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Executive Summary 

 

1) The Bank of Uganda (BoU) tightened monetary policy, increasing the Central 

Bank Rate (CBR) by 1 percentage point to 10 percent in October 2018. 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 were set at 14 percent and 15 percent, respectively. 

 

2) Global financial markets remained relatively volatile in the quarter to November 

2018 mainly on account of the tightening of financial conditions, currency 

instability in some major emerging market economies, and escalation of the US-

China trade war. Market volatility declined in AEs having risen in the first part of 

the year. Market conditions were tighter for EMDEs following the US decision to 

raise its Federal Funds Rate in June 2018. Additional rate hikes in the US and the 

stronger US dollar could lead to further tightening of financial conditions across 

emerging market economies. 

 

3) In line with the stance of monetary policy tightening, average money market 

rates rose in the two months to November 2018. The weighted 7-day interbank 

money market rate trended within the CBR band, averaging 10.6 percent 

compared to 9.4 percent in the two months to September 2018. Yields on 

Government securities remain elevated compared to FY 2017/18. In the three 

months to November 2018, yields on treasury bonds remained relatively stable, 

while yields on the treasury bill rose marginally with the exception of the yield 

on the 364-day T-bill.  

 

4) Although lending rates remained relatively stable, they edged-up slightly by 0.8 

percentage points in October 2018. During the last five months, lending rates on 

shilling denominated loans have averaged 19.2 percent compared to 20.3 

percent in the first five months of 2018. The lending rates on forex loans also 

edged-up slightly in October 2018. 

 

5) Private sector credit (PSC) growth continues on a recovery trajectory in part 

supported by a pickup in economic activity and the waning supply side 

constraints in part reflected by low non-performing loans (NPLs). The average 

annual growth in PSC for the quarter ended October 2018 was 11.3 percent 

compared to lows of 5 percent observed in the quarter ended December 2017. 
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6) Global economic growth remains strong; however, it appears to have peaked at 

its 2017 level. Global growth is projected to remain at 3.7 percent from 2018 to 

2019 as declines in growth in advanced economies (AEs) are offset by a pickup in 

growth in emerging market and developing economies (EMDEs). The growth is 

0.2 percentage points lower than previously projected reflecting the slackening 

of trade growth and investment due to tariff hikes as well as higher interest rates 

and the strengthening of the US dollar that have led to the reversal of capital 

flows in some EMDEs. 

 

7) The Bank of Uganda’s composite index of economic activity (CIEA) indicates 

stronger performance in the quarter ended October 2018. The CIEA grew at a 

rate of 3.6 percent in the quarter to October 2018, higher than the 2.3 percent 

registered in the quarter to July 2018. The growth was mainly registered in the 

services and industry sectors. The CIEA trend suggests annualised growth rate of 

7-8 percent in 2018 implying that that growth in FY2018/19 could be higher 

than the 6 percent previously projected. 
 

8) The execution of the budget continues to face constraints with fiscal operations 

in the first four months of FY 2018/19 being less expansionary than the budget. 

Total government revenue (including grants) amounted to Shs. 5,257.7, which 

was 137.5 billion lower than the approved budget because of the 

underperformance of grant receipts that were Shs.390.2 billion lower than the 

approved budget.  However, Revenue collections were higher than the approved 

budget by Shs. 252.7 billion, with surpluses in all tax heads. 

 

9) The overall external position has weakened. In the 12 months to October 2018, 

the current account deficit widened by US$732 million to US$1,740 million. On a 

quarterly basis, the current account balance deteriorated by US$63.9 million to a 

deficit of US$559.7 million during the quarter ended October 2018 mainly on 

account of a worsening trade deficit. 

 

10) The appreciation pressures observed in October 2018 continued in November 

2018, with the shilling appreciating by 0.9 percent month on month to an 

average rate of Shs. 3,740 per US dollar. The exchange rate has appreciated by 

2.6 percent since July 2018. The strengthening of the shilling is in part driven by 

increased dollar inflows mainly from coffee export receipts, offshore investors, 



vii | P a g e  

 

and private transfers which more than offset demand in the domestic foreign 

exchange market. 

 

11) Inflation remained relatively stable in November 2018 with annual core inflation 

declining marginally to 3.4 percent from 3.5 percent in October 2018 while 

headline inflation remained unchanged. The decline in core inflation was 

supported by the 4 percent drop in the services inflation from 4.4 percent in the 

previous month as a result of a decline in the communications inflation, 

specifically telephone and telefax services. 

 

12) The inflation outlook remained relatively unchanged from the previous forecast 

round. Core and headline inflation were slightly lower by 1pp in 2019q2 mainly 

on account of a less depreciated exchange rate and lower oil prices than earlier 

predicted. However, inflation is forecast to return to its 5 percent target in the 

medium term.   

 

13) In line with the objective of keeping inflation close to the target and given the 

assessment of the current and evolving macroeconomic situation, the Central 

Bank Rate (CBR) was maintained at 10 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 were maintained at 14 percent and 15 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) tightened monetary policy, increasing the Central Bank Rate 

(CBR) by 1 percentage point to 10 percent in October 2018. 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 were 

set at 14 percent and 15 percent, respectively. 

