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1 Overview 
 

The Monetary policy report for October 2014 presents recent economic developments observed 

mainly in the quarter to September 2014. The report also assesses prospects for inflation and output. 

The analysis and outlook provided from the different sectors underlie the monetary policy decision 

in October 2014 by the Bank of Uganda (BoU).  

 

BoU continued to pursue a cautious monetary policy stance aimed at stimulating output without 

jeopardising the inflation objective. Consequently, the Central Bank Rate (CBR) has been maintained 

at 11.0 per cent since it was reduced by 0.5 percentage points in June 2014. Real Gross Domestic 

Product (GDP) growth for Financial Year (FY) 2013/14, although below the economy’s potential, 

was projected to recover over the short-to-medium term, mainly supported by the recovery in 

private sector credit growth and intensive public investment in infrastructure. 

 

Global financial market conditions continued to ease throughout August and September: equity 

prices generally strengthened, many indicators of price volatility stabilised, while long-term rates fell 

in many Advanced Economies (AEs) and risk premiums reduced in many Emerging Market 

Economies (EMEs). Global inflation continued to be subdued on account of falling commodity 

prices and depressed demand, with indications of creeping inflation in a few countries over the three 

months to September. Inflation remained low, or falling in the United Kingdom (UK), United States 

(US), Euro area, China, India and South Africa. However it was elevated, or rose, in Japan, Brazil 

and Russia. Global economic activity moderated substantially in the first quarter of 2014 from an 

annualized rate of 3.8 per cent in the second half of 2013 to 2.8 per cent in the first quarter. The 

slowdown was expected to be temporary and growth was expected to have regained momentum 

from the second quarter.  

 

In the quarter to September 2014, commercial banks’ activity in the interbank money market 

increased by 53 per cent from the previous quarter. Trading activity continued to be dominated by 

overnight trades, which accounted for about 75 per cent over the period under review. Interbank 

money market rates remained consistent with the monetary policy stance with the weighted average 

7-day interbank rate trending very closely with the CBR throughout the quarter. Weighted average 
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annualized yields for 91-day, 182-day and 364-day Treasury bills all rose, albeit marginally, during 

the quarter partly due to increased offer amounts in the auctions.  

 

Private Sector Credit (PSC) continued to grow in the three months to August 2014 mainly driven by 

increases in lending to households, agriculture, community and social services, electricity and water 

sectors. The average commercial bank lending interest rate on shilling loans was 21.7 per cent in 

August, up from the 21.5 per cent recorded in the previous month, but below the 22.0 per cent 

recorded in the quarter ended May. Lending rates remain high, in part reflecting overhead costs.  

Leading indicators in the economy pointed to a sustained increase in economic activity, albeit at a 

slower pace. The Composite Index of Economic Activity (CIEA) which provides information on 

economic developments in the country rose in the quarter to August 2014 at a slower rate of 0.9 

per cent compared to 1.5 per cent in the quarter before. Growth during the period under review 

was driven by increases in economic activity across all sectors.  

 

The fiscal stance in 2014/15 is focused on supporting economic activity by addressing the 

infrastructural constraints in the economy. Fiscal operations for the first two months of FY 

2014/15 were less expansionary than programmed by Shs. 216 billion on account of a 

combination of lower than programmed total expenditure and shortfalls in grants and tax revenue 

collections. The underperformance in expenditure was partly explained by lower than 

programmed Government spending on Karuma and Isimba Hydro Power Projects (HPPs). 

 

The Uganda shilling depreciated by 2.9 per cent against the US dollar ($) in the quarter to 

September 2014. As at October 10, 2014 the exchange rate had further depreciated by 4.5 per 

cent year-on-year (y-o-y) and 1.2 per cent month-on-month (m-o-m) to Shs 2,648.99/ US$. The 

depreciation observed was due to net outflows of portfolio investments associated with adjustments 

in market expectations regarding the economic outlook, elevated corporate demand from the 

telecom and energy sectors and global strengthening of the US$. On an annual basis, the Real 

Effective Exchange Rate (REER) depreciated for the first time since the first quarter (Q1) of 

2013, largely driven by the much lower rate of Nominal Effective Exchange Rate (NEER) 

appreciation and a marked rise in the inflation differential.  
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In the quarter to September 2014, the Current Account (CA) of the Balance of Payments (BoP) 

deteriorated mainly on account of a higher deficit on the services account resulting from 

government expenditure on services for the energy projects. The trade deficit worsened during the 

quarter on account of lower exports receipts, driven mainly by a decline in coffee exports. The 

short term outlook was for the CA deficit to widen due to expected increases in imports for the 

energy projects and consumer goods in preparation for the festive season. The Capital Account 

Balance (CAB) improved to a surplus of US$ 25.1 million, compared to US$ 17.2 million in the 

preceding quarter, due to higher capital transfer inflows. The overall BoP deficit was US$284.6 

million during the quarter ended September 2014. The stock of reserves at the end of September 

2014 amounted to US$3,058.9 million (including valuation changes), equivalent to 4.1 months of 

future imports of goods and services cover. 

 

Inflation remained low, albeit within target, with headline and core inflation at an average of 2.8 per 

cent and 2.7 per cent, respectively in the quarter to September 2014 compared to 5.7 per cent and 

3.2 per cent in the quarter ended June 2014. In September 2014, overall annual inflation decelerated 

to 1.4 per cent compared to 7.1 per cent in March 2014, mainly driven by declining food inflation.  

In October 2014, BoU forecast headline (overall) inflation to increase in the months of October to 

December 2014 owing to the pass through from the shilling depreciation against the US$, which 

had depreciated by about 6 per cent from January 2014, coupled with an expected pick-up in food 

prices. However, the excess capacity which is anticipated to continue over the forecast horizon, is 

expected to exert downward pressure on core inflation, although at a diminishing rate. The BoU 

will continue to set a monetary policy stance that would ensure that core inflation is as close as 

possible to the 5 per cent target in the medium term and economic growth is consistent with the 

inflation objective. 

 

2 Monetary and Financial Sector 
 

2.1 Monetary Policy Stance and Implementation 

BoU continued to pursue a cautious monetary policy stance aimed at stimulating output without 

jeopardising the inflation objective. The CBR has been maintained at 11.0 per cent following a 0.5 

percentage points (PP) reduction in June 2014. This neutral monetary policy stance continued to 
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deliver stable interest rates, with a likelihood of increased borrowing, as commercial banks expect to 

ease credit standards. Real GDP growth for FY 2013/14, although below the economy’s potential, 

was projected to recover over the short-to-medium term, mainly supported by the recovery in 

private sector credit growth and intensive public investment on infrastructure. 

 

In the quarter to September 2014, inflation remained subdued, with core inflation averaging 3.3 per 

cent from the start of the year. The outlook was for core inflation to fluctuate around BoU’s 

medium term target of 5 per cent over the next two years. Nonetheless, upside risks to inflation 

remained, particularly depreciation pressures, increasing food prices, growth acceleration and the 

spill-over from the volatile international financial markets, which could alter the inflation trajectory 

over the near-to-short term. The direction of monetary policy will continue to be guided by a careful 

assessment of the risks in both the domestic and global economy and their implications for the 

overall outlook of domestic inflation.  

 

BoU continued to use Repurchase Agreements REPOs and outright sales of recapitalization 

securities in the secondary market to align liquidity conditions in the financial system with the 

desired monetary policy stance. In the quarter ended September 2014, BoU withdrew Shillings (Shs). 

7,018 billion from the market using the REPO instrument; of which Shs. 585.7 billion remained 

outstanding at the end of September 2014.  However, on a net basis, the REPO instrument injected 

Shs. 185.584 billion during the same period. There were no reverse REPOs issued between July and 

September 2014. The BoU also sold recapitalisation securities in the secondary market worth Shs. 

206 billion. An additional Shs. 250 billion in recapitalization securities was acquired by the Bank at 

the end of September 2014, which would further assist in mopping out the structural liquidity 

inherent in the system.  

 

2.2 Money and Credit 

Financial markets are vital for real economic activity. A robust and well developed financial market efficiently 

mobilises saving and channels them into investment. However, financial markets are very susceptible to sudden 

changes in investor sentiments. In a globalised environment, any sudden reversals in investor sentiments regarding the 

global and domestic developments and prospects generate financial market volatility with implications for the 

exchange rates, interest rates and the real economic fundamentals of the economy. 
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2.2.1 Global Financial Markets 

Global financial market conditions have continued to ease throughout August and September: 

equity prices have generally strengthened while many indicators of price volatility have stabilized. 

