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EXECUTIVE SUMMARY 

1. This report presents economic developments for the quarter to February 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 main parts. Part 

one presents the external environment and implications for Uganda and Part 2 presents the 

domestic economic developments that are relevant for monetary policy.  

2. Global economic growth is expected to be sluggish in 2022, declining to 4.4 percent from 5.9 

percent in 2021 and to dip further to 3.8 per cent in 2023. The 0.5 percentage points forecast 

revision relative to the October World Economic Outlook growth projections for 2022 largely 

reflects forecast downgrades for the US and China. The lower global economic recovery is on 

account of the waning fiscal support in Advanced Economies, the rising energy prices, and 

slower China growth on account of the power outages as well as turbulence in the real estate 

sector.  

3. The pick-up in global inflation has been widespread and persistent, reflecting persistent supply 

shortages amidst higher transportation costs, wage pressures as labor mismatches persist in 

some countries, and high energy and other commodity prices occasioned by geo-political 

conflicts. The rise in inflation has been highest in the US where it is expected to peak at an 

average 6.6 percent in first quarter of 2022 while inflation remains low in both China and 

Japan. Overall, inflation in 2022 is expected to average 3.9 percent in Advanced Economies 

and 5.9 percent in Emerging Markets and Developing Economies respectively. The concerns 

over high inflationary pressures could prompt AEs to raise their interest rates further.  

4. International commodity prices continued to rise, reflecting increased consumer demand, as 

economies recover amidst supply-side constraints, geo-political conflicts, and weather 

disruptions. The Brent crude oil prices averaged 95.8 in February 2022 and the raging war 

between Russia and Ukraine and the associated sanctions has dramatically pushed the price 

further beyond US$110 per barrel in early March 2022. Overall, the risks to the oil prices have 

heightened and the prices might not decline any sooner than previously envisioned. 

5. Global financial market conditions are tightening as countries withdraw their monetary 

accommodation over concerns of higher inflationary pressures most especially in AEs and 

some EMDEs. As such, Bond yields for the 10-year treasury bonds rose in the US, UK, and 

Japan in February 2022.  As International markets become tighter, combined with the 

sanctions on Russia over attack on Ukraine, depreciation pressures due to capital flight for 
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safety and quality could emerge. This would increase the cost of borrowing in the EMDEs 

thereby stretching public finances. 

6. On the domestic scene, BOU’s Monetary Policy Committee maintained the CBR at 6.5 percent 

at its February 2022 Meeting as this was judged to be consistent with achieving the inflation 

target of 5 percent in the medium term. Money market rates remained well-anchored around 

the Central Bank Rate (CBR) and declined in the quarter to February 2022. 

7. Yields on government securities were generally stable on the short end during the quarter but 

rose on the longer end reflecting government deliberate efforts to lengthen the maturity profile 

of its domestic debt. However, commercial banks’ interest rates increased reflecting 

commercial banks uncertainty about the strength of the balance sheets of borrowers due to 

the impact of the COVID-19 pandemic now that credit relief measures expired for most of 

the sectors except education and entertainment. The weighted average lending rate on the 

shilling-denominated loans rose to 19.3 percent in the quarter to February 2022 from 19.0 

percent in the quarter to October 2021.  

8. Private Sector Credit growth lost momentum in the quarter to January 2022, due to uncertainty 

over the rising spread of the Omicron infections towards the end of 2021. Year on year growth 

in PSC slowed down to an average of 8.6 percent down from 9.5 percent in the quarter to 

October 2021, largely reflecting a deceleration in shilling loans. Growth in shilling 

denominated loans fell to average 10.4 percent from 12.0 percent over the period while growth 

in foreign currency-denominated loans improved to 4.8 percent compared to 4.1 percent in 

the quarter to October 2021. The fact that demand for credit is increasing, the slowdown in 

credit growth could be an indication that banks risk averse and are concentrating more on 

recoveries. 

9. Revenue shortfalls constrained fiscal operations in the first seven months of the FY2021/22. 

Revenue underperformed by Shs. 969.3 billion on account of lower than target domestic tax 

and non-tax revenues. In addition, grants were short by Shs.618.9 billion. Government 

expenditure and lending underperformed by Shs. 2,844.6 billion compared to the programmed 

expenditure, due to underperformance in the development expenditure of Shs. 3,870.3 billion, 

reflecting slow absorption by some government projects. Recurrent expenditures and domestic 

arrears combined were above budget by Shs. 992.8 billion and the deficit was financed largely 

from external sources. 

10. Provisional statistics show that total nominal public debt stock at the end of January 2022 

stood at Shs. 73,545 billion, 5.5 percent increase from June 2021. The increase in debt between 
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June 2021 and January 2022 was due primarily to Shs. 2,768.7 billion increase in domestic debt. 

The external debt exposure amounted to US$ 12,913.7 million as at the end of January 2022, 

an increase of 3.7 percent, mainly on account of increased debt from multilateral creditors and 

private banks.  

11. The fiscal target for FY2021/22 reflects post-Covid-19 consolidation, with a fiscal deficit to 

GDP ratio of 7.5 percent compared to 9.1 percent in FY2020/21. The Debt Sustainability 

Analysis (DSA) reveals that public debt indicators show moderate risk of debt distress. 

12. The Balance of Payments was in surplus during 2021 as the current account narrowed by 0.6 

percentage point of GDP to 8.6 percent amidst buoyant loan disbursements to government 

and portfolio financial inflows which resulted in reserves assets accumulation amounting to 

US$ 395.8 million during the year. However, in the quarter to January 2022, The BOP came 

under pressure as the current account widened at the back of a bulge in the trade deficit. As 

the loan disbursements and portfolio inflows reduced significantly, the overall balance was in 

a deficit of US$ 46.6 million and thus a reserve drawdown of the same magnitude. 

13. In the short term, the current account deficit is anticipated to deteriorate, driven by a widening 

trade deficit at the back of a dramatic rise international oil prices and recovery in domestic 

demand. The completion of the FID is expected to trigger more financial inflows to finance 

the projected current account deficit.  In the medium term, the current account deficit is 

projected at 8 percent of GDP in FY 2022/23, narrowing to 7 percent and 5 percent in FY 

2024/25 and FY 2025/26, respectively.   

14. The Shilling appreciated by 0.6 percent quarter-on-quarter and by 3.9 percent year on year on 

account of increased inflows from NGOs, forex bureau, coffee export receipts and remittances 

despite the notable demand from oil and manufacturing sectors. However, signs of the Uganda 

shilling weakening against the US Dollar were evident in early March 2022 which is largely 

attributable to the bearish sentiments relating to sanctions on Russia over its invasion of 

Ukraine. In effective real terms, the shilling appreciated by 1.1 percent year-on-year, but 

depreciated by 0.3 percent quarter-on-quarter in the three months to January 2022 as the rise 

in foreign inflation was much faster relative to the domestic inflation.  

