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Executive Summary 

1. Short-term money market rates continue to trend in line with the Central Bank Rate (CBR). 

The weighted average 7-day interbank money market rate was recorded at 7.3 percent in the 

quarter to January 2021, unchanged from the quarter to October 2020. Similarly, the 

weighted average overnight and overall interbank rates averaged 6.9 and 6.8 percent 

respectively in the quarter to January 2021 compared to 6.8 percent and 7.0 percent in the 

previous quarter.   

2. Yields on Government securities increased across all the maturities in the quarter to January 

2021 compared to the previous quarter. The increase in yields was largely on account of 

additional Net Domestic Financing (NDF) requirements of Shs. 4.3 trillion.  

3. Commercial bank lending interest rates declined to an average of 18.2 percent in the quarter 

to January 2021 from 19.7 percent in the quarter to October 2020. However, lending rates 

on foreign currency denominated loans decreased to an average of 5.5 percent from 6.0 

percent over the same period.  

4. Private sector credit (PSC) grew by 8.6 percent in the quarter to January 2021 from 7.7 

percent in the quarter to October on account of gradual economic recovery and lower cost 

of borrowing. 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 

remains dependent on recovery in the level of economic activity.  

5. Economic growth is projected in the range of 3.0-3.5 percent in FY2020/21 and 4.0-4.5 

percent in FY 2021/22 supported by fiscal and monetary stimuli and. The economic outlook 

is extremely uncertain, due to the timeline of the world-wide vaccines rollout and the course 

of the virus and its new variants, continued weakness in global economic activity, weather-

related natural disasters, trade policy uncertainty and technology fractions.  

6. Since the beginning of the FY2020/21, the economic upturn is proceeding at an uneven pace 

as social distancing measures continue to weigh heavily on certain activities in the service 

sector, particularly education, hospitality, and tourism. The most recent data from UBOS 

shows that the economy contracted by 2.2 percent in Q1 of FY2020/21 compared to a 

revised growth of 8.7 percent in the same period of the previous financial year. The Bank of 

Uganda’s Composite index for Economic Activity (CIEA) and PMI point to a continued 

moderate recovery of economic activity. The CIEA grew by annual average of 4.8 percent in 

the quarter to December 2020, higher than 3.1 percent in the quarter to September 2020.  

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

infrastructural projects although moderated by higher-than-target net domestic financing. 

Relative to the Uganda Revenue Authority (URA) targets, the cumulative total domestic 

revenue collections for H1 of 2020/21 amounted to Shs. 9,482.8 billion, Shs. 1,386.3 billion 

below the target of Shs. 10,869.1 billion. Total government expenditure for the first half of 
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FY 2020/21 amounted to Shs. 16,873.1 billion, which was  Shs. 3633.8 billion lower than the 

programmed expenditure mainly due to an underperformance in development expenditure 

as. The resultant fiscal deficit was Shs. 6,358.0 billion which was lower than the programmed 

deficit by Shs. 4,979.5 billion. The provisional total public debt stock increased by 18.2 

percent in the year to December 2020, up from 5.6 percent in the same period of 2019 

mainly on account of an increase in external debt. 

8. The external sector strengthened in the calendar year 2020 compared to the calendar year 

2019 largely supported by the financial account. The current account deficit deteriorated by 

US$1,133.34 million to US$3,289.3 million largely due to the widening of the services 

account deficit. The financial account surplus widened by 69 percent to US$2,874.6 million 

due to the more than 99.5 percent increase in the budget support loan disbursements to US$ 

2,414 million related to the Covid-19 pandemic. This resulted into an overall balance of 

payments surplus leading to US$607.1 million build up in reserve assets. The stock of 

reserves at end CY2020 stood at US$3.8 billion equivalent to 5.0 months of import cover.  

9. The Uganda Shilling remained relatively stable partly reflecting subdued demand for foreign 

exchange. The shilling weakened in January 2021 compared to previous month depreciating 

by 0.3 percent year on year to an average mid-rate of Shs. 3691.68/US$. Activity in the 

interbank foreign exchange market (IFEM) was subdued with demand from Uganda Airlines, 

offshores, oil and manufacturing sector partly offset by the weakening US$ and inflows from 

NGOs and agricultural sector. 

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

developments. Headline inflation slightly increased to 3.7 percent in January 2021 from 3.6 

percent in December 2020. However, Core inflation declined to 5.5 percent in January 2021 

from 5.9 percent recorded in December 2020 on account of the lower Services inflation that 

was registered at 10.6 percent in January 2021 from 11.2 percent in December 2020 mainly 

due to lower transport fares.  

