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Executive Summary 
I. Bank of Uganda (BoU) eased monetary policy further in August 2016, reducing the 
Central Bank Rate (CBR) by 1.0 per centage point (PP) to 14.0 per cent from 15.0 per cent in 
June 2016 on the back of soft inflation outlook, driven by relative exchange rate stability and 
subdued domestic demand. Furthermore, although there were signs that economic growth had 
bottomed out, the recovery was expected to be slow, with downside risks particularly 
pertaining to the difficult external economic environment reflected in declining commodity 
prices and the possibility of slower growth in major Emerging Market and Developing 
Economies (EMDEs) as well as the fragility of South Sudan which is one of Uganda’s major 
export destinations. 
 
II. Global growth is projected to remain modest at 3.1 per cent in 2016, before recovering 
to 3.4 per cent in 2017. This growth forecast is 0.1 per centage points (PPs) lower than the 
April forecast for both 2016 and 2017, reflecting somewhat weaker-than-expected activity 
through the second quarter of 2016 in Advanced Economies (AEs), as well as the implications 
of  the June U.K. Brexit vote. The recovery is expected to gather some momentum in 2017 and 
beyond, driven primarily by EMDEs, as conditions in stressed economies such as Brazil, Nigeria 
and Russia gradually normalize.  
 
III. Global financial markets have stabilized somewhat since the beginning of 2016. Asset 
prices and risk sentiments have for the most part recovered after the decreases in the aftermath 
of the U.K. referendum. Equity prices reached record highs in the United States in August and 
picked up in other AEs after the shock of Brexit initially roiling markets. However, markets 
have subsequently adjusted smoothly to concerns about downside risks to the U.K economy and 
potential spillovers.  

 
IV. Global inflation remains subdued and is projected to remain low in 2016 before rising 
slightly in 2017. The low inflation is mainly attributed to persistent economic slack and decline 
in commodity prices. Average Consumer Price Index (CPI) for January to August 2016 stood at 
0.3 per cent in AEs (same level over same period of 2015) and at 6.4 per cent in EMDEs from 
7.2 per cent in the same period of 2015. The IMF projects inflation in AEs to rise slightly to 0.8 

per cent and 1.7 per cent, in 2016 and 2017, respectively, from 0.3 per cent in 2015. 
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V. Despite the unfavorable international economic environment, the domestic economy 
has remained resilient. Macroeconomic stability has been maintained, with reasonable rates of 
growth, low inflation, and adequate international reserves. Nonetheless, the inherent risks in 
the global economy call for coherent domestic policies in order to manage market expectations 
and avoid erosion of confidence in the economy. 

 
VI. The economy continues to register positive growth rates. Over the last five years, real 
GDP growth has averaged 4.5 per cent. In FY 2015/16, the economy expanded by 4.8 per cent 
in real terms and by 8.5 per cent in nominal terms. This growth was achieved amidst several 
challenges including the difficult international economic environment, manifested in soft 
commodity prices and subdued global demand, which affected exports; the relatively tight 
monetary policy stance, which was aimed at reining in the inflationary pressures that ensued 
in the second half of 2015; the political economy of the election cycle; and the slow execution 
of public investment projects. 

 
VII. Overall, the banking system remains sound, with bank liquidity and capital buffers 
remaining well above the minimum requirement. The banking sector as a whole is adequately 
capitalized to withstand shocks. As at end of June 2016, all commercial banks, save for Crane 
Bank met the minimum regulatory capital adequacy requirements, with an aggregate industry-
wide tier 1 capital adequacy ratio and total capital adequacy ratio of 19.0 per cent and 21.7 
per cent, respectively. 
 
VIII. Yields on government securities have remained relatively stable since the beginning of 
FY 2016/17, in part reflecting lower inflation expectations and reduced domestic financing 
requirements. Yields on the 91-day, 182-day and 364-day Treasury bills (T-bills) averaged 
15.0, 15.9 and 16.8 per cent in Q3-2016 compared to 16.5, 18.1 and 19.7 per cent, 
respectively in Q3-2015. As with the yields on T-bills, yields on the benchmark 2-year 
treasury bond (T-bond) also declined to 16.6 per cent from 19.5 per cent during the same 
period of time. The 5-year,10-year and 15- year T-bond rates declined to 16.5, 16.6, and 16.7 
per cent in September 2016 from 17.2, 17.3 and 17.3 per cent, respectively in July 2016. 

 
 

IX. Growth in Private sector credit (PSC) has slowed markedly since October 2015. Indeed, 
credit to the private sector grew by an average of 9.1 per cent in the year to September 2016 
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down from 18.1 per cent in the period to September 2015. The slowdown in credit growth was 
reflected across sectors with the exception of lending to electricity & water and personal & 
household loans, and was driven by provisioning for bad loans as well as heightened risk 
aversion in banks.  

 
X. Lending rates remain elevated, in part because of the lagged impact of the tight 
monetary policy stance, which was aimed at stemming rising inflationary pressures. The 
weighted average lending rate averaged 24.0 per cent in the five months to September 2016 
compared 24.5 per cent in the five months to April 2016. Since April 2016, the CBR has been 
reduced by 4.0 PPs but the Weighted Average Lending rate (WALR) for shilling denominated 
loans declined by only 0.5 PPs.  

 
XI. Preliminary estimates for the first two months of FY 2016/17 indicate that the current 
account continues to be weak. The current account deficit stood at USD217.8 million, largely 
driven by poor export sector performance. The capital account balance recorded a surplus of 
USD12.9 million during the first two months of FY2016/17 due to higher official grants 
received for capital projects. The financial account recorded net inflows of USD165.4 million. 
This resulted in an overall balance of payments deficit of USD36.8 million, with a net draw 
down of reserves assets of USD38.2 million. 

 
XII. The implementation of the budget for FY 2016/17 seems to have faced challenges in the 
initial phase of budget execution. During the first quarter of FY 2016/17, URA revenue 
collections amounted to Shs. 2,752.2 billion, representing a shortfall of Shs. 88.5 billion when 
compared to the target of Shs. 2,841.0 billion. Total domestic revenue (both URA and Non-
URA) amounted to Shs. 2,831.8 billion compared to the target of Shs. 2,922.0billion 
representing a shortfall of Shs. 90.2 billion. 

 
XIII. The exchange rate continues to be influenced by both external and domestic shocks. 
During the first half of FY 2015/16, the shilling depreciated 17.2 per cent largely on account of 
a weak current account balance, global strengthening of the United States Dollar and 
speculative behavior in the foreign exchange market associated with the 2016 general 
elections. The shilling however remained relatively stable in the second half of FY 2015/16 
depreciating by 2.7 per cent. The relative stability of the exchange rate was largely on account 
of subdued demand for imports and large portfolio inflows, particularly for investment in 
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treasury securities. Depreciation pressures however ensued in October 2016, driven by the 
pick-up in corporate demand which continued to outweigh supply side conditions.  