 

The tight monetary policy stance was warranted by the forecast inflation trajectory and 

the current and future state of the economy. Core inflation was projected to rise further, 

and peak in the range of 6.5-7.5 percent in the second half of 2019 on account of 

strengthening domestic demand conditions; higher international oil prices; and weaker 

Shilling owing to tightening global financial conditions, trade tensions and uncertainty 

over Brexit. In addition, economic growth was expected to pick up to above 6 percent in 

FY 2018/19 and in the medium term as the negative output gap was estimated to have 

closed and, there were prospects for continued solid economic growth in part due to 

supportive domestic financial conditions. Indeed, BoU’s CIEA estimated robust growth 

in the first eight months of 2018, with annualized growth of about 7 percent. 

 

1.2 Monetary Policy Implementation 

 

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

deposit auctions to align domestic liquidity conditions in the domestic banking system 

with the desired monetary policy stance. The net outstanding stock of REPOs and 

deposit auctions as at end November 29 2018 were Shs. 622.7 billion and Shs. 961.5 

billion respectively. 
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2. Money and Financial Markets Developments 

 

2.1 Global Financial Markets 

 

Global financial markets remained relatively volatile in the quarter to November 2018 

mainly on account of the tightening of financial conditions, currency instability in some 

major emerging market economies, and escalation of the US-China trade war. Market 

volatility declined in AEs having risen in the first part of the year. Market conditions 

were tighter for EMDEs following the US decision to raise its Federal Funds Rate in June 

2018 which led to an increase in US government bond yields, a strengthening of the US 

dollar leading to disruptive portfolio adjustments, sharp currency depreciations and 

reduction in capital flows to EMDEs particularly those with greater vulnerabilities. 

Additional rate hikes in the US and the stronger US dollar could lead to further 

tightening of financial conditions across emerging market economies.  

 

In the currency markets, the US dollar strengthened against key global currencies in 

November 2018. On a month on month basis, the US dollar strengthened by 1 percent 

against the Euro, 0.8 percent against the Swiss Franc, 0.6 percent against the British 

Pound partly due to Brexit developments and 0.4 percent against the Japanese yen even 

as the Bank of Japan remained committed to accommodative monetary policy. However, 

the elevated currency depreciations recorded in major EMEs in Q2 and Q3 of 2018, 

particularly in Argentina and Turkey, reversed somewhat in November 2018 enabled by 

access to an IMF standby facility for the former and central bank policy intervention in 

the form of a 6.25 percentage point interest rate hike in the latter. However, these 

currencies remain vulnerable to capital flow reversals and changes in general financial 

market sentiments.   

 

Outlook remains for further periods of market volatility especially if the trade disputes 

intensify. There is also a possibility of further tightening of global monetary conditions 

especially if the US inflation continues to rise which could trigger higher interest rates. 

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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In addition, business confidence could be affected as the UK Parliament considers the 

BREXIT deal. In many emerging economies, the rising external debt burdens could have 

implications on the financial markets. 

 

2.2 Domestic Financial Markets 

2.2.1 Interbank Money Market 

 

In line with the stance of monetary policy tightening, average money market rates rose 

in the two months to November 2018. The weighted 7-day interbank money market 

rate trended within the CBR band, averaging 10.6 percent compared to 9.4 percent in 

the two months to September 2018. 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 remain elevated compared to FY 2017/18. In the three 

months to November 2018, yields on treasury bonds remained relatively stable, while 

yields on the Treasury bill rose marginally with the exception of the yield on the 364-

day T-bill. Average yields on the 91-day and 182-day Treasury bills (T-bills) rose to an 

average of 10.9 and 12.5 percent respectively in the quarter ended November 2018 

from respective averages of 10.3 and 11.7 percent in the quarter to August 2018. The 

364-day paper however declined to 13.1 percent from 13.8 percent over the same 

period.  
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The average yields on Treasury bonds (T-bonds) also increased to 15.7, 16.6, 16.3, 17.2 

and 17.7 percent respectively for the 2-year, 3-year, 5-year, 10-year, and 15-year tenors 

compared to 14.2, 15.0, 14.7, 16.3 and 15.9 percent in the previous quarter. The yields 

on Government securities are expected to remain stable. 

 

2.2.3 Secondary Market for Treasury Securities 

The yields in the secondary market also mirrored the developments in the primary 

market. Yields on Treasury Securities for all tenors except the 364-day T-bill rose in the 

quarter ended November 2018. Average yields on 91-day and 182-day papers rose to 

10.5 and 11.9 percent respectively from 9.8 and 11.0 percent during the quarter ended 

August 2018. The 364-day secondary market yield for the quarter ended November 

2018 averaged 12.7 percent slightly lower than the average of 12.9 percent in the 

previous quarter. Similarly, average yields on the longer dated securities increased to 

16.0, 16.4, 16.7, 17.3, 17.6 percent respectively for the 2-year, 3-year, 5-year, 10-year 

and 15-year T-bonds during the quarter ended November 2018 compared to 14.4, 14.9, 

15.4, 16.2, 16.6 percent respectively on the same securities in the previous quarter. 

Figure 2 shows the trend in the secondary market yields on government securities 

since March 2018. 