11. The inflation outlook has been revised downwards compared to the December 2020 forecast 

round. Core inflation is now expected to peak at 5.8 percent in first quarter of 2021 before 

gradually returning to its medium-term target of 5 percent. There are however risks to these 

forecasts that make the timing of convergence to the medium-term target of 5 percent highly 

uncertain. 

 

 

 

 



7 | P a g e  

 

 

1. Global Developments 
 

1.1 Global Economic Activity 

Global output for 2021 is projected to be stronger, supported by the 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 0.3 percentage points to 5.5 

percent (Table 1). The global economy is expected to recover further in 2022, growing by 4.2 

percent. However, the strength of the recovery is expected to vary across countries depending 

on the severity of the pandemic and the 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 

health crisis. Indeed, 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. 

The outlook for growth remains contingent on developments around the development and 

deployment of vaccines, sustenance of policy support with major upside & downside risks. On 

the upside, improvements in the manufacture and deployment of vaccines, the effectiveness of 

treatments and more policy support could lift global activity higher than forecast. On the 

downside, the recovery could be complicated by a further surge in the pandemic exacerbated by 

more contagious mutations of the virus; slower than anticipated improvement in medical 

interventions and premature withdrawal of policy support. 

 
Table 1: Global Economic growth forecasts in selected Countries 

 

Source: IMF, January 2021 
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1.2 Global Inflation and International Commodity Prices 

 

1.2.1 Global Inflation 

Global inflation remains subdued, with average inflation among Emerging Markets and 

Developing Economies (EMDEs) estimated at 3.6 percent for 2020 and at 0.6 percent over the 

same period among key Advanced Economies (AEs) owing largely to weakened global demand 

and soft commodity prices over 2020.  

Although, inflation is projected to recover in 2021/2022, negative output gaps are expected to 

persist until the end of 2022, and thus, inflation is likely to remain subdued during 2021and 2022. 

Notably, inflation is forecast to average at 1.5 percent among AEs, which is generally below the 

central bank’s target of 2 percent and these rates are significantly below the inflation targets of 2 

percent. In the EMDEs, inflation is forecast at around 4 percent which is lower than the 

historical average of the group. Inflation developments in AEs and EMDEs are shown in 

Figure 1. 

Figure 1: Inflation Rates in Selected Countries 

 

Source: OECD Statistics 

1.2.2 International Commodity Prices 

International commodity prices continue on the recovery trajectory with the non-energy prices 

higher than the 2019 levels mainly supported by the better prospects for the global economy. 

However, even though the energy prices are rising, they are still below the 2019 levels. In 

February 2021 was recorded at an average of US$60 per barrel due to lower oil production and a 

fall in inventories. The Brent crude spot price stood at US$60 per barrel on Feb 8, 2021 

supported by Saudi Arabia’s unilateral production cut in February and March 2021. 

Developments in global commodity prices are presented in Figure 2. 
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The outlook is for stronger international commodity prices in 2021 in line with projected global 

recovery, however upward price pressures may be moderated by high global oil inventory levels 

and surplus crude oil production capacity. 

Figure 2:Global Commodity Price Developments 

 

 Source: World Bank & FAO 

1.3 Global Financial markets 

Global Financial market conditions remained stable in the quarter to January 2021 reflecting the 

continued support by central banks and fiscal authorities since the onset of the pandemic. Global 

financial market sentiment has improved as widespread availability of Covid-19 vaccines has 

reduced risk aversion and improved investor confidence.  

Equity prices have rebounded and volatility indicators have returned to historical standards. 

However long-term government bonds yields remain slightly higher among both AEs & 

EMDEs and low in developed economies due to massive monetary policy easing, flight to safety 

and subdued economic outlook. Notably currencies in advanced and emerging economies have 

bounced against the US dollar, reflecting an improvement in global risk sentiment and concerns 

of worsening of the COVID-19 crisis in the US. Although immediate liquidity pressures have 

disappeared, large fiscal deficits and debt levels in 2021 and the likelihood of tightening financial 

conditions are expected to lead to debt distress, especially for Emerging Markets and Developing 

Economies (EMDEs).  

Global financial conditions are expected to improve in 2021, with the more positive prospects 

for 2022. Central Banks are expected to continue pursuing an accommodative monetary policy 

to alleviate the evolving risks. Financial stability concerns are likely to re-emerge. Although 

immediate liquidity pressures have disappeared, the continued rapid debt build-up in the 

sovereign and non-financial sectors will lead to solvency concerns in a large number of 

economies. Bankruptcies of small and medium-sized enterprises (SMEs), especially in the hard-
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pressed accommodation, food and entertainment sectors, are also projected to increase. This 

coupled with wider current account deficit may exert Shilling depreciation pressures. 