 
XIV. The CPI data for September 2016 indicates that domestic cost pressures remain largely 
subdued mainly on account of the  relative exchange rate stability observed over past seven 
months. All components of inflation declined in September 2016, save for food crops and 
Energy Fuel and Utilities (EFU) inflation. Annual Headline inflation declined to 4.2 per cent 
from 4.8 per cent in August 2016. Over the same period,  annual Core inflation also declined to 
4.1 per cent from 5.0 per cent. Other goods and services inflation declined to 4.4 per cent and 
3.6 per cent from 5.3 per cent and 4.5 per cent, respectively. Similarly, food and non-food 
inflation declined to 4.8 per cent and 4.0 per cent from 5.4 per cent and 4.6 perc ent, 
respectively. Annual EFU increased  to 4.3 per cent from 3.1 per cent, largely driven by 
increase in pump prices. Annual Food crops inflation rose only marginally to 5.1 per cent from  
4.8 per cent in August 2016.  

 
XV. Inflation is forecast to remain around the medium term target of 5.0 per cent over the 
next 12 months. In line with efforts to keeping domestic economic growth momentum amid a 
backdrop of the ongoing global economic slowdown, BoU believes that there is scope to 
continue with a cautious easing of monetary policy. Therefore, BoU reduced the CBR by 1.0 PP 
to 13 per cent. The band on the CBR was maintained at +/-3 PPs and the margin on the 
rediscount rate at 4 PPs on the CBR. Consequently, the rediscount rate and the bank rate have 
been reduced to 17.0 per cent and 18.0 per cent, respectively. 
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1 Reflections of Monetary Policy in the Previous Period 
 
1.1 Monetary Policy Stance  
 
Bank of Uganda (BoU) eased monetary policy further in August 2016, reducing the Central 
Bank Rate (CBR) by 1.0 per centage point (PP) to 14.0 per cent from 15.0 per cent in June 
2016 on the back of soft inflation outlook. At the time of Monetary Policy Committee (MPC) 
meeting of August 2016, inflation was forecast to converge around the BoU’s medium term 
target of 5.0 per cent in Q4-2016, driven by relative exchange rate stability and subdued 
domestic demand. Furthermore, although there were signs that economic growth had 
bottomed out, the recovery was expected to be slow, with downside risks, particularly 
pertaining to the difficult external economic environment reflected in declining commodity 
prices and the possibility of slower growth in major Emerging Market and Developing 
Economies (EMDEs) and fragility of South Sudan, which is one of Uganda’s major export 
destinations. 
 
Given the lower inflation expectations going forward, and weak domestic demand, BoU 
considered it appropriate for monetary policy to be stimulatory to support the recovery in 
credit growth and economic activity. Consequently, the BoU eased monetary policy, 
reducing the CBR to 14.0 per cent from 15.0 per cent in June 2016. The band on the CBR 
was maintained at +/-3 PPs and the margin on the Rediscount Rate at 4.0 PPs on the CBR. 
The Rediscount Rate and the Bank Rate were therefore set at 18.0 per cent and 19.0 per 
cent, respectively. 
 
1.2 Monetary Policy Implementation 

 
BoU continued to use Repurchase Agreement (REPOs)/ reverse REPOs and sales of 
government securities in the secondary market to align liquidity conditions in the domestic 
money market with the desired monetary policy stance. The net effect of the REPO/ reverse 
REPO instrument in August to September 2016 was a withdrawal of Shs. 225 billion, with 
outstanding stock of  REPOs as at the end of September 2016 at Shs.661 billion.  
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2 Money and Financial Markets Developments 
 

2.1 Global Financial Markets 

 

Global financial markets have stabilized somewhat since the beginning of 2016. Asset 
prices and risk sentiments have for the most part recovered after the decreases in the 
aftermath of the U.K. referendum. Equity prices reached record highs in the United States in 
August and picked up in other AEs. Although, the shock of the Brexit vote initially roiled 
markets, they have subsequently adjusted smoothly to concerns about downside risks to the 
U.K economy and potential spillovers.  
 
Given the protracted slowdown in global growth prospects and weak inflation, financial 
markets expect central banks in major AEs to keep monetary policy accomodative longer 
than previously expected. Specifically, they expect only one further rate increase by the Fed 
during the 2016. Already, in the United Kingdom (U.K), the Bank of England (BoE) has cut 
the policy rate, boosted Quantitative Easing (QE), and has undertaken several initiatives to 
support sentiments following the referendum. Term premiums have also compressed 
further, with long-term interest rates in AEs declining again. As of late August, yields on 
10-year US and German government securities declined by 25 to 30 basis points since 
March, while that on the U.K 10-year bond declined by 90 basis points. However, 
September data reveals that yields have increased, albeit modestly.  
 
Sentiments towards EMDEs has generally improved with compression in spreads, declining 
long-term real interest rates and a recovery in equity valuations. Except for Mexico, 
Colombia and South Africa where policy rates were raised, several of the other EMDEs have 
eased their monetary policy stances since the spring, including Indonesia,Malaysia, Russia 
and Turkey where inflation has been muted.   
 

A well-functioning money or financial market is a crucial component of the financial 
system as it contributes to market efficiency and discipline, impacts on financial stability 
and on financing conditions in the economy at large. It plays an important part in 
information aggregation and price discovery, and is an initial channel of monetary 
policy transmission. However, financial markets are very susceptible to sudden changes 
in investor sentiments, particularly in an open economy, where any sudden changes in 
investor sentiments regarding global and domestic conditions generate financial market 
volatility.  
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2.2.1 Interbank Money Market 
 
The interbank rates declined in August and September 2016, evolving in line with the 
monetary policy stance,  with the 7-day rate trending within the CBR band (Figure 1). The 
weighted average 7-day money market rate declined marginally to 14.2 per cent in 
September 2016, from 14.7 per cent in August 2016 and 15.4 per cent in July 2016. 
Similarly, the overnight weighted average interest rate (WAI) declined to 11.9 per cent in 
September 2016 from 12.6 per cent in August 2016 and 13.5 per cent in July 2016. 
Developments in the 7-day interbank money market rate and the CBR are shown in Figure 
1. 
 
The volume of transactions in the interbank money market rose to Shs 6,471 billion in Q3- 
2016 compared to Shs 5,424.3 billion in Q2- 2016. The overnight tenure accounted for 
75.6 per cent (Shs. 4,893.51 billion) of the total money market volume, compared to the 7-
day tenure which contributed 21.7 per cent (Shs. 1,403.5 billion) in Q3-2016. The 7-day 
money market rates continued to decline in the quarter to September 2016, reflecting a 
decline in the CBR, to 14.8 per cent from an average of 16.0 per cent in the quarter to June 
2016. The overnight rate rose slightly from 11.9 per cent in the quarter to June 2016 to 
12.7 per cent in the quarter to September 2016. 
 
Figure 1: Evolution of the 7-day Interbank Money Market Rate 

 
Source: Bank of Uganda 
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2.2.2 Primary Market for Treasury Securities 
 
Yields on government securities have remained relatively stable since the beginning of FY 
2016/17, in part reflecting lower inflation expectations and reduced domestic financing 
requirements. Yields on the 91-day, 182-day and 364-day Treasury bills (T-bills) averaged 
15.0, 15.9 and 16.8 per cent in Q3-2016 compared to 16.5, 18.1 and 19.7 per cent, 
respectively in Q3-2015. As with the yields on T- bills, yields on the benchmark 2-year 
treasury bond (T-bond) also declined to 16.6 per cent from 19.5 per cent during the same 
period of time. The 5-year,10-year and 15- year T-bond rates declined to 16.5, 16.6, and 
16.7 per cent in September 2016 from 17.2, 17.3 and 17.3 per cent, respectively in July 
2016. Figure 2 shows the structure of yields on Government securities. 
 
