
i | P a g e  

 

Bank of Uganda 

 

 
 

Monetary Policy Report 
 

 

 

 

 

 

 

June 2018 
 
 
 
 
 
 
 



ii | P a g e  

 

Table of Contents 
List of Figures ............................................................................................................................................. iii 

List of Tables ............................................................................................................................................... iii 

Acronyms and Abbreviations .................................................................................................................... iv 

Executive Summary ..................................................................................................................................... v 

1. Reflections of Monetary Policy in the Previous Period .................................................................... 1 
1.1 Monetary Policy Stance ............................................................................................................... 1 
1.2 Monetary Policy Implementation .............................................................................................. 1 

2. Money and Financial Markets Developments ................................................................................... 2 
2.1 Global Financial Markets ............................................................................................................ 2 
2.2 Domestic Financial Markets ....................................................................................................... 4 

2.2.1 Interbank Money Market ...................................................................................................... 4 

2.2.2 Primary Market for Treasury Securities ................................................................................ 4 

2.2.3 Secondary Market for Treasury Securities ............................................................................ 5 

2.2.4 Lending and deposit interest rates ....................................................................................... 6 

2.2.5 Private Sector Credit ............................................................................................................. 8 

2.2.6 Other Monetary Aggregates ............................................................................................... 11 

3. Economic Activity .............................................................................................................................. 13 
3.1 Global Economic Activity .......................................................................................................... 13 
3.2 Domestic Economic Activity ..................................................................................................... 15 

4. Fiscal Policy and Developments ....................................................................................................... 16 
4.1 Government Expenditure and Revenue .................................................................................. 16 
4.2 Public Debt Stock ....................................................................................................................... 17 

5. Balance of Payments and Exchange rate Developments ................................................................ 19 
5.1 Balance of Payments ................................................................................................................. 19 

5.1.1 Current Account Developments.......................................................................................... 19 

5.1.2 Capital and Financial account ............................................................................................. 20 

5.1.3 Exchange Rate Developments............................................................................................. 23 

6. Inflation .............................................................................................................................................. 25 
6.1 Global Inflation and International Commodity Prices ............................................................ 25 

6.1.1 Global Inflation .................................................................................................................... 25 

6.1.2 International Commodity Prices ......................................................................................... 27 
6.2 Domestic Consumer Price Inflation ......................................................................................... 28 

7. Economic Outlook and Risks ............................................................................................................ 29 
7.1 Economic Outlook ..................................................................................................................... 29 
7.2 Inflation Outlook and Risks ...................................................................................................... 30 

8. Conclusion .......................................................................................................................................... 32 

 

 

  



iii | P a g e  

 

List of Figures 
FIGURE 1:  7-DAY INTERBANK RATE AND THE CENTRAL BANK RATE (CBR) .............................................................................. 4 

FIGURE 2: SECONDARY MARKET YIELDS ON T-BILLS AND T-BONDS ........................................................................................ 5 

FIGURE 3: DEVELOPMENTS IN KEY INTEREST RATES ............................................................................................................ 6 

FIGURE 4: LENDING RATES BY SECTOR ............................................................................................................................. 7 

FIGURE 5: INTEREST RATES BY INTEREST RATE RANGE ......................................................................................................... 8 

FIGURE 6: ANNUAL GROWTH AND CONTRIBUTIONS TO PRIVATE SECTOR CREDIT ..................................................................... 9 

FIGURE 7: SECTORAL GROWTH IN PRIVATE SECTOR CREDIT ............................................................................................... 10 

FIGURE 8: ANNUAL PRIVATE SECTOR CREDIT GROWTH BY SECTOR ...................................................................................... 10 

FIGURE 9: CONTRIBUTION TO M3: LIABILITY VERSUS ASSET SIDE ........................................................................................ 11 

FIGURE 10: GDP GROWTH ......................................................................................................................................... 15 

FIGURE 11: QUARTERLY DEVELOPMENTS IN CURRENT ACCOUNT (US$ MILLIONS) ................................................................ 20 

FIGURE 12: DEVELOPMENTS IN OVERALL BALANCE OF PAYMENTS AND MAIN COMPONENTS ................................................... 22 

FIGURE 13: STOCK OF RESERVES AND MONTHS OF IMPORT COVER ..................................................................................... 22 

FIGURE 14: TRENDS OF SELECTED EAC PARTNER STATE EXCHANGE RATES ........................................................................... 24 

FIGURE 15: GLOBAL COMMODITY PRICE DEVELOPMENTS ................................................................................................. 27 

FIGURE 16: INFLATION OUTLOOK ................................................................................................................................. 30 

 

List of Tables 
TABLE 1: GLOBAL GROWTH PROJECTIONS ...................................................................................................................... 14 

TABLE 2: FISCAL OPERATIONS (SHS. BILLION) ................................................................................................................. 17 

TABLE 3: PUBLIC DOMESTIC DEBT DEVELOPMENTS .......................................................................................................... 18 

TABLE 4: INFLATION DEVELOPMENTS IN SELECTED COUNTRIES ........................................................................................... 26 

TABLE 5: DEVELOPMENTS IN DOMESTIC INFLATION .......................................................................................................... 28 

 

  



iv | P a g e  

 

Acronyms and Abbreviations 
AEs  Advanced Economies 

BoP  Balance of Payments 

BoU  Bank of Uganda 

CA  Current Account 

CAD  Current Account deficit  

CBR  Central Bank Rate 

CPI  Consumer Price Index 

EU  European Union 

EFU  Energy, Fuel and Utilities 

EMDEs  Emerging Market and Developing Economies 

FDI  Foreign Direct Investment 

GDP  Gross Domestic Product 

IFEM  Interbank Foreign Exchange Market 

IMF  International Monetary Fund 

M-o-M  Month-on-Month 

NEER                Nominal Effective Exchange Rate 

NPL  Non- Performing Loans 

OPEC  Organization of Petroleum Exporting Countries 

PDMF  Public Debt Management Framework 

PPs  Percentage Points 

PSC  Private Sector Credit 

PSI  Policy Support Instrument 

q-o-q  Quarter on Quarter 

REER  Real Effective Exchange Rate 

REPOs  Repurchase Agreements 

SMEs  Small and Medium Enterprises 

SSA  Sub- Saharan Africa 

T-Bills  Treasury bills 

T-Bonds Treasury bonds 

UK  United Kingdom 

US  United States  

US$  United States Dollar 

WAI  Weighted Average Interest rate 

WALR  Weighted Average Lending Rate 

WEO  World Economic Outlook 

Y-o-Y  Year-on-Year 

 

 

 

 



v | P a g e  

 

Executive Summary 

 

1) The Bank of Uganda (BoU) maintained a neutral monetary policy stance by keeping 

the CBR on hold at 9.0 percent in April 2018, after reducing the Central Bank Rate 

(CBR) to 9 per cent in February 2018 from 9.5 per cent in December 2017. 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 13.0 percent and 14.0 percent respectively. 

 

2) Global financial markets remain relatively stable, although financial conditions have 

tightened modestly in recent months following interest rate hikes in US and 

expectations of further monetary policy tightening in most of the AEs in line with 

ensuing domestic demand pressures. In line with tightening financial conditions and 

higher inflation expectations, long-term bond yields also rose in key global financial 

markets.  
 

