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Executive Summary 
i. BoU continued to pursue a cautious monetary policy stance aimed at stimulating output      

without jeopardising the inflation objective. The Central Bank Rate (CBR) has been 
maintained at 11 per cent since June 2014. Repurchase Agreements (REPOs)/reverse 
REPOs instruments were used to align liquidity conditions in the financial system with 
the desired monetary policy stance.  

 

ii. The global economy is estimated to have expanded by 3.3 per cent in 2014, which is 
lower than the initial growth projection, on account of weak growth in Euro zone, 
Japan, China, and Russia; and the sharp drop in oil prices, which continues to be a drag 
on economic activities of the major oil exporting economies. Growth in the Euro zone 
remains fragile with considerable excess capacity and some countries remain 
particularly vulnerable to adverse demand and supply-side shocks. 
 

iii. Global financial markets in January continued to be jittery, driven by uncertainty 
surrounding the future trajectory of oil prices, future growth prospects of the global 
economy, elevated geopolitical tensions and the threat of terrorism, including the 
conflicts in the Middle East, Russia and Ukraine.  

 

iv. Global inflation remains subdued but with diverse trends across the development divide, 
driven largely by low commodity and energy prices, abundant spare capacity, subdued 
demand, and low inflation expectations, particularly amongst the advanced economies 
(AEs).  In emerging market and developing economies (EMDEs) structural problems, 
exchange rate depreciation and in some cases political tensions have triggered increased 
inflation expectations. 

 

v. Real Gross Domestic Product (GDP) in the FY 2014/15 is projected to grow at 5-5.5 per 
cent, which, although slightly below potential, is expected to recover over the short-to-
medium term, mainly supported by public investment on infrastructure, recovery in 
private domestic demand, and continued recovery in agricultural productivity. 
However, substantial risks to growth continue to exist, such as lower than expected 
external demand and, the possibility that investments in the oil sector would be delayed. 
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vi. Private sector credit (PSC) growth has been improving since mid-2013. PSC expanded 
by 5.3 per cent in the quarter to January 2015, particularly on account of foreign 
currency denominated loans, which increased by 8.1 per cent compared to growth in 
Shilling denominated lending of 5.2 per cent. PSC grew by 16.6 per cent in the year to 
January 2015, up from 12.2 per cent and 5.9 per cent in the year to October 2014 and 
the year to January 2014, respectively. Further recovery of PSC growth is expected as 
risk perceptions among lenders fall, private sector activity picks-up, and normal growth 
resumes.  

 

vii. The depreciation pressures that started in July 2014 continued through to January 
2015. The Shilling depreciated by 14.4 per cent to Shs 2,860.7 per USD in the 12 
months to January, and by 9.3 per cent on a trade-weighted basis. The developments in 
the foreign exchange market were largely driven by a large current account (CA) deficit 
coupled with market sentiments relating to government finances, corporate sector 
demand for foreign exchange, global strengthening of the United States Dollar (USD) 
and continued exit of offshore players from the domestic financial market.  

 

viii. The fiscal stance in the first seven months of FY 2014/15 was less expansionary than 
projected. Government expenditure was estimated to be lower than programmed largely 
on account of lower expenditure on Hydro Power Projects (HPPs). Total government 
expenditure and net lending amounted to Shs 8,509.5 billion, which is Shs 1,246.9 
billion, lower than the programmed expenditure for this period. Total Government 
revenue, including grants grew by 17 per cent to Shs 5,976.8 billion, which is higher 
than the budget amount by Shs 5,966.0 billion. As a result the fiscal deficit including 
grants was Shs 2,532.7 billion during the period July 2014-January 2015, and this was 
mainly financed through domestic financing.  

 

ix. The Current Account (CA) improved mainly on account of a lower services balance 
deficit. Exports continue to fall due to weaker than expected global demand and low 
commodity prices while imports have recovered. The overall balance of payments (BoP) 
deficit was USD 304 million during the quarter ended December 2014, with a net 
build-up in reserves assets of USD 305.8 million excluding valuation changes. The stock 
of reserves at the end of December 2014 was estimated at USD 3,218.6 million 
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(including valuation changes), equivalent to 4.2 months of future imports of goods and 
services. 

 

x. Inflation remained subdued and below the BoU’s medium-term target of 5.0 per cent, 
with headline and core inflation averaging 1.9 per cent and 2.4 per cent, respectively in 
the quarter to January 2015, down from 2.8 per cent and 2.7 per cent in the previous 
quarter. Going forward, the depreciation pressures that started in July 2014 are likely to 
translate into higher inflationary pressures on account of increases in domestic prices of 
traded goods. The projected recovery of economic activity in 2015 constitutes an upside 
risk to inflation. However, this is likely to be dampened by lower global oil prices and 
domestic food crop prices during 2015. Taking these developments into account, BoU 
predicts both core and headline inflation to remain subdued during the first half of 
2015, increasing gradually to between 4 and 6 per cent over the next year. 

  

xi. The volatile economic environment and outlook combined with uncertainties from the 
domestic economy have meant that BoU conducts monetary policy cautiously. BoU has 
therefore maintained the CBR at 11 per cent since June 2014. 
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1  Monetary Policy in the Previous Period  
1.1 Monetary Policy Stance 

In the period to February 2015, BoU continued to pursue a cautious monetary policy 
stance aimed at stimulating output without jeopardising the inflation objective. The CBR 
was maintained at 11 per cent; a level at which it has been held since June 2014. The 
band on the CBR was maintained at +/-2 PPs and the margin on the rediscount rate at 3 
PPs on the CBR. Consequently, the rediscount rate and the bank rate were maintained at 
14 per cent and 15 per cent, respectively.   
 

The stance was premised on the projected inflation and output path. Real GDP growth in 
FY 2014/15 was projected to remain robust at  between 5.0 and 5.5 per cent which, 
although slightly below potential, was expected to recover over the short-to-medium 
term, mainly supported by public investment on infrastructure, recovery in private 
domestic consumption and investment demand as well as a rebound in agricultural 
production. Inflation remained subdued with headline and core inflation averaging 1.7 
per cent and 2.6 per cent, respectively in the three months to January 2015. The outlook 
suggests that core inflation would fluctuate around BoU’s medium term target of 5 per 
cent over the next two years. 
 

Nonetheless, there were potential risks of stronger inflationary pressures emanating from 
a mix of factors pertaining to continued exchange rate depreciation, growth acceleration 
and the spill-overs from the volatile international macroeconomic environment which 
could change the inflation trajectory over the short term. However, the domestic and 
external risks to the projected inflation and output path remained broadly balanced. 
Maintaining a cautious monetary policy stance was therefore critical, not only to support 
the continued recovery of the economy but also to insulate the economy from 
uncertainties and risks from the domestic and external economic environment. 
 

