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Executive Summary
1) In June 2020, the Bank of Uganda (BoU) eased monetary policy as additional support to
monetary policy and macro prudential measures earlier taken to mitigate the adverse impact
of the pandemic on the economy. BoU reduced the Central Bank Rate (CBR) by 1
percentage point to 7 percent. The band on the CBR was also reduced by 1 percentage point
to +/-2 percentage points while the margin on the rediscount rate and bank rate were set at
3 and 4 percentage points on the CBR respectively. Consequently, the rediscount rate and
the bank rate were reduced to 10 percent and 11 percent, respectively.
2) Global financial market sentiment remained fragile in July 2020, owing to a dampened
outlook for global economic recovery in H2-2020 and concerns around the resurgence of
new infections. The outlook is for unease in the global financial markets, with intermittent
episodes of volatility, throughout 2020. Global financial conditions are however expected to
improve in 2021, with the more positive prospects for 2021.
3) Money market rates fell as liquidity conditions eased in line with the eased monetary policy
stance and the liquidity assistance measures undertaken by BOU. The weighted average 7-day
interbank money market rate averaged 7.7 percent in the quarter to July 2020, compared to
9.3 percent in the previous quarter.
4) Commercial bank lending interest rates remained largely stable in the quarter to June 2020
declining marginally to an average of 18.6 percent from 18.9 percent recorded in the previous
quarter. Relative stability, was on account of the accommodative monetary policy stance even
through the full impact is yet to be felt; and low demand for credit over the lockdown
period. On a monthly basis however, increases in the lending rates were noted in the last two
months driven largely by increased unsecured lending and lending to the riskier sectors of
Agriculture and Personal & Household.
5) Growth in private sector credit remained subdued in the quarter to June 2020 due to the
decline in economic activity coupled with poor asset performance. The slow growth was
aggravated by business closures due to the lockdown aimed at containing the spread of the
COVID-19 pandemic. The year-on-year growth in PSC averaged at 9.7 percent in the three
months to June 2019, down from 11.3 percent in the previous quarter.
6) Global economic growth is projected to fall by -4.9 percent in 2020, due to the Covid-19
pandemic that has negatively impacted economic activity in 2020. According to the IMF
World Economic Outlook (WEO) update for June 2020, global economic recovery is
projected to be more gradual than previously forecast. Economic growth in EMDEs is
projected at -3.0 percent in 2020 from 3.7 percent in the previous year while growth in AEs
is projected at -8.0 percent in 2020 from 1.7 percent.
7) Domestic economic growth remains relatively subdued. The recently released data by the
Uganda Bureau of Statistics (UBOS) reveals a quarterly GDP growth of -3.2 percent in the
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quarter to June 2020, from the 1.7 percent recorded in the previous quarter owing to the
nationwide lockdown. Economic growth in Financial Year (FY) 2020/21 is projected in the
range of 3.0-4.0 percent, further increasing to 5.0-6.0 percent in FY 2021/22. Economic
growth is consequently expected to remain below the potential growth rate until FY
2022/23.
8) Fiscal operations in the in FY 2019/20 were less expansionary than programmed, with the
deficit amounting to UGX 9,950.3 billion which was lower than the programmed deficit of
UGX 10,564.40billion. Government expenditure amounted to UGX 28,392.58 billion which
was UGX 4,718.22 billion lower than the programmed levels. The variation was mainly on
account of a shortfall in development expenditure due to slow absorption brought on by the
lockdown associated with the COVID-19 pandemic.
9) Provisional data indicates that the external sector strengthened notably in Financial Year
2019/20. The overall balance of payments recorded a surplus of US$625 million in
FY2019/20, up from the surplus of US$69 million recorded in the previous FY2018/19
largely on account of the significant improvement in the current account, which recorded a
lower deficit of US$2,239 million from US$2,659.3 million in FY2018/19, resulting from a
lower trade deficit, lower primary income deficit and higher secondary income surplus, all
mainly due to COVID-19-related slowdown in global and domestic activity.
10) Following a sharp depreciation in February and March 2020, the Uganda Shilling was
relatively stable in April and May 2020 before recording a sustained strengthening in June
and July 2020. In July 2020, the Shilling appreciated by 0.9 percent on monthly basis, to an
average mid-rate of UGX 3,703.5 per US Dollar. The appreciation is attributed to strong
inflows from offshore investors, NGOs and export receipts amidst relatively subdued
demand.
11) Domestic inflation continued to rise in July 2020 driven largely by hiked transport fares in
response to government issued operating procedures for public transportation aimed at
containing further spread of the COVID-19 pandemic. Annual headline inflation rose to 4.7
percent in July 2020 from 4.1 percent in June 2020, while annual core inflation rose to 5.8
percent from 4.9 percent over the same period. The inﬂation outlook was revised upwards
from the June 2020 forecast round. Core inflation is expected to peak at 6.1 percent in the
first quarter of 2021, while headline inflation could peak at 6.2 percent.
12) Evaluation of the macroeconomic developments and outlook indicate that the projections
are characterised by extreme uncertainty, which is heavily contingent upon the intensity,
spread and duration of the COVID-19 pandemic, particularly the heightened risks associated
with a second wave of infections. As a result, supporting the recovery of the economy is
overriding in the conduct of monetary policy provided inflation remains in the range 5
percent +/-3 percentage points. Therefore, the BoU maintained the CBR at 7 percent in
August 2020. The band on the CBR was maintained at +/-2 percentage points while the
vi | P a g e

margin on the rediscount rate and bank rate remained unchanged at 3 and 4 percentage
points on the CBR, respectively. Consequently, the rediscount rate and the bank rate were
maintained at 10 percent and 11 percent, respectively.
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1. Reflections of Monetary Policy in the Previous Period
1.1