3) In line with the accommodative monetary policy stance to further boost private 

sector credit growth and to strengthen economic growth, average money market 

rates declined during the quarter ended May 2018. The weighted 7-day interbank 

money market rate, in response to the reduced CBR fell to 9.2 per cent in the quarter 

ended May 2018 from 9.5 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 to May 

2018, following an increase in the domestic borrowing requirement by government. 
 

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

relatively stable, establishing a floor at about 20 percent. In the quarter ended May 

2018, the weighted average lending rate on shilling denominated loans declined to 

an average of 20.1 percent from 20.5 percent in the quarter ended February 2018 

and 21.3 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 gradual recovery in growth in private sector credit (PSC), a leading 

indicator of the financial sector’s contribution to economic activity, in part driven by 

the accommodative monetary policy stance, reduction in supply-side constraints 

and improving domestic demand conditions. In nominal terms, average annual PSC 

growth rose to 8.7 per cent in May 2018, up from 2.8 percent in November 2017. 

The average annual growth in shilling-denominated loans rose to 13.7 percent in 

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

lending grew by 1.7 percent relative minus 3.7 percent over the same period. 
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6) Global economic growth has continued to strengthen, and the negative output gap is 

estimated to have closed. In 2018, global economic activity is projected to expand by 

3.9 per cent, up from 3.8 percent recorded in 2017. Economic activity in Advanced 

Economies (AEs) is projected expand by 2.5 percent in 2018, up from 2.3 percent in 

2017, supported by accommodative monetary policy, fiscal stimulus and strong 

domestic and external demand conditions.  In particular, the United States (US) 

finished off 2017 on a firm footing and is projected to grow at 2.9 per cent in 2018, 

in part buoyed by the December 2017 hefty tax cuts, which are expected to 

encourage more investment and spending, although other pundits predict that the 

ballooning deficits will overtake the positive effects in the longer term. In Emerging 

Market and Developing Economies (EMDEs) growth is projected to increase to 4.9 

percent in 2018, up from 4.8 percent in 2017, supported by increasing agricultural 

productivity, strong external demand, recovery in international commodity prices, 

and eased financial conditions in the global financial markets. Growth in EMDEs is 

projected to increase further to 5.1 percent in 2019 and stabilize at about 5 percent 

in the medium term. 

 

7) The Ugandan economy has continued to strengthen in FY2017/18. The recently 

released GDP estimates by the Uganda Bureau of Statistics (UBOS) indicate that the 

Ugandan economy grew by 5.8 percent in FY2017/18 from 3.9 percent in 

FY2016/17. This strong growth was experienced in all the sectors and particularly 

the agriculture, forestry and fishing sector that grew by 3.2 percent from 1.6 percent 

in FY2016/17 supported by the growth in food and cash crops. Other sectors 

including industry, and services also expanded by 6.2 percent and 7.3 percent 

respectively in FY2017/18 from 3.4 percent and 5.4 percent respectively in the 

previous year. There are however downside risks to this growth outlook, including 

slow execution of public investments and challenges of funding these investments 

could be formidable, thus delaying the growth benefits of public investment. The key 

challenges facing the Ugandan economy over the medium term are to boost real 

economic growth in a sustainable manner and to strengthen the balance of 

payments by increasing export earnings 
 

8) Preliminary data for the first ten months of FY 2017/18 indicates a shortfall in 

revenue collection and government expenditure relative to the programmed 

amounts. Total Government revenue (including grants) during the first ten months 

of FY 2017/18 amounted to Shs. 12,211.5 billion, which was Shs. 518.1 billion lower 

than the amount programmed in the approved budget, mainly due to 

underperformances in both domestic revenue and grants. Relative to the approved 

budget, domestic revenues underperformed by Shs. 351.5 billion, mainly due to an 
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underperformance in all tax heads. Indirect and direct taxes recorded shortfalls of 

Shs. 403.2 billion and Shs. 177.7 billion, respectively, while international taxes fell 

short of the programmed amount by Shs. 10.5 billion. Grant receipts during the 

period underperformed by Shs. 166.6 billion, mainly due to the continued 

underperformance of project support grants. 
 

 

9) The balance of payments (BoP) position deteriorated during the quarter ended April 

2018, driven mainly by developments in the current account. The BoP recorded an 

overall deficit of US$ 132.6 million, compared to the surpluses of US$ 106 million 

registered in the previous quarter ended January 2018. The notable worsening of 

the BoP during the quarter under review was largely on account of a more than 

doubling of the current account deficit to US$ 515.9 million, compared to the deficit 

of US$ 216.4 million in the quarter to January 2018. The deterioration of the current 

account was mainly driven by a weaker trade balance and lower secondary income 

arising mainly from weaker personal and NGO remittances. The trade deficit 

worsened by 38.7 percent to US$ 571.8 million during the quarter ended April 2018, 

from US$ 412.4 million recorded over the previous quarter, mainly on account of a 

reduction in export earnings, coupled with an increasing import bill in line with the 

pickup in international oil prices and an increase in the pace of government project 

implementation. 

 

10) The Uganda Shilling came under pressure over the period April – June 2018, largely 

on account of global strengthening of the US Dollar and elevated US Dollar demand 

mainly from oil, manufacturing and telecommunications sectors, as well as offshore 

investors, in the midst of subdued export receipts. Speculative activity could have 

also heightened the pace of depreciation as economic agents positioned themselves 

in anticipation for further depreciation. By June 2018, the Uganda Shilling had 

depreciated by 3.0 per cent, month-on-month, to an average midrate of Shs. 3840.48 

per US Dollar, compared to a 0.8 per cent month-on-month depreciation in May 

2018. On annual basis, the Shilling weakened by 6.9 percent in June 2018, compared 

to a depreciation of 2.8 percent recorded in May 2018 and 2.2 percent depreciation 

the previous month.  

 

11) Inflation remained subdued with annual core and headline inflation falling to 1.1 

and 1.7 per cent, respectively, in May 2018, from 1.6 and 1.8 per cent in April 2018. 

The low inflation environment was largely a result of the stable exchange rate, the 

relatively subdued aggregate demand driven by the negative output gap and 

favourable weather conditions which contributed significantly towards ample food 

supplies. Annual food crop inflation fell to (minus) 0.2 per cent in May 2018, from 
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12.9 per cent in July 2017 while annual Energy, Fuel and Utilities (EFU) inflation 

increased to 10.3 per cent from 7.8 per cent over the same period. The increase in 

EFU inflation was mainly driven by the price increase in liquid fuels in addition to 

increases in prices of solid fuels (charcoal and firewood). 
 

12) The inflation outlook in the short-term indicates that inflation will remain subdued. 

However, inflation is projected to rise in the medium-term, with core inflation 

expected to return to its 5 percent target in the medium term. The inflation outlook 

is likely to be shaped by several factors, including exchange rate trajectory which in 

part is dependent on external sector developments, foreign inflation which though 

lower in 2018 is projected to rise in 2019, oil prices which have risen and food 

prices which have been revised downwards on account good global harvests.  

 

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 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) maintained a neutral monetary policy stance, keeping the 

Central Bank Rate (CBR) on hold at 9.0 percent in April 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 13.0 percent and 14.0 percent respectively. 

