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Executive Summary 

1. Bank of Uganda (BoU) reduced the Central Bank Rate (CBR) to 6.5 percent in June 2021 and maintained 

the band on the CBR at +/-2 percentage points on the CBR. 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 reduced to 9.5 percent and 10.5 percent, respectively. 

 

2. In line with the monetary policy stance, the interbank money market rates remained stable and well 

anchored around the CBR. The weighted average 7-day and overnight interbank money market rates 

were recorded at 7.3 percent, and 6.9 percent respectively, unchanged from the quarter ending-February 

2021.  

 

3. Yields on Government securities fell across all the tenors in the quarter to May 2021 relative to the 

previous quarter reflecting increased investor appetite for Government securities. Lending interest rates 

picked up in April 2021 following a sustained gradual decline over the first half of the FY 2020/21 that 

was reflective of an accommodative monetary policy stance. Weighted lending interest rates interest on 

shilling loans averaged 18.9 percent for the quarter to April 2021 and higher than the average of 18.1 

percent observed in the quarter to January 2021. Lending interest rates on foreign currency denominated 

loans also recorded an increase to an average of 5.9 percent from 5.4 percent over the same period.  

 

4. The Annual growth in the stock of Private sector credit (PSC) grew on average by 8.9 percent in the 

quarter to April 2021 mainly on account of the rebound in economic activity. The average year-on-year 

growth in the stock of PSC (net of capitalized interest) averaged 9.5 percent in the quarter to April 2021, 

up from 8.2 percent in the quarter to January 2021.  

 

5. A modest recovery in economic activity has been realised in the FY2020/21 supported by the gradual 

easing of the lockdown amidst accommodative monetary, expansionary fiscal and liquidity-support 

financial policies. The preliminary economic growth estimates for FY2020/21 by UBOS shows that the 

economy grew by 3.3 percent compared to a revised growth of 3.0 percent in the same period of the 

previous financial year. The growth was mainly driven by the agriculture and industry sectors which grew 

by 3.5 percent and 3.4 percent during FY 2020/21 from respective growth rates of 4.8 percent and 3.3 

percent in the same period of the previous year. The services sector grew by 2.5 percent in FY2020/21, 

supported by growth in information and communication, and public administration sub sectors. The 

growth in real GDP was supported by Government expenditure and Household consumption financed 

by a drawdown on savings. Savings rate dropped from 18.1 percent in FY2019/20 to 16.3 percent in 

FY2020/21. On the other hand, the main drags on real economic growth were weak external demand 
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reflected by a big negative contribution from net exports (-3.9 percent) and contraction of private 

investments (-6.7 percent). 

 

Uncertainty about the path of the virus and its effects on economic behaviour remains elevated, although 

less than at the onset of the pandemic when the prospects for effective vaccines were unclear. The 

outlook continues to be highly conditional on the availability of vaccines, the path of the virus and its 

new more contagious variants, and trade-off between continued efforts to mitigate spread of the virus 

and economic recovery. Already, the second wave is evolving and given the limited supply of vaccines, a 

round of tighter restrictions cannot be ruled out. 

 

6. Fiscal operations continue to be constrained by revenue shortfalls and slow execution of externally 

funded government projects. The revenue shortfall was funded by higher-than-target domestic financing. 

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

collections amounted to Shs. 15,961.4 billion compared to the target of Shs. 17,709.7 billion for the first 

10 months of FY 2020/21.   

 

7. Total government expenditure amounted to Shs. 28,411.0 billion, Shs. 3,242.5 billion lower than the 

programmed expenditure, largely due to an underperformance of Shs. 3,053.4 billion in development 

expenditure. The shortfall in development expenditure is attributed to slow absorption (slow 

procurement process) by some government projects.  

 

8. The fiscal deficit is projected to rise to 9.9 percent of GDP in FY2020/21 (relative to a pre-COVID level 

of 5.8 percent of GDP). The worsening deficit is due to a sharp decline in revenues, driven by the 

reduction in economic activity, tax payment postponements to support business liquidity and shrinking 

trade. At the same time, recurrent spending is rising to manage the COVID-19. However, even with the 

increased fiscal deficits, public debt is sustainable and below the EAC macroeconomic convergence 

threshold.  

 

9. The medium-term fiscal framework is anchored on reducing nominal debt-to-GDP ratio to below 50 

percent. This will be achieved through revenue measures to expand the tax base. In FY 2021/22, 

although nominal debt to GDP ratio is expected to exceed the 50 percent threshold (at 52.8 percent), the 

overall fiscal deficit is expected to reduce to 6.4 percent of GDP. Moreover, the projected reduction in 

net domestic financing of the fiscal deficit to 1.9 percent of GDP (or Shs.3.1 trillion) from 3.9 percent (or 

Shs.6.8 trillion) in FY 2020/21, if it materialises, would free-up loanable funds in the banking sector for 
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lending to the private sector, which would crowd-in private sector credit growth. However, the recent 

increases in direct monetary financing of fiscal deficits raise additional risks. 

 

10. Uganda’s balance of payment position improved in the quarter to April 2021, on the back of a recovery 

in merchandise exports, increased capital inflows and personal transfer. However, in the medium-term 

the current account deficit is likely to deteriorate primarily due to the widening trade deficit as the pick-up 

in import growth, driven largely by the recovery in domestic demand and oil sector investments, which 

will outweigh the expected growth in exports. Export growth is expected to be supported by a recovery 

in global demand and international commodity (coffee) prices.  

 

11. The services deficit is expected to improve due to a pick-up in travel (tourism) receipts but could remain 

below the pre-pandemic in the short to medium term. The global wide vaccinations have enabled 

advanced economies to relax travel restrictions, which would in turn spur tourism. The increase in travel 

(tourism) receipts is, however, expected to be moderated by slow vaccinations, re-occurrence of 

infections and uncertainty about the evolution of new COVID-19 variants.  

 

12. The financial account surplus is expected increase and to continue to finance the deteriorating current 

account deficit. Construction of the oil-pipeline is expected to increase foreign direct investment inflows. 

In addition, official loan disbursements are likely to increase in support of new and existing public sector 

projects. However, portfolio investment inflows are likely to be muted due to the expected monetary 

policy normalization and potential increases in long-term yields in advanced economies. 

 

13. The Uganda Shilling continued to strengthen supported by a combination of domestic and global 

developments including: the weakening of the US dollar, increased inflows from coffee export receipts, 

personal transfers, portfolio inflows as well as external official development assistance, amidst subdued 

private sector demand. Going forward, the exchange rate is likely to depreciate on account of on account 

of a rebound in domestic absorption following a recovery in economic activity. In addition, rising global 

yields could trigger capital outflow resulting in stronger deprecation pressures. 