Monetary Policy Stance

In June 2020, the Bank of Uganda (BoU) eased monetary policy as additional support to
monetary policy and macro prudential measures earlier put in place to mitigate the adverse
impact of the pandemic on the economy. The monetary policy stance was aimed at further
easing financial conditions and providing support to economic activity. The BoU reduced the
Central Bank Rate (CBR) by 1 percentage point to 7 percent. The band on the CBR was also
reduced by 1 percentage point to +/-2 percentage points while the margin on the rediscount rate
and bank rate were set at 3 and 4 percentage points on the CBR respectively. Consequently, the
rediscount rate and the bank rate were reduced to 10 percent and 11 percent, respectively.
The monetary policy stance in June 2020, was premised on the downward revision of economic
growth projections for 2020/21 to a range of 2.5 to 3.5 percent from 3 to 4 percent in April
2020. The combination of the COVID-19 pandemic, extreme weather conditions and volatility
in the global financial markets were downside risks to the economic growth outlook. Although
these risks were extreme and tilted to the downside, economic growth was projected to gradually
recover to between 4 to 5 percent in 2021/22 and 6 to 6.5 percent in 2022/23. The strength of
the economic recovery was however contingent in part on how soon a vaccine is discovered and
on how Uganda would be able to open up for economic activity safely and how effectively the
public would comply with social distancing rules amidst cautious advocacy by World Health
Organisation (WHO) going forward as the spread of the corona virus evolves.
In addition, inflation was projected to remain subdued given the weak external and domestic
demand pressures coupled with low food prices. The economic slowdown and a gradual
recovery were to keep inflation below the medium-target of 5 percent in the near term. Risks to
the inflation outlook from shilling depreciation were assessed to be minimal as the pass through
of the depreciation to inflation was expected to remain slow due to subdued demand.

1.2

Monetary Policy Implementation

BoU continued to conduction monetary policy in the secondary market using the Repurchase
Agreements (REPOs), reverse REPOs, deposit auctions and sale of recapitalisation securities to
align liquidity conditions in the domestic interbank market with the monetary policy stance.
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2. Money and Financial Markets Developments
A well-functioning financial market contributes to market efficiency and discipline,
financial stability and enhances financing conditions in the economy. It also plays an
important part in information aggregation, price discoveries, and facilitates monetary
policy transmission. A comprehensive assessment of the performance of the financial
market is therefore vital for macroeconomic policy formulation.

2.1

Global Financial Markets

Global financial market sentiment remained fragile in July 2020, owing to the dampened outlook
for global economic recovery in H2-2020 and concerns around the resurgence of new infections.
Concerns around likelihood of a reinstatement of city/country lockdowns due to resurgence of
new infections, coupled with downside pressures on global output continue to weigh down
financial market sentiment. Large fiscal deficits and debt levels in 2020 and the likelihood of
tightening financial conditions are expected to lead to debt distress, especially for Emerging
Markets and Developing Economies (EMDEs). Though there has been sizeable funding from
central banks, fiscal authorities and multilateral institutions so far; financial conditions are not
expected to ease any further. Indeed, with the exception of China, key equities although rising,
are yet to match up to their December 2019 levels. The 10-year government bond rates declined
and the US Dollar continued to strengthen in June/July 2020, pointing to rising risk aversion and
flight to safety.
The outlook is for anxiety in the global financial markets, with intermittent episodes of volatility,
throughout 2020. Global financial conditions are however expected to improve in 2021, with the
more positive prospects for 2021. Continued weakness in global financial market sentiments is
likely to sustain subdued remittances and capital flows. This coupled with wider current account
deficit may exert Shilling depreciation pressures.

2.2

Domestic Financial Markets

2.2.1

Interbank Money Market

Money market rates fell in line with the eased monetary policy stance and the liquidity assistance
measures undertaken by BOU. The weighted average 7-day interbank money market rate
averaged 7.7 percent in the quarter to July 2020, compared to 9.3 percent in the previous quarter.
In addition, a total of UGX 60 billion was accessed by commercial banks through the
Emergency Liquidity and Lombard Window facilities. The CBR continued to anchor movements
in the money market rates as depicted below in Figure 1.
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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

On average, yields on government securities declined in the quarter to July 2020 as policy actions
taken by BOU helped to lessen economic and financial uncertainty and stabilize investor
sentiments. At the shorter end, the 91-day, 182-day and 364-day Treasury bill rates declined to
8.9 percent, 10.6 percent and 12.3 percent, respectively in the three months to July 2020 from 9.6
percent, 11.3 percent and 13.0 percent in the quarter to April 2020. Month-on-month, however,
a rise in yields was noted in July 2020 as issuance amounts increased relative to June 2020 on
account of higher fiscal financing requirements for FY2020/21.
At the longer end, the yields on 2-year, 3-year and 10-year Treasury bonds also fell to 13.7
percent, 15.3 percent, 15.2 percent, in the quarter to July 2020 from respective rates of 14.0
percent, 15.7 percent and 15.8 percent, in the previous quarter. Yields on the 5-year and 15-year
bonds remained relatively stable at 16.5 percent and 15.2 percent respectively in the same time
period.
Although volatility in the financial markets has moderated, lingering concerns of a second wave
of the pandemic may weigh on risk sentiments and this could increase the costs of borrowing
going forward.
2.2.3

