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Executive Summary 

1. Bank of Uganda (BoU) kept the Central Bank Rate (CBR) unchanged at 7 percent in April 

2021. The band on the CBR was also maintained at +/-2 percentage points, while the margin 

on the rediscount rate and bank rate were left unchanged at 3 and 4 percentage points on the 

CBR, respectively. Consequently, the rediscount rate and the bank rate have been maintained 

at 10 percent and 11 percent, respectively. 

2. The interbank interest rates were consistent with the monetary policy stance during the 

quarter ended March 2021, a reflection of a proactive operational intervention by the BoU. 

The weighted average 7-day interbank rate, which is the operational target, remained largely 

unchanged at 7.3 percent relative to the previous quarter, whereas the overnight interbank 

rate slightly increased to 6.9 percent, up from 6.8 percent in the previous quarter. 

3. The movements in yields on treasury securities were mixed in the quarter ended March 2021 

relative to the previous quarter. Yields on treasury securities rose at the short end of the 

curve, largely reflecting the implementation of limits on short-term domestic borrowing by 

the Government. Treasury bill rates in the 91, 182 & 365-day tenors averaged 7.86 percent, 

10.83 percent, and 12.60 percent, respectively in the quarter to March 2021 from respective 

values of 7.74 percent, 9.85 percent, and 12.85 percent in the quarter to December 2020. 

Whereas the yields on the 2- and 3-year treasury bond rates declined to14.78 percent and 

14.87 percent, respectively compared to 14.90 percent and 15.25 percent. The yields on the 5, 

10 and 15 year treasury bonds rose to 16.58 percent, 16.10 percent and 16.3 percent from 

15.70 percent and 15.25 percent and 15.15 percent, respectively. 

4. After a sharp decline in lending rates in December 2020 and January 2021 on account of 

significant loan extensions to some prime customers in the telecoms sub-sector, lending rates 

rose in February 2021. However, in the quarter to February 2021, the shilling lending interest 

rates declined to an average of 18.12 percent up from 19.61 percent in the quarter to 

November 2020. 

5. The stock of Private Sector Credit (PSC) by supervised financial institutions (SFIs) grew by 

9.4 percent in the quarter to February 2021 from 8.0 percent in the quarter to November 

2020 reflecting the gradual recovery in domestic economic activity. The growth in total PSC 

net of revaluation averaged 9.6 percent up from 8.0 percent in the quarter to November 

2020 reflecting a stronger shilling. 

6. The quarterly real GDP data from Uganda Bureau of Statistics (UBOS) for the quarter to 

December 2020 point to a recovery in economic activity with growth of 1.6 percent 

compared to contractions of 6.1 percent and 0.1 percent for the quarters to June 2020 and 

September 2020, respectively. This rebound was largely driven by industry and agriculture 

sectors, which grew by 5.9 and 3.1 percent, respectively. The economic upturn is however 

uneven, as certain activities of service sector, particularly education, hospitality, and tourism 

are still hampered by Standard Operating Procedures (SOPs) for Covid-19. Indeed, the 
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services sector is estimated to have contracted by 2.6 percent in the quarter to December 

2020. 

7. Fiscal operations have been constrained by revenue shortfalls, slow execution of 

infrastructural projects and lower-than-target domestic and external financing. Relative to the 

Uganda Revenue Authority (URA) targets, net tax collections for July-March 2021 were 

Shs.1.78 trillion short of Shs 16.1 trillion targets, largely due to underperformances in both 

domestic and international trade taxes but grew by 6.7 percent compared to the same period 

in FY2019/20. In the first 8 months of the FY2020/21, government expenditure amounted 

to Shs. 23.0 trillion compared to the programmed expenditure of Shs. 26.6 trillion. Fiscal 

deficit in the same period amounted to Shs.9.1 trillion, which was funded largely by domestic 

borrowing, accounting for 66.9 percent of total financing. Nominal total public debt grew by 

16.5 to Shs. 69.7 trillion in the same period.  

8. Uganda’s debt remains sustainable in the medium to long term. Nominal debt is projected to 

increase from 41.0 percent of GDP in FY2019/20 to a peak of 51.9 percent of GDP in 

FY2022/23 and to decline thereafter. However, debt service to domestic revenue ratio is 

projected at 27 percent in FY2020/21 compared to 22 percent in FY2019/20 and is 

projected to average 30 percent in the coming two financial years and this will crowd-out 

other priority expenditures. 

9. Provisional data indicates that the external sector improved in the twelve months to February 

2021, which resulted into an overall balance of payments surplus of US$267.2 million relative 

to a deficit of US$73.2 million during the previous twelve months to February 2020. The 

improvement in the overall balance of payments was mainly due to disbursements of loans 

from IMF and the World Bank among others, which was sufficient to finance the current 

account deficit. 

10. The Uganda Shilling has remained relatively stable with a bias towards appreciation in 

February and March 2021. The shilling appreciated by 2.9 percent year-on-year and 0.1 

percent month-on-month to a mid-rate of 3662.9/US$ in March 2021, compared to an 

appreciation of  0.3 percent year on year and 0.7 percent month-on-month in February 2021. 