15. Economic growth recovery is on track and the growth outlook is now stronger than earlier 

anticipated reflecting the full reopening of the economy, solidifying investor and consumer 

confidence, high global commodity prices supporting export earnings and supportive 

monetary and fiscal policies. The Composite Index of Economic Activity posted a strong 

rebound in the quarter to January 2022, growing by 2.4 percent from minus 0.3 percent in the 
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quarter to October 2021. Consistent with rising Investor confidence, the PMI rose to 55.7 in 

February 2022, the highest reading since May 2021 and the seventh month in row of business 

activity expansion. The Business Tendence Index tells a similar story and ascended to a reading 

of 53.8 in February 2022, the highest since May 2021.  

16. Economic growth in now projected in the range of 6 percent for 2022 and above 7 percent in 

the medium term. Nonetheless, the balance of risks to this outlook is tilted to the downside, 

essentially reflecting loss of global growth momentum, tightening global monetary conditions, 

the raging Russia-Ukraine war and the attendant sanctions on Russia. On the domestic scene, 

adverse weather conditions, and possible worsening of domestic financial assets quality 

especially with the expiry of credit relief measures also remain significant threats to the growth 

outlook. 

17. Inflation remains benign and within the BOU’s  5 percent target. Annual headline and core 

inflation averaged 2.2 percent and 2.8 percent, respectively in 2021. However, inflation is 

gaining momentum after bottoming-out in October 2021. In the quarter to February 2022, 

Annual Headline and Core inflation accelerated to 2.9 percent and 2.8 percent, from the 2.2 

percent and 2.3 percent in the Quarter to November 2021, respectively. The increase in 

inflation are due to the dramatic rise in fuel prices at the back of the persistently high 

International oil prices, higher pricing of education services to accommodate the requirements 

to comply with the SOPs, cost-push pressures emanating from raw material shortages on 

account of persistent global supply disruptions.  

18. Core inflation is expected to average 3.9 percent in 2022 and 5.3 percent in 2023, while headline 

inflation is expected to average at 4.5 percent in 2022 and 5.6 percent in 2023. Inflation was 

forecast to rise in the medium-term on the back of a recovery in demand, but stabilise around 

the 5 percent target. However, recent estimates show that the upside risks to the inflation 

outlook, which are tilted to the upside have intensified largely due to cost-push pressures. The 

recent weekly CPI data for Kampala, which constitutes 57 percent of the overall CPI basket1, 

show that inflation is gaining momentum. Headline and core inflation averaged 0.39 percent 

and 0.31 percent in the last four weeks to March 11, 2022, up from 0.25 percent and 0.21 

percent, respectively in the four weeks to February 22, 2022. Year-on-Year, headline and core 

inflation were 2.84 percent and 2.37 percent on March 11, 2022, up from 1.79 percent and 

1.92, respectively on March 04, 2022.  

 
 

1 Kampala constitutes 57% of the basket, Masaka 9, Mbarara 10, Jinja 6, Mbale 5, Gulu 5, Arua 4, and Fortportal 4.  
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1. EXTERNAL ECONOMIC ENVIRONMENT  

1.1 Global economic activity and outlook 

Global economic growth is expected to slowdown in 2022, declining to 4.4 percent from 5.9 

percent in 2021 and dip further to 3.8 percent in 2023, largely driven by forecast downgrades for 

the US and China (Table 1). The US and China growth forecasts were lowered in 2022 by 1.2 

percentage points and 0.8 percentage points to 4 percent and 4.8 percent, respectively in 2022. The 

slower global economic recovery is on account of the waning fiscal support in Advanced 

Economies (AEs), rising energy prices and power outages as well as turbulence in the real estate 

sector in China, in particular. In addition, countries re-imposed mobility restrictions on account 

of the threat posed by Omicron variant of the COVID-19 virus, causing disruptions in the global 

supply chains. The raging Russia-Ukraine war that was just a risk at the time of the forecast, already 

materialised and favours much slower growth as the sanctions on Russia will have significant 

growth reducing effects through higher inflation and supply related constraints. 

Table 1: Global economic growth 

Year on Year 

  Estimate Projection 
Deviation from 
October 2021 

projection 
  2020 2021 2022 2023 2022 2023 

World Output  –3.1 5.9 4.4 3.8 –0.5 0.2 
Advanced Economies –4.5 5.0 3.9 2.6 –0.6 0.4 
    United States  –3.4 5.6 4.0 2.6 –1.2 0.4 
    Euro Area –6.4 5.2 3.9 2.5 –0.4 0.5 
    Japan –4.5 1.6 3.3 1.8   0.1 0.4 
    United Kingdom –9.4 7.2 4.7 2.3 –0.3 0.4 
Emerging Market & Developing Economies –2.0 6.5 4.8 4.7 –0.3 0.1 

China 2.3 8.1 4.8 5.2 –0.8 -0.1 
India  –7.3 9.0 9.0 7.1   0.5  0.5 
Russia –2.7 4.5 2.8 2.1 –0.1  0.1 
Brazil –3.9 4.7 0.3 1.6 -1.2 –0.4 

Sub-Saharan Africa  –1.7 4.0 3.7 4 –0.1 -0.1 
Nigeria –1.8 3.0 2.7 2.7   0.0   0.1 
South Africa –6.4 4.6 1.9 1.4 –0.3   0.0 

Source: World Economic Outlook, January 2022 

 

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

further tightening of global monetary and financial conditions to stem the elevated global 

inflationary pressures, geopolitical tensions particularly, the Ukraine-Russia war as well as higher 

than anticipated slowdown of China’s growth. More persistent global supply chain disruptions 

could lead to faster increases in commodity prices thereby exerting further strain on growth. In 

addition, the Omicron variant, though mild, might give room for the emergence of new and 

deadlier variants that could undermine vaccination effectiveness and dampen growth prospects. 
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1.2 Global inflation and outlook 

The pick-up in global inflation remains widespread and persistent, reflecting tenacious supply 

shortages amidst higher transportation costs, wage pressures as labor mismatches persist in some 

countries, and high energy and other commodity prices. As shown in Figure 1, core inflation has 

risen above central banks’ targets for some AEs. The rise in inflation has been highest in the US 

where it is expected to peak at an average of 6.6 percent in the first quarter of 2022, while inflation 

remains low in both China and Japan. Although inflation remains elevated in the UK, it is 

anticipated to peak at an average of 5 percent in the first quarter of 2022. In the Euro Area, while 

inflation is estimated to have peaked in the last quarter of 2021, it will stay above the 2 percent 

target until the end of 2022. Overall, inflation in 2022 is expected to average 3.9 percent in AEs 

and 5.9 percent in Emerging Markets and Developing Economies (EMDEs), respectively.  

