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Executive Summary 
 

1) In December 2019, the Bank of Uganda (BoU) upheld an accommodative monetary policy 

to support economic growth. Indeed, the BoU maintained the Central Bank Rate (CBR) at 9 

percent. The band on the CBR was also maintained at +/-3 percentage points and the 

margin on the rediscount rate at 4 percentage points on the CBR, and therefore, the 

rediscount rate and the bank rate were 13 percent and 14 percent, respectively. 

 

2) Global financial market sentiment improved in the 3 months to January 2020, buoyed by 

broad-based accommodative monetary policies and diminished risks of further escalation in 

the US-China trade war and a disorderly Brexit. Financial conditions remain accommodative 

and key economies maintained their policy rates over the three months to January 2020. The 

US Fed maintained the Feds Funds rate range at 1.5-1.75 percent since its reduction in 

October 2019. 

 

3) Money market rates remained relatively stable in line with the unchanged monetary policy 

stance. The weighted average 7-day interbank money market rate averaged 9.2 percent in the 

two months to January 2020, same as the previous period. The CBR continued to anchor 

movements in the money market rates 

 

4) Commercial bank lending interest rates declined in the quarter to December 2019, reflecting 

the easing of monetary policy in October 2019. The average commercial bank shilling 

lending interest rate declined to 19.0 percent in the quarter to December 2019, from 20.5 

percent in the previous quarter. This decline was mainly on account of lower rates to the 

trade, personal & household, transport & communication and manufacturing sectors. 

 

5) Private sector credit (PSC) remained robust, although it slackened slightly in the quarter to 

December 2019. The year-on-year growth in PSC averaged 12.1 percent in the three months 

to December 2019, down from 13.3 percent in the previous quarter. The growth in PSC was 

mainly supported by shilling denominated loans which grew by 15.6 percent year-on-year, 

while foreign currency denominated loans grew by 5.1 percent over the same period. 

 

6) Economic growth prospects remain positive despite a recent slowdown in the economy. 

According to the UBOS statistics released in December 2019, economic growth is estimated 

at 2.7 percent in the three months to Sep 2019 and an annualized growth rate of 5.2 percent, 

lower than 5.4 percent over the same period in 2018. The annual economic growth is 

forecast to be 5.5 - 6 percent in FY2019/20, picking up to 6.3 percent in 2 – 3 years ahead. 

However, this is below the 6.5 percent Bank of Uganda (BoU) estimate of potential output 

growth. 

 

7) Fiscal operations in the first half of the FY2019/20 were less expansionary than 

programmed, with government expenditure amounting to Shs. 13,510.8 billion which was 
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Shs. 4,642.4 billion lower than the programme levels. Over the same period, the government 

revenue (including grants) amounted to Shs. 9,616 billion, which was lower than the 

programme levels by Shs. 1,486.2 billion.  

 

8) The provisional data indicates that the overall balance of payments recorded a deficit balance 

of USD 15.8 million in calendar year (CY) 2019, in comparison to a deficit of USD 287 

million recorded in CY 2018. On an annual basis, the current account deficit decreased by 

6.5 percent (or US$160.2 million) to US$2,300.6 million in the year to December 2019 

(Figure 8).  This was largely driven by a lower primary income deficit and increased transfer 

inflows, albeit moderated by higher deficits in both the goods and services accounts. 

 

9) The Uganda shilling remained relatively stable with a bias towards an appreciation against the 

US Dollar, in part, due to the increased inflows during the festive season. In the quarter 

ending January, the shilling appreciated by 0.1 percent to an average mid-rate of Shs. 

3,680.8/ USD compared to the previous quarter. Similarly, on a year-on-year basis, the 

shilling appreciated by 0.6 percent in January 2020.  The appreciation is attributed to strong 

inflows from offshore investors, NGOs and export receipts amidst relatively subdued 

demand. 

 

10) Inflation remained subdued largely on account of a relatively stronger exchange rate, benign 

domestic demand conditions and a good harvest season leading to low food prices.  Annual 

headline inflation declined to 3.4 percent in January 2020 from 3.6 percent in December 

2019 on account of lower clothing and footwear as well as transport inflation. Annual core 

inflation remained unchanged at 3.0 percent over the same period. The inflation outlook 

remained relatively unchanged from the December 2019 forecast round. Inflation is 

projected to converge to the target of 5 percent in the medium-term 

 

11) The evaluation of the macroeconomic developments and outlook based on the current 

information set, suggested that at the current CBR, monetary policy stance is 

accommodative, and that inflation will converge to target in the medium term while 

supporting growth. Therefore, the BoU maintained the CBR at 9 percent in February 2020. 