The appreciation was mainly driven by inflows from offshores, NGOs, coffee export, and 

non-financial institutions. 

11. Inflation remains benign reflecting a combination of both global and domestic 

developments. Headline inflation slightly increased to 4.1 percent in March 2021 from 3.8 

percent in February 2021. However, Core inflation declined to 5.3 percent from 5.6 percent 

in the same period driven by lower services inflation that declined to 10.2 percent from 10.6 

mainly due to lower transport fares. Other goods inflation also declined to 2.0 percent from 

2.3 percent over the same period. Food Crops and Energy, Fuel & Utilities inflation rose to -

0.9 percent and -0.8 percent in March 2021 respectively, from -4.3 percent and -2.6 percent.  
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1. Global Developments 
1.1 Global Economic Activity 

Global output for 2021 is projected to be stronger, supported by partial adaptation to pandemic 

restrictions and vaccine-powered strengthening of activity coupled with policy support in some 

large economies. Accordingly, the IMF has revised its global growth forecasts for 2021 upwards 

by 0.5 percentage points to 6.0 percent (Table 1). The global economy is then expected to 

recover further in 2022, growing by 4.4 percent. However, the strength of the recovery is 

expected to vary across countries depending on the severity of the pandemic and level of 

disruption to individual economies, access to vaccines as well as size and effectiveness of policy 

support to alleviate the damage caused by the pandemic. Nonetheless, the recovery is expected 

to be faster in Advanced Economies (AEs) and Emerging Market Economies (EMEs) than in 

Sub-Saharan Africa (SSA), which has had less policy flexibility in responding to the crisis amidst 

constraints from high debt service costs and difficulties in accessing vaccines. 

The outlook for growth is highly uncertain and remains contingent on developments around the 

development and deployment of vaccines, sustenance and effectiveness of policy support as well 

as the evolution of financial conditions and commodity prices. There are major upside & 

downside risks to the outlook. On the upside, improvements in the development and 

deployment of vaccines, the effectiveness of treatments and more policy support could lift global 

activity higher than forecast. On the downside, however, the recovery could be complicated by a 

further surge in the pandemic, exacerbated by more contagious mutations of the virus, spiralling 

of the COVID-19 waves that would prompt re-tightening of mobility restrictions, and slower 

than anticipated improvement in medical interventions, including uneven and sluggish pace of 

vaccinations.  

Table 1: Global Economic Growth Forecasts in Selected Countries 

 

Source: IMF World Economic Outlook, April 2021 
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1.2 Global Inflation and International Commodity Prices 

 

1.2.1 Global Inflation 

The improvements in global economic recovery have been reflected in rising commodity prices, 

inflation expectations and projections (Figure 1). Global inflation slightly increased in February 

2021 relative to December 2020, owing to the recovery in commodity prices and large policy 

stimulus in AEs. Overall, however, inflationary pressures remain largely contained in most 

countries reflecting the prevailing slack in economies, which will only subside gradually going 

forward. 

Figure 1: Inflation Outturn and Projections in Selected Regions 

 

Source: OECD Statistics 

1.2.2 International Commodity Prices 

The global commodity prices are on a recovery path supported mainly by the continuing 

OPEC+ supply cuts and the recovery in global economic activity. Crude oil prices are forecast to 

recover strongly in 2021 (Figure 2). The US Energy Information Administration (EIA)’s April 

2021 projection for brent crude oil prices stand at US$62/barrel in 2021 and US$60/barrel in 

2022, US$2/ barrel higher than the projection in March 2021. Risks to the global oil prices 

outlook are slightly tilted to the upside as supply side risks from large cuts in oil production and 

stronger recovery in global economic activity exceed downside risks arising from a setback in the 

recovery of global oil demand and a possible breakdown of OPEC+ coalition. 

While stronger international non-oil commodity prices are projected in 2021 in line with 

anticipated global economic recovery, prices are expected to drop in 2022. The change in the 

price of Robusta coffee is projected at 7.6 percent (US$0.84/lb) in 2021 and -2.1 percent in 

2022, whereas the price of Arabica coffee is projected to rise by 6.3 percent (US$1.7/lb) in 2021 

and 5.5 percent (US$1.8/lb) in 2022. Tea prices are projected to fall by 1.9 percent (US$2.5/kg) 
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in 2021 and 5.3 percent in 2022. Even so, the path of the global economic recovery, the 

emergence of new COVID-19 waves and the impact of virus mutations on the vaccination 

campaigns pose major downside risks to the outlook for commodity prices. 

 Figure 2: Global Commodity Prices 

  

Source: World Bank  

1.3 Global Financial Markets 

Global financial conditions remain largely accommodative in both advanced and emerging 

market economies. Equity markets edged higher, buoyed by COVID-19 vaccine developments, 

supportive central bank action and expansive fiscal policies. In emerging market economies, 

equity prices have increased sharply, consistent with strong portfolio inflows into EMDEs bond 

and equity funds offsetting the record outflows at the start of the COVID-19 crisis.  

The US dollar continued to strengthen in February 2021 and March 2021 with the dollar Index 

rising by 0.3 percent and 0.8 percent month-on-month in February and March 2021, respectively. 