Figure 1: Headline inflation (actual and projections, 2021-2022) 

 
Source: OECD, January Forecast 

1.3 International commodity prices 

International commodity prices continued to rise in the quarter to February 2022, with energy and 

non-energy prices rising by 5.3 percent and 7.2 percent quarter-on-quarter, from respective 

increases of 19.7 percent and 1.2 percent in the quarter to November 2022. Relative to the same 

quarter a year ago, with exception of precious metals, global commodity prices remain elevated as 

shown in Figure 2. Energy, non-energy, and food prices were 70.8 percent, 21.4 percent, and 18.6 

percent higher in the quarter to February 2022 relative to the level in the same quarter a year 

before. The large increases in Energy prices largely reflect a more than four folds year-on-year 

-1

0

1

2

3

4

5

6

7

United States United Kingdom Japan Euro Area China

Q3-2021 Q4-2021 Q1-2022 Q2-2022 Q3-2022 Q4-2022



11 | P a g e  

 

 

jump in natural gas prices, especially in Europe due to increases in demand as lockdowns were 

removed amidst reduced supply from renewable energy sources, geo-political tensions, especially 

the raging Russia-Ukraine crisis and two folds increases in coal prices at the back of a temporary 

closure of mines in China due to lunar year celebrations. Brent Crude oil prices averaged US$ 85.2 

per barrel, which was a 6.9 percent increase in the quarter under review, also reflecting geo-political 

tensions and demand supply imbalances amidst reluctance of the OPEC+ to increase production. 

The Brent crude oil prices averaged 95.8 in February 2022 and the raging war between Russia and 

Ukraine with the associated sanctions has pushed the price further beyond US$110 per barrel in 

early March 2022 and there are signs that the price increases may not slowdown any time soon. 

The agricultural prices rose by 6.7 percent in the quarter to February 2022, with coffee prices rising 

by 12.9 percent and cotton prices rising by 12.3 percent. Metal prices rose 5.9 percent, while gold 

prices rose by 1.7 percent in the quarter under review. Going forward, the overall international 

prices are expected to moderate in 2023 as supply disruptions ease and global economy contract. 

Figure 2: International commodity prices (y/y monthly percent change) 

  
Source: World Bank  

 

1.4 Global financial markets 

Global financial market conditions were volatile towards the end of 2021 on account of the high 

record of COVID-19 cases. Bond yields continued to rise in advanced Economies due to 

tightening monetary conditions over concerns of higher inflationary pressures in AEs and some 

EMDEs. As such, Bond yields for the 10-year treasury bonds rose in the US, UK, and Japan 

(Figure 3, left panel) in February 2022. The US-Fed has continued to announce acceleration of 

the tapering program and may possibly hikes rates four times in 2022. Markets are expected to 

become tighter on account of the less accommodative monetary policies. The strengthening of the 

USD since the quarter to May 2021 have sparked depreciation pressures in some advanced 

economies and some EMs such as Turkey, Brazil, and China. 



12 | P a g e  

 

 

Going forward, financial market sentiments and nervousness due to the recent sanctions on Russia 

over an attack on Ukraine and expected monetary policy tightening will cause bond yields to rise 

further in AEs and this could bring in renewed financial markets volatility, causing capital flow 

reversals in EMDEs as well as currency depreciations as investors flee for safety and quality. The 

higher rates will make borrowing more expensive thereby stretching public finances. For countries 

with high foreign currency debt, the tighter financing conditions, possible exchange rate 

depreciations and higher imported inflation could complicate monetary and fiscal policy.  

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 February 2022 meeting, BOU’s Monetary Policy Committee (MPC) maintained the CBR at 

6.5 percent. The band on the CBR was also held 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 9.5 

percent and 10.5 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 and supporting the recovery in economic growth. 

Interbank money market rates remained well anchored around the CBR in the quarter ended 

February 2022 as shown in Figure 4. The 7-day interbank rate averaged 6.8 percent in the quarter, 

down from the 7.0 percent in the Quarter to October 2021. The overnight rate also declined to an 

average of 6.5 percent from 6.6 percent in the respective quarters.  

Figure 4: Central Bank Rate and interbank interest rates   

 
Source: Bank of Uganda  

 

2.1.2 Primary market for treasury securities 

In the primary market, yields on government securities have moderated, partly reflecting the 

accommodative monetary policy stance. The average yields on the 91-day, 182-day and 364-day 

have remained broadly stable in the quarter to February 2022 averaging 6.7 percent, 8.6 percent, 

and 10.1 percent, respectively compared to the averages of the quarter to November 2021.  



14 | P a g e  

 

 

On the other hand, the average yields on the 2-year, 3-year, 5-year, 10-year, 15 and 20-year Treasury 

bonds rose to 10.8 percent, 12.5 percent, 13.9 percent, 15 percent, 15.8 percent, and 15.8 percent 

in the quarter to February 2022 from respective rates of 10.8 percent, 11.4 percent, 13.0 percent, 

13.5 percent, 14.1 percent, and 15.5 percent in the quarter to November 2021, in part reflecting 

the anticipated increase in domestic financing following the recent approval of supplementary 

expenditures. 

2.1.3 Secondary market for treasury securities 

The secondary market yield curve for the quarter to February 2022 slightly shifted upwards for a 

one-year tenor and above, in line with the developments in primary market. However, as expected, 

the yield curve for the quarter to February 2022 is significantly lower than the yield of the period 

in 2021, reflecting monetary policy easing. The respective average annualised 91-day, 182-day and 

364-day Treasury bill yields, averaged at 6.6 percent, 8.7 percent, and 10.7 percent, respectively as 

shown on Figure 5. Yields on the 2-year, 3-year, 5-year, 15-year and 20-year bonds rose to an 

average of 10.8 percent, 12.5 percent, 13.6 percent, 14.1 percent, 14.6 percent, and 15.4 percent, 

respectively in the quarter to February 2022. 

 
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 rose in almost all sectors, except trade, in the quarter to January 

2022 relative to the quarter ending October 2021 as shown on Figure 6.  The overall weighted 

average lending rate on the shilling-denominated loans stood at 19.3 percent in the quarter under 

review, which is 30 basis points higher than the average rate in the quarter to October 2021. The 

rise in the lending rates was largely on account of respective increases of rates in electricity and 

water, manufacturing, transport and communication, services, mining and quarrying, and building, 

construction, and real estate. Lending rates in these six sectors stood at 19.6 percent, 16.7 percent, 
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16.1 percent, 20.7 percent, 20.3 percent, and 20.6 percent, respectively in the quarter under review. 

The six sectors constitute 60 percent of the total loans and registered lending rates increases of 

220 basis points, 130 basis points, 90 basis points, 90 basis points, 30 basis points, and 20 basis 

points, respectively.  

 
Figure 6:  Quarterly average weighted lending rates by sector 

 
Source: Bank of Uganda 

 

2.1.5 Private sector credit 

Private Sector Credit (PSC) growth lost momentum in the quarter to January 2022, due to 

uncertainty over the rising infections of the Omicron COVID-19 variant towards the end of 2021. 

