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Executive Summary 
 

1) Bank of Uganda (BoU) continued with monetary policy easing trajectory, reducing 
the Central Bank Rate (CBR) by a cumulative 7.0 percentage points (PPs) from 17.0 
per cent in February 2016 to 10.0 per cent in June 2017, to support recovery of 
economic activity. The continued easing of monetary policy stance has been at the 
back of soft inflation outlook and weak output growth. 

 

2) Global financing conditions continue to be primarily driven by shifting expectations 
about monetary policy and inflation prospects in the United States and Euro Area. 

U.S. long-term yields declined through much of 2017Q2, mainly reflecting lower than 
projected inflation outcomes and diminished market expectations of substantial 
fiscal stimulus. Despite an additional hike in U.S. policy interest rates in June, long-
term U.S. yields remained near levels prevailing at the start of the tightening cycle, 
contained in part by spillovers from quantitative easing policies in other major 
advanced economies and strong global demand for safe liquid assets. 

 

3) Yields on government securities have also continued to decline in line with further 
easing of monetary policy stance and lower market expectations for inflation, with 
yields at the shorter end falling much faster. Average yields on the 91-day, 182-day 
and 364-day Treasury bills (T-bills) declined to 10.2, 10.9 and 12.1 percent, 

respectively in the quarter to August 2017, relative to 10.9, 12.1 and 13.8 percent in 
the quarter to May 2017 and 15.4, 16.2 and 17.3 percent in the quarter to August 
2016.  

 
4) Growth in Private Sector Credit (PSC) remains relatively subdued, despite the 

protracted monetary policy easing. PSC grew by a dismal 4.3 per cent in FY 2016/17, 
which is much lower than 15.2 per cent in the previous financial year. Average 
annual growth in PSC declined in the quarter ended June 2017 to 5.5 per cent, from 
6.5 per cent in the quarter ended April 2017. 

 
5) The world activity outlook has strengthened with global economic growth projected 

to rise to 3.5 per cent in 2017 and further to 3.6 per cent in 2018, from 3.2 per cent 
in 2016. The global economic outlook continues to improve in line with gains in the 
US, China, Europe and Japan. Stronger consumption, investment and improving 
labour indicators have boosted US economic momentum, while in China the 
economy is expanding on the back of government and private sector investment. 

 
6) Revised estimates by the Uganda Bureau of Statistics (UBOS) on economic activity 

for the first three quarters of 2016/17 suggest a higher GDP growth than had earlier 
been estimated. Quarter on Quarter (q-o-q), GDP growth averaged 1.1 per cent in the 
three quarters of 2016/17, which is equivalent to annualized growth of 4.4 per cent, 
0.5 PPs higher than the earlier growth estimates of 3.9 per cent. Growth in Q2 and 
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Q3 -2016/17 was particularly robust at 1.4 and 1.8 per cent, respectively, which 
suggests a sharp GDP growth. 

 

7) Preliminary fiscal data for 2016/17 indicates that total Government revenue 
(including grants) amounted to Shs. 13, 896.5 billion, which was lower than the 
approved budget amount by Shs. 783.5 billion. The underperformance in 
government revenue was on account of lower project support grants and domestic 
revenue. Total government expenditure and net lending in 2016/17 was Shs. 
3,356.0 billion and Shs. 3,026.5 billion lower than the 2016/17 approved budget and 
the program respectively due to underperformance in the development expenditure. 
The financing of the fiscal deficit amounted to Shs. 3,211.7 billion, of which 81 per 

cent was from external sources while 19.0 per cent was sourced domestically. The 
fiscal stance for FY 2017/18 has maintained the focus on addressing infrastructural 
constraints in the economy as evidenced by the increase in the allocation to the 
roads and transport sector. 

 

8) In August 2017, the Shilling weakened against the US dollar, depreciating by 0.15 
per cent, month-on-month (m-o-m), and by 6.9 per cent y-o-y, to an average mid-
rate of UGX 3,606.86 per US Dollar. This depreciation was in part driven by 
increased demand for foreign exchange from manufacturing, oil, telecom sectors 
amidst subdued forex inflows.   

 

9) The rise in inflation observed in the six months to May 2017 was temporary and was 
largely caused by the sharp increase in food crops prices due to prolonged drought 
which engulfed the country during the first three quarters of FY 2016/17. Inflation 
has tapered since peaking in May 2017. In August 2017, annual headline and core 
Inflation continued to ease, dropping to 5.2 and 4.1 per cent, respectively, from 5.7 
and 4.5 per cent in July 2017 and from 6.4 per cent and 4.9 per cent in May 2017. 
Food crops and related items inflation also decelerated to 11.8 per cent from a peak 
of 23.1 per cent in May 2017. The deceleration in inflation is mainly being driven by 
favourable weather conditions and the relatively stable exchange rate. 

 

10)  Inflation outlook indicates that inflation continues to evolve broadly as had been 

previously forecasted. Both annual core and headline inflation are currently forecast 
to stabilize around the BoU medium term target of 5.0 per cent. The need of inflation 
stabilizing close to target and of well anchored inflation expectations 
suggests that monetary policy should not be overly accommodative.  Moreover, it is 
necessary to allow previous monetary policy easing to filter through the rest of the 
economy. And it is possible that further easing of policy at the time, seeking to 
achieve a faster growth, could risk fuelling unnecessary volatility in the economy. 
Therefore, the BoU maintained the CBR at 10 per cent in August 2016, the same level 
as 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. Consequently, the rediscount rate and the 

bank rate were maintained at 14.0 per cent and 15.0 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) continued with monetary policy easing trajectory, reducing the 

Central Bank Rate (CBR) by a cumulative 7.0 percentage points (PPs) from 17.0 per cent 

in February 2016 and 11 per cent in April 2017 to 10.0 per cent in June 2017, to support 

recovery of economic activity. The continued easing of monetary policy stance has been 

at the back of soft inflation outlook and weak output growth.  

 

Although in the near-term, inflation outlook could have deteriorated especially in the 

first two quarters of 2017, the medium-term outlook remained well anchored around 

the BoU’s medium term target of 5.0 per cent. The deterioration in the near-term 

outlook for inflation has been due to heightened temporary supply side shocks, but their 

impact has been constrained by weak aggregate demand, relatively stable shilling 

exchange rate and the fact that they are expected to wane by Q1-2017/18.   

 

Given that annual core inflation is forecast to remain around the medium-term target of 

5 per cent and output growth remains weak, monetary easing was warranted to support 

recovery in real output amidst a stable inflation outlook.  Therefore, the BoU reduced 

the CBR by 100 basis points (bps) to 10 per cent in June 2017, from 11 per cent in April 

2017.  The band on the CBR was maintained at +/-3 PPs and the margin on the 

rediscount rate at 4.0 PPs on the CBR. Consequently, the rediscount rate and the bank 

rate were set at 14.0 per cent and 15.0 per cent, respectively. 