Figure 2:  Yields on T-bills and T-bonds 

Source: Bank of Uganda 

2.2.3 Secondary Market for Treasury Securities 
In the secondary market, the yields on the 91-day and 182-day T-bills declined to 
respective averages of 15.5 and 15.9 per cent in Q3-2016 from averages of 16.3 per cent 
and 16.4 per cent in the quarter ended June 2016. The 364-day T-bill yield on the other 
hand rose slightly to 16.5 percent from 16.2 per cent over the same period. The total 
volume of trades in T-bills increased to Shs 525.5 billion in Q3-2016 compared to Shs 
357.4 billion recorded in the Q2-2016. A summary of secondary market activity for T-bills 
over the quarter ended September 2016 is shown in Table 1.  
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Jan-2016 19.3 21.8 22.8 21.5 19.9 19.3 18.7
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Table 1: Secondary Market Activity for T-Bills 
  91-day 182-day 364-day 

  Bid              Offer Bid Offer Bid              Offer 

Minimum 

Maximum 

Average (simple) 

13.29 13.18 14.78 14.66 15.12 14.99 
15.18 15.07 16.28 16.16 17.19 17.06 
14.55 14.44 15.31 15.20 16.16 16.04 

  Total trading activity` 
Outright sales (billions) 8.23 

14.26 

15.23 

14.65 

14.34 

15.94 

502.61 

14.30 

16.49 

Average discount rate 

Average yield-to-maturity 

Source: Bank of Uganda 
 
The yields on long term government securities rose in Q3- 2016 save for the 3-year, and 
10-year T-bonds. The 2-year, 5-year, and 15-year T-bonds rose to respective average rates 
of 16.2, 16.7 and 17.0 per cent from 15.9, 16.0, and 16.7 per cent, respectively in the 
previous quarter. The volume of secondary market trades in T-bonds dropped to Shs. 578.6 
billion in the quarter to September 2016 from Shs. 749.2 billion traded during the previous 
quarter. Developments in the secondary market for T-bonds in Q3-2016 are shown in 
Table 2. 
  
Table 2: Secondary Market Activity for T-Bonds 

  2-year 3-year 5-year 10-year 15-year 
  Bid            Offer Bid            Offer   Bid             Offer   Bid            Offer   Bid            Offer 

Minimum 

Maximum 

Average (simple) 

16.25 
17.25 
16.73 

16.15 
17.15 
16.63 

16.25 
17.40 
16.80 

16.15 
17.30 
16.70 

16.40 
17.40 
16.89 

16.30 
17.30 
16.79 

16.45 
17.45 
17.04 

16.35 
17.35 
16.94 

16.60 
17.65 
17.11 

16.50 

17.55 
17.01 

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

158.70 

 

 

16.15 

133.24 
 

16.39 
 

198.11 
 

16.69 

76.70 

 

 

16.65 

11.90 
 

16.96 
 

Source: Bank of Uganda 
 
2.2.4 Lending and deposit interest rates   
 
The weighted average lending rate (WALR) for shilling-denominated loans declined in the 
five months to August 2016, in line with easing in monetary policy stance, to an average of 
24.1 per cent from 24.5 per cent in the five months to April 2016. Compared to lending 
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rates on shilling denominated loans, lending rates on forex denominated loans remained 
relatively lower, averaging 9.4 per cent in the five months to August 2016, after declining 
from 9.7 per cent in the five months to April 2016. Lending rates declined across all sectors 
except for the manufacturing, transport & communication and business services sectors, 
which rose from an average of 22.0, 23.4 and 24.5 per cent in the quarter to May 2016 to 
22.5, 23.6 and 25.0 per cent in the quarter to August 2016. Figure 3 shows developments 
in commercial bank lending rates. 
 
Figure 3: Interest rates by Sector 

Source: Bank of Uganda 
 
Notwithstanding the marginal reductions, lending rates remain stubbornly high and 
generally sticky downwards, responding only slowly to reductions in the CBR. Indeed in the 
five months to August 2016, WARL for shilling-denominated loans  has only fallen by 0.4 
PPs depite a 3.0 PPs reduction in the CBR. The stickiness of lending rates in part reflects 
higher provisioning for bad debts by commercial banks and structural rigidities in the 
financial sector.  Non-Performing Loans (NPLs) as a ratio of gross loans averaged 7.7 per 
cent in Q3-2016, a slight decline from 8.3 per cent in Q2-2016, Increases in NPLs 
heightens the risk aversion of commercial banks, constraining the growth in PSC and 
economic activity.  
 
2.2.5 Private Sector Credit 
 
Private sector credit (PSC) remains subdued. PSC shrinked by 0.8 per cent y-o-y in August 



 

7 | P a g e  

 

2016, compared to a growth rate of 24.7 per cent in August 2015. In the 12-months to 
August 2016, annual PSC growth averaged 11.3 per cent compared to an average of 17.1 
per cent over the same period in 2015. After accounting for valuation changes, credit 
growth averaged 4.9 per cent compared to 9.6 perc ent over the same period. The subdued 
PSC growth is partly explained by commercial banks provisioning for bad debt due to 
increases in NPLs, heightened risk aversion and relatively weak economic activity. 
Developments in private sector credit are shown in Figure 4. 
 
Figure 4: Annual Growth in Private Sector Credit 

 
Source: Bank of Uganda 

 
In terms of sectoral distribution, credit growth to the dominant sectors of the economy 
slowed significantly. Annual growth in PSC to the Manufacturing, Trade and Business 
services sectors has been negative since June 2016. Lending to other major sectors of the 
economy also weakened, save for household and personal loans. This is consistent with the 
findings of the Bank Lending Survey for Q1-2016/17, which indicates that all sectors 
except individuals and households registered net tightening in credit standards in part due 
to efforts to improve the quality of the loan portfolio. Sectoral developments in PSC are 
shown in Table 3.  
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Table 3: Sectoral Developments in Private Sector Credit   

Source: Bank of Uganda 

 
2.2.6 Other Monetary Aggregates 
 
Growth in monetary aggregates has been declining since October 2015 partly on account 
of the lagged impact of the tight monetary policy stance and the exchange rate 
appreciation. On an annual basis, growth in M3 slowed to 3.8 per cent in August 2016, 
down from 17.4 per cent in August 2015, driven by a decline in foreign currency deposits. 
Developments in monetary aggregates is shown in Figure 5.  
 
