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Overview 
This report analyses the past and present 

economic and monetary aspects of both the 

Global and Domestic economy. It assesses the 

external and domestic risks to price stability 

as of end July 2012. The report also assesses 

the future prospects for inflation and 

economic activity based on the outlook of 

both domestic and external factors. It is upon 

this analysis that Bank of Uganda decides on 

the level of the Central Bank Rate (CBR) that 

will serve to ensure price stability during the 

month.  

In July 2012, BOU reduced the Central Bank 

Rate (CBR) by 1 percentage point to 19 

percent. This policy decision was premised on 

the weak global economic outlook and the 

likelihood that this could spill over to the 

domestic economy. The domestic inflationary 

pressures had also receded and the near-term 

inflation trajectory indicated a continued 

decline in inflation. In addition, the declining 

global inflation meant that imported inflation 

was likely to decline.  The domestic economy 

was still growing below potential primarily 

due to subdued demand and external spill-

overs from the global economy.  

Global economic growth prospects continue 

to weaken especially in the euro area while 

economic expansion in the US continues but 

at a somewhat slower pace. In China and 

other emerging economies, the deceleration 

in growth has been greater than anticipated, 

reflecting the impact of past policy tightening 

and weaker external demand. The slowdown 

in global activity has led to a sizable reduction 

in commodity prices. The combination of 

increasing global excess capacity and reduced 

commodity prices is expected to moderate 

global inflationary pressures. The easing of 

global inflation and increasing excess 

capacities provided scope for interest rate 

cuts, especially in emerging market countries, 

where tight monetary policies were pursued 

in the face of high inflation during 2011. 

These interest cuts have provided scope for 

increased portfolio inflows to frontier 

markets, such as Uganda, where interest rates 

are still relatively high.  

On the domestic scene, inflationary pressures 

continue to abate, with the near-term 

inflation trajectory indicating a continued fall 

in inflation. The domestic economy continued 

to show signs of recovery although at a 

slower pace. Domestic economic activity 

seems to be picking up on account of recovery 

in aggregate demand. However, lending rates 

on shilling denominated loans have remained 

sticky notwithstanding the reduction of the 

CBR. The stickiness in lending rates and the 

resulting low growth in shillings private 

sector credit and monetary aggregates are 

downward risks to economic activity. 

Economic growth is nonetheless expected to 

pick-up in 2012/13. The current account 

continues to be weak and in persistent deficit 

largely on account of the high import bill and 

weak exports. The current account deficit has 

largely been funded by the capital and 

financial account of the balance of payments.  

In line with the global and domestic economic 

outlook, BOU decided to ease monetary policy 

further by reducing the CBR by 2 percentage 

points to 17 percent in August 2012. The 

band on the CBR was maintained at 

plus/minus 3 percentage points and the 

margin on the rediscount rate at 4 percentage 

points on the CBR. Consequently, the 

rediscount rate and the bank rate for August 

2012 were set at 21 percent and 22 percent, 

respectively. 
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The remainder of this issue of the Monthly 

Monetary Policy Review is structured as 

follows. The first section reviews recent 

global economic developments and outlook. 

In particular, it reviews trends and outlook in 

global economic activity, inflation, and 

commodity and financial markets, and the 

implications of these developments and 

outlook for the domestic economy. The 

second section reviews domestic economic 

developments in relation to domestic 

economic activity and aggregate demand, 

financial sector developments, balance of 

payments and inflation developments and 

outlook. Finally, section three presents the 

policy implications and the monetary policy 

framework for August 2012. 
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1. Global Economic Developments and Prospects 

The resurgence of global financial market 

stress, Euro Area debt sustainability 

concerns, slow pace of economic recovery in 

the United States and declining growth in 

emerging market economies have further 

dwindled chances of recovery in the global 

economy. In response to the weak global 

economy and gloomy prospects for recovery, 

commodity prices declined further in June 

2012, which led to further easing of global 

inflation.   

1.1 Global Real Economic Activity  

The path of global economic recovery and 

prospects for growth in the near-term have 

continued to weaken. Following the re-

emergence of Euro Area financial woes, the 

decline in growth in China, India and Brazil 

and the lower than optimal pace of growth in 

the United States during the second quarter 

of 2012, global growth forecasts for 2012 

have dimmed. The IMF now projects the 

global economy to grow by 3.4 percent in 

2012, down from an earlier projection of 3.7 

percent in April 2012.  

This forecast is premised on the assumption 

that the policy actions in the Euro Area will 

be sufficient to ease financial market stress 

and that the recent policy easing in emerging 

market economies, such as China, will 

stimulate growth in these economies. The 

attendant lower commodity prices in 2012 

are expected to boost output, especially in oil 

importing countries. However, should the 

financial market turbulence persist, the global 

growth outturn for 2012 may be lower than 

anticipated. The growth forecasts are 

summarized in Table 1. 

 

Table 1: IMF Growth Forecasts July 2012 
 April 2012 Forecasts July 2012 Forecasts 

 2012 2013 2012 2013 

World 3.7 4.1 3.4 4.1 

Advanced Economies 1.6 2.2 1.4 2.2 

US 2.0 2.6 1.9 2.5 

Euro Area -0.2 1.4 -0.2 1.2 

Emerging Economies 6.3 6.4 5.9 6.5 

China 8.4 8.4 8.4 8.4 

India 6.9 7.2 6.4 6.4 

Brazil 4.7 3.4 4.2 4.0 

Source: IMF World Economic Outlook (WEO) Update July 2012 

After the fall of the global financial crisis, 

growth in Germany, China and Brazil kept the 

global economy at balance. Recent data 

however suggests that these economies too 

seem to be losing steam. In Germany, 

annualized GDP growth declined to 1.2 

percent in Q1-2012, from 2.0 percent and 2.7 

percent realised in Q4-2011 and Q3-2011, 

respectively. Brazil’s annualized GDP growth 

also decelerated to 0.7 percent in Q1-2012, 

from the respective growth rates of 1.4 

percent and 2.2 percent in Q4-2011 and Q3-

2011. China also registered a decline in 

growth for the third consecutive quarter 

declining to 7.6 percent in Q2-2012. This 

decline is partly attributed to the impact of 
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past tight macroeconomic policy stance and 

weaker external demand.  

Annual growth in the United States also 

declined slightly to 2.2 percent in Q2-2012 

from 2.5 percent recorded in the previous 

quarter, while the recession in the United 

Kingdom deepened with a contraction 0.8 

percent in Q2-2012, compared to a 

contraction of 0.2 percent registered in Q1- 

2012. The weak growth in the United States is 

largely attributed weaker than anticipated 

domestic demand and the lower than 

projected rate of job creation and the 

consequent rise in unemployment. 

1.2 Global Inflation 

Global inflationary pressures continued to 

ease in June 2012, partly on account of the 

continued decline in global commodity prices. 