 

The neutral monetary policy stance was warranted by the projected inflation and 

output trajectory, which indicated that the upside and downside risks to the inflation 

outlook were relatively balanced. Inflation was below target but forecasts indicated that 

it would converge to the 5 percent target in the medium-term, driven by exchange rate 

depreciation and the impact of the stimulatory monetary policy on aggregate demand. 

Furthermore, although the 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 May 2018, the outstanding stock of REPOs and Deposit Auctions stood 

at Shs. 482.33 billion and Shs 1.33 trillion respectively indicating a continued build-up 

of structural liquidity in the banking system. Furthermore, by end May 2018, there was 

no available stock of recapitalization securities for managing this structural liquidity. 

 

 

 

 



2 | P a g e  

 

2. Money and Financial Markets Developments 

 

2.1 Global Financial Markets 

 

Global financial markets remain relatively stable, although financial conditions have 

tightened modestly in recent months following interest rate hikes in US and 

expectations of further monetary policy tightening in most of the AEs in line with 

ensuing domestic demand pressures. In the US, for example, the federal funds rate was 

raised to between 1.5 percent and 1.75 percent in March but left unchanged in May. 

Consequently, the market-implied path has risen by around 0.25 percentage point since 

February and suggests a 0.75 percentage point rise in the policy rate over the next year.  

 

The European Central Bank (ECB), on the other hand, held its policy rate unchanged in 

February 2018, but the market path implies a gradual rise in policy rates from 2019 

onwards.  In the UK, the weaker-than-expected performance of the economy in early 

2018 forced the Bank of England to put back plans for an interest rate hike, keeping its 

policy rate at 0.5 percent. Nonetheless, the soft patch in growth is projected to be 

temporary, and the Bank of England is projected to increase interest rates later this 

year. 

 

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

bond yields rose in key global financial markets. In May 2018, yields on the 10-year U.S 

government bond increased by 0.11 percentage points relative to 2.98 per cent in April 

2018. The 10-year government bond yields also rose in most of the Emerging Market 

Economies, largely supported by expectations of a faster pace of US Federal Reserve 

monetary policy tightening, anticipated further strengthening of global growth and 

higher inflation expectations. In the BRICS (Brazil, Russia, India, China and South Africa) 

for example, yields rose by 0.26 percentage points on average to 7.51 per cent during 

the same period. Bond yields however declined in the UK and Euro Zone in part driven 

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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by concerns about the Brexit ramifications and political uncertainty in some EU 

countries, such as Italy. 

 

In the currencies market, the US dollar strengthened against most major world 

currencies in May 2018, driven by better than anticipated performance of the U.S. 

economy relative to the Euro zone and Japan. The US dollar index, which measures the 

strength of the US dollar against a basket of 7 major world currencies, rose by 0.4 

percent month-by-month in May 2018.  But this trend may last only "a fairly finite 

period of time" 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 and the UK, in line with the stronger global 

growth outlook and the imminent pickup in inflationary pressures. However, to the 

extent that other AEs, such as Japan, continue to pursue easing monetary policies, the 

divergence in policy stance is likely to continue causing volatility in the global financial 

system. Furthermore, 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, escalating trade frictions and heightened geopolitical tensions could also 

continue to escalate financial markets volatility.  
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2.2 Domestic Financial Markets 

 

2.2.1 Interbank Money Market 

 

Average money market rates declined during the quarter ended May 2018, in line with 

the accommodative monetary policy stance to further boost private sector credit 

growth and to strengthen economic growth. The weighted 7-day interbank money 

market rate, in response to the reduced CBR fell to 9.2 per cent in the quarter ended 

May 2018 from 9.5 per cent in the previous quarter and from 11.4 per cent in the 

quarter ended May 2017. The 7-day rate trended downwards, close to the CBR 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 that had declined since April 2016 when BoU started 

pursuing the accommodative monetary policy stance, rose during the quarter to May 

2018, following an increase in the domestic borrowing requirement by government, 

which necessitated increasing the auction issuance amounts. Furthermore, participation 

in the securities market was limited as market players anticipated improved yields in 

the coming year on account of anticipated expansionary fiscal stance. Average yields on 

the 91-day, 182-day and 364-day Treasury bills (T-bills) rose to 8.7, 9.2 and 9.8 per 

cent, respectively in the quarter ended May 2018, up from 8.6, 8.7, and 9.2 per cent in 

the quarter to February 2018. 
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The yields in the bond market also rose in tandem with developments in the treasury 

bills market. The average yields on the 2-year Treasury bonds(T-bonds) rose to 11.2 per 

cent in quarter ended May 2018 from 11 per cent in quarter ended February 2018. The 

average yields on the 5-year Treasury bonds (T-bonds) remained relatively unchanged 

at 12.6 percent in both quarters. Average yields on the 10-year and 15-year T-bonds 

also rose to 14.4 and 14.6 percent from 14.2 and 14.4 per cent respectively over the 

same period. This rise in yields comes after over a year of steady decline with the 

shorter term securities declining at a faster rate.  

 

2.2.3 Secondary Market for Treasury Securities 

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

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

10.7, 11.8 and 13.3 per cent for the 91-day, 182-day and 364-day T-bills respectively 

from 8.7, 8.8 and 9.2 per cent during the quarter ended Feb 2018. Similarly, average 

yields on the longer dated secondary market Treasury securities increased to 14.9, 14.9, 

15.4, 16.0 and 16.2 percent for the 2-year, 3-year, 5-year, 10-year and 15-year T-bonds 

respectively, during the quarter ended May 2018. Average yields on the same securities 

stood at 11.2, 11.5, 12.8, 14.3 and 14.6 per cent respectively in the quarter ended Feb-

2018. The rise in secondary market yields was in line with higher primary market yields 

mainly due to increased domestic borrowing by the government. Figure 2 shows 

developments in the secondary market yields on government securities. 

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

 

Source: Bank of Uganda 
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2.2.4 Lending and deposit interest rates   

 

The weighted average lending rates on shilling-denominated loans remained relatively 

stable, establishing a floor at about 20 percent. In the quarter ended May 2018, the 

weighted average lending rate on shilling denominated loans declined to an average of 

20.1 percent from 20.5 percent in the quarter ended February 2018 and 21.3 percent in 

the corresponding quarter of the previous year. Subsequently, most commercial banks 

adjusted their base and prime lending rates accordingly.  
 

Figure 3: Developments in Key Interest Rates 

 

Source: Bank of Uganda 

 

The average lending rate on dollar denominated loans, remained relatively stable at 

about 7.5 percent during the same period. The deposit rates on Shilling-deposits also 

remain relatively stable, with the weighted average time deposit standing at 8.5 percent 

during the last 6 months having declined from about 10.0 percent in May 2017.  

Consequently, the spread for Shilling denominated loans fell to 11.2 percent from 12.1 

percent, respectively, during the quarter ended May 2018. Developments in key interest 

rates are shown in Figure 3.  
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Figure 4: Lending Rates by Sector 

 

Source: Bank of Uganda 

 

A decomposition of lending rates by sector shows relatively higher lending rates for the 

agriculture, mortgage & land as well as personal and household loans as shown in 

Figure 4. During the period March to April 2018, the high lending rates for the 

agricultural sector were largely driven by one large player, who had lent close to 36 per 

cent of total new loans to the agricultural sector amounting to Shs. 128 bn. Most of these 

were small sized-loans of working capital nature which did not qualify for the 

Agricultural Credit Facility (ACF) and were lent at rates of more than 28 percent.   

