.5

Aug 60.3 697.3 14.6 36.0 69.2 41.1 38.3 68.0 72.0

Sep 59.4 461.6 81.4 40.1 72.3 84.5 37.7 65.4 69.9

Oct 75.6 315.2 162.0 57.1 148.1 105.4 62.8 59.7 100.8

Value of applications received (UGX billions)

Value of applications approved (UGX billions)

Proportion of applications approved (per cent)
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outturn. The surplus position was mainly on account of increased net inflows to the financial 

account and an improvement of the current account balance. Table 8, below, shows the summary of 

BoP developments. 

Table 8: Balance of Payments (Million US$) 

 

Source: Bank of Uganda 

In October 2012, the financial account balance more than tripled to a net surplus position of 

US$298.8 million, from the net surplus position of US$80.1 million recorded in September 2012.  

The increase was mainly on account of a drawdown in banks’ foreign currency and deposit assets. 

Notably, portfolio capital flows continued to leave the country for the fourth consecutive month, 

amounting to US$19.7 million in October. Portfolio outflows are largely stemming from the 

departure of offshore investors from debt securities’ markets, as the BoU’s relatively relaxed 

monetary policy stance acts to lower domestic interest rates and yields.  

Despite the deterioration of the trade balance in October, the current account balance improved by 

14.8 percent, to a deficit of US$100.9 million, from the deficit of US$118.5 million recorded in 

September. This was largely on account of an improvement in current transfers and the services 

account net position. During October, current transfers increased by 27.9 percent to US$126.7 

million, from US$99 million in September; the increase may be attributed to greater workers’ 

remittances and grant disbursements.  

2010/11 2011/12
Q1 

2011/12

Q1 

2012/13
Jul Aug Sep Oct

Current account 

balance
-1,686.30 -2,070.50 -566 -484.8 -281.7 -84.6 -118.5 -101

Goods account (trade 

balance)
-2,373.30 -2,612.80 -649.7 -521 -157 -197.1 -166.9 -195.1

Total exports (fob) 2,297.80 2,676.90 649 759.3 246.8 260.4 252.2 220.1

Total imports (fob) -4,671.10 -5,289.70 -1,298.60 -1,280.30 -403.8 -457.5 -419.1 -415.2

Services account 

(services net)
-662.3 -571.7 -125.2 -94.2 -73.8 2.9 -23.3 -1.9

Income account 

(Income net)
-318.3 -374 -72.6 -170.7 -122.4 -21 -27.3 -30.7

Current transfers 

(net)
1,667.60 1,488.00 281.5 301.1 71.5 130.5 99 126.7

Capital and financial 

account balance
1,109.80 2,226.70 614 535.5 362.8 92.2 80.5 298.8

Capital account 0 14.5 2.1 16.7 1.6 14.8 0.3 0

Financial account 

(excluding financing 

items)

1,109.80 2,212.20 611.9 518.8 361.3 77.3 80.1 298.8

Direct investment 757.1 1,065.30 154.6 235 56.8 56.8 121.3 56.8

Portfolio investment 2.1 263.6 13.6 -66.4 -8.2 -28.4 -29.8 -19.7

Financial derivatives 

(net)
-2.7 12.3 -2.6 0.6 0.7 -0.3 0.2 -0.2

Other investment 353.3 870.9 446.4 349.6 311.9 49.2 -11.6 261.9

Overall balance -581.2 731.4 274.9 197.1 172.3 -0.2 24.9 14.3

Reserves and related 

items
581.2 -731.4 -274.9 -197.1 -172.3 0.2 -24.9 -14.3
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The improvement in remittance inflows may be expected to continue during the build up to the 

festive season. Grant disbursements reached US$22 million in October, compared to US$7.5 million 

in September. However, total budget support receipts (excluding HIPC relief) amounts to only 

US$42.8 million over the financial year to date, which represents only 13 percent of that projected 

for the financial year, though this may be subject to change. Table 9, below, summarises the donor 

disbursements. 