In China, annual CPI inflation declined to 2.2 

percent in June 2012 from 3 percent in May 

2012. Forecasts indicate that the Chinese 

inflation may drop further to 2 percent in July 

2012. This declining trend is largely a result 

of the tight monetary policy pursued by the 

Central Bank of China, supported by the 

continued fall in commodity prices. The 

decline in inflation provides scope for the 

introduction of pro-growth measures, which 

may help boost the slowing Chinese economy. 

In India, inflation measured by the Wholesale 

Price Index (WPI) declined to 7.3 percent in 

June 2012, from 7.6 percent in May 2012. The 

decline in inflation is attributed to lower 

energy prices. In Brazil, annual CPI inflation 

declined marginally to 4.9 percent in June 

2012 from 5.0 percent in May 2012. This 

however is still above the central bank’s 

target of 4.5 percent per annum in the 

medium-term. In the euro zone, annual 

inflation remained stable at 2.4 percent in 

June 2012, and flash estimates indicate the 

same rate for July 2012. While it is stable, 

inflation remains above the ECB target of 2 

percent. Global inflation developments are 

shown in Figure 1. 

 

Figure 1: Inflation Developments 

Source: OECD Statistics 

1.3  Global Commodity Markets 

Commodity prices continued to decline partly 

on account of the weak global demand and 

continued rise in production by both OPEC 

and Non-OPEC suppliers. The energy price 



Monetary Policy Report, August, 2012 Page 7 

index declined by 12 percent in June 2012 

following a decline of 7.6 percent recorded in 

May 2012. The average crude oil spot price 

declined by 12.4 percent to US$ 90.7 per 

barrel, in June 2012, after declining by 8.4 

percent recorded in May 2012. The non-

energy index also declined by 3.6 percent in 

June 2012. The decline in the non-energy 

index was largely driven by further decreases 

in prices of metals and minerals. Food prices 

also continued to decline. The Food and 

Agricultural Organisation (FAO) food price 

index, which is a measure of international 

prices of a basket of food commodities, 

declined by a further 1.8 percent in June 2012 

after declining by 3.7 percent in May 2012. 

Developments in international commodity 

prices are shown in Figure 2. 

 

Figure 2: Main Developments in Commodity Prices 

 

Source: World Bank Database & FAO Statistics 2012 

 

1.4  Global Financial Markets 

The renewed worries about the sustainability 

of Euro area sovereign debt and the health of 

the banking sectors in some Euro-Area 

economies, as well as downward revisions to 

the prospects for global economic growth, 

have led to global financial market stress. In 

line with the Euro area developments, the 

Euro depreciated by 16 percent against the 

US dollar in the year to July 2012. According 

to the Economist Intelligence Unit (EIU), the 

US dollar is expected to remain stronger at 

average of US$ 1.28 per Euro in 2012, 

compared to the average of US$ 1.39 per Euro 

recorded in 2011. The EIU also projects that 

as the Euro Area crisis eases in the second 

half of 2012, risk aversion will reduce, 

causing a depreciation of the US Dollar.  

1.5  Global Economic Outlook 

The global economic outlook remains gloomy. 

High income countries are expected to grow 

by just 1.4 percent. Growth in emerging and 

developing countries is also expected to 

average 5.9 percent and 6.5 percent in 2012 

and 2013, respectively. The delayed 

resolution of the Euro debt crisis and the 
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delayed medium term US fiscal consolidation 

plan are major downside risks that could 

further reduce global growth in 2012. In 

emerging and developing economies, the 

downside risks to growth arise mainly from 

weak external demand.  

Global consumer price inflation is projected 

to ease further in 2012 due to continued 

weak global demand and high expectations 

that commodity prices will trend lower in 

2012. According to the IMF, inflationary 

pressures are expected to remain anchored 

amongst the advanced economies, declining 

to about 2 percent during 2012, down from 

the peak of 2.7 percent in 2011. In both the 

emerging and developing countries, 

inflationary pressures are expected to decline 

as the tight monetary policies implemented in 

2011 gain traction, supported by lower food 

inflation and a slow global economy.  

1.6  Regional Developments 

The tight monetary policy stance pursued by 

the East African Central Banks continued to 

deliver favorable outcomes as inflation 

declined across the region, and the exchange 

rates remained relatively stable. In July 2012, 

annual inflation in Kenya declined to 7.7 

percent from 10.1 percent in the previous 

month, mainly driven by a decline in food 

prices. In Tanzania, annual inflation declined 

to 17.4 percent in June 2012 from 18.2 

percent during the previous month. In the 

same vein, annual inflation in Burundi and 

Rwanda declined to 17.3 percent and 5.9 

percent, respectively in June 2012, from 22.5 

percent and 8.3 percent in May 2012. In a bid 

to further bring inflation down to its targeted 

levels and also maintain stability in the 

exchange rate markets, the Central Banks of 

Tanzania and Burundi maintained tight 

monetary policy stances in July 2012. The 

National Bank of Rwanda also maintained a 

tight monetary policy stance, keeping its key 

repo rate at 7.5 percent for July 2012. On the 

other hand, the Central Bank of Kenya 

reduced its policy rate by 150 basis points to 

16.5 percent in July 2012, citing the fact that 

inflation seemed to be declining towards its 

short-term target of 9.0 percent.  

The monthly average weighted annualized 

yields for the 91-day, 182-day, and 364-day 

papers in Tanzania declined to 13.2, 13.5, and 

13.8 percent, respectively in July 2012 from 

13.4 percent, 13.5 percent, and 14.4 percent 

in the previous month. However, yields on 

government securities rose in Kenya as 

commercial banks shifted their focus back to 

the debt market following a decline in returns 

on term auction deposits. Accordingly, the 

monthly average weighted annualized yields 

for the 91-day, 182-day, and 364-day papers 

rose to 12.3 percent, 12.5 percent and 13.0 

percent, respectively in July 2012 from 10.5 

percent, 10.9 percent, and 12.4 percent in 

June 2012. The monthly average weighted 

annualized yields for the 91-day, 182-day, 

and 364-day papers in Rwanda also rose to 

10.2, 10.5 and 11.5 percent, respectively in 

July 2012 from 8.1, 8.3 and 8.9 percent in 

June 2012.  

All the East African currencies remained 

relatively stable. On a monthly basis, the 

Kenya and Tanzania Shilling appreciated by 

0.9 percent and 0.2 percent, respectively to 

average midrates of KES 84.1/US$ and TZS 

1,577.8/US$. The Rwandan Franc also 

depreciated by 0.5 percent during the month, 

to an average midrate of RWF 612.9/US$. On 

an annual basis, in July 2012 the Tanzania 

Shilling and Rwanda Franc recorded annual 

depreciations of 0.1 percent and 2.1 percent, 

respectively, while the Kenya shilling 

appreciated by 6.4 percent over the same 
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period. However, the uncertainty 

surrounding the Euro zone crisis and the 

slowdown of economic activity in emerging 

market economies continue to pose a risk to 

exchange rate stability in the region. A 

summary of key macroeconomic indicators in 

the East African Community Partner States is 

shown in Table 2. 