1.2 Monetary Policy Implementation 

 BoU continued to use REPOs/reverse REPOs to align liquidity conditions in the domestic 
financial system with the desired monetary policy stance. In the quarter ended January 
2015, the net effect of the Repo instrument was an injection of Shs 793.0 billion.  In 
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January 2015 alone, BoU issued reverse REPOs worth Shs 598 billion to moderate the tight 
liquidity conditions. There were no recapitalisation securities sold in the secondary market 
between December 2014 and January 2015.   
 

2 Money and Financial Markets Developments 
Financial markets are vital for real economic activity. A robust and well developed financial 
market efficiently mobilizes saving and channels them into investment. However, financial 
markets are very susceptible to sudden changes in investor sentiments. In an open economy, any 
sudden changes in investor sentiments regarding 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.  
 

2.1 Global Financial Markets 

Global financial markets in January continued to be jittery, in part driven by uncertainty 
surrounding the future trajectory of oil prices, future growth prospects of the global 
economy, elevated political uncertainty between Greece and the Euro Area, and geo-
political tensions in Ukraine and the Middle East and North Africa region. Investors have 
escalated their search for safe havens, i.e. economies which have stable currencies and 
political systems, in an attempt to limit exposures of investments. The pullback of foreign 
investment from those emerging markets that are perceived to be risky will likely have 
adverse macroeconomic impacts on those economies. 
 

Oil prices remained volatile, hitting a 6-year low in January 2015 at an average of USD 
47.1 per barrel, as Organization of the Petroleum Exporting Countries (OPEC) continued 
to stand firm on its decision not to curtail production. Falling oil prices have negatively 
affected stock markets as energy firms’ share prices tumble.  In the US, Standard and 
Poor’s (S&P) downgraded eight major oil and gas exploration and production companies 
in January and lowered the outlook for an additional 12 months following a review of the 
sector.  Given that the energy sector accounted for approximately one third of the US S&P 
500’s capital expenditure in 2014, low oil prices, and consequently less buoyant energy 
firms, may trigger a real slowdown in United States (US) financial markets. 
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The US financial markets remain buoyant on account of resilient economic activity. 
Consequently, the US dollar strengthened against major international currencies with the 
index appreciating by 14.8 per cent annually. Bond yields also declined with the US 10-
year government bond yields falling to 1.93 per cent at the end of January, compared to 
2.2 per cent in the previous month. In the UK, the pound depreciated in line with the 
global appreciation of the USD. The UK bond yields also declined with the 10-year 
government bond yield falling to 1.51 per cent from 1.59 per cent during the previous 
month.  
  
In the Euro zone, the European Central Bank (ECB) extended its asset purchase 
programme to include sovereign bonds leading to higher share prices rose and lower 
sovereign bond yields. The ECB’s QE program also caused the Euro to slide to an 11-year 
low against the USD, perhaps indicating that markets expect inflation and interest rates to 
remain low for an extended period in the Euro Area.  By the end of January, the Euro had 
depreciated by 17.0 per cent annually. 
 

Greece’s national election outcome threw European financial markets into disarray as the 
anti-austerity party Syriza won, pledging to renegotiate the bailout programme with the 
country's international creditors. Financial markets largely anticipated the victory, yet 
Greek 10-year sovereign bond yields rose from 8.4 per cent to 10.4 per cent in the week 
following the election.  At present, a compromise has not yet been reached and on-going 
differences have found Greece considering growth-related bonds and alternative 
financing, whilst the Euro Area have stopped accepting Greek government bonds as 
collateral. 
 

Japan’s financial markets have become more attractive to investors as low oil prices 
extend the likely period of global expansionary monetary policy. Consequently, the 
Japanese Nikkei 225 has strengthened in the recent period to hit an eight-year high of 
18,005 in early February. On an annual basis, the Yen depreciated by 13.8 per cent in 
January following a recession in the middle of 2014 and the global strengthening of the 
USD.  The Japanese bond yields also fell throughout December and January, with the yield 
on the 10-year Japanese government bond averaging 0.27 per cent in January 2015. 
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China experienced net capital outflows in 2014, which marks a distinct reversal from 
trend.  The outflows were partly market driven and partly a result of the People’s Bank of 
China’s interventions to maintain the exchange rate. By the end of January 2015, the 
Chinese Yuan had depreciated by 0.4 per cent month-on-month against the USD and by 
2.2 per cent annually. The Chinese bond yields were a little changed, with the yield on the 
10-year government bond declining marginally to 3.55 per cent in January 2015.  
 

In addition to money market interventions, the People’s Bank of China also reduced the 
required reserves ratio at the beginning of February in an attempt to support money 
growth as money creation moved from fixed investment stimuli towards more sustainable 
sources such as consumption and services. Developments in monthly average 10-year 
government bond yields in AEs and EMEs are shown in Figure 1. 
 

Figure 1: Yields of 10-Year Government Bond in Developed and Emerging Markets 

 
Source: Bloomberg 
 

2.2 Domestic Financial Markets 

2.2.1 Interbank Money Market 

The volume of interbank money market activity was relatively subdued in the quarter to 
January 2015 relative to the previous quarter. The traded volumes declined by 16.1 per 
cent to Shs 4,106 billion from Shs 4,897 billion in the previous quarter. Trading activity 
continued to be dominated by overnight trades, which accounted for about 80.9 per cent 
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of total trades compared to 75.4 per cent in the quarter to October 2014. The dominance 
of overnight trading since the fourth quarter of 2014 is attributed to structural liquidity 
surplus in the banking system.  
 

In the quarter to January 2015, interbank money market rates remained consistent with 
the monetary policy stance as the weighted average 7-day interbank money market rate 
largely trended within the CBR. The 7-day interbank money market rate, however rose 
above the upper bound of the CBR in mid-January, largely on account of the relatively 
tight liquidity conditions in the domestic money market which were necessary to contain 
the volatility in the foreign exchange market. During January 2015, structural liquidity 
reduced due to increased foreign currency sales by BoU. The weighted average 7-day 
interbank money market rate averaged 11.5 per cent in the quarter ending January 2015, 
which was within the CBR band. The evolution of the 7-day interbank money market rate 
is shown in Figure 2. 
 

Figure 2: Evolution of the interbank money market rates 

 
Source: Bank of Uganda 
 

2.2.2 Treasury Securities Market 
The BoU conducted six Treasury bill (T-Bill) and three Treasury bond (T-Bond) auctions 
during the quarter to January 2015 to meet the domestic financing requirements of 
government.  Treasury bills and bonds worth Shs 980 billion and Shs 540 billion were 
auctioned in the three months to January 2015. The yields rose in part, reflecting higher 
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auction amounts and more recently, high inflation expectations largely driven by 
sustained depreciation pressures in the foreign exchange market.  
 