Although the losses incurred by EMDEs currencies in March 2020 have been somewhat offset 

by strong portfolio inflows, the exchange rates remain substantially lower than pre-pandemic 

levels. The continued strengthening of the US dollar amidst a strong rise in the 10-year 

government bond yields in AEs, which pose risks of capital flow reversals from EMDEs may 

renew currency depreciation pressures and increase risks of debt distress in EMDEs.  

The outlook is for a volatile global financial markets triggered by earlier than anticipated 

withdrawal of policy support, sustained strengthening of the US dollar, further increases in 

sovereign bond yields and elevated debt burdens in EMDEs.  
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2. Domestic Developments 
2.1 Domestic Financial Markets 

 

 

2.1.1 Interbank Money Market 

The interbank interest rates were stable and consistent with the monetary policy stance during 

the quarter ended March 2021 (Figure 3), a reflection of a proactive operational intervention by 

the BoU. The weighted average 7-day interbank rate, which is the operational target, remained 

largely unchanged at 7.3 percent relative to the previous quarter, whereas the overnight interbank 

rate slightly increased to 6.9 percent, up from 6.8 percent in the previous quarter. 

Figure 3:  7-day Interbank Rate and the Central Bank Rate (CBR) 

Source: Bank of Uganda  

2.1.2 Primary Market for Treasury Securities 

The movements in yields on treasury securities were mixed in the quarter ended March 2021 

relative to the previous quarter.  Yields on treasury securities rose at the short end of the curve, 

largely reflecting the implementation of limits on short-term domestic borrowing by the 

Government. The average 91-day and 182-day Treasury bill yields rose to 7.9 percent and 10.8 

percent respectively, up from 7.7 percent and 9.9 percent in the previous quarter. Yields on the 

364-day bills, however, fell to an average of 12.6 percent from 12.9 percent in the previous 

quarter. 

A well-functioning financial market perform three critical roles of channeling liquidity 
from institutions with surplus funds to those in deficits, transmitting monetary policy 
to the real economy, and providing effective price-discovery system for the money 
markets as a whole. A comprehensive assessment of the financial market is therefore 
vital to inform macroeconomic policy formulation.  
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Yields on the 2 and 3 year treasury bonds fell to 14.8 percent and 14.9 percent in the quarter 

ended March 2021, up from 14.9 percent and 15.5 percent, respectively in the previous quarter, 

in part due to increased liquidity and investors’ appetite for safe and liquid assets. Yields on the 

5-year, 10-year and 15-year papers, however, rose to 16.6 percent, 16.1 percent and 16.3 percent  

up from 16.5 percent, 16.0 percent and 15.3 percent, respectively in the quarter ended December 

2020, a reflection of investors’ expectations of long-term economic growth prospects of the 

country.  

In the near-term, the path of yields on treasury securities will be dependent on the mix of 

financing of the fiscal deficit. Any further increases in Net Domestic Financing (NDF) in the 

remaining period of FY 2020/21 may only cause yields to rise. 

2.1.3 Secondary Market for Treasury Securities 

The movements in the yields in the secondary market for government securities mostly reflected 

the developments in the primary market as shown in Figure 4. The average annualised 91-day 

and 182-day Treasury bill yields rose relative to the previous quarter. The 364-day Treasury bill 

yield was stable, the 2-year and 3-year bonds yields fell slightly, while the 5, 10 and 15 year bond 

yields edged up slightly. 

Figure 4: Secondary Market Yields on T-bills and T-bonds 

Source: Bank of Uganda 

2.1.4 Lending and Deposit Interest Rates 

After a sharp decline in lending rates in December 2020 and January 2021 on account of 

significant loan extensions to some prime customers in the telecoms sub-sector, lending rates 

rose in February 2021. In terms of sectoral distribution, agriculture, services, and building, 

mortgages, construction and real estate sub-sectors recorded the highest lending rates in 

February 2021 at 22.9 percent, 22.5 percent and 20.8 percent, respectively as shown in Figure 5. 
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However, in the quarter to February 2021, the banks’ weighted average lending rates on Shillings 

loans declined to 18.1 percent from 19.6 percent in line with the accommodative monetary 

policy stance. Similarly, lending rates on foreign currency loans fell to an average of 5.4 percent 

from 5.8 percent in the previous quarter. 

Figure 5: Lending Interest Rates by Sector 

Source: Bank of Uganda 

2.1.5 Private Sector Credit 

The stock of Private Sector Credit (PSC) by supervised financial institutions (SFIs) grew by 9.4 

percent in the quarter to February 2021 from 8.0 percent (Figure 6) in the quarter to November 

2020 reflecting the gradual recovery in domestic economic activity. The growth in total PSC net 

of revaluation averaged 9.6 percent from 8.0 percent in the quarter to November 2020 reflecting 

a strong domestic currency. The stock of Uganda Development Bank (UDB) loan rose to Shs. 

547 billion as at February 2021 from Shs. 469 billion as at November 2020. UDB lending are 

largely to agro processing, manufacturing and primary agriculture sub-sectors. 

