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EXECUTIVE SUMMARY 

1. This report presents economic developments for the quarter to June 2022, where data is 

available. The objective of the report is to assess Uganda’s recent macroeconomic 

developments and monetary policy decisions. The report is divided into two parts. Part one 

presents the external environment and implications for Uganda and Part two presents the 

domestic economic developments that are relevant for monetary policy.  

2. The global economic recovery continues to falter and is projected to slow down due to the high 

commodity prices induced by the conflict in Ukraine. The global economy is projected by the 

IMF to grow at 3.6 percent in both 2022 and 2023 much lower than the growth of 6.5 percent 

in 2021. The war has caused severe disruptions to commodity supply causing widespread 

inflation pressures globally.  

3. Global inflation remains elevated driven by war-induced high commodity prices and drought 

in Latin America and trade restrictions in some countries in addition to the covid-19 related 

supply disruptions in Asia. Inflation has reached 40-year historical high in advanced economies. 

In the US, it was recorded at 8.6 percent, while in the UK, inflation reached 8.3 percent in April 

2022. The ECB is now ready to raise its policy rates as the inflation pressures persist. 

Projections indicates that global inflation could peak in the third quarter of 2022. 

4. Global commodity prices remain elevated on account of demand-supply imbalances 

exacerbated by the Russia-Ukraine war. Fertilizer prices continue to be elevated and were 110 

percent higher in May 2022 compared to the level of same period last year while Energy prices 

were higher by 86.5 percent in the same period.  Although the annual growth in Energy and 

grains prices seem to be easing, they remain very high by historical standards. Brent crude oil 

prices rose by 17.3 percent, palm oil and wheat prices rose by 12.8 percent and 33.7 percent, 

respectively, between February 2022 and May 2022. 

5. Global financial market conditions are expected to remain volatile due to rising interest rates 

causing investors to have bearish sentiments. Countries that were financially integrated with 

Russia have experienced significant financial market volatility. Additionally, emerging markets 

and developing economies such as Ghana, have also experienced significant financial market 

volatility arising from gross outflows from offshore investors looking for safer investments. 

6. BOU’s Monetary Policy Committee (MPC) increased the CBR by 1 percent to 7.5 percent from 

due to the deteriorating inflation outlook and the need to prevent inflation expectations from 

significantly drifting upwards. The band on the CBR was maintained at +/-2 percentage points 

on the CBR, and the margins for the rediscount rate and bank rate were kept unchanged at 3 
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and 4 percentage points on the CBR, respectively. Consequently, the rediscount and bank rates 

were maintained at 10.5 percent and 11.5 percent, respectively. Based on the current economic 

conditions, outlook, and balance of risks, this stance was judged to be consistent with achieving 

the inflation target of 5 percent in the medium term. 

7. To minimize the spillover of the structural liquidity causing volatility in the interbank foreign 

exchange market (IFEM), on June 23, 2022, BoU increased the cash reserve requirement (CRR) 

from 8 percent to 10 percent of total deposits of commercial banks.  The increase in the CRR 

will locked-in, on average, more than Shs. 600 billion of structural liquidity.     

8. Overall, the yield curve is positively slopped implying that investors are taking more risks, an 

indication that economic growth is expected to be robust in the near- to medium-term. Yields 

on the longer-dated securities edged up relative to the Q-Mar 2022, in large part, reflecting the 

private placements of government securities. 

9. In the quarter to May 2022, Commercial banks’ Lending rates marginally declined by 10 basis 

points to 18.8 percent. Declines were registered across most of the sectors except for the 

Agriculture, Trade, and personal and Household loans sectors. Although Private Sector Credit 

(PSC) growth improved slightly in the quarter to May 2022, it remains weak and below historical 

trends. In addition, the wider gap between credit demand and supply indicate that banks are 

still hesitant to extend credit. 

10. Revenue shortfalls constrained fiscal operations in the eleven months of FY 2021/22. Revenue 

and grants underperformed by Shs.1,403.7 billion while Government expenditure 

underperformed by Shs.1,685.0 billion compared to the budget. The resultant fiscal deficit of 

Shs. 9,322.1 billion was below the projected deficit by Shs. 281.3 billion and was largely funded 

by external sources. Relative to the Uganda Revenue Authority (URA) targets, total revenue 

collections in the same period amounted to Shs. 19,129.2 billion, Shs. 652.9 billion below their 

target largely due to underperformance in domestic taxes.  

11. The government stepped up net domestic financing (NDF) to Shs. 4,992.41 billion from the 

Shs. 3,542.7 billion, which is an increase of Shs. 1,449.7 billion raised in mid-June 2022 through 

private placement. This increase in the NDF resulted in increases in yields across all the 

continuum. In addition, the government has requested for additional Sh. 780 billion in non-

market auctions in the last week of the June 2022. The additional request meant an increase in 

NDF for FY 2021/22 to Shs.5,772.41 billion. 

12. Provisional statistics show that total nominal public debt stock at the end of May 2022 stood 

at Shs. 78,522.6 billion which is approximately 51.2 percent of GDP and 11.8 percent increase 
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from June 2021 compared to a 17.3 percent rise registered in the same period last year. The 

increase was largely due to a 16.3 percent increase in domestic debt. External debt continued 

to maintain the dominant share of 60.7 percent of the total public debt. 

13. The overall balance of payments position reflected a surplus of US$525.67million in the twelve 

months to May 2022, relative to a surplus of US$ 157 million in the twelve months to May 

2021. The estimated stock of reserves at the end of May 2022 was US$4,231.4 million, 

equivalent to 4.3 months of import cover, up from a stock of US$ 3,613.2 million at the end of 

May 2021, equivalent to 4.0 months of import cover. Reserves were bolstered by the second 

loan disbursement under the IMF Extended Credit Facility, received in March 2022. 

14. In the short term, Uganda’s external sector performance is uncertain associated with adverse 

spillover effects from ongoing geo-political tensions. Overall, BOP deficits are projected 

throughout most of the medium term, in consideration of the narrowing surplus projected amid 

the widening current account deficit. Furthermore, the high cost of debt service will constrain 

reserve build-up. 

15. The shilling dollar exchange rate was more volatile in May 2022 on a depreciation path with 

heightened deprecation in June 2022. The unit lost 3.1 percent of its value to the US dollar 

month-on-month and 5.8 percent year-on-year in June 2022. This was at the back of bearish 

sentiments occasioned by tightening of monetary policy by the Fed causing nervousness 

amongst the offshore investors in Uganda. In addition, the deteriorating terms of trade has 

caused a stronger demand for US dollars amongst the energy companies and other importers. 

To curb the volatility, Bank of Uganda intervened by selling a total of US$ 260 million in May 

and June 2022 and stayed purchases for reserve build-up.  

16. UBOS has estimated GDP growth at 4.6 percent in FY2021/22 which higher than the revised 

growth of 3.5 percent the previous year. Nonetheless, the worsening global growth and 

inflationary environment are undermining the domestic economic recovery and prospects.  The 

quarterly growth of the Composite Index of Economic Activity (CIEA) softened to 0.8 percent 

in the quarter to May 2022, a decline from the 2.1 percent recorded in the quarter to February 

2022. Business confidence was less upbeat in May 2022 indicating further softening of growth 

in economic activity for 2022Q2 while consumer sentiments are getting more negative due to 

the price pressures. 