 
Table 2: Summary of Regional Economic Indicators 

Inflation Overall Weighted  Interbank Money Market Rates

Uganda Kenya Tanzania Uganda Kenya Tanzania

Jan-12 25.7 18.3 19.7 26.2 19.3 21.4

Feb-12 25.7 16.7 19.4 19.2 18.1 7.4

Mar-12 21.1 15.6 19.0 21.8 24.0 16.8

Apr-12 20.0 13.1 18.7 21.3 16.1 25.2

May-12 18.6 12.2 18.2 18.7 17.2 17.3

Jun-12 18.0 10.1 17.4 21.3 17.1 14.7

Jul-12 14.3 7.7 - 16.0 14.2* Prov. 6.1*Prov.

Policy Rates Yield on 364-day Treasury Bills

Uganda Kenya Tanzania Uganda Kenya Tanzania

Jan-12 23.0 18.0 24.5 22.0 18.6

Feb-12 22.0 18.0 19.0 21.0 13.4

Mar-12 21.0 18.0 19.4 17.0 13.9

Apr-12 21.0 18.0 20.3 16.9 14.9

May-12 21.0 18.0 20.2 12.4 14.9

Jun-12 20.0 18.0 19.2 12.4 14.4

Jul-12 19.0 16.5 17.5 13.0 13.8

Source: Respective Central Bank websites  
 

1.7  Implications for the Ugandan economy  

The slowdown in global activity has led to a 

sizable reduction in commodity prices. The 

combination of increasing global excess 

capacity over the projection horizon and 

reduced commodity prices is expected to 

moderate global inflationary pressures. The 

easing of global inflation is expected to 

provide scope for interest rate cuts, especially 

in emerging market countries where tight 

monetary policies were pursued to bring 

down the high inflation experienced in 2011. 

Interest rate cuts in emerging market 

countries imply further portfolio inflows to 

frontier markets, such as Uganda, where 

interest rates are still relatively high. In the 

recent past, the Uganda shilling has largely 

gained from the developments in 

international financial markets, since the 

offshore investors control about 40 percent of 

the daily turnover in the FX market. However, 

the danger is that this cannot be sustained 

and the shilling could drastically fall if there is 

an abrupt reversal of portfolio flows.  
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2. Domestic Economic Developments 

2.1. Monetary Policy Actions in July 
2012 

The BOU reduced the CBR by 1 percentage 

point to 19 percent in July 2012. The band on 

the CBR remained at plus/minus 3 

percentage points and the margin on the 

rediscount rate was maintained at 4 

percentage points on the CBR. Consequently, 

the rediscount rate and the Bank rate stood at 

23 percent and 24 percent, respectively. This 

cautious easing of the monetary policy stance 

was necessitated by a combination of factors: 

a slowdown in global economic growth, 

continued fall in global and domestic inflation 

with a declining trajectory in the domestic 

outlook and underperformance of domestic 

economy. 

In a bid to fine tune short term liquidity 

conditions, the BOU issued five reverse 

REPOs and three REPOs of different tenures 

worth Shs. 799.3 billion and Shs. 155.6 billion 

respectively. The impact of the REPO/ reverse 

REPO instrument was a withdrawal of Shs. 

75.0 billion from the financial system during 

the month. By the close of the month, the 

outstanding stock of REPOs stood at Shs. 

105.0 billion.  

The BOU also continued with the daily 

purchase of foreign exchange for reserve 

build-up. During the month BOU purchased 

US$ 187.2 million for this purpose. In 

addition, BOU carried out targeted sales to 

(Uganda Electricity Transmission Company 

Limited) (UETCL) amounting to US$ 10.9 

million. Consequently, BOU’s actions in the 

IFEM during the month were a net purchase 

of US$ 176.3 million. This in effect resulted 

into an injection of Shs. 486.0 billion during 

the month.  

2.2. Financial Sector Developments 

2.2.1. Interbank Money Market rates 

The money market rates remained broadly 

consistent with the monetary policy stance 

for the month. The weighted average 7-day 

rate trended within the CBR band during the 

entire month, averaging 18.49 percent, which 

was lower than the previous month’s average 

of 20.05 percent. The overall and overnight 

weighted average interbank rates also fell to 

16.05 percent and 12.47 percent respectively 

from 20.40 per cent and 18.80 per cent in the 

previous month. The developments in the 

interbank money market rates are as shown 

in Figure 3.  

The weighted average repo and reverse repo 

rates also declined to 14.78 percent and 

19.61 percent, respectively in July 2012 

relative to 19.93 percent and 20.20 percent, 

respectively in June 2012. Although the 

weighted average 7-day rate trended within 

the CBR throughout the month as shown in 

Figure 3, liquidity conditions in the banking 

system were relatively tight resulting into 

lower average excess reserves of commercial 

banks. Commercial banks’ excess reserves 

averaged Shs. 17.3 billion in July 2012 

compared to the previous months’ average of 

Shs. 44.3 billion. The liquidity tightness was 

mainly on account of fiscal 

underperformance. The outturn in 

government expenditure of Shs. 304.4 billion 

was lower than the previous month’s amount 

of Shs. 555.3 billion and, the monthly 

projection of Shs. 458.7 billion. 
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Figure 3: Evolution of the 7-day interbank rate  
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Source: Bank of Uganda 

On a net basis, fiscal operations and net open 

market operations withdrew Shs. 388.0 

billion and Shs.69.7 billion respectively from 

the banking system in July 2012 compared to 

an injection of Shs.68.4 billion and a 

withdrawal of Shs. 149.3 billion in the 

previous month. Table 3 shows the main 

liquidity drivers during the month.  

 

Table 3: Summary of Liquidity Drivers in Billions of Shillings 

  

Net OMO (Tbills, 
Tbonds, REPOs 
and reverse 
REPOS.)  Net FISCAL 

Net Forex 
(Bn Shs) 

OTHERS (incl 
project funds Net impact 

Jul-11 315.51 -213.19 -24.37 8.01 85.96 
Aug-11 -52.12 340.13 -172.65 8.48 123.85 
Sep-11 66.83 92.96 13.31 -218.36 -45.26 
Oct-11 -280.16 146.05 142.15 -43.60 -35.56 
Nov-11 -47.72 63.98 40.43 -30.70 26.00 
Dec-11 -87.70 90.87 109.27 6.43 118.87 
Jan-12 -184.93 -50.31 283.22 -52.59 -4.61 
Feb-12 -526.11 186.61 160.98 -14.75 -193.27 
Mar-12 106.06 -81.51 -22.18 -45.69 -43.31 
Apr-12 -86.64 102.62 35.44 -31.28 20.14 
May-12 -267.07 61.84 167.00 -12.53 -50.75 
Jun-12 -149.33 68.35 67.24 -2.20 -15.95 
Jul-12 -69.69 -387.98 485.98 -64.31 -36.00 

 
Source: Bank of Uganda 

 

2.2.2. Treasury Securities Market 

The rates on government securities were also 

consistent with the monetary policy stance 

for the month. The weighted average 

annualised yields for the 182-day and 364-

day papers declined to 18.7 percent and 17.5 

percent respectively from 19.6 percent and 
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19.2 percent in June 2012. On the other hand, 

the rate on the 91-day paper remained 

relatively stable at 18.6 percent. 