 

14. The Uganda Bureau of Statistics rebased Consumer Price Index (CPI) from the 2009/10 base year to 

2016/17 base year in line with international best practice, the Common Market for Eastern and Southern 

Africa (COMESA), and the East African Community Harmonised Consumer Price Index regulations. 

The rebasing was based on the results of the 2016/17 Uganda National Household Survey (UNHS). 
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15. The new CPI basket is now made of 344 items compared to the previous basket of 274 items as some 

items in the previous basket whose relative importance had reduced were dropped and new items with 

prominent importance incorporated in the new basket. The weight of the core CPI basket in the overall 

basket increased slightly from 82.4 percent to 84.0 percent in the new basket.  

 

16. The annual headline and core inflation averaged 2.7 percent and 3.4 percent, respectively, in the 12 

months to March 2021, lower by 1.2 and 1.6 percentage points, respectively, compared to inflation based 

on CPI referenced to 2009/10. The rebased CPI indicates that inflation remains much favourable, 

reflective of a combination of both global and domestic developments. Annual headline further edged 

lower to 1.9 percent from 2.1 percent in April 2021, in part due to decrease in food crop, and energy, fuel 

and utilities (EFU) prices. However, annual core inflation rose to 3.1 percent from 2.9 percent, in part 

due to increase in prices for services. While CPI inflation will likely remain below the 5 percent target in 

near-term as excess capacity continues to exert downward pressure, it is forecast to stabilise around the 

target by 2023. 

 

17. Going forward, the inflation trajectory is likely to be shaped by uncertainties impinging on the upside and 

the downside. On the upside, the upward surge of international commodity prices, if it becomes another 

commodity super-cycle, pose upside risks to the inflation outlook. This compounded with a more 

depreciated exchange rate, one-off effects of increases in some taxes, adverse weather-related shocks, and 

a more robust than anticipated global economic recovery could put upward pressure on domestic 

inflation. On the downside favourable weather and projected bumper harvests could keep food prices 

low.  In addition, probable full lockdown to combat rising covid infections and lower than anticipated 

domestic demand could exert downward pressure on domestic inflation. Nonetheless, the balance of 

risks is currently assessed to be balanced.   
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1. Global Developments 
1.1 Global Economic Activity 

The emergence of effective vaccines has improved prospects for a durable economic recovery 

provided such vaccines can be deployed rapidly throughout the world and supportive fiscal and 

monetary policies continue to underpin demand. However, considerable uncertainty remains about 

near-term developments, with high levels of infections still occurring in some countries, and the 

pace at which the most heavily affected economies and sectors can recover. 

 

The World Bank, in its half-yearly outlook report estimates the world economy to grow at 5.6 

percent in 2021, a sharp upgrade from previous estimates it made in January for growth of 4.1 

percent. Also, the Organisation for Economic Co-operation and Development (OECD) in its 

Economic Outlook report for May 2021 revised global growth forecasts for 2021 and 2021 upwards 

to 5.8 percent and 4.4 percent respectively. (Table 1).  

 

The recovery in Advanced Economies (AEs) is expected to be stronger led by the US and UK 

strong private spending.  Output growth in China has returned to its normal path and is set to stay 

on this course in 2021 and 2022. Some emerging market economies, such as India and Brazil 

continue to have large shortfalls in output growth relative to pre-pandemic levels and are projected 

to grow after the effects of the pandemic have faded away. 

 

The global outlook, however, remains subject to downside risks, including the possibility of 

additional COVID-19 waves and associated lockdown measures, and financial stress amid high 

Emerging Market and Developing Economies (EMDEs) debt levels. On the upside, increased 

production and full deployment of vaccines effective in treating new COVID-19 variants could 

sustain the economic recovery. Higher household savings could finance the pent-up demand 

resulting into stronger consumption spending.  

 

Table 1: OECD Economic Outturn and Outlook 

Source: OECD 

Outturn

2020 2021 2022 2021 2022 2021 2022

World -3.5 5.6 4.0 5.8 4.4 0.2 0.4

G20 -3.1 6.2 4.1 6.3 4.7 0.1 0.6

US -3.5 6.5 4.0 6.9 3.6 0.4 -0.4

Euro Area -6.7 3.9 3.8 4.3 4.4 0.4 0.6

Japan -4.7 2.7 1.8 2.6 2.0 -0.1 0.2

UK -9.8 5.1 4.7 7.2 5.5 2.1 0.8

Brazil -4.1 3.7 2.7 3.7 2.5 0.0 -0.2

China 2.3 7.8 4.9 8.5 5.8 0.7 0.9

India -7.7 12.6 5.4 9.7 8.2 -2.9 2.8

South Africa -7.0 3.0 2.0 3.8 2.5 0.8 0.5

Mar-2021 Projections May-2021 Projections Difference 
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1.2 Global Inflation and International Commodity Prices 

1.2.1 Global Inflation 

Inflation picked up in both AEs and EMDEs driven by a recovery in oil and other commodity 

prices, price hikes due to short-term supply bottlenecks, increases in prices for re-opened activities 

and improved prospects for sustained economic recovery. In key AEs, inflation averaged 1.7 percent 

in April 2021 from 0.2 percent in December 2020. Among the EMDEs, inflation rose to an average 

of 4.6 percent from 3.3 percent in December 2020 (Figure 1).  

 

The factors driving global inflation are expected to persist only in the short term causing inflation to 

be higher in 2021. Price pressures are expected to fade out in 2022 as sizeable spare capacity in most 

countries is expected to remain persistent. In response, advanced economies’ key central banks 

remain committed to maintaining current policy rates at low levels for next two to three years, which 

would allow inflation to eventually rise moderately above targets for some time. 
 
Figure 1: Inflation Rates in Selected Countries 

Source: 

OECD Statistics 

1.2.2 International Commodity Prices 

International commodity prices have registered a sharp rise in 2021, with many prices now well 

above their pre-pandemic levels (Figure 2) supported by, a gradual firming in global demand and 

continued production restrain among OPEC+ members.  

 

Oil prices have rallied markedly, with Brent crude reaching $70/barrel for the first time since May 

2019 and averaging $61.5/barrel in 2021 thus far relative to an average of $41.3/ barrel in 2020. 