Year-on-year growth in PSC slowed down to an average of 8.6 percent in the quarter to January 

2022, down from 9.5 percent in the quarter to October 2021 driven by a deceleration in shilling 

loans (Figure 7). After adjusting for the exchange rate changes, year-on-year growth in PSC 

averaged 9.9 percent in the quarter to January 2022 compared to 11 percent in the quarter to 

October 2021.  Since March 2021, the wedge between credit growth adjusted for valuation changes 

and unadjusted one is significant reflecting the shilling appreciation of the shilling against the US 

dollar. In the quarter to January 2022, growth in foreign currency-denominated loans improved to 

4.8 percent compared to 4.1 percent in the quarter to October 2021, while growth in the shilling 

denominated loans fell to an average of 10.4 percent from 12.0 percent over the same period.  

 

Going forward, PSC growth could rise as borrowers’ balance sheets improve due to broadening 

and deepening economic recovery following the full reopening of the economy. This outlook is 

however, subject to downside risks. Credit growth may continue to be sluggish as banks embark 

on cleaning their loan books amidst the expiry of the credit relief measures for most of the sectors, 



16 | P a g e  

 

 

except education and entertainment, and  a possible scaling up of government domestic borrowing, 

which will potentially crowd-out private sector lending.  

 

Figure 7: Private sector credit growth and currency decomposition (y/y, percent) 

 
Source: Bank of Uganda 

Credit growth lost momentum in the quarter to January 2022 in most of the sectors except in the 

Agriculture, Trade, and Personal and Household sectors. As Figure 8 shows, credit growth slowed 

down in the Manufacturing, Transport and Communication, and Building, Mortgage, Construction 

and Real Estate sectors, the same sectors which saw significant increases in lending rates. This 

could be a sign that banks are risk averse to lending in these sectors.  

Figure 8: Bank credit growth by sector (y/y, percent)  

 
Source: Bank of Uganda 
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2.1.6 Credit demand and supply 

Demand and supply of credit is on a recovery path since the second lockdown although supply 

measured by loan approvals is evolving at a much slower pace compared to demand. In the quarter 

to January 2022, the number of loan applications received and approved increased compared to 

those in the quarter to October 2021 but remain below the average observed in the previous two 

years (Figure 9). The improvement in the quarter to January 2022 is reflective of improved 

economic activity prospects following the gradual easing of the lockdowns. The value of loan 

applications, which is a proxy for demand for credit rose to UGX 5.1 trillion in the quarter to 

January 2022 from UGX 4.9 trillion in the quarter to October 2021. Similarly, the value of loan 

approvals rose to UGX 2.9 trillion in the quarter to January 2022 from Shs. 2.8 trillion in quarter 

to October 2021. The fact that credit demand is rising much faster, yet PSC is slowing could be 

an indication that banks are concentrating on loan recoveries more than extension. 

 

Figure 9:  Quarterly value and number of loan applications and approvals 

 
Bank of Uganda 

 

2.1.7 Asset quality 

Commercial banks’ asset quality, measured by the ratio of non-performing loans (NPLs) to gross 

loans, improved in the quarter to December 2021 to 5.3 from 5.4 in the previous quarter. The ratio 

is however slightly higher than the pre-COVID-19 levels. Although, the overall share of NPLs to 

loans is generally low, some sectors of the economy such as Mining and Building, Construction & 

Real Estate, and Electricity and Water show increases in NPLs (Table 2).  
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Table 2: Non-performing loans by sector 

Sector Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 

Agriculture    8.82      9.75      9.36     8.47     8.22      7.29      4.16     5.71     5.50  

Mining & Quarrying    0.28      0.08      5.63     5.67     7.25      7.59      7.54     1.18     5.46  

Manufacturing    2.41      2.35      2.20     2.18     2.14      2.60      2.08     1.24     0.78  

Trade & Commerce    7.48      7.35      8.93     7.64     8.70      7.99      6.67     6.73     6.70  

Transport & Communication    2.90      2.07      2.07     2.07     1.23      2.98      2.25     4.54     3.14  

Building, Construction & Real Estate   4.51      4.41      6.51     4.72     4.86      5.73      6.24     7.90     8.83  

Electricity & Water    0.09    30.93    21.57    17.95    18.24    17.06    16.46    17.02    18.36  

Business Services    2.70      2.88      3.50     3.08     3.53      5.24      4.22     4.42     4.92  

Community, Social and Other Services    5.36      2.16      2.09     1.17     1.30      1.27      2.32     2.70     3.23  

Personal and Household Loans    2.80      3.99      4.95     4.63     4.81      4.36      4.22     4.45     3.20  

Other Activities    4.99      6.85      6.69     6.61     7.54      8.94      8.08    13.55    11.34  

Overall NPL Ratio    4.85     5.41     6.01     5.15     5.27     5.38     4.79     5.43     5.27  

Source: Bank of Uganda 

 

 

2.2 Fiscal policy 

  
2.2.1 Government expenditure and revenue 

Revenue shortfalls constrained fiscal operations in the seven months of FY 2021/22. Total tax 

revenue underperformed by Shs. 779.2 billion compared to the Uganda Revenue Authority (URA) 

target. The deficit on the net URA tax was largely attributed to the shortfalls in indirect taxes which 

underperformed by 16.6 percent and contributed 71 percent to the shortfall. Also, direct domestic 

taxes, were below target by 7 percent contributing 32 percent to the tax revenue shortfall (Table 

3). The underperformance in direct taxes was largely due to lower than target collections in 

corporate, PAYE and rental tax, while the shortfall in indirect taxes is mainly attributed to 

shortfalls of Shs. 395.06 billion and Shs. 158.30 billion in VAT and Excise duty, respectively. 

 
Table 3: Revenue performance (billion shilling) 

  

Jul-Jan'20 Jul-Jan'21 Jul-Jan'22 
URA 

Target 
Jul-Jan'22 

Dec'21 
Variation 
from 
Target 

Annual 
change 
2020/21-
2019/20 
(%) 

Annual 
change 
2021/22-
2020/21 
(%) 

Total Net Tax & Non-Tax 
Revenue 

10,632.20 11,188.80 12,104.60 13018.4 -913.80 5.20 8.20 

Net URA Tax Revenue 
(excluding refunds) 

9,950.90 10,445.80 11,349.10 12128.3 -779.20 5.00 8.60 

Gross Revenues 10,553.10 11,395.50 12.266.5 13274.5 -1008.10 8.00 7.60 

Direct Domestic Taxes 3,592.20 3,780.90 3,902.80 4196.7 -293.90 5.30 3.20 

Indirect Domestic Taxes 2,346.30 2,531.40 2,771.50 3324.9 -553.40 7.90 9.50 

o/w mobile money 
transfers 

36.8 71.2 67.3 70.8 -3.50 93.60 -5.50 

o/w Levy on mobile 
money withdrawals 

64.2 79.9 91.8 74.3 17.40 24.50 14.80 

o/w Internet data - - 45.1 77.6 -32.60 - - 

Taxes on International 
Trade 

4160.6 4,252.50 4,769.80 4818.6 -48.70 2.20 12.20 
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Stamp Duty and 
Embossing Fees 

61.4 87.7 66.8 44.3 22.50 42.70 23.80 

Non-Tax Revenue 361.5 743 755.5 890.1 -134.60 105.50 1.70 

Tax Refunds -209.6 -206.7 -161.9 -256.1 94.20 -1.40 21.70 

  Source: Uganda Revenue Authority 

Preliminary fiscal indicators show that total Government revenue (including grants) in the seven 

months of FY 2021/22 amounted to Shs. 12,428.3 billion, which was 1.8 percent lower than the 

same period of the previous financial year and Shs. 1,588.2 billion short of the approved budget. 