The band on the CBR was maintained at +/-3 percentage points and the margin on the 

rediscount rate at 4 percentage points on the CBR. Consequently, the rediscount rate and the 

bank rate remained at 13 percent and 14 percent, respectively. 
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1. Reflections of Monetary Policy in the Previous Period 
 

1.1 Monetary Policy Stance  

 

In December 2019, the Bank of Uganda (BoU) upheld an accommodative monetary policy to 

support economic growth. Indeed, the BoU maintained the Central Bank Rate (CBR) at 9 

percent. The band on the CBR was also maintained at +/-3 percentage points and the margin on 

the rediscount rate at 4 percentage points on the CBR, and therefore, the rediscount rate and the 

bank rate were 13 percent and 14 percent, respectively.  

 

The inflation outlook in December 2019 was relatively unchanged from the October 2019 

forecast round. Annual core inflation was projected to converge to the target of 5 percent in the 

medium term. There were downside risks associated with the forecasts including, low 

commodity prices, a decline in global inflationary pressures coupled with slackened global 

growth. However, worsening weather conditions, higher fiscal deficit, the instability in the global 

financial markets and uncertainty during the election period constitute elevated upside risks to 

the inflation outlook. 

 

The economy was projected to remain strong in the range of 5.5-6 percent in FY2019/20 and at 

6 percent in 2020-2024 despite the economic growth moderation in 2019. This growth 

projection was subject to downside risks including slowdown in the global economy, global 

tensions, slowdown in private sector credit, lower imports and adverse weather conditions.  

 

1.2 Monetary Policy Implementation 

 

BoU continued to use Repurchase Agreements (REPOs) and reverse REPOs, deposit auctions 

and sale of recapitalisation securities to align liquidity conditions in the domestic interbank 

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

deposit auctions as at end of January 2020 was Shs. 775 billion and Shs. 1,155 billion, 

respectively. The BoU also sold Shs. 290.9 billion worth of recapitalisation securities in the 

secondary market, bringing the available stock to Shs. 183.0 billion.  
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2. Money and Financial Markets Developments 
 

 

2.1 Global Financial Markets 

 

The global financial market sentiment improved in the 3 months to January 2020, buoyed by 

broad-based accommodative monetary policies, diminished risks of further escalation in the US-

China trade war and a disorderly Brexit. The financial conditions remain accommodative and key 

economies maintained their policy rates over the three months to January 2020. The US Fed 

maintained the Feds Funds rate range at 1.5-1.75 percent since its reduction in October 2019. 

Similarly, the Bank of England maintained its bank rate at 0.75 percent and also upheld the stock 

of corporate and UK government bond purchases at £10 billion and £435 billion, respectively. 

The ECB also kept its interest rate on the main refinancing operations, marginal lending facility 

and the deposit facility unchanged at 0.00 percent, 0.25 percent and -0.50 percent respectively 

and also restarted its asset purchase programme (APP) at a monthly pace of €20 billion. Financial 

conditions in emerging markets also remained accommodative but have not eased to the same 

extent as in the advanced economies on account of the current broad-based strength of the US 

dollar. 

 

The US Dollar remained largely strong against key international currencies, although it weakened 

in January 2020 as risk sentiment improved following the signing of Phase 1 of the US-China 

trade deal and the Brexit withdrawal agreement. The US dollar index which is a leading 

benchmark for the value of the US dollar against a basket of advanced economy currencies (the 

Euro, Japanese Yen, British Pound, Swiss franc, Canadian Dollar and Swedish Krone), 

strengthened by 3.5 percent in 2019 relative to 2018. The outlook is for stable financial market 

conditions in 2020 supported by well-anchored inflation expectations and a possible further 

easing of trade tensions. 

 

2.2 Domestic Financial Markets 

 

2.2.1 Interbank Money Market 

 

Money market rates remained relatively stable. The weighted average 7-day interbank money 

market rate averaged 9.2 percent in the two months to January 2020, same as the previous 

period. The CBR continued to anchor movements in the money market rates as depicted below 

in Figure 1. 

 

 

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.  