17. Inflation is increasing rapidly and is spreading across the basket of consumer goods and 

services.  The annual headline and core inflation rose to 6.8 percent and 5.5 percent in June 

2022 from 2.7 percent and 2.3 percent in January 2022, respectively. The spike in global 

commodities prices at the back of supply-demand imbalances that were caused by the Covid-
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19 pandemic related disruptions in global supply chains and heightened by the Ukraine conflict 

are the main underlying forces to the price pressures. The rapid weakening of the Uganda 

shilling against the US dollar coupled with rising domestic food and energy prices have 

worsened the inflation outlook since the April 2022 forecast round. Higher business costs are 

likely to spread into consumer prices, thereby pushing inflation higher in the coming months. 

Consequently, annual headline and core inflation are now forecast to average 7 percent and 6.1 

percent, respectively, in 2022, which is higher than earlier projections. Inflation is expected to 

peak in the first quarter of 2023 and converge back to the 5 percent medium term target in the 

middle of 2024.  The inflation outlook is very uncertain and highly dependent on the evolution 

of the Russia-Ukraine war and possible measures to contain the conflict. However, the BOU 

assesses that the balance of risks to the inflation outlook is tilted to the upside. 
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1. EXTERNAL ECONOMIC ENVIRONMENT  

1.1 Global economic activity and outlook 

The global economic growth projection has been revised downward by 0.8 and 0.2 percentage 

points, respectively to 3.6 percent in both 2022 and 2023 in April 2022 from the January 

projections. The downward revision highlights the continued slowdown in global economic 

recovery caused by the commodity prices’ spike induced by the Russia-Ukraine war that has caused 

severe disruptions to commodities supply and aggravated inflation pressures in Advanced 

Economies as well as Emerging Markets. In addition, production challenges and export bans in 

Malaysia and Indonesia, respectively, the world’s leading producers of palm oil and the drought in 

Latin America have strained global food supplies. Moreover, the PMI reading in April 2022 was 

lower than expected pointing to the continued slowdown of the Chinese economy due to the 

COVID-19 situation. The spill-overs effects from the global developments have also affected 

growth in Sub-Saharan Africa (SSA). Growth in SSA is expected to slowdown in 2022 to 3.8 percent 

but slightly recover to 4.0 percent in 2023 compared 4.5 percent in 2021 (Table 1). The World 

Health Organization (WHO) considers the monkeypox incidences not to be very worrying since it 

does not spread as fast as the COVID-19 and as such can be contained if Standard Operating 

Procedures (SOPs) are diligently followed. 

Table 1: Global economic growth projections 

Year on Year 

  Estimate Projection 
Deviation from 

January 2022 
projection 

  2020 2021 2022 2023 2022 2023 

World Output  –3.1 6.1 3.6 3.6 –0.8 –0.2 
Advanced Economies –4.5 5.2 3.3 2.4 –0.6 –0.2 
    United States  –3.4 5.7 3.7 2.3 –0.3 –0.3 
    Euro Area –6.4 5.3 2.8 2.3 –1.1 –0.2 
    Japan –4.5 1.6 2.4 2.3  –0.9 0.5 
    United Kingdom –9.4 7.4 3.7 1.2 –0.1 –1.1 
Emerging Market & Developing Economies –2.0 6.8 3.8 4.4 –0.1 –0.3 

China 2.3 8.1 4.4 5.1 –0.4 –0.1 
India  –7.3 8.9 8.2 6.9 –0.8 –0.2 
Russia –2.7 4.7 -8.5 -2.3 –11.4  –4.3 
Brazil –3.9 4.6 0.8 1.4 0.5 –0.2 

Sub-Saharan Africa  –1.7 4.5 3.8 4.0 0.1 0.0 
Nigeria –1.8 3.6 3.4 3.1   0.7   0.4 
South Africa –6.4 4.9 1.9 1.4 0.0   0.0 

Source: IMF, April 2022 WEO 
 

The risks to the global growth outlook remain tilted to the downside on account of geopolitical 

tensions particularly, the Ukraine-Russia crisis as well as higher than anticipated slowdown of 

China’s growth reflecting the latest lockdowns due to zero-tolerance to Covid-19. Uganda 

continues to be indirectly affected by the war through rising commodity prices and lower global 
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demand for her exports and as such global development would negatively contribute to her 

economic growth.  

1.2 Global inflation and outlook 

Globally, inflationary pressures have persisted and became widespread driven by supply shocks on 

energy, agricultural commodities, and non-energy industrial goods. Annual inflation in the US 

moved to record levels at 8.6 percent in May 2022, beyond the 8.3 percent observed in April 2022, 

while Euro area inflation accelerated to a record high of 8.1 percent in the same month. In the UK, 

inflation reached 9 percent in April 2022. Risks to inflations outlook have intensified and are tilted 

to the downside in most countries and globally. Inflation projections by the Global projection 

Model Network indicate rising uncertainty about the inflationary situation and have since been 

revised upwards between Mar 2022 and May 2022 for the world and for most countries (Figure 

1). The uncertainty about the inflation outlook is increasing as shown in the changing inflation 

forecast overtime for same period for different countries (Figure 1) due to the uncertainty 

regarding how fast the Ukraine conflict will be resolved. 

Figure 1: Headline inflation projections for selected countries 

 
Source: Global Projection Model network  

 

1.3 International commodity prices 

The persistence of the demand-supply imbalances that have been exacerbated by geopolitical 

tensions, particularly the Russia-Ukraine war have caused the global commodity markets to face an 
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unprecedented array of pressures, lifting some prices to all-time highs, particularly for commodities 

where Russia and Ukraine are major exporters. Fertilizer prices continue to be elevated and were 

110 percent higher in May 2022 compared to the level in the same period last year, while energy 

prices were higher by 86.5 percent in the same period. Brent crude oil prices rose by 17.3 percent, 

palm oil and wheat prices rose by 12.8 percent and 33.7 percent, respectively, between February 

2022 and May 2022. Although the annual growth in energy and grains’ prices seem to be easing, 

they remain very high by historical standards as shown by Figure 2. 

Figure 2: Growth of selected international commodity prices (y/y, percent) 

 

 

 

 

 

 

 
Source: World Bank  
 

Going forward, the risks to the global commodities prices are tilted to the upside on account of 

worsening imbalances between global demand and supply as Europe prepares to put further 

sanctions on Russia, limited substitutability of commodities and rising inflation is adding to 

increased costs of producing the commodities. Further increases in commodity prices could lead 

to persistently high inflation and rising inflation expectations. In Uganda, the impact of rising 

commodity prices is expected to lead to higher input costs which might worsen the already 

increasing marginal costs facing Ugandan importers and producers inducing a contraction in output 

in the affected sectors. The higher prices for pesticides and mineral fertilizers will gravely affect the 

agricultural sector.  

1.4 Global financial markets 

Global financial market conditions are expected to remain tight due to the more hawkish stance of 

monetary policies globally causing investors to have bearish sentiments for the Emerging and 

Developing Economies as interest rates continue to rise in advanced economies (Figure 3). 

