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Executive Summary 

 

1) The Bank of Uganda (BoU) upheld its neutral monetary policy stance, maintaining 

the Central Bank Rate (CBR) at 9.0 percent in June 2018. The band on the CBR was 

kept at +/-3 percentage points and the margin on the rediscount rate at 4 

percentage points on the CBR. Consequently, the Rediscount rate and the Bank rate 

remained at 13.0 percent and 14.0 percent respectively. 
 

2) Global financial conditions remain relatively accommodative supported by 

continued global economic strengthening. However, current rising inflation 

pressures, especially in advanced economies, are expected to trigger a faster pace of 

monetary policy normalisation, which could lead to tighter global financial 

conditions. In line with tightening financial conditions and higher inflation 

expectations, long-term bond yields also rose in key global financial markets. 
 

3) Average interbank money market rates edged up on account of tight liquidity 

conditions driven by end-year corporation tax remittances, and low government 

expenditure at the beginning of FY18/19. The weighted 7-day interbank money 

market rate rose to 9.5 per cent in the quarter ended July 2018 from 9.3 per cent in 

the previous quarter. However, yields on government securities that had declined 

since April 2016 when BoU started pursuing the accommodative monetary policy 

stance, rose during the quarter ended July 2018, following an increase in the 

domestic borrowing requirement by government. 
 

4) The weighted average lending rates on shilling-denominated loans continued to 

ease. In the quarter ended June 2018, the weighted average lending rate on shilling 

denominated loans declined to an average of 19.3 percent from 20.5 percent in the 

quarter ended March 2018 and 20.9 percent in the corresponding quarter of the 

previous year. Subsequently, most commercial banks adjusted their base and prime 

lending rates accordingly. 

 

5) There has been a continued recovery in growth in private sector credit (PSC), a 

leading indicator of the financial sector’s contribution to economic activity, largely 

driven by a reduction in supply side constraints and improving economic conditions. 

In nominal terms, average annual PSC growth rose to 10.5 per cent in June 2018, up 

from 2.8 percent in November 2017. The average annual growth in shilling-

denominated loans grew by 17.9 per cent percent in June 2018 relative to 7.7 
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percent in November 2017, while forex denominated lending fell by 0.2 per cent 

relative to a fall of 3.7 percent over the same period.  

 

 

6) The global economy is expected to strengthen with a growth rate of 3.9 percent in 

2018 and 2019 compared to 3.7 percent in 2017. However, the growth prospects are 

more uneven and less certain with increasing risk in the global environment. Given 

the increase in trade tensions, tighter financial conditions, increase in oil prices and 

the higher yields in the United States (US), US dollar appreciation, several economies 

have been affected. Indeed, the growth seemed to have peaked in major economies 

with growth rates in the Euro area, United Kingdom (UK) and Japan being revised 

downwards to 2.2 percent, 1 percent and 1.4 percent respectively in 2018.  Growth 

prospects in the US remained relatively unchanged from the April World Economic 

Outlook (WEO) forecast round. The US economy is expected to grow at 2.9 percent 

in 2018, supported by a strong fiscal stimulus and private consumption. 

 

7) BoU’s early warning indicator of economic activity, the composite index of economic 

activity (CIEA) indicates that economic activity has continued to strengthen. The 

CIEA grew at a rate of 1.7 percent in the quarter to June 2018 as depicted in Figure 9. 

The index increased to 215.3 in the quarter to June 2018 from 211.8 in the quarter 

to March 2018. Growth was generated from all the sectors during the quarter to June 

2018. During the 12 months to June 2018; the economy is estimated to have grown 

at 6.5 percent higher than 3.8 percent in the 12 months to June 2017. This is 

consistent with the Uganda Bureau of Statistics (UBOS) estimation of a 5.8 percent 

GDP growth for FY 2017/18, up from 3.9 percent in FY 2016/17. 

 

8) Preliminary data for the twelve months of FY 2017/18 indicates a shortfall. Total 

Government revenue (including grants) during the twelve months to June 2018 

amounted to Shs. 15,312.0 billion, which was Shs. 1,513.2 billion lower than the 

amount programed in the approved budget, mainly due to underperformances in 

both domestic revenue and grants Relative to the approved budget, Grant receipts 

underperformed by Shs. 988.6 billion, mainly due to the continued 

underperformance of project support grants. Domestic revenues also 

underperformed during the period under review by Shs. 524.6 billion and amounted 

to Shs. 14,537.8 billion. The short fall was on account of indirect and direct taxes and 

licenses and fees. However, international trade taxes registered a surplus. 
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9) Uganda’s balance of payments (BoP) position has deteriorated further to US$ 294.4 

million during the quarter ended June 2018, compared to a deficit of US$ 132.2 

million registered in the previous quarter and a surplus of US$ 119.5 million 

recorded in the quarter to June 2017. The continued weakness in the BoP position 

during this period could largely be attributed to a further deterioration in the 

current account that is mainly reflected in the widening of the trade balance. 

Notably, the current account deficit increased by 61.0 percent to US$ 579.5 million 

in the quarter ended June 2018, compared to US$ 359.9 million in the previous 

quarter, largely on account of a significant increase in the services deficit. When 

taken as a share of GDP, Uganda’s current account deficit has increased substantially 

in the last one year and reached 5.8 percent in 2017/18, up from 3.4 percent in 

2016/17.  

 

10)  In the last quarter of FY2017/18, there were heightened depreciation pressures, 

with the shilling depreciating by 6.9 percent to an average mid-rate of 

Shs.3,841/US$ in June 2018. In line with the bilateral Ushs/US$, the trade weighted 

nominal exchange rate (NEER) depreciated by 6 percent and 2.4 percent year on 

year in June and July 2018 respectively. Similarly, the Real Effective Exchange Rate 

(REER) depreciated by 7.3 percent year on year driven by both the NEER and lower 

inflation depreciation. However, in July the shilling appreciated by 2.1 percent 

month-on-month to an average midrate of Shs. 3,760.44 per US Dollar in July 2018. 

The appreciation was mainly driven by the increase in inflows from Export receipts, 

forex bureaux, offshore investors and Non-Government Organisations (NGOs) and 

international organisations. 
 

11) Inflation edged up in July 2018, with annual core and headline inflation increasing to 

2.5 percent and 3.1 percent, respectively, from 0.8 percent and 2.1 percent in June 

2018. The rise in inflation was supported by non-food inflation that increased to 5.6 

percent, from 3.9 percent in June 2018. Furthermore, the recently introduced taxes 

on communication services, and increased taxes on used cars, largely explain the 

increase in inflation for the communication and transport services and other goods 

subcategory of core inflation. However, food crops inflation decelerated in July 2018 

to minus 2.0 percent, from 2.3 percent in June 2018, as a result of a decline in the 

price of vegetables and fruits on account of favourable weather conditions. 
 