The average annualized yields for 91-day, 182-day and 364-day T-bills rose to 11.3 per 
cent, 13.6 per cent and 14.0 per cent in the quarter ended January 2015 compared to 
10.9 per cent, 12.3 per cent and 13.0 per cent, respectively in the previous quarter. The 
yields on the two-year, five-year, ten-year and 15-year government bonds also rose to 
15.2 per cent, 14.4 per cent, 15.9 per cent and 15.9 per cent compared to 13.4 per cent, 
13.9 per cent, 13.9 per cent and 14.2 per cent, respectively during the same period of 
time. The trajectory of yields in government securities is shown in Figure 3. 
 

Figure 3: Treasury bill yields  

 

Source: Bank of Uganda 

 
 
The yields in the secondary market also rose in line with developments in the primary 
market. Average annualized rates for securities of less than 91-days, less than 182-days 
and less than 364-days rose to 11.6 per cent, 13.5 per cent, and 13.8 per cent from 10.3 
per cent, 11.7 per cent and 12.4 per cent, respectively in the previous quarter. The overall 
volume of trades amounted to Shs 285.3 billion compared to Shs 165.6 billion recorded in 
the quarter to October 2014. Table 1 presents a summary of secondary market activity for 
T-bills over the quarter ending January 2015. 
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Table 1: Secondary Market Activity for Treasury Bills 
 91-days 182-days 364-days 

 Bid Offer Bid Offer Bid Offer 
Minimum 
Maximum 
Average (simple) 

10.25 
11.65 
11.21 

10.14 
11.54 
11.10 

12.39 12.28 12.98 12.86 
13.69 13.58 14.56 14.44 
13.11 13.00 13.47 13.35 

 Total trading activity 
Outright sales (billion Shs) 11.26 

10.92 
11.63 

139.44 
12.31 
13.51 

134.57 
12.21 
13.79 

Average discount rate 
Average yield-to-maturity 

Source: Bank of Uganda 
 
Secondary market activity remains subdued. Nonetheless, there was an increase in trading 
volumes relative to the quarter ended October 2014. The volume of trades rose to Shs 
364.5 billion over the quarter to January 2015 from Shs 318.2 billion traded during the 
previous quarter. The average yield to maturity also rose in line with yields in the T-bills 
market. Table 2 shows developments in the secondary market for T- bonds.  
 

Table 2: Developments in Secondary Market for Treasury Bonds 
 2-year 5-year 10-year 15-year 

 Bid Offer Bid Offer Bid Offer Bid Offer 
Minimum 
Maximum 
Average (simple) 

13.7 
16.1 
14.7 

13.6 
16.0 
14.6 

13.8 
16.5 
14.9 

13.7 
16.4 
14.8 

14.0 
16.9 
15.1 

13.9 
16.8 
15.0 

14.3       
14.2   
17.0               

15.4 
15.3 
16.9 

 Total trading activity 
Outright sales (billion Shs) 
Average yield-to-maturity 

111.0 
14.6 

150.5 
15.2 

46.7 
15.3 

56.3 
15.5 

Source: Bank of Uganda  

 

2.2.3 Private Sector Credit 
The recovery in the growth in private sector credit continued in December 2014. On an 
annual basis, PSC grew by 13.9 per cent in December 2014 which is close to the PSI 
trajectory for FY 2014/15 of 15.6 per cent. This was an increase from 12.2 per cent and 
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6.4 per cent recorded in November 2014 and December 2013, respectively.  Growth in 
credit over the quarter was mainly driven by increases in lending to electricity & water, 
trade, agriculture, mining & quarrying, and community & social services sectors. Credit to 
business services also picked-up in the quarter to December 2014. Building, construction 
& real estate; trade; personal & household loans; and manufacturing continue to constitute 
the largest share of credit. Together, these sectors accounted for 73 per cent of total 
private sector credit. 
 

Growth in PSC was also in part driven by foreign currency denominated loans, which 
increased by 7.3 per cent in the three months to December compared to the increase in 
shilling lending of 3.5 per cent over the same period. The stock of foreign currency 
lending has grown at a faster rate than shilling lending over the course of 2014, 
averaging 16.7 per cent on an annual basis compared to 8.6 per cent for the latter. The 
respective contributions to growth in PSC are shown in Figure 4.   
 
 

Figure 4: Contributions to Annual growth in Private Sector Credit 

 
Source: Bank of Uganda 
 
 
The supply of credit as proxied by the value of total loan approvals rose from Shs. 1,477 
billion in the quarter to September 2014 to Shs. 1,801 billion in the three months to 
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December 2014. The demand for credit as proxied by the number and value of loan 
applications also rose significantly. The number of loan applications rose to 143,933 
applications from 131,045 in the quarter to September 2014. The value of loan 
applications however rose only marginally to Shs. 3,084 billion from Shs.3,042 billion 
during the same period of time.  
 

The non-Performing Assets (NPAs) to total assets, a measure of asset quality, declined from 
6.2 per cent in March 2014 to 4.1 per cent in December 2014. Further recovery of PSC 
growth is expected as risk perceptions among lenders fall, private sector activity picks-up, 
and growth improves. Developments in PSC are summarised in Table 3. 

 
Table 3: Growth rates, Share of total credit and Non-performing Loans by sector  
  Annual Growth Rate 

(quarterly averages) 
Share in 

Total Credit 
NPLs 

Sectors Jul-Sep 
2014 

Oct-Dec 
2014 

Dec 2014 Dec’2014 

Agriculture 39.0  32.8  9.9 5.6 
Mining and Quarrying -5.9  20.7  0.4 5.0 
Manufacturing -1.6  -0.2  13.7 3.2 
Trade 12.3  32.0  20.7 4.2 
Transport and Communication  -2.7  5.4  5.3 6.9 
Electricity and Water  41.2  74.9  1.9 3.3 
Building, Mortgage, Construction and Real 
Estate  

12.0  29.5  22.5 2.3 
Business Services  -8.7  6.7  4.6 3.3 
Community, Social & Other Services 23.0  25.6  3.5 3.3 
Personal Loans and Household Loans 36.1  10.7  16.2 3.0 
Other Services  -18.8  -72.5  1.4 26.6 
Total 12.7  13.4  100.0 4.1 

Source: Bank of Uganda 

 

2.2.4 Lending and Deposit Interest Rates 
The lending rates continued to decline in line with the relatively eased liquidity conditions. 
In December, the average lending rate on shilling loans declined to 19.9 per cent, 
compared to 22.4 per cent in September 2014.  Lending rates for the building, 
construction & real estate, trade, agriculture and electricity and water sectors declined to 
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respective rates of 20.0 per cent, 19.3 per cent, 22.5 per cent and 19.5 per cent from 25.3 
per cent, 20.3 per cent, 23.3 per cent and 25.2 per cent in September 2014. Lending rates 
for personal & household and business services loans however rose marginally to 23.3 per 
cent and 22.1 per cent in December from 21.8 per cent and 20.6 per cent in September 
2014. The evolution of interest rates is shown in Figure 5.  
 