However, the pickup in oil prices has been partly dampened by uncertainty regarding the evolution 

of the pandemic and its potential impact on future oil demand.  
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Non-energy commodity prices rose by 12 percent (quarter-on-quarter) in the first quarter of 2021, 

following a 10 percent increase during the previous two quarters. The World Bank’s non-energy 

commodity price index has risen for 11 consecutive months since its trough in April 2020, 

supported by continued strong demand from China as well as recovery in demand in the rest of the 

world. Most agricultural commodity prices, particularly for food commodities, saw substantial 

increases as well. Increases were partly driven by strong demand for soybeans and maize from China 

as well as supply shortfalls in South America and the United States.  

 

The outlook is for stronger international commodity prices in 2021 in line with projected global 

recovery. Oil prices are projected to average $62/barrel in 2021 and 2022 reflecting the improved 

global economic growth outlook, as well as a more gradual increase in production by OPEC and its 

partners (OPEC+) than previously expected. Oil demand is expected to continue to firm in the 

second half of 2021 but will not regain its pre-pandemic level. Similarly, Agricultural prices are 

expected to rise by 16 percent in 2021 before plateauing in 2022.  

The outlook for commodity prices in general is heavily dependent on the path of the pandemic, with 

the potential for additional upside risks if the vaccine rollout gathers pace and strong growth in the 

United States generates significant global spill overs. On the downside, the global recovery could yet 

be derailed by renewed outbreaks of the virus in large economies. 

 Figure 2: Global International Commodity Prices 

 
Source: World Bank 

 

1.3 Global Financial Markets 

The global financial conditions have tightened but remain broadly supportive on account of 

increased borrowing costs as expectations of stronger recovery of global activity and higher inflation 

have pushed up long-term government bond yields (Figure 3). However, the tightening global 

financial conditions have so far been substantially less disruptive to global and EMDE financial 
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conditions than the 2013 taper tantrum when expectations of tighter U.S. monetary policy triggered 

volatility in global financial markets. 

EMDE sovereign debt yields have risen slightly more than the U.S. borrowing costs, particularly for 

some more-indebted countries, resulting in modest increases in spreads. Portfolio flows to EMDEs 

have lost momentum. Some EMDEs have experienced currency depreciation, which have 

contributed to above target inflation and has led some EMDE central banks to start unwind 

monetary policy accommodation despite large output gaps in many countries. 

 

Remittances inflows in many countries have been resilient due to strong activity in some advanced 

economies, especially in construction sector. The recovery of foreign direct investment (FDI) flows 

to EMDEs is largely attributable to investors' optimism about prospects in China and a few large 

foreign acquisitions in India. FDI flows to other EMDEs remain subdued due to concerns about the 

course of the pandemic and uncertainty about growth prospects. 

 

The US Dollar has remained weak against major currencies as indicated by the US dollar index in 

(Figure 4) pointing to low risk aversion that is supportive to EMDEs’ currencies and commodity 

markets.  

 

The outlook is for the global financial markets to remain supportive largely reflecting low long-term 

sovereign bond yields over the next 2-3 years. However, there is elevated risk of volatility and 

sudden capital outflows from EMDEs in case persistent inflation triggers earlier than expected 

tightening of monetary policy by major central banks. 

 
Figure 3: 10-year government bond yields       Figure 4: US dollar index 

  
Source: OECD                                                                                          Source: US Federal Reserve 
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2. Domestic Developments 
2.1 Domestic Financial Markets 

 

2.1.1 Monetary Policy and the Interbank Money Market 

In April 2021, BoU maintained the CBR at 7 percent and upheld all the liquidity support measures 

to supervised financial institutions. BoU assessment suggested that although the inflation pressures 

in the medium-term remained low, the timing of convergence to the medium-term inflation target of 

5 percent was uncertain due to considerable risks. It was therefore appropriate to maintain the CBR 

at 7 percent to support the economic recovery.  

 

Interbank money market rates broadly remained stable and well anchored around the CBR (Figure 

5) in the quarter to May 2021. The weighted average 7-day and overnight interbank money market 

rates were recorded at 7.3 percent, and 6.9 percent respectively, unchanged from the quarter ending-

February 2021. 

 
Figure 5:  7-day Interbank Rate and the Central Bank Rate (CBR) 

Source: Bank of Uganda  

A well-functioning financial market performs 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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2.1.2 Primary Market for Treasury Securities 

Yields on Government securities fell across all the tenors in the quarter to May 2021 relative to the 

previous quarter reflecting increased investor appetite for Government securities. In the primary 

market for Government securities, the average yields on the 91-day, 182-day and 364-day Treasury 

bill rates fell to 7.2 percent, 10.2 percent and 11.5 percent, respectively in the quarter to May 2021 

from 8.2 percent, 10.9 percent and 13.2 percent in the quarter to February 2021.  

Similarly, at the longer end, yields on the 2-year, 3-year, 5-year, 10-year and 15-year Treasury bonds 

declined on average by 1.9, 2.4, 1.4, 0.2 and 1.9 percentage points, respectively, to 13.0 percent, 13.4 

percent, 15.1 percent, 16.0 percent and 14.4 percent in the quarter to May 2021. The decline in yields 

across tenors could lower the cost of credit given that government securities rates are factored into 

the pricing of lending rates. 

 

2.1.3 Secondary Market for Treasury Securities 

The movements in yields in the secondary market for government securities mirror the 

developments in the primary market. The average annualised 91-day 182-day and 364-day Treasury 

bill yields fell to 7.3 percent, 10.5 percent and 12.2 percent, respectively relative to the previous 

quarter (Figure 6). Similarly, the 2-year, 3-year, 5-year, 10-year and 15-year Treasury bond 

annualised yields fell to averages of 12.8 percent, 13.8 percent, 14.8 percent, 15.5 percent and 15.6 

percent respectively in the quarter to May 2021. 

Figure 6: Secondary Market Yields on T-bills and T-bonds 

Source: Bank of Uganda 
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2.1.4 Commercial Banks’ Lending and Deposit Interest Rates 

Lending interest rates picked up in April 2021 following a sustained gradual decline over the first 

half of the FY 2020/21 that was reflective of an accommodative monetary policy stance. Lending 

interest rates on shilling loans rose to 19.9 percent in February 2021, which is an average of 18.9 

percent for the quarter to April 2021 and higher than the average of 18.1 percent observed in the 

quarter to January 2021. Lending interest rates on foreign currency denominated loans also recorded 

an increase to an average of 5.9 percent from 5.4 percent over the same period. The rise in rates 

partly reflects increased risk aversion towards borrowers in certain sectors by lenders.  