Developments in Treasury bill yields are 

shown in Figure 4.  

 

Figure 4: Treasury bill yields 
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Source: Bank of Uganda 

 

The secondary market rates also moved in 

tandem with the primary auction rates. The 

annualised rates for securities of less than 91- 

days and 364-days fell to 20.1 percent and 

17.8 percent respectively in July 2012 from 

22.0 percent and 18.4 percent in June 2012. 

The rates of the 182- day instrument 

remained relatively stable at 18.2 percent 

compared to 18.1 percent, during the 

previous month.  

The average yield for a 2-year bond also fell 

to 14.8 percent from 15.2 percent during the 

last auction for the 2-year bond held on 

February 02, 2011. The average yields on 

bonds of less than 2-year, 3-year and 5-year 

in the secondary market fell to 16.1 percent, 

14.8 percent and 14.7 percent from 18.8 

percent, 15.3 percent and 15.4 percent 

respectively. 

Commercial Banks’ interest rates 

The lending rates on shilling denominated 

loans have remained persistently high 

notwithstanding the current policy of 

monetary easing, which is aimed at 

stimulating domestic demand and private 

sector credit. In June 2012, the weighted 

average interest rate on shilling denominated 

loans was stable at 27.0 percent.  

The weighted average rate on time deposits 

has averaged 19.12 percent in the six months 

to June 2012 compared to an average of 20.3 

percent in the three months to March 2012. 

Consequently, the spread rose to 9.30 

percentage points from 7.47 percentage 

points and 7.62 percentage points registered 

in April 2012 and March 2012 respectively. 

Further, the weighted rates on saving and 

demand deposits have been relatively stable 

averaging 3.28 percent and 1.40 percent 

respectively for the period January-June 

2012. The details of commercial banks’ rates 

are presented in Table 4. 
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 Table 4: Commercial Banks’ Weighted Average Rates  

Local Currency (Shillings) Jun 11 Jul 11 Aug 11 Sept 11 Oct 11 Nov 11 Dec 11 Jan 12 Feb12 Mar 12 Apr 12 May 12 June 12

Lending (Shs) 19.94 21.72 21.31 23.34 23.55 25.97 26.71 27.25 26.83 27.58 26.14 26.66 27.02

Demand 1.13 1.20 1.20 1.20 1.20 1.26 1.19 1.31 1.32 1.38 1.65 1.42 1.32

Saving 2.30 2.33 2.29 2.37 2.37 2.38 2.31 3.23 3.18 3.25 3.29 3.30 3.41

Time 11.01 12.99 14.20 13.74 15.80 19.68 19.95 21.23 19.78 19.96 18.67 17.36 17.72

Foreign Currency

Lending (US$) 9.43 9.66 9.79 9.70 9.52 10.25 10.08 10.34 10.24 9.99 8.23 9.32 8.44

Demand 1.09 1.08 0.95 0.95 0.95 0.95 0.95 0.95 0.95 0.95 0.95 1.01 0.95

Saving 1.49 1.49 1.49 1.63 1.66 1.68 1.74 1.88 1.76 1.75 1.79 1.46 1.55

Time 2.40 2.12 3.91 2.42 3.82 4.48 4.06 5.86 5.09 4.47 4.60 7.36 6.67  
Source: Bank of Uganda 

 

 

The lending rates on foreign currency 

denominated loans have however fallen in 

line with the monetary policy stance. The 

weighted average rates on foreign 

denominated loans fell by 0.87 percentage 

points to 8.44 per cent. This fall in lending 

rates is consistent with the continued growth 

in foreign currency denominated lending and 

the exchange rate appreciation. The foreign 

currency time deposit rate also increased by 

0.69 percentage points to 6.67 percent, while 

the savings and demand deposit rates 

remained relatively stable at 1.5 percent and 

1.0 percent, respectively. 

 

2.2.3. Monetary aggregates 

Monetary aggregates continued to decline in 

June 2012, save for M3, contrary to the 

monetary policy stance. On a monthly basis, 

M1 and M2 declined by 0.9 percent and 0.2 

percent, respectively, while M3 registered a 

5.5 percent increase. This is in contrast with 

the changes witnessed in May 2012, when M1 

remained stable while M2 and M3 increased 

by 1.6 percent and 1.9 percent, respectively.  

The decline in M1 and M2 was mainly on 

account of a 5.6 percent fall in demand 

deposits, while M3 grew on account of a 19.9 

percent increase in foreign exchange 

deposits. Over the FY 2011/12, there has 

been a notable increase in foreign currency 

denominated deposits as shown in Figure 5. 

In the first half of the year, M1 and M2 have 

declined on average by 0.4 percent and 0.1 

percent, respectively, while M3 on average 

grew by 1.3 percent.  

 

Currency in Circulation (CIC) grew by 5.8 

percent, compared with the 1.2 percent 

decline recorded in May 2012. 
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Figure 5: Evolution of Private Sector Deposits 
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Source: Bank of Uganda 

 

On a quarterly basis, M1 and M2 registered 

declines of 2.8 percent and 0.7 percent, 

respectively while M3 grew by 6.1 percent in 

June 2012 compared to the quarter ended 

March 2012. These changes are in line with 

the annual changes, which saw M1 and M2 

declining by 5.5 percent and 4.3 percent, 

respectively while M3 grew by 7.4 percent 

compared to the previous year. 

Developments in monetary aggregates are 

shown in Table 5.  

 
 

 

Table 5: Growth rates in monetary aggregates  
Jul-11 Aug-11 Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12

Monthly

M1 (4.1)   5.3      (4.3)    1.8       (1.2)     (0.6)     (2.0)    4.2     (1.5)     (1.9)     0.0      (0.9)       

M2 (0.2)   0.3      (3.0)    0.1       (0.4)     (0.8)     (3.3)    3.9     (0.3)     (2.0)     1.6      (0.2)       

M3 0.0   3.8    (1.6)  (1.7)     0.1     (0.7)   (4.4)  3.0    2.9     (1.3)   1.9     5.5        

Quarterly 

M1 2.2    4.0      (3.4)    2.6       (3.6)     0.1      (3.7)    1.5     0.6      0.7      (3.4)     (2.8)       

M2 6.7    4.6      (2.9)    (2.5)      (3.2)     (1.0)     (4.4)    (0.3)    0.2      1.5      (0.8)     (0.7)       

M3 7.5   9.3    2.2    0.4      (3.1)    (2.2)   (4.9)  (2.2)   1.3     4.6     3.5     6.1        

Annual 

M1 26.7   23.7    18.6   17.7      5.5      3.8      4.2     2.7     3.9      1.7      (1.7)     (5.5)       

M2 28.6   22.4    16.7   14.6      7.1      4.8      3.1     3.7     3.3      0.1      0.1      (4.3)       

M3 30.3 27.8  23.4  18.7    12.4   10.6  6.0   6.4    8.3     7.4     7.1     7.4         
 Source: Bank of Uganda 

 

2.2.4. Private Sector Credit 

Although indications are that private sector 

credit is recovering, its growth remains weak 

with monthly growth rates averaging only 0.5 

percent during the first six months of 2012. In 

June 2012, private sector credit grew by 1.1 

percent on a monthly basis, higher than the 
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0.2 percent growth recorded the previous 

month. On an annual basis, private sector 

credit grew by 10.6 percent, which is lower 

than the 16.1 percent growth recorded in May 

2012. The annual growth in private sector 

credit is mainly explained by the 43.1 percent 

growth in US dollar denominated loans, 

driven by the lower cost of foreign borrowing 

compared to the rates on the shilling 

denominated loans. On annual basis, shilling 

denominated loans grew by 0.8 percent in 

June down from growth rates of 5.4 percent 

and 9.1 percent in May and April 2012, 

respectively. 