 
 

Figure 5: Developments in interest rates  

 
Source: Bank of Uganda 
 
 

Notwithstanding this general decline, lending rates remain elevated and have declined 
only marginally when compared to the reduction of BoU’s benchmark rate, the CBR. This 
stickiness could in part be a reflection of the structural constraints in the financial system, 
high overhead costs and the provisioning for the previously high levels of NPAs. The 
average interest rate on shilling time deposits also declined only marginally to 9.6 per cent 
from 10.0 per cent in September 2014. Consequently, the spread on shilling lending 
widened to 10.8 percentage points in December 2014 from 9.7 percentage points in 
September 2014. The weighted average rate on foreign currency denominated loans 
however increased to 10.8 per cent from 9.7 per cent in September 2014. 

 

2.2.5 Other Monetary Aggregates 

Growth in money aggregates remains robust, with annual growth in M3, which comprises 
commercial banks’ deposits at the central bank plus currency in circulation, averaging 
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16.6 per cent in H1-2014/15, which is just below the PSI trajectory of 17.5 per cent in FY 
2014/15. The annual growth in M3 however declined to 15.2 per cent in December 2014 
from 17.3 per cent in October 2014. Growth in M3 in the quarter to December was 
mainly driven by growth in local and foreign currency deposits, as well as strong growth 
in base money on account of strong growth in currency in circulation as shown in Figure 
6. Net Foreign Assets (NFA) of the depository corporations sector expanded by 8.5 per cent 
over the same period, compared to a 3.6 per cent growth in Net Domestic Assets (NDA). 

 
Figure 6: Contributions to Annual Growth in Broad Money  
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Source: Bank of Uganda 

 

3 Economic Activity 
Monetary policy has lived under many guises. But generally boils down to adjusting the supply 
of money in the economy to achieve some combination of inflation and output stabilization. It is 
generally agreed that in the long run, output—usually measured by gross domestic product—is 
fixed, so any changes in money supply only cause prices increases. Nonetheless, in the short run, 
because prices and wages are sticky, changes in money supply affect the actual production of 
goods and services and aggregate demand in the economy. 
 

3.1 Global Economic Activity 
The global economy is estimated to have expanded by 3.3 percent in 2014, which is lower 
than the initial growth projection, continuing a trend of lower than projected outturns 
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over the past several years. The slow growth was largely driven by the weak growth in 
Euro zone, Japan, and some EMEs such as China and Russia; and the sharp drop in oil 
prices, which constrained economic activities in major oil exporting economies. Growth in 
the Euro zone remains fragile, with considerable excess capacity and some countries 
remaining particularly vulnerable to adverse demand and supply-side shocks. 
Notwithstanding the monetary stimulus, the Euro zone grew by only 0.8 per cent in 2014.  
 

The global growth projection for 2015 has been revised downwards to 3.5 per cent from 
3.8 per cent on account of poor growth prospects in China, Russia, the Euro Area and 
Japan. AEs are projected to expand by 2.4 per cent in 2015, an upwards revision of 0.1 PP 
from the October 2014 forecasts, while Emerging Markets and Developing Economies 
(EMDEs) are forecast to grow by 4.3 per cent,  a downwards revision of 0.6 PP from the 
October 2014 projections. The subdued growth in the Euro Area and Japan accounted for 
more than half of the downward revision to growth in 2014, and for over a third of the 
downward revision in 2015. 
 

Economic activity in the US and the UK continued to be relatively robust, growing by 2.4 
per cent and 2.6 per cent in 2014, up from 2.2 per cent and 1.7 percent, respectively in 
2013.  The growth momentum in the US was supported by increased personal & 
government consumption, investment and exports; amidst the fading impact of temporary 
factors that adversely affected the economy at the beginning of 2014. Real economic 
activity in the UK, on the other hand was supported by rising household confidence and 
the vibrant housing market, and was expected to continue to be supported by lower oil 
prices, increasing consumer’s disposable incomes, conducive financial market conditions 
and the Euro Area’s expansionary monetary policy.  
 

Growth in the Euro Area and Japan continued to be fragile although positive 
developments were recorded. The Euro Area grew by 0.8 per cent in 2014, largely on 
account of the expansionary monetary policy stance and reduced fiscal consolidation, 
which more than offset the impact of low economic confidence. Nonetheless, considerable 
excess capacity continues to persist and some countries remain particularly vulnerable to 
adverse supply and demand-side shocks. The threat of a Greek exit also continues to 
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threaten financial stability not just in the Euro Area, but in the entire global financial 
system. Although Japan recovered from recession in the final quarter of 2014, growth in 
2014 is projected at a mere 0.1 per cent. Nonetheless, the monetary policy stimulus is 
expected to boost growth in 2015, particularly as the effect of the 2014 tax hike wanes. 
 

Growth in EMDEs also remains fragile and divergent in part because of low commodity 
prices and dampening confidence associated with the increasing number of geopolitical 
hotspots around the world. The projected growth for 2014 was revised downwards to 4.6 
per cent from an earlier projection of 4.8 per cent. Growth in China also slowed down to 
7.4 per cent in 2014 on account of the cooling property prices and sizeable business and 
local government debt burdens.  Growth is projected to remain restrained in 2015, though 
some analysts predict that the slowdown may provoke fiscal and monetary policy 
intervention. The Russian economy also slowed down, growing by 0.6 per cent in 2014, in 
part due to low oil prices and economic sanctions following its military incursion into 
Ukraine.  
 

Growth in SSA remains moderate despite low export demand and declining commodity 
prices. SSA is projected to grow by 4.8 per cent in 2014, supported by large public 
infrastructure investment which is expected to provide a higher multiplier effect to 
growth in the long-run. Growth is also projected to remain robust in 2015. Nonetheless, 
there are downside risks to growth emanating from a mix of factors pertaining to US 
monetary policy normalization, which may trigger capital outflows from EMDEs and 
declining commodity prices. Global growth projections are shown in Table 4.  
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Table 4: Global Growth Projections 