2. Domestic Developments 
 

2.1 Domestic Financial Markets 

 

 

2.1.1 Interbank Money Market 

Short-term money market rates continue to trend in line with the Central Bank Rate (CBR). The 

weighted average 7-day interbank money market rate was recorded at 7.3 percent in the quarter 

to January 2021, unchanged from the quarter to October 2020. Similarly, the weighted average 

overnight and overall rates averaged 6.9 and 6.8 percent compared to 6.8 percent and 7.0 

percent, respectively, in the same period. The developments in the money market interest rates 

were consistent with the Central Bank Rate (CBR) as shown in Figure 3. 

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

 

Source: Bank of Uganda  

2.1.2 Primary Market for Treasury Securities 

Generally, yields on Government securities increased across all the maturities in the quarter to 

January 2021 compared to the previous quarter. The increase in yields was largely on account of 

additional net domestic financing (NDF) requirements of Shs 4.3 trillion. The average 91-day, 

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.  
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182-day and 364-day Treasury bill rates increased to 8.2 percent, 10.4 percent and 13.4 percent, 

respectively in the three months to January 2021 from 8.0 percent, 9.8 percent and 12.2 percent 

in the three months to October 2020.  

At the longer end, yields on the 2-year, 10-year and 15-year Treasury bonds on average recorded 

an increase of 0.9, 1.0 and 1.6 percentage points, respectively, to 14.9 percent, 16.1 percent and 

16.2 percent in the quarter to January 2021. Volatility in the financial markets although 

moderated, could be exacerbated by lingering concerns of a second wave of the pandemic that 

could weigh on risk sentiments and increase the costs of borrowing going forward.  

2.1.3 Secondary Market for Treasury Securities 

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

the developments in the primary market as shown in Figure 4. 

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

Source: Bank of Uganda 

2.1.4 Lending and deposit interest rates 

Commercial bank lending to households and businesses remains an important channel through 

which monetary policy affects the economy. Commercial bank lending interest rates declined to 

an average of 18.2 percent in the quarter to January 2021 from 19.7 percent in the quarter to 

October 2020. Lending rates on foreign currency denominated loans also recorded a decrease to 

an average of 5.5 percent from 6.0 percent over the same period. During the quarter to January 

2021, a decrease in lending interest rates was mostly noted in the Transport and Communication 

sector, to an averaged 19.2 percent from 22.0 percent in the quarter to October 2020. As 

significant advances to prime customers in the Telecoms sub-sector borrowed to finance capital 

expenditure, meet their license renewal fees and pay their year-end corporate taxes. The sectoral 

decomposition of lending interest rates is illustrated in Figure 5. 
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Figure 5: Lending Interest Rates by Sector 

 

Source: Bank of Uganda 

2.1.5 Private Sector Credit 

Private sector credit (PSC) grew by 8.6 percent in the quarter to January 2021 on account of 

gradual economic recovery and lower cost of borrowing. The average year-on-year growth in 

PSC (net of capitalized interest) averaged at 8.3 percent in the quarter to January 2021, up from 

6.9 percent in the quarter to October 2020. Net of exchange rate valuation changes, annual PSC 

grew by 7.4 percent year-on-year in the quarter to January 2021 reflecting exchange rate stability. 

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 remains dependent on recovery 

in the level of economic activity. Figure 6 depicts the annual private sector credit growth. 

Figure 6: Annual Private Sector Credit Growth  

 

Source: Bank of Uganda 

New net lending in the quarter to January 2021 comprised capitalized interest of Shs. 557.6 

billion down from Shs. 658 billion in the quarter to October 2020, reflective of a decrease in the 

uptake of credit relief measures in response to the COVID-19 pandemic. As at the end of 

December 2020, the restructured loans under BOU’s COVID-19 credit relief measures 

amounted to Shs. 7.9 trillion of which, Shs. 4.8 trillion remain outstanding. A sectoral 
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decomposition of credit as shown in Figure 7 reveals a mixed picture in growth in lending to 

major sectors of the economy during the quarter to January 2021. Average annual credit growth 

to the personal loans, agriculture, real estate and manufacturing sectors grew by 7.5 percent, 8.4 

percent, 8.5 percent and 17.9 percent respectively in quarter ending January 2021,  compared to 

9.2 percent, 4.5 percent, 9.6 percent and 6.6 percent in the previous quarter. However, lending to 

the trade sector continues to decline and lending to service sectors including education, hotel, 

bars and restaurants remains subdued as some of the businesses remain closed over COVID-19 

restrictions. 