Table 9: Donor Disbursements (Million US$) 

 

Source: Bank of Uganda 

Consequently, the donor aid cuts implemented in November are expected to resemble a financial 

shortfall of US$284 million to the government budget over the financial year. The government 

expects donors to reverse their decision, however not before the end of the financial year. 

Depreciation pressures are expected to emerge upon the exchange rate as a result as the 

government seeks alternative funding sources. Financing government expenditure through 

domestic borrowing is expected to raise interest rates, which may crowd out private sector credit. 

Furthermore, fiscal expenditure is not likely to encourage economic activity over the period.  

In October, the trade balance deteriorated by 16.9 percent to a deficit of US$195.1 million, largely 

on account of a 12.7 percent decline in export earnings, although the import bill also contracted by 

0.9 percent to US$415.3 million. A decline in earnings from flowers, maize, cement and informal 

cross-border trade caused export earnings to fall to US$220.1 million in October, from US$252.2 

million in September. Informal cross-border trade declined largely because of the ongoing war in 

the eastern Democratic Republic of Congo. The lesser contraction in the import bill to US$415.2 

million in October, from US$419.1 million in September, arose from formal private sector non-oil 

imports. However, private sector imports for investment purposes grew by 0.4 percent in October, 

perhaps indicating that economic activity may improve. Private sector imports for investment 

purposes compose 62 percent of the total import bill and about 67 percent of the private sector 

import bill, so are an important influence to monitor. Figure 6, below, presents the current account, 

trade balance and terms of trade. 

  

Jul Aug Sep Oct
Outturn  

(Jul-Oct 12)

FY 12/13 

Budget  

Projection

Loans - 9.0 - - 9.0 212.0

Grants 4.9 14.4 5.2 9.3 33.8 114.8

o/w PAF 4.8 10.7 5.2 5.1 25.8 69.5

o/w non -PAF 0.1 3.6 - 4.2 8.0 45.4

Total 4.9 23.4 5.2 9.3 42.8 326.8

Total incl. HIPC 7.9 31.9 13.0 13.7 66.4 390.5
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Figure 6: Current account, Trade Balance and Terms of Trade 

 

Source: Bank of Uganda 

Uganda registered a further decline in its terms of trade position in October; the terms of trade 

index worsened to 93.4 in October compared to 94.9 in September.  

Despite BoU’s net purchase of foreign currency during November 2012, the necessary interventions 

depleted the overall stock of reserves, which declined by 2.9 percent, or US$ 84.3 million, to 

US$2,818.45 million, equivalent to 4.1 months of future import cover. Figure 7, below, shows the 

evolution of the country’s reserve assets. 
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Figure 7: Stock of Reserves and Future Import Cover 

 

Source: Bank of Uganda 

Looking forward, the BoP is likely to remain under pressure and the exchange rate to continue 

depreciating in the short-run. This is mainly on account of shocks arising from donor aid cuts, the 

withdrawal of offshore investors due to falling interest rate differentials, increased dollar demand 

from importers for end of year purchases and low export earnings attributed to declining coffee 

prices, the war in the east of DRC and the continuing recession in Europe. However, increased 

remittance inflows, which tend to peak during December and January, may offset the drawdown on 

the BoP to some degree. 

Exchange rate developments 

Bilateral shilling –US Dollar rate 

In November, the Ugandan Shilling depreciated by 1.7 per cent on a monthly basis and by 1.6 

percent on an annual basis. The midrate within the Interbank Foreign Exchange market (IFEM) was 

Shs/US$ 2622.95. The depreciation was largely due to increased dollar demand particularly from 

the energy and power and manufacturing sectors. The combined dollar demand from the two 

sectors was 30 percent higher in November than compared to October. 