Estimates

2013 2014 2015 2016 2015 2016 2014 2015 2016

World Output 3.3 3.3 3.5 3.7 -0.3 -0.3 3.1 3.4 3.9

Advanced 

economies
1.3 1.8 2.4 2.4 0.1 0 1.7 2.7 2.3

United States 2.2 2.4 3.6 3.3 0.5 0.3 2.6 3.4 3.2

Euro Area -0.5 0.8 1.2 1.4 -0.2 -0.3 0.7 1.4 1.4

Germany 0.2 1.5 1.3 1.5 -0.2 -0.3 1 1.7 1.3

France 0.3 0.4 0.9 1.3 -0.1 -0.2 0.3 1.2 1.3

Italy -1.9 -0.4 0.4 0.8 -0.5 -0.5 -0.5 0.9 0.8

Spain -1.2 1.4 2 1.8 0.3 0 1.9 1.8 1.7

Japan 1.6 0.1 0.6 0.8 -0.2 -0.1 -0.3 1.6 0.2

United Kingdom 1.7 2.6 2.7 2.4 0 -0.1 2.7 2.7 2.2

Canada 2 2.4 2.3 2.1 -0.1 -0.3 2.4 2.1 2.1

Other advanced 

economies
2.2 2.8 3 3.2 -0.2 -0.1 2.3 - -

Emerging market 

and developing 

economies

4.7 4.4 4.3 4.7 -0.6 -0.5 4.5 4.1 5.4

Commonwealth of 

Independent States
2.2 0.9 -1.4 0.8 -2.9 -1.7 -1.5 -3.5 1.8

Russia 1.3 0.6 -3 -1 -3.5 -2.5 0 -5.4 1.9

Excluding Russia 4.3 1.5 2.4 4.4 -1.6 -0.2 - - -

Emerging and 

Developing Asia
6.6 6.5 6.4 6.2 -0.2 -0.3 6.4 6.3 6.2

China 7.8 7.4 6.8 6.3 -0.3 -0.5 7.4 6.7 6.3

India 5 5.8 6.3 6.5 -0.1 0 5.6 6.5 6.6

ASEAN-5 5.2 4.5 5.2 5.3 -0.2 -0.1 4.6 5.1 5.5

Emerging and 

developing Europe
2.8 2.7 2.9 3.1 0.1 -0.2 2.9 - -

Latin America and 

the Caribbean
2.8 1.2 1.3 2.3 -0.9 -0.5 1.1 - -

Brazil 2.5 0.1 0.3 1.5 -1.1 -0.7 -0.3 0.1 2.2

Mexico 1.4 2.1 3.2 3.5 -0.3 -0.3 2.6 3.4 3.5

Middle East, North 

Africa, Pakistan and 

Afghanistan

2.2 2.8 3.3 3.9 -0.6 -0.5 - - -

Saudi Arabia 2.7 3.6 2.8 2.7 -1.6 -1.7 - - -

Sub-Saharan Africa 5.2 4.8 4.9 5.2 -0.9 -0.8 - - -

Nigeria 5.4 6.1 4.8 5.2 -2.5 -2 - - -

South Africa 2.2 1.4 2.1 2.5 -0.2 -0.3 1 1.9 2.8

Annual growth

Difference from 

October 2014 WEO 

Projections

Quarterly growth

(percentage change) (percentage change)

Projections Projections

 

Source: IMF World Economic Outlook, July 2014.  
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3.2 Domestic Economic Activity 
Real economic activity is projected to have picked-up in the last three quarters of 2014. 
The Composite Index of Economic Activity (CIEA), a proxy for real economic activity, 
rose by about 1.9 per cent quarter-on-quarter, driven by a pick-up in economic activity 
in all major sectors of the economy as shown in Figure 7.   
 
Figure 7:  Quarterly changes in the Composite Index of Economic Activity 
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Source: Bank of Uganda 
 

The outlook for FY 2014/15 is for a zero output gap, with GDP growth accelerating to 
about 5.5 per cent, which is well within the potential GDP growth estimated in the range 
of 5-6 per cent. This growth will be supported by public investment in infrastructure, 
private domestic consumption, investment demand and rebound in agricultural 
production.  
 

There are, however, downside risks to the projected output path as increased investment 
in infrastructure may require substantial domestic financing, which may constrain 
private sector credit. The declining global commodity prices will translate into lower 
export earnings for commodity exporting countries, including Uganda, which may 
constrain growth.  
 

The realization of a downside risk to exports could have negative implications for 
investment. This, combined with the projected decline in Foreign Direct Investment (FDI) 
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to the oil and gas sector could depress investment activity, at least in the near to short-
term. The decline in FDI, together with lower export revenues, would cause the Ugandan 
shilling to weaken further. Although the depreciated exchange rate may help restore 
competitiveness, which had been lost due to appreciation in second half of FY 2013/14, 
it has nonetheless created financial market volatility which has increased uncertainty 
and inflation expectations. The depreciated exchange rate may further aggravate the 
adverse impact on investment by making imported goods and inputs more expensive 
deterring growth.  

 
4 Fiscal Policy and Developments 
4.1 Government Expenditure and Revenue 

The fiscal stance for FY 2014/15 focussed on supporting economic activity by addressing 
the infrastructural constraints in the economy. However, the stance in the first seven 
months of FY 2014/15 was less expansionary than projected, largely on account of lower 
than programmed expenditure on the Karuma and Isimba HPPs. Total government 
expenditure and net lending in the first seven months of FY 2014/15 amounted to Shs 
8,509.5 billion, which is Shs 1,246.9 billion lower than the programmed expenditure for 
this period.  
 

Total Government revenue, including grants amounted to Shs 5,976.8 billion, which was 
slightly higher than the budget amount of Shs 5,966.0 billion. As shown in Table 5, this 
outturn represents a growth of 17 per cent of the revenue collections over the 
corresponding period of FY 2013/14. Grants, however, registered a shortfall of Shs 138.9 
billion relative to the budget projection. Total domestic revenue was higher than target by 
Shs 19.1 billion with tax and non-tax revenues registering respective surplus of Shs 8.2 
billion and Shs 10.9 billion.  
 

The fiscal deficit including grants was Shs 2,532.7 billion, which was higher than the 
deficit of Shs 1,835.9 billion recorded in the same period of FY 2013/14. The deficit was 
mainly financed through domestic financing (bank and non-bank financing), which 
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amounted to 72.5 per cent of the total financing.  A summary of fiscal developments is 
shown in Table 5. 
 