During the quarter to April 2021, notable increase in lending rates on shilling loans was observed in 

the Community, Social and Other Services sub-sector at an average of 21.8 percent from 18.9 

percent in the quarter to January 2021. Similarly, interest rates for the Agriculture and Trade sectors 

rose to 21.8 percent and 18.4 percent respectively from 20.5 percent and 17.1 percent (Figure 7).  

Figure 7: Lending Interest Rates by Sector 

Source: 

Bank of Uganda 

2.1.5 Private Sector Credit 

The growth in Private Sector Credit (PSC) has been on a sustained gradual increase since August 

2020 reflecting the lower cost of borrowing following the easing of monetary policy and the 

implementation of Credit Relief Measures (CRMs) by BoU. However, PSC growth declined in 

March and April 2021 following a strong rise to 10.1 percent in February 2021, from 6.7 percent in 

August 2020.  
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Annual growth in the stock of Private sector credit (PSC) grew on average by 8.9 percent in the 

quarter to April 2021 mainly on account of the rebound in economic activity. The average year-on-

year growth in the stock of PSC (net of capitalized interest) averaged 9.5 percent in the quarter to 

April 2021, up from 8.2 percent in the quarter to January 2021.  

Capitalized interest was a net repayment of Shs.114.9 billion in the quarter to April 2021 compared 

to a net build-up of 290.5 billion in the quarter to January 2021 reflective of reduced uptake coupled 

with increased redemptions of obligations under the credit relief. As at the end of March 2021, the 

restructured loans under BoU’s COVID-19 credit relief measures amounted to Shs. 6.6 trillion of 

which Shs. 3.7 trillion remain outstanding. The reduction in capitalized interest is likely to lower 

banks’ risk aversion and support credit growth going forward.  

However, the likely impact of the new Covid-19 strain and/or a second wave of the pandemic pose 

downside risks to credit growth. Notably in April 2021, annual PSC growth fell to 7.0 percent from 

9.7 percent in March 2021 partly driven by a reduction in credit supply due to increased risk aversion 

by lenders. It is likely that risk aversion will prevail in the short-term, while in the medium to long-

term, credit growth will be dependent on the pace of economic recovery. Figure 8 depicts the trend 

of annual private sector credit growth. 

Figure 8: Annual Private Sector Credit Growth and Contributions by Currency * 

Source: Bank of Uganda 

*Excludes UDB Loans 

A sectoral decomposition of credit growth during the quarter to April 2021 indicates a mixed picture 

in lending to major sectors of the economy as shown in Figure 9. Credit growth has been majorly 

driven by personal loans and manufacturing sectors, which grew by 10.2 percent and 12 percent 
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respectively relative to 8.0 percent and 9.9 percent in the previous quarter. However, average annual 

credit growth to the agriculture and building, mortgage, construction & real estate grew lower by, 5.2 

percent and 9.1 percent respectively in the quarter ending April 2021, compared to, 8.0 percent and 

9.9 percent. Lending to the trade and business sectors continues to remain subdued due to the 

adverse effects of the pandemic, growing on average at-3.7 percent and -0.4 percent respectively, 

relative to -2.9 percent and 6.9 percent. 
 
Figure 9: Annual Growth in PSC by Sector  

Source: Bank of Uganda 

2.1.6 Demand and Supply of Credit 

Credit demand and supply proxied by the value of loan applications and loan approvals fell in the 

quarter to April 2021. Although the value of loan demand increased by Shs. 1,310 billion in the 

quarter to April 2021, the corresponding value of loan approvals reduced by Shs. 46 billion 

reflecting commercial banks’ continued risk aversion and borrowers’ poor financial standing. The 

developments in loan demand and supply by sector are illustrated in Figure 10. 
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Figure 10: Demand and Supply of Credit by Sector 

  
Source: Bank of Uganda 

 

2.1.7 Asset quality 

Commercial banks’ asset quality declined slightly, with the share of Non-Performing Loans (NPLs) 

to total loans increasing to 5.4 percent in March 2021 from 5.3 percent and 5.1 percent in December 

2020 and September 2020, respectively. The share of NPLs to loans increased for the 

manufacturing, business services and building & construction sectors and reduced for the 

agriculture, trade and personal loans as shown in Table 2.  

 

The decline in the ratio of NPLs in some economic sectors was partly due to a gradual recovery in 

economic activity following the opening up of the economy. The credit relief measures continue to 

moderate the worsening asset quality.  
 
Table 2: Non Performing Loans by Sector 

Source: Bank of Uganda 

 

NPL RATIO (%) Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21

      AGRICULTURE 8.4               8.8             9.8            9.4            8.5             8.2            7.3           

      M INING & QUARRYING 0.3               0.3             0.1            5.6            5.7             7.2            7.6           

      MANUFACTURING 2.0               2.4             2.4            2.2            2.2             2.1            2.6           

      TRADE & COMMERCE 5.0               7.5             7.4            8.9            7.6             8.7            8.0           

      TRANSPORT & COMMUNICATION 3.8               2.9             2.1            2.1            2.1             1.2            3.0           

      BUILDING, CONSTRUCTION & REAL ESTATE 4.4               4.5             4.4            6.5            4.7             4.9            5.8           

      ELECTICITY  & WATER 0.1               0.1             30.9           21.6           17.9           18.2          17.1          

      BUSINESS SERVICES 2.7               2.7             2.9            3.5            3.1             3.5            5.2           

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

      PERSONAL AND HOUSEHOLD LOANS 2.7               2.8             4.0            5.0            4.6             4.8            4.4           

      OTHER ACTIVITIES 17.0              5.0             6.8            6.7            6.6             7.5            8.9           

      STAFF LOANS

OVERALL NPL RATIO 4.4               4.9            5.4            6.0            5.1            5.3           5.4           
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2.1.8 Money Supply  

The growth momentum in monetary aggregates continued to decelerate in the quarter to April 2021 

relative to the previous quarter. The average annual growth in M3 stood at 14.8 percent, down from 

18.3 percent in the quarter to January 2021. 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 average growth in demand deposits declined to 11.9 percent down from 19.4 

percent, while the growth in time and savings deposits declined to 19.1 percent down from 19.4 

percent. The average growth in currency in circulation remained constant at 15.1 percent. The 

average growth in foreign currency deposits declined to 12.8 percent down from 18.3 percent. 