Figure 6: Annual Private Sector Credit Growth, Excluding UDB Loans  

 

Source: Bank of Uganda 
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SFI’s new net lending rose to Shs. 255.5 billion in the quarter to February 2021 up from Shs. 

66.9 billion in the quarter to November 2020 reflecting fewer up-take of the credit relief 

measures (CRMs). Indeed, net capitalized interest on account of CRMs fell to Shs. 196.2 billion 

from Shs. 393.2 billion in the quarter to November 2020. As a result, the growth in the stock of 

PSC net of capitalized interest averaged 9.2 percent, up from 7.2 percent in the quarter to 

November 2020. As at end of February 2021, the restructured loans under CRMs amounted to 

Shs. 8.2 trillion, of which Shs. 4.6 trillion remain outstanding, implying that 46.9 percent of loans 

in the banking sector have benefitted from the CRMs since April 2020. The extension of CRMs 

beyond March 2021 by BoU could moderate risk aversion and consequently support lending in 

the near-term. 

A sectoral decomposition of credit growth (Figure 7) indicates that credit extensions to the 

various sub-sectors of the economy were uneven in the quarter to February 2021. Credit 

extension to the personal and household loans, agriculture and manufacturing rose by 8.2 

percent, 6.6 percent and 13.6 percent, up from 7.5 percent, 5.6 percent and 3.1 percent, 

respectively in the quarter to November 2020. However, credit growth in the trade, business 

services, and building, mortgage, construction and real estate sub-sectors declined averaged -4.0 

percent, 5.6 percent and 9.1 percent, respectively from -0.1 percent, 8.8 percent and 10.4 percent 

in the quarter to November 2020. 

Figure 7: Annual Growth in PSC by Sector  

Source: Bank of Uganda 

2.1.6 Demand and Supply of Credit 

The demand and supply of credit proxied respectively by the value of loans received and 

approved fell in the quarter to February 2021 (Figure 8). The value of loan applications fell 

significantly to Shs. 3.8 trillion from Shs. 4.5 trillion previously reflecting less appetite for credit. 

Also, the value of loan approvals fell to Shs. 2.5 trillion from Shs. 2.6 trillion mainly due to 

commercial banks’ risk aversion. The personal and household loans’ sector continued to take up 

the bulk of both loan applications and approvals followed by trade, building, construction and 
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real estate. However, these levels are way below the value of loan applications and approvals of 

Shs. 7.6 trillion and 4.8 trillion, respectively that were recorded in the pre-pandemic era, 

particularly in the quarter to December 2019. 

Figure 8: Demand and Supply of Bank Credit by Sector, 3-month Average 

Source: Bank of Uganda 

In the short-run, PSC growth is likely to be dependent on the pace of the recovery in domestic 

economic activity and the quality of banks’ assets, particularly the magnitude of non-performing 

loans. However, in the medium-term PSC growth is expected to improve following the gradual 

easing of lockdown measures on some services sectors and wide up-take of COVID-19 vaccines.  

2.2.8 Money Supply 

Growth in monetary aggregates was sluggish in the quarter to February 2021 relative to the 

previous quarter. The annual growth in M3 stood at 17.6 percent, down from 20.3 percent in the 

previous quarter. M2 growth also decelerated largely on account of a fall in growth in demand 

and time and savings deposits, which more than offset the rise in currency in circulation. The 

growth in demand deposits declined to 16.4 percent down from 21.1 percent, while the growth 

in time and savings deposits declined to 19.3 percent down from 22.7 percent, respectively. On 

the contrary, the growth in currency in circulation rose to 17.6 percent up from 16.0 percent. 

The growth in foreign currency deposits stood at 17.0 percent down from 19.5 percent. 

The contribution in Net Domestic Assets (NDA) to growth in M3 increased in the three months 

to February 2021 relative to the previous quarter. NDA contributed 11.5 percentage points in 

the three months to February 2021, higher than the 9.2 percentage point contribution registered 

in the preceding quarter. On the other hand, the contribution of Net Foreign Assets (NFA) to 

growth in M3 fell to 6.1 percentage points compared to 11.1 percentage points contribution in 

the previous quarter. The contributions of Net Claims on Government (NCG) and PSC to the 

growth in M3 rose in the quarter to February 2021 to 11.1 percentage points and 5.8 percentage 
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points, respectively, up from 8.7 and 5.1 percentage points in the quarter to November 2020 

(Figure 9). 

Figure 9: Contributions to M3 growth 

Source:  Bank of Uganda 

 

2.2  Domestic Economic Activity 

The estimate for Q4 2020 suggests a strong recovery in economic activity. The most recent 

quarterly real GDP data from UBOS shows the economy grew by 1.6 percent in Q2 of FY 

2020/21 up from a contraction of 6.1 percent in Q2 and 0.1 percent in Q3 of 2020 (Figure 10). 

This strong rebound was largely driven by industry and agriculture sectors, which grew by 5.9 

and 3.1 percent in Q2 of FY 2020/21 from respective growth rates of 9.5 percent and 8.8 

percent in Q2 of the previous year. The services sector has continued to post negative growth 

rates, largely due to the protracted lockdown measures on the sector. Nevertheless, it is on the 

recovery path; services value added was -2.6 percent in Q4, up from -4.6 percent in Q3 and -6.1 

percent in Q3 of 2020.  