 

Credit to the manufacturing, transport & 

communications and building sectors grew by 

9.0 percent, minus 6.3 percent and 25.8 

percent, respectively on annual basis 

compared to 13.8 percent, 4.3 percent and 

31.2 percent in May 2012. The annual growth 

of credit to the personal and household 

sectors was also lower at 7.7 percent in June 

compared to 15.1 percent in May 2012.  

Credit to the agriculture and trade sectors 

grew at 1.0 percent and 10.8 percent 

compared to 3.2 and 12.0 percent, 

respectively, in May 2012.  

 

The growth rates of private sector credit are 

shown in Table 6. Although total credit 

growth remains weak, foreign denominated 

lending continues to strengthen averaging at 

41.4 percent (y-o-y) in the first six months of 

2012. All sectors registered an increase in 

foreign exchange lending except the 

agricultural sector, which declined by 0.7 

percent. 

 

Table 6: Private Sector Credit Growth Rates   

Jul-11 Aug-11 Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12

Private Sector Credit 0.6 4.1 3.5 -1.4 1.2 -0.9 -1.8 0.4 3.1 0.2 0.2 1.1

Shilling Denominated loans 0.8 3.2 2.6 1.2 0.2 -1.2 -1.7 -2.0 -0.9 -0.4 0.3 -1.1

Forex denominated loans (Shs.) 0.1 6.4 5.5 -7.6 3.7 0.1 -1.9 6.4 12.1 1.5 0.1 5.3

Forex denominated loans (US$) 0.6 -1.5 4.7 1.4 4.8 3.1 5.0 4.3 5.6 2.0 0.8 5.9

Private Sector Credit 40.9 44.6 46.4 36.7 33.8 27.8 23.4 20.5 21.7 20.2 16.1 10.6

Shilling Denominated loans 31.5 35.1 35.9 32.2 28.4 24.4 19.9 14.5 11.9 9.1 5.4 0.8

Forex denominated loans (Shs.) 71.2 74.1 78.3 49.9 49.2 37.5 34.8 36.6 47.3 50.3 44.9 34.9

Forex denominated loans (US$) 46.3 40.1 40.6 32.1 34.5 26.9 33.1 35.8 40.2 42.5 39.2 43.1

Monthly

Annual

 
Source: Bank of Uganda

 

Figure 6 shows net credit extensions and 

recoveries. In June 2012, net extensions stood 

at Shs. 60.1 billion compared to Shs. 15 billion 

in May and net recoveries of Shs. 39.0 billion 

in April. Similarly, net credit extensions 

increased to Shs. 35.7 billion in the quarter 

ended June 2012 from Shs. 17.3 billion in the 

quarter ended March 2012. This increase in 
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net extensions was a result of a decline in 

loan recoveries. The fall in loan recoveries 

has implications for asset quality.  

 
Figure 6: Credit Extensions and Recoveries 
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Source: Bank of Uganda 

 

One of the measures of asset quality, the NPA 

(NPLs to Asset) ratio indicates a slight 

increase to 3.9 percent in the quarter ended 

June 2012 from 3.4 percent in the previous 

quarter. On the upside, non-performing loans 

(NPLs) grew at a slower pace in the quarter 

ended June 2012 relative to the previous 

quarter. The building, Construction and Real 

estate sector accounted for the largest growth 

of NPLs at the quarter ended June 2012. 

Details of the NPLs are shown in Table 7.  
 

Table 7: Non-performing loans by sector 
(Billions of shillings) 
SECTOR June 11 September 11 December 11 March 12 June 12

Agriculture 7.1 9.8 14.4 22.3 17.4

Mining and Quarrying 5.0 5.1 3.7 5.6 4.7

Manufacturing 1.7 4.0 5.1 6.8 6.3

Trade  and Commerce 14.9 16.8 31.3 79.0 85.7

Transport and Communication 3.5 5.1 4.6 7.0 8.0

Building, Construction and Real Estate 17.0 25.1 28.0 44.9 89.3

Electricity and Water 0.2 0.0 0.2 0.2 0.0

Business Services 3.2 6.4 8.8 11.7 13.2

Community, Social & Other Services 2.7 2.8 2.6 2.6 3.4

Personal Loan and Household Loans 15.7 17.9 19.3 21.8 22.9

Others Activities (Not Anywhere Above) 33.2 34.6 36.2 39.1 32.1

Staff Loans 0.6 0.4 0.5 0.6 0.2

NPA Ratio (%) 1.6 1.8 2.2 3.4 3.9

  
 

An analysis of the demand for and supply of 

credit also affirms that credit though 

recovering is still weak.  In June, loan 

applications declined by 844 in contrast with 

the increases of 2,678 and 443 registered in 

May and April, respectively. Loan approvals 

also declined by 2,166 applications to 11,473 

applications in June 2012 compared to 

13,639 approvals in May 2012. 

 Although the number of loan applications 

and approvals declined, the value of loan 

applications and approvals increased to Shs. 

599 billion and Shs. 485 billion respectively, 

compared to Shs. 562 billion and Shs. 411 

billion, respectively in May 2012. The trade 

and manufacturing sectors registered the 

highest value of loan approvals with the 

respective amounts of Shs. 151 billion and 

Shs. 132 billion in June 2012 compared to 

Shs. 115 billion and Shs. 80 billion in May 

2012. Table 8 shows the number and value of 

loan applications and approvals, which proxy 

the demand and supply of credit, respectively.
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Table 8: Number and Value of Loan Applications and Approvals 

Jul-11 Aug-11 Sep-11 Oct-11 Nov-11 Dec-11 Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12

Loan Applications received 20,609     22,656 19,161 18,486 17,558      13,665 12,662 10,382 10,664 11,107 13,785  12,941  

Amounts applied for: Shs. bns 737          802      1,105   650      682           438      620      491      596      597      562       599       

Loan Applications approved 20,421     18,987 17,417 16,806 16,542      13,996 12,092 10,332 10,718 10,804 13,639  11,473  

Amounts approved : Shs. bns 460          444      809      510      423           391      286      439      415      345      411       485       