 

1.2 Monetary Policy Implementation 

 

Bank of Uganda continued to use Repurchase Agreements (REPOs), deposit auctions 

and sales of recapitalization securities in the secondary market to align the 7-day 

interbank money market rate towards the desired monetary policy stance. In the 

quarter to August 2017, the net effect of the REPO instrument was a withdrawal of Shs. 

225 billion, with Shs. 1.2 trillion in outstanding stock as at August 30, 2017. The net 

effect of the Deposit auction, over the same time, was a withdrawal of Shs. 589.6 billion, 

with the outstanding amount of Shs. 1.02 trillion. The current level of structural 

liquidity, net of current stock of recapitalization bonds of Shs. 960 billion is estimated at 

about Shs. 2.2 trillion. 

 

Optimal management of structural liquidity will require a substantial amount of a wide 

range of longer dated marketable instruments. In the absence of longer dated securities, 

BoU will have to remain aggressive in issuing short term REPOs to reduce volatility in 

money market rates.  
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2 Money and Financial Markets Developments 
 

 

2.1 Global Financial Markets 

 

Global financing conditions continue to be primarily driven by shifting expectations 

about monetary policy and inflation prospects in the United States and Euro Area. U.S. 

long-term yields declined through much of 2017Q2, mainly reflecting lower than 

projected inflation outcomes and diminished market expectations of substantial fiscal 

stimulus. Despite an additional hike in U.S. policy interest rates in June, long-term U.S. 

yields remained near levels prevailing at the start of the tightening cycle. U.S. long-term 

yields continue to be contained in part by spillovers from quantitative easing policies in 

other major advanced economies and strong global demand for safe liquid assets. In 

June, however, the ECB shifted its forward guidance, signaling that further monetary 

policy normalization is likely as the recovery continues. This led to upward movement 

in both Euro Area and U.S. long-term yields. Partly, reflecting these developments, the 

10-year government bond yields increased by 81 basis points (bps)  in the US, 63 bps in 

the Euro Zone and by 46 bps in the UK, supported by relatively higher inflation 

expectations, given the expected stronger growth and anticipated tighter financial 

conditions occasioned by likely faster normalization of monetary policy in the US.  

 

The outlook for short-term euro area interest rates remain very low and negative across 

maturities at the one-year horizon, and are only expected to turn positive in the second-

half of 2018. During 2016, the US Federal Reserve (Fed) fulfilled the markets long-

awaited interest rate increase, raising the target range for the Federal Funds rate by 25 

bps from 0.25 to 0.5 per cent in December 2016. The Fed increased the range for the 

benchmark Federal Funds rate, by another 25 bps separately in March 2017 and June 

2017. Currently, the Fed rate stands at 1.25 percent, and markets expect one additional 

increase in December 2017. Nonetheless, minutes of the July 2017 FOMC meeting 

appeared to be dovish rather than hawkish and were silent on the timing of the next 

rate hike – uncertainties that might taper expectations of a Fed rate hike.   

  

In the currencies markets, the US Dollar strengthened during 2016 - the US Dollar index 

increased by 1.6 per cent in the year to December 2016. However, the currency came 

under pressure in H1-2017, with the same index declining by 5.3 and 6.0 per cent in July 

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 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 particularly in an open economy are 

very susceptible to sudden changes in investor sentiments, regarding global and 

domestic conditions which may generate financial market volatility.  
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and August 2017, respectively compared to January 2017. The weakening of the Dollar 

during 2017 has partly been on account of political headwinds in the US, triggered by 

various negative news and events surrounding the Trump administration and by 

renewed uncertainty around the timing of the next rate hike. In the UK, the 

commencement in June 2017 of negotiations for its orderly exit from the European 

Union in March 2019 has resulted in a sharp weakening of the British Pound against key 

international currencies as markets price in the impact of the exit. In August 2017, the 

Pound Sterling depreciated against the Euro by 2.8 per cent on monthly basis, 8.2 per 

cent on annual basis and by 5.8 per cent compared to its value at the beginning of 2017. 

EMDE currencies remained largely stable in H1-2017. 

 

The outlook remains for volatile global financial markets in the remainder of 2017 and 

H1-2018, mainly on account of the unclear timing of the next US interest rate increase, 

likely impasses in the BREXIT negotiation process, and likely policy surprises from US, 

particularly as the Trump administration struggles to come up with a coherent fiscal 

policy. 

 

2.2 Domestic Financial Markets 

 

2.2.1 Interbank Money Market 

 

In line with the continued easing of monetary policy stance, money market rates have 

continued to decline. In the quarter to August 2017, the weighted average 7-day money 

market rate declined to 10.6 per cent, down from 11.5 per cent in the quarter to May 

2017 and 15.2 per cent in the quarter to August 2016 (Figure 1).  

 
Figure 1:  7-day Interbank Rate and the CBR 

 
Source: Bank of Uganda 

2.2.2 Primary Market for Treasury Securities 
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Yields on government securities have also continued to decline in line with further 

easing of monetary policy stance and lower market expectations for inflation, with 

yields at the shorter end falling much faster. Average yields on the 91-day, 182-day and 

364-day Treasury bills (T-bills) declined to 10.2, 10.9 and 12.1 percent, respectively in 

the quarter to August 2017, relative to 10.9, 12.1 and 13.8 percent in the quarter to May 

2017 and 15.4, 16.2 and 17.3 percent in the quarter to August 2016.   

 

The average yields on the benchmark 2-year and 5-year T-bonds also declined to 12.8 

and 14.2 percent respectively in August 2017, from 14.7 and 15.6 percent in May 2017. 

The 10-year and 15-year T-bonds yields remain at 16.0 and 16.4 percent, respectively, 

since May 2017 given there has not been any T-bond auctions in those tenures during 

the quarter to August 2017. Figure 2 shows developments in 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, yields on short term Treasury securities continued to decline 

in the quarter to July 2017. Yields on the 91-day, 182-day and 364-day T-bills reduced 

to 9.2, 11.3 and 11.7 per cent respectively, from averages of 12, 12.5 and 12.6 per cent 

in the quarter to May 2017. Total volume of trade in the 91-day, 182-day and 364-day T-

bills rose to Shs. 274.5 billion from Shs. 224.7 billion, during the quarter under review. A 

summary of secondary market activity for T-bills over the three months to July 2017 is 

shown in Table 1.  
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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 
9.61 9.50 10.05 9.94 10.90 10.78 

