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Executive Summary 
 

1) The Bank of Uganda (BoU) maintained the Central Bank Rate (CBR) at 10 percent 

in May 2019. 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 market sentiment remains delicate, supported by 

accommodative monetary policy stances by major Central Banks on one hand, 

however weighed down by increasing trade tensions, moderating global growth 

and a drawn-out and uncertain Brexit process. In March 2019, the US Federal 

Open Market Committee announced a pause to further increases in interest rate 

in 2019 and indicated readiness to even cut rates.  

 

3) Money market rates declined during the quarter ended May 2019 compared to 

the previous quarter. Indeed, the weighted average 7-day interbank money 

market rate declined marginally to 10.3 percent in the three months to May 

2019, compared to 10.5 percent in the three months to February 2019. 

 

4)  Commercial bank lending interest rates declined marginally to 20.2 percent in 

the quarter to April 2019 compared to 20.7 percent recorded in the quarter to 

January 2019.  Similarly, the weighted average lending rate on foreign currency 

loans declined by 0.6 percent to 7.0 percent in the quarter to April 2019 

compared to January 2019.  

 

5) Private sector credit (PSC) growth has continued on a gradual growth path, 

partly supported by a recovery in economic activity, improvement in asset 

quality evidenced by lower non-performing loans (NPLs) and a relatively lower 

cost of borrowing. The average annual growth in PSC for the quarter ended April 

2019 was 13.9 percent, up from 12.1 percent in the previous quarter and 7.2 

percent in the quarter to April 2018. 

 

6) Global economic forecasts remain for slowing growth in 2019 compared to the 

performance recorded in 2018 owing mainly to a lagged impact of weakness in 

economic activity posted among key economies in the second half of 2018. 

Consequently, world GDP is projected to moderate to 3.3 percent in 2019 from 

3.6 percent in 2018 before picking up to 3.6 percent in 2020. 

 

7) Preliminary GDP estimates by Uganda Bureau of statistics (UBOS) indicate that 

the economy expanded at 6.1 percent in FY 2018/19 compared to 6.2 percent 

registered in FY 2017/18.  Economic growth was supported by accommodative 
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monetary policy stance, growth in the private sector, fiscal stimulus, strong 

domestic demand, improvement in the agriculture sector as a result of 

favourable weather conditions and growth in public infrastructure 

developments. 

 

8) Fiscal operations were less expansionary than programmed in FY 2018/19. 

Indeed, the projected fiscal deficit including grants was 5.8 percent of GDP, lower 

than that in the budget by 1 per cent. The projected outturn for the execution of 

the budget of FY2018/19 points to lower than programmed external financing 

which was 3.2 percent of GDP. In FY 2019/20, the fiscal path is projected to be 

more expansionary than the previous year with a fiscal deficit of 8.7 percent of 

GDP.  

 

9) The deficit on the current account is expected to widen, increasing by US$ 1,230 

million to US$3,037 million in FY2018/19 compared to FY2017/18, weakened 

by a larger trade deficit, higher service and primary income payments to foreign 

residents. However, the overall balance of payments (BOP) position is expected 

to improve in Financial Year 2018/19, strengthening to a surplus of about US$ 

110.5 million from a deficit of US$ 194.7 million in FY2017/18.  

 

10)  The Uganda Shilling remained largely stable over the quarter ended May 2019 

despite some volatility recorded in April 2019. On quarterly basis, the Shilling 

weakened by 1.1 percent against the US Dollar, to an average midrate of Shs 

3,736.3/US$ in the three months to May 2019, compared to the strengthening by 

2 percent observed in the quarter ended January 2019. 

 

11)  Inflation remained relatively subdued in FY 2018/19 with headline and core 

inflation averaging 3.1 percent and 3.7 percent respectively in the 11 months to 

May 2019. This was mainly on account of a drop in food crops and related items 

inflation as a result of favourable weather conditions throughout the year. 

However, in May 2019, headline and core inflation remained relatively stable 

declining slightly to 3.3 percent and 4.6 percent, respectively from 3.5 percent 

and 4.8 percent in April 2019. 

 

12) The inflation outlook is relatively unchanged from the April 2019 forecast round. 

Core inflation is projected to rise slightly in the near term and stay close to the 5 

per cent target in the course of next four quarters before peaking at 6.4 in the 

third quarter of 2021. There are however risks to this forecast including the 

future path of the exchange rate, higher fiscal stimulus, adverse weather 

conditions that could lead to a rise in inflation. However, a weaker global 

economy emanating from escalating trade tensions could dampen domestic 

growth and lower domestic inflation. 
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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) maintained the Central Bank Rate (CBR) at 10 percent in May 

2019. 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. 

 

During the previous forecast round, inflation outlook remained relatively unchanged from the 

February 2019 forecasting round. Notably, core inflation was projected to peak at 6.4 percent 

in Q3 2021 before returning to its target. However, risks to inflation outlook remain, 

including the future direction of food crop prices given the uncertain weather conditions, the 

exchange rate path as well as the likely widening of the fiscal deficit. 