3 | P a g e  

 

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

 

Source: Bank of Uganda  

2.2.2 Primary Market for Treasury Securities 

 

Treasury bill yields in the primary market edged up, despite the fact that BoU maintained its 

monetary policy stance. The 91-day, 182-day and 364-day Treasury bill rates rose to 9.2 percent, 

11.1 percent and 12.6 percent, respectively in the three months to January 2020 from 8.7 percent, 

10.7 percent and 11.4 percent in the quarter to November 2019. Similarly, yields on Treasury 

bonds also increased with the 2-year, 3-year, 5-year, 10-year and 15-year papers rising to 13.7 

percent, 15.2 percent, 16.1 percent, 15.1 percent and 15.5 percent, respectively in the quarter to 

January 2020 from respective rates of 13.0 percent, 13.7 percent, 15.1 percent, 14.5 percent and 

14.7 percent in the quarter to October 2019. There were undersubscriptions at the shorter dated 

tenors. Nonetheless, the undersubscriptions were compensated for by awarding higher amounts 

than initially issued on the longer dated tenors.  

 

2.2.3 Secondary Market for Treasury Securities 

 

Yields in the secondary market edged up in line with developments in the primary market. The 

increase in yields could signal higher inflation expectations going forward. 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 in the quarter to December 2019, reflecting the 

easing of monetary policy in October 2019. The average commercial bank shilling lending 

interest rate declined to 19.0 percent in the quarter to December 2019, from 20.5 percent in the 

previous quarter. This decline was mainly on account of lower rates to the trade, personal & 

household, transport & communication and manufacturing sectors. Indeed, the decomposition 

of lending rates by sector for the quarter ended December 2019 depicts a general decline in 

lending rates to manufacturing, trade, agriculture and personal & household loans to average 

18.0 percent, 18.4 percent, 21.6 percent and 21.9 percent, respectively. Lending interest rates by 

sector are shown in Figure 3. 

 
Figure 3: Lending Interest Rates by Sector 

 

Source: Bank of Uganda 

The average lending rates of US dollar denominated loans also declined to 6.5 percent from 7.0 

percent in the previous quarter. Rates on local currency time deposits dropped to 9.6 percent in 

91-days 182-days 364-days 2-years 3-years 5-years 10-years 15-years

Q-Jul'19 9.3 10.4 10.8 12.8 14.1 14.9 15.6 16.0

Q-Oct'19 8.8 10.4 10.7 12.2 13.0 14.1 14.4 14.5

Q-Jan'20 9.3 10.6 11.3 13.0 14.4 15.0 15.0 15.2
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the quarter to December 2019, relative to 10.0 percent in the previous quarter, while foreign 

currency denominated time deposits rose to 2.9 percent from 2.5 percent over the same period.  
 

2.2.5 Private Sector Credit 

 

Private sector credit (PSC) remained robust, although it slackened slightly in the quarter to 

December 2019. The year-on-year growth in PSC averaged 12.1 percent in the three months to 

December 2019, down from 13.3 percent in the previous quarter. The growth in PSC was mainly 

supported by shilling denominated loans which grew by 15.6 percent year-on-year, while foreign 

currency denominated loans grew by 5.1 percent over the same period. Net of exchange rate 

valuation changes, PSC grew by 12.6 percent year-on-year in the quarter to December 2019, 

lower than 14.2 percent growth recorded in the quarter to October 2019. Figure 4 depicts the 

annual private sector credit growth. 

 
Figure 4: Annual Private Sector Credit Growth  

 

Source: Bank of Uganda 

There was however, the asset quality of loans extended by commercial banks marginally 

deteriorated. The share of Non-Performing Loans (NPLs) in total loans extended by commercial 

banks rose to 4.7 percent as at end December 2019 from 4.4 percent in September 2019 and 3.4 

percent in December 2018. The increase in NPLs was mainly on account of poor performance 

of loans to the agriculture, manufacturing and building, mortgage, construction and real estate 

sectors. Going forward, a significant increase in NPLs could curtail the growth momentum in 

PSC.  

 

The number and value of loan applications and approvals were higher in the quarter to 

December 2019 relative to the previous quarter. A sectoral decomposition of credit as shown in 

Figure 5 reveals faster growth in lending to trade and personal & household sectors during the 

quarter to December 2019 supported by higher household spending during the festive season. 

Average annual credit growth to the trade and personal & household loans rose from 11.9 
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percent and 7.8 percent in September 2019 to 13.4 percent and 9.4 percent in December 2019. 