12) Inflation is projected to remain within the 5 percent target in the medium term. The 

near term projections were revised downwards compared to the June forecast 



viii | P a g e  

 

round on account of a less depreciated exchange rate. However, the inflation 

forecast is subject to several risks, including future path of exchange rate which in 

part is contingent on external economic environment, crude oil prices, trading 

partner inflation and weather conditions.  

 

13) Given the objective of keeping inflation close to the target and the assessment of the 

current and evolving macroeconomic situation, the Central Bank Rate (CBR) was 

maintained at 9 percent. The band on the CBR was maintained at +/-3 percentage 

points and the margin on the rediscount rate at 4 percentage points on the CBR. 

Consequently, the rediscount rate and the bank rate remained at 13.0 percent and 

14.0 percent, respectively. 
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1. Reflections of Monetary Policy in the Previous Period 

 

1.1 Monetary Policy Stance  

 

The Bank of Uganda (BoU) upheld its neutral monetary policy stance, maintaining the 

Central Bank Rate (CBR) at 9.0 percent in June 2018. The band on the CBR was kept at 

+/-3 percentage points and the margin on the rediscount rate at 4 percentage points on 

the CBR. Consequently, the Rediscount rate and the Bank rate remained at 13.0 percent 

and 14.0 percent respectively. 

 

The neutral monetary policy stance was warranted by the forecast inflation trajectory 

and the current state of the economy. While inflation was below target, it was 

anticipated to rise faster, driven by rising import prices, projected cyclical recovery in 

food prices, and increased taxes. However, despite these upside risks, inflation was 

forecast to remain within the 5 percent target for the next twelve months. Furthermore, 

although the negative output gap was beginning to close, aggregate demand pressures 

were not assessed to pose significant upward threats to inflation. 

 

 

1.2 Monetary Policy Implementation 

 

Bank of Uganda continued to use Repurchase Agreements (REPOs)/reverse REPOs, 

deposit auctions to align domestic liquidity conditions with the desired monetary policy 

stance. As at end July 2018, the outstanding stock of REPOs and Deposit Auctions stood 

at Shs. 465.5 billion and Shs. 266.6 billion respectively indicating a gradual reduction in 

structural liquidity in the banking system, compared to May 2018 when the stock stood 

at a respective Shs. 482.33 billion and Shs. 1.33 trillion. Furthermore, by end May 2018, 

there were no recapitalization securities for structural liquidity management.  
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2. Money and Financial Markets Developments 

 

2.1 Global Financial Markets 

 

Although global financial conditions remain relatively accommodative supported by 

continued global economic strengthening, current rising inflation pressures, especially 

in advanced economies, are expected to trigger a faster pace of monetary policy 

normalisation, which could lead to tighter global financial conditions. In the US, for 

example, the Federal Funds rate was raised by 25 basis points to between 1.75 percent 

and 2.00 percent in June. The rate was left unchanged in August, but there were 

indications of additional rate hikes for the rest of 2018 and in 2019, a quicker rise than 

was anticipated in March.  While the European Central Bank kept its key interest rates 

unchanged in July 2018, it planned to end its monthly net asset purchases at the end of 

December 2018. In the UK, despite several indicators pointing to a recovery in output 

growth, Bank of England kept its policy rate unchanged in June 2018 and indicated that 

any future hikes were likely to be limited and at a gradual pace.  

 

In line with tightening financial conditions and higher inflation expectations, long-term 

bond yields rose in key global financial markets. In July 2018, yields on 10-year 

government bonds increased by 0.49 percentage points to 2.89 per cent in the US, and 

by 0.05 percentage points to 1.27 per cent in the UK, compared to their levels in 

December 2017. Bond yields also rose in most of the Emerging Markets and Developing. 

Economies (EMDEs) largely supported by sustained expectations of a faster pace of US 

Federal Reserve monetary policy tightening, a further strengthening of global growth 

and higher inflation expectations. The rise in long term bond yields represents rising 

global borrowing costs and debt burdens, especially for the EMDEs.  

 

In the currencies market, the US dollar strengthened in real terms against most major 

world currencies in early July 2018, driven by better than anticipated performance of 

the U.S. economy relative to the UK, Euro zone and Japan. The US dollar index, which 

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 particularly in an open economy are 
very susceptible to sudden changes in investor sentiments emanating from global and 
domestic conditions which generate financial market volatility.  
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measures the strength of the US dollar against a basket of 7 major world currencies, 

rose by 0.43 percent month-by-month in June 2018.  But this trend may not last long as 

the Euro zone and Japan are projected to catch up in the second half of 2018. 

 

Market expectations remain for gradual increase in global interest rates owing to faster 

normalization of monetary policy in the US, in line with the stronger global growth 

outlook and the imminent pickup in inflationary pressures. However, the normalisation 

of interest rates in AEs is also likely to expose financial vulnerabilities especially in 

EMDEs with high levels of foreign currency debt. Furthermore, the growing trade 

tensions and heightened geopolitical tensions could also continue to escalate financial 

markets volatility.  

 

As of early July 2018, the US dollar had strengthened by over 5 percent in real effective 

terms since February 2018, while the euro, Japanese yen, and British pound sterling are 

broadly unchanged. In contrast, some emerging market currencies had depreciated 

sharply. The Argentine peso weakened by over 20 percent and the Turkish lira by 

around 10 percent, due to concerns about financial and macroeconomic imbalances. 

The Brazilian real had depreciated by over 10 percent on a weaker-than-expected 

recovery and political uncertainty. Weaker-than-anticipated macroeconomic data for 

South Africa contributed to the 7 percent depreciation of the South African rand, 

unwinding part of the sharp appreciation that had occurred in late 2017 and early 2018. 

The currencies of the largest emerging market economies in Asia have remained 

broadly in line with their levels in February, with the Chinese renminbi depreciating 

modestly. Reflecting signs of financial stress in some more vulnerable countries and 

growing trade tensions, capital flows to emerging economies weakened in the second 

quarter (through May) after a strong start to the year, with a pickup in non-resident 

sales of portfolio debt securities. 
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2.2 Domestic Financial Markets 

2.2.1 Interbank Money Market 

 

Average interbank money market rates edged up on account of tight liquidity conditions 

driven by end-year corporation tax remittances, and low government expenditure at the 

beginning of FY18/19. The weighted 7-day interbank money market rate rose to 9.5 per 

cent in the quarter ended July 2018 from 9.3 per cent in the previous quarter but 

remained lower than the 10.9 per cent in the quarter ended July 2017. The 7-day rate 

trended within the CBR band during this period (Figure 1).  