Foreign exchange sales to offshore players increased to US$109.8 million in November, from 

US$95.0 million in October. To prevent high volatility in the exchange rate, the Bank of Uganda 

deemed it necessary to intervene in the IFEM and sell US$59.9 million. In addition, targeted sales 

amounting to US$16.8 million were also deemed necessary for exchange rate stability. A sizeable 

reserve build up allowed the Bank of Uganda to satisfy the intervention and targeted sale 
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requirements; however the interventions nonetheless depleted the overall stock of reserves. As a 

result, the Bank’s net actions in the IFEM during November only allowed for a net purchase of US$9 

million. Exchange rate volatility was successfully contained between many of Uganda’s trading 

partners in November, with the exception of the US dollar; Figure 8, below, presents an indicator 

for the volatility of numerous exchange rates against the dollar. 

Figure 8: Volatility of selected currencies 

 

Source: Bank of Uganda  

Like the Ugandan Shilling, all East African currencies depreciated relative to the US dollar over the 

month: the Kenyan and Tanzanian Shillings and the Rwandan and Burundi Francs depreciated by 

0.6 percent, 1.0 percent, 0.6 percent and 0.6 percent, respectively (month-on-month) to average 

midrates of KES/US$ 85.6, TZS/US$ 1,586.6, RWF/US$ 628.7 and BIF/US$ 1,466.3. Developments 

in regional currencies are shown in figure 9, below. 
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Figure 9: Regional currencies against the US dollar (2008=100) 

 

Source: Bank of Uganda 

Nominal and real effective exchange rate 

In November, the Nominal Effective Exchange Rate (NEER), which measures the relative value of a 

country’s currency in comparison to that of its major trading partners, depreciated by 0.8 percent 

on a monthly basis, but appreciated by 3.5 percent on an annual basis. The changes in the NEER in 

November indicate that the depreciation momentum of the exchange rate may have picked up over 

the month. On a monthly basis, the Shilling depreciated against the Euro, the British Pound and the 

Kenyan Shilling by 0.3 percent, 0.8 percent, and 1.0 percent respectively. 

The Real Effective Exchange Rate (REER), which measures the competitiveness of Uganda’s 

currency as compared to its trading partners, depreciated by 1.2 percent on a monthly basis but 

appreciated by 10.8 percent on an annual basis in October. Movements within the REER were 

largely driven by those of the NEER. Figure 10, below, shows the evolution of the effective 

exchange rates. 
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Figure 10: Nominal and Effective Exchange Rates: 

 

Source: Bank of Uganda 

Inflation 

Developments and determinants 

Annual headline inflation rose marginally to 4.9 percent for the year ending November, from 4.5 

percent in October. Monthly headline inflation also rose, by 0.5 percent in November, from 0.3 

percent in October; thereby indicating increased inflationary pressures over the forthcoming 

months. Within the headline inflation figure, the following subcategories were the main drivers of 

the increased inflationary pressure over the month: food, clothing and footwear, household and 

personal goods, transport and telecommunications and health, entertainment and others, the prices 

of which increased by 0.2, 3.7, 0.5, 1.3, and 1.1 percent respectively. In comparison, the prices of 

beverages and tobacco and rent, fuel, and utilities fell by 0.2 and 0.4 percent respectively in 

November. Whilst there were widespread inflationary pressures over the month throughout the 

consumer price index, the price pressures were only marginal and thus are likely to lack 

considerable momentum.  

Annual core inflation declined to 3.8 percent for the year ending November, from 4.0 percent in 

October. Monthly core inflation remained stable, at 0.3 percent, over the month. The stability of the 

monthly series against the small decline in annual core inflation may reflect a base effect in the 

evolution of the latter, indicating that inflation may begin to stabilise once the base effect falls out of 

the inflation basket in the coming months. Moreover, annual services inflation only rose minimally, 

to 12.9 percent, in November, from 12.5 percent in October. This result is important as it depicts 
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broad stability over the largest sector of the economy, which also falls within the direct influence of 

monetary policy. Nevertheless, the monthly increase in services inflation to 0.8 percent in 

November, from 0.3 percent in October, may necessitate close monitoring of any potential future 

upward inflationary pressures. Figure 11 presents the monthly core and headline inflation figures 

in November, which are key indicators of underlying inflationary pressures within the economy. 