Credit to the agriculture, building, mortgage, construction and real estate and manufacturing 

sectors also grew by 19.7 percent, 11.5 percent and 12.3 percent in the three months to 

December 2019 from respective growth rates of 23.0 percent, 13.1 percent and 17.1 percent in 

the previous quarter. 

 

 
Figure 5: Annual Growth in Private Sector Credit by sector (Sectoral Shares as at December 2019 in Brackets) 

 

 

Source: Bank of Uganda 

2.2.6 Determinants of Money Supply 

 

M3 remained robust, growing on average by 14.6 percent in the quarter to December 2019, 

relative to 11.6 percent in the quarter to September 2019. The growth in M3 was mainly driven 

by Net Domestic Assets (NDA) which grew by 44 percent and contributed 17.0 percentage 

points to M3 growth on account of increased investment in government securities, holdings of 

recapitalisation securities and private sector credit. Over the same period, Net Foreign Assets 

(NFA) grew by minus 3.85 percent and contributed minus 2.4 percentage points to M3 growth. 

 

Demand deposits and Time & savings deposits grew by 16.7 percent and 17.5 percent 

respectively in December 2019, relative to 13.2 percent and 13.7 percent growth registered in the 

previous quarter. Foreign deposits also grew by 12.3 percent relative to 11.0 percent in the 

previous quarter. Figure 6 shows the contribution to the annual growth in M3 from the asset 

and liability side of commercial banks. 
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Figure 6: Contribution to M3: Asset versus Liability Side 

 

 Source:  Bank of Uganda 

 

3. Economic Activity 

 

3.1 Global Economic Activity 

 

The global economic growth is expected to weaken further. The IMF in its January 2020 World 

Economic Outlook (WEO) report, revised downward global growth by 0.1 percentage point for 

both 2019 and 2020 and 0.2 for 2021 from the October 2019 WEO report. The downward 

revision was partly attributed to the impact of increased social unrest and weather related 

disasters, including hurricanes in the Caribbean, drought and bushfires in Australia, floods in 

Eastern Africa, and drought in Southern Africa, and trade policy uncertainties and geopolitical 

tensions. Despite the downward revision of growth outlook, global growth is nonetheless 

estimated to be relatively higher at 3.3 percent in 2020 and 3.4 percent in 2021 from 2.9 percent 

in 2019, supported by a pickup in manufacturing and global trade, accommodative monetary 

policy, favourable news on US-China trade negotiations, and diminished fears of a no-deal 

Brexit. 

  

The balance of risks to the global outlook remains skewed on the downside due to coronavirus 

outbreak which is likely to disrupt economic activities and reduce investment worldwide, 

especially in Q1-2020, lingering trade tensions as the US maintains the threat of tariffs going into 

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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Phase 2 of the US-China trade negotiations, which may continue to weigh down business 

investment and geopolitical tensions, particularly the US- Iranian conflict. The global growth 

projections are depicted in Table 1. 

 
Table 1: Global Economic growth forecasts in selected Countries 
IMF World Economic Outlook Estimate Jan-20 Forecasts  YoY- Diff from Oct-19  Forecasts 

  2019 2020 2021 2020 2021 

World Real GDP Growth 2.9 3.3 3.4 –0.1 –0.2 

Advanced Economies 1.7 1.6 1.6 –0.1 0.0 

     US 2.3 2.0 1.7 –0.1 0.0 

     Euro Area 1.2 1.3 1.4 –0.1 0.0 

     Japan 1.0 0.7 0.5 0.2 0.0 

     UK 1.3 1.4 1.5 0.0 0.0 

Emerging Market & Developing Economies 3.7 4.4 4.6 -0.2 -0.2 

     China 6.1 6.0 5.8 0.2 -0.1 

     India 4.8 5.8 6.5 -1.2 -0.9 

     Brazil 1.2 2.2  2.3 0.2 -0.1 

     SSA 3.3 3.5        3.3 -0.1 -0.2 

Source: IMF WEO, January 2020 

 

3.2 Domestic Economic Activity 

 

Economic growth prospects remain positive despite the recent slowdown in the economy. The 

UBOS statistics for December 2019 show that economic growth was estimated at 2.7 percent in 

Q3 2019, equivalent to 5.2 percent annualized, which was lower than the 5.4 percent over the 

same period in 2018. Similarly, economic activity measured by Bank of Uganda’s Composite 

Index of Economic Activity (CIEA) was estimated to have increased at rate of 0.8 percent in the 

three months to Dec 2019, albeit lower than the 1.0 percent growth in the three months to Sep 

2019 (Figure 7). The increase in activity was supported by the accommodative monetary policy 

stance, robust growth in private sector credit, fiscal stimulus and multiplier effects of public 

infrastructure investments and improved agricultural performance. 