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

 Source: Bank of Uganda 

2.2.4 Lending and deposit interest rates   

 

Although lending rates remained relatively stable, they edged-up slightly by 0.8 

percentage points in October 2018. During the last five months, lending rates on shilling 

denominated loans have averaged 19.2 percent compared to 20.3 percent in the first 
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five months of 2018. The lending rates on forex loans also edged-up slightly in October 

2018, with the weighted average lending rate increasing to 8.7 percent compared to 8.0 

percent in September 2018. The weighted average deposit rate on the shilling and forex 

deposits also increased to 3.1 percent and 1.5 percent respectively from 2.7 percent and 

1.3 percent. 

 

As depicted in Figure 3, a decomposition of lending rates by sector for the quarter 

ended October 2018 indicates relatively higher lending rates with Transport and 

communication, manufacturing and Trade sectors recording the highest rates of 19.4, 

18.1 and 18.5 percent respectively compared to 17.5, 16.3 and 16.9 percent recorded in 

the quarter ended August 2018. However, by October 2018, the mining & quarrying, 

manufacturing and agriculture sectors were the largest contributors to the rise in 

lending rates. They had increased to 19.8, 18.8 and 21.9 percent respectively from 16.0, 

17.2 and 20.9 percent in the previous month. 

 
Figure 3: Lending Rates by Sector 

Source: Bank of Uganda 

 

2.2.5 Private Sector Credit 

 

Private sector credit (PSC) growth continues on a recovery trajectory in part supported 

by a pickup in economic activity and the waning supply side constraints in part reflected 

by low non-performing loans (NPLs). The average annual growth in PSC for the quarter 

ended October 2018 was 11.3 percent compared to lows of 5 percent observed in the 

quarter ended December 2017. The quarter-on-quarter shilling-denominated loans on 

average grew by 18.5 percent in October 2018 relative to 16.3 percent in July 2018. 
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Over the same period, foreign currency denominated lending slightly improved by 0.8 

percent compared to a growth of minus 0.2 percent. Net of valuation changes – on 

account of exchange rate movements, foreign currency denominated loans contracted 

by minus 3.7 percent, compared to minus 5.2 percent in the same period. Growth in PSC 

is in line with projected growth in economic activity for FY 2018/19. Figure 4 shows 

developments in private sector credit. 

 
Figure 4: Annual Growth of Private Sector Credit by Currency 

Source: Bank of Uganda 

 

The sectoral decomposition of PSC as shown in Figure 5 shows positive growth in 

credit growth across all sectors. However, compared to the quarter ended July 2018, 

growth is slower for the agriculture and personal & household loans sectors. In the 

medium-term, PSC growth is likely to improve further on account of a projected 

improvement in economic activity. This increase in credit growth if sustained is likely to 

boost private investment & consumption, which in turn should support growth.  
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 Figure 5: Sectoral Growth in Private Sector Credit 

Source: Bank of Uganda 

In the medium term, PSC is likely to recover on account of a projected improvement in 

economic activity. This would be supported by improvement in asset quality. Non-

Performing Loans (NPLs) as a share of total loans increased marginally to 4.7 percent in 

the quarter ended September 2018 compared to 4.4 percent in the quarter ended June 

18 driven largely by defaults in Mining & Quarrying and Other Services sectors. The 

current rate of NPLs however remains significantly lower than the highs of 7.2 percent 

recorded in the quarter ended September 2017.  

 

The sectors of Agriculture and Trade remain the riskiest sectors registering sectoral 

NPL ratios of 8.8 percent and 5.9 percent respectively in the quarter ended September. 

The sectors account for respective shares of 24 percent and 23 percent. The ratio of 

NPLs is however expected to remain low, which may lead to continued easing of credit 

standards by commercial banks. 
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2.2.6 Determinants of Money Supply 

 

Growth in monetary aggregates remained robust, despite the slight slowdown in the 

quarter ended October 2018 relative to the quarter ended July 2018. On average, M1, 

M2 and M3 grew annually by 12.1, 9.4 and 10 percent respectively in the quarter to 

October 2018 compared to the growth of 14.4, 11.7 and 11.4 percent in the quarter 

ended July 2018. Similarly, currency in circulation (CIC) slowed down from an annual 

growth of 14.0 percent in the previous period to 12.5 percent in the quarter ended 

October 2018. However, foreign currency deposits over the same period grew by 11.4 

percent compared to 10.6 percent. Average demand, time and savings deposits declined 

to 10.8 and 5.7 percent respectively from 15.7 and 8 percent in the previous period. 

 

On the asset side, Net Domestic Assets (NDA) rose by 10.7 percent in the quarter to 

October 2018 compared to 8.3 percent in the previous quarter (Figure 6). The growth 

in NDA was mainly on account of an increase in claims of Other Depository 

Corporations (ODCs) on the private sector. The Net foreign assets (NFA) however only 

grew by 9.6 percent during the same period under review compared to 13 percent in 

the previous period and this was largely due to the decline in reserve assets at the 

Central Bank and less commercial banks’ foreign asset holdings. On the liability side, the 

growth in the shilling deposits declined to 8.1 percent from 11.5 percent in the previous 

period. 