Figure 5: Contributions to Annual M3 growth 

 
Source: Bank of Uganda 
 

Average
Jan-16 Feb-16 Mar-16 Apr-16 May-16 Jun-16 Jul-16 Aug-16 Share

Agriculture 18.40 14.99 14.99 15.16 11.49 10.41 11.07 7.40 10.31
Mining and Quarrying 51.20 65.45 66.68 47.80 48.31 39.40 46.28 36.78 0.62
Manufacturing 16.82 9.94 -0.67 2.36 -2.18 -5.47 -10.92 -12.45 13.51
Trade 9.18 7.35 7.40 4.79 2.35 -3.10 -7.39 -8.64 19.00
Transport and Communication 30.06 39.67 37.30 47.16 50.53 42.07 30.19 25.85 7.39
Electricity and Water 5.15 -2.62 10.68 -0.17 3.63 24.53 44.77 18.79 1.95
Building, Mortgage, Construction and Real Estate 17.87 16.15 11.66 11.63 10.40 5.47 2.23 -1.08 22.56
Business Services 7.80 -6.12 -15.71 -18.06 -10.64 -15.77 -13.59 -19.37 3.83
Community, Social & Other Services 5.64 6.96 12.88 10.42 11.18 7.25 8.38 9.28 3.50
Personal Loans and Household Loans 7.58 5.93 6.75 6.71 5.84 9.22 8.96 8.96 16.18
Other Services 12.98 2.67 10.93 28.47 22.92 0.19 -23.31 -22.08 1.14
Total 13.90 11.20 8.69 9.02 7.59 4.41 1.54 -0.86 100.00

Annual Growth Rate
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On annual basis, Net Foreign Assets (NFA) declined  by 7.3 per cent in August 2016, while 
Net Domestic Assets (NDA) grew by 22 per cent. Growth in M1 and M2 however picked up 
in the year to August 2016. M1 grew by 7.6 per cent up from 7.4 per cent in August 2015. 
Over the same time, M2 grew by 9.8 per cent from 5.9 per cent, largely on account strong 
growth in time and savings deposits.  
 

3 Economic Activity 

 

3.1 Global Economic Activity 
 
Global growth is projected to remain modest at 3.1 per cent in 2016, before recovering only 
marginally to 3.4 per cent in 2017. This growth forecast is 0.1 PPsper centlower than the 
April projection for both 2016 and 2017, reflecting somewhat weaker-than-expected 
activity through the second quarter of 2016 in Advanced Economies (AEs), as well as the 
implications of  the June U.K. Brexit vote. The recovery is expected to gather some 
momentum in 2017 and beyond, driven primarily by EMDEs, as conditions in stressed 
economies such as Brazil, Nigeria and Russia gradually normalize. 
 
Growth in major AEs is forecast to slow by 0.2 PPs less than in the April 2016 World 
Economic Outlook (WEO) to 1.6 per cent in 2016, ½ PP lower than in 2015. Their subdued 
growth outlook is shaped legacies of the global financial crisis, financial sector 
vulnerabilities and  low productivity growth as well as the economic, political and 
institutional uncertainty following the Brexit vote. In the Euro Area, recovery is expected to 
proceed at a slightly lower pace in 2016 and 2017 relative to 2015. Low oil prices, a 
modest fiscal expansion in 2016, and easy monetary policy will support growth, while 
weaker investor confidence on account of uncertainty following the Brexit vote will weigh 
on activity. Growth for the area as a whole is projected to decline slightly to 1.7 per cent in 
2016 and 1.5 per cent in 2017.  
 

Although monetary policy has lived under many guises, it 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 fixed, any 
changes in money supply only leads to increases in prices. 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. 
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In the U.S, softer-than-expected activity in H2-2015 and H1- 2016 points to some loss in 
momentum, despite a mildly supportive fiscal stance and a slower projected pace of 
monetary policy normalization. A prolonged inventory correction cycle and weak business 
investment has prompted a downward revision of the 2016 forecast to 1.6 per cent. The 
weakness in capital spending reflects in part still-negative energy investment, dollar 
appreciation, financial turbulence earlier in the year, and heightened policy uncertainty 
related to the electoral cycle. In 2017, growth is expected to pick up to 2.2 per cent, as the 
drag from lower energy prices and past appreciation of the U.S. dollar fades.  
 
Slower growth is expected in the U.K, as uncertainty in the aftermath of the Brexit vote 
weighs on firms’ investment and hiring decisions and consumers’ purchases of durable 
goods and housing. Growth is forecast at 1.8 per cent in 2016 and 1.1 per cent in 2017, 
dependant on a smooth post-Brexit negotiations and a limited increase in economic 
barriers. Japan’s growth is projected to remain weak, in line with potential, at 0.5 per cent 
in 2016, before rising to 0.6 per cent in 2017. Postponement of the consumption tax hike, 
the recently announced growth enhancing measures, including the supplementary budget, 
and additional monetary easing will support private consumption in the near term, 
offsetting some of the drag from the increase in uncertainty, the recent appreciation of the 
yen, and weak global growth. In Canada, growth is projected at 1.2 per cent in 2016, held 
back by the severe impact of wildfires in Alberta on oil output in the second quarter, before 
rising to 1.9 per cent in 2017.   
 
Growth in EMDEs is expected to strengthen in 2016 to 4.2 per cent after five consecutive 
years of decline, accounting for over three-quarters of projected world growth in 2016. 
However, despite an improvement in external financing conditions, their outlook is uneven 
and generally weaker than in the past. A combination of factors can account for this 
weakness: a slowdown in China, whose spillovers are magnified by its lower reliance on 
import- and resource-intensive investment; continued adjustment to structurally lower 
commodity revenues in a number of commodity exporters; spillovers from persistently 
weak demand from AEs; and domestic strife, political discord, and geopolitical tensions in a 
number of countries. 
 
In China, the economy is expected to grow by 6.6 per cent in 2016 on the back of policy 
support, slowing to 6.2 per cent in 2017 in the absence of further stimulus. The medium-
term forecast assumes that the economy will continue to rebalance from investment to 
consumption and from industry to services, on the back of reforms to strengthen the social 
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safety net and deregulation of the service sector. However, nonfinancial debt is expected to 
continue rising at an unsustainable pace, which—together with a growing misallocation of 
resources—casts a shadow over the medium-term outlook. India’s GDP will continue to 
expand at the fastest pace among major EMDEs, with growth forecast at 7.6 per cent in 
2016–17. Large terms-of-trade gains, positive policy actions, structural reforms—including 
the introduction of an important tax reform and formalization of the inflation-targeting 
framework—and improved confidence are expected to support consumer demand and 
investment. In the near term, however, private investment will likely be constrained by 
weakened corporate and public bank balance sheets. Confidence appears to have bottomed 
out in Brazil, and growth is forecast at –3.3 per cent for 2016 and 0.5 per cent in 2017, at 
the back of declining political and policy uncertainty and the waning effects of past 
economic shocks.  
 