 

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. A decomposition of lending rates shows that that over the last four 

months about 50 percent of new loans were disbursed at interest rates of less than 20 

percent, mainly to large corporations and prime borrowers. Customers of small-sized 

loans however get credit at higher rates, with some accessing credit at rates higher than 

30 per cent as shown in Figure 5. The differential rates have been attributed to high 

transaction costs and default rate associated with small-sized loans. 
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Figure 5: Interest Rates by Interest Rate Range 

 
Source: Bank of Uganda 

 

2.2.5 Private Sector Credit 

 

There has been a gradual recovery in growth in private sector credit (PSC), a leading 

indicator of the financial sector’s contribution to economic activity, in part driven by the 

accommodative monetary policy stance, reduction in supply-side constraints and 

improving domestic demand conditions. In nominal terms, average annual PSC growth 

rose to 8.7 per cent in May 2018, up from 2.8 percent in November 2017. The average 

annual growth in shilling-denominated loans rose to 13.7 percent in May 2018 relative 

to 7.7 percent in November 2017, while forex denominated lending grew by 1.7 percent 

relative minus 3.7 percent over the same period. Net of valuation changes – on account 

of exchange rate movements, annual PSC grew by 8.3 percent, compared to 3.1 percent 

in November 2017. Developments in private sector credit are shown in (Figure 6). 
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Figure 6: Annual Growth and Contributions to Private Sector Credit 

  

 
Source: Bank of Uganda 
 
 

In terms of sectoral distribution; building mortgage, construction and real estate; trade; 

personal & household loans; agriculture; and manufacturing continue to account for the 

bulk of private sector credit, constituting more than 70 per cent of the total stock, as 

shown in (Figure 7). Asset quality continued to improve, and this has moderated risk 

pressures to PSC and economic growth, with ratio of NPLs total loans declining to 5.3 

per cent in March 2018 from 5.6 per cent in the previous quarter and from 6.3 per cent 

in the previous year.  

 

PSC growth continues to be supported by robust growth of credit to Personal & 

Household Loans, and Trade and agricultural sectors. Recovery in credit growth to the 

manufacturing, and Building, Mortgage, Construction & Real Estate sectors also noted in 

the last three months. Going forward, PSC is expected to improve even further on 

account of the improving 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 should in turn boost growth.  
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Figure 7: Sectoral Growth in Private Sector Credit 

 

Source: Bank of Uganda 

 

The supply of credit remained relatively robust during the quarter ended May 2018, 

with the ratio of the value of approved loans averaging at 68% of value of applications. 

Demand for credit (as proxied by value of loan applications) grew by 25% in the quarter 

to May 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 8).   

 
Figure 8: Annual Private Sector Credit Growth by Sector 
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Source: Bank of Uganda 
 

2.2.6 Other Monetary Aggregates 

 

Monetary aggregates, save for narrow money registered a general slowdown in growth 

in the quarter to May 2018. On average, annual M1, M2 and M3 grew grown by 16.7, 

13.7 and 11.9 percent respectively in the quarter ended May 2018 compared to growth 

of 15.5, 14.2 and 12.0 percent in the quarter ended February 2018. Growth in M1 was 

largely driven by 12.1 percent growth in currency in circulation (CIC) up from 8.5 

percent in the previous quarter. Average annual growth in Demand and Time and 

savings deposits decelerated to 19.8 and 9.5 percent in the quarter ended May 2018 

from respective growth of 20.8 and 12.3 percent in the quarter ended February 2018. 

Foreign currency deposits grew by 7.9 percent from 6.9 percent over the same period.  

 
Figure 9: Contribution to M3: Liability versus Asset Side 

 

Source: Bank of Uganda 
 

On the asset side, growth in Net Domestic Assets (NDA) showed signs of recovery in the 

quarter to May 2018, averaging at 7.8 percent, compared to 3.1 percent growth in the 
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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 9), NFA 

grew at a slower rate, averaging at 14.1 percent compared to 17.1 percent recorded in 

February 2018. On the liability side, the slowdown in M3 was driven by slower growth 

in both shilling and foreign deposits, which slowed to 14.2 and 4.9 percent from 16.2 

and 5.7 percent during the same period. 
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3. Economic Activity 

 

3.1 Global Economic Activity 

 

Global economic growth has continued to strengthen and the negative output gap is 

estimated to have closed. In 2018, global economic activity is projected to expand by 3.9 

per cent, up from 3.8 percent recorded in 2017. Economic activity in Advanced 

Economies (AEs) is projected expand by 2.5 percent in 2018, up from 2.3 percent in 

2017, supported by accommodative monetary policy, fiscal stimulus and strong 

domestic and external demand conditions.  In particular, the United States (US) finished 

off 2017 on a firm footing, and is projected to grow at 2.9 per cent in 2018, in part 

buoyed by the December 2017 hefty tax cuts, which are expected to encourage more 

investment and spending, although other pundits predict that the ballooning deficits 

will overtake the positive effects in the longer term. 

 

In the Euro Zone, growth is projected to increase to 2.4 percent in 2018, from 2.3 

percent in 2017, driven mainly by strong domestic demand, accommodative monetary 

policy, and robust external demand conditions. On the other hand, growth in the United 

Kingdom (UK) and Japan is projected to decelerate from 1.8 percent and 1.7 percent in 

2017 to 1.5 per cent and 1.2 per cent, respectively in 2018. The UK will remain 

relatively sluggish on account of the after-effects of the Brexit referendum which means 

that the economy will only enjoy limited benefits from the global upsurge in growth, 

while in Japan, the tightening fiscal conditions and moderating export growth will cause 

growth to decelerate.  

 

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

increase to 4.9 percent in 2018, up from 4.8 percent in 2017, supported by increasing 

agricultural productivity, strong external demand, recovery in international commodity 

prices, and eased financial conditions in the global financial markets. Growth in EMDEs 

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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is projected to increase further to 5.1 percent in 2019, and stabilize at about 5 percent 

in the medium term. India is projected to grow by 7.4 percent, up from 6.7 percent in 

2017; while in China, growth is projected to decelerate to 6.6 percent from 6.9 percent 

over the same period of time. In Latin America, growth is projected to increase to 2.0 

percent and 2.8 percent in 2018 and 2019, respectively, from 1.3 percent in 2017, in 

part reflecting the improved outlook for Mexico and Brazil driven by recovery in 

commodity prices, stronger business confidence and strong external demand 

conditions. Global growth projections are presented in Table 1. 