Figure 11: Monthly headline and core inflation 

 

Source: UBOS 

Annual food crops inflation jumped to 7.5 percent in November, from 4.4 percent in October, driven 

by an increase in the monthly inflation figure to 1.5 percent, from 0.6 percent in October. 

Substantial price increases were registered for matooke, Irish potatoes, pineapples, avocado, 

mangoes, sweet bananas, cabbage, and tomatoes. However, price decreases were registered for 

sweet potatoes, oranges, fish, maize flour, rice and oils and fats over the month. The dominant 

upward pressures, which more than compensated for decreases in some food crop prices, resulted 

from reduced supply to the markets. 

Whilst annual food crops inflation increased over the month, annual food prices deflated again, 

albeit at a slower rate than the previous month. Annual food prices contracted by 2.0 per cent in 

November, compared to a contraction of 2.5 per cent observed in October. 

Annual energy, fuel, and utilities (EFU) inflation rose to 13.8 percent in November, from 12.8 

percent in October; this was reflected in the monthly EFU inflation figure, which rose to 0.8 percent 

in November, from 0.5 percent in October. Prices of petrol, diesel, kerosene and firewood were the 

dominant drivers of the upwards monthly inflation. The spillover of EFU inflation into headline 
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inflation was witnessed via increased transport fares in November. Furthermore, transport fares 

are likely to face additional inflation owing to the seasonal price hike over December. Figure 12 

presents annual developments in food crops, EFU, core and headline inflation in November. 

Figure 12: Annual Inflation Developments 

 

Source: UBOS 

Overall, November’s price developments appear to demonstrate relative stability; price increases 

within some CPI items co-existed with declines in others. Figure 13 shows that non-food inflation 

was the only upwards driver contributing towards the overall inflationary figure; non-food inflation 

rose to 8.6 percent in November, from 8.3 percent in October. Within the non-food inflation 

category, annual services inflation rose to 12.9 percent in November, from 12.5 percent in October.  
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Figure 13: Contribution of Food and Non-Food Inflation to Headline Inflation 

 

Source: UBOS 

Table 10 presents stable monthly inflation and therefore little forward looking pressure on the 

annual inflation figure.  
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Table 10: Headline and Core Inflation, March – November 2012 

 

Source: UBOS 

  

Apr May Jun Jul Aug Sep Oct Nov

Headline 20.0 18.6 18.0 14.3 11.9 5.5 4.5 4.9

Core 22.8 21.2 19.6 15.4 11.4 4.9 4.0 3.8

Energy, fuel & 

utilities (EFU)
14.3 14.5 12.9 16.7 14.7 12.6 12.8 13.8

Food crops 9.1 8.0 11.3 7.5 12.8 6.3 4.4 7.5

Food 15.0 13.7 12.8 5.4 4.2 -2.8 -2.5 -2.0

Non-food 22.3 21.0 20.4 19.0 16.0 10.1 8.3 8.6

Services 17.9 17.5 17.7 18.0 16.7 13.5 12.5 12.9

Other goods 26.6 24.0 20.5 13.6 7.8 -1.0 -1.7 -2.2

Headline 2.0 -0.1 -0.4 -0.9 0.5 0.8 0.3 0.5

Core 1.2 0.2 0.5 -0.2 0.2 0.5 0.3 0.3

Energy, fuel & 

utilities (EFU)
-3.7 0.6 -0.3 5.0 -1.3 -0.3 0.5 0.8

Food crops 7.6 -1.5 -5.0 -5.9 2.3 2.4 0.6 1.5

Food 15.0 13.7 12.8 5.4 4.2 -2.8 -2.5 -2.0

Non-food 22.3 21.0 20.4 19.0 16.0 10.1 8.3 8.6

Services 0.4 0.4 1.5 1.1 0.1 1.1 0.3 0.8

Other goods 1.3 -0.1 -0.7 -0.8 0.2 0.1 0.4 -0.1

Annual inflation

Monthly
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Policy implications and framework for December 2012 