Secondary Market for Treasury Securities

Yields in the secondary market also declined in line with developments in the primary market as
shown in Figure 2
.
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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 remained largely stable in the quarter to June 2020
declining marginally to an average of 18.6 percent from 18.9 percent recorded in the previous
quarter. This was on account of the accommodative monetary policy stance even though the full
impact is yet to be felt; and low demand for credit over the lockdown period. On a monthly
basis however, increases in the lending rates were noted in the last two months driven largely by
increased unsecured lending and lending to the riskier sectors of Agriculture and Personal &
Household. Lending interest rates by sector are shown in Figure 3.
Figure 3: Lending Interest Rates by Sector

Source: Bank of Uganda
Although BOU has steadily reduced the CBR, the pricing behaviour of banks seems not to have
changed with several banks consistently pricing below or above the industry rate as shown in
figures 4 & 5. The majority of banks with higher lending rates however tend to have higher non4|Page

performing loans (NPLs), a small market share and a large number of micro borrowers. While
recent easing of movement restrictions has improved expectations of economic activity and thus
cash flows, risks of higher interest rates remain on account of uncertainty due to the increasing
rate of COVID-19 infections. According to the Bank Lending Survey, banks expect the default
rates on loans to both enterprises and households to increase even further in the quarter to
September 2020.
Figure 4: Lending Interest Rates per bank lower than industry average lending rate

Figure 5: Lending Interest Rates per bank higher than industry average lending rate

2.2.5

Private Sector Credit

Growth in private sector credit (PSC), remained subdued in the quarter to June 2020 on account
of the decline in economic activity coupled with poor asset performance. The slow growth was
aggravated by business closures due to the lockdown aimed at containing the spread of the
COVID-19 pandemic. The year-on-year growth in PSC averaged at 9.7 percent in the three
months to June 2019, down from 11.3 percent in the previous quarter. While growth in shilling
denominated loans slackened to an average of 12.4 percent from 16.2 percent year-on-year,
foreign currency denominated loans grew by 4.3 percent up from 2.0 percent over the same
period. Net of exchange rate valuation changes, annual PSC grew by 9.5 percent year-on-year in
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the quarter to June 2020, down from 11.4 percent growth recorded in the quarter to March 2020.
PSC growth is likely to remain subdued in the short-term due to weak economic growth and
increased risk aversion by lenders. In the long-run, credit growth is dependent on the projected
economic recovery of H2-2020/21. Figure 6 depicts the annual private sector credit growth.
Figure 6: Annual Private Sector Credit Growth

Source: Bank of Uganda
A sectoral decomposition of credit as shown in Figure 7 reveals slower growth in lending to
major sectors of the economy during the quarter to June 2020. Average annual credit growth to
the agriculture, manufacturing, trade, personal & household and Building, mortgage,
construction and real estate sectors grew by 12.0 percent, 1.7 percent, 5.8 percent, 7.0 percent
and 13.4 percent in the three months to June 2020 from respective growth rates of 15.3 percent,
3.2 percent, 15.4 percent, 11.6 percent and 13.6 percent in the previous quarter. Weak credit
disbursement to major economic sectors poses challenges for private investment and
consumption and may further constrain economic growth prospects.
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Figure 7: Annual Growth in Private Sector Credit by sector (Sectoral Shares as at
December 2019 in Brackets)

Source: Bank of Uganda
New net lending in the quarter to June 2020 mainly comprised of capitalized interest which rose
to UGX 96.6 billion and UGX 114.1 billion between April and May 2020 respectively, arising
from loan restructuring in line with the credit relief measures put in place by BoU to support
borrowers affected by the COVID-19 pandemic. As at end-June 2020, loans worth 4.9 trillion
had been approved for restructuring out of applications worth UGX 5.6trillion. In June, Net
extensions were recorded at UGX 579.7 billion of which UGX 156.2 billion is capitalized
interest.
2.2.6

Credit Demand and Supply

Credit demand and supply, as proxied by the number and value of loan applications and
approvals declined further during the quarter to June 2020 as business activity slowed down on
account of COVID-19 and increased non-performing loans. In June 2020, 370,741 loan
applications worth UGX 994 billion were received and 367,191 loan approvals worth UGX 770
billion were made (Figure 8). The significant discrepancy indicated by the much lower loan
approvals relative to applications reflects increased risk aversion towards borrowers.
Figure 8: Credit Demand and Supply

Source: Bank of Uganda
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2.2.6