 

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

April 2021 relative to the previous quarter. NDA contributed 15.2 percentage points in the three 

months to April 2021, higher than the 10.6 percentage points contribution registered in the quarter 

to January 2021. On the other hand, the contribution of Net Foreign Assets (NFA) to growth in M3 

fell to 0.4 percentage points compared to 7.7 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 April 2021 to 14.2 percentage points and 5.4 percentage points, respectively, up from 10.1 

and 5.3 percentage points in the quarter to January 2021 (Figure 11). 

 
Figure 11: Contributions to M3 growth  

 
Source: Bank of Uganda  
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2.2  Domestic Economic Activity 

A modest recovery in economic activity has been realised in the FY2020/21 supported by the 

gradual easing of the lockdown amidst accommodative monetary, expansionary fiscal and liquidity-

support financial policies. The most recent data from UBOS shows that the economy grew by 3.3 

percent during FY2020/21 compared to a revised growth of 3.0 percent in the same period of the 

previous year (Figure 12). The growth was mainly driven by the agriculture and industry sectors 

which grew by 3.5 percent and 3.4 percent during FY 2020/21 from respective growth rates of 4.8 

percent and 3.3 percent in the same period of the previous year. The services sector grew by 2.5 

percent in FY2020/21, supported by growth in information and communication, and public 

administration sub sectors. The accommodation & food, education, arts & entertainment, trade and 

transportation and storage sub-sectors posted negative growth rates, driven largely by the COVID-

19 protracted lockdown and social distance measures on the services sectors. 

 

 
Figure 12: Contributions to GDP Growth by Sector, Constant 2016/17 Prices (Percent) 
 

  
Source: UBOS 

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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The growth in real GDP was supported by Government absorption and Household consumption 

financed by a drawdown on savings. The savings rate dropped from 18.1 percent in the FY2019/20 

to 16.3 percent in the FY2020/21. On the other hand, the main drags on aggregate real economic 

growth were weak external demand reflected by a big negative contribution from net exports (-3.9 

percent) as shown in Figure 13 and negative growth in private investments (-1.3 percent). 
 
Figure 13: Contributions to GDP Growth by Expenditure (Percent) 

  
Source: UBOS 

 

Both the Composite Index of Economic Activity (CIEA) and IHS Markit Purchasing Managers’ 

Index (PMI), which are high-frequency indicators of economic activity, indicate a pickup in 

economic activity over the year albeit slower growth is observed in recent months (Figure 14). On a 

quarterly basis, the CIEA grew by 1.2 percent in the three months to April 2021, down from a 

growth of 1.8 percent in the quarter to January 2021. In addition, the PMI stood at 56.5 in May 2021 

which is slightly lower than 57.8 in April 2021 but still above the 50 percent mark since February 

2021. Despite the recent slowdown, both leading indicators point to a continued improvement in 

business confidence and a more optimistic short-term economic outlook. 
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Figure 14: Monthly Changes in the CIEA* and PMI 

  

*Seasonally adjusted 

Source: CIEA-BoU and PMI-IHS Markit  

 

2.3 Fiscal Policy and Developments 

  

2.3.1 Government Expenditure and Revenue 

Fiscal operations continue to be constrained by revenue shortfalls and slow execution of externally 

funded government projects. The shortfall was funded by an increase in domestic financing. Relative 

to the approved budget, domestic revenue was below target by Shs. 454.2 billion for the 10 months 

of FY 2020/21. Relative to the Uganda Revenue Authority (URA) target, the cumulative total 

domestic revenue collections amounted to Shs. 15,961.4 billion compared to the target of Shs. 

17,709.7 billion (Table 3).  

 

The shortfalls in tax revenue relative to target were observed in all tax heads except stamp duty. 

Direct domestic taxes, indirect domestic taxes and international trade taxes underperformed by Shs. 

635.4 billion, Shs. 510.9 billion and Shs. 419.3 billion, respectively. Direct taxes underperformed 

largely due to shortfalls of Shs. 262.2 billion, Shs. 147.5 billion and Shs. 120.7 billion in Pay as You 

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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Earn (PAYE), Corporate tax and Rental Income tax, respectively. Income taxes were grossly 

affected by the pandemic-led slowdown in private sector and NGO activities, particularly job losses 

and wage cuts. The deficit in rental income tax collections is likely to be transitory as it is due to the 

delay to implement the rental income tax collection solution by RippleNami. The underperformance 

in international trade taxes was largely on account of shortfalls in collections of import duty, 

infrastructure levy and VAT on imports. 

 

On an annual basis, however, total net tax revenue registered a higher growth rate of 9.8 percent in 

the ten months of FY 2020/21 compared to 3.2 percent in the corresponding period in FY 

2019/20, reflecting an improvement in tax collection and administration.  
 
Table 3: Revenue Performance July to March 2021 (billions of Ush.)  

Source: Uganda Revenue Authority 

Total government expenditure in the ten months of FY 2020/21 amounted to Shs. 28,411.0 billion, 

Shs. 3,242.5 billion lower than the programmed expenditure, largely due to an underperformance of 

Shs. 3,053.4 billion in development expenditure. The shortfall in development expenditure is 

attributed to slow absorption (slow procurement process) by some government projects. On the 

contrary recurrent expenditure and clearance of domestic arrears exceeded programmed levels by 

Shs. 12.5 billion and Shs. 329.9 billion. The over-performance in domestic arrears reflects the 

Government’s commitment to cushion its suppliers against the effects of the pandemic. On an 

annual basis, total government expenditure grew by 19.7 percent mainly due to increased recurrent 

expenditure arising out of the Government’s efforts to counter the adverse economic effects of the 

pandemic and spending on the recent general elections. The high expenditure, together with revenue 

and grant shortfalls resulted in growth in the fiscal deficit by 34.9 percent from Shs. 8,079.9 billion 

during July 2019-April 2020. The fiscal deficit was financed largely by domestic borrowing, which 

accounted for 60.7 percent of total financing.  

