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1  Overview 
 

The December 2014 Monetary policy report presents recent economic developments observed in the three 

months to November 2014, and December where data is available. It also presents the evaluations of 

inflation and output forecasts and the monetary policy decision in December 2014. Bank of Uganda 

(BoU) maintained a cautious monetary policy stance with the Central Bank Rate (CBR) stayed at 11.0 per 

cent. This neutral monetary policy stance continues to deliver stable interest rates. After rebasing of Gross 

Domestic Product (GDP) estimates to the new base year of 2009/10, GDP in 2013/14 grew by 4.5 per 

cent compared to a revised 3.3 per cent growth in 2012/13. The outlook for 2014/15 is for acceleration of 

growth, projected at about 6 per cent. 

 

Key global currencies were volatile in November 2014, as the United States (US) Dollar ($) continued to 

strengthen on account of the strong performance of the US economy and the steady approach of the first 

US policy rate hike. Signalling the strength of the US economy, the US 10 year government bond yields 

rose close to 2.5 per cent while they declined in other key Advanced Economies (AEs) and Emerging 

Market Economies (EMEs). The timing and communication of interest rate changes by the central banks 

of the US and the United Kingdom (UK) remain a threat to global financial market stability. Overall, 

disappointing global growth together with the recent decline in inflation expectations across major 

economies continue to keep global interest rates low. The prospect of asynchronous monetary policies 

across major economies carries the risk of further bouts of volatility in exchange rate particularly for 

emerging and developing economies. 

 

 In the three months to November 2014, the activity of commercial banks in the interbank money market 

decreased by 19 per cent from the previous quarter. Trading activity continued to be dominated by 

overnight trades, accounting for 80.9 per cent of the total trades. Interbank money market rates remained 

steadfast with the monetary policy stance as the weighted average 7-day interbank rate trended very 

closely with the CBR throughout the quarter. Weighted average annualized yields for 91-day, 182-day 

and 364-day Treasury bills (TBs) all rose, during the quarter partly owing to increased offer amounts in 

the auctions.  

 

Private Sector Credit (PSC) continued to grow but at a slower pace compared to the previous period 

mainly driven by increases in credit to electricity and water, households and personal loans and 

community and social services. The average commercial bank lending interest rate on Sh loans was 21.9 
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per cent in October, compared to 21.1 per cent and 21.5 per cent recorded in September and July, 

respectively. Lending rates remain high, in part reflecting overhead costs and the provisioning for Non 

Performing Loans (NPLs).  

 

Leading indicators in the economy pointed to a sustained increase in economic activity. The 

Composite Index of Economic Activity (CIEA) - a measure which provides information on economic 

developments in the country on a more timely and frequent basis compared to actual GDP, rose at a 

faster pace of 2.0 percent in the quarter to October 2014 compared to the quarter to July 2014. Growth 

was driven by increases in economic activity across all sectors. 

 

The fiscal deficit for the four months of 2014/15 is estimated at Shillings (Shs) 2,159 billion; which is 

higher than the programmed Shs 1,938 billion by Shs 220.6 billion. This performance was on account 

of mainly lower than programmed revenues and grants over this period. Total public debt stock at 

nominal value  as at end October 2014 was estimated at Shs 20,431.3 billion, which was an  increase of 

Shs 1,098.3 billion (5.7 percent)  relative to the June 2014. The growth in public debt was mainly 

driven by an increase in the public domestic debt (i.e. government securities). 

 

The Uganda Sh depreciated by 8.4 per cent against the US$ in November 2014 to Shs 2,734.2 due to 

elevated corporate dollar demand mainly from manufacturing and energy sectors. Net portfolio inflows 

reduced significantly to US$ 12 million from US$ 30.2 million in October 2014. In Q4 2014, the 

nominal effective exchange rate (NEER) continued to depreciate while the real effective exchange rate 

(REER) appreciated on account of inflation differential.  

 

The Current Account (CA) of the Balance of Payments (BoP) is estimated to have declined by US$ 

319.4 million during the quarter ended October 2014 largely on account of a higher deficit on the 

services account. The Capital Account Balance (CAB) improved to a surplus of US$34.8 million, 

compared to US$ 15.3 million in the preceding quarter, due to higher capital transfer inflows. The overall 

BoP during the quarter was a deficit of US$61.0 million. The stock of reserves at the end of October 

2014 was estimated at US$3,218.8 million (including valuation changes), equivalent to 4.4 months of 

future imports of goods and services cover compared to US$3,350.6 million recorded at the end of July 

2014. The stock of reserves at the end of November 2014 had increased to US$3,277.2 million 

equivalent to 4.5 months of future imports of goods and services. 
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Inflation remained low and stable and within target, with annual headline and core inflation at an average 

of 2.1 per cent and 2.3 per cent, respectively in November 2014 compared to 1.8 per cent and 2.4 per cent 

in October 2014. Lower food prices due to bumper harvests were the main cause for the decline in 

inflation while services inflation has remained elevated, averaging 5.7 per cent since January 2014.  