Countries that were financially integrated with Russia experienced significant financial market 

volatility. In addition, emerging markets and developing economies such as Ghana, have also 
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experienced significant financial market volatility arising from gross outflows of portfolio capital as 

investors look for safer assets. Investor appetite for short-term securities compared to long -term 

securities has since increased, an indication that investors are uncertain regarding the direction the 

market will take while Credit Default Swaps (CDS) spreads have widened as investors expect more 

defaults on obligations. In a bid to curb high inflationary pressures, many affected countries have 

adopted hawkish monetary policy stances. Moreover, central banks are having to balance the trade-

off between bringing inflation down and boosting economic growth. However, China, which still 

enjoys low inflation levels maintains a dovish monetary policy stance in a bid to boost its growth 

while Europe is now ready to consider a 0.25 basis point increase of its policy rate. Countries are 

having to watch their markets closely lest their monetary policy proves ineffective or detrimental 

to their economies. 

As more countries raise their policy rates and take up hawkish monetary policy stances to curb 

inflation, this could trigger capital flow reversals from EMDEs including Uganda and thereby 

increase depreciation pressures on the currencies of these economies including Uganda. 
 

Figure 3: Ten-year government bond yields  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Thomson Refinitiv 
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2 DOMESTIC DEVELOPMENTS 
 

2.1 Domestic financial markets 

2.1.1 Monetary policy and the interbank money market 

At its June 2022 meeting, BOU’s Monetary Policy Committee (MPC) increased the CBR by 1 

percentage point to 7.5 percent. The band on the CBR was maintained at +/-2 percentage points 

on the CBR, and the margins for the rediscount rate and bank rate were kept unchanged at 3 and 

4 percentage points on the CBR, respectively. Consequently, the rediscount and bank rates were 

maintained at 10.5 percent and 11.5 percent, respectively. Based on the current economic 

conditions, outlook, and balance of risks, this stance was judged to be consistent with achieving 

the inflation target of 5 percent in the medium term. Specifically, while the current inflationary 

pressures are likely to be temporary depending on the how quickly the Ukraine conflict is resolved, 

the worsening economic inflation outlook and increased risks to outlook impelled the MPC to 

tighten monetary policy to prevent a significant upward drift of inflation expectation.  

Interbank money market rates remained increased across the board in line with the Central Bank 

Rate (CBR) in the quarter ended June 2022, guided by the central bank operations as shown by 

Figure 4. The 7-day interbank weighted average rate rose by 54 basis points to 7.3 percent in the 

quarter to June 2022 while the overnight rate inched up 62 basis points to 7.1 percent in the same 

period as liquidity conditions tightened. 

The excess structural liquidity in the system was beginning to spillover to the interbank foreign 

exchange market (IFEM), causing volatility in the exchange rate. To minimize the spillover, on June 

23, 2022, BoU increased the Cash Reserve Requirement (CRR) from 8 percent to 10 percent of 

deposits.  The increase in the CRR locked-in, on average, more than Shs. 600 billion of structural 

liquidity.     

Figure 4: Central Bank Rate and interbank interest rates 

 
Source: Bank of Uganda  
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2.1.2 Primary market for treasury securities 

Overall, the yield curve is positively slopped implying that investors are taking more risks, an 

indication that economic growth is expected to be robust in the near- to medium-term. 

The yields on the treasury securities eased at the short end and edged up at the longer end of the 

curve.  The 182-day, 364-day T-bill rates and 2-year bond yield edged down to average 8.3 percent, 

9.3 percent, and 9.9 percent in the period, from 8.6 percent, 10.1 percent, and 10.7 percent in the 

quarter to February 2022, respectively. Conversely, bond yields on the 15-year and 20-year tenors 

increased by 10 basis points to averages of 14.5 percent. Exception was on the 91-day T-bill and 

10-year bond whose rates remained unchanged at 6.7 percent and 13.8 percent in the quarter to 

May 2022. 

2.1.3 Secondary market for treasury securities 

Yields on the longer-dated securities edged up relative to the Q-Mar 2022, in large part reflecting 

the private placements of government securities (Figure 5).  

Figure 5: Secondary market annualized yields on T-bills and T-bonds 

 
Source: Bank of Uganda 
 

2.1.4 Lending interest rates 

Commercial banks’ lending rates marginally declined to 18.8 percent in the quarter to May 2022, 

from 18.9 percent observed in the quarter to February 2022. Declines were registered across most 
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of the sectors except for the Agriculture, Trade, and personal and Household loans sectors. Save 

for Manufacturing, Trade, Transport and Communication, the remaining sectors continue to 

borrow at a cost higher than the industry average as shown by Figure 6. The premium on the 

industry average lending rates is consistently highest on loans channelled to land purchase, 

residential building and agriculture and has increased for the agricultural sector in the Quarter to 

May 2022. 

Figure 6: Three months moving weighted Average lending rates for selected sectors 

 
Source: Bank of Uganda 
 
 
 

2.1.5 Private sector credit 

Private Sector Credit (PSC) growth remains weak and marginally declined in the quarter to May 

2022. At 9.6 percent growth, annual PSC growth is about half the historical average and continue 

to be constrained by risk aversion of the lenders as exhibited by limited loan approval rate since 

the quarter to August 2021 (Figure 7 on the right). Despite steady increases in loan applications, 

lenders seem to be fixed on approving slightly above a half of the value demanded by borrowers. 

Adjusting for the exchange rate changes, year-on-year growth in PSC averaged 9.2 percent in the 

quarter to May 2022, a slowdown from the 9.7 percent growth in the quarter to February 2022 

(Figure 7 on the left). Over the same period, growth in foreign currency-denominated loans was 

grew by 8.5 percent reflecting the depreciation of the shilling, while shilling denominated loans 

growth marginally rose to average 10.4 percent in quarter to May 2022. 

Figure 7: Decomposition of private sector credit Growth [Left chart] and Loans applications (ugx.bn) 
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Source: Bank of Uganda 

 

Credit growth is sluggish in most of the major sectors with exception of the sectors with sizeable 

foreign exchange loans whose growth has been amplified by the recent depreciation of the shilling. 

Noteworthy slowdown of credit growth is apparent in the Personal and Households loans sectors 

and Building, Mortgage and construction sectors which could be a sign that the soaring inflation is 

filtering through credit markets. Credit growth is recovering in the Agricultural, trade albeit very 

weak and business services sectors (Figure 8).  

Figure 8: Sectoral PSC growth (%, year-on-year three months moving Average, sectoral 

shares in brackets)    

 
Source: Bank of Uganda 
 
 
 

2.2 Fiscal policy 

  
2.2.1 Government expenditure and revenue 

Revenue shortfalls continued to constrain fiscal operations in the eleven months of FY 2021/22. 

Total Government revenue (including grants) amounted to Shs. 19,743.8 billion, falling short of 
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the budget by Shs. 1,403.7 billion (Table 2). However, there was a 8.2 percent growth in domestic 

revenue collections when compared to the previous year.  

Relative to the Uganda Revenue Authority (URA) targets, total revenue collections in the eleven 

months of FY2021/22 amounted to Shs. 19,452.1 billion, Shs. 732.5 billion below their target 

largely due to underperformance in domestic revenues most especially VAT (Table 3). Net URA 

tax revenue amounted to Shs. 17,898.4 billion and NTR amounted to Shs. 1,230.8 billion, 

corresponding to shortfalls of Shs. 549.1billion and Shs. 103.8 billion, respectively. On an annual 

basis, net tax revenue grew by 10.2 percent in the eleven months of FY2021/22 compared to the 

14.2 percent in the corresponding period of the FY2020/21 while NTR increased by 2.4 percent 

in the same period compared to the increment of 154.3 percent registered in the previous year. 