SECTOR July. 11 Aug. 11 Sep. 11 Oct. 11 Nov. 11 Dec. 11 Jan. 12 Feb. 12 Mar. 12 Apr.12 May. 12 Jun.12

Agriculture 34 44 127 32 24 24 45 21 27 32 34 46

Manufacturing 136 147 315 90 67 79 21 98 36 27 169 197

Trade 188 213 224 104 138 88 361 192 219 180 127 128

Transport, Communication &Utilities 20 35 114 108 114 94 41 53 110 176 29 40

Building, Construction and Real Estate 110 113 65 62 49 59 55 40 90 83 87 65

Personal Loan and Household Loans 100 103 82 70 54 56 42 38 36 38 46 52

Services and Other Activities 150 147 178 184 234 37 56 50 78 60 71 72

SECTOR July. 11 Aug. 11 Sep. 11 Oct. 11 Nov. 11 Dec. 11 Jan. 12 Feb. 12 Mar. 12 Apr.12 May. 12 Jun.12

Agriculture 16 43 115 18 17 14 30 27 11 24 38 34

Manufacturing 132 74 255 98 75 78 19 91 12 32 80 132

Trade 74 92 162 86 101 72 117 181 128 85 115 151

Transport, Communication &Utilities 22 33 96 104 98 92 13 47 96 81 20 31

Building, Construction and Real Estate 50 64 53 26 33 57 43 35 69 53 80 54

Personal Loan and Household Loans 87 75 68 56 47 46 33 30 27 30 36 42

Services and Other Activities 79 63 61 123 51 32 32 29 72 40 44 41

 Value of Applications Recieved (Shs Billions)

 Value of Applications Approved (Shs Billions)

Source: Bank of Uganda 

 

2.3. Output and Aggregate Demand 

 

2.3.1. Real Economic Activity 

The level of economic activity in June 2012 

based on an analysis of the trends in the 

composite index of economic activity (CIEA) 

indicates some recovery in economic activity 

but at a slower pace compared to the 

recovery registered in May 2012. The 

monthly CIEA1 rose by 0.08 percent in June 

2012.  

 

 

                                                           
1 The index aggregates de-seasonalized real data on 
consumption and investment for the public sector, net exports 
and proxies for private sector consumption and investment.  

On a quarterly basis, CIEA is estimated to 

have risen in the quarter ended June 2012 by 

1.3 percent, indicating that economic growth 

remained in the positive territory throughout 

the second half of 2011/12. The monthly 

changes in the composite index of economic 

activity are shown in Figure 7. 
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Figure 7: Monthly changes in the CIEA (percent) 

 
Source: Bank of Uganda 

 

2.3.2. Aggregate Demand 

Aggregate demand proxies indicate that 

aggregate demand improved slightly, mainly 

due to an increase in private domestic 

demand. Value added tax (VAT), a proxy for 

private consumption rose by 1.8 percent in 

real terms as shown in Figure 8. 

 
Figure 8: Monthly changes in the indices of excise duty and VAT 

 
Source: Bank of Uganda 

 

In terms of public sector indicators, real 

current expenditure declined by 0.75 percent, 

which more than offset the increase of 0.04 

percent in real development expenditure 

during the month. This compares to a decline 

of 0.63 percent and an increase of 0.24 

percent in May 2012 respectively. 

Developments in the components of 

government expenditure are shown in Figure 

9. 

 
 
Figure 9: Monthly changes in public expenditure 
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Source: Bank of Uganda 

 

Private investment can also be estimated 

using the value of capital goods imports on 

the assumption that all these capital goods 

are used for investments. The index of capital 

goods’ imports rose by 0.26 percent in June 

2012 compared to the increase of 

0.31percent in May 2012. Largely on account 

of the high import bill, the trade imbalance 

increased for the fourth consecutive month, 

increasing by 0.06 percent in June 2012 

compared to an increase of 0.07 percent in 

May 2012. Developments in the index of 

imports of capital goods and net exports are 

shown in Figure 10. 
 

Figure 10: Monthly changes in capital goods imports and net exports (percent) 

 

 
Source: Bank of Uganda 

 

2.4. External Sector Developments 

2.4.1. Current account developments 

There was an improvement in the current 

account deficit of 5.3 percent in June 2012 

from the previous month mainly driven by 

increased current transfers2.The capital and 

financial account balance also improved to 

                                                           
2 Based on the preliminary BOP data for June 2012 

US$262 million from US$227 million in May 

2012. The increase in the capital and financial 

account was mainly driven by higher inflows 

of direct investment during the month, which 

amounted to US$299 million compared to 

US$92 million in May 2012. The trade balance 
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worsened from a deficit of US$ 221 million in 

May 2012 to a deficit of US$252 million in 

June 2012 on account of an increase in 

imports that more than offset the increase in 

exports. Developments in the trade balance 

are shown in Figure 11 while Figure 12 

shows the evolution of different categories of 

imports. 

 

Figure 11: Trade balance and Terms of Trade 

Source: Bank of Uganda 

 

Figure 12: Funding and use of imports 

Source: Bank of Uganda 

 

Uganda remained a net importer of services, 

with net payments for services abroad in June 

2012 increasing to US$44.6 million, which 

accounted for 22.1 percent of the current 

account. Total net current transfers improved 

by US$ 60 million to US$ 132 million in June 

2012 mainly due to increased government 

grants resulting in an improved current 

account balance of US$203 million from 

US$214 million in May 2012. Grant 

disbursements to government projects and 

budget support increased by US$20.2 million 

and US$37.3 million respectively in June 

2012. On the other hand, indicative figures 
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from the monthly reports of Money Transfer 

Operators point towards a continued 

slowdown in inflows of workers’ remittances 

with effect from April 2012, probably 

emanating from the intensifying stress in the 

Euro area.  

2.4.2. Capital and Financial Account 

The increase in the capital and financial 

account was due to higher inflows of direct 

investment during the month of US$299 

million from US$92 million in May 2012. 

Direct investment was dominated by a large 

one-off flows to the ICT sector during the 

month. Net portfolio flows to the debt 

securities markets increased by about US$4 

million to US$8 million. Banks accumulated 

deposit assets of US$24.0 million and 

government project loans disbursement shot 

up to US$126.2 million.  

2.4.3. Reserve Assets 

BOU’s net purchase stance in the interbank 

market resulted in an overall build up of 

reserves of about US$79.9 million (excluding 

exchange rate gains/losses) during the 

month, amounting to an import cover of 

about 4.4 months at the end of June 2012 as 

shown in Figure 13.  

 

Figure 13: Reserves and Import cover  

 

 Source: Bank of Uganda 

.
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2.5. Exchange Rate Developments 

2.5.1. Bilateral shilling –US Dollar rate 

In July 2012, the Uganda Shilling appreciated 

by 0.41 percent to an average midrate of Shs. 