 

Table 1: Global Growth Projections 
 2016 2017 2018 2019 

World 3.2 3.8 3.9 3.9 

Advanced Economies 1.7 2.3 2.5 2.2 

         United States 1.5 2.3 2.9 2.7 

         Euro Area 1.8 2.3 2.4 2.0 

         Japan 0.9 1.7 1.2 0.9 

         United Kingdom 1.9 1.8 1.6 1.5 

Emerging Market & Developing Economies 4.4 4.8 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 7.4 7.8 

      Sub-Saharan Africa 1.4 2.8 3.4 3.7 

          Nigeria -1.6 0.8 2.1 1.9 

          South Africa 0.3 1.3 1.5 1.7 

Source: IMF, WEO Apr 2018 

 

In sub-Saharan Africa (SSA), growth is projected to increase to 3.4 percent and 3.7 

percent in 2018 and 2019, respectively up from 2.8 percent in 2017, supported by 

public infrastructure investment, stronger commodity prices and external demand 

conditions, and improved business confidence in economies such as South Africa. 

 

There are however, upside and downside risks to this outlook. Nonetheless, risks are 

broadly balanced in the near-term, but skewed to the downside over the medium-term. 

The current trade frictions and the likely shift towards inward-looking policy platforms 

and protectionism may restrain global trade, the main ingredient of the current growth 

outlook. The geopolitical tensions, especially in the Middle East and North Africa region 

may constrain trade further. In addition, the likely tightening global financial conditions 

on account of monetary tightening in AEs may constrain investment and trade, which 

will in turn restrict global output and trade.  
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3.2 Domestic Economic Activity 

 

Economic activity continued to strengthen in FY2017/18. The recently released GDP 

estimates by the Uganda Bureau of Statistics (UBOS) indicate that the Ugandan economy 

grew by 5.8 percent in FY2017/18 from 3.9 percent in FY2016/17. This strong growth 

was experienced in all the sectors and particularly the agriculture, forestry and fishing 

sector that grew by 3.2 percent from 1.6 percent in FY2016/17 supported by the 

growth in food and cash crops. Other sectors including industry, and services also 

expanded by 6.2 percent and 7.3 percent respectively in FY2017/18 from 3.4 percent 

and 5.4 percent respectively in the previous year (Figure 10). The growth in the 

industry sector was largely on account of chemical and pharmaceutical products, drinks, 

tobacco and construction activities while the services sector growth was driven by 

trade and repairs, financial and insurance activities, public administration and 

transportation and storage.  
 
Figure 10: GDP Growth 

 
Source: Uganda Bureau of Statistics 
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4. Fiscal Policy and Developments 

  

4.1 Government Expenditure and Revenue 

 

Preliminary data for the first ten months of FY 2017/18 indicates a shortfall in revenue 

collection and government expenditure relative to the programed amounts. Total 

Government revenue (including grants) during the first ten months of FY 2017/18 

amounted to Shs. 12,211.5 billion, which was Shs. 518.1 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, domestic revenues 

underperformed by Shs. 351.5 billion, mainly due to an underperformance in all tax 

heads. Indirect and direct taxes recorded shortfalls of Shs. 403.2 billion and Shs. 177.7 

billion, respectively, while international taxes fell short of the programmed amount by 

Shs. 10.5 billion. Grant receipts during the period underperformed by Shs. 166.6 billion, 

mainly due to the continued underperformance of project support grants (Table 2).  

 

Total government expenditure and net lending over the same period amounted to Shs. 

16,022.7 billion, which was lower than the approved budget amount by Shs. 766.8 

billion, largely due to lower development expenditure attributable to low absorption 

capacity of 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) 
       Jul’16 – Apr’17 Prel. July'17– Apr’18 Adjusted Approved Budget 

Jul’17– Apr’18 

Revenue & Grants 11,147.2 12,211.5 12,729.6 

    Revenue 10,401.1 11,568.2 11,919.7 

    Grants 746.2 643.3 809.9 

Expenditure & Lending 13,846.1 16,022.7 16,789.5 

    Current Expenditure 8,254.7 8,858.2 9,232.0 

    Development Expenditure 4,892.8 5,645.1 6,094.2 

Deficit (including grants) -2,698.9 -3,811.2 -4,060.0 

Financing (net) 2,698.9 3,811.2 4,060.0 

    External Financing (net) 1,706.5 2,636.7 2,368.7 

    Domestic Financing (net) 201.2 451.6 1,599.0 

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

 

Total financing amounted to Shs. 3,088.3 billion (excluding errors and omissions), and 

was largely comprised of external financing, which was also Shs. 267.9 billion higher 

than programmed mainly due to strong performance in the budget and project support 

loan disbursements. On the other hand, domestic financing, which amounted to Shs. 

451.6 billion, was Shs. 1,147.3 billion lower than programmed due to an 

underperformance in bank financing. 

 

 

4.2 Public Debt Stock 

 

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

Shs. 39.7 trillion, representing an increase of 4.7 percent relative to December 2017. 

This growth in the stock of public debt was mainly on account of a 18.7 percent growth 

in public external debt (in Shillings terms) between June 2017 and April 2018, which 

continues to have the dominant share of 66.3 percent of total public debt. In April 2018, 

external and domestic debt amounted to Shs. 26.5 trillion and Shs. 13.2 trillion, 

respectively, which is an increase of 18.7 percent and 7.4 percent, respectively, 

compared to June 2017.  

 

The provisional stock of public external debt disbursed and outstanding stood at US$ 

7,149.3 million as at end April 2018 2017, representing an increase of 3.6 percent from 

December 2017 compared to an increase of 25.5 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$ 12,217.6million as at end April 2017.  
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The present value of total public debt as a ratio of GDP stood at 28.8 percent as at the 

end of April 2018, which is lower than the PDMF benchmark of 50 percent. However, 

including committed but undisbursed loans, the ratio of total public debt to GDP is 

closer to the threshold. There remains an inherent risk of higher exposure or failure to 

meet external debt obligations in case of exchange rate volatility and slow growth in 

exports. In addition, higher debt may strain various prospects for economic growth by 

discouraging public investment due to the high debt service costs. Table 3 indicates 

that all the domestic debt cost and risk indicators, with the exception of the ratio of the 

stock of government securities to PSC, were within the Public Debt Medium Framework 

(PDMF, 2013) benchmarks. 

 
Table 3: Public Domestic Debt Developments 
 PDMF Dec-17 Apr-18 

% maturing in 1 year <40% 33.1 31.8 

% maturing in any year after year 1 < 20% 13.6%; 12.1%, for 
maturities in 2 and 3 

years respectively. 

17.2%; 9.2%, for maturities 
in 2 and 3 

years respectively. 

T-bonds/T-bills  
(at face value) 

70/30 74/26 74/26 

Average Time to Maturity-
Domestic  (Years) 

>3Yrs 3.9 4.0 

Total Stock/PSC <75% 100.0 102.2 

Source: Bank of Uganda 

 

Uganda’s debt level has been rising at a rapid pace in recent years, growing on average 

by 20 percent on an annual basis in the three financial years to 2017/18. There are risks 

to the rapid rising public debt, especially the external debt. While debt currently 

remains sustainable, this has pushed-up debt close to unsustainable levels, particularly 

since further debt build up is expected in the next five years.  There are a number of 

elements concerning the debt build-up. First, more non-concessional borrowing is 

increasing the cost of lending and creates a significant rollover risk. Secondly, loans 

denominated in foreign currencies are exposing Uganda to currency fluctuations. 