 
Figure 1:  7-day Interbank Rate and the Central Bank Rate (CBR) 

Source: Bank of Uganda  

2.2.2 Primary Market for Treasury Securities 

 

Yields on government securities went up following an increase in the fiscal domestic 

financing requirement that came with the approval of the supplementary budget in FY 

2017/18. Average yields on the 91-day, 182-day and 364-day Treasury bills (T-bills) 

rose to 9.7, 10.8, and 12.4 per cent, respectively in the quarter ended July 2018, up from 

8.7, 9.1, and 9.6 per cent in the quarter to April 2018. 

 

The yields in the bond market also mirrored the developments in the treasury bills 

market. The average yields on the 2-year, 3-year, 5-year, 10-year, and 15-year Treasury 

bonds (T-bonds) rose to a range of 13.2 – 17.3 per cent in quarter ended July 2018 from 

a range of 11.1 – 14.4 per cent quarter ended April 2018. The bid rates in the securities 

auctions were very high in July and August 2018, leading to a rejection of some bids. 
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2.2.3 Secondary Market for Treasury Securities 

In the secondary market, yields on Treasury Securities rose in the quarter ended July 

2018 pushing the yield curve further upwards. Average yields on short term securities 

rose to 9.2, 10.2, and 11.5 per cent for the 91-day, 182-day and 364-day T-bills 

respectively from 8.5, 8.7, and 9.2 per cent during the quarter ended April 2018. 

Similarly, average yields on the longer dated securities increased to a range of 12.9 – 

15.7 per cent for the 2-year, 3-year, 5-year, 10-year and 15-year T-bonds, during the 

quarter ended July 2018. Average yields on the same securities ranged from 11.0 – 14.3 

per cent in the quarter ended April-2018. The rise in secondary market yields was 

reflective of the higher primary market yields. Figure 2 shows the trend in the 

secondary market yields on government securities since July 2017. 

 
Figure 2: Secondary Market Yields on T-bills and T-bonds 

 
Source: Bank of Uganda 

2.2.4 Lending and deposit interest rates   

The weighted average lending rates on shilling-denominated loans continued to ease. In 

the quarter ended June 2018, the weighted average lending rate on shilling 

denominated loans declined to an average of 19.3 percent from 20.5 percent in the 

quarter ended March 2018 and 20.9 percent in the corresponding quarter of the 

previous year. Subsequently, several commercial banks adjusted their base and prime 

lending rates accordingly.  
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Figure 3: Developments in Key Interest Rates 

Source: Bank of Uganda 

The average lending rate on dollar denominated loans rose to 8.0, from 7.5 per cent 

during the same period. The deposit rates on Shilling-deposits also remain relatively 

stable, with the weighted average time deposit standing at 9.0 percent having declined 

from about 9.9 percent in the quarter ended June 2017. Consequently, the spread for 

Shilling denominated loans fell to 10.3 percent from 11.0 percent, respectively, during 

the quarter ended June 2018. Developments in key interest rates are shown in Figure 3.  

 

Figure 4: Lending Rates by Sector 

Source: Bank of Uganda 

A decomposition of lending rates by sector shows (See Figure 4) that the fall in rates for 

shilling denominated loans was mainly on account of lower rates to the manufacturing 

(15.4 per cent) and trade (15.1 per cent) sectors, which had a combined share of 53.4 

per cent of new loans in June 2018. 
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The downward adjustment in commercial bank lending rates on shilling loans is very 

slow relative to the BoU’s adjustment of the CBR. The stickiness is partly driven by 

structural constraints in the financial sector, such as high operating costs of financial 

institutions coupled with heightened risk aversion, as a result of provisioning for bad 

debt during the year.  
 

2.2.5 Private Sector Credit 

 

Private sector credit (PSC), a leading indicator of the financial sector’s contribution to 

economic activity, continued to strengthen, largely driven by a reduction in supply side 

constraints and improving economic conditions.  In nominal terms, average annual PSC 

growth rose to 10.5 per cent in June 2018, up from 2.8 percent in November 2017. The 

average annual growth in shilling-denominated loans grew by 17.9 per cent percent in 

June 2018 relative to 7.7 percent in November 2017, while forex denominated lending 

fell by 0.2 per cent relative to a fall of 3.7 percent over the same period. Net of valuation 

changes – on account of exchange rate movements, annual PSC grew by 9.4 per cent, 

compared to 3.1 per cent in November 2017. Developments in private sector credit are 

shown in Figure 5. 

 

Figure 5: Annual Growth of Private Sector Credit by Currency 

  

 
Source: Bank of Uganda 
 

A sectoral decomposition shows robust credit growth across all sectors, and a notable 

recovery in Manufacturing; and Building, Mortgage, Construction and Real Estate 

sectors (see Figure 6). Asset quality continued to improve, especially in the Building, 
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Mortgage, Construction and Real Estate sector, and this has moderated risk pressures to 

PSC and economic growth, with ratio of nonperforming loans (NPLs) to total loans 

declining to 4.4 per cent in June 2018 from 5.3 per cent in the previous quarter and 

from 6.3 per cent in the previous year. The decrease in the NPL ratio was in part driven 

by better private sector balance sheets supported by improved business activity.   

 

Going forward, PSC is expected to improve even further with declining NPL ratios and 

expected increase in demand for credit. Banks are expected to further ease overall 

credit standards as the asset quality continues to improve. This increase in credit 

growth, if sustained, is likely to boost private investment and consumption, which in 

turn should support growth.  

 

 Figure 6: Sectoral Growth in Private Sector Credit 

Source: Bank of Uganda 

The supply of credit grew during the quarter ended June 2018, with the ratio of the 

value of approved loans averaging at 68 per cent of value of applications, compared to 

70 per cent in the quarter ended March 2018. Demand for credit (as proxied by value of 

loan applications) grew by 25 per cent in the quarter to June 2018 from the previous 

quarter. A sectoral decomposition shows notable recovery in growth of credit to the 

Manufacturing and Building, Mortgage, Construction & Real Estate sectors (Figure 7).   

