FORMULATION AND IMPLEMENTATION OF
MONETARY POLICY

MONETARY POLICY FRAMEWORK

On the other hand, a decrease in the CBR serves

To implement monetary policy, BoU employs a

One of the roles of Bank of Uganda (BoU) is the

monetary policy framework known as Inflation

formulation and implementation of Monetary

Targeting Lite (ITL).

Policy.
Monetary policy refers to the use of various instruments under the Central Bank's control to regulate
and influence the availability, cost and use of
money in the economy.
OBJECTIVE OF MONETARY POLICY
The main objective of monetary policy is to maintain price stability. Price stability means low and
stable inflation as well as a stable and competitive
exchange rate. Low and stable inflation is defined
by a target of average annual core inflation of 5%
over the medium term (2 - 3 years).
The level and direction of the exchange rate in
Uganda is determined by market forces and not by
the Bank of Uganda. However, interventions by the
BoU in the foreign exchange market are solely for
stemming disruptive volatility (rapid speed of
change in the exchange rate).
Monetary policy is one of the policies that governments use alongside fiscal policy (government
revenue and expenditure) to achieve macroeconomic stability and promote economic growth.

to signal a decrease in interest rates that would
encourage borrowing by firms and individuals,
hence increasing consumption. This would lead to
an increase in the overall demand for goods and

Under the ITL monetary policy framework, the BoU
sets a policy interest rate, called the Central Bank
Rate (CBR). The CBR, akin to traffic lights, signals
the direction of monetary policy. The CBR is
intended to guide 7-day interbank interest rates,

services in the economy which supports economic
growth.
In short, an increase in the CBR would aim to slow
down demand and consequently reduce inflation
while a decrease in the CBR would be intended to

which in turn are expected to influence other inter-

increase demand and boost the overall level of

est rates such as commercial bank deposit rates

economic activity in the economy.

and other lending rates in the economy.
To align the 7-day interbank interest rate with the

The CBR is announced once every two months by
the Governor following a recommendation of the

CBR, the BoU undertakes market interventions by

Monetary Policy Committee (MPC). The MPC is

either withdrawing or injecting liquidity in the

headed by the Governor.

domestic money market.
Monetary policy aims at influencing the overall
HOW DOES MONETARY POLICY WORK?
When BoU expects inflation to increase above the
5% medium term target, it increases the CBR to
signal the potential rise in interest rates in the
economy. This raises the cost of borrowing and as

level of monetary demand in the economy so that
it grows broadly in line with the economy's ability to
produce goods and services. This should enable a
steady rate of inflation and stable economic
growth.

a result, discourages firms and individuals from

WHAT ARE THE DEMERITS OF HIGH INFLATION?

unnecessary



Inflation reduces the value of your money
which in turn reduces your purchasing power
and lowers the standard of living.



High and volatile inflation erodes the value of

borrowing

which

eventually

suppresses consumption. Suppressed consumption consequently reduces the overall demand for
goods and services thereby containing inflation in
the economy.

the currency and undermines the role of

money in determining the prices of goods and
services in the economy.



High inflation encourages investments that are
speculative rather than those that are viewed
to be productive activities.



Inflation can negatively affect savings espe
cially for fixed income earners.
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Once people lose confidence in the currency,
money may stop being used as a form of
exchange or a store of value. This may
discourage trade, investments and make long
term planning difficult with time.



Extreme rates of inflation may lead to social
unrest.

WHAT ARE THE BENEFITS OF LOW AND STABLE
INFLATION?



Preserves the purchasing power of your
money and savings.



Consumers and businesses can make
long-term plans and investment decisions
because they know that their money will not
lose value in the foreseeable future.



Encourages savings.
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