2,474.2/US$ from Shs. 2,484.4/US$ recorded 

in June 2012. On annual basis, this was an 

appreciation of 4.38 percent. The 

appreciation of the Shilling was supported by 

increased dollar inflows from offshores as 

well as coffee export proceeds, coupled with 

subdued dollar demand. The strong portfolio 

inflows from offshores may be attributed to 

the positive interest rate differential, while 

the low dollar demand may be attributed to 

end of year corporate obligations, such as tax 

payments.  

The large dollar inflows coupled with low 

dollar demand prompted the Bank of Uganda 

to step up its reserve build-up purchases. 

Consequently, during July 2011, BOU 

purchased US$ 187.2 million for reserve 

build-up, up from US$ 77.5 million purchased 

in June 2012. Taking into account the 

targeted sale of US$ 10.9 million, conducted 

during the month, BOU’s net actions in the 

foreign exchange market in July 2012 

amounted to a purchase of US$ 176.26 

million.  

 

2.5.2. Nominal and real effective exchange rate 

In July 2012, the Nominal Effective Exchange 

Rate (NEER), appreciated by 2.98 percent and 

12.07 percent on a monthly and annual basis. 

In June 2012, the Real Effective Exchange 

Rate (REER), which measures the 

competitiveness of Uganda’s currency as 

compared to its trading partners appreciated 

by 1.2 percent and 15.4 percent on a monthly 

and annual basis, respectively. The continued 

appreciation of the REER, which is mainly 

attributed to the high price differential on 

account of high domestic inflation, may 

negatively impact the competitiveness of the 

export sector. Figure 14 shows the evolution 

of the effective exchange rates. 

 
Figure 14: Nominal and Effective Exchange Rates 
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2.6. Inflation 

2.6.1. Developments and determinants 

The disinflationary momentum strengthened 

in July 2012, with both headline and core 

inflation rates falling sharply to 14.3 percent 

and 15.4 percent respectively from 18.0 

percent and 19.6 percent in the previous 

month. The decline in annual headline 

inflation was largely on account of a 

significant fall in food inflation, which was 

attributed to improved supplies of food 

products to the markets. On annual basis, 

food prices fell by 7.4 percentage points to 5.4 

percent in July 2012 compared to 12.8 

percent in the previous month. The non-food 

inflation also decreased though marginally to 

19.1 percent in the year ended July from 20.4 

percent recorded in the year ended June 

2012. The dismal decline in the non-food 

inflation was largely attributed to the 

increase in metered water charges following 

the re-instatement of the 18 percent Value 

Added Tax (VAT) on water. In addition, fuel 

pump prices also rose marginally during the 

first part of the month due to fuel supply 

disruptions. The annual EFU inflation rose to 

16.7 percent from 12.9 percent for the year 

ended June 2012. The evolution of annual 

inflation is shown in Figure 15. 

 

Figure 15: Annual inflation developments: Jan 2010 – June 2012  
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The monthly price changes reveal that the 

disinflationary trends in the economy have 

largely been strong since the start of the 

current year. During this period, monthly 

headline and core inflation rates have 

averaged 0.4 percent and 0.3 percent 

respectively, which translates into less than 5 

percent annualized inflation during this 

period. However, monthly EFU inflation in 

July rose to 5.0 percent largely on account of 

the re-introduction of the VAT on metered 

water. Inflation developments since the 

beginning of the year are shown in Table 9. 
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Table 9: Monthly headline and core inflation January-June 2012 

Jan-12 Feb-12 Mar-12 Apr-12 May-12 Jun-12 Jul-12

Headline 25.6 25.7 21.1 20.0 18.6 18.0 14.3

Core 28.1 26.7 23.6 22.8 21.2 19.6 15.4

EFU 23.5 23.1 20.2 14.3 14.5 12.9 16.7

Food Crops 13.5 21.4 10.1 9.1 8.0 11.3 7.5

Food 27.2 27.6 15.4 15.0 13.7 12.8 5.4

Non Food 24.2 24.3 23.7 22.3 21.0 20.4 19.1

Beverages and tobacco 24.1 25.0 23.6 23.2 25.1 25.5 23.6

Clothing and footwear 43.8 42.7 39.0 34.9 27.1 19.0 12.4

Rent, Fuel and utilities 34.5 35.0 31.8 29.1 27.0 25.7 27.0

H.hold and personal goods 28.0 27.3 24.5 22.3 19.4 18.2 15.9

Transport and communication. 20.9 16.7 24.1 20.8 20.4 17.4 17.4

Education 10.9 14.8 14.9 14.7 14.3 18.2 17.1

Heath ,entert. & Others 20.9 20.6 19.2 19.4 19.0 18.0 16.0

Headline (Monthly) 0.1 1.8 0.4 2.0 -0.1 -0.4 -0.9

Core 0.0 0.9 -0.8 1.2 0.2 0.5 -0.2

Elec, Fuel & Utilities (EFU) 11.8 1.0 -0.5 3.7 0.6 -0.3 5.0

Food Crops -3.0 7.4 6.5 7.6 -1.5 -5.0 -5.9

Food -2.3 2.3 1.1 5.5 -0.1 -3.3 -3.7

Non Food 1.3 1.7 -0.2 0.3 0.0 0.8 0.6

Annual

Monthly

 

Source: UBOS 

 

During the month, prices of some food items 

such as potatoes, some green vegetables, 

beans, rice and fish declined significantly 

largely because of increased supply of these 

food products to the markets. However, the 

prices of fruits and fresh milk increased in 

some centres. As a result, the composite food 

group index decreased by 3.7 percent. The 

non-food price index increased by 0.6 

percent, largely driven by petrol, charcoal and 

firewood prices. The evolution in monthly 

inflation is depicted in Figure 16. 

 

Figure 16: Monthly headline and core inflation, April 2008 - June 2012 
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Source: UBOS 

In July 2012, the contribution of food price 

changes to overall inflation decreased by 2.2 

percentage points to 1.2 percent from 3.4 

percent in the previous month. On the other 

hand, the non-food inflation weighed-in the 

remaining 13.2 percentage points, down from 

14.6 percentage points in the previous month. 

Figure 17 presents the evolutions in food and 

non-food inflation. 
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Figure 17: Contribution of Food and Non-Food Inflation to Headline Inflation 
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Details of disaggregated commodities 

inflation are shown in Table 10. In July 2012, 

the main contributors to the fall in inflation 

included deceleration in stables inflation to 

0.4 percent from 10.7 percent, dry vegetables 

to 8.1 percent from 13.0 percent and 

Household repairs and maintenance to 6.5 

percent from 10.7 percent. However 

significant increases were registered in prices 

for fresh vegetables, whose inflation rose to 

26 percent from 12 percent during the 

previous month. The milk and eggs products’ 

price index also increased by 17.0 percent 

compared to the increase of 13.1 percent in 

June 2012. However, the combined decreases 

out-weighed the combined increases hence 

the huge fall in inflation during the month. 