Long-term rates fell in many AEs and risk premiums reduced in many EMEs.  Indeed, Markit’s 

sector-specific Purchasing Managers' Indices (PMI) highlights that financial sector companies drove 

much of the recovery in the global economic activity in August.  Amongst the AEs, reductions in 

long-term interest rates reflect reduced expectations surrounding central banks’ medium-term policy 

rates, in addition to prolonged below-target inflation. On the other hand, falling long-term interest 

rates in AEs may have been beneficial for many EMEs, whose intrinsically higher long-term rates 

may be preferable to investors. Capital flows have largely been attracted to EMEs, allowing 

sovereign bond spreads to ease and exchange rates and equity prices to stabilize. Figures 1a and 1b 

present the recent reduction in 10-year government bond yields for AEs and EMEs. 

 

Figure 1a: 10-year government bond yields in AEs 

 
Source: Bloomberg 
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Figure 1b: 10-year government bond yields in EMEs 

 
Source: Bloomberg 
 

The 10-year government bond yields fell most dramatically in the Euro zone, by 35 basis points 

between June and September, spurred by the European Central Bank (ECB) further reducing its policy 

rate from 0.15 per cent to 0.05 per cent in September. The interest rate reduction was accompanied by 

actions to push the deposit rate further into negative territory and a commitment to buy loans and 

mortgages from commercial bank balance sheets.  By September, the yield on 10-year government 

bonds in the euro zone stood at just 1.0 per cent. 

 

In Japan, 10-year government bond yields fell by 5 basis points between June and September to 0.54 per 

cent. 10-year government bond yields also fell in the UK and US to 2.49 per cent and 2.52 per cent, 

respectively, in September 2014, as market expectations of monetary policy tightening were pushed 

forward into the second half of 2015. 

 

Whereas many emerging economies saw a reduction in bond spreads, China’s 10-year government bond 

yields rose by 14 basis points since June to reach 4.23 per cent in September.  However, weaker market 

sentiments surrounding China’s growth prospects, particularly as the government seeks to promote a 

more sustainable growth trajectory is likely to erode yields despite planned accommodative policy 

measures for the second half of the year. In India, spreads fell, causing a reduction in 10-year 

government bond yields by 14 basis points between June and September, to 8.5 per cent.  
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2.3 Domestic Financial Markets 

2.3.1 Interbank Money Market 

In the quarter ended September 2014, commercial banks’ activity in the interbank money market 

increased by 53 per cent to Shs. 5,346 billion from Shs. 3,487 billion in the previous quarter to June 

2014. Trading activity continued to be dominated by overnight trades, which accounted for about 75 

per cent over the period under review. This was considerably lower than 93 per cent contribution of 

overnight trades to overall interbank activity in the previous quarter. However, overnight trades 

increased to Shs. 4,054 billion, from Shs. 3,249 billion, registered in the quarter to June 2014. The 7-day 

tenor trades, which constituted 21 per cent of total trading, increased significantly to Shs. 1,146 billion 

worth of interbank trades compared to Shs. 213 billion in the previous quarter.  

In the three months to September, interbank money market rates remained consistent with the 

monetary policy stance. The weighted average 7-day interbank rate trended very closely to the CBR 

throughout the quarter. The overnight and overall rates rose compared to the previous quarter due to 

marginal reduction in structural liquidity. The 7-day weighted interbank money market rate averaged 11 

per cent for the quarter ending September 2014 compared to 11.3 per cent in the quarter to June. Figure 

2 presents the evolution of the 7-day interbank money market rate with the monetary stance. 

 

Figure 2: Evolution of the interbank money market rate 

 
Source: Bank of Uganda 
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2.3.2 Treasury Securities Market 

BoU conducted six Treasury bill (TB) and three Treasury bond auctions during the period July-

September 2014. Weighted average annualized yields for 91-day, 182-day and 364-day TBs rose to 10.4 

per cent, 11.5 per cent and 12.4 per cent in the quarter ended September 2014 respectively, from 10.1 

per cent, 11.4 per cent and 12 per cent in the three months to July 2014. The general upward trend in 

yields of TBs was partly due to increased offer amounts in the auctions.  

 

Yields on government bonds remained relatively stable, save for the 2-year bond which rose to 13.6 

per cent from 12.8 per cent recorded in the previous quarter. The 5-year, 10-year and 15-year bond 

papers remained relatively stable at 13.7 per cent, 14.0 per cent and 14.2 per cent, respectively, in 

the quarter ended September 2014 compared to the previous quarter. Figure 3 illustrates the 

movements in TB yields. 

 

Figure 3: Treasury bill yields  

 
Source: Bank of Uganda 
 

Reflecting developments in the primary market, secondary market yields for treasury securities rose 

during the quarter to September 2014. Average annualized rates for securities of less than 91-days, less 

than 182-days and less than 364-days rose to 11.0 per cent, 11.3 per cent, and 12.1 per cent 

respectively, compared to respective rates of 10.7 per cent, 11.0 per cent and 12.0 per cent in the 

previous quarter. The overall volume of TBs traded in the secondary market amounted to Shs 

212.5 billion; lower than Shs 273.9 billion recorded in the quarter to June 2014. The bulk of trading 

(77 per cent) was for securities of less than 364-days. Table 1 presents a summary of secondary market 

activity for TBs over the quarter ending September 2014. 
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Table 1: Secondary Market Activity for Treasury Bills 

 
Source: Bank of Uganda 
 

Secondary market trading for Treasury bonds also fell to Shs 301.3 billion over the quarter to 

September 2014 from Shs 438.52 billion in the quarter to June 2014. The average yield to maturity of 

Treasury Bonds of less than 2-years, less than 3- years, less than 5-years, less than 10-years and less than 

15-years stood at 12.8 per cent, 12.9 per cent, 13.4 per cent, 13.8 per cent and 14.3 per cent, 

respectively, in the quarter. Table 2 presents a summary of indicative bid and offer quotes for Treasury 

bond secondary market trading. 

 

Table 2: Secondary Market Activity for Treasury Bonds 

 
Source: Bank of Uganda 
 

2.4 Monetary Aggregates and Private Sector Credit 

Sustainable growth in credit to the private sector is necessary to promote economic growth. Commercial banks credit to the 

private sector is mainly driven by changes in lending interest rates. Very high lending interest rates tend to stall credit 

growth and investment by elevating the cost of borrowing. In terms of monetary aggregates, a stable growth in monetary 

aggregates tends to be associated with low and stable inflation and economic growth, whereas rapid growth in monetary 

aggregates is associated with elevated inflation. 

 

2.4.1 Loan Supply and Demand 

In the three months to August 2014, there was a sustained decrease in net credit extension. The 

number of loan applications, which is a proxy for credit demand, fell to 118,693 from 124,183 in the 

Bid Offer Bid Offer Bid Offer

Minimum 8.86 8.75 10.72 10.60 11.37 11.25

Maximum 10.63 10.52 12.16 12.05 12.62 12.51

Average (simple) 9.90 9.79 11.23 11.12 11.97 11.87

Transactions

Horizontal repos

Outright sales

Average discount rate

Average yield-to-maturity

164.00

164.00

10.88

12.0711.01

45.94

45.94

10.47

11.27

Total trading activity

2.52

2.52

10.37

364-days91-days 182-days

Bid Offer Bid Offer Bid Offer Bid Offer

Minimum 12.50 12.40 13.50 13.40 13.70 13.60 14.10 14.00

Maximum 13.40 13.30 13.85 13.75 13.90 13.80 14.40 14.30

Average (simple) 12.98 12.88 13.62 13.52 13.80 13.70 14.28 14.18

Outright sales

Average yield-to-maturity

15-year

32.91

14.25

Total trading activity

12.76 13.43 13.76

58.26 188.44 22.77

2-year 5-year 10-year
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quarter to May. Likewise, loan approvals (proxy for credit supply) decreased to 111,357 from 

116,305 over the same period. This represented a broadly sustained decline in the supply of credit since 

November 2013, in part reflecting risk aversion amongst lending institutions. Over the period, demand 

also continued to outstrip supply in value terms; loan applications totalled Shs 2,559 billion, up from 

Shs 2,260 billion recorded in the three months to May, while loan approvals amounted to Shs 1,284 

billion, down from Shs 1,448 billion previously. As a result, the spread between demand and supply 

grew significantly over the period from Shs 812 billion to Shs 1,276 billion.  

2.4.2 Loan Extensions and Recoveries 

Over the three months to August, credit extended by all depository taking institutions stood at Shs 

2,476 billion, down from Shs 2,557 billion in the quarter to May. Total loan recoveries in the period 

stood at Shs 2,367 billion, representing a net extension over the quarter of Shs.109 billion and Shs 344 

billion (including capitalised interest and revaluation). This was compared to recoveries of Shs 2,565 

billion in the previous quarter, which represented a net recovery of Shs 8 billion. The improved net 

credit extension was a result of increased shilling loans, and lower recoveries for both shilling and 

foreign currency loans over the period. In the three months to August, shilling and foreign currency 

lending registered positive net extensions of Shs 103 billion and Shs 6 billion, respectively, relative to a 

net recovery of Shs 103 billion and a net extension of Shs 95 billion, respectively, in the quarter to May 

2014 (see figure 4).  