 

Economic growth was estimated in the range of 6.0-6.5 percent in FY2018/19 and in the 

medium-term, supported by accommodative financial conditions, higher FDI, increased 

agricultural production as a result of government support, increased consumption and 

investment as private sector lending continued to improve. However, downside risks 

included uncertainty surrounding international trade, Brexit, strengthening of the US dollar, 

the impending election cycle, closure of border post by Rwanda, and uncertain weather 

patterns to agricultural production. 

 

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 

at end May 2019 were Shs. 137.3 billion and Shs. 1,074.7 billion, respectively. 
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2. Money and Financial Markets Developments 

 

2.1 Global Financial Markets 

 

Global financial market sentiment remains delicate, supported by accommodative monetary 

policy stances by major Central Banks on one hand, however weighed down by increasing 

trade tensions, moderating global growth and a drawn-out and uncertain Brexit process. In 

March 2019, the US Federal Open Market Committee announced a pause to further increases 

in interest rate in 2019 and indicated readiness to even cut rates. Similarly, the European 

Central Bank announced a new round of targeted bank financing in March 2019 and 

postponed any interest rate hiking to the end of the year. Bank of England and Bank of Japan 

also remain on a cautious stance of monetary policy.  

 

In line with expected easy monetary policy, in May 2019 10-year government bond yields 

further declined in the Euro Area, UK, US and Japan. Financial conditions in key EMEs 

however remain relatively tight, as Central banks respond proactively to recent rally in 

commodity prices and the impact of past exchange rate depreciations on inflation. In the 

currencies markets, the US Dollar index which measures the strength of the US Dollar against 

a basket of other major currencies rose by 0.35 percent in May 2019 compared to April 2019 

and by 1.6 percent compared to January 2019, supported by strong US economic 

performance. 

 

2.2 Domestic Financial Markets 

 

2.2.1 Interbank Money Market 

 

Money market rates declined during the quarter ended May 2019 compared to the previous 

quarter. The weighted average 7-day interbank money market rate declined marginally to 

10.3 percent in the three months to May 2019, compared to 10.5 percent in the three months 

to February 2019. The CBR continued to anchor movements in the money market rates as 

depicted in Figure 1. 

 

 

 

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

 
Source: Bank of Uganda  

2.2.2 Primary Market for Treasury Securities 

 

Average yields on government securities declined even further in the quarter to May 2019, 

partly on account of reductions in Treasury bill offer amounts. The total Treasury bill security 

issuances reduced by Shs.624 billion in the three months to May 2019 compared to the 

quarter ended February 2019, in line with the approved net issuance amount of Shs. 2,163 

billion for FY 2018/19.  

 

Yields on treasury bonds (T-bonds) declined compared to the three months to February 

2019. Average yields on the 2-year, 3-year, 5 year, 10-year and 15-year Treasury bonds (T-

bonds) declined to 13.6, 14.3, 15.3, 15.8 and 16.2 percent, respectively in the quarter ended 

May 2019, from 14.9, 16.1, 16.8, 16.6 and 17.2 percent in the preceding quarter. Similarly, 

yields on T-bills declined across the board, registering an average of 9.5, 10.9 and 11.8 

percent in the quarter ended May 2019 for the 91 day, 182 day and 364 day T-bills, 

respectively compared to an average of 10.5, 11.8 and 12.5 percent in the quarter ended 

February 2019. 

 

2.2.3 Secondary Market for Treasury Securities 

 

Yields in the secondary market largely reflected developments in the primary market with 

yields on Treasury securities for all tenors declining in the quarter ended May 2019 

compared to the previous quarter. The average yields on the 91-day, 182-day and 364-day 

papers fell to 9.5, 10.4 and 11.0 percent, respectively from 10.6, 11.7 and 11.9 percent during 

the quarter ended February 2019. Similarly, average yields on the longer dated securities 

declined to 13.1, 14.4, 15.1, 15.6 and 16.1 percent, respectively for the 2-year, 3-year, 5-year, 

10-year and 15-year T-bonds during the quarter ended May 2019, compared to 15.1, 16.1, 

16.4, 16.9 and 17.2 percent, respectively in the quarter to February 2019. Figure 2 shows the 

trend in the secondary market yields on government securities. 
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Figure 2: Secondary Market Yields on T-bills and T-bonds 

 
 Source: Bank of Uganda 

2.2.4 Lending and deposit interest rates   

 

Commercial bank lending interest rates declined marginally to 20.2 percent in the quarter to 

April 2019, relative to 20.7 percent in the quarter to January 2019.  Similarly, the weighted 

average lending rate on foreign currency loans declined by 0.6 percent to 7.0 percent in the 

quarter to April 2019 compared to January 2019. The weighted average deposit rate on the 

shilling and forex deposits averaged 10.3 and 3.4 percent, respectively in the period under 

review from 10.8 and 2.9 percent in the previous period. 

 

A decomposition of lending rates by sector for the quarter ended April 2019 indicates notable 

declines in lending rates for the sectors of agriculture, trade and manufacturing which 

registered averages of 21.1, 18.5, and 15.9 percent, respectively from 23.5, 19.9 and 18.3 

percent in the quarter to January 2019. These sectors were the largest contributors to the 

decrease in lending rates in the quarter to April 2019.  Sectoral developments in interest rates 

are shown in Figure 3. 