 

 

 

 

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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Figure 10: Contributions to GDP Growth (percent) 

 
Source: UBOS 

In addition, the BoU’s Composite Index of Economic Activity (CIEA) grew by 1.7 percent in 

the quarter to February 2021, down from the growth of 3.0 percent for the quarter to November 

2020 (Figure 11). The BoU Business Confidence Index and the IHS Markit Purchasing 

Managers’ Index (PMI) indicate that business conditions have improved in the quarter to March 

2021 following an improvement in the previous quarter. The PMI increased above the 50.0 mark 

in March 2021 to 53.2 from 51.2 in February 2021 signalling an improvement in business 

conditions for the second month running. Firms remained confident that economic activity 

would improve over the next 12 months. 

Figure 11: Monthly Changes in the CIEA and PMI 

  

Source: BoU, HIS Markit 

Overall, domestic economic activity is projected to grow by 4.0-4.5 percent in FY 2021/22 and 

above trend in the years after. Trend growth is around 6-7 percent. The key drivers of the 

recovery in activity include the expected rapid rebound in global growth that would stimulate a 

recovery of exports, FDI inflows, personal remittances inflows, and tourism. Also, rapid and 

wide vaccinations would boost confidence and cause normalcy in contact-intensive sectors of the 
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economy. In addition, the likely conclusion of final investment decision (FID) following the 

signing of the agreement for the construction of the oil pipeline putting the country on the path 

to commercial production of oil by 2025 would trigger FDI inflows and domestic investment. 

2.3 Fiscal Policy and Developments 

  

2.3.1 Government Expenditure and Revenue 

Fiscal operations have been constrained by revenue shortfalls, slow execution of infrastructural 

projects and lower-than-target domestic and external financing. Relative to the Uganda Revenue 

Authority (URA) targets, net tax collections for July-March 2021 were Shs.1.78 trillion short of 

Shs 16.1 trillion targets, largely due to underperformances in both domestic and international 

trade taxes but grew by 6.7 percent compared to the same period in FY2019/20 as indicated in 

Table 2.  

Table 2: Revenue Performance July to March 2021 (billions of Ush.)  

 Cumulative Outturns  
(Jul-Mar' 21) 

Cumulative 
Target  

(Jul-Mar'21) 

Variance 

 Gross Collections   14,237.5 16,275.6 -2,038.1 

 Domestic Taxes  7,786.5 9,010.1 -1,223.7 

Direct Domestic Taxes 4,525.7 5,154.8 -629.2 

Indirect Domestic Taxes 3,260.8 3,855.3 -594.5 

 Taxes on International Trade  5,569.1 6,230.5 -661.4 

Petroleum revenue 140.1 - 140.1 

Non-Tax Revenue 460.2 494.0 -33.8 

Appropriation In Aid 281.6 541.0 -259.3 

Tax refunds (261.2) (300.7) 39.4 
Source: Uganda Revenue Authority 

However, relative to the approved target, total Government revenue, including grants in the 

eight months of FY 2020/21 amounted to Shs.13,924.6 billion which was a surplus of Shs.448.8 

billion. This was largely due to the revenue target for 2020/21 being revised downwards on 

account of the adverse effects of the coronavirus pandemic on economic activity. Therefore, the 

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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over performance of revenues relative to the target may not necessarily mean higher revenue 

collections due to improved economic fundamentals. Over the same period, grant receipts 

amounted to Shs. 1,219.8 billion, which was Shs. 93.3 billion lower than in the budget, while 

domestic revenue was Shs. 12,704.8 billion, which was Shs. 541 billion higher than the amounts 

in the approved budget.  

Total government expenditure for the eight months of FY 2020/21 amounted to Shs. 23,201.0 

billion, which was Shs. 3,442.5 billion lower than programmed mainly due to an 

underperformance in development expenditure. The shortfall in development expenditure is 

attributed to slow absorption by some government projects. Current expenditure and net lending 

were also lower than programmed by Shs. 391.2 billion and Shs. 354.4 billion, while domestic 

arrears over-performed by Shs. 312.0 billion due to the Government’s deliberate response to 

clear more arrears than was budgeted for to support the recovery in economic following the 

impact of COVID-19 on economic activity. On an annual basis, total government expenditure 

grew by 17.5 percent. 

The resultant fiscal deficit of Shs. 9,276.4 billion was lower than programmed by Shs. 3,891.3 

billion,  partly as a result of the underperformance of development expenditure. The deficit was 

largely financed by domestic sources, which subsequently led to an increase in the stock of 

domestic debt by 29.0 percent to Shs. 23,545.6 billion at end of February 2021.  