Therefore, it is important for Uganda to strike a balance between the need for 

investments and managing public finances.  
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5. Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

5.1.1 Current Account Developments 

 

The balance of payments (BoP) position deteriorated during the quarter ended April 

2018, driven mainly by developments in the current account. The BoP recorded an 

overall deficit of US$ 132.6 million, compared to the surpluses of US$ 106 million 

registered in the previous quarter ended January 2018 and US$ 152.4 million recorded 

in the quarter to April 2017. The notable worsening of the BoP during the quarter under 

review was largely on account of a more than doubling of the current account deficit to 

US$ 515.9 million, compared to the deficits of US$ 213.6 million in the same quarter a 

year ago and US$ 216.4 million in the quarter to January 2018. The deterioration of the 

current account was mainly driven by a weaker trade balance and lower secondary 

income arising mainly from weaker personal and NGO remittances.  

 

The trade deficit worsened by 38.7 percent to US$ 571.8 million during the quarter 

ended April 2018, from US$ 412.4 million recorded over the previous quarter, mainly 

on account of a reduction in export earnings, coupled with an increasing import bill in 

line with the pickup in international oil prices and an increase in the pace of 

government project implementation. During the quarter under review, exports earnings 

declined by 11.7 percent to US$ 840.6 million, mainly on account of a reduction in 

earnings from both coffee and non-coffee exports. Coffee export proceeds decreased by 

18.9 percent to US$ 110.1 million, on account of the combined decline export price and 

volumes. Average coffee export prices reduced by 1.8 percent to US$ 1.804 per kg in the 

quarter to April 2018, from US$ 1.837 per kg in the previous quarter, while volumes 

decreased by 17.2 percent to 1,018,918 (60Kg) bags from 1,231,247 (60Kg) bags. Total 

non-coffee export receipts (excluding non-monetary gold) also declined by 12.4 percent 

to US$ 650.7 million in the three months to April 2018, mainly on account of lower 

earnings from tobacco, tea and cotton.  

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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Over the same period, the total import bill increased by 3.6 percent to US$ 1,412.4 

million, mainly on account of a rise in government project imports and private sector oil 

imports. During the quarter to April 2018, government imports rose by 4.8 percent to 

US$ 114.5 million, all on account of project imports which increased by the same 

magnitude, highlighting a pickup in pace of government project implementation. Private 

sector imports also increased by 3.5 percent to US$ 1,218.5 million, mainly on account 

of a rise of 19.4 percent in the oil import bill to US$ 246.4 million during the three 

months to April 2018, reflecting the strengthening of international oil prices. Trends in 

the Current Account and its components are shown in Figure 11.  
 

Figure 11: Quarterly Developments in Current Account (US$ Millions) 

 

 Source: Bank of Uganda 

The surplus on the secondary income account declined by 34.9 percent to US$ 311.4 

million during the quarter to April 2018, as personal and NGO transfers respectively fell 

by 51.2 percent to US$ 198.85 million, and 16.6 percent to US$ 94.2 million. The 

contraction in personal transfers is mainly on account of seasonal factors. The deficit on 

the services account improved by 20.8 percent to US$ 86.1 million, supported by lower 

other business services payments, while the deficit on the primary income account also 

improved, although slightly, by 2.7 percent to US$ 169.5 million, largely driven by a 

decline in portfolio investment income payments, which were however offset by an 

increase in direct investment income payments to non-residents. 
 

5.1.2 Capital and Financial account 
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In the three months to April 2018, net inflows in the financial account increased by 3.6 

percent to US$ 301.43 million, from US$ 290.8 million recorded in the previous quarter. 

This improvement was mainly driven by an increase in direct investment inflows and a 

reduction in net portfolio investment outflows. However, this was slightly offset by 

lower net inflows of other investments.  

 

Foreign direct investment (FDI) net inflows increased by 23.4 percent to US$ 230.7 

million during the quarter April 2018, up from net inflows of US$ 186.9 million 

recorded during the quarter ended January 2018, driven mainly by increased 

investments in equities by non-residents. On the other hand, portfolio investments 

recorded lower net outflows of US$ 54.2 million during the quarter ended April 2018, 

following the net outflow of US$ 86.1 million recorded in the quarter ended January 

2018, owing to a slight decrease in acquisition of foreign financial assets by resident 

entities. Continuous capital outflows may be linked to exchange rate depreciation 

experienced in the months of May and June 2018. 

 

Other investments recorded lower net inflows of US$ 124.9 million, a contraction of 

34.2 percent, compared to the net inflows of US$ 189.8 million, recorded in the previous 

quarter. The deceleration in other investment net inflows was mainly on account of an 

increase in currency and deposit holdings of deposit-taking corporations (DTCs) with 

foreign entities and a decrease in loan disbursements to the general government which 

is reflected in the external financing shortfall.  

 

Developments in the external sector resulted in a worsening overall balance that led to 

the draw down in the stock of reserves in the 3 months ended April 2018 of US$133.4 

million, excluding valuation changes. Developments in the overall BoP and its 

components on a quarterly basis are shown in Figure 12. 
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Figure 12: Developments in Overall Balance of Payments and Main Components 

 

 Source: Bank of Uganda 

 

The stock of reserves as at end April 2018, was estimated at US$ 3.4 billion (including 

valuation changes), equivalent to 5 months of future imports of goods and services. This 

represents a 6.1 percent decrease in reserves compared to the level of US$ 3.61 million 

recorded at end January 2018, and reflects increased outflows towards debt service, 

increased payments for government imports of services and the reduction in volumes of 

US Dollar purchases from the Interbank Foreign Exchange Market (IFEM). 

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

13.  
Figure 13: Stock of Reserves and Months of Import Cover 
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 Source: Bank of Uganda 

 

Going forward, in the short run, the current account deficit is likely to come under 

pressure due to a higher oil import bill as international oil prices continue to rise and 

the global economy improves. In addition, an increase in outflows through the primary 

account, driven by a pickup in dividend payments as the end of the financial year 

2017/18 approaches could also lead to a deterioration of the current account balance. 

In the medium term, financial account inflows are likely to increase through higher 

foreign direct investment inflows and government borrowing. As a result, the overall 

balance is expected to deteriorate in the near term, which could imply lower reserves 

than realised in the 3 months leading to April 2018. Reserves are projected to decline to 

approximately 4.6 months of future imports of goods and services by end June 2018. 

 

 

5.1.3 Exchange Rate Developments 

 

The Uganda Shilling came under pressure over the period April – June 2018, largely on 

account of global strengthening of the US Dollar and elevated US Dollar demand mainly 

from oil, manufacturing and telecommunications sectors, as well as offshore investors, 

in the midst of subdued export receipts. Speculative activity could have also heightened 

the pace of depreciation as economic agents positioned themselves in anticipation for 

further depreciation. By June 2018, the Uganda Shilling had depreciated by 3.0 per cent, 

month-on-month, to an average midrate of Shs. 3840.48 per US Dollar, compared to a 

0.8 per cent month-on-month depreciation in May 2018. On annual basis, the Shilling 

weakened by 6.9 percent in June 2018, compared to a depreciation of 2.8 percent 

recorded in May 2018 and 2.2 percent depreciation the previous month.  