Table 5: Fiscal Developments 

 Actual: 
Jul’ 13 – Jan’14 

(Shs billions) 

Preliminary: 
Jul’14 – Jan’15 
(Shs billions) 

Budget:  
Jul’14 – Jan’15 
(Shs billions) 

Revenue and  Grants  5,109.6 5,976.8 5,966.0 
    Revenue 4,612.0 5,492.0 5,342.3 
    Grants 497.6 484.8 623.7 
Expenditure andLending 6,945.0 8,509.5 9,756.4 
    Current Expenditure 3,824.8 4,518.7 4,363.0 
    Development Expenditure1 3,105.0 3,644.3 5,063.4 
Net lending/repayments2 3.8 250.0 250.0 
Domestic arrears repayment 11.4 96.5 80.0 
Deficit (including grants) -1,835.4 -2,532.7 -3,790.4 
Financing (net) 1,835.4 2,532.7 3,790.4 
    External Financing (net) 536.1 395.9 1,183.0 
    Domestic Financing (net) 944.6 1,836.3 2,607.0 
Errors and Omissions 354.7 300.5 0.4 
Notes:    1 Includes Government  net lending for the Karuma and Isimba HPPs 

                        2 Net lending constitutes recapitalization of the BoU. 
 

 

 

Net lending constitutes recapitalization of the Bank of Uganda 

Source: Ministry of Finance, Planning and Economic Development and Bank of Uganda 

 

4.2 Public Debt Stock 

Total public debt, in nominal value terms, increased by 9.9 per cent relative to June 2014, 
to Shs 21,243.6 billion, as at end January 2015, which is equivalent to 30 per cent of GDP. 
The increase in public debt was mainly driven by the domestic debt (government 
securities), which increased by 14.6 per cent during the same period. Public external debt 
also increased by 6.4 per cent in Shilling terms, but declined by 3.5 per cent in USD terms. 
External debt continues to make up the bulk of public debt, standing at about 56.0 per 
cent, as at January 2015. The stock of domestic public debt remains concentrated in T-
bonds, in line with government’s refinancing risk-mitigating strategy. The ratio of T-
bonds to T-bills (at face value) remained stable at 66:34. Developments in public debt are 
shown in Table 6. 
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Table 6: Total Public Debt Stock and Indicators 
 June14 

(Shs billion) 
December 14 
(Shs billion) 

January 15 
(Shs billion) 

Total Gross Public Debt (at Face Value, 
FV) 

19,518.2 20,859.6 21,396.0 
Total Gross Public Debt (at Nominal 
Value, NV) 

19,333.0 20,729.9 21,243.6 
Total Gross Public Debt (at Cost Value, 
CV) 

18,871.4 20,233.3 20,781.0 
 External Debt  (USD million) 4,300.7 4,142.2 4,149.9 
 External Debt (Shs billion) 11,180.6 11,486.7 11,896.9 
 Domestic Debt  (FV) 8,337.6 9,372.9 9,499.1 
 Domestic Debt (NV) 

 

Nominal) 

8,152.4 9,243.2 9,346.7 
 Domestic Debt (CV) 7,690.8 8,746.6 8,884.1 
Shs/USD end of period exchange rate 2,599.7 2,773.1 2,866.8 

Source: Bank of Uganda 

 

5 Balance of Payments and Exchange rate Developments 
A large current account deficit usually implies an external imbalance in the economy, which in a 
flexible exchange rate regime is corrected by depreciation of the exchange rate. Persistent current 
account deficits may however signal structural constraints in the economy, in which case 
adjustment in the imbalance may not be entirely achieved through the manipulation of monetary 
variables.  In such cases, structural changes in the economy are necessary in enhancing 
productivity and growth and consequently the current account adjustment.  
 
5.1 Balance of Payments 
5.1.1 Current Account Developments 
The current account deficit (CAD) is estimated to have improved by USD 498.2 million 
during the quarter ended December 2014 to USD 303.5 million from a deficit of USD 
801.6 million in the preceding quarter.  The improvement in the CAD was largely 
driven by the improvement of the deficit on the services account, which declined from 
USD 408.3 million in the quarter to September 2014 to USD 30.9 million. The 
improvement in the services balance was largely a result of a return to near normalcy in 
government payments for foreign services, which had increased dramatically during the 
previous quarter on account of Government payments for the procurement of services 
related to the new hydro power projects (HPPs). When compared to the corresponding 
period of 2013, the CAD deteriorated by USD 56.7 million.  
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The goods account deficit improved only marginally to USD 598 million, as the import 
bill of USD 1,260.9 million continued to supersede export revenues projected at USD 
663 million. Inflows on account of personal transfers however increased from USD 
243.7 million during the quarter ended September 2014 to USD 360.7 million. Official 
transfers also increased from the USD 54.0 million to USD 78.6 million during the same 
period of time. Transfers to non-government organisations (NGOs) however declined to 
USD 93.1 million from USD 115.3 million during the preceding quarter. Trends in the 
current account balance and its components are shown in Figure 8. 
 
Figure 8: Current account balance and its components 
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Source: Bank of Uganda 

 
The outlook is for a further weakening of the current account, at least in the short-term, 
on account of subdued exports and the increasing import bill driven by private sector and 
public infrastructure projects. 

5.1.2 Capital and Financial Account Developments 

The capital account balance increased to a surplus of USD 41.3 million during the quarter 
ended December 2014 from USD 25.9 million during the previous quarter due to higher 
inflows of capital transfers. The surplus on the financial account also increased to USD 
532.5 million from USD 210.0 million during the quarter ended September 2014. Net FDI 
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inflows rose to USD 376.4 million, an increase of USD 181.5 million compared to the 
previous quarter. Net inflows from portfolio investments also increased as transactions in 
the equity and debt securities markets resulted in an overall net acquisition of assets worth 
USD 25.1 million compared to a net incurrence of liabilities of USD 22.4 million in the 
three months ended September 2014. 
 

The overall balance during the quarter to December 2014 was a surplus of USD 304.3 
million, resulting in a net build-up in reserves of USD 305.8 million. The stock of reserves 
at the end of December 2014 stood at USD 3,218.6 million, which is equivalent to 4.2 
months of future imports of goods and services.  
 

5.2 Exchange Rate Developments  

The depreciation pressures which started in July 2014 continued through to January 
2015, with the Shilling depreciating by 14.4 per cent, year-on-year, against the USD to 
a monthly average exchange rate of Shs 2,860.7 per USD. On a trade-weighted basis, 
the shilling depreciated by 9.2 per cent, year-on-year, since the currencies of Uganda’s 
trading partners had also depreciated against the USD. Indeed, the USD has strengthened 
against most currencies in part driven by strong performance of the US economy and 
expectations of an eminent interest rate hike, which has seen capital flow back to the 
United States. 
 
The Euro, for example, depreciated by 17 per cent from an average of 0.73 Euro/USD in 
January 2014 to 0.86 Euro/USD in January 2015. Most of the regional currencies have 
also depreciated in line with the global strengthening of the USD. The Kenya (KES) and 
Tanzania (TZS) Shillings, for example, depreciated by 6 per cent and 8.3 per cent, 
respectively against the USD during the same period of time. The Rwandese Franc (RWF) 
and Burundian Franc (BIF) also depreciated by 3.5 per cent and 0.2 per cent, respectively. 
The performance, annual depreciation (+)/appreciation (-), of the currencies of the East 
African Community (EAC) countries against the USD is shown in Figure 9. 
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Figure 9: Performance of the EAC Currencies against the United States Dollar 

 
Source: Bank of Uganda 
 
Aside from the global strengthening of the USD, depreciation pressures were also, in part, 
driven by domestic economic fundamentals. The CAD has continued to widen, largely 
fuelled by subdued export earnings in the face of a rising import bill. In order to dampen 
exchange rate volatility, BoU stayed purchases for reserve build-up on days of excessive 
volatility, and also intervened in the interbank foreign exchange market on the sale side, 
selling USD 167.3 million in January 2015.  
 