Uganda remains susceptible to the outcome in the global economy due to her high level of 

dependence upon external financial flows and delicate trade balance. Since global economic activity 

remains weak and marked by weak external demand, policies to boost domestic demand may be 

judicious. The weak global outlook further undermines the rationale to boost domestic demand, 

rather than to await a global economic recovery. 

The rate of financial intermediation demonstrated a significant slowdown over the month. Private 

sector credit, particularly for Shilling denominated loans, remains weak, thus bearing negative 

implications for aggregate demand and output. Low credit may be largely attributed to high lending 

rates, which are demonstrating a severe lag to fall in accordance with the CBR. Furthermore, the 

interest rates upon Treasury securities have risen over the month, and are likely to increase further 

if the donor aid suspension continues and consequently demands new fiscal financing solutions. 

In addition to exerting an upwards pressure on Treasury securities yields, the donor aid suspension 

has also resulted in an insufficient fiscal capability to stimulate the economy over 2013. Whilst 

expansionary monetary policy is capable of providing an economic stimulus, it is important to note 

that monetary policy must not be used to substitute fiscal policy.  

Inflation appears stable, and inflationary pressures relatively subdued, as a result headline inflation 

is expected to stabilise around the medium-term target of 5 per cent during 2013. The global 

inflationary outlook, in particular the current stability surrounding commodity prices, should exert 

little pressure on domestic inflation in the near term.  Therefore, the Bank of Uganda may continue 

to enjoy the ability to allow expansionary monetary policy to boost economic activity, without 

threatening an inflation increase. 

However, some inflationary risk may result from the exchange rate; in particular the effects that the 

short-term interest rate differential with frontier economies, the terms-of-trade, global risk 

sentiment and domestic financing risks may pose to the exchange rate. The short-term interest rate 

differential poses the greatest current risk, as the Bank of Uganda’s relaxed monetary stance, 

relative to many frontier economies, threatens to diminish investor appetite and consequently 

exert depreciation pressures on the Shilling. Furthermore, the US dollar is currently gaining 

strength on a global scale owing to the weakness of the Euro; a strong US dollar threatens to 

increase the volatility in the bilateral exchange rate, through increased dollar demand and therefore 

greater foreign exchange sales and dollar outflows within the IFEM.  As a result, it may be necessary 

to erect buffers to insulate the Ugandan economy from exchange rate shocks over the coming year. 
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Appendix 

 

 

 

 

 

 

 

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

Feb-12 Mar-12 Apr-12 May-12 Jun-12 Jul-12 Aug-12 Sep-12 Oct-12 Nov-12

Foreign Exchange Market
         Inter-Bank Purchases (US$M) 836.6 787.9 655.6 963.0 809.6 895.0 755.0 716.1 837.7 981.3
         Inter-Bank Sales (US$M) 760.5 781.2 625.0 868.6 747.7 701.6 752.2 675.1 810.0 957.7
         Cross currency trading (US$ million) 106.9 142.4 113.9 211.2 158.1 113.9 176.8 181.6 132.4 142.1
         Inter-Bank Mid-Rate (UShs/US$) 2,328.0 2,485.0 2,506.2 2,479.1 2,484.4 2,474.2 2,492.0 2,515.9 2,579.4 2,623.0
Foreign Exchange Reserves
Gross Foreign Reserves in months of  imports of goods and Services  3.9 3.8 3.9 3.9 4.1 4.3 4.2 4.3 4.2 4.1
Bank of Uganda  Foreign Exchange Reserves (US$ M) 2,556.1 2,521.3 2,544.3 2,574.1 2,643.8 2,827.3 2,817.7 2,880.3 2,902.8 2,852.5
Tax Revenue 474.4 487.5 483.8 499.6 752.8 523.9 516.2 515.2 500.6 556.7