  
Figure 6: Contribution to M3: Asset versus Liability Side 

 

 Source: Bank of Uganda 
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3. Economic Activity 

 

3.1 Global Economic Activity 

 

Global economic growth remains strong; however, it appears to have peaked at its 2017 

level. Global growth is projected to remain at 3.7 percent from 2018 to 2019 as declines 

in growth in advanced economies (AEs) are offset by a pickup in growth in emerging 

market and developing economies (EMDEs). The growth is 0.2 percentage points lower 

than previously projected reflecting the slackening of trade growth and investment due 

to tariff hikes as well as higher interest rates and the strengthening of the US dollar that 

have led to the reversal of capital flows in some EMDEs.  

 

Growth in advanced economies is expected to strengthen from 2.3 percent in 2017 to 

2.4 percent in 2018 before slowing down to 2.1 percent in 2019 as US fiscal stimuli 

unwind and growth in the euro area moderates towards its medium-term potential. 

Growth for 2018-19 in EMDEs is projected to remain stable at its 2017 level of 4.7 

percent, 0.2 and 0.4 percentage points lower than the previous forecast on account of 

trade measures, market turmoil in Turkey, sanctions on Iran and a more subdued 

outlook for major countries in Latin America. In Sub-Saharan Africa, growth is expected 

to remain robust in 2018 and 2019, growing by 3.1 and 3.8 percent compared to 2.7 in 

2017. Growth projections are presented in Table 1. 

 

The balance of risks to the short-term global growth forecast is more tilted to the 

downside and the potential for upside surprises has subsided. Risks include the 

potential escalation of trade tensions to pose systemic risks as well as the tightening of 

global financial conditions due to faster than anticipated monetary policy tightening. 

Risks to the outlook remain skewed to the downside even in the medium term arising 

from the build-up of financial vulnerabilities, declining trust in mainstream policies and 

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. 



10 | P a g e  

 

the adoption of unsustainable macroeconomic policies. There is however limited policy 

space to deal with these risks if they materialise increasing concerns for global growth. 

 
Table 1: Global Growth Projections 

  Projections Difference from July 2018 
WEO Update 

 2017 2018 2019 2018 2019 

World 3.7 3.7 3.7 -0.2 -0.2 

Advanced Economies 2.3 2.4 2.1 0.0 -0.1 

         United States 2.2 2.9 2.5 0.0 -0.2 

         Euro Area 2.4 2.0 1.9 -0.2 0.0 

         Japan 1.7 1.1 0.9 0.1 0.0 

         United Kingdom 1.7 1.4 1.5 0.0 0.0 

Emerging Market & Developing Economies 4.7 4.7 4.7 -0.2 -0.4 

         Russia 1.5 1.7 1.8 0.0 0.3 

         Brazil 1.0 1.4 2.4 -0.4 -0.1 

         China 6.9 6.6 6.2 0.0 -0.2 

         India 6.7 7.3 7.4 0.0 -0.1 

      Sub-Saharan Africa 2.7 3.1 3.8 -0.3 0.0 

          Nigeria 0.8 1.9 2.3 -0.2 0.0 

          South Africa 1.3 0.8 1.4 -0.7 -0.3 

Source: IMF, WEO October 2018 

 

3.2 Domestic Economic Activity 

 

Growth has recovered and is trending above 6 percent in the medium term. Growth is 

estimated to have accelerated to 6.1 percent in FY2017/18, from 3.9 percent in 

FY2016/17 driven mostly by services and a rebound in agriculture from the previous 

year’s draught. The services sector is estimated to have grown by 7.7 percent with 

industry and agriculture following closely at 6.3 percent and 3.7 percent, respectively. 

However, manufacturing grew at a slow pace of 1.7 percent. 

 

For FY2018/19, growth is projected above 6 percent, as manufacturing, services and 

construction continue to expand, while the base effect in agriculture fades. Over the 

next 3‒5 years, growth could reach 7 percent, if infrastructure and oil sector 

investments are on track.  Indeed, the high frequency real economy indicators project 

that domestic economic growth momentum continued into the first quarter of FY 

2018/19. Indeed, the IHS Markit’s Purchasing Managers Index (PMI) for November 

indicated improved business conditions. The PMI also indicated stronger operating 

conditions amid higher output and new orders, it noted that “Despite rising output costs 

for firms, the strong momentum of domestic demand is counterbalancing this.” 
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Bank of Uganda’s early warning indicator of economic activity, the composite index of 

economic activity (CIEA) also indicates stronger performance in the quarter ended 

October 2018. The CIEA grew at a rate of 3.6 percent in the quarter to October 2018, 

higher than the 2.3 percent registered in the quarter to July 2018 as depicted in Figure 

7. The growth was mainly registered in the services and industry sectors. The CIEA 

trend suggests annualised growth rate of 7-8 percent in 2018 implying that growth in 

FY2018/19 could be higher than the previous 6 percent projection. This is supported by 

the lagged effect of the accommodative monetary policy previously pursued, recovery in 

private sector credit, capital inflows from foreign direct investment, and buoyant 

business and consumer sentiments. 
 