2.3.2 Public Debt Stock 

Nominal total public debt grew by 16.5 percent to Shs. 69.7 trillion in the same period. However, 

Uganda’s total public debt remains sustainable in the medium to long-term. Indeed, nominal 

debt is projected to increase from 41.0 percent of GDP in FY2019/20 to 51.9 percent of GDP 

in FY2022/23 and to decline thereafter. However, debt service to domestic revenue ratio is 

projected to increase to 27 percent in FY2020/21 compared to 22 percent in FY2019/20 and is 

projected to average 30 percent in the coming two financial years. The increase in debt service to 

domestic revenue is likely to crowd-out other priority expenditures. 
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2.4 Balance of Payments and Exchange Rate Developments 

2.4.1 Balance of Payments 

Provisional data indicates that the external sector improved in the twelve months to February 

2021, which resulted into an overall balance of payments surplus of US$267.2 million relative to 

a deficit of US$73.2 million during the previous twelve months to February 2020. The 

improvement in the overall balance of payments was mainly due to disbursements of loans from 

IMF and the World Bank among others, which was sufficient to finance the current account 

deficit.  

In the twelve months to February 2021, the Current Account Deficit (CAD) deteriorated by 42.9 

percent to US$3,443.1 million, down from a deficit of US$2,409.3 million in the twelve months 

to February 2020 as a result of the worsening of the services account deficit during the year. The 

services deficit worsened by 141.4 percent to US$2071.6 million, due to lower travel receipts on 

account of COVID-19 induced mobility restrictions. On the other hand, the trade and primary 

income deficits improved by 10.6 percent and 10.4 percent, respectively. Inflow to the financial 

account increased by 62.3 percent to US$2,663.7 million from US$1,641.0 million mainly due to 

the disbursements of budget support loans.  

On a quarterly basis, the overall balance of payments recorded a deficit of US$216.8 million 

compared to the deficit of US$96.7 million recorded in the quarter ended November 2020 

(Figure 12). The deterioration of the overall balance of payments was mainly due to insufficient 

financial inflows to offset the current account deficit.  

The current account deficit worsened by 24.9 percent to US$1,000.9 million in the quarter to 

February 2021 largely due to the deterioration in the services account deficit by 35.6 percent to 

US$617.0 million in the quarter to February 2021. Trade deficit worsened by US$8.1 million to 

US$666.3 million in the quarter to February 2021, due to an increase in import bills, which more 

than offset the increase in export earnings. The increase in import bill was in response to the 

gradual pick-up in economic activity. Similarly, primary income deficit widened by 21.5 percent 

to US$169.7 million in the quarter ended February 2021, on account of an increase in interest 

payments on public external debt. On the other hand, the secondary income account recorded a 

marginal surplus of US$452.2 million in the quarter to February 2021, up by US$0.7 million, 

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, 
which in turn would minimize the persistent CA deficit.  
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from a surplus of US$451.4 million in the previous quarter. This increase was largely attributed 

to increased inflows of project grants.  

The capital account balance increased by US$37.8 million to US$62.6 million in the quarter to 

February 2021, relative to the previous quarter. The above developments yielded a net borrowing 

balance of US$938.3 million on the current and capital accounts, reflecting an increase of 

US$161.7 million, from a net borrowing balance of U$776.6 million in the previous quarter. The 

financial account surplus improved by 11.4 percent to US$383.3 million in the quarter to 

February 2021, from US$344.0 million recorded in the previous quarter. This increase was on 

account of significant repayment of loan liabilities by the banking sector during the quarter to 

February 2021, relative to the previous quarter. The deficits in the overall balance of payments 

resulted in a US$216.8 million drawdown in reserve assets.  

The estimated stock of reserves was recorded at US$3,508.5 million (4.3 months of imports 

cover) at end of February 2021, down from a stock of US$3,699.7 million (4.4 months of import 

cover) at end of November 2020.  

In the short-run, the current account deficit is likely to deteriorate further as the recovery in 

domestic demand continues to drive the trade deficit as imports increase. In addition, 

containment measures implemented in advanced economies following the new variant of the 

coronavirus may stifle personal transfer inflows, thereby contributing to the widened deficit. The 

anticipated dividend payments by financial institutions are likely to increase the outflow of 

investment income and consequently worsen the current account deficit.  On the financing side, 

FDI inflows are likely to remain subdued reflecting slow recovery of global private capital flows. 

However, this will be moderated by donor inflows related to the COVID-19 pandemic as well as 

disbursements from existing project loans. 

In the medium term, the current account deficit is projected to deteriorate as economic activity 

continues to expand. However a gradual recovery of travel (tourism) receipts is expected as more 

people get vaccinated against COVID-19. In addition, a slight pickup in Foreign Direct 

Investment (FDI) inflows is expected to meet the fixed running costs of ongoing infrastructure 

projects as well as, additional FDI in the oil & gas sector following the signing of the agreement 

for the construction of the oil pipe-line. Moreover, the Government is likely to continue to 

attract donor funds including grants and loans.  
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Figure 12: Balance of Payments and Main Components 

Source: Bank of Uganda 

2.4.2 Exchange Rate Developments 

The Uganda Shilling has remained relatively stable with a bias towards appreciation in February 

and March 2021. The shilling appreciated by 2.9 percent year-on-year and 0.1 percent month-on-

month to a mid-rate of 3662.9/US$ in March 2021, compared to an appreciation of  0.3 percent 

year on year and 0.7 percent month-on-month in February 2021. The appreciation was mainly 

driven by inflows from Offshores, NGOs, Coffee export receipts and Non-financial institutions 

amidst demand from Oil, manufacturing and telecom sectors. 