Figure 7: Annual Growth in Private Sector Credit by sector (Sectoral Shares as at December 2020 in Brackets) 

 

Source: Bank of Uganda 

2.1.6 Credit Demand and Supply 

Credit demand proxied by value of loan applications and approvals increased in the quarter to 

January 2021. The value of loan applications decreased to an average of Shs 1.4 trillion per 

month compared to Shs 1.5 trillion in the quarter to October 2020 while the average loan 

approvals averaged Shs 804.0 billion compared to an average of Shs 992.0 billion in the quarter 

to October 2020 (Figure 8). However, the levels remain significantly below the value of loan 

applications and approvals of Shs. 2.5 trillion and 1.6 trillion, respectively recorded in December 

2019 reflecting commercial banks’ continued risk aversion as a result of the pandemic. 
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Figure 8: Proxies for Demand and Supply of Bank Credit per Sector 

 

Bank of Uganda 

In the short-run, credit is likely to remain subdued due to uncertainty about borrowers’ ability to 

service their loans at the end of the moratorium. Indeed, some borrowers in the Services sector 

particularly, Education and Tourism remain distressed as they are yet to resume full operations. 

This may result in higher non-performing loans (NPLs) thereby increasing the risk aversion of 

commercial banks. In the medium term however, a boost in credit growth is projected, in line 

with anticipated improvement in economic activity. 

2.1.7 Asset quality 

Asset quality of loans extended by commercial banks declined, with the share of NPLs to total 

loans increasing to 5.3 percent in December 2020 from 5.1 percent and 6.0 percent, respectively 

in September and June 2020. The lower NPLs were observed in the sectors of Trade, Building, 

Construction & Real Estate, and Personal & Household loans sectors as shown in Table 2. 

Some improvements in the ratio of NPLs are due to a gradual recovery in economic activity 

following the opening up of the economy post lockdown. 

Going forward, asset quality could deteriorate as loan moratoriums mature amidst subdued 

economic activity especially in the consumer facing service sectors such as education and 

tourism. NPLs should improve as the negative effect of the COVID-19 pandemic on the general 

business environment wanes. The worsening in asset quality continues to be largely moderated 

by the credit relief measures instituted by BOU. 
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Table 2: Non Performing Loans by sector 

 

Source: Bank of Uganda 

2.1.8 Money Supply 

Growth in Monetary aggregates remains robust although it tapered off in the quarter to January 

2021 as a result of continued effects of COVID-19 restrictions. On an annual basis, M3 grew on 

average by 18.3 percent in the quarter to January 2021, lower than the 20.2 percent growth 

recorded in the quarter to October 2020 (Figure 9).  

In the quarter to January 2021, M2 also slowed largely on account of a fall in currency in 

circulation and slowdown in shilling deposit liabilities. Currency in circulation, demand, time & 

savings deposits averaged 15.1 percent, 19.4 percent and 19.4 percent respectively, lower than 18 

percent, 23 percent and 22.8 percent in the quarter to October 2020. While foreign currency 

deposits increased to 18.4 percent compared to the 15.9 percent growth recorded in the same 

period. 

Figure 9: Contributions to M3 growth 

 

Source:  Bank of Uganda 

 

 

NPL RATIO (%) Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20

      AGRICULTURE 9.1 8.4 8.8 9.8 9.4 8.5 8.2

      M INING & QUARRYING 0.8 0.3 0.3 0.1 5.6 5.7 7.2

      MANUFACTURING 2.7 2.0 2.4 2.4 2.2 2.2 2.1

      TRADE & COMMERCE 3.2 5.0 7.5 7.4 8.9 7.6 8.7

      TRANSPORT & COMMUNICATION 3.4 3.8 2.9 2.1 2.1 2.1 1.2

      BUILDING, CONSTRUCTION & REAL ESTATE 3.0 4.4 4.5 4.4 6.5 4.7 4.9

      ELECTICITY  & WATER 0.3 0.1 0.1 30.9 21.6 17.9 18.2

      BUSINESS SERVICES 2.8 2.7 2.7 2.9 3.5 3.1 3.5

      COMMUNITY, SOCIAL AND OTHER SERVICES 7.6 5.7 5.4 2.2 2.1 1.2 1.3

      PERSONAL AND HOUSEHOLD LOANS 2.6 2.7 2.8 4.0 5.0 4.6 4.8

      OTHER ACTIVITIES 4.0 17.0 5.0 6.8 6.7 6.6 7.8

OVERALL NPL RATIO 3.8 4.4 4.9 5.4 6.0 5.1 5.3
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2.2  Domestic Economic Activity 