 

Table 2: Revenue performance (billion shilling) 

  

Jul- 
May’20 

Jul- 
May’21 

Jul- 
May’22 

URA 
Target 

Jul-
May’22 

May’22 
Variation 

from 
Target 

Annual 
change 

2020/21 - 
2019/20 

(%) 

Annual 
change 

2021/22 - 
2020/21 

(%) 

Total Net Tax & Non-Tax 
Revenue 

15,267.7 17,437.3 19,129.2 19,782.1 -652.9 14.2 9.7 
Net URA tax revenue (excl. 
Refunds) 14,379.8 16,235.7 17,898.4 18,447.5 -549.1 12.9 10.2 

Gross Revenues 15,231.7 17,759.6 19,452.1 20,184.6 -732.5 16.6 9.5 

   Direct Domestic Taxes 5,083.9 5,496.8 5,973.3 6,143.9 -170.6 8.1 8.7 

   Indirect Domestic Taxes 3,609.0 4,080.6 4,463.5 5,214.7 -751.1 13.1 9.4 

o/w Mobile money transfers 72.3 109.0 116.2 114.3 1.9 50.8 6.6 

o/w Levy on mobile money 93.2 125.3 149.0 104.7 44.4 34.5 19.0 

o/w Internet data 0.0 0.0 77.1 115.5 -38.4 0.0 0.0 

o/w VAT 2,427.7 2,725.7 2,962.1 3,491.0 -528.9 12.3 8.7 

   Taxes on international Trade 5,953.6 6,860.9 7,682.8 7,425.5 257.4 15.2 12.0 

   Stamp duty & Embossing Fees 81.6 119.7 101.6 66.0 35.6 46.7 -15.1 

   Non Tax Revenue  472.5 1,201.6 1,230.8 1,334.6 -103.8 154.3 2.4 

Tax refunds -348.3 -322.3 -322.9 -402.5 79.7 -7.5 0.2 

Source: Ministry of Finance Planning and Economic Development 

Government expenditure amounted to Shs. 29,066.0 billion compared to the programmed 

expenditure of Shs. 30,750.9 billion. The resultant fiscal deficit of Shs. 9,322.1 billion was below 

the projected deficit by Shs. 281.3 billion and was largely funded by external sources. 

The government stepped up net domestic financing (NDF) to Shs. 4,992.41 billion from the Shs. 

3542.67 billion, which is an increase of Shs. 1,449.74 billion raised in June 2022 through private 

placement. This increase in the NDF resulted in increases in yields across all the continuum.  
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In addition, the government has requested for additional for additional Sh. 780 billion in non-

market auctions, which is to be conducted in the last week of the June 2022. The additional request 

will lead to an increase in NDF for FY 2021/22 to Shs.5,772.41 billion.    

 

Table 3: Fiscal operations (billions shilling) 

       

Jul-
May’21 

Prel. Jul-
May'22 

Approved 
Budget Jul-

May’22 

Variation Annual 
change  (%) 

Revenue & Grants    19,435.6     19,743.8     21,147.5  -    1,403.7               1.6  

    Revenue    17,634.9     19,129.2     19,782.1  -        707.2               8.2  

    Grants      1,800.7           668.9       1,365.4  -        696.4  -          62.9  

Expenditure & Lending    32,132.6     29,066.0     30,750.9  -    1,685.0  -            9.5  

    Current Expenditure    17,041.9     18,640.7     16,920.6        1,720.2               9.4  

o/w Interest payments      3,811.5       4,207.9       4,207.9                0.0             10.4  

Domestic      2,858.5       3,167.7       3,167.7                0.0             10.8  

External          952.9       1,040.1       1,040.1                0.0               9.2  

    Development Expenditure    13,674.7       9,710.1     13,389.9  -    3,679.7  -          29.0  

    Net lending/repayments          640.6           119.9             81.1             38.8  -          81.3  

    Domestic arrears repayment          775.4           595.2           359.4           235.8  -          23.2  

Primary Deficit  -    8,885.6  -    5,114.3  -    5,395.6           281.3  -          42.4  

Deficit (excluding grants) -  14,497.7  -    9,991.1  -  10,968.8           977.8  -          31.1  

Deficit (including grants) -  12,697.0  -    9,322.1  -    9,603.5           281.3  -          26.6  

Financing (net)    12,697.0       9,322.1       9,603.5  -        281.3  -          26.6  

    External Financing (net)      3,867.9       3,865.3       5,469.1  -    1,603.8  -            0.1  

    Domestic Financing (net)      7,329.6       3,213.2       4,134.4  -        921.1  -          56.2  

Errors & Omissions      1,499.5       2,243.7                  -        

Source: Ministry of Finance Planning and Economic Development 

 

2.2.2 Public debt stock 

Provisional data show that total public debt stock (in nominal terms) at the end of May 2022 stood 

at Shs. 78,522.6 billion which is approximately 51.2 percent of GDP and a 11.8 percent increase 

from June 2021 compared to a 17.3 percent rise registered in the same period last year (Table 4). 

The increase was largely due to a 16.3 percent increase in domestic debt. External debt continued 

to maintain the dominant share of 62.3 percent of the total public debt. In dollar terms, the stock 

of public external debt as at the end of May 2022 stood at US$ 12,958.0 million, which was a 2.9 

percent increase from its June 2021 levels but still lower than the 14.7 percent increase recorded 

over the same period in 2021. 

Table 4:Total public debt stock (Shs. billion) 
Public Debt Indicator Jun’20 May’21 Jun’21 Prov. 

May’22 
Change Jun'20 - 

May'21 (%) 
Change Jun'21 - 

May'22 (%) 

Total Gross Debt (Shs.Bn) 57,432.6 67,395.9 70,224.1 78,522.6 17.3 11.8 

   External (Shs. Bn) 39,184.5 42,725.7 44,772.9 48,927.7 9.0 9.3 
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   Domestic (Cost, Shs. Bn) 18,248.1 24,670.2 25,451.1 29,594.9 35.2 16.3 

   External (US$, Mn)  10,504.8 12,049.9 12,588.3 12,958.0 14.7 2.9 

UShs./US$ eop rate 3,730.1 3,545.7 3,556.7 3,775.9 -4.9 6.2 

Source: Bank of Uganda 

Debt owed to multilateral creditors formed the bulk of the country’s total external debt stock, 

accounting for 68.3 percent mainly on account of World Bank’s concessional lending arm, the 

International Development Association (IDA), which accounted for 34.4 percent of the total 

external debt stock (Table 5). The share of debt stock owed to commercial lenders increased to 

17.3 percent in May 2022 from 15.5 percent in Jun 2021 largely on account of the borrowing from 

AfriExim Bank and Exim Bank of China and commercial loans grew by 14.7 percent during the 

period. 