Asset quality

Asset quality of loans extended by commercial banks worsened, reflected by an increase in the
share of Non-performing loans (NPLs) to total loans to 5.8 percent in June 2020 from 5.4
percent in March 2020 and 3.8 percent in June 2019. Sectors that were mainly affected include
Trade & Commerce, Building, Construction & Real Estate, Mining & Quarrying, and Business
Services and, Personal & Household loans sectors as shown in Table 1. This deterioration in
NPLs was on account of reduced personal and business income as a result of closures during the
lockdown period.
Going forward, asset quality is likely to deteriorate even further. NPLs are expected to increase
due to the COVID-19 pandemic effect on the general business environment. Majority of the
businesses have been closed which has affected their cash flows and repayment schedules of
borrowers with no clear path of their resumption due to the slowdown in the economy. This
deterioration however, will be moderated by credit relief measures issued by BOU.
Table 1: Non-Performing Loans by sector
AGRICULTURE
MINING & QUARRYING
MANUFACTURING
TRADE & COMMERCE
TRANSPORT & COMMUNICATION
BUILDING, CONSTRUCTION & REAL ESTATE
ELECTICITY & WATER
BUSINESS SERVICES
COMMUNITY, SOCIAL AND OTHER SERVICES
PERSONAL AND HOUSEHOLD LOANS
OTHER ACTIVITIES
OVERALL NPL RATIO

Sep-18 Dec-18 Mar-19
9.8
7.9
9.7
4.7
0.4
0.3
1.9
2.3
2.9
6.3
4.0
3.6
4.3
2.6
1.5
3.9
2.2
2.5
0.1
0.0
0.1
3.7
2.7
3.1
3.8
3.0
8.0
3.3
2.6
2.8
21.8
8.6
6.7
4.7
3.4
3.8

Jun-19
9.1
0.8
2.7
3.2
3.4
3.0
0.3
2.8
7.6
2.6
4.0
3.8

Sep-19 Dec-19 Mar-20
8.4
7.8
9.8
0.3
0.3
0.1
2.0
2.4
2.4
5.0
7.5
7.4
3.8
2.9
2.1
4.4
4.5
4.4
0.1
0.1
30.9
2.7
2.7
2.9
5.7
5.4
2.2
2.7
2.8
4.0
17.0
5.0
6.8
4.4
4.7
5.4

Jun-20
9.4
5.6
2.2
8.9
2.1
5.3
21.6
3.6
2.1
5.0
6.7
5.8

Source: Bank of Uganda

3. Economic Activity
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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3.1

Global Economic Activity

The COVID-19 pandemic and measures put in place to mitigate its spread has brought several
sectors of the economy across the World to a halt. The containment efforts have involved
quarantines, lockdowns and widespread restrictions on labour mobility and travel, resulting in
declines in consumption, sharp cutbacks in most service sector activities, increased risk aversion
and elevated capital outflows especially from Emerging Markets and Developing Economies
(EMDEs). These negative effects led to sharp and sudden declines in output, spending and
employment in the second half of the financial year (FY)2019/20.
The supply-side shocks affected many businesses, as lockdowns and restrictions on travel
curtailed normal operations of business and disrupted relationships with key suppliers.
Aggregated demand was also adversely affected as demand for consumer goods and services fell
due to the containment measures, uncertainty about incomes due to job losses and increase in
precautionary savings. Travel and tourism activities have particularly been adversely affected
leading to financial distress to many companies and loss of incomes in many households.
As a result, the IMF in the June 2020 World Economic Outlook (WEO) update projected that
global economic growth will decline to -4.9 percent in 2020 from 2.9 percent in 2019 and
recovery is predicted to be gradual. Economic growth in EMEs is projected at -3.0 percent in
2020 from 3.7 percent in the previous year while growth in Advanced Economies (AEs) is
projected at -8.0 percent in 2020 from 1.7 percent. AEs have taken a deeper hit to activity in the
second half of the financial year due to the early containment measures adopted and the already
fragile growth pre-COVID-19. Across these economies, deep downturns are projected with the
largest decline foreseen in Italy and Spain at -12.8 percent, and the smallest fall in Japan at -5.8
percent. However, in 2021 AEs are projected to grow by 4.8 percent.
In Sub-Saharan Africa (SSA), growth is projected to decline to -3.2 percent in 2020, down from
3.1 percent in 2019 due to the effects of the pandemic and the associated containment strategies,
elevated capital outflows and severely low external demand. Specifically, commodity exporters
have been affected by the collapse in commodity prices. Nigeria, an oil exporter, is expected to
grow at -5.4 percent in 2020 from 2.2 percent in 2019 due to a dramatic decline in oil prices.
South Africa, which had been in a recession before the breakout of the pandemic, is projected to
grow at -8.0 percent in 2020 from 0.2 percent recorded the previous year as effects of the health
crisis feed through. The global growth projections are depicted in Table 2.
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Table 2: Global Economic growth forecasts in selected Countries
IMF World Economic Outlook
World Real GDP Growth
Advanced Economies
US
Euro Area
Japan
UK
Emerging Market & Developing Economies
China
India
Brazil
SSA

Estimate
2019
2.9
1.7
2.3
1.2
0.7
1.4
3.7
6.1
4.2
1.1
3.1

Jun-20 Forecasts
2020
-4.9
-8.0
-8.0
-10.2
-5.8
-10.2
-3.0
1.0
-4.5
-9.1
-3.2

2021
5.4
4.8
4.5
6.0
2.4
6.3
5.9
8.2
6.0
3.6
3.4

YoY- Diff from Apr-20 Forecasts
2020
2021
-1.9
–0.4
-1.9
0.3
2.1
-0.2
2.7
1.3
-0.6
-0.6
-3.7
2.3
-2.0
-0.7
-0.2
-1.0
-0.2
-1.0
-3.8
0.7
-1.6
-0.7