 
Figure 3: Lending Rates by Sector 

 
Source: Bank of Uganda 
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2.2.5 Private Sector Credit 

 

Private sector credit (PSC) growth has continued on a gradual recovery path, partly 

supported by a rebound in economic activity, improvement in asset quality evidenced by 

lower non-performing loans (NPLs) and a relatively lower cost of borrowing. The average 

annual growth in PSC for the quarter ended April 2019 was 13.9 percent, up from 12.1 

percent in the previous quarter and 7.2 percent in the quarter to April 2018. In the three 

months to April 2019, the annual Shilling-denominated loans grew on average by 19.4 

percent, higher than 18.6 percent recorded in the quarter to January 2019 and 12.5 percent in 

the quarter to April 2018. Over the same period, foreign currency denominated lending 

registered an average growth of 4.6 percent, significantly higher than the 1.2 percent growth 

registered in the previous quarter and contraction of minus 1.7 percent in the quarter ended 

April 2018. 

 

Net of valuation changes on account of exchange rate movements, the average annual growth 

in PSC was 14.0 percent in the quarter to April 2019, higher than the 12.0 percent growth 

recorded in the quarter to January 2019 and 12.8 percent in the quarter to April 2018. 

Specifically, foreign currency denominated loans grew by 3.5 percent, an improvement from 

the contraction of minus 0.9 percent recorded in the three months to January 2019 and 2.4 

percent growth in the quarter to April 2018. Figure 4 depicts the annual growth and 

contributions to the private sector credit. 

 
Figure 4: Annual Growth and Contributions to Private Sector Credit 

 
Source: Bank of Uganda 

A sectoral decomposition (Figure 5) shows that credit growth remains sturdy and positive 

across all sectors supported by lower NPLs and a pick-up in economic activity.  The sectors of 

Trade and Manufacturing registered the strongest growth averaging 16.1 percent and 22.4 

percent in the quarter to April 2019 up from 10.7 and 13.6 percent in the previous quarter. 

However, year-on-year average credit growth to building, mortgage, construction & real 

estate sectors remained below average constrained by increased risk aversion by banks 

towards the sector. 
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 Figure 5: Sectoral Growth in Private Sector Credit 

 
Source: Bank of Uganda 

In terms of asset quality, NPLs as a percentage of total loans declined to 3.8 percent in the 

quarter to March 2019 compared to 5.3 percent recorded in the quarter to March 2018. This, 

however, is a slight increase from 3.4 percent in the quarter to December 2018. While NPLs of 

Trade, Personal and Household and Transport & Communication sectors have been on a 

steady decline from March 2018, the sectors of Mining & Quarrying and Agriculture sectors 

were the most risky sectors as at March 2019, registering sectoral NPL ratios above the 

industry average 15.7 and 8.7 percent respectively. Going forward, Banks are expected to 

further ease overall credit standards as the asset quality continues to improve. This will in 

turn boost private sector credit and enhance economic growth.  

 

Consistent with the rebound in economic activity, credit demand and supply has been on the 

increase. During the quarter ended April 2019, whereas the number of approvals of loan 

applications increased, the value of approvals remained relatively stable. In the quarter to 

April 2019, the value of loan applications was worth Shs.5.6 trillion relative to Shs. 5.3 trillion 

in the quarter to January 2019. The value of approvals was worth Shs. 3.2 trillion relative to 

Shs. 3.1 trillion over the period under review (Figure 6). A significant difference was noted 

between credit supply and demand in the Building, Construction & Real estate sector, partly 

due to challenges related to property valuation. 

 
Figure 6: Demand and Supply of Credit 

 
Source: Bank of Uganda 
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2.2.6 Determinants of Money Supply 

 

Growth in monetary aggregates slowed down on average in the quarter ended April 2019. 

The slowdown in growth of M3 was largely on account of deceleration in growth of Net 

Foreign Assets (NFA), which grew by minus 1.1 percent, compared to the growth of 1.9 

percent in the quarter to January 2019.  The decline in growth of NFA was on account of 

higher foreign liabilities held by commercial banks as well as less holdings of foreign assets. 

 

Net Domestic Assets, on the other hand grew on average by 27.2 percent in the quarter to 

April 2019, contributing 9.0 percentage points to the growth in M3, which is higher than 8.2 

percentage points in the quarter to January 2019 due to an increase in claims of Other 

Depository Cooperation’s (ODCs) on the private sector and central government. On the 

liability side, while foreign exchange deposits and currency in circulation (CIC) softened to 

7.8 and 7.4 percent, relative to 10.7 and 11.9 percent, respectively, Shillings deposits grew at 

8.8 percent, up from 8.0 percent in the quarter to April 2019.  

 

On a monthly basis, however, growth in monetary aggregates picked up in April 2019. 

Average annual growth in M3, M2 and M1 grew by 9.4, 9.3 and 9.2 percent, respectively in 

April 2019, up from 6.8, 7.6 and 5.4 percent, respectively in March 2019. NDA was the main 

driver of growth in M3 at 24.4 percent contributing 8.4 percentage points due to an increase 

in claims of ODCs on the private sector and central government. NFA also grew by 1.5 per 

cent mainly due to increases in reserve assets at BOU and holdings of foreign assets by 

commercial banks.  Figure 7 shows the contribution to M3. 