Table 5:Public External Debt by Concessionality (US$ Million, end period) 
Creditors May'21 Jun'21 May'22 Share (%) as at 

May'22 
Change Jun'21 - 

May'22  (%) 

 Concessional  7,121.23 7,233.50 7,290.73 56.26 0.79 

 o/w IDA  4,325.14 4,422.83 4,461.03 34.43 0.86 

 o/w ADF  1,462.38 1,458.49 1,479.60 11.42 1.45 

 Non-Concessional  4,928.65 5,354.81 5,667.30 43.74 5.84 

 Semi-Concessional  3,227.09 3,401.72 3,426.84 26.45 0.74 

 o/w Exim Bank of China  1,614.43 1,595.79 1,545.93 11.93 -3.12 

 o/w IMF  521.53 779.91 852.52 6.58 9.31 

 o/w AfriExim Bank  0.00 0.00 0.00 0.00 0.00 

 o/w UKEF  317.23 232.38 226.80 1.75 -2.41 

 o/w ADB  185.04 187.68 228.85 1.77 21.94 

 Commercial  1,701.56 1,953.09 2,240.46 17.29 14.71 

 o/w Exim Bank of China  831.68 844.31 914.34 7.06 8.29 

 o/w TDB  365.99 598.12 494.08 3.81 -17.39 

 o/w Stanbic SA  365.99 367.29 321.34 2.48 -12.51 

 o/w AfriExim Bank  0.00 0.00 380.22 2.93 0.00 

 o/w StanChart  137.90 139.43 125.76 0.97 -9.80 

 Grand Total  12,049.88 12,588.30 12,958.03 100.00 2.94 

Source: Bank of Uganda 

The non-bank sector remained the dominant holder of government securities, accounting for 58.7 

percent of the total stock as at end May 2022 (Table 6). The share of offshore holdings to total 

stock declined to 9.4 percent in March 2022 from 10.6 percent in June 2021. However, their holding 

of government debt securities has increased by 8.9 percent between June 2021 and May 2022. 

Table 6: Stock of Government Securities by Holder (Cost value, Shs. Billion, end period) 

Holder   Jun’20   May’21   Jun'21   May'22  
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TBonds      13,792.1       19,219.0      19,724.4      24,685.1  

Bank of Uganda                6.3            481.7            489.7            932.4  

Other Depository Corporations (ODCs)        3,745.9         5,068.0         5,179.4         7,341.2  

Offshore         1,125.5         2,254.6         2,367.2         2,427.2  

Others        8,914.4       11,414.7      11,688.1      13,984.2  

T Bills        4,456.1         5,451.1         5,726.7         4,909.7  

Bank of Uganda                2.2                   -                     -                     -    

ODCs        3,612.4         4,402.4         4,527.8         3,942.7  

Offshore                   -              231.1            340.4            352.0  

Others           841.4            817.7            858.6            615.0  

Bank         7,366.8         9,952.1      10,196.9      12,216.4  

Non-Bank      10,881.3       14,718.1      15,254.2      17,378.5  

Total Stock      18,248.1       24,670.2      25,451.1      29,594.9  

Share (% of Total Stock) 

Bank of Uganda              0.05               1.95              1.92              3.15  

ODCs           40.32            38.39            38.14            38.13  

Offshore               6.17            10.08            10.64              9.39  

Others           53.46            49.58            49.30            49.33  

Bank           40.37            40.34            40.06            41.28  

Non-Bank           59.63            59.66            59.94            58.72  

Source: Bank of Uganda 

Despite the recent rise in Uganda’s Debt, the outlook to debt sustainability is positive. On 20th 

June 2022, Fitch Rating agency upgraded Uganda’s Long-Term Foreign-Currency Issuer Default 

Rating (IDR) to B+ from negative. The stable Outlook reflects Fitch's expectation that sustained 

recovery in real GDP growth and fiscal deficit reduction will lead to a broad stabilisation of the 

government debt to GDP ratio. Main risks to this outlook included rising inflation and tighter 

financing conditions which pose risks to the near-term growth outlook and this could slow the 

pace of the fiscal adjustment, but the expected increase of investment into the hydrocarbon sector 

to would support robust growth over the medium term. Moreover, all the domestic public debt 

risk indicators remained with the thresholds set in the Public debt management framework. 

The FY2022/23 budget themed on “Full Monetization of Uganda’s Economy through Commercial 

Agriculture, Industrialization, Expanding and Broadening Services, Digital Transformation and Market Access” 

premised the fiscal outlook on ensuring debt sustainability balanced with the need for peace and 

security, social economic transformation through enhancing human capital development and 

innovation, supporting economic recovery from the impact of the pandemic, enhance public sector 

effectiveness and efficiencies, and  Commercialization of oil and gas.  

In FY2022/23, Nominal GDP is projected to grow by 11.9 percent to UGX 181,413 billion. Total 

revenues and grants are projected at 15.3 percent of GDP of which tax revenues are 13.1 percent 

of GDP and Non-tax revenues are 1 percent of GDP. Total expenditure is projected at 20.6 percent 

of GDP, 1 percentage point lower than the expenditure estimate for FY2021/22. Current 

expenditure is projected at 12.5 percent of GDP of which wages and salaries are expected to decline 
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by 0.2 percentage points of GDP to 3.5 percent and interest payment projected at 3.3 percent of 

GDP while Development spending is expected to slow down by 1 percentage point of GDP to 7.5 

percent. The overall fiscal deficit is projected to narrow to 5.2 percent from an estimated 7.3 percent 

in FY2021/22.  Deficit financing from external sources is projected 2.7 percent of GDP while Net 

domestic financing is expected at 2.5 percent of GDP equivalent to UGX 4,509 billion. In the 

medium term the fiscal deficit is projected at 3 percent of GDP, an EAC convergency criteria. 

The risks to this the fiscal short-term outlook seem to be tilted to downside including the increasing 

inflationary pressures causing many public sector workers to demand for higher wages and 

undermine growth and thus tax performance leading to a wider deficit. Increasing security in the 

region is another big risk to the budget which could increase security spending beyond the budget 

but damage trade and economic growth translating into lower revenues. The tightening monetary 

and financial conditions both domestically and globally will most likely increase the cost of 

borrowing by government thereby increasing interest rate payments.  

2.3 Balance of payments and exchange rates 

2.3.1 Balance of payments 

Preliminary data indicates that the current account deficit widened by 7.2 percent in the twelve 

months to May 2022 to US$3,774.71, largely reflecting the bulge in the trade deficit and to some 

extent due to deterioration of both the primary and secondary income accounts. The services deficit 

however moderated and rendered some support to the current account due to the rebound in 

tourism exports receipts and a decline in payments for other business services (Figure 9a, Left).  

The widening of the trade deficit reflects the deteriorating Terms of Trade (TOT) that have 

worsened by 15.7 percent on average during the twelve months to May 2022 owing to the surge in 

prices of imports at pace that largely surpassed that of exports (Figure 9a, right). The TOT 

embarked on a deterioration trend since March 2020 and the slope during the April 2021 and 2022 

has been particularly steeper. 

Reflecting the war induced escalation in global commodity prices, the imports price index grew by 

32.7 percent due to the combination of the surge of oil and non-oil imports prices which 

respectively rose by 67.4 percent and 29.3 percent in the period. The value of goods imports 

contracted by -8.6 percent as the price effects were marginally dominated by the 13.5 percent and 

33.4 percent respective contraction in the volume of oil and non-imports (Figure 9b). The 

contraction in imports is a vivid sign that domestic demand is slowing. Nonetheless, total exports 

of goods, excluding gold expanded by 27.9 percent largely due to increases in export prices. 
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The primary account deficit continued to widen reflecting increasing interest payment on public 

debt while the reduction in the secondary income is on account of a reduction in aid inflows to the 

government, personal transfer receipts and transfers to NGOs. 