Table 4: Shifts in Global Growth Projections 

 
Outturn Latest Oct-16 Forecasts 

Difference from  
Jul-16 Forecast 

Difference from 
Apr-16 Forecast 

  2015 2016 2017 2016 2017 2016 2017 
World Output 3.2 3.1 3.4 0.0 0.0 -0.1 -0.1 
Advanced Economies 2.1 1.6 1.8 -0.2 0.0 -0.3 -0.2 
    United States 2.6 1.6 2.2 -0.6 -0.3 -0.8 -0.3 

    Euro Area 2.0 1.7 1.5 0.1 0.1 0.2 -0.1 

    Japan 0.5 0.5 0.6 0.2 0.5 0.0 0.7 
    United Kingdom 2.2 1.8 1.1 0.1 -0.2 -0.1 -1.1 
    Canada 1.1 1.2 1.9 -0.2 -0.2 -0.3 0.0 
Emerging Market and Developing Economies 4.0 4.2 4.6 0.1 0.0 0.1 0.0 
    Russia -3.7 -0.8 1.1 0.4 0.1 1.0 0.3 
    China 6.9 6.6 6.2 0.0 0.0 0.1 0.0 

    India 7.6 7.6 7.6 0.2 0.2 0.1 0.1 

    Brazil -3.8 -3.3 0.5 0.0 0.0 0.5 0.5 

Sub- Saharan Africa 3.4 1.4 2.9 -0.2 -0.4 -1.6 -1.1 
    Nigeria 2.7 -1.7 0.6 0.1 -0.5 -4.0 -2.9 
    South Africa 1.3 0.1 0.8 0.0 -0.2 -0.5 -0.4 

Source: IMF, WEO October 2016 Update 
 
The picture for sub-Saharan Africa (SSA) is increasingly one of multispeed growth. Growth 
projections were  revised down substantially to 1.4 and 2.9 per cent in 2016 and 2017 
compared to 1.6 and 3.3 per cent for 2016 and 2017, respectively in the July WEO. The 
downgrade reflects challenging macroeconomic conditions in its largest economies, which 
are adjusting to lower commodity revenues. Growth in Nigeria is projected to contract 1.7 
per cent in 2016, reflecting temporary disruptions to oil production, foreign currency 
shortages resulting from lower oil receipts, lower power generation and weak investor 
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confidence. GDP growth in South Africa is projected to remain flat in 2016, with only a 
modest recovery to 0.8 per cent in 2017 as the commodity and drought shocks dissipate 
and power supply improves. By contrast, several of the region’s non-resource exporters, are 
expected to continue to expand at a very robust pace of more than 5.0 per cent this year, 
benefiting from low oil prices and enjoying healthy private consumption and investment 
growth rates. Global growth projections are presented in Table 4. 
 
3.2 Domestic Economic Activity 

 
The economy continues to register positive growth rates. Over the last five years, real GDP 
growth has averaged 4.5 per cent. In FY 2015/16, the economy expanded by 4.8 per cent in 
real terms (Figure 6) and by 8.5 per cent in nominal terms. This growth was achieved 
amidst several challenges including the difficult international economic environment, 
manifested in soft commodity prices and subdued global demand, which affected exports; 
the relatively tight monetary policy stance, which was aimed at reining in the inflationary 
pressures that ensued in the second half of 2015; the political economy of the election 
cycle; and the slow execution of public investment projects. 
 
The key sectors that contributed to growth were services particularly information and 
communication services, agriculture and construction, while manufacturing experienced a 
notable slowdown. The poor performance of the manufacturing sector is in part due the 
dismal growth of PSC to the sector and lack of effective demand. Demand for manufactured 
output has been affected by the conflict in South Sudan, which has curtailed Uganda’s 
manufactured exports to this important export market.   
 
Figure 6: GDP Growth Rates 

 
Source: Uganda Bureau of Statistics.  
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Going forward, the economy is projected to be stronger in FY 2016/17 and over the 
medium-term. Indeed, the quarterly GDP series indicate that real output was stronger in 
Q4-2015/16 and this is projected to continue, driven mainly by robust growth in services 
and agriculture. The business perceptions survey also indicates an improvement in 
consumer and business perceptions since March 2016. 
 
Economic growth will be supported by the anticipated recovery in PSC and public 
infrastructure investments, whose multiplier impact on growth is stronger in the medium-
to-long-term. In the short-term however, the contribution of public infrastructure 
investment to aggregate demand is limited given the related import content of the related 
inputs. This investment is therefore not expected to provide a stimulus to aggregate demand 
in the short term.    

 
There are downside risks to the projected growth path. Our trading partners’ economies are 
expected to grow at a slower rate than previously assessed, which will continue to weigh on 
Uganda’s merchandise exports. The uncertainty surrounding post-Brexit, political 
uncertainty in the major trading partners, delayed implementation of public investment and 
adverse weather conditions that are expected to affect agricultural production could affect 
the growth trajectory. 
 
4 Fiscal Policy and Developments 

 

4.1 Government Expenditure and Revenue 

 
Preliminary data indicates that fiscal operations in the first two months of FY 2016/17 was 
more expansionary, with the fiscal deficit amounting to Shs. 987.6 billion, which was 
higher than the IMF Policy Support Instrument (PSI) programmed deficit by Shs. 39.6 

Fiscal policy plays a significant role, both as a stabilization tool and in influencing the 
short- and long-term growth prospects of an economy. In the short term, counter-
cyclical fiscal expansion can help support aggregate demand and growth during 
downturns. On the other hand, fiscal contraction can help cool down an economy that is 
growing at an unsustainable pace and thus faces the risk of overheating.  The fiscal 
stance for FY 2014/15 focused on supporting economic growth by addressing 
infrastructural constraints in the economy.  
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billion as shown in Table 5. The deficit was on account of the lower than programmed 
government revenue. 
 
Total government revenue including grants amounted to Shs. 1,928.5 billion in the first two 
months of FY 2016/17, which was Shs. 237.5 billion lower than the programmed amount 
in the PSI, mainly on account of underperformance in both domestic revenue and grants. 
Domestic revenue amounted to Shs. 1,826.6 billion, Shs. 120.1 billion and Shs. 104.2 billion 
lower than the PSI programmed and the Uganda Revenue Authority (URA) target amount, 
respectively. Grants receipts totalled Shs. 101.9 billion, which was also Shs. 117.4 billion 
lower than the programmed amount due to under performance in project support. 
 
Expenditure for FY 2016/17 was front loaded with 33 per cent of total expenditure being 
released in Q1. Total government expenditure and net lending in the two months of FY 
2016/17 amounted to Shs. 2,916.1 billion which was Shs. 197.9 billion lower than the 
programmed expenditure, on account of no government net lending over the period. 
However, current and development expenditure over performed relative to the 
programmed levels by  Shs. 166.3 billion and Shs. 128.0 billion, respectively. The over 
performance in current expenditure was due to higher than programmed other recurrent 
expenditure while that in development expenditure was due to higher than programed 
development expenditure financed from domestic sources.  
 