 
   Figure 7: 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 forecasts remain for slowing growth in 2019 compared to the performance 

recorded in 2018 owing mainly to a lagged impact of weakness in economic activity posted 

among key economies in the second half of 2018. Real GDP growth in the Euro Area declined 

to 1.4 percent in the second half of 2018 from 2.3 percent recorded in the first half of 2018, 

resulting mainly from a combination of weak industrial activity in Germany, disruptions due 

to persistent street protests in France and softening investment in Italy. Natural disasters in 

Japan contributed significantly to lower real GDP growth to 0.2 percent in the second half of 

2018 from 1.4 percent in the previous quarter. Among Emerging Market Economies, Turkey 

and Argentina declined into technical recessions during the second half of 2018, while growth 

moderated in China and India mainly on account of increasing trade tensions and worsening 

financial market sentiment. Growth in these economies is however expected to level off in the 

first half of 2019 and improve slightly in the second half.  

 

Consequently, world GDP is projected to moderate to 3.3 percent in 2019 from 3.6 percent in 

2018 before picking up to 3.6 percent in 2020. As highlighted in Table 1, growth is expected 

to moderate more significantly among the Advanced Economies (AEs) both in 2019 and 2020, 

reflecting weakness in key Euro Area member countries, negative effect of US-initiated tariff 

wars, fading impact of 2018 US fiscal stimulus and protracted and uncertain Brexit process. 

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

moderate marginally in 2019, dampened by lower growth in China and a recession in Turkey. 

EMDE growth is however forecast to pick up in 2020 supported by impact of policy stimulus 

in China and anticipated stabilization in distressed economies mainly Turkey and Argentina. 

In Sub-Saharan Africa, growth is expected to largely pick up or remain at the same level in 

2019 compared to 2018, although it has been revised downwards reflecting the impact of 

largely lower oil prices on oil producing member countries. 

  

Risks to global growth outlook remain tilted to the downside with escalation of trade tensions 

being most prominent with potential to lower business confidence and weaken financial 

market sentiment. Other downside risks include event of a no-deal Brexit, sustained distress 

in large EMDEs and geopolitical tensions. The global growth projections are presented in 

Table 1. 

 

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. 



9 | P a g e  

 

Table 1: Global Growth Projections 

 
Source: IMF - WEO April 2019, Economist Intelligence Unit – World Economic Summary May 2019 

 

3.2 Domestic Economic Activity 

 

Preliminary GDP estimates by Uganda Bureau of statistics (UBOS) indicate that the economy 

expanded at 6.1 percent in FY 2018/19 compared to the 6.2 percent registered in FY 

2017/18. Economic growth was supported by accommodative monetary policy stance, 

growth in the private sector, fiscal stimulus, strong domestic demand, improvement in the 

agriculture sector as a result of favourable weather conditions and growth in public 

infrastructure developments.  

 

Based on the GDP by economic activity, this growth was mainly on account of the services 

sector which grew by 7.2 percent, contributing 3.8 percentage points to GDP growth. Industry 

sector growth declined slightly to 5.8 percent from 6.1 percent in FY2017/18, contributing 

1.1 percentage points to overall GDP growth. Growth in agriculture sector remained at 3.8 

percent as in FY 2017/18.   

 

On the expenditure side, growth was partly as a result of strong final household consumption 

expenditure. Growth in final consumption expenditure more than tripled to a growth of 13.6 

per cent in FY 2018/19 mainly driven by final household consumption. However, real GDP 

growth was weighed down by a significant reduction in net exports. Net exports reduced as 

the volume of goods and services exported plunged by 36.4 percent. The fall in exports 

reflects a slowdown in global demand and thus demand for Uganda’s exports whilst imports 

were supported by the buyout domestic demand. Similarly, growth in gross fixed capital 

formation especially by the private sector slowed down to 4.8 per cent from 10.3 percent in 

2017/18 mainly on account of the decline of investment in machinery. Figure 8 depicts the 

real GDP growth by expenditure. 
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Figure 8: Real GDP Growth by Expenditure 

 
Source: Bank of Uganda  

In line with the UBOS economic growth estimates, the Bank of Uganda composite indicator of 

economic activity (CIEA) increased, albeit at a slower rate. It grew at a rate of 1.5 per cent in 

the quarter to April 2019 from 2.6 per cent in the quarter to January 2019. Growth was 

generated from all sectors specifically the industry and services sectors that recorded the 

highest rates of 2.1 percent and 1 percent respectively in the quarter under review. 

 

4. Fiscal Policy and Developments 

  

4.1 Government Expenditure and Revenue 

 

Fiscal operations were less expansionary than programmed in FY 2018/19. Indeed, the 

projected fiscal deficit including grants was 5.8 percent of GDP, lower than the budget by 1 

percent of GDP over the same period. The projected outturn for the execution of the budget of 

FY2018/19, points to lower than programmed external financing which was 3.2 percent of 

GDP. The underperformance in the external loan disbursements may be attributed to the slow 

absorption of government projects and a slowdown in both external and domestic 

development expenditure. 