Both revenue and grants undershoot the approved budget. Despite revenue being 6.1 percent 

higher than was recorded in the previous year, it was still Shs. 969.3 lower than programmed. 

Similarly, grants amounting to Shs. 379.3 billion were received during the period, much lower than 

the Shs. 998.2 billion that was anticipated, as shown in Table 4.  

 

Table 4: Fiscal operations (billions shilling) 

  Jul-Jan'21 
Prel. Jul-

Jan'22 
Approved 
Budget 

Variation 
Annual 
Change 

    Jul-Jan'22  (%) 

Revenue and Grants 12,659.60 12,428.30 14,016.50 -1,588.20 1.8 
Revenue 11.35 12,049.00 13,018.40 -969.3 6.1 
Grants 1,305.60 379.3 998.2 -618.9 -71 

Expenditure and Lending 21,713.30 17,689.30 20,533.90 -2,844.60 -18.5 
Current expenditure 11,295.80 11,253.00 10,428.00 825.00 -0.4 

o/w Interest payments 2,528.30 2,659.50 2,659.50 0 5.2 
Domestic 1,745.90 2,049.40 2,049.40 0 17.4 
External 782.4 610.1 610.1 0 -22 

Development Expenditure 9,170.20 5,891.90 9,762.20 -3,870.30 -35.7 
Net lending/Repayments 625 93.5 60.6 32.9 -85 

Domestic arrears 
repayment 

622.3 450.9 283 167.8 -27.5 

Primary Deficit -6,525.50 -2,601.60 -3,857.90 1,256.30 -60.1 
Deficit (excluding grants) -10,359.40 -5,640.30 -7,515.50 1,875.20 -45.6 
Deficit (including grants) -9,053.80 -5,261.00 -6,517.60 1,256.30 -41.9 
Financing (net) 9,053.80 5,261.00 6,517.30 -1,256.30 -41.9 
 External Financing (net) 3,390.20 2,257.60 2,740.80 -483.2 -33 
 Domestic Financing (net) 4,289.00 1549.4 3,776.50 -2,227.20 -63.9 
 Errors and Omissions  1374.6 1454.1 0   

Source: Ministry of Finance Planning and Economic Development 

On the spending side, estimates show that government expenditure for the seven months of FY 

2021/22 amounted to Shs. 17,689.3 billion, an underperformance of Shs. 2,844.6 billion compared 

to the programmed mainly due to underperformance in development expenditure. Indeed, 

development expenditure fell short of budget by Shs. 3,870.3 billion due to slow absorption by 

some government projects. 

On the other hand, current expenditure and domestic arrears repayments were Shs.825.0 billion 

and Shs. 167.8 billion above budget, respectively. Current expenditure was higher than 

programmed due to increased social spending in preparation of school reopening and on health 
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to mitigate the spread of the pandemic, and security to contain the recent security threats 

occasioned by terrorists’ attacks in Kampala. The payment of arrears was above target due to the 

government's conscious effort to cushion suppliers against the adverse effects of the pandemic on 

their businesses. The fiscal operations during the period resulted in a primary fiscal deficit of Shs. 

2,601.6 billion. This deficit was largely financed by external financing. 

The fiscal target for FY2021/22 reflects post-Covid-19 consolidation, with a fiscal deficit to GDP 

ratio of 7.5 percent compared to 9.1 percent in FY2020/21. The Debt Sustainability Analysis 

(DSA) reveals that public debt indicators show moderate risk of debt distress. 

2.2.2 Public debt stock 

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

stood at Shs. 73,545.0 billion which is approximately 48.5 percent of GDP and a 5.5 percent 

increase from June 2021 compared to a 14.1 percent rise registered in the same period last year 

(Table 5). The increase was mainly because of a 10.9 percent increase in domestic debt. External 

debt continued to account for the lion share at 61.6 percent of total public debt. In dollar terms, 

the stock of public external debt as at the end of January 2022 stood at US$ 12,913.7 million, 

which was a 3.7 percent increase from its June 2021 levels but still lower than the 11.4 percent 

increase recorded over the same period in 2021. 

Table 5:Total public debt stock (Shs. billion) 

Public Debt Indicator 

Jun'20 Jan'22 Jun'21 Prov Jan'22 Change  
Jun’20-
Jan’21  
(%) 

Change 
Jun’21-
Jan’22 
(%) 

Total Gross Debt (Shs. Bn)   57,432.6   65,538.6   69,722.4     73,545.0  14.1 5.5 
External (Shs. Bn)   39,184.5    42,724.3    44,271.3     45,325.3  9.0 2.4 
Domestic (Cost, Shs. Bn)   18,248.1    22,814.3    25,451.1     28,219.8  25.0 10.9 

External (US$, Mn)   10,504.8    11,705.1    12,447.3     12,913.7  11.4 3.7 
Ushs/ US$ eop rate      3,730.1      3,650.1      3,556.7        3,509.9  -2.1 -1.3 

Source: Bank of Uganda 

 

2.3 Balance of payments and exchange rates 

2.3.1 Balance of payments 

The current account deficit which has been on widening path since 2016 narrowed in 2021 due to 

a contraction of the services deficit as shown on Figure 10, left panel. As a percent of GDP, the 

deficit improved by 0.6 percentage point to 8.4 percent in 2021.The contraction of the service 

deficit largely reflects sizable rise in travel services receipts as mobility restrictions related to 

COVID-19 were more relaxed for incoming tourists. Estimates indicate that travel receipts 

increased by 48.2 percent in 2021, reversing the 47 percent decline recorded the previous year. In 
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addition, there was a notable growth in export receipts due to the global commodities price super 

cycle and a stronger global economy which boosted external demand. Accordingly, the goods 

exports grew at 31.8 percent, much faster than the 21.8 percent growth of merchandise imports.  

Coffee exports receipts surged by 39.5 percent in 2021 while non-coffee exports also rose by 22.7 

percent from previous year’s 4.2 percent contraction. Despite the notable exports performance, 

the scale effect of the private sector imports growth led to the worsening trade deficit. As a percent 

of GDP, trade deficit widened by 0.6 percentage points to 7.4 due to strong private sector imports 

growth driven by both oil and non-oil imports. Oil and non-oil private sector imports grew by 

32.5 percent and 25.2 percent, respectively in 2021. The primary and secondary income account 

were broadly stable during the period. 