Table 5: Fiscal performance in FY 2015/16 (Shs. Billions) 
 Jul ’15 – 

Aug’15 
Prel. Jul ’16 – Aug 
’16 

PSI Prog. Jul ’16 – Aug 
’16 

Variation 
Revenue & Grants 1,946.9 1,928.5 2,166.0 -237.5 
    Revenue 1,639.8 1,826.6 1,946.7 -120.1 
       Tax 1,593.1 1,771.6 1,837.3 -65.7 
        Non-Tax 46.7 55.0 109.3 -54.3 
    Grants 307.1 101.9 219.3 -117.4 
Expenditure & Lending 2,646.2 2,916.1 3,114.0 -197.9 
    Current Expenditure 1,494.8 1,681.0 1,514.7 166.3 
    Development Expenditure 760.8 1,186.0 1,058.0 128.0 
    Net lending/repayments1 376.3 0.0 515.3 -515.3 
    Domestic arrears repayment 14.4 49.1 26.0 23.1 
o/w External Expenditure2 202.8 566.7 427.7 139.0 
Deficit (including grants) -699.4 -987.6 -948.0 -39.6 
Financing (net) 699.4 987.6 948.0 39.6 
    External Financing (net) 577.0 109.0 563.3 -454.3 
    Domestic Financing(net) -112.5 797.3 384.7 412.7 
Errors & Omissions 234.8 81.3 0.0  
Memo item: Overall deficit 
excl. external expenditure  

-496.5 -421.0 -520.3 99.4 
Source: Ministry of Financing, Planning and Economic Development 
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Going forward, total government expenditure has been revised downwards by Shs. 848 
billion on account of the projected under performance in revenue collections and 
repayment of borrowing from BoU during FY 2015/16 of Shs. 408 billion. Domestic 
financing has also been capped at Shs. 612 billion. Expenditure cuts may constrain 
domestic demand further, given the already soft growth in private sector credit. Domestic 
demand was lower in FY 2016/17 due to a slack in Government consumption, partly driven 
by delays in implementation of development programs.  
 
4.2 Public Debt Stock 
 
The provisional data on total public debt stock, in nominal values, as at end August 2016, 
stood at Shs. 29,836.3 billion, which was a 2.9 per cent increase (Shs. 853.6 billion) relative 
to June 2016. On an annual basis, the stock grew by Shs. 3,778.2 billion (14.5 per cent) 
relative to August 2015, as shown in Table 6. The growth in the stock of total public debt 
between end June 2016 and end August 2016 was mainly driven by 3.4 per cent growth in 
the public external debt (in Shillings terms). The public external debt commands a 
dominant share of 60.5 per cent of the total public debt. 
 
Table 6: Indicators of Public Debt Stock 

Source: Bank of Uganda 

 
As at end August 2016, most of the public domestic debt indicators were outside the Public 
Debt Management Framework (PDMF, 2013) medium term benchmarks. However, some 
indicators registered some improvement from August 2015 (Table 7). The share of domestic 
debt maturing in one year amounted to 43.1 per cent of the total domestic debt stock as at 
end August 2016, which was an improvement relative to June 2016 as well as August 
2015. The per cent maturing in any year after year 1 stood at 10.8 per cent of the total 
stock of outstanding securities while the Average Time to Maturity (ATM) stood at 3.4 years, 
and were both in line with the PDMF benchmarks. The ratio of treasury bonds to treasury 

 
Jun-15 Aug-15 

Prov. 
Jun-16 

Prov. 
Aug-16 

Total Gross Public Debt (Shs. Bn) 24,334.5 26,058.1 28,982.7 29,836.3.3 

 External Debt  (US$, Mn)  4,380.1 4,446.5 5,124.5 5,345.4 
 External Debt (Shs. Bn) 14,462.2 16,267.4 17,448.4 18,043.9 
 Domestic Debt (Nominal, Shs. Bn) 9,872.3 9,790.7 11,534.3 11,792.4 

UShs./US$ eop exchange rate 3,301.8 3,658.4 3,404.9 3,375.6 
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bills (at face value) deteriorated from 68:32 to 65:35 between August 2015 and August 
2016 and fell short of the PDMF benchmark of 70:30.  
 

Table 7: Domestic Debt Risk Indicators 
 PDMF Aug-15 June-16 Aug-16 

Total Stock/PSC <75% 84.0 101.0 102.8 

% maturing in 1 year <40% 47.2 44.5 43.1 

% maturing in any year 
after year 1 

< 20% 
12.6%; 5.2%, for 

Yr2 & Yr3, 
respectively 

11.3%; 7.8%, for 
Yr2 & Yr3, 
respectively 

10.8%; 10.4%, for 
Yr2 & Yr3, 
respectively 

Bonds/Bills  
(face value) 

70/30 68/32 66/34 65/35 

Avg Time to Maturity  (yrs) >3Yrs 3.1 3.3 3.4 
Source: Bank of Uganda 

 

The World Bank issued a statement indicating that it has withheld new lending to Uganda 
effective August 22, 2016 due to delays in project effectiveness, weakness in safeguards 
monitoring and enforcement and low disbursement. World Bank International 
Development Association (IDA) loans account for 48.7 per cent of the external debt stock 
and this suspension is likely to adversely impact public consumption and investment and 
consequently growth. 
 
5 Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

 
 

A large current account (CA) deficit usually implies an external imbalance in the 
economy, which in a flexible exchange rate regime might be corrected by depreciation 
of the exchange rate. Persistent CA 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 
CA adjustment.  
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5.1.1 Current Account Developments 
 
The current account deficit (CAD) worsened from USD 216 million to USD 358 million 
during the quarter ended August 2016. All sub-accounts with the exception of the 
secondary income recorded deteriorations during the quarter. The decline in the current 
account (CA) balance was largely on account of a USD 174.1 million total increases in the 
deficits of both the goods and services accounts.  
 
In the quarter under review, the merchandise trade deficit worsened by 24.7 per cent to 
USD 391 million mainly on account of a 7.8 per cent increase in private sector import bill. 
Non-oil and oil import bills increased by 5.6 and 23.4 per cent to USD 805 million and 
USD 163 million, respectively. Government imports, also, increased by 16.7 per cent to USD 
50 million. Exports, on the otherhand remain depressed, and increased only marginally by 
0.9 per cent, on account of a 9.3 per cent increase in net export of non-monetary gold to 
USD 21.4 million and a 2.1 per cent rise in the value of coffee exports to USD 83.7 million 
owing to a price increase by USD 0.1, q-o-q.  
 
Export earnings from COMESA accounted for on average 52 per cent of Uganda’s total 
exports in the 8 months to August 2016. Following eruption of conflict in June 2016, 
exports earnings from South Sudan have declined by over 50 per cent in the months of July 
and August 2016. Exports to Burundi and Congo DRC remained relatively stable in the 8 
months to August 2016, averaging at USD 5 million and USD 32 million, respectively. 
 
Services account deficit worsened by 67 per cent to USD 241 million. There were also 
increases in payments for government services by USD 129 million during the month of 
August 2016. The primary income deficit worsened by 8.6 per cent to a deficit of USD 121 
million while the secondary income account (current transfers) improved by 11.9 per cent 
to USD 395 million.  
 