Since the beginning of the FY2020/21, the economic upturn is proceeding at an uneven pace as 

social distancing measures continue to weigh heavily on certain activities in the service sector, 

particularly education, hospitality, and tourism. Indeed, the economic recovery appears to have 

lost momentum due to a surge in Covid-19 infection rates. The most recent data from UBOS 

shows that the economy contracted by 2.2 percent in Q1 of FY2020/21 compared to a revised 

growth of 8.7 percent in the same period of the previous year (Figure 10). This fall was mainly 

driven by the agriculture and services sectors which declined by 0.2 and 6.2 percent in Q1 of FY 

2020/21 from respective growth rates of 9.1 percent and 7.7 percent in the same period of the 

previous year. Growth was affected by the measures instituted to curb the spread of the 

Coronavirus pandemic which mostly affected accommodation, food and education services 

sectors. Conversely, the industry sector grew by 4.3 percent from 7.9 percent in the previous year 

mainly supported by manufacturing. 

 

Figure 10: Constant GDP Growth (%) 

 
Source: UBOS, January 2021 

The high-frequency indicators of economic activity point reveal a similar trend. On a quarterly 

basis, the Composite Index of Economic Activity (CIEA) grew by 2.6 percent in December 

2020, down from 9.2 percent in September 2020 but still higher than the growth of 1.3 percent 

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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registered in December 2019. Similarly, on annual basis, economic activity is estimated to have 

expanded by 4.8 percent in December 2020, up from 4.6 percent in December 2019. 

In addition, the BoU Business Confidence Index and the Stanbic / IHS Markit Purchasing 

Managers’ Index (PMI) indicate that business conditions deteriorated in the quarter to January 

2021 following an improvement in the previous quarter. The Stanbic PMI dropped below the 

50.0 mark in January 2021 to 49.8 from 51.2 in December 2020 (Figure 11). This was the first 

deterioration in business conditions in seven months and reflected the dampening of activity due 

to the election period. Despite the signs of weakness registered, firms remained confident that 

economic activity would improve over the next 12 months. This improvement in output is 

expected to be supported by accommodative monetary and fiscal policies. 

 
Figure 11: Monthly Changes in the CIEA and PMI 

  

Source: BoU, Stanbic PMI 

2.3 Fiscal Policy and Developments 

  

2.3.1 Government Expenditure and Revenue 

Fiscal operations have been constrained by revenue shortfalls and slow execution of 

infrastructural projects although moderated by higher-than-target net domestic financing. 
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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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Domestic revenue was below the target. Relative to the URA targets, the cumulative total 

domestic revenue collections for H1 of 2020/21 amounted to Shs. 9,482.8 billion, Shs. 1,386.3 

billion below target shown in Table 3.  Shortfalls in revenue were observed in all tax heads 

except stamp duty tax: Domestic taxes of which direct (Shs. 388.8 bn) and indirect (Shs. 273.5 

bn) and International trade by (Shs. 340.1bn). Direct taxes underperformed largely due to 

shortfalls of Shs. 168.5 billion and Shs. 108.5 billion in PAYE and Corporate tax, respectively.  

International trade taxes underperformed largely on account of shortfalls in collections of import 

duty and petroleum duty. URA Revenue collections in Jan’20 cumulatively amounted to Shs. 

10,914.3bn which is about 45% of the annual target leaving Shs. 13,423.1bn to be collected in 

the remaining 5 months. Total government expenditure for the first half of FY 2020/21 

amounted to Shs. 16,873.1 billion, which was  Shs. 3633.8 billion lower than the programmed 

expenditure mainly due to an underperformance in development expenditure as. The shortfall in 

development expenditure is attributable to slow absorption by some government projects. 

Current expenditure and net lending repayment were also lower than programmed by Shs. 269.5 

billion and Shs. 364.6 billion while domestic arrears over-performed by Shs. 377.5 billion due to 

the Government’s deliberate response to the pandemic by clearing more arrears than was 

budgeted for. On an annual basis, total government expenditure grew by 16.2 percent. 

The resultant fiscal deficit of Shs. 6358.0 billion which was lower than the programmed deficit by 

Shs. 4979.5 billion,  partly as a result of the underperformance of development expenditure was 

funded largely financed by domestic sources. The net domestic financing led to the stock of 

domestic debt increasing by 25.9 percent to Shs. 22,965.9 billion at the end of December 2020.  