Maximum 10.52 10.41 11.60 11.49 13.46 13.34 

Average (Simple) 10.22 10.10 11.13 11.02 12.56 12.45 

  Total Trading Activity 

 QTR to 
May-17* 

QTR to 
July-17 

QTR to 
May-17* 

QTR to 
July-17 

QTR to 
May-17* 

QTR to 
July-17 

Outright sales (Billions) 2.1 
11.23 
12.01 

0.8 
8.7 
9.2 

3.2 
11.52 
12.49 

12.2 
10.5 
11.3 

219.4 
11.41 
12.57 

261.5 
10.7 
11.7 

Average discount rate 

Average yield-to-maturity 

Source: Bank of Uganda,  
*- May numbers revised 

 

Similarly, yields on the 2-year, 3-year, 5-year, 10-year and 15-year T-bonds fell to 

respective average rates of 11.9, 14.1, 14.1, 14.8 and 15.8 per cent from 13.6, 14.7, 15.1, 

16 and 16.1 per cent, respectively in the quarter ended May 2017. Total volume of trade 

for all bond papers rose to Shs.1,244 billion in the Quarter to May 2017 from Shs. 722.8 

billion* in the previous quarter. Developments in the secondary market for T-bonds in 

the three months to May 2017 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) 

12.65 
15.00 
14.04 

12.55 
14.90 
13.94 

13.30 
15.10 
14.17 

13.20 
15.00 
14.07 

14.00 
15.50 
14.84 

13.90 
15.40 
14.74 

15.00 
16.15 
15.51 

14.90 
16.05 
    
15.41 

15.65 
16.30 
15.97 

15.55 
16.20 
15.87 

  Total trading activity 

 QTR to 
May-17 

QTR to 
July-17 

QTR to 
May-17 

QTR 
to 

July-
17 

QTR to 
May-17 

QTR 
to 

July-
17 

QTR to 
May-17 

QTR 
to 

July-
17 

QTR to 
May-17 

QTR 
to 

July-
17 

Outright 
sales (bn) 
Average 
yield-to-
maturity 

9.0 
 
 

13.6 
 

222.5 
 
 

11.91 

47.4 
 
 

14.66 

184.9 
 
 

14.13 

507.3 
 
 

15.12 

648.3 
 
 

14.18 

120.0 
 
 

16.04 

178.8 
 
 

14.8 

39.1 
 
 

16.07 

9.8 
 
 

15.82 

Source: Bank of Uganda,  
*- May numbers revised 

 

2.2.4 Lending and deposit interest rates   

 

Commercial bank interest rates have continued to ease, in response to the 

accommodative monetary policy stance albeit sluggishly and with a lag. In July 2017, the 

weighted average lending rate on shilling denominated loans declined to 20.9 per cent 

from 21.1 per cent in June 2017. Lending rates on shilling loans have declined gradually 

from 25.2 per cent in February 2016 although slight increases were observed in May 

and June 2017 owing to elevated rates on loans to the agriculture and trade sectors. 
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Similarly, rates on the US dollar denominated loans have fallen gradually from 10.4 per 

cent in October 2016 to 7.5 per cent in July 2017.  

 

The shilling denominated weighted average time deposit rates also declined to 9.4 per 

cent in the three months to July 2017, from 10.9 per cent in the preceding quarter and 

16.2 per cent in February 2016. On the other hand, foreign currency denominated 

weighted average time deposit rates have risen to 3.3 per cent in the three months to 

July 2017, from 2.9 in the preceding quarter. Nonetheless, this is lower than 4.4 per cent 

observed in February 2016. Consequently, the spread for both shilling and foreign 

denominated loans narrowed, to 11.6 and 4.2 per cent respectively in July from 12.3 and 

4.6 per cent in June 2017. 

 

Figure 3: Developments in Key Interest Rates 

 
Source: Bank of Uganda 

 

In terms of sectoral interest rates, mining and quarrying, trade, building construction 

and real estate, personal loans and business services sectors attracted higher market 

lending rates. Sectoral developments in interest rates are shown in Figure 4. 

 
Figure 4:  Interest rates by Sector 

 
Source: Bank of Uganda 
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2.2.5 Private Sector Credit 

 

Growth in Private Sector Credit (PSC) remains relatively subdued, despite the 

protracted monetary policy easing. PSC grew by a dismal 4.3 per cent in FY 2016/17, 

which is much lower than 15.2 per cent in the previous financial year. Average annual 

growth in PSC declined in the quarter ended June 2017 to 5.5 per cent, from 6.5 per cent 

in the quarter ended April 2017. This was mainly driven by shilling denominated loans, 

which contributed 5.0 per cent, with the other 0.5 per cent coming from foreign 

currency denominated loans. Over the same period, Shilling denominated loans 

recovered slightly to 8.7 per cent on average, compared to 8.3 per cent. In the same 

period, growth in foreign currency denominated loans on the other hand decelerated 

both in nominal terms and net of valuation to 1.5 and minus 5.0 per cent respectively, 

from 4.1 and minus 3.4 per cent (Figure 5). 

 
Figure 5: Annual Growth in Private Sector Credit 

 
Source: Bank of Uganda 

 

Growth in PSC, net of valuation changes on account of exchange rate movements, was 

slightly lower, at an average of 3.1 per cent in the quarter ended July-2017, relative to 

3.4 per cent in the previous quarter. Modest PSC growth in an environment of sustained 

monetary policy easing in part reflects supply side constraints. Commercial banks 

continue to tighten credit standards and are reluctant to lend in light of high default 

rates in the past as well as slow economic activity. Indeed, demand for credit (as 

proxied by loan applications) remains robust while supply of credit (proxied by loan 

approvals) remains subdued. Since January 2017, value of loan applications has 

averaged about Shs. 1,536 billion, while value of approvals has averaged Shs. 753 billion 

per month. The significant disparity between value of loan applications and approvals is 

in part a reflection of the supply-side constraints to growth in PSC.  

 

Nonetheless, asset quality continues to improve. The ratio of Non-Performing Loans 

(NPLs) to total loans declined further to 6.2 per cent in Q2-2017, from 6.3 per cent in 

Q1-2017 and 10.5 per cent in Q4-2016 (including Crane bank’s NPLs that comprised 
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almost ½ of the NPLs then). Over the same period, watchful loans in the industry have 

also declined to 1.6 trillion, relative to Shs 1.7 trillion in Q1-2017. Higher amounts in 

watchful loans could be a recipe for increases in NPLs.      

 

Sector-wise, growth in PSC to building, mortgage, construction and real estate, and 

manufacturing sectors remain subdued since the start of the year (Figure 6), a trend 

that poses downside risks to private investment growth and recovery of domestic 

economic activity.     