 
Figure 7: Quarterly Changes in the CIEA and UBOS GDP 

   
Source: Bank of Uganda 
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4. Fiscal Policy and Developments 

  

4.1 Government Expenditure and Revenue 

 

Fiscal operations in the first half of the FY 2019/20 were less expansionary than programmed, 

with government expenditure amounting to Shs. 13,510.8 billion which was Shs. 4,642.4 billion 

lower than the programme levels. The variation was mainly on account of a shortfall in 

development expenditure due to slow absorption by some government projects. 

 

Over the same period, government revenue (including grants) amounted to Shs. 9,616 billion, 

which was lower than programme levels by Shs. 1,486.2 billion. The lower than target revenue 

collections were due to the underperformance of both domestic revenue and grants. Grant 

receipts over the period amounted to Shs. 504.6 billion, which was Shs. 492.0 billion lower than 

the programme levels, while domestic revenue amounted to Shs. 9,111.4 billion, which was Shs. 

994.2 billion lower than the programme levels. The shortfalls in domestic revenue were largely 

observed in indirect domestic taxes and tax on international trade by Shs. 398.6 billion and 

Shs.260.7 billion, respectively. The fiscal operations are depicted in Table 2. 

 

 
Table 2: Fiscal Operations (Shs. Billion) 

       
July’18-Dec’18 

Prel. July'19-
Dec’19 

Approved Budget 
July’19-Dec’19 

Variation 

Revenue & Grants 8,760.0 9,616.0 11,102.2 -1,486.2 

    Revenue 8,148.9 9,111.0 10,105.6 -994.2 

    Grants 611.1 504.0 9996.6 -492.0 

Expenditure & Lending 11,911.9 13,510.8 18,153.2 -4,642.4 

    Current Expenditure 6,044.8 7,268.7 7,766.0 -497.2 

    Development Expenditure 4,932.9 5,937.4 9,307.8 -3,370.4 

    Net lending/repayments1 657.5 45.9 629.9 -584.1 

    Domestic arrears repayment 276.7 258.8 449.5 -190.7 

Deficit (excluding grants) -3,763.0 -4,399.4 -8,047.6 3,648.2 

Deficit (including grants) -3,151.9 -3,894.9 -7,051.0 3,156.2 

Financing (net) -3,151.9 3,894.9 7,051.0 -3,156.2 

    External Financing (net)              1,622.0 1,838.4 3,824.7 -1,986.2 

    Domestic Financing (net) 856.4 2,422.1 3,226.4 -804.3 

Errors & Omissions 673.4 365.7 0.0  

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

 

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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4.2 Public Debt Stock 

 

The provisional total public debt stock as at end December 2019 stood at Shs. 49,953.9 billion, 

which was an increase of 5.7 percent compared to the increase of 2.8 percent in the previous 

year. The increase in the stock of total public debt between June 2019 and December 2019 was 

mainly due to a 12.0 percent increase in the public domestic debt. However, public external debt 

maintained a dominant share of 63.7 percent of the total public debt. With the exception of the 

ratio of the percentage of government securities maturing in any year after the first year, the 

public domestic debt refinancing risk indicators were outside the medium-term benchmarks spelt 

in the Public Debt Management Framework (PDMF 2018) as at end December 2019, which 

pointed to the existence of roll over risk (Table 3). The percent maturing in one year improved 

to 34.8 percent from 36.5 percent in June 2019 albeit above the benchmark of less than 30 

percent. The Average Time to Maturity (ATM) of the stock of government securities improved 

slightly on an annual basis from 4.0 years to 4.2 years, largely on account of the improvement in 

the ATM of Treasury bonds. However this is still below the benchmark of 5 years.   

 

Although Uganda’s debt remains largely sustainable, some risk indicators, especially the public 

domestic debt refinancing risk indicators slipped outside the medium- term benchmarks of the 

Public Debt Management Framework (PDMF 2018) as at end October 2019, which pointed to 

the existence of roll over risk for domestic debt. 