 

Figure 4: Net extensions of credit per quarter 

 
Source: Bank of Uganda 
 

PSC continued to grow, with growth of 3.6 per cent in the three months to August 2014, and annual 

growth of 13.0 per cent relative to growth of 13.3 per cent in the year to May. This was a significant 

increase relative to the previous year, when PSC registered growth of 9.2 per cent in the year to August 
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2013. Growth in credit was mainly driven by increases in households and personal loans, and loans to 

agriculture, community and social services, electricity and water sectors. The negative growth rate 

previously recorded in the transport and communication sector was reversed in the three months to 

August, with average annual growth of 2.6 per cent recorded in the sector over the period. PSC growth 

in the quarter to August 2014 was predominantly on account of growth in foreign currency 

denominated loans. Total foreign currency denominated lending increased by 6.1 per cent in the three 

months to August compared to 6.0 per cent in the quarter to May, while shilling denominated loans 

grew by 2.0 per cent over the same period, down from the 2.4 per cent growth experienced previously. 

The stock of foreign currency lending continued to grow at a faster rate than shilling lending over the 

course of 2014, averaging 15.3 per cent on an annual basis compared to 8.6 per cent, respectively. The 

faster growth of foreign currency denominated credit compared to shilling denominated credit is 

attributable to the lower interest rates of the former and the relatively stable exchange rate, especially in 

the first half of 2014. The contributions of the shilling and foreign denominated loans to overall PSC is 

shown below in figure 5. 

 

Table 3: Growth rates, share of total credit and non-performing loans (NPLs) by sector 

 
Source: Bank of Uganda 
 

On a sectoral basis, building, construction and real estate, trade, personal loans and household loans, 

and manufacturing constituted the largest share of credit at 22.7 per cent, 21.6 per cent, 17.1 per cent 

and 12.7 per cent (74.1 per cent combined), respectively. Over the three months to August, personal 

Share of 

total credit
NPLs

(per cent) (per cent)

Mar-May 

2014

Jun-Aug 

2014
Aug 14 Jun 14

Agriculture 23.0 39.5 9.9 7.3

Mining and Quarrying -0.8 -26.0 0.2 29.3

Manufacturing 9.2 4.8 12.7 4.4

Trade 10.2 13.7 21.6 6.9

Transport and 

Communication 
-0.1 2.6 5.4 2.4

Electricity and Water 4.6 14.9 1.3 4.4

Building, Mortgage, 

Construction and Real 

Estate 

12.1 13.2 22.7 5.7

Business Services 8.9 -7.1 4.0 4.6

Community, Social & Other 

Services
19.3 20.5 3.3 8.4

Personal Loans and 

Household Loans
41.8 43.1 17.1 3.1

Other Services -62.4 -67.1 1.7 38.9

Total 11.5 12.5 100.0 5.8

Annual Growth Rate

 (quarterly averages)
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and household loans, agriculture, and community, social and other services, and trade attracted the 

greatest credit expansions (see table 3).  

 

Recent growth in PSC has been slow on account of the high costs of borrowing and high risk 

perceptions among lenders. The September 2014 credit survey indicated that credit standards to 

enterprises in the second quarter of FY 2014/15 were expected to remain broadly unchanged, with a 

bias towards net easing for both enterprises and households. Overall, PSC growth was expected to 

recover further as private sector activity picked-up, and the festive season was expected to increase 

demand for credit as well as supply, as banks introduced end of year promotional products. Looking 

forward, PSC is expected to recover further.  

 

Figure 5: Contributions to annual PSC growth 

 
Source: Bank of Uganda 
 

2.4.3 Lending and deposit interest rates 

The average commercial bank lending interest rate on shilling loans was 21.7 per cent in August, up 

slightly from the 21.5 per cent recorded in the previous month, but down relative to 22.0 per cent 

recorded in the quarter ended May. Lending rates remained high, in part reflecting overhead costs. 

Over the same period, the average rate on shilling time deposits fell more significantly, to 9.6 per cent 

from 11.4 per cent in May. Consequently, the spread on commercial bank shilling lending widened to 

12.1 per cent in August, up from 10.6 per cent in May. With the exception of June, when the spread 

was 12.2 per cent, this has been the highest spread recorded since August 2013 (see figure 6). The 
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weighted average rate on foreign currency denominated loans was relatively stable, rising marginally to 

8.9 per cent in August from 8.1 per cent in July.  

 

  Figure 6: Lending interest rates 

 
Source: Bank of Uganda 
 

Relative to the quarter ended May, lending rates fell for agriculture, building, construction and real 

estate, community, social and other services, and business services sectors, while rates increased for 

mortgage and land purchase, trade, and personal and household loans sectors. The community, social 

and other sectors saw rates fall to 20.8 per cent in August, their lowest level since September 2013, 

and down from 23.3 per cent in May 2014. While rates fell marginally for agricultural loans, the rate of 

25.3 per cent recorded in August remained the highest lending rate in the economy (see figure 7). 

Lending rates to the building and construction sector continued to decline, to 21.1 per cent in August, 

from 23.2 per cent in May. The largest fall in lending rates was experienced in the business services 

sector, where rates fell to 19.3 per cent, the lowest level since December 2010. 

 

The mortgage and land purchase sector experienced the largest increase in lending rates in the three 

months to August, from 22.6 per cent to 24.1 per cent, reversing the decline in rates in the previous 

quarter. While the manufacturing sector saw a marginal increase in rates compared to May, recording 

18.2 per cent in August, the sector continues to attract the lowest lending rate in the economy.  
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Figure 7: Sectoral  lending interest rates 

 
Source: Bank of Uganda 
 

2.4.4 Monetary Aggregates 

In the three months to August 2014, the stock of base money, which is composed of commercial banks’ 

deposits at the central bank plus currency in circulation, grew by 2 per cent compared to growth of 4 

per cent in the quarter to May. Growth in base money continued on an upward trajectory since 

February 2014 in spite of a 15 per cent decrease in reserves at the central bank, and was on account of 

an increase in currency in circulation of 10 per cent over the period.  

 

Over the same period, Money Supply (M1) grew by 5.1 per cent compared to 1.1 per cent in the 

previous quarter, due to increases in both demand deposits and currency outside of Other Depository 

Corporations (ODCs) of 1.3 per cent and 11.3 per cent, respectively. Money Supply (M2) showed 

sustained growth over the three months to August of 3.7 per cent, up from 1.1 per cent in the quarter 

to May, driven by growth in local currency deposits and strong M1 growth. The developments in 

monetary aggregates are shown in figure 8. 
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Figure 8: Movements in base money, broad money, NFA and NDA 

 
Source: Bank of Uganda 
 

Broad money (M3) grew by 3 per cent in the three months to August, and by 16.1 per cent y-o-y. 

Annual growth in M3 since January 2014 has averaged 16.5 per cent, which is above the Policy Support 

Instrument target of 13.4 per cent. Growth in M3 in the quarter to August was mainly on account of 

growth in foreign and local currency deposits as well as currency in circulation outside of ODCs. Figure 

9 shows the contributions to annual growth in M3. Net Domestic Assets (NDA) of the depository 

corporations sector expanded by 19.5 per cent over the same period, compared to 3.2 per cent 

previously, mainly on account of an increase in net claims on the central government. 

 

Figure 9: Contributions to Annual M3 Growth 

 
Source: Bank of Uganda 
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3. Economic Activity 
Strong global economic confidence and activity tend to increase demand for exports. High global demand thus boosts 

domestic production, creates employment and encourages economic growth. Although outside the control of Ugandan 

policymakers and business leaders, global economic forces play a critical role within the Ugandan economy. The open 

nature of the Ugandan economy makes it particularly vulnerable to global economic and financial turbulence, particularly 

via financial flows, exchange rates and inflationary pressures. Growth in domestic output is driven by growth in 

consumption, investment and net exports. An increase in these components of economic growth should generate increased 

demand for workers in the production process, support employment growth and convergence towards equilibrium levels of 

employment in the economy.  

 

3.1 Global Economic Activity 

Global economic activity moderated substantially in the first quarter of 2014; growth slowed from an 

annualized rate of 3.75 per cent in the second half of 2013 to an annualized rate of just 2.75 per cent in 

the first quarter.  However, while the slowdown was not wholly anticipated, it is only expected to be 

temporary on account of an inventory correction in the US and prompt counter policies, particularly in 

China.  Growth is expected to have regained momentum from the second quarter and looking onwards, 

yet not sufficiently to maintain earlier predictions for annual growth. As a result, global growth is now 

expected to be 3.4 per cent in 2014, a downgrade of 0.3 percentage points from the World Economic 

Outlook (WEO) of April, 2014.  More recent analysis from the Markit Purchasing Manager’s Index 

(PMI) demonstrates robust, albeit unbalanced, global economic activity in August.  Table 4, presents the 

July update to the April 2014 WEO global growth projections. 