     
Figure 6: Annual Private Sector Credit Growth by Sector 

 
Source: Bank of Uganda 

 

2.2.6 Other Monetary Aggregates 

 

Growth in monetary aggregates remains broadly robust supported in part, by monetary 

policy easing. On average, M2 and M3 grew in annual terms by 14.9and 12.8 per cent, 

respectively in the quarter to July 2017, higher than the respective growth rates of 14.5 

and 12.1 per cent in the quarter ended April 2017. On the contrary, M1 slowed down in 

the same period, registering a quarterly average of 13.4 per cent relative to 13.6 per 

cent, driven mainly by a deceleration in demand deposits. Growth in demand deposits 

(DD) declined to 13.4 per cent compared to 16.9 percent while currency in circulation 

(CIC) and time and savings deposits grew much more strongly by 13.4 and 17.0 per 

cent, respectively, up from 9.2 and 15.8 per cent.   

 

Over the quarter under review, from the asset side, net foreign assets (NFA) have 

continued to drive growth in broad money, contributing on average 15.2 per cent, 

compared to minus 2.4 per cent in net domestic assets (NDA). On the liability side, 

growth in M3 was mainly driven by shilling deposits, which contributed 8.0 per cent. 

Foreign currency deposits and currency in circulation (CIC) contributed 2.6 and 2.2 per 

cent, respectively. On a quarterly basis, M1, M2 and M3 grew by 6.3, 5.6 and 4.7 per 

cent, respectively in July 2017, much higher than the respective growth rates of minus 
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3.6, minus 0.4 and minus 0.3 per cent, in April 2017. Developments in monetary 

aggregates are shown in Figure 7. 

 
Figure 7: Contributions to Annual M3 Growth 

 
Source: Bank of Uganda 

 

3 Economic Activity 

3.1 Global Economic Activity 
 

The world activity outlook has strengthened with global economic growth projected to 

rise to 3.5 per cent in 2017 and further to 3.6 per cent in 2018, from 3.2 per cent in 

2016. The global economic outlook continues to improve in line with gains in the US, 

China, Europe and Japan. Stronger consumption, investment and improving labour 

indicators have boosted US economic momentum, while in China the economy is 

expanding on the back of government and private sector investment.  On the other 

hand, growth uptick in Europe and Japan was driven by exports and domestic demand. 

Congruent with faster global economic growth, growth in world trade has also 

accelerated. 

 

Mid-year growth projections for Advanced Economies (AEs) remain at 2.0 per cent for 

2017, which is a pickup from 1.6 per cent in 2016, mainly supported by strengthening 

economic activity in the United States (US), France, Italy, Japan and Canada. However, 

growth in the US has been revised downwards by 0.2 percentage points (PPs) in 2017 
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Although monetary policy has lived under many guises, it generally boils down to 

adjusting the supply of money in the economy to achieve non-inflationary growth. It is 

generally agreed that in the long run, output is fixed and 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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and by 0.4 PPs in 2018 to 2.1 per cent, on account of weak growth in Q1-2017 and likely 

less expansionary fiscal policy than had been anticipated. Projected growth for the UK 

for 2017 was also revised downwards to 1.7 per cent from 2.0 per cent following soft 

economic data in Q1-2017. These downward revisions were however offset by upward 

revisions of growth projections mainly for Canada, Italy and Spain, all of which recorded 

strong Q1 growth, with indications of a continuation of the same performance in 

subsequent quarters. 

 

In Emerging Market and Developing Economies (EMDEs), growth is projected to firm 

further to 4.6 per cent in 2017 and 4.8 per cent in 2018, from 4.3 per cent in 2016, as 

large commodity exporting countries continue to recover, following the pickup in 

commodity prices. Among key EMDEs, growth in China is forecast at 6.7 per cent in 

2017, the same level as in 2016 and at 6.4 per cent in 2018, supported by government 

policy stimulus. In India, growth is projected to be buoyant at 7.2 and 7.7 per cent in 

2017 and 2018, respectively, on account of government support to growth through 

sizeable spending while in Russia, the economic recession is projected to come to an 

end with growth forecast at 1.4 per cent both in 2017 and 2018. 

 

Growth in Sub-Saharan Africa (SSA) is projected to strengthen to 2.7 per cent and 3.5 

per cent in 2017 and 2018, respectively, from 1.3 per cent in 2016, mainly supported by 

strengthening economic activity in South Africa. Growth in South Africa has been 

revised higher by 0.2 PPs in 2017, on account of recovery in the agriculture sector 

courtesy of favourable weather and recovery in commodity prices which continues to 

boost the mining sector. However, growth projection for 2018 has been slashed by 0.4 

PPs to 1.2 per cent to reflect elevated political uncertainty and weak market confidence. 

Global growth projections are presented in Table 3.   

 
Table 3: Global Growth Projections 
 Outturns Jul’ 17  

Projections 
Apr-17 

Projections 

 2015 2016 2017 2018 2017 2018 
 
World 

 
3.4 

 
3.2 

 
3.5 

 
3.6 

 
3.5 

 
3.6 

Advanced Economies 2.1 1.7 2.0 1.9 2.0 2.0 
        United States 2.6 1.6 2.1 2.1 2.3 2.5 
        Euro Area 2.0 1.8 1.9 1.7 1.7 1.6 
        Japan 1.1 1.0 1.3 0.6 1.2 0.6 
       United Kingdom 2.2 1.8 1.7 1.5 2.0 1.5 
Emerging Market & Developing Economies 4.3 4.3 4.6 4.8 4.5 4.8 
         Russia -2.8 -0.2 1.4 1.4 1.4 1.4 
         Brazil -3.8 -3.6 0.3 1.3 0.0 0.2 
         China 6.9 6.7 6.7 6.4 6.6 6.2 
         India 8.0 7.1 7.2 7.7 7.2 7.7 
      Sub-Saharan Africa 3.4 1.3 2.7 3.5 2.6 3.5 
         Nigeria 2.7 -1.6 0.8 1.9 0.8 1.9 
         South Africa 1.3 0.3 1.0 1.2 0.8 1.6 

Source: IMF, WEO Update July 2017 
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While global economic activity is projected to strengthen in 2017 and 2018, risks to the 

outlook remain and are tilted to the downside, especially over the medium term. The 

risks stem mainly from likely reduction in global trade owing to a shift to protectionism 

in a number of leading economies, possible tightening of global financial conditions with 

a faster-than-expected increase of interest rates in the US, lower commodity prices and 

potential disruption to consumer and business confidence arising from non-economic 

factors such as geo-political tensions, domestic political strife and terrorism concerns.  

 

3.2 Domestic Economic Activity 

 

The revised estimates by the Uganda Bureau of Statistics (UBOS) on economic activity 

for the first three quarters of suggest a higher GDP growth in 2016/17 than had earlier 

been estimated. Quarter on Quarter, (q-o-q) GDP growth averaged 1.1 per cent in the 

three quarters of 2016/17, which is equivalent to annualized growth of 4.4 per cent, 0.5 

PPs higher than the earlier growth estimates of 3.9 per cent. Growth in Q2 and Q3 -

2016/17 was particularly robust at 1.4 and 1.8 per cent, respectively (Figure 9), which 

suggests a sharp GDP growth.       
 