Figure 7: Quarterly changes in CIEA 

Source: Bank of Uganda 
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4. Fiscal Policy and Developments 

  

4.1 Government Expenditure and Revenue 

 

The execution of the budget continues to face constraints with fiscal operations in the 

first four months of FY 2018/19 being less expansionary than the budget. Total 

government revenue (including grants) amounted to Shs. 5,257.7, which was 137.5 

billion lower than the approved budget.  This was largely on account of grant receipts 

that were Shs.390.2 billion lower than the approved budget as a result of 

underperformance of project support grants (Table 2).  However, Revenue collections 

were higher than the approved budget by Shs. 252.7 billion, with surpluses in all tax 

heads. The largest surpluses were registered in the indirect domestic taxes and 

international trade tax collections due to higher than programmed value added tax 

(VAT) collections on manufactured items and VAT on imports and import duty 

respectively. This was followed by the direct tax collections that increased as a result of 

withholding, PAYE and corporate tax. 

 

Total government expenditure and net lending over the same period under review 

amounted to Shs. 7,446.0 billion, which was Shs. 2,361.9 billion lower than the 

approved budget, mainly on account of Shs. 2,084.2 billion underperformance in 

development expenditure. The shortfall in development expenditure was largely on 

account of lower than programmed external financing for government projects which 

could have attributed to the slow absorption of fiscal spending by government projects.  

 

 

 

 

 
 

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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Table 2: Fiscal Operations (Shs. Billion) 

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

 

The developments in government revenue and expenditure resulted in a fiscal deficit of 

Shs. 2,188.4 billion, which was lower than the approved budget deficit by Shs. 2,224.3 

billion. Both external and domestic financing were lower than the approved budget by 

Shs.1,666.5 billion and Shs.1,449.6 billion respectively. The underperformance in the 

external financing is attributable to slow absorption capacity of the government 

projects while that in domestic financing may be attributed to a shortfall in the net 

issuance of government securities over this period.  

 

 

4.2 Public Debt Stock 

The provisional stock of public debt in shilling terms declined by 0.2 percent to 

Shs.42,288.7 billion as at end October 2018 relative to end June 2018 largely on account 

of the 2.5 percent decrease in the public external debt that was largely on account of the 

shilling appreciation relative to the US dollar over the period under review. The 

external debt however maintained a dominant share of 65.6 percent of the total public 

debt. Most of the public domestic debt risk indicators were within the Public Debt 

Management Framework (PDMF) with the exception of the domestic debt maturing in 

one year and the stock of government securities to the stock of private sector credit. The 

domestic debt maturing within one year increased to 40.1 percent from 35.1 percent in 

the previous year surpassing the 40 percent threshold. This increase was mainly 

attributed to the increased maturities of the 364-day Treasury bill.  



14 | P a g e  

 

 

Going forward, there are inherent risks which may have implications for debt 

sustainability. These include the tightening of global financial conditions that could 

make future debt expensive. Exchange rate volatility and slow growth in exports could 

also constrain Uganda’s ability to meet external debt obligations.  

 

 

5. Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

5.1.1 Current Account Developments 

 

The overall external position has weakened. In the 12 months to October 2018, the 

current account deficit widened by US$732 million to US$1,740 million. On a quarterly 

basis, the current account balance deteriorated by US$63.9 million to a deficit of 

US$559.7 million during the quarter ended October 2018 mainly on account of a 

worsening trade deficit. Trade deficit widened by US$514 million in the 12 months to 

October 2018 to US$ 2,095 million. The import bill grew by US$ 829million to US$ 5,733 

million supported by increased private sector imports, attributed to pick up in 

economic activity moderated by increased export receipts of US$138million as 

favourable weather was experienced in the 12 months to October 2018. Similarly, on a 

quarterly basis, the rise in imports more than offset the growth in exports. Exports only 

increased by 4.7 percent to US$ 943.8 million mainly on account of an increase in 

receipts from non-monetary gold and tobacco partly moderated by decreases in 

receipts from major export commodities such as coffee, maize, beans, tea and fish. 

Similarly, imports increased by 11.2 percent from to US$ 1,538.0 million mainly driven 

by a US$171.2 million rise in private sector imports, specifically non-oil imports that 

increased by US$174.9 million in the 3 months to October 2018. The services account 

deteriorated by US$74.5 million, while the primary and secondary income accounts 

improved by US$ 16.0 and US$106.7 million respectively. 

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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5.1.2 Capital and Financial account 

The capital account balance declined by US$21.6 million in the quarter ended October 

2018 to US$8.8 million, from a US$30.4 million surplus recorded in the previous 

quarter. The developments in the current and capital account yielded a net borrowing 

balance of US$550.9 million, an increase of US$85.5 million relative to the previous 

quarter.  

 

Net Capital inflows through the financial account declined marginally year on year by 

US$31 million to US$1,063 million. On a quarterly basis, net inflows through the 

financial account increased from US$ 246.5 million in quarter ended July to US$ 305.9 

million in quarter to October 2018, largely on account of foreign direct investment 

inflows, which grew by US$ 52.2 million. The growth in FDI was driven by the increased 

equity investment by foreign owned enterprises in the economy.  

 

Portfolio investment transactions resulted in an inflow of US$25.8 million, in contrast to 

a net outflow of US$12.9 million recorded in the quarter to July 2018. This change was 

largely as a result of an increase in non-residents holdings of equity securities and 

holdings of government securities by offshore investors during this quarter.  