The current account deficit combined with the surplus on the capital account resulted in a net 

borrowing of US$ 3,295.9 million from the rest of the world. This borrowing was largely financed 

by loans disbursements to the government amounting to US$1,472.4 million, foreign direct 

investment (FDI) inflows amounting to US$1,101.3 and portfolio inflows to the tune of US$ 447.1 

million. The financial inflows were more than sufficient to offset the deficit on the current and 

capital account resulting in an overall balance of payments surplus, which enabled foreign 

exchange reserve growth by US$ 395.8 million. Total foreign exchange reserves stood at 4.2 

months of import cover at the end of 2021 which was higher than the 4.0 months as at end 2020. 

Figure 10: Current account (left) and financial accounts (right) – US$ million 

 
Source: Bank of Uganda 

 

In the quarter to January 2022, however, the current account deficit deteriorated marginally by 1.2 

percent to US$858.7 million (Figure 11, left panel), largely reflecting a bulge in trade deficit. The 

trade deficit widened by 9.9 percent to US$779.1 million due to a strong private sector imports 

performance induced by a strong rebound in economic activity. Merchandise imports rose by 12.3 

percent to US$1,768.5 million in the quarter, largely supported by private sector imports for both 

investment and consumption, with strongest growth coming from oil imports at 23.7 percent to 

US$313.2 million. Merchandise exports grew by 14.2 percent to US$ 989.7 million supported by a 

22 percent growth of non-coffee export commodities, reversing the 8 percent decline observed in 
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the quarter to October 2021. Growth of coffee exports slowed down to 2.5 percent in the quarter 

to January 2022 relative to the 15.7 percent in the previous quarter due to seasonal factors which 

saw declines in volumes exported. The main commodities underlying non-coffee exports 

performance are tea, fish, cement, and base metals.  

 In addition, the worsening of the deficit on the primary income account was a slight drag on the 

current account. The primary income account worsened by 16.2 percent to a deficit of US$187.9 

in the quarter to January 2022 mainly due to a more than three-fold increase of interest payment 

on public debt. Interest payment on public debt amounted to US$61.2 million in the quarter to 

January 2022 from US$18.7 million in the quarter to October 2021. 

On the hand, the services and secondary income accounts provided some support to the current 

account.  The deficit on the services account narrowed by 11.1 percent to US$344.8 million, driven 

by increased travel services’ receipts while the surplus on the secondary income account enlarged 

by 10.5 percent to US$453.1 supported by inflows to households and Non-Governmental 

Organizations (NGOs).  

Figure 11: Current account (left) and financial account (right) – US$ million 

 
Source: Bank of Uganda 

 

Financial flows have been on the decline since the quarter to July 2021 and the quarter to January 

2022 saw a dramatic contraction (Figure 11, right). The net inflows of the financial account 

contracted by 57.1 percent to US$409.5 million. Underlying this development is significant 

reductions of loan disbursements for project and budget support, and net portfolio inflows. Loan 

disbursements to the government reduced by 48.6 percent to US$216.9 million leading to a 

contraction in other investments by 87.6 percent to US$64.4 million. Also, portfolio net inflows 

contracted by 70.6 percent to US$33.6 million. As a result of insufficient capital inflows, the 

balance of payment was in an overall deficit of US$ 46.6 million which was financed by drawdown 

on reserve assets. The estimated stock of reserves at the end of January 2022 was US$4,159.1 
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million, equivalent to 4.0 months of import cover, down from a stock of US$4,331.2 million at the 

end of the quarter to October 2021, equivalent to 4.3 months of import cover. 

2.3.2 Balance of payments outlook 

In the short term, the current account deficit is anticipated to deteriorate, driven by a widening 

trade deficit as the higher global prices of energy and non-energy commodities are expected to 

lead to higher import bills, coupled with a pick-up in domestic absorption in line with the recovery 

in economic activity.  International crude oil prices are already elevated and rise beyond the current 

US$100 per barrel. Moreover, Uganda’s exit from the International Coffee Agreement (ICA) will 

have nock-on effects on coffee export revenues, although Uganda Coffee Development Authority 

(UCDA) maintains that ICA is not a marketing agency.    

The financial account surplus is likely to widen, as FDI inflows recover in line with the positive 

outlook for Uganda’s oil sector following the recently concluded Final Investment Decision (FID). 

On the contrary, portfolio flows are likely to revert to net outflows as interest rates in Advanced 

and Emerging economies rise and negative sentiments regarding the sanctions on Russia 

intensifies, which could trigger flight to safety of portfolio investment. 

In the medium term, the current account deficit is projected at 8 percent of GDP in FY 2022/23, 

narrowing to 7 percent and 5 percent in FY 2024/25 and FY 2025/26, respectively.  The trade 

deficit is expected to widen in the early years reflecting oil sector related imports. The financial 

account surplus is anticipated to widen over the financial years due to inflow of sufficiently large 

amounts of FDI to the oil sector following the successful conclusion of the FID. 

2.3.3 Exchange rates 

In the quarter to February 2022, the Shilling continued on an appreciation path observed on 

average since the beginning of 2019.  The unit appreciated 0.6 percent quarter-on-quarter and by 

3.9 percent compared to level of the same quarter of 2021 to an average UGX 3532.8/USD 

(Figure12 on the left). However, in early March 2022, signs of the Uganda shilling weakening 

against the US dollar were evident attributable to bearish sentiments over the sanctions on Russia.  

During the quarter to January 2022, the Real Effective Exchange Rate (REER) appreciated by 1.1 

percent year-on-year, interrupting the correction that had started in the three months to April 

2021. The Real exchange rate had started correcting due to a faster rise in foreign inflation amidst 

the relatively muted domestic inflation. However, as domestic inflation started to gradually rise 

amidst unwavering shilling appreciation against the US Dollar, the REER is back to an appreciation 

path (Figure 12, right panel). However, the REER depreciated by 0.3 percent quarter-on-quarter 
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in January 2022 due to foreign inflation rising much faster than the domestic one in magnitude 

stronger enough to offset the nominal appreciation against the US dollar. Nonetheless, BoU 

assessments show that the real exchange rate is moderately overvalued by 3-5 percent.  

Figure 12: Quarterly nominal and real effective exchange rates (index) 

 
Source: Bank of Uganda 

 

In comparison to other East African Community (EAC) currencies, unlike the Uganda shilling 

which has been appreciating over time, the Kenya shilling and Rwanda Franc remain more 

depreciated, while the Tanzanian shillings is quite stable an indication that the appreciation of the 

Uganda shilling is idiosyncratic factors. The Kenya shilling and Rwanda Franc weakened 2.1 

percent and 1.1 percent, respectively against the US dollar in the quarter to February 2022. On a 

year-on-year basis, the two currencies, depreciated by 3 percent and 3.9 percent respectively in the 

quarter under review (Figure 13). 

Figure 13: Movements in selected currencies of East African Community 

 
Source: Bank of Uganda 
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2.4 Domestic economic activity 

The phased relaxation of the COVID-related restrictions resulted in a pick-up in economic activity. 