 

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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In FY 2019/20 however, the fiscal path is projected to be more expansionary than the 

previous year with a fiscal deficit of 8.7 percent of GDP. This is largely on account of increased 

spending on infrastructure projects such as oil, the National Airline and power transmission 

lines. The projected total government expenditure is 27.2 percent of GDP compared to 22.1 

percent of GDP in FY2018/19. This increase is largely driven by a rise in current and 

development expenditure. Over the same period, tax revenue to GDP is expected to rise by 1.8 

percentage points to 17.2 percent compared to the previous year. This improvement is on 

account of additional tax measures such as increase in import tariffs on locally manufactured 

goods as well as improvements in tax administration. In addition, the amendment of the 

Stamp Duty Act to provide uniform stamp duty payable on bank  guarantees, insurance 

performance bonds, indemnity bonds and similar debt instruments is expected to reduce the 

cost of debt financing and ease tax compliance and administration.  

 

The fiscal deficit is expected to be largely financed externally. Notably, external financing is 

expected to more than double to 6.1 per cent of GDP in FY 2019/20 compared to 3.2 percent 

in FY 2018/19. Domestic financing however is expected to remain relatively stable at 2.5 

percent of GDP compared to 2.6 percent of GDP in FY2018/19. The fiscal operations are 

depicted in Table 2. 

 

Table 2: Fiscal Operations (Shs. Billion) 

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

 

4.2 Public Debt Stock 

 

The total public debt is projected to rise from 42.2 percent to 45.7 percent of GDP in nominal 

terms in FY 2019/20. However, the rate of debt accumulation is expected to reduce in the 



12 | P a g e  

 

medium term as the government cuts back on the deficit due to completion of flagship 

infrastructural projects. 
 
With the exception of the ratio of the stock of government securities to the stock of private 
sector credit which stands at 104.5 percent, above the benchmark of 75 percent, all the public 
domestic debt risk indicators were within the Public Debt Management Framework (PDMF 
2013) medium term benchmarks. In addition, the risk indicators improved relative to 
FY2017/18, with the exception of the percent debt maturing in one year and the ratio of the 
stock of government securities to the stock of private sector credit.   
 
Although Uganda remains at low risk of debt distress, significant vulnerabilities loom large. 
Uganda’s debt carrying capacity has been raised to strong from medium. Even though debt 

burden indicators remain below their indicative thresholds, they have increased compared to 
the previous Debt Sustainability Analysis (DSA). The assessment rests on four assumptions: 
(i) infrastructure investments yield the envisaged growth dividend; (ii) revenue collection 
improves by ½ percent of GDP per year over the next five years; (iii) oil exports commence in 
2023; and (iv) infrastructure investment is reduced once the current projects are completed. 
Uncertainties around spending pressures, contingent liabilities, or a growth shock could 

increase public debt. 
 

5. Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

5.1.1 Current Account Developments 

 

The overall balance of payments (BOP) position is expected to improve in Financial Year 

2018/19, strengthening to a surplus of about US$ 110.5 million from a deficit of US$ 194.7 

million in FY2017/18. While the current account is projected to have deteriorated during this 

period, inflows through the financial account were estimated to be strong enough to finance 

the deficit on the current account, leading to the estimated improvement in the BOP position. 

In contrast, on a quarterly basis, the BOP position weakened in the quarter ended April 2019, 

recording a deficit of US$ 53.4 million, relative to a surplus of US$ 136.5 million in the quarter 

ended January 2019. The weakening of the BOP position on quarterly basis is largely 

attributed to a widening of the current account deficit coupled with a decline in net inflows 

through the financial account during the period.   

 

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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The deficit on the current account is expected to widen, increasing by US$ 1,230 million to 

US$3,037 million in FY2018/19 compared to FY2017/18, weakened by a larger trade deficit, 

higher service and primary income payments to foreign residents. Similarly, on quarterly 

basis, the current account deficit worsened in the quarter ended April 2019 to US$ 790.7 

million, compared to US$ 724.4 million and US$ 248.5 million in the quarter ended January 

2019 and quarter ended April 2018, respectively. The larger current account deficit in the 

quarter ended April 2019 largely reflects the significant decrease in remittance inflows as 

they fell back to normal levels after the festive season. The deficit on the current account is 

also attributed to a worsening of the deficit on the services account by US$ 28 million to US$ 

239 million during the quarter. The trade balance, which continues to be a major component 

of the current account, improved by US$ 53 million to a deficit of US$ 651 million during the 

quarter ended April 2019, supported by an increase in export earnings that was sizeable 

enough to offset the increase in imports during the period. 

 

5.1.2 Capital and Financial account 

 

The capital account balance increased by US$ 8.6 million in the quarter ended April 2019 to 

US$39.7 million. The developments in the current and capital account yielded a net 

borrowing balance of US$751.1 million, a decrease of US$57.7 million relative to the quarter 

ended January 2019. 

 

In FY2018/19, the surplus on the financial account is estimated to increase by US$1.75 billion 

to US$2.84 billion, on account of strong foreign direct investment inflows into extractive 

sectors, sizeable project support loan disbursements of about US$990 million and slower exit 

of offshore investors from the domestic securities market. On the contrary, on quarterly basis, 

net capital inflows through the financial account decreased by US$107 million to US$ 680 

million in the quarter ended April 2019. Increase in net outflows of portfolio investment by 

US$ 31 million to US$ 62.2 million coupled with a decrease in net inflows of other 

investments by US$ 151.7 million to US$ 240.4 million in quarter ended April 2019, 

contributed to the narrowing of the surplus on the financial account during the period. 