 

Financial account surplus in the 12 months to Oct-18 was insufficient to finance the high 

current and capital account deficit recorded in the year, leading to a drawdown in 

reserve assets by US$189 million. In addition, the overall BOP was a deficit US$ 46.5 

million in the quarter to October 2018 from US$ 112.4 in the quarter to July 2018 

implying as shown in Figure 8. The stock of reserves as at the end November 2018 was 

estimated at US$3.2 million, equivalent to 4.4 months of future imports of goods and 

services down from US$3,355.7 million, 4.8 months of import cover as at end July 2018. 

In the short term, the current account deficit is projected to widen further largely on 

account of a pickup in imports by government and private sector partly due to the 

planned development of the oil & gas sector and the associated increase in 

infrastructure investments. The current account deficit will however be moderated by 

projected inflows in the financial account. In addition, further reserve drawdown is 

expected in FY2018/19.  
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Figure 8: Developments in Overall Balance of Payments and Main Components 

 Source: Bank of Uganda 

5.1.3 Exchange Rate Developments 

 

The appreciation pressures observed in October 2018 continued in November 2018, 

with the shilling appreciating by 0.9 percent month on month to an average rate of Shs. 

3,740 per US dollar. The exchange rate has appreciated by 2.6 percent since July 2018. 

The strengthening of the shilling is in part driven by increased dollar inflows mainly 

from coffee export receipts, offshore investors, and private transfers which more than 

offset demand in the domestic foreign exchange market.  

 

The REER also appreciated by 1.3 percent year on year in October 2018 compared to 

0.9 percent depreciation in September 2018. This was driven by the strengthening of 

the trade weighted exchange rate and the favourable inflation differential. The 

developments in the REER are depicted in Figure 9. 
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Figure 9: Changes in the NER, Inflation Differential and  REER  

 Source: Bank of Uganda 

The Uganda Shilling was more volatile than its regional trading partner currencies as 

shown in Figure 10. The Kenya shilling depreciated by 1.23 in November 2018 

compared to a 0.22 percent depreciation registered in September 2018 while the 

Rwanda Franc depreciated by 0.40 percent in November 2018 following a depreciation 

of 0.39 percent in September 2018. The Tanzania Shilling, however, depreciated only 

slightly by 0.03 percent in November 2018 compared to 0.10 percent in September 

2018. 

 
Figure 10: Trends of Selected EAC Partner State Exchange Rates 

Source: Bank of Uganda 

Overall, the relative stability experienced in October and November 2018 facilitated 

BOU’s efforts to purchase foreign exchange for reserve build-up. In October and 
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November 2018, US$ 111 million was purchased for reserve build-up resulting in a net 

purchase of US$ 88.4 million. In FY 2018/19, BoU has so far purchased US$ 275 million 

on a net basis, compared to the target of US$ 716 million for the entire financial year. 

 

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

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

medium-term however, the shilling may come under pressure on account of the weak 

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

outpacing the growth in exports in addition to the volatile international economic 

environment. 

 

 

6. Inflation 

 

 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

 

Global inflation picked up among most key economies, particularly in the past six 

months, driven largely by higher oil prices and pass-through of currency depreciations 

especially in some EMDEs. In October 2018, inflation rose marginally in most advanced 

economies (AEs) with the exception of the UK where it remained unchanged at 2.2 

percent. Inflation in the US and EU rose to 2.5 percent and 2.2 percent, respectively, 

from 2.3 percent and 2.1 percent in September 2018. Japan's consumer price inflation 

rose to 1.4 percent year-on-year in October 2018 from 1.2 percent in the previous 

month, mainly due to a rise in food prices.   

 

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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Inflation in emerging markets and developing economies (EMDEs) rose during the three 

months to October 2018. In Brazil, India and South Africa’s inflation rose to about 4.6 

percent, 5.6 percent and 5 percent respectively in October 2018 from 4.5 percent, 5.6 

percent and 4.8 percent in the previous period. However, inflation in China and Russia 

remained unchanged at 2.5 percent and 3.4 percent, respectively. Inflation pressures in 

sub-Saharan Africa have broadly softened and inflation is expected to drop to 8.6 

percent in 2018 and 8.5 percent in 2019 driven by tighter monetary policy and a 

moderation in food prices.  

 

The outlook is for relatively stable inflation in 2019, for both AEs as well as EMDEs, 

largely reflecting the almost stable commodity prices forecast for the same year.  In AEs, 

inflation is projected to rise to 2 percent and 1.9 percent in 2018 and 2019, respectively 

from 1.7 percent in the previous year. Inflation in EMDEs is forecast to rise to 5 percent 

in 2018 and 5.2 percent in 2019 from 4.3 percent in 2017. However, continued global 

financial market instability and the resultant exchange rate volatility particularly in 

EMDEs, remains an upside risk for inflation in these economies. Inflation developments 

in selected countries are shown in Table 3. 