Monetary and Credit Aggregates (2)
          Broad Money supply M3 10,264.8 10,565.7 10,423.8 10,623.6 11,210.7 10,698.6 11,286.8 11,493.4 11,157.3 12,046.9
          Foreign Exchange Accounts Deposits 2,590.3 2,913.8 2,926.6 3,008.0 3,607.7 3,176.4 3,239.8 3,397.6 3,266.7 3,466.6
          Money supply M2 7,674.5 7,651.9 7,497.2 7,615.5 7,603.0 7,522.1 8,046.9 8,095.8 7,890.6 8,580.3
             Currency in circulation 1,936.7 1,901.4 1,868.1 1,845.4 1,952.4 1,919.9 2,002.0 1,988.2 1,963.5 2,138.4
            Shilling denominated Demand deposits 2,730.7 2,694.8 2,639.4 2,663.6 2,515.0 2,374.1 2,687.7 2,824.7 2,805.1 3,250.3
            Shilling denominated Time and saving deposits 3,007.1 3,055.7 2,989.8 3,106.6 3,135.6 3,228.1 3,357.2 3,282.9 3,122.0 3,191.7
           Private Sector Credit 6,895.7 7,103.3 7,130.6 7,149.2 7,238.5 7,219.1 7,264.9 7,360.5 7,486.7 7,668.5

Weighted Average Interest Rates on Shilling Transactions.
           Demand Deposit Rate 1.3% 1.4% 1.6% 1.4% 1.3% 1.4% 1.6% 1.7% 1.6% 1.7%
           Savings Deposit Rate 3.2% 3.3% 3.3% 3.3% 3.4% 3.4% 3.6% 3.1% 3.0% 2.8%
           Time Deposit Rate 19.8% 20.0% 18.7% 17.4% 17.7% 16.7% 15.2% 11.9% 12.7% 10.1%
           Lending Rate 26.8% 27.6% 26.1% 26.7% 27.0% 26.9% 26.4% 25.7% 24.9% 23.5%
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% 1.0% 1.0% 1.0%
           Savings Deposit Rate 1.8% 1.8% 1.8% 1.5% 1.5% 1.1% 1.5% 1.6% 1.7% 1.8%
           Time Deposit Rate 5.1% 4.5% 4.6% 3.4% 5.2% 3.0% 5.0% 2.7% 4.5% 2.3%
           Average Lending Rate 10.2% 10.0% 8.2% 9.3% 8.4% 9.0% 9.1% 8.7% 10.7% 1.0%
Treasury Bills 
              91 Days (End period Weighted Discount Rate) 17.4% 15.7% 16.3% 16.2% 16.7% 16.7% 12.7% 10.7% 9.1% 9.3%
              182 Days (End period Weighted Discount Rate) 16.4% 17.3% 17.4% 17.5% 17.1% 16.4% 13.5% 10.8% 11.4% 13.5%
              364 Days (End period Weighted Discount Rate) 15.8% 16.9% 16.9% 16.7% 16.1% 14.9% 12.5% 10.2% 10.9% 13.1%
Treasury Bond Secondary Market rates
2-year Bond
Bid 18.3% 16.1% 15.9% 15.3% 15.2% 14.6% 13.6% 11.8% 11.4% 12.3%
Offer 18.2% 15.9% 15.8% 15.2% 15.0% 14.5% 13.4% 11.7% 11.3% 12.1%
5-year Bond
Bid 17.5% 16.2% 16.1% 15.5% 15.3% 14.9% 14.0% 12.4% 12.1% 12.4%
offer 17.3% 16.0% 15.9% 15.3% 15.2% 14.7% 13.9% 12.2% 11.9% 12.3%
10-year Bond
bid 17.9% 16.9% 16.7% 15.8% 15.5% 15.1% 14.7% 14.4% 14.4% 14.6%
offer 17.8% 16.7% 16.6% 15.6% 15.3% 14.9% 14.6% 14.3% 14.3% 14.5%
Bank of Uganda Rates (End Month)
            Central Bank Rate 22.0% 21.0% 21.0% 21.0% 20.0% 19.0% 17.0% 15.0% 13.0% 12.5%
            Rediscount Rate 26.0% 25.0% 25.0% 25.0% 24.0% 23.0% 21.0% 19.0% 17.0% 16.5%
            Bank Rate 27.0% 26.0% 26.0% 26.0% 25.0% 24.0% 22.0% 20.0% 18.0% 17.5%
7-day Interbank Rate 23.5% 25.0% 22.7% 20.7% 20.1% 18.5% 16.5% 15.0% 13.6% 12.6%