Table 3: Revenue Performance July to December 2020  

 

 Source: Uganda revenue Authority 

 Cumulative 

Outturns 

20/21 

 Cumulative 

Target 

20/21  Variance 

Overall Net Revenues 9,482.8         10,869.1      -1,386.3

Domestic Taxes 5,555.0         6,190.5         -635.5

Direct Domestic Taxes 3,314.7         3,703.5         -388.8

Indirect Domestic Taxes 2,159.3         2,432.7         -273.5

Taxes on International Trade 3,686.4         4,026.5         -340.1

Stamp duty & Embossing Fees 81.1                54.3                26.8

Non Tax Revenue 427.9             849.6             -421.7

o/w AIA 161.4             431.4             -270.0

Tax Refunds (186.4)           (197.4)           11.0
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2.3.2 Public Debt Stock 

The provisional total public debt stock increased by 18.2 percent in the financial year to 

December 2020, up from 5.6 percent in the same period of 2019 mainly on account of an 

increase in external debt. Indeed, external debt grew by 17.0 percent from US$ 10.0 billion in 

June 2020 to US$11.7 billion driven by disbursements from multilateral and commercial 

creditors. Domestic debt also rose by 25.9 percent from Shs. 18.2 trillion in June 2020 to Shs. 

22.9 trillion. Public external debt continued to maintain the dominant share of 65.1 percent of 

the total public debt. 

According to the 2020 Debt Sustainability Assessment (DSA) exercise, public debt is projected 

to increase in the medium term on account of the scaled-up rate of borrowing to finance key 

infrastructure projects, especially in the transport and oil & gas sectors. 

 

2.4 Balance of Payments and Exchange rate Developments 

2.4.1 Balance of Payments 

 

The external sector strengthened in the calendar year 2020 compared to the calendar year 2019 

largely supported by the financial account. This resulted into an overall balance of payments 

surplus leading to US$607.1 million build up in reserve assets. The stock of reserves at end 

CY2020 stood at US$3.8 billion equivalent to 5.0 months of import cover. 

In the Calendar year ending December 2020, the current account deficit deteriorated by 52.6 

percent by US$1133.34 million to a historic high of US$3289.3 million largely due to the 

widening of the services account deficit. The services deficit widened by over 300 percent mainly 

attributed to the COVID-19 mobility restrictions which paralyzed activities in tourism sector 

resulting into US$1009.6 million decline in net travel services inflows. The decline in the 

performance of the services account offset the improvement in the trade account and primary 

income account. The improvement in the trade deficit was mainly driven by the trade in gold. 

Annual BOP Developments are presented in Figure 12. 

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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 In the twelve months to December 2020, the financial account surplus widened by 69 percent to 

US$2,874.6 million due to the more than 99.5percent increase in the budget support loan 

disbursements to US$ 2,414 million related to the Covid-19 pandemic. However, the FDI 

inflows declined by 30 percent over the same period to US$ 887.3 million in the year to 

December 2020.   

Figure 12: Developments in Overall Balance of Payments and Main Components 

 

Source: Bank of Uganda 

On quarterly basis, the overall balance of payments recorded a deficit of US$115 million in the 

quarter to December 2020 compared to a surplus of US$121 million recorded in the previous 

quarter, ended September 2020. Preliminary data indicates that, the current account deficit 

widened by US$243.5 million to US$1083.8 million in the quarter to December 2020, primarily 

due to deterioration of the goods and services deficits in the quarter under review, relative to the 

previous quarter. The trade balance worsened by US$158.5 million to US$761.7 million in the 

quarter to December 2020, due to an increase in the import bill following the recovery in the  

economic activity and domestic demand, amidst a fall in export earnings. Similarly, the services 

account deficit worsened, widening by US$131.7 million, to a deficit of US$649.6 million mainly 

due to increase in payments for other business services and transport services payments over the 

same period. Developments in the BOP are presented in Figure 13. 

 

 

 

 

 



21 | P a g e  

 

Figure 13: Developments in Overall Balance of Payments and Main Components 

 

Source: Bank of Uganda 

The capital account balance increased by US$19.0 million to US$52.5 million for the quarter to 

December 2020, relative to US$33.5 million recorded in the previous quarter.  The financial 

account surplus reduced by US$543 million to US$389.9 million in the quarter to December 

2020 from US$932.9 million recorded in the previous quarter. The decrease was on account of a 

90.4 percent reduction in capital inflows observed through Other Investment, specifically, public 

debt disbursements. During the quarter under review, the capital inflows received were 

insufficient to finance the widened current account deficit; leading to a draw-down in reserve 

assets of US$115 million. The stock of reserves as at the end of October 2020 was estimated at 

US$3848.1 million (including valuation changes) which is equivalent to 5.0 months of future 

imports of goods and services. 