Budget 

2020/21

Jul'18-

Apri'19

Jul'19-

Apr'20

Jul'20-

Apr'21

URA 

Target 

Jul'20-

Apr'21

Apr'21 

Variation 

from 

Target

Annual change 

FY2019/20 

(%)

Annual change 

FY 2020/21  

(%)

Total Net Tax & Non-Tax Revenue 21,810.7 13,481.4 14,385.8 15,961.4 17,709.7 (1,748.3) 6.7                  11.0                

Net URA Tax Revenue (excluding refunds) 21,638.7 13,083.3 13,507.7 14,825.1 16,315.7 (1,490.6) 3.2                  9.8                  

Gross Revenues 22,211.5 13,747.4 14,291.6 16,249.6 18,043.8 (1,794.2) 4.0                  13.7                

Direct Domestic Taxes 7,494.1   4,191.4   4,750.7   5,076.7   5,712.1   (635.4)    13.3                6.9                  

Indirect Domestic Taxes 5,028.6   3,249.0   3,370.4   3,692.2   4,203.0   (510.9)    3.7                  9.5                  

o/w mobile money transfers 62.7         62.7         66.8         97.6         65.7         31.8        6.5                  46.1                

o/w Levy on mobile money 108.1      141.2      87.3         113.1      94.2         18.9        (38.2)               29.6                

o/w Over the Top Tax (OTT) 64.4         39.3         49.3         53.2         53.6         (0.5)         25.4                7.8                  

Taxes on International Trade 8,001.3   5,718.9   5,593.2   6,234.4   6,653.7   (419.3)    (2.2)                 11.5                

Stamb Duty and Embrossing Fees 96.5         77.9         79.2         111.1      81.0         30.1        1.7                  40.2                

Non Tax Revenue 1,591.0   348.8      457.1      1,135.3   1,394.0   (258.7)    31.0                148.4              

Tax Refunds (400.9)     (170.0)     (285.8)     (288.2)     (334.1)     45.9        68.1                0.8                  
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In FY2020/21, the fiscal deficit, including grants is projected to remain high at 9.9 percent of GDP, 

which is about 2 percentage points higher than the FY 2019/20 fiscal deficit and relative to a pre-

COVID level of 5.8 percent of GDP. The worsening deficit is due to a sharp decline in revenues, 

driven by the reduction in economic activity, tax payment postponements to support business 

liquidity and shrinking trade. 

2.3.2 Public Debt Stock 

The provisional public debt data shows that the stock of total debt as at end April 2021 stood at Shs. 

66,103.2 billion, which is an increase of 15.1 percent from June 2020. The increase in the stock of 

total public debt as at April 2021 was mainly due to a 33.6 percent growth in domestic debt 

attributed largely to an increase in domestic financing. Public external debt also grew, by 13.0 

percent largely attributed to the disbursements loans by multilateral and bilateral creditors.  

 

The ratio of debt service to tax revenue is projected to average 30 percent between FY2020/21 and 

FY2024/25 and a continued increase in debt service costs may crowd-out other priority spending. 

However, even with the increased fiscal deficits, public debt is sustainable and below the EAC 

macroeconomic convergence threshold. 

 

2.4 Balance of Payments and Exchange Rate Developments 

2.4.1 Balance of Payments 

 

In FY2020/21, the current account deficit is projected to worsen to 9 percent of GDP from 5.9 

percent in FY2019/20 reflecting: (i) a worsening trade balance partly driven by government 

spending that boosted imports while tourism receipts remained weak; (ii) higher interest payments 

on public debt, partly driven by rising yields on government bonds; and (iii) remittances that have 

recovered somewhat but remain 33 percent below the pre-pandemic level. Donor support and 

Foreign Direct Investments (FDI) continue to be the main sources of financing while net portfolio 

inflows to general government-which are more vulnerable to refinancing risks have increased in 

recent months. 

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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However, in the quarter to April 2021, the current account deficit narrowed, by US$435.9 million to 

US$755.1 million, primarily due to improvement in the services account deficit. The improvement in 

the services account deficit was mainly due to a US$134.8 million decrease in payments to non-

residents for other business services. In addition, although it remained below the pre-pandemic 

levels, travel (tourism) services receipts increased by US$85.1 million to US$238.2 million. The 

moderate recovery in the tourism receipts is in response to the easing of the COVID-19 travel 

restrictions and global rollout of vaccines.  

 

The trade deficit improved by US$126.3 million to US$638.6 million in the quarter to April 2021, 

owing to increased export earnings amidst lower import bills. The primary income account deficit 

contracted by 17.6 percent to US$155.2 million largely attributed to a US$24.8 million decrease in 

compensation payments to non-residents. The decline in compensation to non-residents was 

moderated by a US$14.1 million drop in interest earnings on reserve assets. The secondary income 

account recorded a surplus of US$433.4 million, up by US$31.7 million, from a surplus of US$401.8 

million in the previous quarter, largely attributed to higher personal transfer inflows as the global 

economy recovers from the impact of the COVID-19 pandemic.  

 

The financial account surplus improved by US$79.0 million to US$589.2 million largely on account 

of increases in net capital inflows, driven by a fall in holdings of currency and deposits abroad by the 

banking sector, reflecting increased demand for foreign currency by residents possibly in relation to 

the recovery in trade. Direct investment inflows remained within previous levels, with inflows of 

US$211.9 million recorded for both quarters to January and April 2021. Portfolio investment 

recorded a net inflow of US$65.4 million in the quarter to April 2021 targeting investments in 

government debt securities market.  

 

The overall balance of payments recorded a deficit of US$8.2 million in the quarter to April 2021. 

The stock of reserves stood at US$3,567.6 million equivalent to 4.4 months of import cover, up 

from US$3,567.3 million equivalent to 4.3 months of import cover in the quarter to January 2021. 

The annual BOP developments are presented in Figure 15. 
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Figure 15: Overall Balance of Payments 

 
Source: Bank of Uganda 

Although the current account deficit is expected to narrow because of improving global conditions, 

it is expected to remain large at 7.9 percent of GDP in the FY2021/22. The gradual improvement in 

tourism and remittance receipts is expected to continue supporting the current account; nonetheless, 

imports of investment goods associated with the oil project, while mostly financed by FDI, is 

expected to weigh on the current account from FY2022/23. 

 

In the near-term, the current account deficit is expected to improve on account of the narrowing of 

trade deficit, largely due to expected reduction in government imports and expected growth in 

exports in line with the rebound in global demand, continued improvement in domestic production 

of export commodities and a strong rally in gold trade. The deteriorating services deficit may persist 

as the recovery in the tourism sector is likely to be more protracted due to the recent imposition of 

the partial lockdown measures by the Government that is expected to linger on till end of 2021. The 

income account deficit is expected to narrow due to a reduction in net outflow of investment 

income in response to the disruptions in the labour market. Transfer inflows are expected to remain 

stable in the near-term. 