The Real Effective Exchange Rate (REER) also depreciated in line with developments in the 
nominal exchange rate. Indeed, as shown in Figure 10, about 80 per cent of the real 
depreciation in the quarter to December 2014 was accounted for by the nominal 
depreciation of the shilling, with changes in the price differential accounting for only 20 
per cent of the overall real depreciation during this period. 
 

Figure 10:  Drivers of REER movement  

 
Source: Bank of Uganda 
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Although exchange rate depreciation is expected to restore competitiveness, which had 
been lost due to appreciation in second half of FY 2013/14, it has nonetheless created 
financial market volatility, which has increased uncertainty and inflation expectations. 
This may in turn undermine the profitability of the tradable goods sector, thus worsening 
the current account imbalance, which may in turn impede growth. 

 

6 Inflation 
Domestic inflation is contingent on both domestic and external economic factors. The importance 
of the external economic environment in determining domestic inflation dynamics depends on the 
economic linkages between the domestic and global economy. A careful assessment of the 
evolution and outlook of both domestic and external factors is therefore critical in the design of an 
effective monetary. In Uganda, monetary policy is designed to deliver a medium term core 
inflation target 5 per cent and to ensure that output is as close to potential as possible and is 
consistent with the inflation objective. 
 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

Global inflation remains subdued, but with diverse trends across the development divide. 
In the AEs, inflation remains muted, in part driven by the low commodity and energy 
prices, abundant spare capacity, low aggregate demand, and well-anchored inflation 
expectations. Indeed, inflation remains below the respective central banks’ medium-term 
targets in most of the AEs. Although desirable in anchoring medium-term inflation 
expectations, it nonetheless poses serious downside risks to growth in the event of a 
serious adverse shock to economic activity, especially if long-term inflation expectations 
drift downwards.  
 

In the Euro Area, annual headline inflation fell to minus 0.2 per cent in December 2014, 
largely driven by low oil prices. Annual core inflation also declined to 0.6 per cent from 
1.1 per cent in November 2014. In the UK, inflation declined to 0.5 per cent in December, 
largely on account of low energy and food prices. In the US, notwithstanding the 
convalescing economic activity and domestic demand conditions, annual headline 
inflation declined to 0.8 per cent from 1.3 per cent in November 2014, largely due to the 
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appreciation of the USD and low oil prices. However, the appreciation of the USD may 
suppress demand for US exports and consequently exacerbate the US trade deficit. In 
Japan, headline inflation stood at 2.5 per cent, in part driven by the base effects from the 
consumption tax increase.  
 

Inflation in EMEs remains varied, with structural problems, exchange rate depreciation 
and in some cases political tensions driving inflationary pressures in some key EMEs such 
as Russia, where annual inflation rose to 11.4 per cent in December from 9.1 per cent in 
November 2014. In Brazil, a combined effect of the tight monetary policy stance, tight 
labor market conditions and slowing food and transport prices counterbalanced the effect 
of the currency depreciation, keeping domestic inflation subdued at 6.4 per cent in 
December 2014, which is within the central Bank’s medium-term target.  
 

South Africa’s inflation also stabilized at about 5.3 percent in the last three months, largely 
on account of low oil prices and subdued economic activity. In China, inflation also 
remained subdued at about 1.5 per cent in December 2014, which was below the 
government’s target of 3.5 percent.  The low inflation in China may in part be indicative 
of the economic and structural weaknesses in the economy. Inflation trends in selected AEs 
and EMEs are shown in Table 7. 
 
Table 7: Global Consumer Price Inflation Developments in Selected Economies 

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

Japan 0.9 1.4 1.5 3.6 3.3 2.5 
United Kingdom 2.7 2.1 1.7 1.7 1.5 0.9 
United States 1.6 1.2 1.4 2.1 1.8 1.2 
Euro area 2.0 1.5 1.4 1.4 1.2 1.0 
Brazil 6.1 5.8 5.8 6.4 6.6 6.5 
China  2.8 2.9 2.3 2.2 2 1.5 
India 10.8 10.6 6.9 6.9 6.8 5.0 
South Africa 6.3 5.4 5.9 6.6 6.3 5.7 
Source:  Organization for Economic Co-operation and Development 
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6.1.2 International Commodity Prices 
International commodity prices remain subdued, in part driven by relatively abundant 

supply capacities coupled with moderate demand as the global economic performance 

remained murky. Monthly average Brent crude oil prices continued to fall in December 
through January 2015, falling to a 5-year low of USD 48 per barrel in January 2015, as the 
US continued to expand its shale oil production and the Organization of Petroleum 
Exporting Countries (OPEC) stood firm on its decision not to curtail production. The copious 
oil production amidst subdued demand has led to a sharp rise in oil inventories. US oil 
reserves exceeded 36 billion barrels in January 2015, their highest level since 1975, and 
are expected to expand further through 2015.  
 

The continued growth in inventories is likely to keep global oil prices dampened, at least 
over the near- to-short-term. Global food prices have also remained relatively soft, with the 
Food and Agriculture Organization (FAO) food price index declining on an annual basis by 
2.6 per cent and 1.9 per cent in December 2014 and in January 2015, respectively. The 
developments in annual commodity prices are shown in Figure 11. 
 
Figure 11: Annual commodity price changes 

 
Source: World Bank and the Food and Agriculture Organization of the United Nations  

6.2 Domestic Inflation 

Inflation remains subdued and below BoU’s medium-term target of 5.0 per cent. Annual 
headline and core inflation averaged 1.7 per cent and 2.6 per cent, respectively in the 
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quarter to January 2015, down from 2 per cent and 2.5 per cent in the quarter to October 
2014. On a monthly basis, annual headline inflation declined to 1.3 per cent in January 
2015 from 2.1 per cent in November 2014, while core inflation edged-up slightly to 2.7 
per cent in December 2014 and January 2015 from 2.3 per cent in November 2014.   
 
The declining trajectory in domestic inflation reflects the continued moderation in food 
crop prices due to a good domestic harvest, lower global inflation, and the decline in crude 
oil prices. Annual food crops price inflation declined further to minus 6.5 per cent in 
January 2015 from minus 2.7 per cent in December 2014. Non-food inflation has, 
however, remained relatively stable, averaging 3.7 per cent in the three months to January 
2015 compared to 4.0 per cent in the three months to October 2014. With a good crop 
harvest expected in the first half of 2015, headline inflation could remain below 5 per cent 
for most of 2015.  
 