Source: IMF WEO, June 2020
3.2

Domestic Economic Activity

Uganda’s economy significantly slowed in FY2019/20, precipitated by the direct and indirect
impacts of lockdown measures to prevent the spread of COVID-19. Economic growth remained
subdued, as real gross domestic product (GDP) grew only by 3.1 percent from 6.8 percent in
FY2018/19. Data from the Uganda Bureau of Statistics (UBOS), estimates a quarterly GDP
growth of -3.2 percent for June 2020, down from the 1.7 percent recorded in the previous
quarter, pointing to a slowdown in economic activity owing to the nationwide lockdown. This is
consistent with the BoU Composite Index of Economic Activity (CIEA) which on a quarterly
basis declined by 6.2 percent in the quarter to June 2020, compared to an increase of 1.4 and 1.7
percent in the quarters to March 2020 and June 2019 respectively (Figure 9). The contraction in
activity was generated from both the services and agricultural sectors. Agriculture and services
sectors were the worst hit, declining by 6.1 and 1.1, respectively, during the quarter to June 2020.
There are signs of recovery following the easing of the economy starting in June 2020. The
month on month growth in the CIEA grew by 5.7 percent month-on-month in June 2020,
indicating a pickup in economic activity relative to the contraction registered in the three months
to May 2020. The Stanbic Bank Uganda Purchasing Managers’ Index (PMI) in July 2020 also
indicated an improvement in economic activity. The PMI crossed into positive territory
recording a reading of 50.31, up from the 46.5 in June 2020. This level is considered significant
when compared to the 21.6 that was recorded in April 2020, amidst the lockdown. This result

1

Readings above 50.0 signal an improvement in business conditions on the previous month, while readings below 50.0 show a deterioration
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indicates improvements in the business environment as the national containment measures
regarding movement and operating most business activity begun to be eased in June 2020.
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Figure 9: Quarterly Changes in the CIEA and UBOS GDP

UBOS GDP

Source: Bank of Uganda

4. Fiscal Policy and Developments
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.
4.1

Government Expenditure and Revenue

Fiscal operations in the in FY 2019/20 were less expansionary than programmed, with the deficit
amounting to UGX 9,950.3 billion which was lower than the programmed deficit of UGX 10,564.4 billion. Government expenditure amounting to UGX 28,392.58 billion which was UGX
4,718.22 billion lower than the programmed levels due to a shortfall in development expenditure
indicating slow absorption of government projects.
Government revenue (including grants) amounted to UGX 18,442.20 billion, which was lower
than programme levels by UGX 4,104.20 billion. The underperformance was due to lower than
programed domestic revenue and grants. Grant receipts over the period amounted to UGX
1,156.39 billion, which was UGX 743.60 billion lower than the programme levels, but even more
profound was the shortfall in domestic revenue which was UGX 3,360.64 billion lower than the
programme levels. The shortfalls in domestic revenue were largely attributed to the
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underperformance in indirect domestic taxes and international trade taxes by UGX 1,104.4
billion and UGX 1,220.2 billion, respectively. Specifically, Value Added Tax (VAT) and excise
duty tax heads recorded lower collections due to the continued negative effects of the COVID19 pandemic on manufacturing, services and other sub sectors. The shortfall in international
trade tax collections is explained by the reduction in the volume of imports arising from
disruptions to the global supply chain. The fiscal operations are depicted in Table 3.
Table 3: Fiscal Operations (UGX Billion)
July’19-Jun’20
Revenue & Grants
Revenue
Grants
Expenditure & Lending
Current Expenditure
Development Expenditure
Net lending/repayments1
Domestic arrears repayment
Deficit (excluding grants)
Deficit (including grants)
Financing (net)
External Financing (net)
Domestic Financing (net)
Errors & Omissions

17,839.30
16,637.79
1,201.55
24,267.57
12,373.58
10,047.11
1,428.06
418.82
-7,629.78
-6,428.22
6,428.20
3,680.34
2464.52
283.40

Prel. July'19Jun’20
18,442.20
17,285.86
1,156.39
28,392.58
15,093.15
12,063.75
831.01
404.66
-11,106.71
-9,950.33
9,950.33
6,194.92
3878.11
-122.70

Prog. July'19Jun’20
22,564.40
20,646.50
1,899.90
33,110.80
15,127.40
16,740.80
793.00
449.50
-12,464.30
-10,564.40
10,564.40
7,485.50
3,078.90
0.00

Variation
-4,104.20
-3,360.64
-743.60
-4,718.22
-34.25
-4,677.05
38.01
-44.84
1,357.59
614.07
-614.07
-1,290.58
799.21

Source: Ministry of Finance, Planning and Economic Development (MOFPED)
4.2

Public Debt Stock

The provisional total public debt stock (at nominal value) as at end June 2020 stood at UGX.
56,526.2 billion (40.0 percent of GDP), which is an increase of 20.5 percent relative to June
2019. The increase in the stock of total public debt between June 2019 and June 2020 was mainly
due to a UGX 6,362.3 billion borrowing from the IMF, PTA Bank, IDA and Stanbic Bank
towards countering the economic distress brought about by the pandemic. External and
domestic debt increased by 18.0 percent and 19.4 percent, respectively in FY 2019/20. External
debt made up the bulk of the total public debt, accounting for 66.9 percent. Public external debt
maintained the dominant share of 66.2 percent of the total public debt.
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5. Balance of Payments and Exchange rate Developments
5.1

Balance of Payments

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
depreciation of the exchange rate. Persistent CA deficits may, however, require
structural changes in the economy to enhance productivity and economic growth and
consequently minimize the persistent CA deficit.