 

 

 

 



9 | P a g e  

 

 
 
Figure 7: Annual Private Sector Credit Growth by Sector 

  

  
Source: Bank of Uganda 
 

2.2.6 Determinants of Money Supply 

 

Growth in money supply, save for M2 which was relatively stable, has been robust in the 

FY2017/18 in line with improved economic activity. On average, annual M1, M2 and M3 

grew by 16.4, 13.2 and 12.4 percent respectively in the quarter ended June 2018 

compared to growth of 15.5, 13.5, and 11.5 percent in the quarter ended March 2018. 

Growth in M1 was largely driven by 11.7 percent growth in currency in circulation (CIC) 

up from 9.7 percent in the previous quarter. Average annual growth in Time and savings 

deposits decelerated to 8.8 percent in the quarter ended June 2018 from 10.6 percent in 

the quarter ended March 2018. Over the same period, the growth in demand deposits 

was relatively stable at 19.6 per cent, while foreign currency deposits grew by 10.7 

percent, up from 6.8 percent.   
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Figure 8: Contribution to M3: Asset versus Liability Side 

 

Source: Bank of Uganda 

 

On the asset side, growth in Net Domestic Assets (NDA) continued to recover in the 

quarter to June 2018, averaging at 9.5 percent, compared to minus 0.03 percent growth 

in the previous quarter. The recovery in NDA is expected to boost monetary growth as 

PSC picks up. While the contribution of NDA to growth in M3 improved (Figure 8), 

NFA’s contribution grew at a slower rate, averaging at 9.2 percent compared to 11.5 

percent recorded in the quarter ended March 2018. On the liability side, the pickup in 

M3 was driven by higher growth in foreign deposits of 10.7 per cent, from 6.8 per cent. 

On the other hand, growth in shilling deposits slowed to 13.7, from 14.8 per cent during 

the same period. 
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3. Economic Activity 

 

3.1 Global Economic Activity 

 

The global economy is expected to strengthen with a growth rate of 3.9 percent in 2018 

and 2019 compared to 3.7 percent in 2017. However, the growth prospects are more 

uneven and less certain with increasing risk in the global environment. Given the 

increase in trade tensions, tighter financial conditions, increase in oil prices and the 

higher yields in the United States (US), US dollar appreciation, several economies have 

been affected. Indeed, the growth seemed to have peaked in major economies with 

growth rates in the Euro area, United Kingdom (UK) and Japan being revised 

downwards to 2.2 percent, 1 percent and 1.4 percent respectively in 2018.  Growth 

prospects in the US remained relatively unchanged from the April World Economic 

Outlook (WEO) forecast round. The US economy is expected to grow at 2.9 percent in 

2018, supported by a strong fiscal stimulus and private consumption.  

 

In Emerging Market and Developing Economies (EMDEs) growth is still projected to rise 

to 4.9 percent in 2018 and 5.1 percent in 2019, up from 4.8 percent in 2017. However, 

the outlook for the individual economies varies as the growth rates are affected by the 

geopolitical conflict, dollar appreciation, high US yields and rising oil prices. For 

example while China’s growth is projected to decelerate to 6.6 percent in 2018 from 6.9 

percent in 2017, India is projected to grow to 7.3 percent in 2018 from 6.7 percent in 

2017. In addition, Latin American countries such as Brazil, growth was revised 

downwards due to the political uncertainty while countries in the Middle East especially 

oil exporters such as Saudi Arabia, growth was revised upwards in 2018 due to better 

outlook in oil prices. In sub-Saharan Africa (SSA), growth is expected to continue rising 

supported mainly by the increase in commodity prices. Growth is projected at 3.4 

percent and 3.8 percent in 2018 and 2019, respectively up from 2.8 percent in 2017. 

The improved projections were mainly due to the higher growth prospects from Nigeria 

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 because prices and wages are sticky in the 
short run, changes in money supply affect the actual production of goods and services 
and aggregate demand in the economy. 
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that grew by 2.1 percent from 0.8 percent in 2018. Global growth projections are 

presented in Table 1. 

 
Table 1: Global Growth Projections 

 2016 2017 2018 2019 

World 3.2 3.7 3.9 3.9 

Advanced Economies 1.7 2.4 2.4 2.2 

         United States 1.5 2.3 2.9 2.7 

         Euro Area 1.8 2.4 2.2 1.9 

         Japan 1.0 1.7 1.0 0.9 

         United Kingdom 1.8 1.7 1.4 1.5 

Emerging Market & Developing Economies 4.4 4.7 4.9 5.1 

         Russia -0.2 1.5 1.7 1.5 

         Brazil -3.5 1.0 2.3 2.5 

         China 6.7 6.9 6.6 6.4 

         India 7.1 6.7 7.3 7.5 

      Sub-Saharan Africa 1.5 2.8 3.4 3.8 

          Nigeria -1.6 0.8 2.1 2.3 

          South Africa 0.6 1.3 1.5 1.7 

Source: IMF, WEO update July 2018 
 

There are risks both on the upside and the downside to global growth. The balance of 

risks is on the downside in both the short and medium term. Given the tighter financial 

conditions in vulnerable economies on account of monetary tightening in AEs and the 

poor first quarter outturns in advanced countries, it is less unlikely to have higher than 

projected economic growth. In addition, the rise in trade tensions and escalating 

geopolitical tensions could constrain global trade. 

 

3.2 Domestic Economic Activity 

 

BoU’s early warning indicator of economic activity, the composite index of economic 

activity (CIEA) indicates that economic activity has continued to strengthen. The CIEA 

grew at a rate of 1.7 percent in the quarter to June 2018 as depicted in Figure 9. The 

index increased to 215.3 in the quarter to June 2018 from 211.8 in the quarter to March 

2018. Growth was generated from all the sectors during the quarter to June 2018. 

During the 12 months to June 2018; the economy is estimated to have grown at 6.5 

percent higher than 3.8 percent in the 12 months to June 2017. This is consistent with 

the Uganda Bureau of Statistics (UBOS) estimation of a 5.8 percent GDP growth for FY 

2017/18, up from 3.9 percent in FY 2016/17. The Stanbic Bank Uganda’s Purchasing 

Managers’ (PMI) index released in July 2018 also depicts an improvement in business 

activity and in the private sector. The PMI averaged about 53 in the second quarter of 

the year compared to 52.1 in the first quarter. 
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Figure 9: GDP Growth 

 
Source: Uganda Bureau of Statistics and Bank of Uganda 

 

Economic growth is forecast to pick up to above 6 percent in FY 2018/19. The growth is 

supported by the increase in global demand, accommodative monetary policy, and 

increase in foreign direct investment. However, these growth prospects are also 

susceptible to a number of risks. First, the slow execution of public investments could 

impede growth. Second, subdued private sector credit could also negatively impact 

growth. Although PSC extension is picking up and NPLs have declined, PSC extension is 

yet to recover to its historical averages. Third, the global growth momentum may be 

short lived given the increase in trade protectionism. This could spill over into domestic 

economy through increased uncertainty, trade and financial flows. 
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4. Fiscal Policy and Developments 

  

4.1 Government Expenditure and Revenue 

 

Preliminary data for the twelve months of FY 2017/18 indicates a shortfall. Total 

Government revenue (including grants) during the twelve months to June 2018 

amounted to Shs. 15,312.0 billion, which was Shs. 1,513.2 billion lower than the amount 

programed in the approved budget, mainly due to underperformances in both domestic 

revenue and grants as depicted in Table 2.  