Core inflation edged up on account of the pass through of exchange rate depreciation to 
domestic inflation, which provided an offset to disinflationary pressures from lower 
imported goods prices. Developments in inflation are depicted in Table 8.  
 
Table 8: Domestic Inflation developments                           
  Annual percentage changes Average Inflation: Quarter ending 

  Nov-14 Dec-14 Jan-15 Apr-14 Jul-14 Oct-14 Jan-15 
Headline inflation 2.1 1.8 1.3 6.9 4.9 2.0 1.7 
Core inflation 2.3 2.7 2.7 3.7 3.1 2.5 2.6 
EFU inflation 2.2 2.0 29 4.4 2.7 2.5 2.4 
Food inflation -1.6 -1.9 -3.3 12.0 6.8 -1.9 -2.3 
Food crops inflation 0.8 -2.7 -6.5 26.3 15.9 -0.4 -2.8 
Non-food inflation 3.9 3.6 3.5 4.6 3.9 3.9 3.7 

Source: Uganda Bureau of Statistics  
 
 
The “Other Goods” inflation, which is affected by exchange rate changes rose to 1.4 per cent 
in January 2015 from an average of 0.9 per cent in 2014.  In terms of contribution, its 
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contribution rose to 0.5 percentage points (PPs) from 0 PPs in September 20114, as shown 
in Figure 12.  
 
Figure 12: Contributions to Domestic Inflation 

 
Source: Bank of Uganda  
 
This is an indication that effects of exchange rate depreciation may be beginning to take 
hold. Services inflation, a proxy for non-traded goods inflation, which is indicative of 
domestic demand condition in the economy, remained at 4.4 per cent in January 2015, and 
has averaged 5.4 per cent since January 2014, an indication that domestic demand 
conditions may still be robust. In January 2015, services inflation contributed 1.9 PPs to 
overall inflation and its contribution has averaged 1.8 PPs during the last five months. 
 

7 Economic Outlook and Risks 
Monetary policy impacts on inflation and real economic activity with a lag. A critical assessment of 
the future trajectory of inflation is therefore crucial in the design of a forward-looking monetary 
policy framework. This requires a thorough understanding of the outlook and risks to the external 
and domestic economic environment. 
  

7.1 External Economic Environment 

The current external economic environment of sluggish growth, declining commodity 
prices, jittery financial markets and low inflation presents both opportunities and 
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challenges for the Ugandan economy. Crude oil prices have fallen sharply since mid-2014, 
in part reflecting important supply-side developments and lower growth in global demand 
and there is a risk that oil prices could fall further, especially if major oil producers 
continue to expand supply in a context of moderate global economic growth. While low 
global inflation and declining commodity prices will keep domestic inflation in check, at 
least in the short-term, low commodity prices may worsen the trade deficit by keeping 
export revenues at bay, which may more than offset its impact on the oil import bill.  
 

Persistently lower-than-assumed oil prices could also have a material impact on investment 
and economic activity, as it could deter foreign direct investment inflows to the oil sector. 
There are already indications that FDI inflows to the oil sector have dwindled, and given 
Uganda’s weak CA position, which has largely been funded by surpluses in the capital and 
financial account of the BoP, a decline in FDI inflows will aggravate depreciation pressures 
in the foreign exchange market. This may further be exacerbated by the likely 
normalization of monetary policy in AEs, especially the US, which may trigger capital 
outflows from EMDEs including Uganda. This will not only invigorate inflation, but will 
also dent the growth prospects of the economy. 
 

There is also a risk that growth in EMEs could be much slower than expected. A slowdown 
in EMEs would weigh on Uganda’s economic growth through trade, financial and 
confidence channels, including a further downward pressure on commodity prices. 
Furthermore, the continued slow growth in the Euro Zone while a downside risk to 
domestic inflation may have detrimental implications for Uganda’s export earnings, 
remittances and FDI, which is a downside risk to growth.   
 

The geopolitical tensions and the threat of terrorism remain elevated, including the conflicts 
in the Middle East, Russia and Ukraine. This could have significant impact on consumer and 
business confidence, such that investors and consumers hold back on spending, which 
could reduce aggregate demand thereby constraining global growth with adverse 
implications for exports. Secondly, a physical disruption of energy supply on account of the 
raging conflicts may push-up international oil prices, posing a risk to global and domestic 
inflation and growth prospects. 
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7.2 Domestic Inflation Outlook 
The inflation landscape has changed significantly in recent months, but the outlook for 
commodity prices and the exchange rate remains highly uncertain. Unless a persistent food 
crop and oil prices decline is assumed, the impact on the inflation trajectory will dissipate 
over time. Therefore, the disinflation pressures observed since the beginning of the financial 
year are expected to be temporary. Even a moderate increase in both food crop and oil 
prices going forward will reverse the favourable inflation trajectory. The shilling has also 
depreciated substantially, in part reflecting weak exports due to adverse external economic 
conditions, correction of appreciation in FY2013/14 and speculative behaviour. Given the 
faltering exports and strong demand for imports, the shilling could depreciate further and 
this will push up the domestic prices of tradable goods but the effect could be felt starting in 
H2-2015.  
 
In February and March 2015, headline and core inflation are projected to be in the range of 

13 and 23 PPs, respectively. Overall, assuming a modest fiscal policy expansion, with a 
fiscal deficit of about 5.6 per cent, headline inflation having averaged 6.7 per cent in FY 
2013/14 is now expected to average 2.3 per cent in FY2014/15, while core inflation is 
expected to average 3.4 per cent in FY2014/15 compared with an average of 5.2 per cent in 
FY 2013/14.  
 

8 Conclusion  
Uganda’s economic prospects are promising, with growth projected to be within the steady-
state level in FY 2014/15 and annual CPI inflation expected to be below BoU’s target band 
for a period during 2015 in part due to the decline in food prices and as the direct and 
indirect effects of falling oil prices feed through the economy. Core annual inflation is 
expected to remain subdued in H2-2014/15, but move back towards the 5 per cent target, 
albeit more gradually than previously anticipated, assuming the exchange rate and the 
fiscal deficit remain in the range of Shs 2800-3000/ USD and  5.5 -5.7 per cent, 
respectively. Nonetheless, there are risks emanating from both the domestic and external 
economic environment.  
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A combined effect of domestic factors, and risks and uncertainties around the global 
economy, including the weakening exchange rate, are threatening a buildup of inflationary 
pressures. The complex global economy combined with uncertainties from the domestic 
economy has propelled BoU to conduct monetary policy cautiously. Therefore, following an 
assessment of both domestic and external developments, BoU decided to keep the CBR on 
hold at 11 per cent. Going forward, the monetary policy stance will continue to be guided 
by an assessment of risks to the global and domestic economy, and their implications for the 
overall outlook on domestic inflation.  
 