 

The financial account surplus is expected to widen and will continue to finance the current account 

deficit. While foreign direct investment inflows are likely to remain subdued reflecting slow recovery 

of global private capital flows to emerging markets, higher donor inflows related to the COVID-19 

pandemic, as well as, disbursements associated with existing project loans are expected to increase, 

which would offset sub-par foreign direct investment inflows. The accommodative monetary policy 

environment in advanced economies may continue to support portfolio investment inflows. 
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In the medium-term, however, the current account deficit is likely to deteriorate driven largely by 

widening trade deficit as the pick-up in import growth driven largely by the recovery in domestic 

demand will outweigh the expected growth in exports. Export growth is expected to be supported 

by a recovery in global demand and international commodity (coffee) prices.  

 

The services deficit is expected to improve due to a pick-up in travel (tourism) receipts. The global 

wide vaccinations have enabled advanced economies to relax travel restrictions, which would in turn 

spur tourism. The increase in travel (tourism) receipts is, however, expected to be moderated by 

increased transport services payments in line with the expected growth in imports. The income 

account deficit is likely to widen as economic recovery is expected to support improvements in the 

labour market. Expectation is for stronger remittance inflows as the job markets in advanced 

economies recover.  

 

The financial account surplus is expected increase and to continue to finance the deteriorating 

current account deficit. Construction of the oil-pipeline is expected to increase foreign direct 

investment inflows. In addition, official loan disbursements are likely to increase in support of new 

& existing public sector projects. However, portfolio investment inflows are likely to be muted due 

to the expected monetary policy normalization & potential increases in long-term yields in advanced 

economies. 

2.4.2 Exchange Rate Developments 

The Uganda Shilling continued to strengthen against the dollar supported by a combination of 

domestic fundamentals and global economic environment, including robust donor inflows, global 

weakening of USD and strong remittances, portfolio investment and export receipts, coupled with 

weak domestic demand for dollar. The shilling strengthened in May 2021, appreciating by 2.0 

percent month-on-month and 6.3 percent year-on-year to an average mid-rate of Shs. 3,552.8 per US 

dollar (Figure 16). In April 2021, the shilling appreciated by 1.1 percent (m-o-m) and 4.3 percent (y-

o-y). On a trade-weighted basis, the Nominal Effective Exchange Rate (NEER) appreciated by 1.3 

percent m-on-m and 5.2 percent y-on-y in May 2021.  
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Figure 16: Annual Changes in the Exchange Rate 

Source: Bank of Uganda 

Movements in the East African Community (EAC) Partner State currencies relative to the US dollar 

were mixed in the quarter to May 2021 as depicted in Figure 17. On average, the Tanzania Shilling 

was relatively stable quarter-on-quarter at an average rate of TZS 2,298.5 per US dollar, while the 

Kenya Shilling appreciated by 1.5 percent and the Rwanda Franc depreciated by 0.7 percent 

respectively to average mid-rates of KES 108.38 and RWF 980.7 per US dollar. On annual basis, the 

Kenya Shilling, Rwanda Franc and Tanzania Shilling depreciated by 2.6 percent, 5.3 percent and 0.4 

percent, respectively in May 2021. 

Figure 17: Selected EAC Partner States’ Exchange Rates  

 Source: Bank of Uganda 

In the medium-term, Uganda Shilling is likely to depreciate against the US dollar on account of a 

rebound in domestic absorption following a recovery in economic activity. In addition, rising global 
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yields could trigger portfolio investment outflows resulting, which could spur stronger deprecation 

pressures. 

2.5 Inflation 

 

2.5.1 Domestic Consumer Price Inflation 

The Uganda Bureau of Statistics rebased Consumer Price Index (CPI) from the 2009/10 base year 

to 2016/17 base year in line with international best practice, the Common Market for Eastern and 

Southern Africa (COMESA), and the East African Community Harmonised Consumer Price Index 

regulations. The rebasing was based on the results of the 2016/17 Uganda National Household 

Survey (UNHS). Household final consumption expenditures were classified according to the 

standard classification of CPI products known as the Classification of Individual Consumption 

According to Purpose (COICOP) of 2018, which gives more detail than the COICOP of 1999. 

 

The new CPI basket is now made of 344 items compared to the previous basket of 274 items as 

some items in the previous basket whose relative importance had reduced were dropped and new 

items with prominent importance incorporated in the new basket. The weight of the core CPI 

basket in the overall basket increased slightly from 82.4 percent to 84.0 percent in the new basket.  

Overall, inflation rates from the rebased CPI are lower than inflation from the old CPI base (Figure 

18).  

 

 

 

 

 

 

 
 

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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Figure 18: Comparison of Core Inflation from the 2016/17 and 2009/10 Base years 

 

Inflationary pressures remain benign reflecting a combination of domestic and global developments. 

In the domestic scene, good harvests due to favourable weather conditions and the existing slack in 

the economy has kept inflationary pressures muted. Headline inflation slightly decreased to 1.9 

percent in May 2021 from 2.1 percent in April 2021 (Figure 19). Core inflation, however, increased 

to 3.1 percent in May 2021 from 2.9 percent in April 2021. Food crops inflation decreased to minus 

5.7 percent in May 2021 from minus 1.6 percent registered in April 2021. Although EFU inflation 

increased slightly in May 2021 due to increases in petrol prices, it remained generally muted at minus 

2.3 percent from minus 2.4 percent in April 2021. Food crops and related items inflation fell to minus 

5.7 percent from minus 1.6 percent in April 2021. Services inflation, however, rose slightly in May 

2021 to 6.7 percent from 6.0 percent in April 2021.    

 
Figure 19: Developments in Domestic Inflation 
 

 

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

2.6.1 Economic Outlook 

Risks to the economic outlook are mostly to the downside. Weaker external demand, limited fiscal 

space to implement fiscal support measures, possible resurgence of strict lockdown measures linked 

to higher Covid-19 positivity rates, and enhanced credit risk would weigh down on the economic 

outlook. Another round of partial lockdown measures was announced in early June 2021 amidst 

rising Covid-19 cases and a slow vaccination rate. The partial lockdown measures, if protracted, may 

weigh down on the recent economic recovery. The services sector output, particularly 

transportation, education, accommodation and tourism related services output growth, which had 

shown signs of recoveries, will be severely affected, causing even a more uneven recovery in 

economic activity. Moreover, slow execution of public investment projects and continued 

uncertainty about the timing of oil investments could dampen the growth outlook further while an 

increased frequency of droughts/floods could undermine agricultural activity and further increase 

poverty in rural areas.  

 

On the upside, economic growth could strengthen further if the rollout of the vaccines becomes 

successful amidst increased external demand, higher external financing and increased foreign direct 

investment following the finalization of the oil pipeline agreement. 