Decline in other investment inflows was driven by lower project support loan disbursements 

and domestic banks’ repayments of foreign loan liabilities. In contrast, net inflows of foreign 

direct investment, on account of increased equity investment and loan disbursements by non-

residents, increased by US$ 77 million to US$ 502 million during the quarter ended April 

2019.   

 

Owing to the decline in net inflows, the surplus on the financial account was insufficient to 

finance the deficit on the current and capital account, leading to a drawdown of reserve assets 

by US$ 53.8 million during the quarter ended April 2019 as depicted in Figure 9. Considering 

FY2018/19, the surplus on the financial account is projected to ably finance the deficit on the 

current and capital account, resulting in a build-up of reserves by about US$ 110 million for 

the year. The stock of reserves as at end April 2019 stood at US$3,404.4 million, equivalent to 

4.4 months of future imports of goods and services, compared to reserves of US$3,411.2 
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million, equivalent to 4.3 months of import cover as at end January 2019. As at June 20th 

2019, reserves stood at US$3,263 million, equivalent to 4.4 months of import cover. 

 
Figure 9: Developments in Overall Balance of Payments and Main Components 

 
 Source: Bank of Uganda 

 

In terms of outlook, the current account deficit is expected to increase during FY2019/20, 

driven by higher imports and income payments. Similarly, the financial account is projected 

to widen on account of increased FDI and project loans as new public infrastructure projects 

kick off and economic activity continues to pick up as anticipated. 

 

5.1.3 Exchange Rate Developments 

 

The Uganda Shilling remained largely stable over the quarter ended May 2019 despite some 

volatility recorded in April 2019. On a quarterly basis, the Shilling weakened by 1.1 percent 

against the US Dollar, to an average midrate of Shs 3,736.3/US$ in the three months to May 

2019, compared to the strengthening by 2 percent observed in the quarter ended February 

2019. On a monthly basis, the Shilling depreciated by 0.8 percent in May 2019 driven largely 

by strong net dollar demand from offshore investors, manufacturing and oil firms. Notably, 

banks maintained long dollar positions, which supported demand in the Interbank Foreign 

Exchange Market (IFEM), and stemmed stronger depreciation of the currency.  

 

On trade weighted basis (Nominal Effective Exchange Rate – NEER), the exchange rate 

appreciated by 3.2 percent in the quarter ended May 2019, adding to the appreciation of 1.8 

percent posted in the preceding quarter ended February 2019. On monthly basis the NEER 

depreciated by 0.3 percent in May 2019. Taking inflation into account (Real effective 

Exchange Rate – REER), the exchange rate depreciated by 0.4 percent on quarterly basis in 

the quarter ended April 2019 and by 0.7 percent on monthly basis in April 2019. 

Developments in the REER continue to be driven by the large inflation differential occasioned 

by low domestic inflation. These developments in the exchange rate are depicted in Figure 

10.  
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Figure 10: Changes in the NER, Inflation Differential and  REER  

 
 Source: Bank of Uganda 

 

Developments in regional exchange rates were mixed during the three months to May 2019, 

with the Kenya Shilling appreciating, the Tanzania Shilling remaining largely stable and the 

Rwanda and Burundi Francs depreciating slightly against the US dollar (Figure 11). The 

Kenya Shilling appreciated by 0.5 percent to average KES 100.86/US$, the Tanzania Shilling 

depreciated by 0.3 percent to average TZS 2,300.4/US$, while the Rwanda and Burundi 

Francs both depreciated by 1.1 percent to average RWF 890.3/US$ and average BIF 

1,831.2/US$ in the quarter ended May 2019 compared to the previous quarter ended 

February 2019.   

 
Figure 11: Trends of Selected EAC Partner State Exchange Rates 

 
Source: Bank of Uganda 

Conditions in the IFEM enabled BoU to boost foreign exchange reserves. Indeed, in the three 

months to May 2019, the BoU purchased US$ 82.2 million for reserve build-up and sold 

US$34.4 million to UETCL in targeted sales, as a result the net foreign currency purchased in 

the IFEM for reserve build-up was US$ 47.7 million. For FY2018/19, BoU has purchased US$ 

725.06 million on net basis as at June 20, 2019.    

 

The outlook is for a relatively stable exchange rate in the short-term supported by subdued 

dollar demand due to mid-month VAT and end-year corporate tax obligations and 

outstanding dividend payments. However in the short to medium term, the exchange rate is 
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likely to depreciate faster on account of strong domestic demand and uncertainty in the 

global financial markets. 

 

6. Inflation 

 

6.1 Global Inflation and International Commodity Prices 
 

6.1.1 Global Inflation 

 

Although global inflation remains relatively low, inflation has been picking up gradually 

among both AEs and EMDEs so far in 2019, largely reflecting the rising commodity prices. 

Among key AEs, average inflation rose in April 2019, to 0.9 percent in Japan, 1.7 percent in 

the Euro Area and 2 per cent in both the UK and US, from respective rates of 0.2 percent, 1.4 

percent, 1.8 percent and 1.6 percent in January 2019. Similarly, inflation increased slightly in 

key EMDEs, although it remains below 5 percent, the target for a number of EMDE central 

banks. Notably, a few distressed EMEs such as Argentina and Turkey have posted significantly 

high double digit inflation, owing to the pass-through of past domestic currency weakness. 