Figure 8: GDP Growth 

 
Source: Uganda Bureau of Statistics, UBOS 

 

Consistent with the UBOS estimates, BoU’s early warning indicator of economic activity, 

the composite index of economic activity (CIEA) and the Stanbic Bank Purchasing 

Managers' index (PMI) point to an improvement in economic activity going forward. 

The CIEA estimated a faster growth in economic activity at 1.5 per cent in the Q2-2017, 

0.5 PPs higher than the expansion in Q1-2017, and annual growth of 4.4 per cent in the 

year to June 2017 (Figure 10).  Similarly, PMI indicates that private sector output has 

been rising for the past six months, and very lately, from 52.8 in June to 54.3 in July 

2017, which is a pointer to an expansion of the private sector and steady economy-wide 

recovery. Activity in the quarter to June 2016 was boosted by recovery in agricultural 

production. Over the same time, growth in the service and industry sectors slowed, 
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respectively due to low activity in transport and communications, financial and energy 

sub-sectors. 

 
Figure 9: GDP Growth 

 
Source: Bank of Uganda 

 

Going forward, real GDP growth for FY 2017/18 is now projected to pick up to 5.0 – 5.5 

per cent, supported by the current accommodative monetary policy, recovery in 

external demand and Foreign Direct Investment (FDI), increased activity in the 

agricultural sector due to improved weather conditions, and the fiscal stimulus outlined 

in the national budget for FY 2017/18. 

 

4 Fiscal Policy and Developments 

  

 

4.1 Government Expenditure and Revenue 

 

Preliminary fiscal data for 2016/17 indicates that total Government revenue (including 

grants) amounted to Shs. 13, 896.5 billion, which was lower than the approved budget 

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 faces the risk of overheating.  The fiscal stance 

for FY 2016/17 focused on supporting economic growth by addressing infrastructural 

constraints in the economy.  

 

Effective coordination of a country’s fiscal policy with its monetary policy, rather than a 

subservience of the latter to the former, plays an important role in the overall 

macroeconomic management and achievement of the long-term growth target. 

Performance of the fiscal sector, in light of the monetary policy stance pursued during 

the period is reviewed in this section. 
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and the 7th Policy Support Instrument (PSI) programme amount by Shs. 783.5 billion 

and Shs. 971.5 billion, respectively. The underperformance in government revenue was 

on account of lower project support grants and domestic revenue, which relative to the 

program underperformed by Shs. 768.3 billion and Shs. 203.2 billion, respectively. Total 

government expenditure and net lending in 2016/17 was Shs. 3,356.0 billion and Shs. 

3,026.5 billion lower than the 2016/17 approved budget and the program due to 

underperformance in the development expenditure. The financing of the fiscal deficit 

amounted to Shs. 3,211.7 billion, of which 81 per cent was external while 19.0 per cent 

was domestic. 

 

The fiscal stance for FY 2017/18 has maintained the focus on addressing infrastructural 

constraints in the economy. This is evident in the increased allocation to the roads and 

transport sector from about Shs. 3,823.8 billion (18.7 percent) to about Shs. 4,587.3 

billion (20.8 percent). Another notable increase is in the debt service, which is 

portrayed by an increase in interest payments from about Shs. 2,022.9 billion (9.9 

percent) to about Shs. 2,675.4 billion (12.2 percent) of the total government 

expenditure. Fiscal developments are shown in Table 4. 

 
Table 4: Fiscal Performance 

 2016/17 
 

2017/18 
Prel. 

 

2017/18 
Approved 

Budget 

Variation 

Revenue & Grants 913.5 959.3 1,238.7 -279.4 
    Revenue 875.7 924.8 1,093.1 -168.3 
    Grants 37.8 34.5 145.6 -111.1 
Deficit(including grants) 79.1 356.9 673.0 -315.9 

 Financing:  79.1 -340.3 673.0 -1,013.3 

   External Financing (Net)  154.5 356.9 430.4 -73.4 
   Domestic Financing (Net) -75.4 -697.2 242.7 -939.9 

Source: Ministry of Finance, Planning and Economic Development (MFPED) 

 

Preliminary fiscal data for the first month of 2017/18 indicates that total Government 

revenue (including grants) amounted to Shs. 959.3 billion, which was lower than the 

approved budget amount by Shs. 279.4 billion. The underperformance in government 

revenue was on account of lower project support grants and domestic revenue, which 

relative to the program underperformed by Shs. 114.2 billion and Shs. 168.3 billion, 

respectively. Relative to the Uganda Revenue Authority’s (URA) target, domestic 

revenue underperformed by Shs. 143.8 billion. All the tax heads registered shortfalls, 

including direct domestic taxes (Shs. 75.7 billion), international trade tax collections 

(Shs. 27.3 billion) and indirect domestic tax collections (Shs. 15.7 billion). The shortfall 

in direct domestic taxes was mainly due to PAYE and tax on bank interest while the 

shortfalls in international trade tax and indirect domestic tax collections were due to 

import duty and Value Added Tax (VAT) on imports and VAT on manufactured items, 
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respectively. The underperformance in tax revenues was a pointer to low economic 

activity in July 2017.  

 

The fiscal deficit estimated from the financing items amounted to Shs. 356.9 billion, 

which was less than the programmed amount by Shs. 315.9 billion. Total financing 

amounted to Shs. 356.9 billion, which was entirely sourced externally while there was a 

net domestic repayment of Shs. 697.2 billion.  

 

4.2 Public Debt Stock 

 

The provisional total public debt stock (at nominal value), stood at Shs. 35.3 trillion, as 

at end July 2017, which is an increase of 4.5 per cent relative to June 2017.  External and 

domestic debts during the period under review amounted to Shs. 22.9 trillion and Shs. 

12.5 trillion, which is an increase of 5.9 per cent and 1.9 per cent, respectively in July 

2017. External debt made up the bulk of the total public debt, accounting for 66.3 per 

cent of total public debt. 

 

Total committed external debt (total of disbursed and outstanding plus undisbursed) 

stood at Shs. 41.7 trillion, compared to Shs. 40.7 trillion as at end June 2017. 

Undisbursed external debt stood at Shs. 18.8 trillion (USD 5.2 billion), up from Shs. 18.4 

trillion (USD 5.1 billion). Table 5 indicates that all of the domestic debt cost and risk 

indicators, with the exception of the ratio of the stock of government securities to 

private sector credit,  were within the Public Debt Medium Framework (PDMF, 2013) 

benchmarks . 