5.1.2 Capital and Financial account 
 
The financial account continued to be the main source of financing of the deficit in the 
current account. Net inflows in the financial account decreased by 18.1 per cent, q-o-q, to 
USD 225 million, largely driven by developments in other investment. Other investments 
inflows which are constituted by loans, trade credits, currency and deposits, decreased by 
93.6 per cent, q-o-q to USD 12 million on account of a USD 45 million decrease in loan 
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disbursements to the general government despite a USD 140 million increase in repayments 
of loan liabilities by deposit taking corporations. Transactions in Portfolio investment 
resulted in an overall net incurrence of liabilities of USD 60.7 million during the quarter to 
August 2016, which was a USD 124.0 million change from the a net acquisition of assets of 
USD 63.4 million during the previous quarter. This increase in liabilities was mainly due to 
a USD 90.5 million increase in holdings of Uganda government debt securities by non-
residents. Direct investment inflows increased by 3.0 per cent to USD 151 million, q-o-q. 
The BoP recorded an overall deficit balance of USD 19 million during the quarter ended 
August 2016, leading to a net drawdown in reserves of USD 20 million. Developments in 
the BoP and its main components are shown in Figure 7.   
 
Figure 7: Overall Balance and Components 

 
 Source: Bank of Uganda  
 
The stock of reserves at the end of August 2016 was USD 2.88 billion, equivalent to 4.2 
months of future import of goods and services cover. Developments in the stock of Reserves 
are shown in Figure 8. Going forward, in the short term the CAD is likely to widen on 
account of increased private sector imports of consumer goods for the festive season. This 
may however be moderated by increased personal transfers. 
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Figure 8: Stock of reserves 

 
Source: Bank of Uganda 
 
5.2 Exchange Rate Developments 
 
The exchange rate continues to be influenced by both external and domestic shocks. During 
the first half of FY 2015/16, the shilling depreciated 17.2 per cent largely on account of a 
weak current account balance, global strengthening of the United States Dollar and 
speculative behavior in the foreign exchange market associated with the 2016 general 
elections. The shilling however remained relatively stable in the second half of FY 2015/16 
depreciating by 2.7 per cent.  
 
In the Q1-2016/17, the Shilling remained relatively stable, depreciating only slightly by 0.7 
per cent on a quarterly basis to an average mid-rate of Shs 3,378 per USD. On annual basis, 
the Shilling appreciated by 4.2 per cent in Q1-2016/17. Relative Shilling stability has 
largely been on account of subdued demand for imports and large portfolio inflows, 
particularly for investment in treasury securities. Depreciation pressures however ensued in 
October 2016, with the shilling depreciating to an average midrate of Shs 3,433 per USD as 
at October 12, 2016, driven by the pick-up in corporate demand which continued to 
outweigh supply side conditions. 
 
On a trade weighted basis, the Shilling depreciated by 0.4 per cent, Q-o-Q in Q1-2016/17 
and appreciated by 5.5 per cent on annual basis, implying relative stability compared to 
trading partner currencies. The Real Effective Exchange Rate (REER) appreciated by 0.3 per 
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cent m-o-m and by 7.5 per cent y-o-y in August 2016, reflecting both a lower inflation 
differential and the appreciation of the nominal effective exchange rate (NEER). 
Developments in the exchange rate are shown in Figure 9.  
 
In the quarter under review, BOU purchased USD 249.11 million on net basis for reserve 
build-up in Q1-2016/17. Gross purchases amounted to USD 307.4 million, but sold USD 
58.29 million in targeted sales. The depreciation pressures that ensued in October 2016 
have since constrained BoU’s purchases for reserve build-up program. 
 
Figure 9: Exchange Rates Developments 

 
Source: Bank of Uganda 
 
Going forward, the exchange rate is likely to remain under pressure in the short to medium 
term, on account of probable correction of the overvalued exchange rate, continued 
government dollar demand and volatility in global financial markets. The current account 
position is expected to remain fragile owing to strife in some key export markets, rise in 
international crude oil prices and pick-up in private sector imports. The exchange rate 
outlook poses an upside risk to domestic inflation and may constrain BOU’s efforts to meet 
its foreign reserve target for FY 2016/17. 
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6 Inflation 
 

 
6.1 Global Inflation and International Commodity Prices 
 

6.1.1 Global Inflation 
 
Global inflation remains subdued and is projected to remain low in 2016 before rising 
slightly in 2017. This low inflation is mainly attributed to persistent economic slack and the 
decline in commodity prices.  Between January and August 2016 the Consumer Price Index 
averaged 0.3 per cent in AEs and 7.2 per cent in EMDEs, from respective rates of 0.3 per 
cent and 7.2 per cent in the same period to 2015.  
 
The IMF projects inflation in AEs to rise slightly to 0.8 per cent and 1.7 per cent, in 2016 
and 2017, respectively, from 0.3 per cent in 2015.In EMDEs, inflation is forecast at around 
4.5 per cent both in 2016 and 2017, from 4.7 per cent in 2015. Although projections 
indicate a rise in global consumer prices, they remain at notably low levels. The low global 
inflation outlook is a downside risk to domestic inlation.  
 
6.1.2 International Commodity Prices 
 
International commodity prices have partially recovered so far in 2016, with average crude 
oil prices rising above USD 50 per barrel since the start of October 2016, following the 
September 28th OPEC members agreement to cut production by close to 1million barrels 
per day. Production outages  in key oil producer nations in recent months also contributed 
to the price recovery. In August 2016, food prices (FAO Food Price Index) also rose to 1.9 
per cent m-o-m  and to  6.9 per cent y-o-y, driven by falling production for most items 
except cereals which recorded ample supply and exceptional harvest prospects. However, 

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 policy stance, which in 
Uganda is designed to deliver a medium term core inflation target 5 per cent and to 
ensure that output is not only as close to potential as possible, but also consistent with 
the inflation objective. 
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forecasts still indicate an overall oil price decline of about 15.4 per cent in 2016 before 
increasing by 17.9 per cent in 2017. Non-fuel prices are also expected to decline by 2.7 per 
cent, lower than the previous forecast of 3.8 per cent in 2016, before rising slightly by 0.9 
per cent in 2017. Adverse weather conditions experienced in the earlier part of 2016 are 
expected to exert upward pressure on international food prices going forward.  
Developments in international commodity prices are shown in Figure 10. 
 
Figure 10: Commodity price developments 

 
Source: West Texas Index and Food and Agricultural Organization 

6.2 Domestic Consumer Price Inflation 
 
The CPI data for September 2016 indicates that domestic cost pressures remain largely 
subdued mainly on account of the relative exchange rate stability observed over the past 
seven months. All components of inflation declined in September 2016, save for food crops 
and Energy Fuel and Utilities (EFU) inflation. Annual Headline inflation declined to 4.2 per 
cent from 4.8 per cent in August 2016. Over the same period,  annual core inflation also 
declined to 4.1 per cent from 5.0 per cent. Other goods and services inflation declined to 
4.4 per cent and 3.6 per cent from 5.3 per cent and 4.5 per cent, respectively. Similarly, 
food and non-food inflation declined to 4.8 per cent and 4.0 per cent from 5.4 per cent and 
4.6 perc ent, respectively. Annual EFU increased  to 4.3 per cent from 3.1 per cent, largely 
driven by increase in pump prices. Annual Food crops inflation rose only marginally to 5.1 

per cent from  4.8 per cent in August 2016.  
 