 

Table 3: Inflation Developments in Selected Countries 

  Quarterly Averages Monthly 

  Quarter  Quarter Quarter       

  to Mar-18  to Jun-18 
 to Sept-

18 
Jul-18 Aug-18 Sep-18 Oct-18 

European Union 1.2 1.7 1.5 2.2 2.2 2.1 2.2 

Japan 1.3 1.7 1.5 0.9 1.3 1.2 1.4 

UK 2.8 2.5 2.7 2.3 2.3 2.2 2.2 

US 2.2 2.7 2.5 2.9 2.7 2.3 2.5 

Brazil 2.8 3.3 3.1 4.5 1.2 4.5 4.6 

China 2.2 1.8 2.0 2.1 2.3 2.5 2.5 

India 4.7 4 4.4 5.6 5.6 5.6 3.3 

Russia 2.3 2.4 2.4 2.5 3.1 3.4 3.4 

South Africa 3.9 4.3 4.1 5 4.8 4.8 5.0 

Source: OECD Statistics 

 

6.1.2 International Commodity Prices 

 

Most commodity prices softened in the 3-months to October 2018. Although, Brent 

crude oil prices rose from US$74.4 per barrel in July 2018 to US$ 80.5 per barrel in 

October 2018, by end November 2018 WTI and Brent crude oil prices had plummeted 

to US$57.4  and US$66.8 per barrel respectively in Nov-2018. The decline in average 
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prices of crude oil is partly attributed to resumption of oil production in Libya and the 

sharp rise in production levels mainly in the US, Saudi Arabia and Russia, which offset 

supply losses from Iran and Venezuela. 

 

Non-energy prices also declined in the quarter to October by 6 percent however, they 

picked up slightly by 1.2 percent in October 2018 compared to the downward trend in 

the previous months. The FAO Food Price Index (FFPI) averaged 163.5 points in 

October 2018, the lowest since a 0.9 percent decrease compared to September 2019. 

This decline was mainly on account of a fall in prices of dairy, meat and oils which more 

than offset rises in prices of sugar and cereals. The global commodity price 

developments are depicted in Figure 11.  

 

Figure 11:Global Commodity Price Developments 

 
Source: World Bank Commodity Price Data and FAO  

In the outlook, commodity prices are expected to remain subdued. Average crude oil 

prices are projected to decline by 0.9 percent in 2019 as a result of increased US shale 

oil and OPEC supply while non-fuel prices are expected to decline by 0.7 percent in 

2019 compared to the 2.7 percent increase recorded in 2018. In addition, prices for 

agricultural commodities, including food commodities and raw materials, are 

anticipated to decline marginally in 2018 before rising in 2019. 
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6.2 Domestic Consumer Price Inflation 

 

Inflation remained relatively stable in November 2018 with annual core inflation 

declining marginally to 3.4 percent from 3.5 percent in October 2018 while headline 

inflation remained unchanged. The decline in core inflation was supported by the 4 

percent drop in the services inflation from 4.4 percent in the previous month as a result 

of a decline in the communications inflation, specifically telephone and telefax services. 

The fall in services inflation more than offset the slight rise in other goods inflation 

leading to lower core inflation. Food crop and related items inflation also remained 

subdued at minus 3.3 percent from minus 3.4 percent in the previous period mainly due 

to the fall in vegetables inflation. Energy Fuel and Utilities inflation however edged up to 

7.7 percent in November 2018 from 6.7 percent in the previous month on account of a 

rise in both liquid and solid fuels. Developments in domestic inflation are shown in 

Table 4. 

 

Table 4: Developments in Domestic Inflation 

  18-Jan 18-Feb 18-Mar 18-Apr 18-May 18-Jun 18-Jul 18-Aug 18-Sep 18-Oct 18-Nov 

  Annual Percent change  

 Headline   3 2.1 2 1.8 1.7 2.1 3.1 3.8 3.7 3.0 3.0 

 Core  2.6 1.7 1.7 1.6 1.1 0.8 2.5 3.5 3.9 3.5 3.4 

 Food crops  1.4 -0.7 -1.7 -2.1 -0.2 2.3 -2.0 -1.2 -2.2 -3.4 -3.3 

 Other Goods  2.3 1.6 1.2 1 0.6 0.3 1.5 2.3 3.4 2.9 3.0 

 Services  3 1.8 2.5 2.4 1.9 1.7 4.1 5.3 4.5 4.4 4.0 

 EFU  9.8 11.2 10.3 10.4 10.3 15.1 16.0 14.1 10.1 6.9 7.7 

Quarterly  moving average 

 Headline   3.4 2.8 2.4 2.0 1.8 1.9 2.3 3.0 3.5 3.5 3.2 

 Core  3.0 2.4 2.0 1.7 1.5 1.2 1.5 2.3 3.3 3.6 3.6 

 Food crops  1.0 0.0 -0.3 -1.5 -1.3 0.0 0.0 -0.3 -1.8 -2.3 -3.0 

 Other Goods  3.1 2.4 1.7 1.3 0.9 0.6 0.8 1.3 2.4 2.9 3.1 

 Services  2.8 2.5 2.4 2.2 2.3 2.0 2.6 3.7 4.6 4.7 4.3 

 EFU  12.0 11.2 10.4 10.6 10.3 11.9 13.8 15.0 13.4 10.4 8.3 

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

 

7.1 Economic Outlook 

The global economic outlook is expected to remain broadly favourable over the short 

term. Although growth has slowed in some economies, it remains above trend in the 

major advanced economies. Spare capacity in these economies is likely to diminish 

further, putting upward pressure on global inflation. However, medium term risks are 

tilted to the downside due to less synchronised global growth. This is amplified by 

elevated policy uncertainty emanating from escalating trade tensions, tightening global 

financial conditions and rising geo-political risks. The global inflation trajectory remains 

on a moderate upward path as key advanced economies continue to grow above their 

potential. Rising trade tensions are expected to weigh a little on growth in the United 

States and a few economies in East Asia, but the US fiscal stimulus and still-

accommodative monetary policy remain supportive of continued economic expansion.  