In the short run, the current account deficit is likely to deteriorate further on account of a rise in 

the import bill driven by the recovery in domestic demand. However, this may be moderated by 

recovery in personal transfers as well as higher NGO inflows. On the financing side, FDI 

inflows are likely to remain subdued due to the uncertainties related to the post-election and 

concerns of new variants of the coronavirus, but the country could attract additional donor 

inflows related to the COVID-19 pandemic as well as disbursements from existing project loans. 

2.4.2 Exchange Rate Developments 

The Uganda Shilling has remained relatively stable partly reflecting low activity in the interbank 

foreign exchange market. The shilling weakened in January 2021 compared to previous month 

depreciating by 0.7 percent month-on-month and 0.3 percent year on year to an average mid-rate 

of Shs. 3691.68/US$. Activity in the interbank foreign exchange market (IFEM) was subdued 

with demand from Uganda Airlines, offshores, oil and manufacturing sector partly offset by the 

weakening US$ and inflows from NGOs and agricultural sector. 
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On a trade-weighted basis, in January 2021 the exchange rate (Nominal Effective Exchange Rate 

- NEER) appreciated by 0.4 percent month-on-month and depreciated by 1.0 per cent year-on-

year. In real terms, in January 2021, the Real Effective Exchange rate (REER) depreciated by 1.2 

percent month-on-month and appreciated by 1.5 percent year-on-year, largely due to a widening 

inflation differential as depicted in Figure 14. 

Figure 14: Changes in the NER, Inflation Differential and REER (Y-o-Y) 
 

  

Source: Bank of Uganda 

Movements in EAC Partner State currencies relative to the US Dollar were mixed in the four 

months to January 2021. In January 2021, the Kenya Shilling appreciated by 0.7 percent to KES 

109.8 after depreciating after depreciating for three previous months. The Rwanda Franc 

continued to depreciate for the fourth month but at a slowed pace depreciating by 0.3 percent in 

January 2021 to RWF 973.8 per US$. However, the Tanzanian shilling remained relatively stable 

depreciating slightly by 0.02 percent in January 2021 to TZS 2298.4 per US$. 

In the quarter ending January 2021, on average, the Tanzania Shilling was stable depreciating by 

only 0.01 percent quarter-on-quarter to an average rate of TZS 2,297.99 per US$. While the 

Kenya Shilling and Rwanda Franc depreciated 1.4 percent  and 1.7 percent each to an average of 

KES 109.9 and RWF 970.1 per US $ in the three months to January 2021 as depicted in  Figure 

15. 
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Figure 15: Selected EAC Partner States’ Exchange Rates (YoY, per cent Change) 

 

Source: Source: Bank of Uganda 

Going forward, the exchange rate is likely to depreciate on account of recovery in demand that is 

projected to worsen the current account deficit. The net BOU actions in the interbank foreign 

exchange market (IFEM) in December 2020 and January 2021, was a Purchase of US$148.9 

million. And as at February 12th 2021, the net BOU actions amounted to US$299.40 million 

against a reserve build-up of US$194.2 million. 

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 3.7 percent in January 2021 from 3.6 percent in 

December 2020. However, Core inflation declined to 5.5 percent in January 2021 from 5.9 

percent recorded in December 2020 on account of the lower Services inflation that was 

registered at 10.6 percent in January 2021 from 11.2 percent in December 2020 mainly due to 

lower transport fares. Other goods inflation also declined to 2.1 percent January 2021 from 2.3 

percent in December 2020. Food crops and Energy Fuel & Utilities inflation increased to -5.6 

percent and -1.9 percent January 2021, respectively from -7.0 percent and -4.6 percent. The 

-1.3%
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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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decline in EFU was largely driven by a fall in prices of solid fuels. These developments are 

shown in Figure 16. 

Figure 16: Developments in Domestic Inflation 

 

Source: Uganda Bureau of Statistics (UBOS) 

 

2.6 Economic and Inflation Outlook and Risks 

 

2.6.1 Economic Outlook 

The road to domestic economic recovery remains bumpy as due to effects of Covid-19 resulting 

from the measures in place to curb its spread.  Economic growth has lost momentum as 

depicted by the Bank of Uganda’s (BoU) high frequency indicators which indicate growth at 2.6 

percent in the quarter to December 2020, down from a growth of 9.2 percent in the quarter to 

September 2020. In addition, both the BoU Business Confidence Index and the IHS Markit 