Provisional data indicates that the external sector strengthened notably in FY 2019/20. The
overall balance of payments recorded a surplus of US$625 million in FY2019/20, up from the
surplus of US$69 million recorded in the previous FY2018/19 (Figure 10).
The strengthening of the balance of payments in FY2019/20 was mainly due to improvements in
the current account, which recorded a lower deficit of US$2,239 million from a deficit of
US$2,659.3 million in FY2018/19 resulting from a lower trade and primary income deficits as
well as the other hand, the secondary income balance recovered a higher surplus due to higher
non-governmental organisation (NGO) inflows. The services account deficit however
deteriorated by 93.3 percent to US$ 1,210.0 million in FY2019/20 from US$ 626.1 million in
FY2018/19. This was largely driven by an increase in payments for other business services
(mainly technical services for infrastructural developments) to Foreign service providers, coupled
with a reduction in tourism receipts following the restrictions to travel occasioned by lockdown
and other measures instituted in response to the coronavirus pandemic.
The surplus on the financial account declined by US$130 million to US$2,298 million during FY
2019/20, owing mainly to lower foreign direct investment inflows coupled with sustained
portfolio investment outflows both occasioned by the impact of the COVID-19 pandemic on
business activity, investor confidence and risk appetite. The financial account inflows were
sufficient to absorb the CAD; consequently, there was a build-up in reserve assets to the tune of
US$ 625.0 million during FY2019/20.
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Figure 10: Developments in Overall Balance of Payments and Main Components
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On a quarterly basis, a stronger external position was recorded in the quarter ended June 2020,
with the overall balance of payments recording a surplus of US$578 million compared to the
deficit of US$27.3 million recorded in the quarter ended March 2020. The strong external
position was largely on account of the balance of payments support loan from the IMF, coupled
with budget support loans from the World Bank and Stanbic Bank.
The current account deficit narrowed by 13.4 percent (or US$92.5 million), to US$600.2 million
in the quarter to June 2020. This was largely driven by a narrower trade deficit and lower primary
income deficit, albeit moderated by deterioration in both the services and secondary income
accounts. The trade deficit narrowed by 16 percent to US$478.3 million during the quarter ended
June 2020, compared to the quarter ended March 2020, mainly on account of a decline in the
import bill by 19.3 percent to US$1,313.6 million. All import categories, especially the
investment imports such as machinery, base metals and oil declined as a result of COVID-19
related disruptions to global supply chains and production, which depressed demand and
collapsed commodity prices. Export receipts also declined by 21 percent to US$835.3 million
during the quarter ended June 2020, as 98 percent of informal trade collapsed, following border
closures and curfew restrictions which undermined the basic mode of operation used by
informal traders. Formal exports also declined as external demand weakened and commodity
prices fell.
Compared to the quarter ended March 2020, the deficit on the primary income account
decreased by 19.8 percent to US$108.4 million in the quarter ended June 2020, largely due to
lower compensation to non-resident employees and decline in investment income earnings. In
contrast, the deficit on the services account worsened by 2.6 percent to US$429.6 million during
the quarter under review, owing largely to a decrease in travel and tourism receipts due to
pandemic-related travels and border restrictions. The surplus on the secondary income account
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decreased by 3.7 percent to US$416.3 million in the quarter ended June 2020, mainly on account
of lower inward remittances.
The financial account surplus increased on a quarterly basis in the quarter ended June 2020,
rising by 59.8 percent to US$1,063 million, supported by other investment inflows which
increased by 98.3 percent to US$962.9 million on account of budget support loan disbursements
to the government particularly in June 2020. On the other hand, foreign direct investment
inflows decreased by 20.3 percent to US$182.5 million in the quarter ended June 2020, as global
financial conditions tightened thereby dampening investment activity. During the same quarter,
portfolio outflows increased by 78.7 percent to US$85.6 million, following increased holdings of
both debt and equity abroad by the private sector. The financial account inflows were sufficient
to cover the narrower current and capital account deficit resulting in a build-up in reserves
amounting to US$578 million during the quarter ended June 2020. The stock of reserves as at
the end of June 2020, was estimated at US$3,919 million (including valuation changes),
equivalent to 5.2 months of future imports of goods and services.

5.2

Exchange Rate Developments

Following a sharp depreciation in February and March 2020, the Uganda Shilling was relatively
stable in April and May 2020 before recording a sustained strengthening in June and July 2020.
In July 2020, the Shilling appreciated by 0.9 percent on monthly basis to an average mid-rate of
UGX 3,703.5 per US Dollar, supported by higher inflows from export receipts, NGOs, personal
transfers and offshore investors, amidst subdued demand. On annual basis however, the Shilling
depreciated slightly by 0.2 percent in July 2020.
On a trade-weighted basis, in July 2020 the nominal effective exchange rate (NEER) appreciated
by 0.7 percent month-on-month and by 2.7 per cent year-on-year. In real terms, in June 2020,
the Real Effective Exchange rate (REER) appreciated by 1.5 percent month-on-month and by
5.5 percent year-on-year, largely due to a widening inflation differential as depicted in Figure 11.
Figure 11: Changes in the NER, Inflation Differential and REER

Source: Bank of Uganda
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Movements in EAC Partner State currencies relative to the US Dollar were in contrast to the
Uganda Shilling during July 2020, with the Rwanda Franc, Kenya and Tanzania Shillings
respectively depreciating by 0.2 percent, 0.8 percent and 0.5 percent, month-on-month, to TZS
2,297.6, KES107.3 RWF 940.2 per US Dollar. On annual basis, the Kenya Shilling and Rwanda
Franc depreciated by 4 percent and 4.5 percent, respectively, in July 2020, while the Tanzania
Shilling appreciated slightly by 0.1 percent during the same period as depicted in Figure 12.