 

Financial conditions have stabilised recently for several emerging market economies 

that have been experiencing difficult external financing conditions this year, including 

Argentina and Turkey. Nevertheless, for some emerging markets, the external financing 

environment is likely to remain challenging for some time. The major central banks are 

at different stages of their monetary policy cycles, reflecting differences in the amount 

of spare capacity in these economies and/or the outlook for inflation. Policy stimulus 

has continued to be withdrawn gradually in a few economies, particularly in the United 

States. For other advanced economy central banks, policy is expected to remain very 

accommodative and little has changed for some time. More broadly, financial conditions 

in advanced economies remain supportive of economic growth. Sovereign bond yields 

and the cost of corporate debt financing remain low and short-term money market 

spreads are generally narrow. However, recently conditions tightened somewhat as 

equity prices declined sharply and credit spreads widened slightly. A number of risks 

Monetary policy impacts on inflation and real economic activity with a lag. A critical 

assessment of the future trajectory of inflation is therefore crucial in the design of a 

forward-looking monetary policy framework. This requires a thorough understanding 

of the outlook and risks to the external and domestic economic environment. 
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could prompt a significant further tightening of conditions. Moreover, while financial 

conditions have stabilised of late in the few emerging market economies with external 

financing vulnerabilities and/or relatively weak institutional frameworks, challenges 

remain. 

 

 

7.2 Inflation Outlook and Risks 

 

The inflation outlook remained relatively unchanged from the previous forecast round. 

Core and headline inflation were slightly lower by 1pp in 2019q2 mainly on account of a 

less depreciated exchange rate and lower oil prices than earlier predicted. However, 

inflation is forecast to return to its 5 percent target in the medium term as depicted in 

Figure 12.  

 

Figure 12: Inflation Outlook 

Source: Bank of Uganda 

The forecasts are susceptible to risks however, they are relatively balanced. On the 

upside, there is a possibility of a higher depreciated exchange rate given the weaker 

current account balance, and tighter global market conditions which could encourage 

outflows from Uganda to more advanced economies. In addition, there is a possibility of 

higher oil prices if the geopolitical tensions persist. Growth is forecast to remain robust 

with a positive output gap given the pickup in private sector credit and FDI and this 

could lead to inflationary pressures. Furthermore, higher fiscal deficit could have 

implications for higher inflation going forward. On the down side, global commodity 

prices are expected to remain subdued in the near term before rising again in the 
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medium term. A decline in commodity prices could pass through to domestic inflation. 

 

 

8. Conclusion  

Economic growth has remained relatively strong with the Bank of Uganda’s early 

warning indicator of economic activity; the composite index of economic activity (CIEA) 

indicating a 3.6 percent growth in the quarter to October 2018, higher than the 2.3 

percent registered in the quarter to July 2018. Growth is expected to strengthen further 

to above 6 percent in FY 2018/19. This is supported by the lagged effect of the 

accommodative monetary policy previously pursued, recovery in private sector credit, 

capital inflows from foreign direct investment, and buoyant business and consumer 

sentiments. Growth remains mainly driven by the services sector implying stronger 

domestic demand. The industry sector notably recovered, supported by increased 

lending to the manufacturing sector. 

 

However, there are downside risks to the growth outlook. These include the slow 

execution of public investments, private sector credit growth though on a recovery path, 

remains below its historical trend. Its contribution to economic growth could be 

weighed down by the relatively poor performance of forex denominated loans.  The 

slowdown in global growth, higher global inflation and instability in the international 

financial markets may worsen the external position, trigger depreciation pressures, and 

discourage private sector investment.  

 

Inflation remained relatively stable in November 2018 with annual core inflation 

declining marginally to 3.4 percent from 3.5 percent in October 2018 while headline 

inflation remained unchanged. The inflation projection remained relatively unchanged 

from the previous forecast round. Core and headline inflation were slightly lower by 

1pp in 2019q2 mainly on account of a less depreciated exchange rate and lower oil 

prices than earlier predicted. Nevertheless, inflation is expected to return to its 5 

percent target in the medium term. There are upside risks to the inflation outlook, 

including future direction of food crops prices, the path of the exchange rate, which in 

part is contingent on external economic environment, and the evolution of international 

crude oil prices. 
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In line with the objective of keeping inflation close to the target and given the 

assessment of the current and evolving macroeconomic situation, the Central Bank Rate 

(CBR) was maintained at 10 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 were maintained at 14 

percent and 15 percent, respectively. 

 