 

The weakening of the Uganda Shilling was stronger compared to its regional 

counterparts, as shown in Figure 14. The Kenya Shilling, Tanzania Shillings and 

Rwanda Franc depreciated by 0.4, percent and 0.01, and 0.3 percent, respectively, 

month-on-month in June 2018. On an annual basis, the Kenya shilling appreciated by 2.4 

percent, while the Tanzania Shilling and Rwanda Franc depreciated by 1.6, and 3.5 per 

cent, respectively. 
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Figure 14: Trends of Selected EAC Partner State Exchange Rates 

Source: Bank of Uganda 

The depreciation pressures experienced during the period constrained the BoU’s efforts 

to conduct US Dollar purchases for reserve build-up; consequently, USD 49.6 million 

was purchased in the period January – June 2018, compared to USD 390.1 million 

purchased in the corresponding period of 2017. Overall, the total amount purchased for 

reserve build-up, in the FY 2017/18, amounts to USD 467.3 million. Over the same 

period, the BoU sold USD 102.2 million and USD 114.7 million in market and targeted 

interventions respectively. Therefore, the net BOU action in the IFEM, in the financial 

year, amounted to a net foreign exchange purchase of USD 250.4 million.  

 

Going forward, the Uganda Shilling is likely to remain weak on account of continued 

strengthening of the US Dollar and a weaker current account position due to higher 

growth in net imports. These fundamentals will continue to drive exchange rate 

depreciation over the medium term, because the growth of the economy fuels demand 

for imports which outstrip the growth of export earnings and other current account 

receipts. It is neither feasible nor sustainable for the BOU to halt this depreciation by 

selling foreign exchange reserves. In the face of economic fundamentals, interventions 

can at best provide only very short term relief. Consequently, the BOU’s interventions 

will be restricted only to circumstances where there is excessive volatility in the foreign 

exchange market and it will not try to defend or target a level of the exchange rate. 
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6. Inflation 

 

 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

 

Global inflation has edged-up, after being relatively subdued in most of 2016 and early 

2017, driven by improved economic outlook and stronger commodity prices. In most of 

the AEs inflation is well within target. In the US and Euro Area, inflation rose to 2.8 

percent 1.9 percent in May 2018 respectively. In the UK, inflation has averaged 2.6 

percent since the beginning of 2018, and although it declined to 2.4 percent in in May 

2018, it is still above the Bank of England target of 2 percent. The improving economic 

conditions are projected to increase demand pressures and thereby keep inflation 

elevated in most of the AEs. Consequently, these economies are expected to gradually 

tighten their monetary policies.  

 

On the other hand, inflation in most of the EMDEs remains below their historical levels. 

Inflation fell to below 3 percent in May 2018, down from 6.4 percent recorded in May 

2016 but it is expected to increase driven by exchange rate depreciation, stronger 

commodity prices and ensuing demand pressures. Inflation developments in selected 

countries are shown in Table 4.  

 

 

 

 

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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Table 4: Inflation Developments in Selected Countries 

  Quarterly Averages Monthly 

  Quarter 

to Jun-17 

Quarter 

to Mar-18 

Quarter 

to Jun-18 

    

  Mar-2018 Apr-2018 May-2018 

Euro Area 1.5 1.3 1.6 1.3 1.3 1.9 

Japan 0.4 1.3 .. 1.1 0.6 0.7 

UK 2.6 2.5 2.3 2.3 2.2 2.3 

US 1.9 2.2 2.6 2.4 2.5 2.8 

Brazil 3.6 2.8 2.8 2.7 2.8 2.9 

China 1.4 2.2 1.8 2.1 1.8 1.8 

India 1.5 4.7 .. 4.4 4.0 4.0 

Russia 4.2 2.3 .. 2.4 2.4 2.4 

South Africa 5.2 3.9 .. 3.7 4.3 .. 

Source: OECD Statistics 

 

In terms of the outlook, headline inflation in AEs is expected to rise to 2 percent in 2018, 

from 1.7 percent in 2017 and stand at 1.9 percent in 2019. For EMDEs, headline 

inflation is also expected to rise to 4.6 percent in 2018, from 4 percent in 2017, and to 

decelerate slightly to 4.3 percent in 2019. There is an upward revision in the projections 

for 2018, compared to the January 2018 WEO update, on account of anticipated price 

pressures arising from closing output gaps. A major risk to the global inflation outlook 

remains the higher than projected increase in international commodity prices, 

particularly crude oil prices which could lead to higher global inflation. This could have 

implications for the pace of monetary tightening especially in AEs and therefore global 

financial conditions. 
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6.1.2 International Commodity Prices 

 

Commodity prices continue to strengthen supported largely by recovery in global 

economic growth. In June 2018, the Brent crude oil price stood at US$ 74.25 per Barrel, 

a slight decline from US$76.98 per Barrel realised in May of 2018. This compares with 

US$ 29.78/Barrel registered in January 2016. Indeed, Oil prices have risen in part 

supported by the continued efforts by Organization of Petroleum Exporting Countries 

(OPEC) to constrain output in order to support oil prices. In addition, the US-Iran 

tensions have also contributed to the recent increase in crude oil prices. Non-energy 

prices, on the other hand, remain relatively stable, registering only modest increases as 

shown in Figure 15.  For example, food prices, measured by the United Nations Food 

and Agriculture Organization (FAO) food price index, increased by only 1.2 percent in 

May 2018. 

  
Figure 15: Global Commodity Price Developments 

Source: World Bank, FAO 

 

Commodity prices are projected to remain robust, supported by improving global 

economic conditions. In addition, oil prices may be further supported by supply 

restraint and geopolitical tensions producing regions. However, the likelihood of 

continued strong US shale oil production could moderate the oil price increases in the 

near-to-medium-term. 
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6.2 Domestic Consumer Price Inflation 

 

Inflation remained subdued with annual core and headline inflation falling to 1.1 and 

1.7 per cent, respectively, in May 2018, from 1.6 and 1.8 per cent in April 2018, and 

from 4.5 and 5.7 per cent, respectively, at the beginning of FY2017/18. The low inflation 

environment was largely a result of the stable exchange rate, the relatively subdued 

aggregate demand driven by the negative output gap and favourable weather conditions 

which contributed significantly towards ample food supplies. Indeed, annual food crop 

inflation fell to (minus) 0.2 per cent in May 2018, from 12.9 per cent in July 2017. 

Annual services inflation also eased to 1.9 per cent in May 2018, from 4.0 per cent in 

July 2017 while annual Energy, Fuel and Utilities (EFU) inflation increased to 10.3 per 

cent from 7.8 per cent over the same period. The increase in EFU inflation was mainly 

driven by the price increase in liquid fuels in addition to increases in prices of solid fuels 

(charcoal and firewood). Annual non-food inflation decreased marginally to 3.3 per cent 

in May 2018 from 3.4 per cent in July 2017, while other goods inflation continued to 

decline to 0.6 per cent from 4.9 per cent, respectively, over the same period.  

Developments in domestic inflation are shown in Table 5. 