Figure 12: Selected EAC Partner States’ Exchange Rates (YoY, per cent Change)
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Going forward, the exchange rate is likely to remain stable on account of matched corporate
activity; with a bias towards depreciation due to uncertainty surrounding the COVID-19
pandemic and its likely impact on the current account balance.
BOU purchased US$ 36.35 million for reserve build-up in the quarter to July 2020, compared to
US$ 193.55 million purchased in the corresponding quarter of 2019 mainly due to low business
activity occasioned by the COVID-19 lockdown, which diminished activity in the in the interbank foreign exchange market (IFEM). Taking into account sales to UETCL, the net BOU
action in the IFEM during the quarter to July 2020 was a net purchase of USD 62.33 million.
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6. Inflation
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.

6.1

Global Inflation and International Commodity Prices

6.1.1

Global Inflation

Global inflation is expected to remain subdued, owing largely to COVID-19 related weakening
of global demand and projected low commodity prices. Compared to December 2019, average
inflation among key Advanced Economies declined by 1 percentage point to 0.5 percent in June
2020, with the US, Euro Area, UK and Japan posting annual inflation rates of 0.6, 0.3, 0.8 and
0.1 percent, respectively. Notably, these rates are significantly below the inflation targets of 2
percent, which enabled these AE central banks to ease monetary conditions, and provide a
foundation for consumption and business recovery as countries lift COVID-19 restrictions.
Average inflation in key EMDEs also declined by 2.1 percentage points to 3 percent in June
2020 compared to December 2019, with Brazil, China, India, Russia and South Africa
respectively posting annual inflation rates of 2.1, 2.5, 5.1, 3.2 and 2.1 percent. Although still
below the central bank target of 4 percent, inflation in Russia has been on the rise since April
2020, driven partly by currency depreciation and by prices of both food and non-food items.
Inflation developments in selected countries are shown in Figure 13.
Figure 13: Inflation Rates in Selected Countries
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6.1.2

International Commodity Prices

International commodity prices rose in the three months to July 2020, albeit not to the preCOVID-19 levels. In July 2020, average crude oil prices rose marginally by 6.9 percent to US$42
per barrel, adding to the marked rise by 65 percent and 35 percent in May and June 2020,
respectively. The pickup in crude oil prices over the three months to July 2020 is attributed to
improvement in oil market conditions on account of better prospects of oil demand in the
second half of 2020 and reduction in the largely oversupplied position of the oil market. On an
annual basis, the decline in average crude oil prices decelerated to 31.6 percent in July 2020,
down from the decline of 69.3 percent in April 2020. Developments in global commodity prices
are presented in Figure 14.
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Figure 14: Global Commodity Price Developments

Source: World Bank & FAO

Global food prices also continued to pick up through the three months to July 2020 following
supply side disruptions coupled with recovering demand for especially vegetable oils, dairy
products and sugar.

6.2

Domestic Consumer Price Inflation

Domestic inflation continued to rise in July 2020, following the increase in June 2020, driven
largely by hiked transport fares in response to government issued operating procedures for
public transportation aimed at containing further spread of the COVID-19 pandemic.
Consequently, annual headline inflation rose to 4.7 percent in July 2020 from 4.1 percent in June
2020, as depicted in Figure 15, while annual core inflation rose to 5.8 percent from 4.9 percent
over the same period. Food crops annual inflation declined further to -5.8 percent in July 2020,
from -5 percent in June 2020, driven down mainly by lower prices of fruits and vegetables, and
reflecting largely ample food supplies.
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Figure 15: Developments in Domestic Inflation
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Energy, Fuel and Utilities (EFU) annual inflation decelerated to 6.6 percent in July 2020 from 8.3
percent in June 2020. This was largely due to solid fuels that is, charcoal and firewood inflation,
which declined to 21 and 12.9 percent, respectively, in July 2020, from 26.4 and 26.1 percent in
June 2020.