Inflation developments in selected countries are shown in Table 3. 

 

In line with the projections of largely subdued commodity prices and moderation in global 

economic activity growth, the outlook is for muted global consumer price inflation in 2019, 

with a slight increase in 2020. In AEs, inflation is projected to drop to 1.6 percent in 2019 

from 2 percent in 2018, but rise to 2.1 percent in 2020, while in EMDEs inflation is projected 

to slightly increase to 4.9 percent in 2019 before decreasing slightly to 4.7 percent in 2020. 

Forecast inflation for EMDEs is driven largely by one-off factors in a few countries including 

Russia, India and Argentina. Inflation in these economies remains susceptible to exchange 

rate pressures triggered by renewed global financial market unease. 

 

 

 

 

 

 

 
 

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 percent 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 3: Inflation Developments in Selected Countries 
 Quarterly Monthly 

  Q1-
2018 

Q2-
2018 

Q3-
2018 

Q4-
2018 

Q1-
2019 

Nov-
2018 

Dec-
2018 

Jan-
2019 

Feb-
2019 

Mar-
2019 

Apr-
2019 

May-
2019 

Japan 1.3 0.6 1.1 0.9 0.3 0.8 0.3 0.2 0.2 0.5 0.9 .. 

UK 2.5 2.2 2.3 2.1 1.8 2.2 2.0 1.8 1.8 1.8 2.0 .. 

US 2.2 2.7 2.6 2.2 1.6 2.2 1.9 1.6 1.5 1.9 2.0 1.8 

Euro area 1.3 1.7 2.1 1.9 1.4 1.9 1.5 1.4 1.5 1.4 1.7 .. 

Brazil 2.8 3.3 4.4 4.1 4.1 4.0 3.7 3.8 3.9 4.6 4.9 .. 

China 2.2 1.8 2.3 2.2 1.8 2.2 1.9 1.7 1.5 2.3 2.5 2.7 

India 4.7 4.0 5.6 5.1 7.1 4.9 5.2 6.6 7.0 7.7 8.3 .. 

Russia 2.3 2.4 3.0 3.9 5.2 3.8 4.3 5.0 5.2 5.3 5.2 .. 

South Africa 3.9 4.3 4.9 4.8 4.2 5.1 4.4 3.9 4.1 4.5 4.4 .. 

Source: OECD Statistics 

 

6.1.2 International Commodity Prices 
 
Global commodity prices remain largely on a recovery path so far in 2019. Stronger crude oil 
prices have mainly been supported by a decline in global oil inventories, production cuts by 
key producers and anticipated supply tightening following the May-2019 expiry of Iran-
sanction waivers. In May 2019 however, average crude oil prices fell by 2.2 percent to US$ 66 
per barrel down from US$ 68 per barrel in April 2019, dampened by demand-side concerns 
owing to renewed tariff issuances by the US on China, coupled with indications of soft 
industrial activity in May 2019. The FAO food price index, a measure of global food prices 
advanced further in May 2019, rising by 1.2 percent on monthly basis and by 3.1 percent on 
quarterly basis, supported by robust import demand amidst tight supplies of mainly dairy 

products and maize.  
 
Concerns regarding global oil demand growth are presently the main anchor for crude oil 
price forecasts. According to the US Energy Information Administration (EIA), average crude 
oil prices are projected to decline by 6.3 percent in 2019, to US$ 67 per barrel, from US$ 71.2 
per barrel in 2018 and to remain at US$ 67 per barrel in 2020. Decline in agricultural 
commodity prices is expected to decelerate, with Arabica and Robusta coffee prices projected 

to decline by 2.7 percent and 6.4 percent respectively in 2019, up from the respective 
declines of 11.7 percent and 16.1 percent recorded in 2018. In 2020 coffee prices are forecast 
to increase by about 2 percent compared to 2019 levels.  The global commodity price 

developments are depicted in Figure 12. 

 
Figure 12:Global Commodity Price Developments 

 
Source: World Bank & FAO 

http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bJPN%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bGBR%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bUSA%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bEA19%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bBRA%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bCHN%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bIND%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bRUS%5d&ShowOnWeb=true&Lang=en
http://localhost/OECDStat_Metadata/ShowMetadata.ashx?Dataset=PRICES_CPI&Coords=%5bLOCATION%5d.%5bZAF%5d&ShowOnWeb=true&Lang=en
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6.2 Domestic Consumer Price Inflation 

 

Inflation remained relatively subdued in FY 2018/19 with headline and core inflation 

averaging 3.1 percent and 3.7 percent respectively in the 11 months to May 2019. This was 

mainly on account of a drop in food crops and related items inflation as a result of favourable 

weather conditions throughout the year. In May 2019, headline and core inflation remained 

relatively stable declining slightly to 3.3 percent and 4.6 percent respectively from 3.5 

percent and 4.8 percent in April 2019. The decline in core inflation was partly driven by a 

reduction in services inflation, specifically a 13.8 percent reduction in the price of cell phone 

airtime. 