 

 
 Table 3: Public Debt Developments 
Indicator PDMF Dec’18 Jun-19 Dec’19 

Percent maturing in 1 year <30% 37.1 36.5 34.8 

Percent maturing in any 
year after year 1 

< 15% 11.9%; 9.9 
%, for maturities in 2 and 

3 
years respectively, and 

remainder for 
maturities beyond 3-years 

14.4%; 9.1%, for 
maturities in 2 and 3 

years respectively, and 
remainder for 

maturities beyond 3-years 

11.6 %;  10.0%, for 
maturities in 2 and 3 

years respectively, and 
remainder for 

maturities beyond 3-years 

Average Time to Maturity 
(ATM) (yrs) 
     o/w TBonds 

>5Yrs 
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Source: Bank of Uganda 
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5. Balance of Payments and Exchange rate Developments 
 

5.1 Balance of Payments 

 

Provisional data indicates that the overall balance of payments recorded a deficit balance of USD 

15.8 million in calendar year (CY) 2019, compared to a deficit of USD 287 million recorded in 

CY 2018. On an annual basis, the current account deficit decreased by 6.5 percent (or US$160.2 

million) to US$2,300.6 million in the year to December 2019 (Figure 8).  This was largely driven 

by a lower primary income deficit and increased transfer inflows, albeit moderated by higher 

deficits in both the goods and services accounts. 

 

Indeed, the trade deficit worsened mainly on account of a higher import bill than export receipts. 

The growth in exports receipts of US$433million was mainly driven by non-monetary gold. 

Compared to a year ago, the import bill grew by 11.7 percent (or US$714.4 million) to US$ 

6,814.11 million in the twelve months to December 2019, mainly driven by increased imports of 

non-monetary gold. The import bill over the year was higher than the 10 year annual historic 

average of US$4,700 million, which could be a reflection of the strong domestic demand.  

 

 

 
Figure 8: Developments in Overall Balance of Payments and Main Components 

 

Source: Bank of Uganda 

The financial surplus widened on annual basis albeit at a slow pace by 8.4 percent to USD1,959.1 

million in CY2019 compared to CY2018. This was mainly driven by increased net other 

investment inflows, specifically loan disbursements to both the private and government sectors, 

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.  
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coupled with significant draw down of deposit assets abroad by banks and the private sector, 

relative to the year to December 2018, where significant build up in deposits abroad was 

recorded.   

 
The financial account inflows were not sufficient to cover the current account deficit resulting in 

a drawdown of US$15.8 million in reserve assets in 2019. The stock of reserves as at the end of 

December 2019, was estimated at US$3,240.9 million (including valuation changes), equivalent to 

4.2 months of future imports of goods and services. 

 

5.2 Exchange Rate Developments 

 

The Uganda shilling remained relatively stable with a bias towards an appreciation against the US 

Dollar, in part, due to increased inflows during the festive season. In the quarter ending January, 

the shilling appreciated by 0.1 percent to an average mid-rate of Shs. 3,680.8/ USD compared to 

the previous quarter. Similarly, on a year-on-year basis, the shilling appreciated by 0.6 percent in 

January 2020.  The appreciation is attributed to strong inflows from offshore investors, NGOs 

and export receipts amidst relatively subdued demand. 

  

On a trade-weighted basis, in January 2020 the nominal effective exchange rate (NEER) 

depreciated by 0.4 percent month-on-month, 0.5 percent quarter-on-quarter and appreciated by 

and 1.2 per cent year-on-year. In real terms, in December 2019, the Real Effective          

Exchange rate (REER) was relatively stable with a bias towards appreciation, albeit on a lower 

scale. The REER appreciated by 0.3 percent month-on-month, 0.05 percent quarter-on-quarter 

and 1.3 percent year-on-year. The Real exchange rate appreciation of the shilling is to a large 

extent driven by a nominal appreciation of the shilling which bonds well with the low domestic 

inflation environment as depicted in Figure 9.  

 
Figure 9: Changes in the NER, Inflation Differential and  REER  

 

 Source: Bank of Uganda 
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In the EAC region, most currencies remained relatively stable. Tanzanian Shilling remained 

stable at TZS. 2,299.98 per US dollar while the Rwanda Franc depreciated by 0.4 percent to 

RWF 924.38 per USD. The Kenya Shilling appreciated by 0.4 percent to KES 101.1 per US 

dollar as depicted in Figure 10. 