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

7.1

Economic Outlook

While global economic activity is expected to severely contract in 2020, the global economy is
projected to recover and expand in 2021. However there is high uncertainty around the outlook
which is contingent on the pace of unwinding the COVID-19 containment measures in the
second half of 2020. In addition, entrenched productivity losses arising from new operating
procedures required to prevent continued spread of the pandemic, are likely to delay faster
recovery of global economic activity. Downside risks remain elevated, arising mainly from;
possible resurgence of the pandemic requiring reinstatement of containment measures, more
permanent business closures due to longer than anticipated decline in economic activity, debt
distress among vulnerable borrowing countries, resurgence of US-China tensions, likely shocks
from the end of the Brexit transition period in December 2020 and widespread social unrest. On
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the upside, global economic activity could recover faster than projected if a vaccine is discovered
faster or if major advances are made in the treatment of COVID-19.
As the easing of the lockdown continues, the domestic economy is expected to slowly recover,
reflecting the effects of a slow rebound in aggregate demand and, subdued confidence on the
part of households and firms. In addition, many consumers are expected to be hesitant to
resume their previous spending patterns, partly due to fears of contracting the virus and
uncertainty about earnings. Moreover, even those whose incomes were not affected may increase
their need for precautionary savings. Furthermore, low exports of goods and subdued tourism
receipts are projected to continue to weigh on economic growth given weaker global demand.
Therefore, economic growth in Financial Year (FY) 2020/21 is projected in the range of 3.0-4.0
percent, further increasing to 5.0-6.0 percent in FY 2021/22. Economic growth is consequently
expected to remain below the potential growth rate until FY 2022/23.
The economic outlook is extremely uncertain, largely because of the unpredictable intensity and
duration of the pandemic. The downside risks to the economic growth projection include the
possibility of a widespread and possibly more severe second wave of the virus, requiring a
complete lockdown, as well as, the locust invasion. Moreover, Uganda remains highly vulnerable
to recurring spurts of global financial volatility, stemming either from continued global economic
weakness or the uncontrolled spread of the COVID-19 pandemic. In addition, increasing NonPerforming Loans (NPLs) and high lending interest rates could delay recovery of Private Sector
Credit (PSC) extensions to pre-COVID levels. On the upside, economic growth could turn out
stronger than projected if the spread of the virus is contained, or if a vaccine or effective
treatment is available earlier than is currently being assumed. Such a scenario could lead to
greater business and consumer confidence, factors which would likely lead to stronger economic
growth.

7.2

Inflation Outlook and Risks

The inﬂation outlook was revised upwards from the June 2020 forecast round. The path for CPI
inflation over the next 12 months largely reflects the influence of containment measures
particularly on public transport and increases in prices of imported consumer goods as a result of
higher taxes to support import substitution. However, the decline in food crop and energy prices
and subdued demand could partly hold inflation down. Core inflation is expected to peak at 6.1
percent in the first quarter of 2021, while headline inflation could peak at 6.2 percent as depicted
in Figure 16. In the medium term, the inflation outlook depends primarily on the speed and
strength at which demand and supply recover. The major risks to the inflation outlook include a
higher fiscal deficit and a more depreciated exchange rate due to the weakening external position.
On the downside, domestic demand may take longer to recover despite the gradual easing of the
lockdown. Moreover, food crop prices and external sources of inflation are likely to remain weak
in the near-term amid the global economic downturn. Overall, the balance of risks to the
inflation forecast was assessed to be on the upside.
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Figure 16: Inflation Outlook

Source: Bank of Uganda

8. Conclusion
Economic growth has remained relatively subdued. Indeed, the most recent report from UBOS
reveals a quarterly GDP growth of -3.2 percent for June 2020, down from the 1.7 percent
recorded in the previous quarter, pointing to a slowdown in economic activity, owing to the
nationwide lockdown. This is consistent with the CIEA which on a quarterly basis declined by
6.2 percent in the quarter to June 2020, compared to an increase of 1.4 and 1.7 percent in the
quarters to March 2020 and June 2019 respectively
Economic growth is forecast within the range of 3 - 4 percent in FY2020/21, further rising to 5
– 6 percent in FY2021/22, consequently remaining below the potential rate of growth until
FY2022/23. The outlook is highly uncertain mainly due to the unpredictable extent of economic
and social fallout from the COVID-19 pandemic. The downside risks to the growth prospects
include; the possibility of a widespread and possibly more severe second wave of the virus
requiring a complete lockdown, recurring episodes of financial market volatility stemming either
from continued global economic weakness or the uncontrolled spread of the COVID-19
pandemic, and delay in recovery of private sector credit growth due to increasing NPLs and
relatively high lending rates.
Inflation continued to rise with annual headline inflation increasing to 4.7 percent in July 2020
while core inflation rose to 5.8 percent. The inﬂation outlook was revised upwards from the June
2020 forecast round with core inflation projected to rise above the target of 5 percent within 12
months. Indeed, core inflation is expected to peak at 6.1 percent in the first quarter of 2021,
while headline inflation could peak at 6.2 percent. However, there are risks to the outlook. On
the downside, domestic demand may take longer to recover, and most sources of inflation are
likely to remain weak in the near-term amid the global economic downturn. However, the
balance of risks remains on the upside, which include a higher fiscal deficit and a more
depreciated exchange rate. In the medium term however, the inflation outlook depends primarily
on the speed and strength at which demand and supply recover.
Evaluation of the macroeconomic developments and outlook indicate that the projections are
characterised by extreme uncertainty, which is heavily contingent upon the intensity, spread and
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duration of the COVID-19 pandemic, particularly the heightened risks associated with a second
wave of infections. As a result, supporting the recovery of the economy is overriding in the
conduct of monetary policy provided inflation remains in the range 5 percent +/-3 percentage
points. Therefore, the BoU maintained the CBR at 7 percent in August 2020. The band on the
CBR was maintained at +/-2 percentage points while the margin on the rediscount rate and bank
rate remained unchanged at 3 and 4 percentage points on the CBR, respectively. Consequently,
the rediscount rate and the bank rate were maintained at 10 percent and 11 percent, respectively.
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