Overall Interbank Rate 19.2% 21.8% 21.3% 18.7% 20.4% 16.0% 13.9% 11.0% 12.4% 10.2%

Consumer Price Index (Base 2005/06)
              Composite CPI, Annual percentage change. 25.7 21.1 20.0 18.6 18.0 14.3 11.9 5.5 4.5 4.9
              Core CPI, Annual percentage change 26.7 23.6 22.8 21.2 19.6 15.4 11.4 4.9 4.0 3.9
              Food crops CPI, Annual percentage change 21.4 10.1 9.1 8.0 11.3 7.5 12.8 6.3 4.4 7.5
              Elec, Fuel & Utilities (EFU) CPI, Annual percentage change 23.1 20.2 14.3 14.5 12.9 16.7 14.7 12.6 12.8 13.8

Source: Research Department, Bank of Uganda
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Imports of Merchandise (US$ millions)
Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12 Jul-12 Aug-12 Sep-12 Oct-12

Total Imports (c.i.f) 561.58 535.23 556.02 507.37 581.46 623.06 493.88 560.09 511.50 508.46

o/w cost
Total Imports (fob) 458.09 437.95 454.37 414.77 474.36 507.39 403.76 457.47 419.07 416.09
Government Imports 66.65 50.70 31.07 29.72 19.02 55.68 11.91 44.89 14.89 20.79
     Project 41.84 23.36 20.36 29.40 10.36 50.09 11.65 36.69 12.58 17.81
     Non-Project 24.81 27.34 10.71 0.32 8.66 5.59 0.26 8.20 2.32 2.98
Formal Private Sector Imports 385.22 383.21 417.86 380.04 450.75 448.42 388.82 408.49 400.36 390.74
         Oil imports 78.77 69.13 72.03 62.09 72.92 64.87 58.38 80.14 76.56 85.67
         Non-oil imports 306.45 314.07 345.83 317.95 377.83 383.56 330.45 328.35 323.80 305.08
Estimated Private Sector Imports 6.22 4.04 5.44 5.01 4.59 3.29 3.03 4.09 3.81 4.55

Total Private Sector Imports 391.44 387.25 423.30 385.05 455.34 451.71 391.85 412.58 404.17 395.29

o/w freight
Total Imports 99.11 93.17 97.35 88.68 102.57 110.78 86.31 98.27 88.53 88.46
Government Imports 16.56 12.59 7.72 7.38 4.72 13.83 2.96 11.15 3.70 5.16
     Project 10.39 5.80 5.06 7.30 2.57 12.44 2.89 9.11 3.12 4.42
     Non-Project 6.16 6.79 2.66 0.08 2.15 1.39 0.06 2.04 0.58 0.74
Private Sector Imports 82.55 80.57 89.64 81.30 97.85 96.95 83.35 87.12 84.83 83.30
         Oil imports 19.57 17.17 17.89 15.42 18.11 16.11 14.50 19.91 19.02 21.28
         Non-oil imports 62.98 63.40 71.75 65.88 79.73 80.84 68.85 67.22 65.81 62.02
Private Sector through forex 82.55 80.57 87.98 81.29 97.85 95.71 83.35 87.12 84.83 83.30