 
Figure 10: Selected EAC Partner States’ Exchange Rates ( MoM, per cent Change) 

 
Source: Bank of Uganda 

In the short-term, the exchange rate may remain relatively stable, with a bias towards 

depreciation due to increased demand in anticipation for company dividend payments in March 

2020. On the other hand, stability in global financial conditions may anchor well for increased 

inflows of foreign currency as well as support for the current account. We could also register 

reduced dollar demand as a result of travel restrictions to China which is one of Uganda’s key 

trading partners due to the coronavirus. 

 

BOU purchased USD 319.75 million for reserve build-up in the quarter to January 2020, 

compared to USD 186.15 million purchased in the corresponding quarter to October 2019 in 

part due to the increased supply of foreign exchange to the IFEM. Taking into account sales to 

UETCL, the net BOU action in the IFEM during the quarter to January 2020 was a net purchase 

of USD 285.91 million.   
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6. Inflation 
 

 

6.1 Global Inflation and International Commodity Prices 

 

6.1.1 Global Inflation 

 

Global inflation remains low in line with moderate global growth as well as low energy and 

commodity prices. In December 2019, the US, Euro Area, UK and Japan registered inflation 

rates of 2.3, 1.3, 1.4 and 0.8 percent. Broadly, the outlook for inflation ranged from stable to 

insignificantly changed across the set of industrial economies covered, thereby providing room 

for accommodative monetary policies aimed at stimulating economic activity.  

 
Figure 11: Inflation Rates in Selected Countries 

Source: OECD Statistics 

Inflation in EMDEs presented a mixed picture in the fourth quarter of 2019 with inflation 

declining in Russia and South Africa to 3.4 and 3.8 percent, respectively, from 4.3 and 4.2 

percent. Over the same period, inflation in India and China rose to 8.6 and 4.3 percent from 6.4 

and 2.9 percent, respectively, on the back of the jump in vegetable and pork prices. In addition, 

some EMDEs experienced elevated inflation rates due to depreciation pressures such as in 

Argentina, and shortages of essential goods such as in Venezuela. Inflation developments in 

selected countries are shown in Figure 11.  
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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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6.1.2 International Commodity Prices 

 

Commodity prices continued to recover. Crude oil prices had increased from November to 

December 2019, before declining in January 2020 in spite of the US confrontation related to the 

war on terror. The recovery in world oil prices followed market expectations of better global 

economic conditions in 2020, the OPEC agreement of December 6, 2019, to further oil 

production cuts by 1.7million barrels per day through 2020 and the signing an agreement in the 

first phase of the US-China trade deal in January 2020.  

  

Average spot crude oil prices posted a monthly decline of close to 3 percent to US$61.7 per 

barrel in January 2020, compared to increases of 5.8 percent in November and December 2019. 

On an annual basis, growth in average prices decelerated to 11.4 percent in January 2020 

compared to growth of 19 percent in December 2019. Developments in global commodity 

prices are presented in Figure 12. 

 

 

 
Figure 12:Global Commodity Price Developments 

 
         Source: Thompson Reuters                                      Source: World Bank & FAO 

 

Global food prices continued to pick up in January 2020 following tightening world supplies of 

some food items including vegetable oils and sugar, as well as an increase in demand partly 

driven by the production of biofuels in response to rising crude oil prices.  

 

 

 

6.2 Domestic Consumer Price Inflation 

 

Domestic inflation remained subdued largely on account of a relatively stronger exchange rate, 

benign domestic demand conditions and a good harvest season leading to low food prices.  

Annual headline inflation declined to 3.4 percent in January 2020 from 3.6 percent in December 

2019 on account of lower clothing and footwear as well as transport inflation. Annual core 

inflation remained unchanged at 3.0 percent over the same period. Other goods and services 

inflation remained broadly stable reflecting benign spending pressures.  
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Figure 13: Developments in Domestic Inflation 

 
Source: Uganda Bureau of Statistics (UBOS) 

Energy, fuel and utilities (EFU) inflation declined to 7.7 percent in January 2020 from 8.8 

percent in December 2019. This was largely due to annual diesel and petrol prices inflation 

which declined to minus 11.2 and minus 8.1 percent, respectively, in January 2020, as a result of 

lower world oil prices. Food crops inflation declined to 2.6 percent in January 2020 from 3.4 

percent in December 2019; driven down by lower fruits inflation as depicted in Figure 13.  