On a trade-weighted basis, the nominal effective exchange rate (NEER) appreciated by 2.1 

percent month-on-month and by 3.6 per cent year-on-year in March 2021. In real terms, the Real 

Effective Exchange rate (REER) appreciated by 1.6 percent month-on-month and by 0.8 percent 

year-on-year, in February 2021, largely due to a widening inflation differential as depicted in 

Figure 13. 

Figure 13: Changes in the NEER, Inflation Differential and REER (Y-o-Y) 

 
   Source: Bank of Uganda 
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Movements in the East African Community (EAC) Partner State currencies relative to the US 

dollar were mixed in the quarter to February 2021. On average, the Tanzania Shilling was stable, 

slightly depreciating by 0.03 percent quarter-on-quarter to an average rate of TZS 2,298.5 per US 

dollar, while the Kenya Shilling and Rwanda Franc depreciated 0.4 percent  and 1.1 percent 

respectively to an average of KES 109.7 and RWF 976.3 per US dollar. On annual basis, the 

Kenya Shilling and Rwanda Franc depreciated by 8.5 percent and 5.1 percent, respectively in 

February 2021, while the Tanzania Shilling depreciated slightly by 0.4 percent during the same 

period as depicted in Figure 14. 

Figure 14: Selected EAC Partner States’ Exchange Rates (year-on-year, percent)  

Source: Source: Bank of Uganda 

In the near-term, the exchange rate is expected to depreciate on account of worsening current 

account deficit and continued strengthening of the US dollar. The net BoU actions in the 

interbank foreign exchange market (IFEM) in March 2021, was a purchase of US$45.5 million, 

mainly attributed to purchase for reserve build-up.   
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2.5 Inflation 

 

2.5.1 Domestic Consumer Price Inflation 

Inflation remains benign reflecting a combination of both global and domestic developments. 

Headline inflation slightly increased to 4.1 percent in March 2021 from 3.8 percent in February 

2021 (Figure 15). However, Core inflation declined to 5.3 percent from 5.6 percent in the same 

period on account of the lower Services inflation that declined to 10.2 percent from 10.6 mainly 

due to lower transport fares. Other goods inflation also declined to 2.0 percent from 2.3 percent 

over the same period. Food crops and Energy, Fuel & Utilities inflation (EFU) rose to -0.9 

percent and -0.8 percent in March 2021 respectively, from -4.3 percent and -2.6 percent. The 

increase in EFU inflation was largely driven by a fall in prices of solid fuels. 

Figure 15: Developments in Domestic Inflation 

Source: Uganda Bureau of Statistics (UBOS) 
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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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2.6 Outlook and Risks to the Inflation Outlook 

2.6.1 Economic Outlook 

Economic growth is gradually recovering and is expected to strengthen in the FY2021/22 with a 

growth projected at 3.0-3.5 percent in the FY2020/21, increasing to 4.0-4.5 percent in 

FY2021/22 and to 6.0-7.0 percent in the outer years. Fiscal operations have been the main driver 

of growth during and post-COVID-19 but private investment and consumption are expected to 

increasingly contribute to economic growth as domestic and global demand improves. A better 

global economic outlook is anticipated due to the vaccine deployments and this could indeed 

increase the number of tourists to Uganda. On the domestic scene, private sector activity is 

expected to be supported by continued improvement in PSC partly supported by monetary 

policy easing, the opening up of schools and recovery of the education sector as well as increased 

agricultural and industrial production. 

However, there is considerable uncertainty surrounding the medium-term economic outlook. 

Upside risks include stronger global economic growth, increased investment following the likely 

finalization of the Final Investment Decision (FID), successful rollout of the Covid-19 vaccines 

and increased IMF-SDR allocation. However, the downside risks include public investment 

financing challenges, which could slowdown implementation of public investments, increasing 

Non Performing Loans (NPLs) as credit relief measures are lifted, relatively weak PSC growth, 

weaker global economy, slow uptake of the Covid-19 vaccines, new waves of the pandemic such 

as that in the neighbouring Kenya and unpredictable weather patterns. 

2.6.2 Inflation Outlook and Risks 

The inflation outlook as shown in Figure 16 has been revised downwards compared to the 

February 2021 forecast round mainly on account of appreciation of the exchange rate in the 

short-to-medium term. Core inflation is now on average 0.4 and 0.1 percentage points lower in 

2021 and 2022, respectively. Headline inflation is on average 0.5 and 0.2 percentage points lower 

in 2021 and 2022, respectively.  

Going forward, inflation could rise temporarily in the near-term because of the rising food crops 

prices, which could outweigh the correction of services inflation as the effects of standard 

operating procedures (SOPs) on public transport fade out. The projected rise in some taxes 

combined with rising international oil prices may push up input price pressures across all sectors 

of the economy. Nevertheless, with the economy still operating with considerable spare capacity, 

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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inflation is projected to fluctuate around the 5 percent target in the remaining part of 2021 and in 

the medium-term.  