 

Although US growth turned out weaker than expected in the first quarter, largely due to temporary 

market corrections from inventories and particularly strong export growth in the previous quarter, it is 

expected to have recovered fully in the second quarter.  The Markit PMI presents strong US economic 

growth in August, particularly in manufacturing, where US factories show the strongest monthly 

improvement in business conditions.  However, improving economic indicators remain unlikely to 

trigger US policy rate rise in the short-term as wage pressures remain depressed. 

 

Recent growth indicators for the UK have turned out stronger than expected and 2014 growth has been 

reforecast at 3.2 per cent, an improvement of 0.4 percentage points from the WEO of April 2014. 

However, as in the US, UK policy rates are expected to remain low into 2015 as labor market conditions 

have not recovered comparatively. It is likely that improved economic prospects have encouraged 
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workers to re-enter the labor force in both the UK and US although labor market slack continues. 

Growth remains weak in the Euro area, although it is expected to turn positive to 1.1 per cent in 2014.  

The Markit PMI indicates that growth momentum moved from the core to the periphery in August; 

Germany experienced an unexpected growth slowdown in manufacturing in the first half of the year, 

while Italy and France experienced deteriorating business conditions in August.  By contrast, Ireland 

and Spain drove growth momentum in the Euro area in August, with Spain being the fastest-growing 

nation in the area.  Nonetheless, the ECB deemed it necessary to introduce further stimulus measures to 

boost economic activity, and to avoid deflation, in September. Japanese growth has been reforecast 

upwards, by 0.3 percentage points, to 1.6 per cent in 2014.  A sales tax hike reduced consumption in the 

second quarter of 2014, although the Markit PMI presented slowly improving conditions in August. 

 
Table 4: Global GDP projections 

 
Source: IMF (2014), World Economic Outlook, July 2014 update. 
 

Weak export demand from AEs affected EMEs in the first quarter of 2014, although these economies 

continued to account for the larger share of global growth. Whereas EMEs are beginning to face more 

stable financial conditions, which should eventually translate into greater stability and better growth 

2012 2013 2014 2015 2014 2015

World Output 3.5 3.2 3.4 4.0 -0.3 0.0

Advanced Economies 1.4 1.3 1.8 2.4 -0.4 0.1

United States 2.8 1.9 1.7 3.0 -1.1 0.1

Euro Area -0.7 -0.4 1.1 1.5 0.0 0.1

   Germany 0.9 0.5 1.9 1.7 0.2 0.1

   France 0.3 0.3 0.7 1.4 -0.3 -0.1

   Italy -2.4 -1.9 0.3 1.1 -0.3 0.0

   Spain -1.6 -1.2 1.2 1.6 0.3 0.6

Japan 1.4 1.5 1.6 1.1 0.3 0.1

United Kingdom 0.3 1.7 3.2 2.7 0.4 0.2

Emerging Market and 

Developing Economies
5.1 4.7 4.6 5.2 -0.2 -0.1

Commonwealth of 

Independent States
3.4 2.2 0.9 2.1 -1.0 -1.1

   Russia 3.4 1.3 0.2 1.0 -1.1 -1.3

Emerging and Developing 

Asia
6.7 6.6 6.4 6.7 -0.2 -0.1

   China 7.7 7.7 7.4 7.1 -0.2 -0.2

   India 4.7 5.0 5.4 6.4 0.0 0.0

Emerging and Developing 

Europe
1.4 2.8 2.8 2.9 0.4 0.0

Latin America and the 

Caribbean
2.9 2.6 2.0 2.6 -0.5 -0.3

   Brazil 1.0 2.5 1.3 2.0 -0.6 -0.6

   Mexico 4.0 1.1 2.4 3.5 -0.6 0.0

Middle East, North Africa, 

Afghanistan, and Pakistan
4.9 2.5 3.1 4.8 -0.2 0.2

Sub-Saharan Africa 5.1 5.4 5.4 5.8 0.0 0.2

   South Africa 2.5 1.9 1.7 2.7 -0.6 0.0

Annual GDP growth (per cent)

Projections
Difference from April 

2014 projections
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prospects, growth in EMEs may still be constrained by depressed external demand, declining 

commodity prices and geopolitical instability in some regions. 

 

After a weak first quarter, China’s growth was revised downwards by 0.2 percentage points to 7.4 per 

cent for 2014, although this remains largely in line with the China’s intention for 7.5 per cent growth for 

the year.  Efforts to contain expansive credit growth and potential real estate bubbles had a greater than 

anticipated effect on domestic demand in the first half of 2014.  As a result, China has introduced 

stimulative policies, such as tax breaks to small- and medium-sized enterprises, accelerated fiscal and 

infrastructure spending and cuts in some required reserve ratios, to support economic activity in the 

second half of the year.  Markit reported improved China’s growth in August 2014. 

 

The largest changes to country specific 2014 growth projections come from the US, as discussed above, 

and from Russia. In Russia, geopolitical tensions have weakened demand and caused 2014 growth 

forecasts to be downgraded by 1.1 percentage points to only 0.2 per cent. 

 

3.2 Domestic Economic Activity 

3.2.1 Real Economic Activity 

Leading indicators in the economy pointed to a sustained increase in economic activity, albeit at a 

slower pace. The CIEA is a measure which provides information on economic developments in the 

country on a more timely and frequent basis compared to actual GDP. The CIEA rose in the quarter 

to August 2014 at a slower rate of 0.9 per cent compared to 1.5 per cent (revised) in the quarter to 

May 2014 as shown in figure 10. The drivers behind this growth are explained in 3.2.2.1 below. 

 

Figure 10: Quarterly changes in CIEA 
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Source: Bank of Uganda 
 

3.2.2.1 CIEA Developments by Sector 

Growth during the period to August 2014 was driven by increases in economic activity across all 

sectors. Activity in the agriculture and services sectors grew by 2.0 per cent and 1.1 per cent, 

respectively in the period under review. However, growth in the services sector was slightly lower 

than the 1.9 per cent registered in the quarter to June 2014. Financial services, wholesale and retail 

trade were the main contributors to growth in the services sector. Agricultural production picked up 

from the earlier declines moving from an index of 106.0 in the quarter to May 2014 to 108.1 in the 

quarter under review, which marked the first positive growth since the quarter ended August 2013. 

Similarly, industrial activity in the quarter to August 2014 increased by 2.0 per cent to an index of 

163.0 compared to 159.8 recorded in the previous quarter, which marked the highest growth in the 

last three quarters.  

 

Figure 11: Quarterly CIEA changes by sector 

 
Source: Bank of Uganda 
 

3.2.3 Confidence Surveys 

Both consumer and business perceptions declined in the three months to August 2014. Consumers 

remained pessimistic while businesses, although still optimistic, expressed lower confidence levels, 

specifically in the agriculture and other services sectors, in the same period. 
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3.2.3.1 Consumer Confidence 

The overall Consumer Confidence Index (CCI) declined to 37.5 points in the quarter to September 

2014 from 42.7 points in the quarter to June 2014. Consumers expressed more pessimism about the 

outlook for both the current and future economic conditions as the indices declined to 32.5 and 40.8 

points in September 2014 from 34.6 and 48.1 points in June 2014, respectively. The prospects for 

employment dwindled by 12.5 points and a similar downward trend in buying intentions was reported. 

Consumers’ prospects for price improvements remained bleak as the index improved but remained 

within the pessimistic territory.  Figure 12 illustrates the movements in the CCI and its components. 

 

Figure 12: Quarterly Consumer Confidence Index  

 
Source: Bank of Uganda 
 

3.2.3.2 Business Confidence 

Business confidence in the three months to September 2014 was positive but declined to a confidence 

Index (CI) of 56.6 points, 1.1 points lower than 57.7 points recorded in the quarter to June 2014. The 

decline in business confidence within the quarter was on account of reduced confidence levels in 

agriculture and other services sectors as shown in figure 13. CIs reduced to 49.0 and 59.4 for agriculture 

and other services sectors from 57.2 and 60.7 points, respectively. The CIs for construction, 

manufacturing, wholesale and retail trade increased to 61.3, 56.5, 53.8 points from 56.8, 56.3 and 53.6 

points, respectively. The pessimism in the agriculture sector could be attributed to the initially proposed 

introduction of value added tax on agricultural inputs in the FY 2014/15. 
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Figure 13: Business Confidence across Sectors 

 
Source: Bank of Uganda 
 

The business outlook for three months ahead improved for all sectors, with the highest increase 

recorded in construction followed by wholesale and retail trade. The index for expected order volumes 

declined for both manufacturing and construction sectors. Firms expected to increase their level of 

employment during the next three months as shown by the increase in the index from 47.6 to 50.5 

points in the quarter ended September 2014. The average selling prices were expected to remain high 

while access to credit conditions remained tight but showed an improvement between the two quarters. 