 

Figure 9a: Current Account Balance (US$ Mns, 12-months to April ) and monthly Terms of Trade Index 

 

Figure 9b: Volume and price growth for imports and exports (Percent, 12 Months to April) 
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Figure 9c: Financial Account of BOP (US$ Million, 12months to April) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Bank of Uganda 

 
The current account was sufficiently financed by majorly other investments inflows particularly 

loan disbursement to government including those from the IMF and Trade credits to the private 

sector. The other investments inflows amounted to US$2,506.20 million during the twelve months 

to May 2022 which is 25.4 percent higher the other investment inflows during a similar period 

before and loan disbursements to government accounted for over ½ of these inflows. FDI inflows 

were also buoyant and rose by 32 percent in the period to US$1,195.8 million while portfolio capital 

registered a net outflow of US$103.9 million in the twelve months to May 2022 of which US$129 

million was registered in the three months to May 2022. Consequently, total financial inflows on a 

net basis were relatively unchanged at US$3,255.5 million culminating into an increase in the overall 

balance of payment surplus to US$525.67million (Figure 9c). 

The estimated stock of reserves at the end of May 2022 was US$4,231.4 million, equivalent to 4.3 

months of imports cover, up from a stock of US$ 3,613.2 million at the end of May 2021, equivalent 
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to 4.0 months of imports cover. Reserves were bolstered by the second loan disbursement under 

the IMF Extended Credit Facility, received in March 2022. 

 

2.3.2 Balance of payments outlook 

 

The near-term outlook to Uganda’s external sector is uncertain due to the uncertainty surrounding 

the resolution of the ongoing geo-political tensions in Europe. In addition, renewed lockdowns in 

China associated with COVID-19 resurgence, are once again disrupting trade and may lead to 

renewed shortages of manufacturing inputs and hike of the commodity prices. The current account 

deficit is expected to deteriorate, driven by the surging oil price and non-oil commodity prices, 

which is expected to result into a wider trade deficit. The financial account surplus is expected to 

narrow, as the slowdown of global growth and heightened tightening of the global financial 

conditions may constrain capital inflows. 

In the medium term, the current account deficit is projected to widen, before progressively 

narrowing in FY2026/27 while the financial account surplus is projected to gradually narrow 

throughout the medium term, owing to decreased budget support loan inflows and portfolio 

investment inflows. On the upside, the current account will be supported by increased export 

revenues bolstered by intra-African free trade Area (AfCFTA), buoyant remittance inflows and 

steady tourism receipts while the financial surplus will be bolstered by strong FDI inflows 

associated with oil sector-related capital investment. 

2.3.3 Exchange rates 

The foreign exchange market came under intense pressure experiencing heightened volatility in 

May 2022. The volatility however tapered-off somewhat in June 2022 but the shilling stayed on a 

depreciation path, stocking the highest depreciation pressure in the EAC region (Figure 10). This 

was at the back of bearish sentiments occasioned by tightening of monetary policy by the Fed and 

other advanced economies’ central banks leading to offshore investors adjusting their portfolio 

holdings in Uganda. In addition, the deteriorating terms of trade that has caused the demand for 

dollars to increase amongst the energy companies and other importers has also added to the 

pressure. Consequently, the unit made a loss of 3.1 percent month-on-month and 5.8 percent year-

on-year to the US dollar in June 2022. To stem the volatility, Bank of Uganda intervened by selling 
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US dollars amounting to US$260 million in the two months of May and June 2022 and stayed 

reserve accumulation purchases.  

Figure 10: Volatility of selected EAC currencies against the US dollar 

 
Source: Bank of Uganda 

 

The Uganda shilling was relatively stable in real effective terms during the quarter to May 2022, 

depreciating by 0.5 percent quarter-on-quarter due to the nominal depreciation of the shilling 

against the dollar.  On a year-on-year basis, the REER slightly appreciated by 0.2 percent during 

the three months to May 2022 reflecting both the nominal depreciation of shilling against the US 

dollar and declining foreign inflation relative to the domestic in the quarter under review (Figure 

11). 

Figure 11: Real Effective Exchange rate Decomposition (y/y, % logarithmic changes) 

Source: Bank of Uganda 
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In the near-term, the shilling may continue to weaken as the US dollar strengthen globally. This 

view is underpinned by the Fed’s more hawkish monetary policy stance and the impact of the 

deteriorating terms of trade on the current account of the balance of payments. 

 

2.4 Domestic economic activity 

Preliminary estimates from Uganda Bureau of Statistics (UBOS) shows that the economy grew by 

4.6 percent in FY2021/22 higher than the revised growth of 3.5 percent in FY2020/21 (Figure 12, 

Right). The rise in growth of the economy was driven by the industry and services sector which 

contributed 49.1 percent and 40.7 percent to the acceleration of economic growth. Growth in the 

industry sector accelerated to 5.4 percent from the 3.5 percent registered the previous year largely 

driven by mining and manufacturing activities with a 91 percent combined contribution to the 

increase of the sector growth. The mining activities expanded by 21.8 percent a more than 3 folds 

increase compared to the previous year while growth in manufacturing increased to 3.9 percent 

from the 2.2 percent observed in FY2020/21.  The services sector growth was at 3.8 percent, 1 

percentage point higher than the previous fiscal year growth, largely attributable to the expansion 

of real estate activities which contributed 38.5 percent to the sector growth. Trade and repairs and 

Human health and social work activities also made notable contribution to growth of the service 

sectors.  The Agricultural, Forestry and Fishing activities is estimated to have grown at a constant 

rate of 4.3 percent in FY2021/22 and were mainly bolstered by crops and livestock subsectors 

which when combined grew at 4.9 percent during year, lower than 4.1 percent the previous year. 

 

Figure 12: Real GDP Growth and Demand [Left] and Supply Side Drivers  

Source: UBOS, June 2022 

 

On the demand side of the economy, increased aggregate demand during the FY2021/22 came 

from mainly increased investment (Figure 12, top Left) which grew at rate of 7.9 percent in 

FY2021/22 higher than the 4.6 observed the previous year. This is consistent with the business 
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optimism signalled by the Stanbic PMI and Business tendency index of the BOU. The increased 

investment spending contributed 80 percent to the increase in the growth of aggregate demand. 

The growth of investment spending was largely accounted for by the private sector whose gross 

fixed capital formation rose by 14.5 percent. The investments were mainly directed to commercial 

structures, Other Machinery and Equipments, and Oil and Mineral Exploration activities. Gross 

Fixed Capital Formation by government on the other hand declined by 6.8 precent which is 

attributable to slow execution of some government development projects. 

Growth in both private and government final consumption spending was weaker than in the 

previous year. Private final consumption spending slowed down to a growth 4 percent, 2 percentage 

points lower than the previous year and largely reflects slowdown in consumption of households. 

The slowdown in growth of household spending is consistent with pessimism signalled by 

Consumer Confidence Index and the elevated prices for consumer goods. Government 

consumption also slowed down 4.3 percent in FY2021/22 from 6.5 percent observed the previous 

year.  

Net exports continued to drag down aggregate demand after the demand for exports of goods 

contracted by 26.8 percent. Imports of goods and services contracted by 10.9 percent which is a 

reversal of 33.2 percent growth increased the previous year. Accordingly, net-exports contributed 

minus 1.2 percentage points to the growth of aggregate demand. 