  
Table 5: Public Debt Developments 

Public Debt Indicators (% of GDP) PDMF Jun-17 Jul-17 

PV Total Public Debt  <50% 26.7 27.7 

   PV Domestic debt <20% 12.6 12.7 

   PV External debt outstanding < 30% 14.1 15 

Domestic Debt Risk Indicators PDMF Jun-17 Jul-17 

Stock/PSC (at nominal value) <75% 101.3 102.8 

% maturing in 1 year <40% 38.4 37.9 

% maturing in any year after year 1 < 20% 
11.2 Yr2 & 11.4 in Yr 

3 
13.2 Yr2 & 10.3 in Yr 

3 

bonds/bills (at face value) 70/30 70/30 71/29 

Avg Time to Maturity   >3Years 3.7 3.6 

Source: Bank of Uganda 
 

However, the ratio of debt-to-annual tax revenues of 260 per cent is above the median 

of 196 per cent in Africa. The small size of the formal economy (55 percent) has 

significant implications for debt outlook. Public debt is small compared to total GDP but 

much more worrying relative to the size of formal economy (77 percent). 
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5 Balance of Payments and Exchange Rate Developments 
 

5.1 Balance of Payments 

5.1.1 Current Account Developments 

 

The balance of payments improved substantially in FY 2016/17 to a surplus of USD 

437.6 million, from a surplus of USD 101.5 million recorded in FY 2015/16. Over the 

same time, the current and capital account deficit narrowed by USD 534 million. The 

current account deficit (CAD) has been steadily narrowing, on average by 29.0 per cent 

since FY 2013/14, leading to a record low deficit of 3.0 per cent of GDP in FY 2016/17. 

All sub accounts of the current account, with the exception of the primary income 

account, registered improvements during FY 2016/17, compared to FY 2015/16.  

 

The CAD improved by USD 503.2 million, to a deficit of USD 707.9 million in FY 

2016/17, largely on account of narrowing of the trade deficit supported by increased 

export receipts and a lower import bill. In FY2016/17, exports receipts increased by 

18.0 per cent (USD 481million), supported by USD 142 million increase in non-coffee 

export receipts and USD 138 million (39 per cent) increase in coffee receipts.  In line 

with the trend observed since December 2015 with the opening of a gold refinery in 

Entebbe, non-monetary gold export receipts jumped by 24.2 per cent to USD 339 

million. The import bill, on the other hand, decreased by 13.9 per cent, due to lower 

government imports, which declined by USD 215 million to USD 279 million.  

 

On a quarterly basis, the Current Account Deficit (CAD) deteriorated by USD 98.3 

million to a deficit of USD 192.7 million in Q2-2017, relative to Q1-2017 – on account of 

deterioration in the goods account balance. The import bill increased by 10.6 per cent to 

USD 1,214.6 million, on account of an increase in both private sector and government 

imports. Private sector imports bill, excluding non-monetary gold, increased by USD 

53.9 million to USD 1,073.1 million, while government import bill more than doubled, 

increasing by USD 48.2 million to USD 69.8 million. These developments, on a good 

note, are suggestive of a pick-up in both private and public-sector investment, with 

positive implications for growth going forward.  

 

Over the same time, export receipts increased by 6.2 per cent to USD 851.9 million, 

relative to Q1-2017, mainly on account of an increase in non-coffee export receipts, 

which, excluding non-monetary gold, increased by 7.5 per cent to USD 622.3 million. 

A large current account (CA) deficit usually implies an external imbalance in the 

economy, which in a flexible exchange rate regime may be corrected by a depreciation 

of the exchange rate. Persistent CA deficits may, however, require structural changes in 

the economy aimed at enhancing productivity and growth and consequently minimizing 

the CA deficit.  
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The increase in agricultural commodities export earnings is consistent with improved 

yields following the good rains received over the past 5 months.  In contrast, coffee 

export receipts declined by USD 11.5 million to USD 136.4 million, due to a decrease in 

the volume and price. The volume of coffee exported fell by 47,221 (60Kg) bags to 

1,165,251 (60kg) bags, while the price reduced by USD 0.08 per kg to USD 1.96 per kg. 

 

Save for the primary income account, all sub accounts of the current account recorded 

deteriorations during the quarter under review. The services account balance worsened 

by USD 12 million to a deficit of USD 49.4 million due to an increase in other business 

payments to non-residents. Secondary income balance decreased by USD 32.5 million to 

a surplus of USD 358 million. The primary income balance improved by USD 13 million 

to a deficit of USD 139 million, largely on account of reductions in interest paid on 

public debt. The trends of the CAB and its components are shown in Figure 10.  

  
Figure 10: Quarterly Developments in the Current Account 

 
Source: Bank of Uganda 
 

5.1.2 Capital and Financial account 

 

The financial account recorded a net incurrence of liabilities of USD 371.7 million, which 

is USD 341.2 million higher, relative to Q1-2017. Foreign Direct investment (FDI) 

transactions increased to USD 125.0 million, up from USD 113.5 million in Q1-2017. 

Transactions in other investments resulted in an overall net incurrence of liabilities of 

USD 320.9 million, higher than USD 68.8 million during the previous quarter, largely 

driven by transactions of general government whose loan liabilities increased by USD 

220.4 million. Portfolio outflows contracted by 51 per cent to USD 74.8 million in Q2- 

2017. The decrease in net portfolio assets was due to lower net disposals of government 

debt securities by offshore investors amounting to USD 5.8 million, compared to USD 

100.3 million during the previous quarter.  

 

The developments in the external sector resulted in an overall balance of payments 

surplus of USD 118.8 million during Q2-2017, with a net build-up in reserves assets of 
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USD 119.1 million excluding valuation changes. Developments in the overall balance of 

payment and its components on a quarterly basis are shown in Figure 11. 

 
Figure 11: Developments in Overall Balance of Payments and Main Components 

 
Source: Bank of Uganda 

 

The stock of reserves at the end of June 2017 was estimated at USD 3,389.5 million 

(including valuation changes), equivalent to 5.3 months of future imports of goods and 

services. Most recent estimates, as at 29th August 2017, reflect a further increase in the 

stock of reserves, amounting to USD 3,472.2 million (equivalent to 5.4 months of import 

cover). Developments in the stock of reserves and months of import cover are shown in 

Figure 12. Going forward, in the short term, the import bill is set to continue on an 

upward trajectory, driven by an increase in private sector imports, but this is expected 

to be moderated by an increase in export receipts as good rains continue to support the 

agricultural sector. Moreover, FDI and other investments inflows are expected to 

increase in line with government projects implementation. 