Monthly inflation rates also remain largely muted, save for food crops inflation which rose 
to 6.8 per cent from 1.9 per cent in August 2016. On a quarterly basis, annual Headline 
inflation eased to 4.7 per cent in Q3-2016 from 5.5 per cent  in Q2-2016. Core inflation 
also eased to 4.9 per cent from 6.7 per cent in Q2-2016. “Other goods” inflation eased to 
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5.2 per cent from 7.2 per cent  Q2-2016. Developments in quarterly inflation are shown in 
Table 8. 
 
Table 8: Quarterly Inflation Developments 

 
Source: Uganda Bureau of Statistics 

 
Since April 2016, the BoU has cut its benchmark rate, the CBR, by 400 bps to 13 per cent in 
October 2016. The easing of monetary policy is premised on the BoU’s judgment that the 
risks to the projected inflation trajectory are largely tilted to the downside. Inflation is 
expected to remain within the target band (5+/-3) through the period August-December 
2016. This forecast is however conditional on exchange rate stability.  

 
7 Economic Outlook and Risks 

 
7.1 Economic Outlook 

 
The global economic environment continues to have an impact on Uganda’s economic 
developments. Adverse occurrences in the global arena can affect consumer and investor 
confidence and curtail growth in the Ugandan economy. The major forces currently driving 
the global economic outlook are the effects of the Brexit vote, the soft commodity prices, 

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. 
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China’s growth given the exponential rise in the nation’s debt  and geopolitical tensions and 
the slowed growth in some of Uganda’s regional trading partners.   
 
Although the financial market reaction to the result of the U.K. referendum has been 
contained, Brexit is an unfolding event — the long-term arrangements in relations between 
the United Kingdom and the European Union will be uncertain for a protracted period of 
time. The attendant vulnerabilities to Europe in its financial markets, monetary policy and 
demand will likely negatively affect Uganda's export income as Europe is a a major export 
destination. The other likely impact is expected through a decline in the remittances as well 
as FDI inflows.  
 
Crude oil prices have been on a decline since mid-2014, in part reflecting supply-side 
developments and lower growth in global demand. While this could support global activity 
through keeping domestic inflation in check in oil-importing economies, it could 
destabilize the outlook for oil-exporting countries, leading to a fall in exports earnings. 
Uganda, being an oil-importer, benefits from this scenario through the reduction in it’s oil 
imports bill, hence improvements in her BoP. On the other hand, the persistently low oil 
prices could also depress oil related FDI inflows in Uganda, which have already dwindled. 
This is bound to adversely affect Uganda’s already weak current account position and 
possibly cause volatility in the foreign exchange market.  
 
7.2 Inflation Outlook 

 
The External economic environment remains weak and this is likely to dampen domestic 
inflation through persistent low import prices and weak global demand conditions. The 
uncertainty surrounding the Brexit and its impact continue to pose risks to the global 
financial markets. Global commodity prices remain soft, and in particular, oil prices remain 
low and are projected to decline further to an average of USD 50 per barrel in Q3-2017. 
Similarly, global food prices remain soft, although they are expected to recover albeit 
modestly on account of poor harvests due to bad weather conditions in Latin America and 
Southern Africa. Global inflation is set to remain below 2.0 per cent on account of low 
commodity prices and weak global demand conditions. The global output gap remains 
negative and is projected to remain so, at least in the near-term. 
 
The exchange rate is projected to weaken on account of domestic forex demand pressures 
and volatility in global financial markets, in part because of the after effects of the Brexit 
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and the likely hike in the FEDs fund rate. The exchange rate depreciation is likely to lead to 
higher domestic oil pump prices. Moreover, Domestic food prices are forecast to edge-up 
slightly over the near-term, on account of the drought over the last three months. And they 
remain vulnerable to the Vagaries of weather. On the otherhand, growth has been below 
potential and is forecast to remain so, at least in the near-term. This negative capacity gap, 
combined with subdued aggregate demand and subdued growth in credit to the private 
sector constitutes a downside risk to domestic inflation. Overall, risks to inflation outlook 
are skewed to the downside, and the current forecasts indicate that both headline and core 
inflation will remain around 5.0 per cent in the next 12 months.  The inflation forecasts are 
shown in Figure 11. 
 
Figure 11: Inflation forecast 

 
Source: Bank of Uganda 

 
7.3 Risks 
 

While the baseline scenario of inflation estimates the most likely predictions given the 
available information, there are risks that could alter the outcome of the forecasts. The 
upside risks are mainly from the external economic environment which remains volatile. 
The recent Brexit vote has created uncertainty in the global economy, which could heighten 
volatility in the global financial markets. This coupled with the fragility of South Sudan 
could put upward  pressures on the exchange rate. The current account is likely to widen 
further in the face of continued weakness in commodity prices, higher import content of 
government expenditures and the expected decline in exports to South Sudan. Weather 
related risks could affect domestic food output and consequently prices. 
 
Other external risks that could affect Uganda’s economic growth include: (1) uncertainty in 
monetary policy directions of major AEs; (2) political uncertainty in the US with the 
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upcoming presidential election in November; (3) possible increase in political uncertainty 
in Europe after elections in several countries especially France, Italy, and the Netherlands, 
and (4) risks in the Chinese financial sector from high corporate debt levels. These risks can 
heighten global financial volatility and may affect the real economy more than expected.  
 
The downside risks to inflation include; World commodity prices and oil prices which 
remain subdued and are predicted to continue falling in the near term. This could dampen 
domestic inflation; The continued weak global environment on account of low global 
demand and low global inflation are likely to exert downward pressures on domestic 
inflation; Expenditure cuts could constrain domestic demand, which may keep output 
below potential (negative output gap) for a prolonged period.; and  declining growth in the 
PSC. 
 
8 Conclusion  
 
The economy continues to grow at a moderate pace. Overall macroeconomic improvements 
in 2016 and a continued expansion in 2017 could induce higher demand pressures thereby 
narrowing of the output gap over the forecast horizon. Nonetheless, there are downside 
risks to the projected output path, including weak domestic demand, weak external 
economic environment and soft commodity prices. The subdued growth in PSC and the 
proposed expenditure cuts may further constrain domestic demand.  
 
Overall cost pressures are still projected to be muted, in line with a relatively stable 
exchange rate, slack in the economy and on the external front, imported inflation is likely to 
rise mildly given ample supply buffers in the commodity markets and soft global demand 
conditions. Although the inflation outlook has improved, it is nonetheless contingent on the 
speed at which the drag from imported cost pressures continues to diminish, the behavior 
of the exchange rate, inflation expectations and the impact of weather- related risks on 
domestic food prices. Indeed, food crops prices reversed trend since June and the full impact 
of the dry spell is yet to be reflected in prices.  
 
Inflation is forecast to remain around the medium term target of 5.0 per cent over the next 
12 months. In line with efforts to keeping domestic economic growth momentum amid a 
backdrop of the ongoing global economic slowdown, BoU believes that there is scope to 
continue with a cautious easing of monetary policy. Therefore, BoU reduced the CBR by 1.0 
PP to 13 per cent. The band on the CBR was maintained at +/-3 PPs and the margin on the 
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rediscount rate at 4 PPs on the CBR. Consequently, the rediscount rate and the bank rate 
have been reduced to 17.0 per cent and 18.0 per cent, respectively. 