Nonetheless, impacted by adverse global economic developments and higher domestic inflation, 

prospects for domestic economic growth in the near-term are diminishing. The optimism for 

economic recovery from the removal of pandemic restrictions in January 2022 has been dampened 

by the effects of the Russia-Ukraine conflict. Latest data on both hard and soft indicators show 

that the pace of economic recovery is weakening. The Composite Index of Economic Activity 

(CIEA) signalled a growth of 0.9 percent in the quarter to May 2022, a remarkable slowdown from 

the 2.1 percent growth observed in the three months to February 2022 (Figure 12). Moreover, the 

growth of the CIEA in the eleven months of the FY2021/22 so far is estimated at 4.1 percent a 

marked decline from the growth of 6.2 percent in a similar period the previous year. Growth of 

economic activity is being dragged down by softening growth in the industry and Agriculture 

sectors.  The slowdown in these sectors is largely consistent with the declining private sector credit, 

softening business sentiments and declining growth in the volume of imports due tightening 

business operating conditions at the back of increasing price pressures.  Reflecting tightening 

business operating conditions, the Producer price Index grew by 16.1 percent year-on-year in April 

2022, from about 13.8 percent observed in January 2022.  The marginal costs of production that 

was slowing due to the then easing global supply constraints have reversed course and continue to 

escalate owing to the Russia-Ukraine conflict. In addition, indicators that measures the strength of 
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private absorption such as Value Added Tax and consumer confidence index and imports growth 

are also softening.  

Both the Stanbic Purchasers Mangers’ Index (PMI) and the Bank of Uganda’s Business Tendence 

Index (BTI) which are indicators of business confidence and business operating conditions were 

less optimistic in June 2022 indicating softening growth in economic activity for the second quarter 

of 2022 and is consistent with the signal from the CIEA. The PMI was less upbeat in June 2022 at 

with a reading of 50.9 as price pressures continue to constrain demand (Figure 10, right). The 

Business Tendency Index (BTI) sent a mixed signal of more business optimism with a reading of 

stood at 59 points in June 2022, the highest since July 2019 (Figure 13). Consumer sentiments 

about present and expected economic situation remains negative and were more pessimistic in the 

quarter to June 2022.  Consumer sentiments which were steadily improving after the full economy 

reopening started deteriorating in March 2022 reflecting the war induced further surge in consumer 

prices. 

 

Figure 13:  High frequency indicators of Economic activity CIEA, PMI, BTI and CCI   

 
Source: Bank of Uganda, Statistics Department 
 

Consumer Confidence Index  

 

Source: S&P Global and BOU 

1. The Stanbic Bank Uganda PMI is compiled by S&P Global from responses to 

questionnaires sent to purchasing managers in a panel of around 400 private sector 

companies which are stratified by sector and workforce size, based on contribution to 

GDP and employment size. The PMI is a weighted average of the following five indices: 

New Orders (30%), Output (25%), Employment (20%), Suppliers’ Delivery Times (15%) 

and Stocks of Purchases (10%). For the PMI calculation the Suppliers’ Delivery Times 

Index is inverted so that it moves in a comparable direction to the other indices. 

2. The Business Tendance Index (BTI) is compiled bank of Uganda and is a 

sectoral weighted average of Agriculture (27.2%), Construction (6.4%), 

Manufacturing (17.4%), Other services (38.1%) and Wholesale & retail 

trade (10.9%). The Index is compiled from responses to questionnaires 

sent to about 300 private sector companies. 
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Source: BoU 
The Consumer Confidence Index is compiled by the Bank of Uganda from a monthly survey of 500 

randomly selected individuals subscribing on the MTN and Airtel telephone networks. 

 

 

The outlook to economic growth is less favourable than previously projected. Growth is now 

projected in the range of 4.5 - 5.0 percent in 2022, which is a 1 percentage point down grade from 

April 2022 projection. Weaker external demand at the back of surging global commodity prices, 

and the resultant high domestic inflation will lead to tighter monetary conditions, thereby 

constraining aggregate demand domestically.  

 

The risks to the growth outlook are tilted to the downside including weaker global growth, 

escalation of geopolitical conflicts, persistent global supply chain disruptions, tighter global 

financial conditions and the associated heightened global economic uncertainty, and higher 

inflation. These downside risks are dampening consumer and investor confidence, heightening 

exchange rate volatility, and prolonging weak growth in private sector credit. Nonetheless, in the 

medium-term, the economy will grow at 6 - 7 percent supported by public and private investments 

in the oil sector. 

 

2.5 Inflation 

The effects of the war induced spike in global commodities prices and the related sanctions on 

Russia, trade restrictions on some commodities by some countries, COVID-19 restrictions, and 

recent rapid weakening of the Uganda shilling have caused substantial rise in marginal costs of 

production and importing. These combined with widespread dry weather conditions in the country, 

have accelerated the rapid rise in domestic inflation.   Inflation is increasing rapidly and is 

broadening across the basket of consumer goods and services.  The annual headline and core 

inflation rose to 6.8 percent and 5.5 percent in June 2022 from 2.7 percent and 2.3 percent in 

January 2022, respectively (Figure 14). The prices of essential commodities such as cooking oil and 

soap, food, fuel, and transportation, have risen sharply. For example, on a year-on-year basis, liquid 

Fuel prices have risen by 44.7 percent in June 2022, representing a pass through of 52 percent from 

international crude oil price.  Cooking oil price rose by 43 percent in June 2022 representing a pass 

through of 85 percent from the global palm oil prices.  

Inflation in the other goods category which comprise mostly tradable goods is the main driver of 

inflation contributing about 55 percent to the acceleration of inflation between January and June 

2022. Inflation in this category rose to 9.3 percent in June 2022 from 4.3 percent in January 2022. 

The short and scattered rains have caused the food crops and related items inflation to rise at a 

faster pace and is contributing nearly ¼ to the inflation acceleration. Food crops and related 

inflation rose to 14.5 percent in June 2022 from   3.7 percent in January 2022. Services inflation is 



30 | P a g e  

 

 

contributing 10.9 percent to the rise in inflation after rising from zero percent in January to1.1 

percent in June 2022.  Electricity, Fuels, and utilities inflation has also rose to 14.2 percent from 

6.5 percent and contributed about 12.6 percent to the rise in inflation during the same period. 

Figure 14 shows the evolution of inflation and its decomposition. 

Figure 14: Monthly Domestic inflation (y/y, bars are contributions to Headline) 

 
Source: Uganda Bureau of Statistics 

 

2.6 Outlook and risks 

2.6.1 Economic growth outlook 

In 2022, real GDP growth is projected in the range of 4.5-5.0 percent which is lower than 5.5-6.0 

percent is projected in April 2022, driven by surging energy and non-energy commodity prices, 

deteriorating domestic inflation. The risks to the growth outlook are tilted to the downside due to 

the weaker-than-expected global growth, further escalation of geopolitical conflicts, persistent 

global supply chain disruptions, heightened global economic uncertainty; higher inflation which is 

dampening global and domestic consumer confidence and prolonged weak growth in private sector 

credit. This is expected to constrain aggregate demand, tighten monetary conditions, and weaken 

external demand. 