 
Figure 12: Stock of Reserves and Months of Import Cover 

 
Source: Bank of Uganda 
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5.2 Exchange Rate Developments 
 

In August 2017, the shilling weakened against the US dollar, depreciating by 0.15 per 

cent, month-on-month (m-o-m), and by 6.9 per cent y-o-y, to an average mid-rate of 

UGX 3,606.86 per US Dollar. This depreciation was in part driven by increased demand 

for foreign exchange from manufacturing, oil, telecom sectors amidst subdued forex 

inflows.  

  

Preliminary results indicate that both the Nominal and the Real Effective Exchange 

Rates (NEER and REER) depreciated by 3.1 per cent and 3.6 percent, respectively in the 

year ended July 2017 (Figure 13). The depreciation of the REER is a pointer to 

increased competitiveness of the exports in the tradeable sector.   

 

Conditions in the IFEM enabled the BoU to purchase USD 853.85 million in the FY 

2016/17 for reserve build-up, against the period target of USD 702 million, and 

purchased a further USD 121.05 million in July and August 2017. Note that intervention 

by the BoU in the Interbank Foreign Exchange Market (IFEM) is aimed at stemming 

disruptive volatility and to effect purchases for reserve build up. 

 
Figure 13: Exchange Rate Developments 

 
Source: Bank of Uganda 

 

Going forward, the shilling may weaken further on account of recovery in aggregate 

demand, tapering of accommodative monetary policies in some of the AEs, uncertainty 

in global financial markets conditions stemming from an inward focus in policies, 

particularly protectionism leading to reduced trade and cross-border investment in AEs 

and rising geopolitical tensions. 
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6 Inflation 
 

 

6.1 Global Inflation and International Commodity Prices 
 

6.1.1 Global Inflation 

 

In 2016, while inflation picked up in AEs, it declined in EMDEs thus keeping global 

inflation subdued. Following the partial recovery of commodity prices observed 

particularly in H2-2016, average annual inflation in key AEs rose from 0.2 per cent in 

2015, to 0.5 per cent in 2016 and further to about 2.0 per cent in H1-2017. However, in 

recent months, inflation has declined in some large AEs, partly reflecting idiosyncratic 

factors. This led to inflation in AEs averaging 1.5 percent in June 2017 from 1.8 percent 

in April 2017. Inflation in the US slowed further to 1.7 per cent in July 2017, remaining 

below the 2.0 per cent central bank target and weakening the case for a third US rate 

hike in 2017. On the other hand, average annual inflation in key EMDEs declined from 

7.3 per cent in 2015, to 5.9 per cent in 2016 and further to 3.6 per cent in H1-2017. In 

June 2017, inflation in EMDEs averaged 3 percent from 3.4 percent in April 2017. Global 

inflation developments are shown in Figure 14.  

 
Figure 14: Global Inflation Developments 

 
Source: Organization for Economic Cooperation and Development (OECD), June 2017.  
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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 of 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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In terms of the outlook, the IMF’s WEO Update for July 2017 projects inflation for AEs to 

rise close to the central bank medium term targets of around 2.0 per cent, with average 

annual inflation increasing to 1.9 per cent in 2017 before moderating slightly to 1.8 per 

cent in 2018. In EMDEs, annual inflation is also forecast to trend around the central 

bank medium term targets of around 5.0 per cent, with annual inflation averaging about 

4.5 per cent in 2017 and 4.6 per cent in 2018. The anticipated increase in inflation, 

supported by the strengthening of global demand, is notably muted, owing to the 

slowdown in the recovery of commodity prices.  

6.1.2 International Commodity Prices 

 

Global commodity prices declined in 2016, although at a slower pace than in 2015, and 

are projected to rise in 2017, in line with the anticipated strengthening of global 

economic activity. Average crude oil prices which declined by 15.7 per cent to USD 42.8 

per barrel in 2016, compared to the decline of 47.2 per cent in 2015, are forecast to 

increase by 21.2 per cent in 2017. However, in July 2017, crude oil prices averaged at 

US$ 47.4 per barrel compared to US$ 53.6 per barrel in February 2016. The moderation 

in the oil price in 2016 and eventual price pick up in early 2017 are mainly a result of 

the agreement by the Organization of Petroleum Exporting (OPEC) countries and other 

non-OPEC producers to cut back oil production in order to rebalance the oil market.  

 

Global non-fuel commodities prices declined slightly in 2016 and are projected to 

increase in 2017 before declining again in 2018. The IMF’s WEO Update for July 2017 

projects global non-fuel prices to have declined by 1.8 per cent in 2016 in addition to 

the decline of 17.5 per cent in 2015. Prices have however increased by 2.4 per cent in 

H1-2017 and are anticipated to increase by 5.4 per cent overall in 2017, before 

declining by 1.4 per cent in 2018. Developments in international commodity prices are 

shown in Figure 15. 

 
Figure 15: Global Commodity Price Developments 

 
Source: World Bank, Food and Agriculture Organization of the UN 
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6.2 Domestic Consumer Price Inflation 
 

The rise in inflation observed in the six months to May 2017 was temporary and was 

largely caused by the sharp increase in food crops prices due to prolonged drought 

which engulfed the country during the first three quarters of FY 2016/17. Reflecting the 

impact of the prolonged drought, food crops and related items inflation rose sharply 

from an average of 6.6 per cent in Q2 to 21.0 per cent in Q4-2016/17, feeding through to 

overall inflation, which averaged 5.7 per cent in FY 2016/17.  

  

Inflation has tapered since peaking in May 2017. In August 2017, annual headline and 

core inflation eased further, dropping to 5.2 and 4.1 per cent, respectively, from 5.7 and 

4.5 per cent in July 2017 and from 6.4 per cent and 4.9 per cent in May 2017. Food crops 

and related items inflation also decelerated to 11.8 per cent from a peak of 23.1 per cent 

in May 2017. The deceleration in inflation is mainly being driven by favourable weather 

conditions and the relatively stable exchange rate. Even on a quarterly basis, inflation 

has continued to decline. Headline and core inflation declined to 5.8 and 4.5 per cent, 

respectively in the quarter to August 2017, down from 6.4 and 4.9 per cent, in the 

quarter to July 2017, mainly on account of food crops and related items inflation, which 

has eased from 21.9 per cent in the quarter to May to 14.2 per cent in the quarter to 

August 2017.  Developments in domestic inflation are shown in Table 6. 