 
Table 2: Fiscal Operations (Shs. Billion) 
       Jul’16 – June’17 Prel. July'17– June’18 Approved Budget 

Jul’17– June’18 

Revenue & Grants 13,896.5 15,312.0 16,825.2 

    Revenue 12’946.8 14,537.8 15,062.4 

    Grants 949.7 774.2 1,762.8 

Expenditure & Lending 17,437.5 20,203.0 22,315.9 

    Current Expenditure 9,994.3 10,935.6 10,663.6 

    Development Expenditure 6,718.1 7,566.1 10,075.1 

Deficit (including grants) -3,540.9 -4,891.0 -5,490.7 

Financing (net) 3,540.9 4,891.0 5,490.7 

    External Financing (net) 2,608.6 3,496.2 4,411.2 

    Domestic Financing (net) 603.1 1,358.1 1,079.5 

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

 

Relative to the approved budget, Grant receipts underperformed by Shs. 988.6 billion, 

mainly due to the continued underperformance of project support grants. Domestic 

revenues also underperformed during the period under review by Shs. 524.6 billion and 

amounted to Shs. 14,537.8 billion. The short fall was on account of indirect and direct 

taxes and licenses and fees which underperformed by Shs.475.1 billion, Shs.156.6 

billion and Shs.5.9 billion respectively. However, international trade taxes registered a 

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. Conversely, fiscal contraction can help cool down an economy that is 
growing at an unsustainable pace and could face the risk of overheating.   
 
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.  
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surplus of Shs. 27 billion. Despite the underperformance in tax revenues in FY2017/18, 

in July 2018, URA tax collections (net of refunds) amounted to Shs. 1,159.5 billion, Shs. 

35.8 billion higher than the target as depicted in Figure 10. With the exception of 

indirect taxes, all the tax heads registered surpluses.  

 
Figure 10: Government Revenue Performance in July 2018 

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

 

The shortfall in indirect domestic taxes was due to nil collections recorded from mobile 

money and Over The Top (OTT) social media internet services, as collections made in 

July were not yet reflected in the Government’s cash flow. The statutory requirement is 

for companies to report excise duty collections by 15th of the following month, thus tax 

collections by the telecom companies in July 2018 will be reported in the August 2018. 

However, there is uncertainty surrounding the future implementation of these new tax 

measures.  

 

Total government expenditure and net lending for the 12 months of FY2017/18 

amounted to Shs. 20,203 billion as depicted in Table 2. This was lower than the 

approved budget amount by Shs. 2,112.9 billion largely due to lower development 

expenditure attributable to low absorption capacity of government projects.  The fiscal 

deficit amounted to Shs. 4,891.0, which was lower than programmed by Shs.715.6 

billion. 

 

Total financing amounted to Shs. 4,854.3 billion (excluding errors and omissions), and 

was largely comprised of external financing, which was also Shs. 915 billion lower than 

programmed mainly due to under performance in the project support loan receipts. On 
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the other hand, domestic financing, which amounted to Shs. 1,358.1 billion, was Shs. 

278.6 billion higher than the programmed amount due to an increase in the issuance of 

government securities to finance supplementary fiscal expenditure during the year. 

 

4.2 Public Debt Stock 

 

The provisional total public debt stock (at nominal value) as at end June 2018 stood at 

Shs. 42.1 trillion(40.5% of GDP) representing an increase of 21.6 percent from Shs. 34.6 

trillion (37.3% of GDP) in June 2017. This growth in the stock of public debt was mainly 

on account of growth in public external debt. In June 2018, external and domestic debt 

amounted to Shs. 28.2 trillion and Shs. 13.9 trillion, respectively, which is an increase of 

26 percent and 13.7 percent, respectively, compared to June 2017.  

 

The provisional stock of public external debt disbursed stood at US$ 7,259.8 million as 

at end June 2018, representing an increase of 16.6 percent from June 2017 compared to 

an increase of 17.3 percent in the corresponding period a year ago. The total external 

debt exposure (debt disbursed and outstanding and debt committed but undisbursed) 

amounted to US$ 12,046.1million as at end June 2018.  

 

The present value of total public debt as a ratio of GDP stood at 30.5 percent as at the 

end of June 2018, which is lower than the PDMF benchmark of 50 percent. This was 

mainly on account of the growing size of the public external debt as reflected in the 

growth of nominal external debt to GDP that increased from 24.7 in June 2017 to 27.7 in 

June 2018. 

 
Figure 11: Public Domestic Debt Developments 

 

Source: Bank of Uganda 
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The Present Value (PV) of total public debt to GDP is within the Public debt 

management (PDMF) & IMF/World Bank benchmarks. With the exception of stock/PSC, 

all the public debt risk indicators were within the PDMF 2013 benchmarks as depicted 

in Figure 11. However, there are risks to the rapid rising public debt, especially the 

external debt. The exchange rate volatility and slow growth in exports could constrain 

Uganda’s ability to meet external debt obligations. In addition, high debt may strain 

various prospects for economic growth by discouraging public investment due to the 

high debt service costs.  
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5. Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

5.1.1 Current Account Developments 

 

Uganda’s balance of payments (BoP) position has deteriorated further to US$ 294.4 

million during the quarter ended June 2018, compared to a deficit of US$ 132.2 million 

registered in the previous quarter and a surplus of US$ 119.5 million recorded in the 

quarter to June 2017. The continued weakness in the BoP position during this period 

could largely be attributed to a further deterioration in the current account that is 

mainly reflected in the widening of the trade balance.  