The changes in the indices of sector perception between the quarter ended September 2013 and 

September 2014 are illustrated in the table 5. 

 
Table 5: Sector Perception Indices 

 
Source: Bank of Uganda 
 

Quarterly 

change

Sep 13 Jun 14 Sep 14 Jun - Sep 14

Construction 60.05 56.78 61.34 4.56

Manufacturing 57.47 56.29 56.51 0.22

Wholesale Trade 56.92 53.64 53.75 0.11

Agriculture 63.25 57.15 49.04 -8.11

Others Sectors 64.68 60.73 59.37 -1.36

Three month BTI 61.52 57.66 56.59 -1.07

Business outlook
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Businesses cited competition, low demand and high taxes as the top three factors that have persistently 

affected business activity. Others constraints included exchange rate fluctuations and high cost of 

finance. Sector specific issues included delayed payments and tight access to credit for the construction 

sector.  

 

3.2.4 Fiscal Developments  

 

3.2.4.1 Fiscal Stance in 2014/15 

The fiscal stance in 2014/15 is focussed on supporting economic activity by addressing the 

infrastructural constraints in the economy. Fiscal operations for the first two months of FY 2014/15 

were less expansionary than programmed by Shs. 216 billion. This performance was on account of a 

combination of lower than programmed total expenditure and shortfalls in revenue collections over this 

period. However, fiscal operations were more expansionary relative to the corresponding period in the 

previous year 2013/14. Figure 14 shows fiscal operations for the period July to August from 2010 to 

2014. 

 

Figure 14: Fiscal operations (Shs billion) 

 
Source: Bank of Uganda 
 

3.2.4.2 Government Revenue 

Government tax revenue collections continued to register shortfalls across all categories with a 

cumulative shortfall of Shs. 58.2 billion in July to August 2014. Non-tax revenue also posted a 

cumulative shortfall of Shs. 2.1 billion. All tax heads posted shortfalls relative to their respective 

targets, the bulk of which was contributed by shortfalls in taxes on international trade (77.5 per cent), 
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and in particular, taxes on petroleum duty and import duty. The Ministry of Finance, Planning and 

Economic Development attributed the shortfalls in petroleum duty and import duty tax collections to 

a decline in the volume of taxable fuel (petrol, diesel and kerosene), and to a decline in the import 

duty collections of the major imports, respectively. However, on an annual basis, the cumulative 

petroleum duty and import duty collections for the two months grew by 0.8 per cent and 1.7 per cent, 

respectively. The cumulative overall tax and non-tax revenue collections for the first two months of 

the financial year under review also registered an annual growth of 8.9 per cent and 30.7 per cent, 

respectively.  

 

3.2.4.3 Government Expenditure and Financing 

Total cumulative government expenditure for July 2014 and August 2014 amounted to 88.4 per cent 

of the programmed expenditure for this period. This performance was partly explained by lower than 

programmed Government spending on Karuma and Isimba HPPs, which amounted to Shs. 645.7 

billion compared to the programmed amount of Shs.1, 096 billion. Current expenditure and 

development expenditure (other than the HPPs) amounted to 102.5 per cent and 48.2 per cent of the 

programmed amounts, respectively.  

 

The performance of current expenditure was on account of higher than programmed other recurrent 

expenditure, that is, other than wages and salaries and interest payments. The fiscal deficit was mainly 

financed by domestic financing (86.2 per cent of total financing). Figure 15 shows the evolution of 

public expenditure from July-August 2010 to the same period in 2014 while figure 16 shows the 

contribution of domestic and external financing. 

 

Figure 15: Public expenditure (Shs billion) 

 
Source: Bank of Uganda 
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Figure 16: Fiscal financing (Shs billion) 

 
Source: Bank of Uganda 
 

3.2.4.4 Public Debt Stock 

The stock of public domestic debt (at cost value) grew by 3.9 per cent between June 2014 and August 

2014 to Shs. 7,982.4 billion, which was a faster growth rate compared to 3.2 per cent growth in the 

corresponding period in the previous year. The stock of government securities was concentrated in 

the Treasury bonds, in line with government’s refinancing risk-mitigating strategy to maintain a higher 

percentage of the stock in the longer dated securities. The ratio of Treasury bonds to TBs remained 

stable at 67:33 between June 2014 and August 2014, but fell short of the Public Debt Management 

Framework (PDMF 2013) benchmark ratio of 70:30. The ratio of the total stock of government 

securities to the stock of private sector credit also continued to trend above the PDMF 2013 

benchmark. The ratio increased from 89.4 per cent to 91.1 per cent between June 2014 and August 

2014, which was higher than the benchmark of 75 per cent. The ratio of government securities 

holdings by depository corporations (DCs) too continued on an upward trend and grew from 41.8 per 

cent to 44.7 per cent between June 2014 and August 2014 (see figure 17), which may be indicative of 

crowding out of PSC.  

 

As at end August 2014, the Average Time to Maturity (ATM), which shows the ATM of the stock of 

government securities, was 2.8 years, which was lower than the PDMF 2013 benchmark of 3 years, 

which is indicative of a higher refinancing risk. 
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Figure 17: Holdings of Government Securities by DCs (at cost value)/PSC 

 
Source: Bank of Uganda 
 

The risks on public domestic debt notwithstanding, provisional BoU Debt Sustainability Analysis 

results for the total public debt as at end June 2014 indicated that the public debt was sustainable over 

the medium to long term. The provisional total public debt stock (at nominal value) as at end August 

2014 stood at Shs. 19,689.6 billion, an increase of 2.0 per cent relative to June 2014. The growth in 

the stock of total public debt was mainly driven by growth in the public domestic debt . However, in 

terms of composition, external debt continued to make up the bulk of the total public debt (57 per 

cent). Developments in the public debt stock are presented in Table 6. 
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Table 6: Total public debt stock  

 June 14 July  Provisional August Provisional 

Total Gross  Public Debt (face value) 19,487 19,779 19,837 

Total Gross  Public Debt (nominal value) 19,302 19,601 19,690 

Total Gross  Public Debt (cost value) 18,840 19,135 19,201 

External Debt (US$ million) 1/ 4,289 4,299 4,287 

External Debt (Shs billion) 11,149 11,285 11,218 

Domestic Debt (face value) 8,338 8,494 8,619 

Domestic Debt (nominal value) 8,152 8,316 8,472 

Domestic Debt (cost value) 7,691 7,850 7,982 

Shs/US$ eop exchange rate 2,600 2,625 2,617 

Source: Bank of Uganda 
1/ External Debt for July and August 2014 is provisional. 

 
4 Exchange rates and BoP 
 

4.1 Exchange Rates 

Broadly, policy makers rely on expenditure-reducing and expenditure-switching polices to address imbalances in the current 

account of the balance of payment. Expenditure-reducing policies are directed towards reducing domestic expenditures on 

consumption and investment goods so that exports can increase while imports decline. Nonetheless, expenditure-reducing 

policies have the following drawbacks: reducing expenditure on consumption and investment, and therewith imports, leads 

to unemployment and excess capacity in the consumption and investment industries. Also, the export industries are unable 

to absorb freed-up resources in the consumption and investment industries immediately, because the adjustment process 

takes time. In the same vein, if prices and wages are sticky, the export industry will not expand at all, because its 

profitability does not increase. Thus, although there will be some improvements in the current account deficit because 

imports have reduced, economic growth is more likely to decline, leading to a recession. 

 

Expenditure-switching policies on the other hand are directed at stimulating demand in the export industries, import- 

competing sectors and non-traded goods sectors, while reducing demand for imports. Policy makers use the real exchange 

rate as the main tool for implementing expenditure-switching policy. A depreciation of the exchange rate would cause both 

imports as well as export goods sold in the domestic market to be more expensive. The reduced demand for these goods 
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will be switched to import substitutes and home goods, because both goods are relatively cheap. In addition, exports will 

increase because they become profitable. Thus, the current account deficit improves and, at the same time economic growth 

increases because even the non-traded goods sectors are booming. 

 

4.1.1 Bi-lateral Exchange Rates 

The Uganda shilling continued to depreciate over the quarter to September 2014, depreciating by 2.9 

per cent. Similarly, in comparison to the quarter to September 2013, the shilling depreciated by 1.7 

per cent y-o-y. By 10th October 2014, the exchange rate had further depreciated by 4.5 per cent 

annually and by 1.2 per cent on a monthly basis to Shs/US$ 2,648.99. 