 

Similarly, energy, fuels and utilities inflation continued to decelerate over the same period to 

4.6 percent from 5.4 percent in the previous period partly reflecting a decline in international 

oil prices over time. This reduction in May 2019 was mainly attributed to the decline in solid 

fuels specifically, charcoal. However, food crops and related items inflation offered some 

support to overall inflation rising for the second consecutive month to minus 5.4 percent 

from minus 6.2 percent after bottoming at minus -9.9 percent in March 2019. Developments 

in domestic inflation are shown in Figure 13. 

 
Figure 13: Developments in Domestic Inflation 

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

 

7.1 Economic Outlook 

 

The Ugandan economy is expected to maintain the growth momentum observed in FY 

2018/19. Indeed, the economy is projected to grow at 6.3 percent in FY 2019/20 and stabilise 

between 6.5 and 7 percent in the medium term. The growth prospects are supported by  

private sector credit growth in line with the accommodative monetary policy; public 

investment in infrastructure; higher agricultural output due to favourable weather and 

government efforts in improving agriculture; pick-up in activity in the extractive industry; 

improved regional security (South Sudan and DRC) which could boost Uganda’s exports. 

 

Despite the anticipated recovery in the economic growth in the FY 2019/20, the outlook is 

subject to risks tilted to the downside including widening fiscal deficits and associated 

financing risks; persistently high non-performing loans in agricultural sector which have 

potential to curtail further investment in the sector, and in effect moderate anticipated strong 

GDP growth; weather conditions and climate change remain a risk to agricultural output; the 

regional security situation; rising global trade tensions which could weigh on growth and put 

pressure on the shilling; the political and security situation in the run-up to the 2021 general 

elections; further delays in the start of oil production, security concerns and political tensions 

could dampen confidence; the fiscal outlook could be undermined by revenue shortfalls and 

higher spending in the run-up to the 2021 elections; and spreading of Ebola from DRC. 

 

7.2 Inflation Outlook and Risks 

 

The inflation outlook is relatively unchanged from the April 2019 forecast round. Core 

inflation is projected to rise slightly in the near term and stay close to the 5 percent target in 

the course of next four quarters before peaking at 6.4 in the third quarter of 2021. Similarly, 

headline inflation is expected to rise slightly in the near term before returning to 5 percent in 

the medium term. The inflation outlook is depicted in Figure 14. 

 
 
 
 
 
 
 

Monetary policy impacts on inflation and real economic activity with a lag. A 
critical assessment of the future trajectory of inflation is therefore crucial in the 
design of a forward-looking monetary policy framework. This requires a thorough 
understanding of the outlook and risks to the external and domestic economic 
environment. 
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Figure 14: Inflation Outlook 

 
Source: Bank of Uganda 

 

The risks to the inflation forecast are relatively balanced. On the upside, there is a possibility 

of a more depreciated exchange rate given the possibility of heightened volatility in the global 

financial markets resulting from further escalation of trade disputes and uncertainty 

surrounding Brexit. This could accentuate flight to safety by investors from emerging markets 

leading to pressure on emerging markets currencies including the Uganda Shilling. In 

addition, a higher fiscal stimulus could further spur demand pressures and thus heighten 

upward pressure on inflation. The weather conditions also remain uncertain, if adverse 

weather conditions materialise, food prices would rise much faster than predicted. On the 

down side, the softening momentum in global growth resulting from escalation of trade 

disputes could weaken the global economy and lead to a decline in demand for oil and other 

commodities. Consequently, this could lead to lower imported inflation and external demand, 

a combination of which would result in lower than projected inflation. 

 

8. Conclusion  
 

The economy expanded by 6.1 percent in FY 2018/19 compared to 6.2 percent in FY2017/18 

according to the Uganda Bureau of statistics (UBOS). The economy is expected to maintain 

this growth momentum as it is projected to grow at 6.3 percent in FY 2019/20 and between 

6.5 and 7 percent in the medium term. The growth prospects are supported by private sector 

credit growth in line with the accommodative monetary policy; public investment in 

infrastructure; higher agricultural output due to favourable weather and government efforts 

in improving agriculture; pick-up in activity in the extractive industry; improved regional 

security (South Sudan and DRC) which could boost Uganda’s exports. However, there are 

risks to this economic growth outlook including widening fiscal deficit, persistently high non-

performing loans in agricultural sector, vagaries of weather, rising global trade tensions, the 

political and security situation in the run-up to the 2021 general elections, further delays in 

the start of oil production, security concerns and political tensions which could dampen 

confidence, and spreading of Ebola from DRC. 

 

Inflation remained relatively subdued in FY 2018/19 with headline and core inflation 

averaging 3.1 percent and 3.7 percent respectively in the 11 months to May 2019. This was 

mainly on account of a drop in food crops and related items inflation as a result of favourable 
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weather conditions throughout the year. However, in May 2019, headline and core inflation 

remained relatively stable declining slightly to 3.3 percent and 4.6 percent respectively from 

3.5 percent and 4.8 percent in April 2019. The inflation outlook is relatively unchanged from 

the April 2019 forecast round with core inflation projected to rise slightly in the near term 

and remain close to the 5 percent target in the medium term. There are however risks to this 

forecast including the future path of the exchange rate, higher fiscal stimulus, adverse 

weather conditions that could lead to a rise in inflation. However, a weaker global economy 

emanating from escalating trade tensions could dampen domestic growth and lower domestic 

inflation. 

 

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. 