 

 

 

7. Economic Outlook and Risks 

 

7.1 Economic Outlook 

 

While global GDP growth has stabilised and is expected to pick up going forward, supported by 

policy stimulus; it is likely to hover just below potential. Measured growth in the euro area and 

some emerging economies is likely to persist in the near term although world growth is forecast 

to gain momentum over 2020 subject to the severity and duration of the supply shock from the 

outbreak of coronavirus in China as well as trade protectionism. Considerable uncertainties 

persist around the US-China phase-two negotiations, the future of UK-EU relations, and 

increased political risks in the Middle East.  

 

Economic growth is forecast within the range of 5.5 - 6 percent in FY2019/20, picking up to 6.3 

percent in the medium term (2 – 3 years ahead). However, this is below the 6.5 percent Bank of 
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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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Uganda (BoU) estimate of potential output growth. There are downside risks to the growth 

prospects emanating from both the global and domestic environment. On the global scene, risks 

relating to the recent outbreak of the COVID-19 (coronavirus) have lowered the near-term 

growth outlook. There is considerable uncertainty regarding the duration and severity of the 

coronavirus outbreak. If it persists for an extended period, the effect on global economic activity 

is likely to be larger than currently projected. In addition, despite the recent positive 

developments in US–China negotiations, an escalation in the dispute remains a key downside risk 

to the global growth outlook. The recent escalation of geopolitical tensions in the Middle East 

has introduced additional uncertainty into global financial markets.  

 

On the domestic scene, constraints to agricultural production including uncertain weather 

patterns and the current invasion by desert locusts, could weigh on economic activity. Although 

the economic impact on the domestic scene due to supply chain disruption from coronavirus 

may be of a short duration, some sectors could be significantly affected given that China is one 

of Uganda’s major trading partners. There is also a risk that the impact could be larger than 

anticipated and more persistent. 

 

 

7.2 Inflation Outlook and Risks 

 

The inflation outlook remained relatively unchanged from the December 2019 forecast round. 

Inflation is projected to converge to the target of 5 percent in the medium-term as depicted in 

Figure 14. Nonetheless, the forecasts are susceptible to a number of risks. On the downside, low 

world oil prices coupled with slower global demand and restrained foreign inflation would 

deflate domestic inflationary pressures. However, on the upside, unpredictable and adverse 

weather conditions coupled with the threat from the invasion by desert locusts could stoke food 

crop inflation. In addition, lower FDI related to delays in the oil sector and uncertainty during 

the election period might rekindle exchange rate pressures, which could translate into higher 

inflation. Lastly, a rise in the fiscal deficit due to large spending pressures against domestic 

revenue shortfalls could exert inflationary pressures going forward.  

 
Figure 14: Inflation Outlook 

Source: Bank of Uganda 
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8. Conclusion  
 

The growth prospects remain positive with the real gross domestic product (GDP) growth 

projection for FY 2019/20 remaining in the range of 5.5-6 percent. The outlook for economic 

growth is weighed down by uncertainties related unpredictable weather together with the threat 

posed by the desert locust invasion, as well as the prospects for resolution of regional trade 

tensions. Moreover, the difficult external environment amidst a widened current account deficit 

could generate capital flow volatility and put pressure on the exchange rate, especially if the 

supply disruption to China and by extension to the rest of the world from the coronavirus 

outbreak becomes long lived. 

 

Inflation remained subdued with annual headline inflation declining to 3.4 percent in January 

2020 while annual core inflation remained unchanged at 3.0 percent. The inflation outlook 

remained relatively unchanged from the December 2019 forecast round with inflation projected 

to converge to the target of 5 percent in the medium-term. Nonetheless, the forecasts are 

susceptible to a number of risks. On the downside, low world oil prices coupled with slower 

global demand and restrained foreign inflation would deflate domestic inflationary pressures. 

However, on the upside, unpredictable and adverse weather conditions coupled with the threat 

from the invasion by desert locusts could stoke food crop inflation. In addition, lower FDI 

related to delays in the oil sector and uncertainty during the election period might rekindle 

exchange rate pressures, which could translate into higher inflation. Lastly, a rise in the fiscal 

deficit due to large spending pressures against domestic revenue shortfalls could exert 

inflationary pressures going forward. 

 

The evaluation of the macroeconomic developments and outlook based on the current 

information set, suggested that at the current CBR, monetary policy stance is accommodative, 

and that inflation will converge to target in the medium term while supporting growth. 

Therefore, the BoU maintained the CBR at 9 percent in February 2020. The band on the CBR 

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

points on the CBR. Consequently, the rediscount rate and the bank rate remained at 13 percent 

and 14 percent, respectively. 

 