 

The depreciation observed during Q3 2014 was due to net outflow of portfolio investments 

associated with adjustments in market expectations regarding the economic outlook, elevated 

corporate demand from the telecom and energy sectors and continued global strengthening of the 

US$ as shown by the US$ index (see figure 18), which appreciated by 3 per cent on a quarterly basis 

and by 0.4 per cent annually. Importantly, the current exchange rate depreciation is in line with the 

long-run steady state exchange rate of Shs/US$ 2,700-2,800.  

 
 Figure 18: Evolution of the Shs/US$ and US$ Index (2009 Q3-2014 Q3) 

 
 Source: Bank of Uganda 
 

Depreciation pressures were observed throughout Q3, but particularly in July 2014, which forced the 

BoU to intervene and to sell dollars to the market and to temporarily suspend purchases of foreign 

exchange for reserve build-up on certain days, in order to calm the exchange rate volatility. The 

Bank’s intervention on the sale side amounted to US$ 40 million over the quarter under review. 
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Similarly, targeted sales to Uganda Electricity Transmission Company Limited were carried out in all 

the months within the quarter. Consequently, BoU’s foreign exchange actions resulted in a net 

purchase of US$ 117.2 million, compared to an earlier projection of US$ 185 million over the quarter 

ending September 2014. Overall, the stock of international reserves declined to US$ 3,069 million by 

September 2014, from US$ 3,347.2 million at end June 2014 as the government settled payments of 

USD 340 million attributed to the upcoming Karuma and Isimba HPPs. Despite the drawdown on 

reserves, the indicative target on net international reserves for September 2014 was met with a surplus 

of US$ 54 million. 

 

All the other currencies in the region also depreciated on an annual basis over the quarter to 

September 2014. The Kenyan and Tanzanian Shillings and the Rwandan and the Burundian Francs 

depreciated against the US$ by 1.1 per cent, 3.0 per cent, 5.4 per cent and 2.2 per cent, respectively on 

an annual basis. All regional currencies also depreciated on a quarterly basis, as is shown in figure 19. In 

Kenya and Tanzania, the depreciation was consistent with rising inflation over the period; inflation rose 

from 7.0 per cent and 6.4 per cent in Kenya and Tanzania, respectively, in the quarter to June 2014 to 

7.5 per cent and 6.6 per cent in the quarter to September 2014. 

 
Figure 19: Exchange rate movement in the East African Community (y-o-y % changes) 

 
Source: Bank of Uganda 
 

4.1.2 Nominal and Real Effective Exchange Rates 

In Q3 2014, the REER depreciated for the first time since Q1 2013, by 1.9 per cent annually. 

Similarly, the REER depreciated on a quarterly basis by 3.4 per cent in Q3 2014, compared to a 

depreciation of 2.5 per cent in Q2 2014. The annual depreciation of the REER is largely driven by a 

much lower rate of NEER appreciation and a marked rise in the inflation differential due to a faster 
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decline in domestic price levels when compared to foreign price levels. These developments are 

shown in figure 20.  

 

Figure 20: Drivers of REER movement (per cent) 

 
Source: Bank of Uganda 
 

Over Q3 2014, the NEER appreciated by 1.0 per cent annually, but depreciated by 2.0 per cent 

when compared to the previous quarter. The annual NEER appreciation of 1.0 per cent was much 

lower than that of 5.2 per cent observed in the previous quarter. The decline in the pace of 

appreciation was mainly driven by the depreciation of the bilateral exchange rate during the same 

period.  

 

The exchange rate continued to depreciate towards the long-run steady state over the quarter, but the 

outlook points towards a stable exchange rate going forward. However, the weak current account and 

any possible shocks to the financial and capital account of the BoP could lead to depreciation 

pressures, which would create a major upside risk for inflation. 

 

4.2 Balance of Payments 

The BoP records financial flows between residents (country) and non-residents (rest of the world). A CA deficit in the BoP 

shows that a nation’s expenditures are in excess of its income; a nation’s imports are in excess of its exports of goods and 

services and a net drawdown of a nation’s foreign asset holdings. A deficit in the current account therefore implies that a 

country’s foreign assets position has deteriorated. Thus, it’s likely that this country will drawdown its foreign exchange 

reserves or finances the deficit by foreign inflows through foreign direct and portfolio investments and/or external borrowing. 
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4.2.1 Current Account 

By the end of September 2014, the external sector recorded a negative overall balance. According to 

preliminary data, the CA deteriorated by US$ 417.7 million to a deficit of US$ 883.0 million in the 

quarter ending September 2014, from a deficit of US$ 465.3 million in the preceding quarter. As is 

shown in figure 21, the deterioration in the CA was mainly a result of the higher deficit on the 

services account, as the government paid for services related to the energy projects. 

 

Figure 21: The current account balance and its components 

 
Source: Bank of Uganda 
 

The trade deficit showed an improvement of 4.3 per cent on an annual basis, though it increased by 

2.3 per cent to US$ 616.2 million during the quarter ending September 2014.  Over the quarter, both 

import and export receipts decreased, but exports declined to a greater extent. Export earnings 

decreased by 7.2 per cent from US$ 625.9 million in the previous quarter. In particular, coffee exports 

decreased by 12.0 per cent to US$ 97.03 million in the period under review. The Common Market for 

Eastern and Southern Africa  region continued to account for the bulk of exports during the period 

under review. The import bill decreased by 5 per cent compared to the previous quarter to US$ 

1,242.1 million, marked by a large decline in government imports, although a decline was also 

observed in private sector imports. 

Coffee export proceeds amounted to US$ 97.0 million during the quarter ending September 2014, 

which represented a sizeable decrease driven by lower export volumes rather than prices. The volume 

of coffee exported during the quarter ending September 2014 totalled 790,260 (60 Kilogram, Kg) 

bags, a decline of 97,695 (60Kg) bags when compared with the 887,955 (60Kg) bags that were 

exported during the previous quarter. The average unit price of coffee during the 3-months under 

review decreased marginally to US$ 2.05 from US$ 2.06 in the previous quarter.  
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Total non-coffee export receipts also declined by 8.0 per cent compared to the previous quarter, 

mainly due to off season effects for most export commodities. In particular, significant declines were 

recorded in export receipts of cotton and gold. 

 

The services account balance deteriorated by US$ 360.4 million to a deficit of US$ 396.2 million in 

Q3 2014. This was predominantly due to increased payments for government services related to 

energy projects. The government spent US$ 338.4 million on services for the Karuma and Isimba 

HPPs during the quarter. 

 

The primary income account balance deteriorated to a deficit of US$ 180.7 million during the quarter 

ending September 2014, from US$ 81.9 million during the previous quarter, on account of higher 

dividends payments to direct investors. The secondary income balance improved by 9.7 per cent on a 

quarterly basis to US$ 310.2 million during the quarter ending September 2014, from US$ 282.8 

million in the previous quarter, on account of higher inward private transfers.  

 

4.2.2 Capital Account Balance (CAB) 

The CAB improved to a surplus of US$ 25.1 million, compared to US$ 17.2 million in the preceding 

quarter, due to higher capital transfer inflows.  

 

Overall, the deficit in the current and capital accounts (net borrowing) to deteriorate to US$ 857.8 

million during the quarter ending September 2014, compared to US$ 448.1 million in the previous 

quarter, as is shown in figure 22. 

 

The net balance on the financial account showed an increase in financing by US$ 195.8 million to US$ 

535.5 million during the quarter ending September 2014. Foreign direct investment (FDI) liabilities 

increased by 26 per cent to US$ 357.8 million, while portfolio investments increased from US$ 33.8 

million to US$ 62.4 million. Financing from other investments increased to US$ 238.7 million, 

compared US$ 88.86 million in the previous quarter. The increase in net borrowing was caused by an 

increase in net acquisition of assets. Financial derivatives transactions triggered a marginal increase in 

liabilities by US$ 1.0 million to US$ 1.4 million during the three months reviewed. The developments in 

the capital and financial account are shown in figure 22. 
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Figure 22: The Capital and Financial Account 

 
Source: Bank of Uganda 
 

The above developments resulted in an overall BoP deficit of US$ 284.6 million over the quarter ending 

September 2014, leading to a net draw-down in reserve assets of US$ 284.5 million, excluding valuation 

changes. The stock of reserves at the end of September 2014 stood at US$ 3,058.9 million (including 

valuation changes), equivalent to 4.1 months of future imports of goods and services; this compares to a 

final reserve position of US$ 3,390.2 million at the end of June 2014. By the end of October 2014, the 

stock of reserves was estimated US$ 3,216.4 million. 

Over the short term, the CA deficit is likely to widen as imports for both the energy projects and 

consumer goods in preparation for the festive season are expected to increase. However, the deficit may 

be moderated by higher commodities’ export earnings on account of the end of year harvest season, 

higher inward personal transfers related to the festive season, and by higher inflows from travel services 

associated with the peak travel season. 