o/w insurance
Total Imports 4.38 4.11 4.30 3.92 4.53 4.89 3.81 4.34 3.91 3.91
Government Imports 0.73 0.56 0.34 0.33 0.21 0.61 0.13 0.49 0.16 0.23
     Project 0.46 0.26 0.22 0.32 0.11 0.55 0.13 0.40 0.14 0.20
     Non-Project 0.27 0.30 0.12 0.00 0.10 0.06 0.00 0.09 0.03 0.03
Private Sector Imports 3.64 3.56 3.96 3.59 4.32 4.28 3.68 3.85 3.75 3.68
         Oil imports 0.86 0.76 0.79 0.68 0.80 0.71 0.64 0.88 0.84 0.94
         Non-oil imports 2.78 2.80 3.17 2.91 3.52 3.57 3.04 2.97 2.91 2.74
Private Sector through forex 3.64 3.56 3.88 3.59 4.32 4.23 3.68 3.85 3.75 3.68

Exports of merchandise (US$ millions)
Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12 Jul-12 Aug-12 Sep-12 Oct-12

Total Exports 213.28 225.52 238.87 217.28 253.13 254.85 246.79 260.37 252.19 227.62
Total Formal Exports 181.47 197.52 204.51 181.68 216.27 221.24 216.69 220.02 208.90 182.17
1. Coffee (Value) 33.71 36.16 30.18 21.86 35.77 36.62 40.53 31.55 23.49 23.68
Volume ('000 60-Kg bags) 0.23 0.24 0.19 0.14 0.25 0.28 0.31 0.23 0.18 0.18
Av. unit value 2.48 2.47 2.68 2.58 2.36 2.22 2.21 2.26 2.21 2.21

2. Non-Coffee formal exports 147.76 161.36 174.33 159.81 180.50 184.63 176.16 188.48 185.40 158.49
Electricity 0.96 1.45 1.39 1.74 1.55 1.40 0.96 1.17 1.18 1.12
Gold 1.01 0.87 0.85 1.20 1.13 0.91 0.48 0.64 0.49 0.00
Cotton 9.31 11.44 16.28 12.62 9.28 9.22 1.53 1.58 1.27 2.33
Tea 7.45 4.22 2.97 3.70 8.35 6.42 7.14 6.46 5.78 6.67
Tobacco 7.04 6.21 5.68 2.72 5.21 6.67 7.92 5.17 2.22 2.93
Fish & its prod. (excl. regional) 12.46 12.49 11.80 10.56 11.98 10.42 9.40 8.11 8.55 9.43
Hides & skins 2.55 3.45 3.98 3.60 4.92 4.30 3.23 3.17 3.95 4.05
Simsim 1.99 1.28 2.01 2.20 2.90 0.56 0.25 0.03 0.28 0.44
Maize 1.67 5.03 8.26 4.11 5.32 5.27 2.91 4.98 8.00 5.04
Beans 0.27 0.69 0.61 0.67 0.31 0.71 3.03 0.73 0.61 1.47
Flowers 4.72 4.91 4.35 3.68 6.10 5.63 4.84 4.97 3.71 3.56
Oil re-exports 7.09 11.68 12.21 9.47 15.69 11.39 12.04 12.61 12.00 12.09
Cobalt 0.53 1.58 0.53 0.53 1.05 0.53 1.58 2.11 1.05 2.64
Others 90.72 96.05 103.41 103.01 106.70 121.20 120.84 136.73 136.33 106.71

Source: Research Department, Bank of Uganda