Economic growth in the three quarters to September 2021 was 6.6 percent and growth in 2021 is 

estimated at 6.5-7.0 percent compared to a contraction of 1.5 percent in 2020. In Financial Year 

(FY) terms, economic growth is projected at 3.8 percent in FY2021/22 up from 3.4 percent in 

FY2020/21. The high-frequency economic indicators offer evidence that the growth momentum 

increased going into 2022—in line with expectations of a stronger start to the year, owing to the 

full opening of the economy, and driven by improving consumption and investment spending 

along with strengthening external demand.  

The Composite Index of Economic Activity (CIEA) posted a strong rebound in the quarter to 

January 2022, growing by 2.4 percent from a contraction of 0.3 percent in the quarter to October 

(Figure 14, left panel). In 2021, the CIEA data for January 2022 indicates a growth of 6.6 percent 

in 2021, much higher than the 2.8 percent in 2020. The recovery in growth is mainly driven by 

improved performance in both the industry and services sectors which offset the decline in 

agriculture. The industry sector indicator accelerated to a growth of 2.4 percent in the quarter 

under review from 1.1 percent observed in the quarter to October 2021. Similarly, the services 

sector growth accelerated to 1.5 percent up from the 0.9 percent growth in the respective periods, 

helped by impressive performance in the Trade, transport and communication sub-sectors. The 

main drag on economic activity however, came from the agriculture sector which contracted by 

2.6 percent from almost no growth in the quarter to October 2021. 

Figure 14: Changes in the CIEA and sectoral indices (q/q, percent, seasonally adjusted) 

Source: Bank of Uganda and UBOS  Source: Bank of Uganda  

Investor and consumer confidence are firming up which is a big driving force behind the observed 

and prospects for economic growth. The conclusion of the FID is a major catalyst to the further 

strengthening of the optimism. Indeed, the IHS Markit Purchasing Managers' Index (PMI) rose to 

55.7 in February 2022 (Figure 15, left panel). This is the highest reading since May 2021 and the 
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seventh month in row of business activity expansion on account of buoyant output, new order 

volumes and purchasing activity. Employment has turned optimistic in February 2022 for the third 

month in a row and companies continued to express strong optimisms for the coming year. 

In addition,, the Business Tendence Index (BTI) tells a story consistent to that of the CIEA and 

PMI. The index shows increasing investor optimism for now since May 2021 with the February 

reading of 53.8 being the highest since May 2021. Optimism about the near-term future business 

situation has been largely the driver of business sentiments amidst the slowly recovering sentiments 

for the present business situation. The rising Purchasing Managers and Business tendency Indices 

signal improving business conditions. The optimism indicated by both indices is synchronised 

across the trade, other services, agriculture, and manufacturing sectors save construction. 

Consumer sentiments are also steadily improving and at the reading 48.4 in February 2022, are 

soon crossing to the optimistic territory, a situation last observed in May 2021 during the COVID-

19 times.  

Figure 15: Soft Indicators of Economic Activity, PMI and BTI 

Source: Stanbic Bank Uganda, compiled by HIS Markit 
 Notes: The PMI is a composite index, calculated as a weighted average of five individual 

sub-components: New Orders (30%), Output (25%), Employment (20%), Suppliers’ Delivery 

Times (15%) and stocks of Purchases (10%). Index is compiled from responses to 

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

companies. The panel is stratified by detailed sector and company workforce size, based on 

contributions to GDP. The sectors covered by the survey include agriculture, mining, 

manufacturing, construction, wholesale, retail and services. A reading above 50.0 signals an 

improvement in business conditions, while readings below 50.0 show deterioration. 

 Source: BoU 
The index 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 3400 private sector companies. 

 

 

2.5 Inflation 

Inflation remains benign and within the BOU target of 5 percent. Indeed, annual headline and 

core inflation averaged 2.2 percent and 2.8 percent, respectively, in 2021. Nonetheless, Inflation is 

gaining some momentum since recent bottoming in October 2021. At the back of the momentous 

rise in inflation, lies cost push pressures such as material shortages reflecting disruptions in the 
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global supply chains, global commodity price increases and requirements to comply with Standard 

operating procedures (SOPs). In the quarter to February 2022, Annual Headline and Core inflation 

accelerated to 2.9 percent and 2.8 percent, from the 2.2 percent and 2.3 percent in the Quarter to 

November 2021, respectively. The acceleration in inflation is from both the core and non-core 

components which overwhelmed the base effects in some components such as transport fares, 

and the declining prices of data bundles and food crops and related items. The increase in non-

core inflation largely reflects the dramatic rise in fuel prices most especially petrol due to the supply 

shortages triggered by truck drivers’ discontent with the way COVID-19 Standard Operating 

Procedures (SoPs) were being enforced at the borders with Kenya, adding to the already 

persistently high International oil prices. On the other hand, core inflation acceleration is driven 

by the higher pricing of education services to accommodate the requirement to comply with the 

SOPs. In addition, cost push pressures emanating from global shortage of materials used in the 

manufacture of products such as soap, sugar and cooking oil have taken a toll on prices.  

On a monthly basis, Headline and Core Inflation rose to 3.2 percent and 3.1 percent in February 

2022 from 2.7 percent and 2.3 percent in January 2022, respectively (Figure 16). Conversely, Non-

Core inflation decelerated to 3.5 percent in February 2022 from 5.0 percent the previous month 

reflecting declines in both EFU and food crops inflation. Food crop and related items inflation 

declined to 0.7 percent from 3.7 percent while EFU declined to 6.5 percent from 7 percent in the 

respective months. 

Figure 16: 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 

BoU projects activity to pick up in the rest of the year as the omicron impact fades and global 

supply-chain disruptions ease. economic growth is expected to accelerate. In addition, firming 
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investor sentiments is a big driving force behind the actual and near term expected economic 

growth, and the conclusion of the Final Investment Decision (FID) is a major catalyst to 

strengthen this optimism further. 

In 2022, real GDP growth is expected to be 6.0 percent, driven by a rebound in domestic demand 

at the back of full reopening of the economy, private and public investments in the oil sector and 

the full recovery of the services sector. In the medium term, the government's investment in 

infrastructure is expected to enhance productive capacity and, together with increased social 

spending and a recovery in tourism, would bring annual growth to above 7 percent. The full 

reopening of the economy in January 2022 should spur a stronger rebound in services output, 

broadening and strengthening domestic demand. The conclusion of the FID is another a big factor 

underpinning the growth outlook. The FID is expected trigger Foreign Direct Investment (FDI) 

inflows amounting to about USD15 billion in the next three years, in addition to facilitating 

speeding up of public investments in the oil sector.  