 

5 Inflation 
 

5.1 Global Inflation 

Over the past two decades, Uganda has become significantly more integrated into global goods, factor, and financial 

markets. This deeper integration has induced significant changes in the behaviour of domestic macroeconomic 

fundamentals, particularly through altering the dynamics of domestic inflation. Therefore, understanding global 

developments is an important prerequisite to understanding the prospects for domestic inflation.  

 

Although global inflation continues to be subdued, on account of falling commodity prices and 

depressed demand, there were indications of creeping inflation in a few countries over the three months 

-50

0

50

100

150

200

-800

-600

-400

-200

0

200

400

600

800

Q1 2013 Q2 2013 Q3 2013 Q4 2013 Q1 2014 Q2 2014

US
$ M

ill
ion

FDI Other Investments Portfolio Fin. Derivatives Net Borrowing Reserves



 

33 

 

to September.  Inflation remained low, or falling in the UK, US, Euro area, China, India and South 

Africa. However it was elevated, or rose, in Japan, Brazil and Russia. 

 

In the UK and US, persistently low inflation has allowed policy rates to stay muted amidst a backdrop 

of increased economic activity.  In the US, inflation fell from 2.1 per cent in June to 1.7 per cent in both 

August and September; while in the UK inflation fell from 1.9 per cent in June to 1.2 per cent in 

September (see figure 23a). 

 

Inflation in the euro zone fell to 0.3 per cent in September; the lowest level in 5 years since October 

2009. Falling energy prices were acclaimed as the prevalent factor behind the low inflation; however 

sizeable spare capacity exists as growth remains weak and unemployment remains elevated, particularly 

in some periphery countries.  As inflation lingers below the European Central Bank’s (ECB) 2.0 per 

cent inflation target, inflation expectations may become permanently suppressed, creating a negative 

spiral effect. Alternatively, the depreciation of the euro over August and September may have contained 

some deflation pressures. 

 

 In Japan, inflation has picked up dramatically as a result of a sales tax introduced in the second quarter 

of 2014. This will trigger a baseline effect that will last into 2015, and has caused inflation to lie above 

3.0 per cent from June to September. 

 

Figure 23a: Inflation in Advanced Economies 
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Figure 23b: Inflation in Emerging Economies 

 

Source: OECD Economic Indicators 

 

As aforementioned, falling commodity prices, easing financial market conditions and subdued demand 

has contained inflation in most EMEs.  In China, inflation fell from 2.3 per cent in June to 1.6 per cent 

in September as policies were introduced to curtail both excessive credit growth and potential real estate 

bubbles (see figure 23b).  Similarly, in India inflation has fallen from the 10 per cent mark throughout 

2013, to 6.5 per cent in June and to 6.3 per cent in September. In South Africa, inflation has fallen from 

6.8 per cent in June to 5.9 per cent in September. Infrastructure supply bottlenecks, in particular for 

electricity, and labor market disputes, appear to have contained growth yet not enforced any upwards 

inflationary pressures. 

 

Meanwhile in Brazil and Russia inflation has ticked up in recent months, most likely a result of political 

factions and tighter financial conditions. In Brazil, inflation rose only marginally from 6.5 per cent in 

June to 6.7 per cent in September, similarly in Russia, inflation increased from 7.8 per cent in June to 8.0 

per cent in September. 

 

5.1.1 International Commodity Prices 

Changes in all commodity prices turned increasingly negative over the three months to September, 

triggering a deflationary effect on overall inflation globally. Average crude oil prices fell from US$ 

108.37 per barrel in June to US$ 95.85 per barrel in September, causing the World Bank energy index to 

fall by 11.3 per cent annually in September.  Large supply increases were the dominant factor in 

containing energy prices although subdued demand may have partially played a role. Supply has not yet 
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fallen noticeably, as earlier forecasts predicted, on account of geopolitical tensions in the Middle-East, 

Russia and Ukraine; however supply has increased substantially from increased production in North 

America. Subdued demand is likely to have played a much larger role in non-energy commodity prices, 

which declined by an annual rate of 4.4 per cent in September. 

 

Finally, the food price index of Food and Agriculture Organisation has contracted since the start of the 

year, but September experienced the largest contraction to date, by an annual rate of 5.4 per cent.  More 

favorable weather conditions globally have encouraged an expansion in agricultural production, 

increased supplies to market and deflated food prices. Figure 24, presents evolution of the annual 

commodity price changes and highlights the deflationary pressures throughout 2014 to date. 

 

Figure 24: Annual commodity price changes 

 
Source: World Bank, UN Food and Agriculture Organisation 
 

5.2 Domestic Inflation 

High and volatile inflation can be detrimental to economic growth through eroding the purchasing power of individuals 

and damaging international confidence in the domestic economy. In Uganda, monetary policy is designed to attain 

the core inflation target of 5 per cent in the medium-term. Monetary policy is therefore designed to ensure that core 

inflation over the medium term is as close to 5 per cent as possible and that output is as close to potential as possible and 

is consistent with the inflation objective. 

 

In the quarter to September 2014, inflation remained low, albeit within target, with headline and core 

inflation at an average of 2.8 per cent and 2.7 per cent, respectively. This was lower than 5.7 per cent 

and 3.2 per cent for headline and core inflation, respectively, in the quarter ending June 2014. In 

September 2014, overall annual inflation decelerated to 1.4 per cent compared to 7.1 per cent in March 
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2014, driven mainly by declining food prices. In September, annual food and food crops inflation 

declined further to minus 2.8 per cent and minus 1.9 per cent, from minus 0.2 per cent and 1.5 per cent 

respectively in August. Annual core inflation also remained subdued and declined to 2.0 per cent in 

September and has averaged 3.3 per cent since the start of the year. Low inflation may in part be 

explained by the lagged impact of the appreciated exchange rate, as reflected in the traded goods 

inflation, which has averaged 1.0 per cent since January 2014. The decline in oil prices and the overall 

import price index has also placed downward pressure on the core price index. 

 

Annual non-food inflation and Energy, Fuel and Utilities (EFU) inflation for the quarter to September 

2014 also declined relative to the previous quarter, to 3.9 per cent and 2.0 per cent respectively, down 

from 4.1 per cent and 4.0 per cent (see table 7). 

 
Table 7: Inflation developments 

  

                  
Annual 
percentage 
changes     Annualised quarterly percentage changes 

 
July August September 2014 Q1 2014 Q2 2014 Q3 

Headline inflation 4.3 2.8 1.4 7.0 5.7 2.8 

Core inflation 3.0 3.1 2.0 4.1 3.2 2.7 

EFU inflation 0.3 2.5 2.5 4.5 4.0 1.8 

Food inflation 5.0 -0.2 -2.8 11.6 9.2 0.6 

Food crops 
inflation 

12.9 1.5 -1.9 
24.9 20.1 3.7 

Non-food inflation 3.8 4.2 3.5 5.0 4.1 3.8 

      Monthly percentage changes Quarterly percentage changes (Q-o-Q) 

  July August September 2014 Q1 2014 Q2 2014 Q3 

Headline inflation -0.1 1.1 0.3 0.4 0.9 -0.2 

Core inflation 0.6 0.5 0.1 0.2 0.2 1.1 

EFU inflation 0.4 2.1 0.1 0.0 -0.1 1.6 

Food inflation -1.7 2.2 0.7 -0.8 2.5 -3.4 
Food crops 
inflation 

-3.7 4.2 1.8 
1.5 5.0 -6.5 

Non-food inflation 0.5 0.8 0.3 0.9 0.2 1.4 

Source: Bank of Uganda 
 

Inflation is likely to have bottomed-out, as the factors responsible for low inflation seem to be waning. 

For instance, the exchange rate has depreciated and is now moving towards its estimated long-run 

steady state of Shs/USS 2,700-2,800.  
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6 Economic Outlook 
 

It takes time for the effect of monetary policy to be fully realised in the real economy, particularly for a country such as 

Uganda where the financial sector suffers from structural inefficiencies. Given that monetary policy is a forward-looking 

demand management tool, policymakers therefore require an understanding of the likely future trajectory of inflation. 

In order to determine the likely trajectory of future inflation, it is important to conduct a comprehensive analysis of all 

demand and supply factors, both external and domestic which are likely to drive inflation in the future. This section 

analyses the global and domestic economic outlook, with a particular focus on the inflation outlook, including an 

assessment of future risks to inflation. 

 

6.1 Global Economic Outlook 

 

6.1.1 Outlook for global financial markets 

Recently, global financial conditions have eased: long-term interest rates have fallen, risk spreads have 

compressed, equity prices have risen and market volatility has stabilized.  This picture is expected to 

continue going forward, with financial market volatility expected to stabilize further in the absence of 

adverse economic surprises. 