 

Table 10: Annual percentage price increases of some commodities in the CPI basket 
 weight 2011 

M07 

2011 

M08 

2011

M09 

2011

M10 

2011

M11 

2011

M12 

201

2M1 
201

2 

M2 

201

2M

3 

2012 

M4 

2012 

M5 

2012 

M06 

2012 

M07 

Food 27.16              

staples 6.62 93.6 83.7 82.0 66.6 41.2 23.4 9.5 2.9 -3.6 1.8 5.2 10.7 0.4 

Fresh Fruit 1.07 37.6 30.2 29.6 19.1 16.7 11.31 17.7 39.0 20.4 26.0 16.9 19.4 19.2 

Fresh Vegetables 1.81 -11.0 -11.7 17.9 22.8 28.2 31.5 28.6 84.0 63.4 28.6 18.5 12.0 26.0 

Dry Vegetables 2.46 25.0 18.9 15.4 12.5 10.7 13.1 12.7 10.1 0.4 8.1 8.5 13.0 8.1 

Meat & poultry 3.16 33.4 39.2 43.4 47.4 44.4 42.9 37.5 35.6 32.5 31.2 21.3 21.5 19.2 

Fish 1.58 27.8 35.8 30.0 23.9 34.9 26.0 22.6 17.7 13.4 8.2 11.8 11.9 6.4 

Milk & eggs 2.09 13.2 6.9 5.2 7.3 12.0 12.5 16.3 22.7 9.8 16.4 12.4 13.1 17.0 

Oils & fats 0.99 39.9 36.2 42.5 42.1 36.7 33.1 43.4 39.3 16.4 12.8 10.7 10.5 5.4 

Sugar,  tea & 

spices 

2.65 32.8 76.7 138.0 112.9 109.3 85.8 59.4 38.3 17.0 11.0 1.5 1.7 -20.1 

Rent,fuel & 

utilities 

14.84 
       

      

Source: UBOS  
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2.6.2. Inflation Outlook 

The headline and core inflation outturn for 

July 2012 were within the forecast range of 

14-18 percent and 15-19 percent for headline 

and core inflation, respectively. The 

downward trend in inflation is expected to 

continue, in part aided by falling international 

commodity prices. In the short run however, 

inflation may remain volatile. Nevertheless, 

core inflation is forecast to decline to about 7-

9 percent by December 2012, while headline 

inflation is forecast to be in the range of 8-10 

percent. By mid-2013, headline inflation is 

forecast to decline to about 6-8 percent, while 

core inflation is forecasted to stabilise around 

BOU’s medium-term target of 5 percent. The 

forecast range for headline and core inflation 

for August 2012 will be 14-18 percent and 

15-19 percent, respectively. These inflation 

forecasts are based on the assumption that 

the European crisis will continue to be 

contained, although this assumption is 

subject to downside risks. It is also assumed 

that due to subdued global demand, 

commodity prices will remain depressed. The 

exchange rate is also assumed to remain 

stable, though with frequent sharp 

fluctuations. The uncertainty surrounding 

these inflation forecasts is illustrated using 

fan charts in Figure 18a and Figure 18b, 

which depict the 98% confidence bands for 

year-over-year headline and core inflation, 

respectively.

 

Figure 18a: Headline inflation forecasts        Figure 18b: Core inflation forecasts 

 

 

The inflation outlook is however subject to 

significant risks. The three main upside risks 

to inflation relate to the possibility of food 

crop prices rising again, higher global 

inflationary pressures, weaker shilling and 

stronger momentum in domestic demand and 

economic activity.  

The food and fuel price risks which are 

related to weather and global price 

fluctuations have however weakened. 

However, this could be a temporary 

phenomenon. The changes in world oil prices 

are closely related to the global recovery and 

also the outcome of further negotiations 

between Iran and Western countries and 

evolving political developments in other oil-

producing countries. These could change with 

detrimental impact on prices for oil importing 

countries. 
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3. Policy Implications and Framework for August 2012 
The global economic growth prospects 
continue to weaken. While the economic 
expansion in the US continues at a gradual 
but somewhat slower pace, developments in 
Europe point to a renewed contraction. In 
China and other emerging economies, the 
deceleration in growth has been greater than 
anticipated, reflecting the impact of past 
policy tightening and weaker external 
demand. 

The slowdown in global activity has led to a 
sizable reduction in commodity prices. The 
combination of increasing global excess 
capacity over the projection horizon and 
reduced commodity prices is expected to 
moderate global inflationary pressures. The 
easing of global inflation and increasing 
excess capacities provided scope for interest 
rate cuts, especially in emerging market 
countries where tight monetary policies were 
pursued to bring down the high inflation that 
was experienced in 2011. Interest rate cuts in 
emerging market countries imply further 
portfolio inflows to frontier markets, such as 
Uganda, where interest rates are still 
relatively high. The appreciation pressures 
have largely been due to these developments. 
Currently the offshore investors constitute 
about 40 percent of the daily turnover in the 
FX market. However, the danger is that if this 
is not sustained, the shilling could drastically 
fall in response to an abrupt reversal of 
capital flows. 

Notwithstanding the impact of renewed 
worries about the sustainability of sovereign 
debt and the health of the banking sectors in 
some euro-area economies on market 
sentiment, the global outlook points to 
monetary policy easing.  

Uganda’s trade balance continues to be weak. 
Trade data for the month of June showed that 
exports to key markets such as Europe 
continue to remain weak. Imports on the 
other hand remain robust. The rise in imports 
could be indicating that domestic demand is 
picking-up. The current account continues to 

be in deficit, being largely funded by the 
capital and financial account. The weak global 
outlook poses downward risks to trade, 
capital flows and foreign aid flows. The 
outlook for 2012/13 indicates that workers’ 
remittances and aid inflows remain uncertain 
due to the softer global growth backdrop. The 
external sector outlook therefore points 
towards depreciation necessitating a cautious 
monetary policy stance to rein in the 
potential risk of a fast shilling depreciation.  

The domestic economy continues to show 
signs of recovery although at a slower pace 
than in the previous month. Despite signs of 
domestic economic activity picking up on 
account of recovery in aggregate demand, the 
pace of recovery is slow primarily because 
lending rates on shilling loans remain sticky. 
The stickiness in lending rates and the 
resulting low growth in shilling private sector 
credit and monetary aggregates may further 
constrain economic activity. The growth in 
monetary aggregates was generally weak in 
June 2012 although foreign currency 
denominated aggregates continued to grow. 

Although the subdued growth in the 
monetary aggregates constitutes a downward 
risk to inflation, it nonetheless poses 
challenges for the growth of the economy.  

Inflation is forecast to continue falling, aided 
by the falling global commodity prices. 
Overall, the risks to the inflation outlook in 
the near future predominantly remain on the 
downside, supporting monetary policy easing.  

Given the aforementioned developments and 
prospects, the BOU decided to ease monetary 
policy further by reducing the CBR by 2 
percentage points to 17 percent in August 
2012 and keeping the band on the CBR at 
plus/minus 3 percentage points and the 
margin on the rediscount rate at 4 percentage 
points on the CBR. Consequently, the 
rediscount rate and the Bank rate in August 
would be 21 percent and 22 percent, 
respectively. 