 

Notably, the current account deficit increased by 61.0 percent to US$ 579.5 million in 

the quarter ended June 2018, compared to US$ 359.9 million in the previous quarter, 

largely on account of a significant increase in the services deficit. When taken as a share 

of GDP, Uganda’s current account deficit has increased substantially in the last one year 

and reached 5.8 percent in 2017/18, up from 3.4 percent in 2016/17.  The primary 

cause for the persistent current account deficit is the large trade deficit. Indeed, during 

the quarter ended June 2018, the trade deficit increased by 13.6 percent to US$ 544.4 

million, compared to US$ 479.1 million in the quarter ended March 2018.  The 

expansion in trade deficit was largely attributed to a decline in export receipts and an 

increase in the import bill. While the export earnings over the same period declined by 

4.0 percent to US$ 882.3 million mainly on account of a fall in export receipts from 

agricultural commodities, imports increased by 2.1 percent on account of an increase in 

private sector imports.  

 

During the same period, the surplus on the secondary income account declined by 22.1 

percent to US$ 267.4 million, largely driven personal and NGO transfers. The personal 

and NGO’s transfers declined by 18.6 percent to US$ 198.2 million and 20.1 percent to 

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 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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US$ 75.2 million, respectively in the quarter ended June 2018, compared to the previous 

quarter. Trends in the Current Account and its components are shown in Figure 12.  

 
Figure 12: Quarterly Developments in Current Account (US$ Millions) 

 Source: Bank of Uganda 

5.1.2 Capital and Financial account 

The net inflows in the financial account doubled to US$ 162.5 million in the quarter 

ended June 2018, from US$ 80.4 million in the previous quarter. This substantial growth 

of the financial account is largely attributed to a marked increase in direct investment 

inflows, coupled with a significant reduction in net portfolio investment outflows. 

Perhaps an indication of fairly attractive investment returns in the country and 

favourable future growth prospects. 

 

Notably, foreign direct investment (FDI) net inflows expanded by 21.0 percent to US$ 

232.4 million during the quarter ended June 2018, up from net inflows of US$ 192.8 

million recorded during the previous quarter. This improvement in FDI was mainly on 

account of improved performance of foreign owned enterprises that registered an 

increase in retained earnings of US$ 31.0 million in this period. In addition, the increase 

in FDI was attributed to increased capital investment by a tune of US$ 8.6 million in the 

quarter ended June 2018.  Portfolio investment however declined by US$43.3 million to 

US$24.8 million in the quarter to June 2018 from US$68.1 million in the previous 

quarter. This was largely on account of holdings of regional debt and equity securities 

by Ugandan residents that declined by US$71.3 million and US$44.8 million 

respectively. 

 

Furthermore, there was a slight contraction in the net acquisition of assets to US$ 44.6 

in the quarter ended June 2018, from US$ 45.0 million in the previous quarter, largely 

on account of two contrasting factors. On one hand, transactions in currency and 
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deposits of deposit taking corporations, significantly increased by more than 200 

percent to US$ 225.8 million in quarter ended June 2018, from US$ 54.7 million in the 

previous quarter. This was however moderated by increased inflows inform of loan 

disbursements to general government and other sectors, and lower loan repayments by 

deposit taking corporations.  

 

The developments in the external sector led to a deterioration in the overall balance and 

consequently a drawdown in stock of reserves to a tune of US$ 294.9 million in the 

quarter ended June 2018, compared to a drawdown of reserves of US$ 133.3 million in 

the previous quarter.  Figure 13 provides a detailed quarterly evolution of the overall 

BoP in the last two years.  

 
Figure 13: Developments in Overall Balance of Payments and Main Components 
 

 

 Source: Bank of Uganda 

The stock of reserves as at end June 2018 by 10.5 percent to US$ 3.2 billion, equivalent 

to 4.6 months of future imports of goods and services, compared to reserves of US$ 3.6 

billion as at end March 2018. Much of this decrease in reserves reflects increased 

foreign exchange sales during this period that was aimed at curbing the excessive 

volatility in the Interbank Foreign Exchange Market (IFEM) and the associated 

heightened exchange rate depreciation pressures. Consequently, the decline in reserves 

led to a reduction in the volumes of US Dollar purchases from the IFEM for purposes of 

reserve build-up, amidst increased outflows through higher debt service and payments 

for government imports of services. The details of the evolution in the stock of reserves 

and months of import cover are shown in Figure 14.  
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Figure 14: Stock of Reserves and Months of Import Cover 

 
Source: Bank of Uganda 

The current account is expected to remain weak over the short to medium term, on 

account of an increase in government and private sector imports. In addition, the oil and 

gas sector is likely to attract substantial capital inflows through FDI. As a result, the 

overall balance is expected to further deteriorate in FY 2018/19 and a continued draw 

down in reserves is expected. 

 

5.1.3 Exchange Rate Developments 

 

In the last quarter of FY2017/18, there were heightened depreciation pressures, with 

the shilling depreciating by 6.9 percent to an average mid-rate of Shs.3,841/US$ in June 

2018. In line with the bilateral Ushs/US$, the trade weighted nominal exchange rate 

(NEER) depreciated by 6 percent and 2.4 percent year on year in June and July 2018 

respectively. Similarly, the Real Effective Exchange Rate (REER) depreciated by 7.3 

percent year on year driven by both the NEER and lower inflation depreciation as 

depicted in Figure15. 
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Figure 15: Changes in the NER, Inflation Differential and  REER  

 
 Source: Bank of Uganda 

The Shilling however strengthened in July through August 2018. The Uganda Shilling 

remained relatively stable in August 2018 as the depreciation pressures experienced in 

the quarter ended June 2018 dissipated.  Indeed in July the shilling appreciated by 2.1 

percent month-on-month followed by a slight appreciation of 0.8 percent in August 

2018 to an average midrate of Shs. 3,729.53 per US Dollar, compared to an average 

midrate of Shs. 3,760.44 per US Dollar in July 2018. The appreciation was mainly driven 

by the increase in inflows from Export receipts, forex bureaux, offshore investors and 

Non-Government Organisations (NGOs) and international organisations. 

 

As depicted in Figure 16, by August 2018, the Uganda shilling had stabilized to 

comparable growth rates with its regional trading partners. Kenya appreciated by 0.05 

percent month-on-month compared to a 0.37 percent appreciation in July 2018. 

Rwanda Franc and Tanzania Shilling however depreciated slightly month-on-month by 

0.36 percent and 0.25 percent respectively in August 2018 compared to 0.31 percent 

and 0.14 percent respectively the previous month.  

 

 

 

 

 

 

 



23 | P a g e  

 

 

Figure 16: Trends of Selected EAC Partner State Exchange Rates 

 
Source: Bank of Uganda 

 

The BoU participated in the Interbank Foreign Exchange Market (IFEM) by carrying out 

purchases for reserve build up and interventions in periods of high volatility of the 

exchange rate. Specifically, in July, 2018, BoU purchased US$ 120.9 million for reserve 

build up and it also intervened and purchased US$ 14.0million with a targeted sale 

amounting to US$ 15.6 million. This resulted in a net purchase of US$ 119.2million.  For 

the period June-August 2018, however, the BoU purchased US$ 173.4 million for 

reserve build up compared to US$ 26.4 million purchased the period March-May 2018. 