 

However, whilst the story is optimistic, there are some downside risks.  Financial market nervousness 

may trigger a reversal of these trends to previously elevated levels, or monetary policy normalization in 

the US and UK may elicit a faster than expected increase in long-term interest rates.  If the long-term 

rates in AEs were to rise faster than expected, the interest rate differential between AEs and EMEs 

would be further compressed with the risk premium in EMEs increasing and thus the yields in AES 

may become comparatively more attractive.  Alternatively, the yields in EMEs would become 

comparatively less attractive, capital flow reversals may occur and financial conditions may tighten. 

 

6.1.2 Outlook for global economic activity 

Although EMEs account for the larger share of global economic growth, and are expected to continue 

to do so, AEs are expected to provide greater growth momentum throughout 2014 and 2015.  In 

particular, less fiscal consolidation and persistently accommodative monetary policy in the advanced 

economies are expected to provide crucial support to economic growth.  However, investment has not 

developed as expected from the expansionary policies in place and may counter some of the growth 

momentum. 
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Factors that contributed to weaker growth in the US in the first quarter are considered to be temporary 

and growth is expected to rebound in the US. Similarly UK growth is expected to recover over 2014 

and 2015 as many economic fundamentals strengthen. In the euro area, growth is expected to 

strengthen, albeit to a lesser degree, over 2014 and 2015, but to strengthen inconsistently across the 

region.  Weak or nervous financial markets, impaired balance sheets and in some parts high 

unemployment are expected to contain growth potential in the euro area.  Economic growth is expected 

to increase further in Japan in 2014, but to decelerate in 2015 as current fiscal stimuli unwind. 

 

Amongst most EMES, growth is expected to remain buoyant, but to moderate in 2014 and 2015.  China 

is expected to grow in line with target in 2014 due to supportive fiscal policies enacted in the second 

half of the year to overcome a disappointing outcome in the first half of the year.  However, Chinese 

growth is expected to fall in 2015 as the economy transitions to a more sustainable growth trajectory. 

Increasingly tight financial conditions, combined with weak consumer and business confidence in 

Brazil, is expected to contain investment and consumption growth looking forward.  Similarly, 

investment is expected to remain weak in Russia as geopolitical tensions show little sign of abating, 

while tensions in South African labor markets and infrastructure supply constraints are expected to 

adversely affect its growth. The exception to less optimistic outlooks in many EMEs occurs in India, 

where business sentiment and consumer confidence are likely to strengthen following the election, and 

activity should expand. 

 

6.1.3 Outlook for global inflation 

Global inflation is expected to remain suppressed in the near term as commodity prices continue to fall 

and demand stays muted. 

 

Despite improved economic prospects in the UK and US, soft labor markets and passive wage 

pressures have prevented any inflationary pressures from mounting and allowed policy rates continue to 

be expansionary.  Given the estimated sizeable spare capacity in the two countries, wage pressures are 

expected to stay low and contain inflation over 2014 and 2015.  Similarly in the euro area, even greater 

spare capacity, emanating from high unemployment in some areas and low growth prospects is expected 

to hold inflation significantly below target over the policy horizon.  If inflation expectations become 

permanently reduced then inflation may remain below the ECB’s target over the long-term.  However, 

the depreciation of the euro may counter some deflationary pressures through supporting export 



 

39 

 

demand.  Inflation is likely to remain high in Japan until mid-2015, yet this is a baseline effect from the 

sales tax hikes introduced earlier in the year. 

 

Inflation projections are more mixed amongst the EMEs.  For many countries, falling commodity 

prices, softening financial markets and comparatively low demand to earlier periods is likely to contain 

inflation over 2014 and 2015.  Particularly in China, inflation is likely to slow as the economy shifts to a 

more sustainable growth trajectory and as the authorities target excessive credit growth and potential 

real estate bubbles.  Yet in some EMEs, building geopolitical tensions are likely to render tighter 

financial market conditions and thus exert upwards inflationary pressures. 

 

6.1.4 Outlook for global commodity prices 

Global commodity price pressures are expected to be subdued over 2014 and 2015 across all categories: 

energy, non-energy and food prices.  Energy prices, driven by crude oil prices, are likely to be contained 

by increased supply from North America and subdued demand from the global economy.  However, 

there may be some upwards pressure arising from natural gas prices as winter sets in the northern 

hemisphere.  Resumption of nuclear energy production in Japan may also act to contain demand for 

energy commodities.  Nonetheless, the risk of an oil price hike persists, stemming from geopolitical 

tensions in both the Middle East and between Russia and Ukraine. 

 

Non-energy prices are likely to respond to developments in global economic activity; they may pick up 

marginally as the economy recovers, but lesser demand in China may stall price pressures from building. 

 

Finally, throughout 2014 to date, global food prices have remained deflationary as favorable weather 

conditions have encouraged an expansion in agricultural production, increased supplies to market and 

deflated food prices. This is expected to continue assuming an absence of drought or adverse shocks. 

 

6.1.5 Key risks and uncertainties 

Unfortunately the risks to the global economy are biased to the downside; financial conditions may 

tighten, commodity prices may rise and economic activity may underperform.  This partly reflects the 

optimistic outlook at present, which inherently creates a greater likelihood that projections will 

underperform, but also portrays some of the uncertainties surrounding monetary policy normalization 

in the AEs, geopolitical tensions in the Middle East, Russia and Ukraine and political fractions in some 

Latin American countries, most notably in Brazil. 
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Financial market nervousness could easily trigger a recommencement in financial market volatility, 

prompting equity prices to fall, risk premiums to widen and long-term interest rates to creep up.  

Similarly, there is a risk that monetary policy normalization might initiate long-term rates to rise faster 

than predicted.  If the long-term rates in AEs were to rise faster than expected, the risk premium 

between AEs and EMEs would be further compressed and the yields in AEs may become 

comparatively more attractive. Alternatively, the yields in EMEs would become comparatively less 

attractive, capital flow reversals may occur and financial conditions may tighten. 

 

In September, average crude oil prices fell to their lowest levels in over two years, in part a consequence 

of increased production in North America.  However, risks to the political outlook have deteriorated 

and geopolitical tensions have exacerbated in recent months, thereby initiating a greater risk that oil 

prices might rise.  Particularly harsh winters in the northern hemisphere, as has occurred increasingly 

often in the recent past, may also trigger inflationary energy prices, particularly for natural gas. 

 

Global economic demand remains subdued and thus contains both inflation and economic growth 

prospects, and is expected to continue to do so.  However, the level of global investment has been 

surprisingly low.  If investment does not pick up then longer term growth prospects are also likely to 

fall.  In many EMEs, the risks to economic activity depend very much on domestic factors and the 

ability of authorities to overcome them: geopolitical tensions, infrastructure supply constraints, low 

business and consumer confidence and persistent unemployment may all enact to erode growth 

prospects if not addressed. 

 

6.2 Domestic Economic Outlook 

6.2.1 Outlook for economic activity 

The outlook for the financial year 2014/15 is positive; growth is projected at 6 per cent in 2014/15, 

and to increase to 7 per cent by the financial year 2017/18.  The growth expansion is expected to be 

driven by public investment in infrastructure, private domestic consumption and investment demand, 

on account of recovery in PSC growth, FDI, and a rebound in agricultural production.  However, 

substantial risks to growth emanating from both the domestic and external scene continue to exist, such 

as the need for large domestic financing to support the increased investment on infrastructure, which 

could further constrain PSC. In addition, exports continued to underperform and imports are expected 
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to grow faster than exports in the near term, thus implying that net exports will provide a negative 

contribution to GDP growth.  

 

6.2.2 Inflation Outlook 

In October 2014, the BoU forecast overall inflation to increase throughout October to December 2014, 

as the shilling depreciates against the US$, coupled with increases in food prices.  In contrast, excess 

capacity, which is anticipated to continue over the forecast horizon, is expected to exert downward 

pressure on core inflation, although at a diminishing rate. Core inflation is projected to increase to 3+/-

1 percentage points in the three months ahead.  The present low levels of inflation are expected to be 

temporary as core inflation is expected to rise to 5 to 6 per cent over the two year horizon. However, 

over the 12 months horizon, core inflation is forecast to stabilize at 5 per cent.  

 

7 Monetary Policy Decision 
Based on the developments and outlook presented in previous sections, the CBR was maintained at 11 

per cent in October 2014. The band on the CBR was maintained at +/-2 PP and the margin on the 

rediscount rate at 3 PP on the CBR. Consequently, the rediscount rate and the bank rate were 

maintained at 14 per cent and 15 per cent, respectively. The direction of the monetary policy stance will 

continue to be guided by a careful assessment of risks to the global and domestic economy and their 

implications for the overall outlook upon domestic inflation. BoU will continue to set a monetary policy 

stance that will ensure core inflation is as close as possible to 5 per cent in the medium term and that 

economic growth is consistent with the inflation objective.  