 

Table 5: Developments in Domestic Inflation 
  17-Jul 17-Aug 17-Sep 17-Oct 17-Nov 17-Dec 18-Jan 18-Feb 18-Mar 18-Apr 18-May 

  Annual Per cent change  

 Headline   5.7 5.2 5.3 4.8 4 3.3 3 2.1 2.0 1.8 1.7 

 Core  4.5 4.1 4.2 3.5 3.3 3 2.6 1.7 1.7 1.6 1.1 

 Food crops  12.9 11.7 9.6 7.9 2.3 -0.7 1.4 -0.7 -1.7 -2.1 -0.2 

 Other Goods  4.9 4.7 4.3 4.3 3.7 3.3 2.3 1.6 1.2 1.0 0.6 

 Services  4 3.3 4.1 2.3 2.8 2.6 3 1.8 2.5 2.4 1.9 

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

  Quarterly moving average 

 Headline   6.4 5.8 5.4 5.1 4.7 4 3.4 2.8 2.4 1.9 1.8 

 Core  4.9 4.5 4.3 3.9 3.7 3.3 3 2.4 2.0 1.6 1.5 

 Food crops  18 14.2 11.4 9.7 6.6 3.2 1 0 -0.3 -1.5 -1.3 

 Other Goods  5.4 5.1 4.6 4.4 4.1 3.8 3.1 2.4 1.7 1.3 0.9 

 Services  4.1 3.8 3.8 3.2 3.1 2.6 2.8 2.5 2.4 2.2 2.3 

 EFU  6.9 7.1 8.7 10.8 12.8 13.4 12 11.2 10.4 10.6 10.3 

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

 

7.1 Economic Outlook 

Uganda’s economic growth is expected to strengthen further in FY 2018/19 and over 

the medium-term supported by the multiplier effects of public infrastructure 

investments, improvement in agricultural productivity, recovery in FDI, recovery in PSC 

growth as the full impact of monetary policy easing filters through, and improvements 

in global demand conditions which are expected to offer support to domestic economic 

activity. The economy is projected to grow by 5.8 percent in FY 2017/18 compared to 

3.9 percent in FY 2016/17.  In addition, in FY 2018/19, the economy is expected to grow 

further by 6 per cent, increasing to 6.3 percent in the medium-term. There are however 

downside risks to this growth outlook, including slow execution of public investments 

and challenges of funding these investments could be formidable, thus delaying the 

growth benefits of public investment. The key challenges facing the Ugandan economy 

over the medium term are to boost real economic growth in a sustainable manner and 

to strengthen the balance of payments by increasing export earnings.  

The outlook to the external economic environment remains strong with global 

economic activity projected to expand in 2018. Similarly, economic activity in 

Advanced Economies (AEs) is expected to strengthen further supported by 

accommodative monetary policy, fiscal stimulus and strong domestic and external 

demand conditions.  In Emerging Market and Developing Economies (EMDEs) growth 

is projected to rise in 2018 and 2019 supported by increasing agricultural productivity, 

strong external demand, recovery in international commodity prices, and eased 

financial conditions in the global financial markets. There are however, upside and 

downside risks to this outlook which are broadly balanced in the near-term but skewed 

to the downside over the medium-term. These risks include the potential tightening in 

financial conditions in the event of faster pickup in US inflation, renewed trade 

tensions, weak business confidence triggered by a shift to more protectionist policies 

and geopolitical tensions. 

 

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 

 

The inflation outlook in the short-term indicates that inflation will remain subdued. 

However, inflation is projected to rise in the medium-term, with core inflation expected 

to return to its 5 percent target in the medium term. The inflation forecasts are depicted 

in Figure 16. 

 
Figure 16: Inflation Outlook 

 

Source: Bank of Uganda 

 

 

The baseline forecast reflects the assessment of the most likely economic developments 

during the forecast horizon. It is based on forecasts and assumptions of the 

developments in the external environment of the Ugandan economy, as well as 

assessments of the effectiveness of markets and the transmission of monetary policy to 

the real economy. All of these factors are subject to uncertainty. 

 

The inflation outlook is therefore likely to be shaped by several factors, including 

exchange rate trajectory which in part is dependent on external sector developments, 

foreign inflation which though lower in 2018 is projected to rise in 2019, oil prices 

which have risen and food prices which have been revised downwards on account good 

global harvests.  

 

The exchange rate is a critical determinant of the inflation trajectory, given the high 

percentage of tradable goods in the consumption basket. Although we forecast a mild 
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depreciation over the forecast horizon, the exchange rate remains vulnerable to changes 

in domestic and external fundamentals, which are tilted on the upside. The external 

economic environment remains volatile, with substantial upside risks. On the domestic 

scene, demand for foreign exchange, especially for public infrastructure projects 

continues to grow, which may increase demand pressures in the foreign exchange 

market given the widening current account deficit.  

 

An extension or steepening of the upward path of oil prices is a risk factor, because of 

both its direct effects on local and world inflation and its implications on global growth. 

The current developments in international oil prices indicate that they may constitute a 

significant upside risk to inflation. Although domestic food prices are forecast to remain 

subdued in the near term, they are nonetheless vulnerable to vagaries of the weather.  

 

Growth has been below potential however, it is expected to pick up in FY2018/19. The 

negative capacity gap has been a mitigating factor to the inflationary pressures. Spare 

capacity in the economy is however projected to be eliminated by the end of FY 

2018/19, thus increasing domestic cost pressures in the economy. Nonetheless, 

inflation’s elasticity to the output gap remains low. 
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8. Conclusion  

The domestic economy has improved, with GDP expected to rise by 5.8 per cent in FY 

2017/18 compared to 3.9 percent in FY 2016/17. Growth is expected to strengthen 

further to about 6.0 and 6.3 percent in FY 2018/19 and in the medium-term 

respectively. This growth is supported by the multiplier effects of public infrastructure 

investments, the current stimulatory monetary policy, improving agricultural 

productivity, an increase in private sector investment and household consumption and 

strengthening of the global economy. In addition, growth is also supported by easing of 

financial conditions and continued strength in the global economy.  There are however, 

some downside risks to the economic outlook, first is the exchange rate depreciation 

coupled with increasing oil prices. The exchange rate has over the last three months 

come under pressure, driven by global strengthening of the US Dollar and the weaker 

current account position. Secondly, crowding out of private financing and investment by 

the large government borrowing aggravated by the weak structural conditions (low 

returns to public capital and poor execution of investments). 

In the near-term, the outlook for inflation is projected to rise faster than previously 

projected but to converge to the 5 percent in the medium term, on account of more 

expansionary fiscal policy, higher exchange rate depreciation, the increase in 

international oil prices and associated increase in domestic fuel pump prices and 

increasing uncertainty in the global economy. There are upside risks to the inflation 

outlook, including the path of the exchange rate, which in part is contingent on external 

economic environment, and the evolution of international crude oil prices. In addition, 

cyclical pattern of food crop prices suggest that food prices will recover in FY 2018/19, 

and this coupled with the closure of the negative output gap and the increased taxes 

should cause inflation to rise. 

The evolution of the BOU’s monetary policy over the medium term will continue to be 

determined by the forecasts for inflation. The latest BOU forecast indicates that core 

inflation will increase gradually towards 5 percent by the middle of 2019. If inflationary 

pressures emerge which threaten the target for core inflation, the BoU will tighten 

monetary. 

 

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

14.0 percent, respectively.  

 

 

 

 

 

 

 

 

 