Nonetheless, the balance of risks to this outlook is tilted to the downside. Most importantly, the 

global monetary conditions are tightening as only a few countries are not showing alarming 

inflation readings. The commodity super-cycle seems to have peaked and geopolitical risks 

especially between Russia and Ukraine are rising significantly. In addition, persistence of global 

supply chain disruptions, possible emergence of more perilous COVID-19 variants, and possible 

worsening of domestic financial assets quality, especially with the expiry of credit relief measures 

also remain significant threats to the growth outlook. Another important source of uncertainty for 

the outlook is the public investment and how this will be financed under the fiscal consolidation 

path, which is necessary to keep debt sustainable and avoid the risk of debt distress. The slow 

execution of public investment projects and further delays in oil investments could dampen the 

growth outlook. Moreover, the increasing frequency and intensity of climate shocks could 

undermine agricultural activity. Furthermore, global inflationary pressures, which calls for a faster 

withdrawal of monetary accommodation, could result in a change in investor risk sentiment and 

the associated tighter domestic financial conditions, and this could stall the domestic economic 

recovery. On the upside, accelerated vaccine rollout, waning of the pandemic, and improved 

efficiency in the execution of public investments would help boost economic activity. 

2.6.2 Inflation outlook 

The outlook for inflation remains largely unchanged from that of the December 2021 MPC 

meeting. Indeed, core inflation is expected to average 3.9 percent in 2022 and 5.3 percent in 2023, 

while headline inflation is expected to average 4.5 percent in 2022 and 5.6 percent in 2023 (Figure 

18). The gradual acceleration in consumer prices reflects the recovery of the aggregate demand and 
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in the near term, higher energy prices, and cost-push pressures at the back of global supply chain 

disruptions are support levers to lift inflation upwards. 

Figure 17: Baseline inflation forecast 

 
Source: Bank of Uganda 

Underlying the baseline forecast are the following external and domestic assumptions. Global 

growth although is anticipated to slow down, will remain robust as economies gradually recover 

from the COVID-19 pandemic supported by an increased vaccination uptake and consequent 

removal of restrictions. Global inflation is now nearing a 14-year high driven by high energy prices 

and other commodities prices, supply constraints and could filter through domestic prices. Indeed, 

oil prices have climbed to an 8-year high due to significantly rising geo-political tensions in the 

United Arab Emirates (UAE), persistent demand-supply imbalances. The raging Russia-Ukraine 

war has only worsened the already dire situation.  Therefore, the crude oil price which have gone 

above USD 100 per barrel of recent is now expected to stay elevated in 2022 due to sanctions on 

Russia. As supply conditions improve, international food prices are expected to decline following 

sharp increases in 2021. As many countries are showing alarming actual and expected inflation 

readings most especially the US, the foreign interest rate is now higher, and we therefore factors 

in four expected hikes of the feds funds rate in 2022, bringing it to between 1.00 and 1.25 percent 

by the end of the year.  

On the domestic scene, the outlook for economic growth is more positive than earlier projected 

given the strong demand registered over the last two quarters and signs that the effect of the 

Omicron variant on economic activity has been and will remain relatively small. The baseline 

forecast also considered the impact of the supplementary budget in FY 2021/22 and gradual 

consolidation going forward. The fact that the current account deficit could widen as import 

growth continues to outpace export growth due to a pick-up in domestic demand, combined with 

the global financial volatility over sanctions on Russia over attack on Ukraine, we factor in a weaker 

shilling in the near term.  

There are considerable uncertainties surrounding this outlook. The balance of risks is assessed to 

be on the upside. The upside risks could have intensified in recent periods. The recent weekly CPI 



30 | P a g e  

 

 

data for Kampala, which constitutes 57 percent of the overall CPI basket2, show that inflation is 

gaining momentum. Headline and core inflation averaged 0.39 percent and 0.31 percent in the last 

four weeks to March 11, 2022, up from 0.25 percent and 0.21 percent, respectively in the four 

weeks to February 22, 2022. Year-on-Year, headline and core inflation were 2.84 percent and 2.37 

percent on March 11, 2022, up from 1.79 percent and 1.92, respectively on March 04, 2022.  

Inflation could increase to levels higher than forecast due to much higher global commodity prices 

accelerated by the blazing Russia-Ukraine war, higher fiscal deficit, more depreciated exchange rate 

and higher services inflation. However, much slower global growth, a faster resolution of global 

supply chain disruptions as many countries re-open or ease restrictions would lead to lower global 

commodity prices, and if combined with good domestic food crop harvest could cause inflation 

to remain subdued. Additionally, inflationary pressures could weaken in the event of an emergence 

of a more dangerous COVID-19 variants with a dominant demand side effects. BOU assesses that 

the risks are tilted to the upside. Despite the upside risks, the projections under the alternative 

scenarios indicate that inflation will not significantly deviate from the 5 percent target.  

 

  

 
 

2 Kampala constitutes 57% of the basket, Masaka 9, Mbarara 10, Jinja 6, Mbale 5, Gulu 5, Arua 4, and Fortportal 4.  
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3. CONCLUSION 

Economic growth recovery is on track and the growth outlook is now stronger than earlier 

anticipated reflecting rebounding aggregate demand at the back of the full reopening of the 

economy, solidifying investor and consumer optimism as signalled by high frequency soft 

indicators of economic activity, and supportive monetary and fiscal policies and the recently 

concluded FID. The Composite Index of Economic Activity (CIEA) posted a strong rebound in 

the quarter to January 2021 and this rebound is reflected by trajectory traced by PMI and Business 

Tendence Indicators in the optimist territories for over six months. The Projections now show a 

growth in the range of 6 percent for 2022 and above 7 percent in the medium term. Nonetheless, 

the balance of risks to this outlook is tilted to the downside. Most importantly, risks in favour of 

loss of global growth momentum are heightening. Global monetary conditions are tightening as 

only a few countries are not showing alarming inflation readings. The commodity super-cycle could 

only heighten with the raging Russia-Ukraine war and the attendant sanctions on Russia. In 

addition, Persistence of global supply chain disruptions, possible emergence of more perilous 

COVID-19 variants, and its effects on the global economy. On the domestic scene, weather 

conditions, and possible worsening of domestic financial assets quality especially with the expiry 

of credit relief measures also remain significant threats to the growth outlook. 

Inflation remains benign and within the BOU target of 5 percent. At the back of the low inflation, 

lies low aggregate demand occasioned by the lockdowns, exchange rate appreciation which 

sufficiently counteracted the cost push factors related to global and domestic supply side 

disruptions and elevated global commodity prices.  

The outlook to inflation remains largely unchanged from that of the December 2021 MPC 

meeting. Indeed, core and headline inflation are expected gradually rise and would slightly be above 

the target in the last half of 2023.  Upside risks to this inflation outlook remain higher global 

commodity prices, higher fiscal deficit, and a more depreciated exchange rate. However, much 

slower global growth, a faster resolution of global supply chain disruptions and thus lower global 

commodity prices, and good food crop harvest could keep inflation muted. Additionally, 

inflationary pressures could weaken in the event of an emergence of dangerous COVID-19 

variants with a dominant demand side effect.  

As such, BOU assesses that the risks are tilted to the upside, although materialization of these risks 

would not cause inflation to significantly deviate from the 5 percent target. Thus, the central bank 

maintained the CBR at 6.5 percent in February 2022. 

 