Over the same period, the BOU intervened by selling to the market 55.9 million dollars 

with a sale of 69.9 million in June 2018 and a purchase of 14 million dollars in July 2018. 

The BoU also sold 43.7 million in targeted sales. Therefore, the net BOU action in the 

IFEM amounted to a net foreign exchange purchase of US$ 73.76 million for the period 

June-August 2018 

 

Going forward, the exchange rate may remain relatively stable in the very near-term on 

account the increased inflows that have ably met the current demand pressures. 

However, over the medium-term, the shilling may come under pressure on account of 

the weak current account position owing higher import growth that is likely to continue 

outpacing the growth in exports and the volatile international economic environment. 
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6. Inflation 

 

 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

 

Global inflation remained slightly elevated driven by firm global growth prospects and 

increased international commodity prices. In June 2018, inflation in most advanced 

economies (AEs) marginally rose and for some countries, it exceeded the central bank 

target of 2.0 percent. Notably, inflation in the US and Euro area rose by 0.1 percentage 

point to 2.9 percent and 2.0 percent, respectively, compared to May 2018. Similarly, 

inflation in Canada rose by 0.3 percentage point to 2.5 percent in June 2018, compared 

to May 2018. On the other hand, inflation in Germany marginally declined by 0.1 

percentage point to 2.1 percent in June 2018, while in France and United Kingdom 

inflation was stable in June 2018 at 0.7 percent and 2.3 percent, respectively.  

 

For emerging market and developing economies (EMDEs), the inflation outturns were 

rather mixed. Inflation in Brazil and South Africa both increased to 4.4 percent in June 

2018, from 2.9 % and 4.3 %, respectively, in May 2018. Similarly, inflation in China 

marginally rose by 0.1 percentage point to 1.9 % in June 2018. However, inflation in 

Russia and India declined by 0.1 percentage point to 2.3 % and 3.9 percent, respectively 

in June 2018.  

 

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 formulated 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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Going forward, the emergence of a positive global output gap will likely keep Global 

inflation higher in both AEs and EMDEs. However, this could be moderated by the June 

2018 agreement by OPEC and Non-OPEC producers to raise oil production. Should the 

risk of higher global inflation materialise, this could mean a pick-up in domestic 

inflation on account of higher imported inflation. Inflation developments in selected 

countries are shown in Table 3.  

 
Table 3: Inflation Developments in Selected Countries 

  Quarterly Averages Monthly 

  Quarter 

to Jun-17 

Quarter 

to Mar-18 

Quarter 

to Jun-18 

    

  Apr-2018 May-2018 Jun-2018 

Euro Area 1.5 1.3 1.7 1.3 1.9 2.0 

Japan 0.4 1.3 0.7 0.6 0.7 0.7 

UK 2.6 2.5 2.3 2.2 2.3 2.3 

US 1.9 2.2 2.7 2.5 2.8 2.9 

Brazil 3.6 2.8 3.4 2.8 2.9 4.4 

China 1.4 2.2 1.8 1.8 1.8 1.9 

India 1.5 4.7 4.0 4.0 4.0 3.9 

Russia 4.2 2.3 2.4 2.4 2.4 2.3 

South Africa 5.2 3.9 4.3 4.3 4.3 4.4 

Source: OECD Statistics 

 

The July 2018 WEO update provides a mixed picture for inflation for AEs and EMDEs. 

While, headline inflation in AEs has been revised slightly upwards from the previous 

forecast round by 0.2 percentage point to 2.2 percent in 2018, and remain stable in 

2019 at 2.2 percent.  However, for EMDEs, forecast for headline inflation was revised 

marginally downwards from the previous forecast round by 0.2 percentage point to 4.4 

percent in 2018, and remain stable at that level in 2019. These revisions reflect the 

effect of several negative shocks including oil price increases, pass-through effects of 

currency depreciation and higher prices of agricultural commodity in some countries 

due to diminishing excess supply.  
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6.1.2 International Commodity Prices 

 

Commodity prices continued strengthening in August 2018 with the exception of oil 

prices. Specifically, wheat prices increased sharply compared to the previous month. In 

addition, major food prices such as corn and soy beans increased despite the decline in 

prices of cash crops such as coffee and cocoa (Figure 17). The rise in food prices are 

partly attributed to the dry weather conditions that have hindered production. 

However, Brent crude oil prices have been on a downward trajectory since May where 

they peaked at about US$77 per Barrel. In August 2018, Brent crude oil price stood at 

US$ 73.84 per Barrel, a slight decline from US$74.95 per Barrel the previous month. The 

oil price decrease was largely supported by the increase in production of oil from OPEC 

and Non-OPEC Countries.  

 

Commodity prices are expected to remain on an upward trajectory supported by 

improving global economic conditions. Despite the recent dip in oil prices, the trend is 

likely to reverse. Oil prices are affected by escalating trade wars between the US and 

China, US and Iran and geopolitical tensions from countries such as Venezuela and Libya 

which could hinder oil production and lead to an increase in the oil prices.  

 

Figure 17:Global Commodity Price Developments 

 
Source: Reuters 
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6.2 Domestic Consumer Price Inflation 

 

Inflation edged up in July 2018, with annual core and headline inflation increasing to 2.5 

percent and 3.1 percent, respectively, from 0.8 percent and 2.1 percent in June 2018. 

The rise in inflation was supported by non-food inflation that increased to 5.6 percent, 

from 3.9 percent in June 2018. Furthermore, the recently introduced taxes on 

communication services, and increased taxes on used cars, largely explain the increase 

in inflation for the communication and transport services and other goods subcategory 

of core inflation. However, food crops inflation decelerated in July 2018 to minus 2.0 

percent, from 2.3 percent in June 2018, as a result of a decline in the price of vegetables 

and fruits on account of favourable weather conditions. 