There are however, risks to these forecasts which make the timing of convergence to the 

medium term target of 5 percent highly uncertain. On the upside, fiscal challenges, a more 

depreciated exchange rate, adverse weather related shocks, gains in international commodity 

prices, and a more robust than anticipated global economic recovery could put upward pressure 

on domestic inflation. On the downside however, lower than anticipated domestic demand and 

sustained global economic weakness could exert downward pressures on domestic inflation. 

Nonetheless, the risks to these forecasts are currently assessed to be balanced. 

Figure 16: Inflation Outlook 
 

 
Source: Bank of Uganda 

In the event that the exchange rates depreciates by 3 percent over the forecast horizon, headline 

and core inflation would be on average by 0.5 percentage points higher than the baseline in 2021, 

and 2.1 percentage points and 2.4 percentage points respectively higher in 2022 as shown in 

Figure 17.  

Figure 17: Scenario 1- More Depreciated exchange rate 

 
Source: Bank of Uganda 
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If food prices increased due to bad weather conditions, headline inflation would be on average 

0.2 percentage points higher than the baseline forecast in 2021 as depicted in Figure 18.  

Figure 18: Scenario 2- Higher Food-crop Inflation 

 
Source: Bank of Uganda 

3. Conclusion 

Economic recovery continues and is stronger than projected as shown in the most recent data 

from UBOS where real GDP is estimated to have contracted by 1.1 percent in 2020, less than 

the initial projection of a contraction of 2 percent. Real GDP growth for the quarter to 

December 2020 is estimated to have picked up to 1.6 percent compared to the revised 

contractions of 6.1 percent and 0.1 percent, respectively in the quarters to June 2020 and 

September 2020. The growth in real economic activity is mainly driven by the industry and 

agriculture sectors, which grew by 5.9 percent and 3.1 percent in the quarter to December 2020. 

Conversely, growth in the service sector declined by 2.6 percent as growth in some sub-sectors 

like accommodation, food and education was adversely affected by measures instituted to curb 

the spread of the pandemic.  

The BoU’s Composite Index of Economic Activity (CIEA) and IHS Markit’s Purchasing 

Managers’ Index (PMI) point to a gradual strengthening of economic activity but still at a 

subdued pace. The CIEA is estimated to have expanded by 1.7 percent in the quarter to 

February 2021, down from 3.0 percent in the quarter to November 2020 implying a slowing 

momentum in economic recovery.  

A high degree of uncertainty surrounds economic outlook, with many possible downside and 

upside risks, but with balance of risks tilted to the downside. On the downside, the main risk is 

still the virus and its new variants. On the upside, a rapid bounce back of the global economy, 
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would stimulate growth through recovery of exports, foreign direct investments, personal 

transfers, and tourism. The final investment decision (FID) on the oil pipeline, which puts 

Uganda on the path to exporting oil by 2025, could trigger higher foreign direct investments and 

private sector investments. PSC outlook remains on the downside in the short-run due in part to 

the risk averseness of commercial banks and somewhat low demand. However, with the opening 

up of schools and continued vaccination campaigns, credit growth may improve. In the medium 

term, aggregate demand is expected to increase following improved global and domestic 

economic prospects.The outlook for growth in real GDP remains unchanged at 4.0-4.5 percent 

in FY2021/22. Nonetheless, the recovery is expected to strengthen with above-trend growth in 

outer years as vaccine effectiveness increases, which should allow for reduced social distancing 

and a rebound in consumption.    

Inflation remains favourable reflecting a combination of both global and domestic 

developments. Annual headline inflation in March 2021 increased slightly to 4.1 percent from 3.8 

percent in February 2021 in part due to increases in food crops and energy prices. Annual core 

inflation, however, declined to 5.3 percent from 5.6 percent.  

Going forward, inflation could rise temporarily in the near term because of the rising food crops 

prices, which could outweigh the correction of services inflation as the effects of SOPs on public 

transport fade out. A projected rise in some taxes combined with rising international oil prices, if 

the recent increase is sustained, may push up input price pressures across all sectors of the 

economy. Looking through this, with the economy still operating with considerable spare 

capacity, inflation is projected to fluctuate around the 5 percent target in the remaining part of 

2021 and in the medium-term.  

There are, however, upside and downside risks to these forecasts. On the upside, fiscal 

challenges, a more depreciated exchange rate, adverse weather-related shocks, stronger gains in 

international commodity prices, and a more robust than anticipated global economic recovery 

could put upward pressure on domestic inflation. On the downside however, lower than 

anticipated domestic demand and sustained global economic weakness could exert downward 

pressure on domestic inflation. Nonetheless, the risks to these forecasts are currently assessed to 

be balanced. 

In consideration of the current and expected macroeconomic developments, the Monetary 

Policy Committee (MPC) of the BoU assessed the uncertainties and risks facing the economy, 

and decided to keep the Central Bank Rate (CBR) unchanged at 7 percent in April 2021. The 

band on the CBR was also maintained at +/-2 percentage points, while the margin on the 

rediscount rate and bank rate were left unchanged at 3 and 4 percentage points on the CBR, 
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respectively. Consequently, the rediscount rate and the bank rate have been maintained at 10 

percent and 11 percent, respectively. 