Purchasing Managers’ Index (PMI) indicate that business conditions deteriorated in the quarter 

to January 2021, after improving in the quarter to October 2020. Nonetheless, economic 

indicators still suggest some recovery from the sharp contractions of 6 percent and 2.2 percent in 

the quarters to June 2020 and September 2020, respectively 

Economic growth of 3.0-3.5 percent is projected in Financial Year (FY) 2020/21, increasing to 

4.0-4.5 percent and 6.0-7.0 percent in FY2021/22, and in the outer years, respectively, with the 

availability of the vaccine in Uganda and the containment of the spread of Covid-19. This will 

help tourism recover. In addition, exports should benefit from strengthening foreign demand, 

reduced pandemic-related uncertainty and improving global investment. However, the medium-
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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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term economic outlook continues to be highly conditional on the timeline of the world-wide 

vaccines rollout and the course of the virus and its new variants. 

2.6.2 Inflation Outlook and Risks 

The inflation outlook as shown in Figure 17 has been revised downwards compared to the 

December 2020 forecast round. Core inflation is now expected to peak at 5.8 percent in first 

quarter of 2021 before gradually returning to its medium-term target of 5 percent. 

Figure 17: Baseline Inflation Outlook 

  

Source: Bank of Uganda 

They 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 

faster than anticipated global economic recovery could put upward pressure on domestic 

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

global lethargy could exert downward pressure on domestic inflation. The Bank assessed the 

risks and uncertainties of the baseline scenario of the forecast as a more depreciated exchange 

rate and second wave of the pandemic in Uganda.  

In the event that the exchange rate depreciates by 2 percent in first and second quarter of 2021, 

headline inflation is projected to peak at 5.5 percent in the fourth quarter of 2021. With core 

inflation bottoms out at 4.1 percent in third quarter of 2021 as shown in Figure 18.  
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Figure 18: Scenario 1: More Depreciated exchange rate than in the baseline forecast  

         
Source: Bank of Uganda 

However, if growth is affected by a second lockdown due to a second wave of the pandemic, 

headline and core inflation is projected to average 0.2 and 0.5 percentage points lower than the 

baseline forecast in 2021 as depicted in Figure 19.     

Figure 19: Scenario 2: Weaker growth than in the baseline forecast  
 

  

Source: Bank of Uganda 
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3. Conclusion  

The Bank of Uganda’s Composite index for Economic Activity (CIEA) points to a continued 

moderate recovery of economic activity with estimated annual growth of 4.8 percent in the 

quarter to December 2020, higher than 1.5 percent in the quarter to September 2020. The 

simultaneous fiscal, monetary, and financial stimuli and have been effective in avoiding the most 

negative economic consequences of the COVID-19 shock. The easing of the lockdown also 

contributed to the recovery in economic activity.  

Economic growth is projected in the range of 3.0-3.5 percent in FY2020/21 and 4.0-4.5 percent 

in FY 2021/22 supported by fiscal and monetary stimuli and. The economic outlook is extremely 

uncertain, due to on the timeline of the world-wide vaccines rollout and the course of the virus 

and its new variants, continued weakness in global economic activity, weather-related natural 

disasters, trade policy uncertainty and technology fractions. The downside risks to the economic 

growth projection include public investment financing challenges that could slow 

implementation of public investments, increasing NPLs as credit relief measures are lifted, weak 

PSC growth, weaker global economy, delay in the Covid-19 vaccine distribution and 

unpredictable weather patterns.  

In addition, the private sector credit extensions could remain subdued due to increasing Non-

Performing Loans (NPLs), high lending interest rates in the face of weak economic activity and 

increase in domestic financing of the fiscal deficit. On the upside, however, economic growth 

could recover swiftly if stronger global economic growth, increased investment following the 

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

and if Uganda benefits from the Debt Service Suspension Initiative (DSSI), which may moderate 

risk of debt distress and free up some fiscal resources for economic development. 

Inflation slightly increased in January 2020; however Core inflation remains above the target of 5 

percent. The inflation outlook has been revised downwards compared to the December 2020 

forecast round. Core Inflation is now expected to peak at 5.8 percent in 1st quarter of 2021 

before gradually returning to its target. There are however risks to these forecasts. On the upside, 

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

international commodity prices, and a faster than anticipated global economic recovery. On the 

other hand, a second wave of the pandemic, lower than anticipated domestic demand and 

sustained global lethargy could exert downward pressure on domestic inflation. 

Given the uncertainty surrounding the inflation outlook and taking into consideration the weak 

state of the economy the MPC decided to keep CBR rate unchanged at 7 percent and maintain 

liquidity support to supervised financial institutions. The band on the CBR has also been 
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maintained at +/-2 percentage points, while the margin on the rediscount rate and bank rate is 

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. 

 