  

Table 4: Developments in Domestic Inflation 

  
2017 2018 

Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul 

  Annual Per cent change  

 Headline   5.2 5.3 4.8 4 3.3 3 2.1 2.0 1.8 1.7 2.1 3.1 

 Core  4.1 4.2 3.5 3.3 3 2.6 1.7 1.7 1.6 1.1 0.8 2.5 

 Food crops  11.7 9.6 7.9 2.3 -0.7 1.4 -0.7 -1.7 -2.1 -0.2 2.3 -2.0 

 Other Goods  4.7 4.3 4.3 3.7 3.3 2.3 1.6 1.2 1.0 0.6 0.3 1.5 

 Services  3.3 4.1 2.3 2.8 2.6 3 1.8 2.5 2.4 1.9 1.7 4.1 

 EFU  7.8 10.6 14.1 13.7 12.5 9.8 11.2 10.3 10.4 10.3 15.1 16.0 

  Quarterly moving average 

 Headline   5.8 5.4 5.1 4.7 4 3.4 2.8 2.4 1.9 1.8 1.9 2.3 

 Core  4.5 4.3 3.9 3.7 3.3 3 2.4 2.0 1.6 1.5 1.2 1.5 

 Food crops  14.2 11.4 9.7 6.6 3.2 1 0.0 -0.3 -1.5 -1.3 0.0 0.0 

 Other Goods  5.1 4.6 4.4 4.1 3.8 3.1 2.4 1.7 1.3 0.9 0.6 0.8 

 Services  3.8 3.8 3.2 3.1 2.6 2.8 2.5 2.4 2.2 2.3 2.0 2.6 

 EFU  7.1 8.7 10.8 12.8 13.4 12 11.2 10.4 10.6 10.3 11.9 13.8 

Source: Uganda Bureau of Statistics (UBOS) 

 

On the other hand, services inflation increased to 4.1 percent in July 2018, from 1.7 

percent in June 2018, largely attributed to an increase in communication services 

inflation to 5.4 percent, compared to minus 14.4 percent in June 2018. Similarly, the 

Energy, Fuel and Utilities (EFU) inflation has mildly increased to 16.0 percent from 15.1 

percent over the same period, largely attributed to increase in liquid energy fuels 

inflation to 11.5 percent compared to 8.9 percent. Notably, petrol inflation increased to 

15.0 percent in July 2018, compared to 11.6 percent in June 2018, largely on account of 

increased global crude oil prices and effect of exchange rate pass-through. The 
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strengthening of core inflation signals an increase in domestic inflationary pressure. 

Developments in domestic inflation are shown in Table 4. 

 

7. Economic Outlook and Risks 

 

7.1 Economic Outlook 

Economic growth is forecast to pick up to above 6 percent in FY 2018/19 from 5.8 

percent projected in FY2017/18. The growth is supported by the increase in global 

demand, accommodative monetary policy, and an increase in foreign direct investment. 

However, these growth prospects are also susceptible to a number of risks. First, the 

slow execution of public investments could impede growth. Second, subdued private 

sector credit could also negatively impact growth. Third, the global growth momentum 

may be short lived given the increase in trade protectionism. This could spill over into 

domestic economy through increased uncertainty, trade and financial flows. 

 

The external environment remains positive with robust growth projections in 2018 and 

2019 especially in Sub-Saharan Africa. However these global growth prospects are more 

uneven and less certain as a result of escalating trade wars and geopolitical tensions in a 

number of economies. The positive growth outlook could enhance trade and boost 

economic growth in Uganda. There are however risks both on the upside and the 

downside to global growth. The balance of risks is on the downside in both the short 

and medium term. Given the tighter financial conditions in vulnerable economies on 

account of monetary tightening in AEs and the poor first quarter outturns in advanced 

countries, it is less unlikely to have higher than projected economic growth. In addition, 

the rise in trade tensions and escalating geopolitical tensions could constrain global 

trade. 

 

 

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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7.2 Inflation Outlook and Risks 

 

Inflation is projected to remain within the 5 percent target in the medium term. While 

inflation is forecast to increase in the near term, the projections have been revised 

downwards compared to the June forecast round. This was mainly on account of a less 

depreciated exchange rate compared to the June forecast round. The inflation forecasts 

are depicted in Figure 11. 

 

Figure 18: Inflation Outlook 

Source: Bank of Uganda 

There are a number of underlying risks to the forecasts that emanate from both the 

domestic and global environment. On the domestic scene, there is a risk of a higher 

depreciation.  While the baseline projection assumes a slower pace of the exchange rate 

depreciation, there is a possibility of a faster pace of the depreciation supported by a 

weaker current account position which could lead to a rise in inflation. Similarly, food 

prices that were projected to remain relatively subdued could still be affected by poor 

weather conditions which could lead to a rise in food inflation.   

 

On the global scene, crude oil prices could increase due to global demand, geopolitical 

risks and reduction in supplies by both OPEC and Non-OPEC members. The rise in oil 

prices could pose significant upside risk to inflation. Similarly, foreign inflation has 

recently been subdued on account of global bumper harvests, however with the 

emergence of a positive output gap in the global economy over the forecast horizon, 

trading partner countries inflation may exceed the current assumption in the baseline 
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forecast and thus pose significant upside risk to inflation.  

 

8. Conclusion  
 

Economic Growth has continued to strengthen. Indeed, BoU’s early warning indicator of 

economic activity, the composite index of economic activity (CIEA) is estimated to have 

grown at 6.5 percent higher than the 3.8 percent realised in the 12 months to June 2017. 

Economic growth is forecast to pick up to above 6 percent in FY 2018/19 from 5.8 

percent projected in FY2017/18. The growth is supported by the increase in global 

demand, accommodative monetary policy, and an increase in foreign direct investment. 

However, these growth prospects are susceptible to a number of risks. These include, 

the slow execution of public investments could impede growth, subdued private sector 

credit and the global growth momentum that could be short lived given the increase in 

trade protectionism.  

 

Inflation edged up with annual core and headline inflation increasing to 2.5 percent and 

3.1 percent in July 2018 respectively from 0.8 percent and 2.1 percent the previous 

month. The rise in inflation was largely on account of the recently introduced taxes that 

led to an increase in the communication and transport services inflation. BoU’s 

monetary policy over the medium term continues to be determined by inflation 

forecasts. Inflation is projected to remain within the 5 percent target in the medium 

term. The near term projections were revised downwards compared to the June 

forecast round on account of a less depreciated exchange rate. However, the inflation 

forecast is subject to several risks, including future path of exchange rate which in part 

is contingent on external economic environment, crude oil prices, trading partner 

inflation and weather conditions.  

 

Given the objective of keeping inflation close to the target and the assessment of the 

current and evolving macroeconomic situation, the Central Bank Rate (CBR) was 

maintained at 9 percent. The band on the CBR was maintained at +/-3 percentage 

points and the margin on the rediscount rate at 4 percentage points on the CBR. 

Consequently, the rediscount rate and the bank rate remained at 13.0 percent and 14.0 

percent, respectively. 