2.6.2 Inflation outlook 

The rapid weakening of the Uganda shilling against the US dollar coupled with rising food and 

energy prices have worsened the inflation outlook since the April 2022 forecast round. Higher 
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business costs are likely to spread into consumer prices, thereby pushing inflation higher in the 

coming months. Consequently, annual headline and core inflation are now forecast to average 7 

percent and 6.1 percent, respectively, in 2022, which is higher than earlier projections. Inflation is 

projected to peak in the second quarter of 2023 before gradually declining to stabilise around the 

medium-term target of 5 percent by mid-2024 (Figure 15). growth and inflation. The global 

economy still yet to recover from the Covid-19 pandemic has been set back further by the war, 

resulting in a downward revision of the growth forecasts. 

Furthermore, inflation in many countries has risen due to supply distortions and weather-related 

issues in South America. In as much as crude oil prices declined somewhat due to a lockdown in 

China and the weak global growth outlook, they are still expected to remain above US$100 per 

barrel until 2023Q1 due to the Organisation of the Petroleum Exporting Countries (OPEC+) 

unwillingness to increase production coupled with geopolitical tensions in Russia and Libya. As 

such, most economies have now adopted less accommodative monetary policy stances to rein in 

inflation. 

The inflation outlook is very uncertain and highly dependent on the evolution of the Russia-

Ukraine war and possible measures to contain the conflict. However, the BOU assesses that the 

balance of risks to the inflation outlook is tilted to the upside. On the upside, more aggressive 

monetary policy in advanced economies could intensify capital outflows from Uganda leading to a 

more rapid depreciation of the Uganda shilling. Furthermore, more stringent sanctions on Russia, 

trade restrictions by some countries and strict measures to contain new Covid-19 strains could 

worsen supply bottlenecks resulting in a surge in commodity prices thereby worsening Uganda’s 

terms of trade. On the upside, growth could slow down further as inflation erodes the value 

incomes and tighter financial conditions constrain investment and consumer demand. 

Furthermore, a bumper crop harvest could result in lower food crop prices.  

Considering the risks to the inflation outlook, two alternative scenarios were constructed. The first 

scenario considered the effect of higher commodity prices resulting from stricter sanctions on 

Russia and harsh measures to contain the spread of new Covid-19 strains, further affecting supply 

chains and resulting in higher international energy and non-energy prices. In this scenario, core 

inflation would be 0.3 percentage points higher than the baseline in 2023 (Figure 15). 
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Figure 15: Alternative scenario with higher commodity prices 

Source: Bank of Uganda  

The second alternative scenario considered the effect of a more depreciated exchange rate than 

assumed in the baseline occasioned by a more substantial tightening of monetary conditions in 

Advanced Economies and resultant portfolio outflows. In this scenario, core inflation is, on 

average, 0.6 percentage points, and 1.2 percentage points higher than the baseline in 2022 and 2023, 

respectively (Figure 16). 

Figure 16: Alternative scenario with a more depreciated exchange rate 

Source: Bank of Uganda 
 
 

3. CONCLUSION 

The adverse global economic developments and higher inflation have diminished the prospects for 

domestic economic growth. The optimism for economic recovery from the removal of pandemic 

restrictions in January 2022 has been dampened by the effects of the Russia-Ukraine conflict. 

Although UBOS GDP estimates indicate an increase in growth of economic activity for the 

FY2021/22, the Composite Index of Economic Activity (CIEA) is signalling a slowdown in the 

pace of economic recovery especially in the second half of the financial year. The growth of the 

CIEA declined to 0.8 percent in the three months to April 2022 from 2.4 percent in the three 

months to January 2022 and this well collaborated by declining optimism of investors, increasing 

pessimism by consumers and declining imports growth. Consequently, economic growth is now 
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projected in the range of 4.5 - 5.0 percent in 2022, which is lower than the previous 5.5 - 6.0 percent 

projection of April 2022. Weaker external demand coupled with surging commodity prices, and the 

resultant high domestic inflation will lead to tighter monetary conditions, thereby constraining 

aggregate demand.  

 The risks to the growth outlook are tilted to the downside, including weaker global growth, 

escalation of geopolitical conflicts, persistent global supply chain disruptions, heightened global 

economic uncertainty, and higher inflation. These downside risks are dampening consumer 

confidence, heightening exchange rate volatility, and prolonged weaknesses in private sector credit 

growth. Nonetheless, in the medium-term, the economy will grow at 6 - 7 percent supported by 

public and private investments in the oil sector.  

Inflation is increasing rapidly and is spreading broadly across the basket of consumer goods and 

services.  The annual headline and core inflation accelerated to 6.3 percent and 5.1 percent in May 

2022 from 2.7 percent and 2.3 percent in January 2022, respectively due to global supply-demand 

imbalances caused by the Covid-19 pandemic related supply chain disruptions which have been 

heightened by the Russia-Ukraine conflict. The recent rapid weakening of the Uganda shilling 

against the US dollar coupled with rising domestic food prices due to the short and scattered rains 

have worsened the inflation outlook since the April 2022 forecast round. Higher business costs are 

likely to spread into consumer prices, thereby pushing inflation higher in the coming months. 

Consequently, annual headline and core inflation are now forecast to average 7 percent and 6.1 

percent, respectively, in 2022, which is higher than earlier projections. Inflation is projected to peak 

in the second quarter of 2023 before gradually declining to converge at the medium-term target of 

5 percent by mid-2024.  

The inflation outlook is significantly uncertain, with the balance of risks tilted to the upside. The 

main downside risks include heightening of the global inflationary pressures amidst persistently 

higher world food and energy prices if the Russian-Ukraine conflict become protracted and 

worsens, in addition to further tightening of supply chains due to restrictions related to new Covid-

19 virus strains in Asia. A sharper tightening of monetary conditions by advanced economies 

targeted at controlling the escalating inflation could intensify portfolio outflows from frontier 

markets like Uganda, thereby further weakening the Uganda shilling. In addition, further 

deterioration of the terms of trade, could further increase the demand for foreign exchange required 

to purchase the same quantity of goods thereby exerting further pressure on the exchange rate. On 

the other hand, inflation might be lower than projected in the baseline if domestic demand gets 

much weaker as higher inflation squeezes consumers’ real incomes much faster and investments 

demand gets more constrained due to tighter financial conditions. 
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While the inflationary pressures supply in nature and are likely to be temporary dependent on how 

fast the Ukraine conflict is resolved, the worsening outlook to inflation, increasing risks and 

uncertainties on the downside could cause inflation expectations to significantly drift upwards. To 

prevent this drifting of inflation expectations, the MPC decided to tighten monetary policy in June 

2022. Accordingly, the MPC raised the CBR by 1 percentage point to 7.5 percent and maintained 

the band on the CBR at +/- 2 percentage points. The margins on the CBR for the rediscount and 

bank rates were maintained at 3 percentage points and 4 percentage points, respectively. 

Subsequently, the rediscount and bank rates are now 10.5 percent and 11.5 percent, respectively. 

Also, the BoU will phase out the remaining targeted credit relief measures for the education and 

hospitality sectors on 30 September 2022. Similarly, the Covid-19 Liquidity Assistance Program 

(CLAP) for managing potential liquidity risks arising from the pandemic as well as the restriction 

on payment of dividends and other discretionary distributions of Supervised Financial Institutions 

expired on 31 May 2022. 

 

 