 
Table 6: Developments in Inflation 

  Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Jul-17 Aug-17 

  Annual Per cent change  

 Headline   5.9 6.7 6.4 6.8 7.3 6.4 5.7 5.2 

 Core  5.2 5.7 4.8 4.9 5.1 5.0 4.5 4.1 

 Food crops And Related Items  14.5 18.8 20.9 21.6 23.1 18.1 12.9 11.7 

 Other Goods  4.8 5.6 4.8 5.1 5.6 5.6 4.9 4.6 

 Services  5.8 5.9 4.7 4.7 4.5 3.9 4.0 3.3 

 Energy Fuel And Utilities  1.4 1.0 3.8 5.3 7.1 5.7 7.8 7.8 

  Quarterly  moving average 

 Headline   5.4 6.1 6.4 6.6 6.8 6.8 6.4 5.8 

 Core  5.4 5.6 5.2 5.1 4.9 5.0 4.9 4.5 

 Food crops And Related Items  10.8 14.7 18.1 20.4 21.9 21.0 18.0 14.2 

 Other Goods  4.6 5.1 5.1 5.2 5.2 5.4 5.4 5.1 

 Services  6.6 6.4 5.5 5.1 4.6 4.4 4.1 3.8 

 Energy Fuel And Utilities  -    1.8 -    0.1 2.1 3.4 5.4 6.0 6.9 7.1 

Source: Bank of Uganda and Uganda Bureau of Statistics (UBOS)  
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7 Economic Outlook and Risks 

 

7.1 Economic Outlook 
 

The UBOS’s revised GDP estimates for 2016/17 suggest a revised GDP growth of 4.4 per 

cent which is 0.5 PP higher than the earlier estimates. Similarly, both the Stanbic Bank 

Purchasing Managers' index and the Composite Index of Economic Activity point to an 

improvement in economic activity going forward. GDP growth for 2017/18 is projected 

to pick up to 5.0 – 5.5 per cent, supported by the current accommodative monetary 

policy, recovery in external demand and Foreign Direct Investment (FDI), increased 

activity in the agricultural sector due to improved weather conditions, and the fiscal 

stimulus outlined in the national budget for FY 2017/18. Nonetheless, outward growth 

could be constrained by the continued sluggish PSC growth. 

 

The outlook for the external economic environment remains on a trajectory of broad-

based improvement in the medium term specifically for the US and Euro Area while 

China is headed for a deceleration in economic growth, same as in the June round of 

forecasts.  Growth in the US is expected to recover to levels slightly higher than 2.0 per 

cent and the Fed is expected to announce another fed rate hike by December 2017. In 

the near term, however, the outlook for global inflation has been revised downwards, 

despite the tightening of global financial conditions and the associated effects on the 

exchange rate. The projection for international oil prices is lower than in the previous 

assumptions due to the increasing production in the US which has undercut the effect of 

the OPEC agreement, which means that the contribution by energy prices to inflation 

will decrease. International food prices are also forecast to be lower on account of 

favourable weather conditions. 

 

7.2 Inflation Outlook and Risks 

 

Inflation outlook in the near term continues to evolve broadly as had been previously 

forecasted. Both annual core and headline inflation are currently forecast to stabilize 

around the BoU medium term of 5.0 per cent in December 2017 and March 2018, 

respectively.  These inflation forecasts are depicted in Figure 16.  

 

 

 

 

 

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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Figure 16: Inflation forecast 

 
Source: Bank of Uganda 

 

Although inflation is predicted to remain within the 5 per cent target, there are risks to 

this outlook, albeit relatively well balanced. On the upside, there is a possibility of 

higher food prices due to poor harvest in some parts of the country because of erratic 

rains and the effect of armyworm infestation; and a more depreciated exchange rate on 

account of strengthening aggregate demand and market sentiments in the region, 

including uncertainty surrounding global financial markets. Nonetheless, the impact of 

these developments, if they were to materialize, could be moderated by lower oil prices, 

appreciation of the exchange rate following increased inflows into the oil sector in the 

near- to medium- term, subdued aggregate demand as PSC may continue to be 

constrained due to tight credit standards and slow implementation of public investment 

projects. 

 

8 Conclusion  

 

The international economic upswing has continued since the June 2017 State of the 

Economy Report. Global GDP growth is projected to pick up in 2017 and further in 2018. 

Although the risk of setbacks is deemed to have decreased, there is still economic and 

political uncertainty in many parts of the world. This combined with non-economic 

factors, including geopolitical tensions, domestic political discord, extreme weather 

events, and terrorism and security concerns could dampen medium-term global growth 

prospects.  

 

Over the near term, the outlook for global inflation has been revised downwards, 

despite the tightening of global financial conditions and the associated effects on the 

exchange rate. The projection for international oil prices is now lower due to the 

increasing production in the US which has undercut the effect of the OPEC agreement – 

which means the contribution by energy prices to inflation will decrease. At the same 

time, international food prices are also forecast to be lower on account of favorable 
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weather conditions. Global financial markets remain susceptible to intermittent 

episodes of volatility as U.S Fed continues with its monetary policy normalization. 

Indeed, going forward, EMDEs are likely to face challenges on account of continued 

strengthening of the U.S Dollar and rising yields on long term AEs securities. 

 

On the domestic scene, Uganda’s economic activity is evolving well and confidence 

indicators point to continued optimism among businesses. High frequency indicators 

point to strengthening of the economy in H2-2016/17, which coupled with 

improvements in optimism expressed by businesses and consumers, could imply firmer 

economic growth in 2017/18. Overall, the impact of negative external shocks on the 

economy should be dissipating and a return to reasonable growth is expected in FY 

2017/18 and beyond, boosted by the current accommodative monetary policy, recovery 

in external demand and Foreign Direct Investment (FDI), increased activity in the 

agricultural sector due to improved weather conditions, and the fiscal stimulus outlined 

in the national budget for FY 2017/18. 

 

Monetary aggregates continue to grow albeit below the PSI benchmarks and may 

therefore not pose upward inflationary pressures. Despite the reduction in lending rates 

and increased demand for credit, commercial banks remain risk averse and this could 

affect the pace of recovery in economic activity. A prerequisite for more sustainable 

inflation close to 5 per cent is that the shilling doesn’t weaken too fast and that 

economic activity continues to strengthen. 

 

Forecasts indicate that inflation continues to evolve broadly as had been forecasted. 

Both annual core and headline inflation are currently forecast to stabilize around the 

BoU medium term target of 5.0 per cent. The need of inflation stabilizing close to target 

and of well anchored inflation expectations suggests that monetary policy should not be 

overly accommodative.  Moreover, it is necessary to allow previous monetary policy 

easing to filter through the rest of the economy. Further easing of policy at the time, 

seeking to achieve a faster growth, could risk fueling unnecessary volatility in the 

economy. Therefore, the BoU maintained the CBR at 10 per cent in August 2016, the 

same level as 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. Consequently, the rediscount rate 

and the bank rate were maintained at 14.0 per cent and 15.0 per cent, respectively. The 

Bank reiterates its commitment to conduct monetary policy with flexibility, so that 

projected inflation is maintained at 5 per cent over the policy horizon. If, however, the 

assumptions underpinning the projections prove to be inconsistent with incoming data, 

or if risks to the projections materialize, the policy could be revised.  

 

 