Over the medium term, investment projects in extractive industries, particularly in the oil, gas, and 

minerals sub-sectors could spur economic growth. In addition, the expected IMF programme is 

likely to provide external financing and anchor policy adjustment over the medium -term. In the 

medium-term, real GDP growth is expected to strengthen, rising to 4.3 percent in FY 2021/22 and 

to above 6 per year in the next three years, supported by a recovery in the services sector, a rebound 

in domestic and global demand, and a gradual return of tourism.  

The finalization of the oil pipeline agreement between Uganda, Tanzania, Total S.A. and China 

National Offshore Oil Corporation and the expected oil-related construction of transport related 

infrastructure will support economic growth outlook. In April 2021, the Ugandan and Tanzanian 

governments signed an oil pipeline agreement for the development of the Lake Albert oil project. 

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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Total S.A. and China National Offshore Oil Corporation signed agreements with Uganda and 

Tanzania, which are the host governments to launch two upstream oil projects and the East African 

Crude Oil Pipeline (EACOP). The EACOP will transport oil from Uganda to the Tanga port in 

Tanzania to enable export via the sea. Construction works are expected to begin in 2022 and last 

three years before export of oil starts in 2025.  

2.6.2 Inflation Outlook and Risks 

Inflation is expected to remain relatively subdued but to return to the 5 percent target in the 

medium-term. Core inflation is expected to average 3.3 percent in 2021 and 4.4 percent in 2022, 

before gradually returning to its medium-term target of 5 percent (Figure 20). Headline inflation is 

projected to average 3.6 in 2021 and 4.5 percent in 2022.  

 

There are however risks to these forecasts, that 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 due to the recent partial lockdown and 

slower global economic recovery on account of new waves of COVID-19 could exert downward 

pressure on domestic inflation. 

 
Figure 20: Inflation Outlook- Baseline Scenario 

 
Source: Bank of Uganda 
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In the event that the fiscal deficit is 2 percentage points higher in the FY 2021/22 due to higher 

spending pressures; headline and core inflation would average 0.1 and 0.2 percentage points higher 

than in the baseline scenario, during 2021 and 2022, respectively (Figure 21). 

 
Figure 21: Inflation Outlook-Higher fiscal spending:  

   
Source: Bank of Uganda 

If the exchange rate depreciates by 5 percent over the year to 2022-Q3; headline and core inflation 

would average 0.2 and 0.8 percentage points higher than in the baseline scenario, during 2021 and 

2022, respectively (Figure 22). 

 
Figure 22: Inflation Outlook-More Depreciated Exchange Rate 

   Source: 

Bank of Uganda  

 

In the event of a higher increase in domestic oil prices; X-core inflation would average 0.7 

percentage points higher than in the baseline scenario, in 2021 and 2022 . While headline inflation 
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would aaverage, 0.1 and 0.2 percentage points higher than in the baseline scenario, during 2021 and 

2022, respectively (Figure 23). 

 

 
Figure 23: Higher oil prices: Inflation Outlook 

   
Source: Bank of Uganda  

 

Suppose a total lockdown is implemented, this would weaken economic growth and consequently, 

headline and core inflation would average 0.1 and 0.2 percentage points lower than in the baseline 

scenario in 2022 (Figure 24). 

 

Figure 24: Weaker growth: Inflation Outlook 

   
Bank of Uganda 
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3. Conclusion 

Provisional estimates from the UBOS show that real GDP growth for the FY2020/21 is 3.3 percent, 

which is higher than the revised growth of 3.0 percent for FY 2019/20. The growth was driven 

largely by growth in agriculture and industry output, which grew by 3.5 and 3.4 percent, respectively. 

The services output grew by 2.5 percent. Growth was restrained by measures instituted to curb the 

spread of the Coronavirus pandemic which mostly affected the accommodation & food, education, 

arts & entertainment, trade and transport sub-sectors.  

The economy is expected to continue on the recovery path. In near-term however the recovery is 

likely to hampered by another round of lockdown measures that were announced in early June 2021 

amidst rising case numbers and a slow vaccination rate.  

In the medium-term, however, stronger recovery is expected premised on successful deployment of 

vaccines and the containment of the spread of Covid-19, continued recovery in global demand, the 

commencement of construction works on the oil pipeline, a rebound in FDI inflows and a well 

anchored policy environment supported by the IMF ECF program. Economic growth is is projected 

to rise to 4–4.5 percent in the FY2021/22, to 5-6 percent in the FY 2022/23 and above 7 percent in 

the outer years.  

Economic growth outlook is, however, highly conditional on the timeline of the world-wide 

vaccines rollout and the course of the virus, its new variants and waves. Limited access to vaccines 

and deadly variants necessitating new containment measures may taper the pace of growth. On the 

upside, the growth prospect could be strengthened by a successful rollout of vaccines, rising external 

demand, increased foreign investment inflows following the finalization of the oil pipeline 

agreement. 

Inflationary pressures remain benign reflecting the existence of spare capacity. Headline and Core 

inflation stand at 1.9 percent and 3.1 percent in May 2021 respectively. The forecast show that will 

scale up gradually to return to the 5 percent target as the negative output gap narrow in the medium-

term. Core inflation is expected to average 3.3 percent in 2021 and 4.4 percent in 2022, before 

gradually returning to the medium-term target of 5 percent while headline inflation is projected to 

average 4.9 in 2021 and 4.5 percent in 2022.  

The outlook for inflation is, however, likely to be shaped by uncertainties impinging on the upside 

and the downside. On the upside, the upward surge of international commodity prices, if it becomes 

another commodity super-cycle, pose upside risks to the inflation outlook. This compounded with a 
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more depreciated exchange rate, one-off effects of increases in some taxes, adverse weather-related 

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

domestic inflation. On the downside favourable weather and projected bumper harvests could keep 

food prices low.  In addition, probable full lockdown to combat rising covid infections and lower 

than anticipated domestic demand could exert downward pressure on domestic inflation. 

Nonetheless, the balance of risks is currently assessed to be balanced.   

There remains considerable excess capacity in the economy and the economic recovery will require 

monetary policy support until economic slack is absorbed and the 5 percent inflation target is 

sustainably achieved. This warrants continuing with accommodative monetary policy. Moreover, 

given the Covid-related uncertainties, the cost to the economy of tapering accommodative monetary 

policy stance now could be high. 

It is against this backdrop, that the Bank of Uganda decided to reduce the Central Bank Rate (CBR) 

by 0.5 percentage points to 6.5 percent in June 2021 and maintain the band on the CBR at +/-2 

percentage points on the CBR. 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 reduced to 9.5 percent and 10.5 percent, respectively. 

 