During the forecast period, inflation is expected to stabilize around BoU’s medium target of 5 per cent. 

However, risks of higher inflation prevail due to exchange rate depreciation and possible rebound of food 

crop prices. The BoU will continue to set a monetary policy stance that would guarantee that core 

inflation is as close as possible to the 5 per cent target in the medium term and economic growth is 

unswerving with the inflation objective. 

 

2  Monetary and Financial Sector 
 

2.1 Monetary Policy Stance and Implementation 

BoU maintained a cautious monetary policy stance aimed at stimulating output without jeopardising the 

inflation objective, guided by a careful assessment of risks to the global and domestic economy and 

implications for the overall domestic inflation outlook. The CBR has been maintained at 11.0 per cent, in 

December 2014, following a 0.5 percentage points (PPs) reduction in June 2014. This neutral monetary 

policy stance continued to convey stable interest rates, with a possibility of an increase in borrowing as 

commercial banks are expected to respond by easing credit standards. The GDP estimates from 2008/09 

were rebased to the new 2009/10 base year, which reflects a contemporary structure of the economy. 

These revisions resulted in overall GDP, at current prices, increasing by 16.5 per cent a year. Thus, in 

2013/14, GDP grew by 4.5 per cent compared to a revised 3.3 per cent in 2012/13. 

 

Inflation, in December 2014, remained subdued and outlook suggested that core inflation would fluctuate 

around BoU’s medium term target of 5 per cent over the next two years. However, risks of higher 

inflation prevail due to possible larger-than-estimated pass-through and second round effects from the 

exchange rate; possible rebound of food crop prices and large than assumed fiscal impulses resulting from 

public investments and faster closing of the negative output gap. Compared to the previous Monetary 

Policy Report, inflation forecasts remain unchanged.  

 

BoU continued to use Repurchase Agreements (REPOs) and outright sales of recapitalization securities in 

the secondary market to fine tune liquidity conditions in the financial system to the desired monetary 

policy stance. The outstanding REPO stock as at end November 2014 stood at Shs 772 billion. BoU sold 
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recapitalization securities worth Shs 7 billion bringing the outstanding stock of securities to Shs 399 

billion.  

 

2.2 Money and Credit 

Financial markets are vital for real economic activity. A robust and well developed financial market efficiently 

mobilises savings and channels them into investment. However, financial markets are very susceptible to sudden 

changes in investor sentiments. In a globalised environment, any sudden reversals in investor sentiments 

regarding the global and domestic developments and prospects generate financial market volatility with 

implications for the exchange rates, interest rates and the real economic fundamentals of the economy. 

 

2.2.1 Global Financial Markets 

Global financial markets are beginning to demonstrate increased nervousness and risk-aversion as oil 

prices fall to their lowest levels in five years, political uncertainty returns to Greece, and China seeks to 

deleverage its banking system. Consequently, financial markets have strengthened in perceived safe 

havens, such as Japan and the US, yet have weakened in some EMEs. 

 

Due to its risk-averse reputation, the Japanese Nikkei 225 reached a 7-year high at the beginning of 

December, whilst the Yen appreciated slightly against the US$. However, if the current party, directed 

by Shinzo Abe wins the parliamentary elections, the Yen is unlikely to retain its gains as Abe promises 

further monetary policy easing. Regardless of the Yen’s gains, the US$ index still recorded a 5-year 

high of 89.55 towards the beginning of the month, benefitting from a safe reputation and strong retail 

sales and labour market data.  US retail sales exceeded expectations to rise by 0.7 per cent in 

November, boosting the US Standard and Poor's 500 index, but also exerting pressure upon US 

Treasury yields as investors anticipate imminent monetary policy tightening. 

 

Demand has fallen for Greek stocks and bonds, which have experienced sell-offs and falling prices, 

after the government announced it will bring presidential elections forward. Increased political 

uncertainty and fears surrounding the country’s future in the euro zone have caused the Athens General 

stock index to plummet, government bond yields to rise and insurance on Greek government debt to 

rise also. On account of the announcement at the beginning of December, the Greek 10-year 

government bond yields increased by 50 basis points to 8.79 per cent, whilst the cost of insuring the 

bonds increased by 10 per cent. However, unlike the Greek crisis that began in 2011, the current 
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turmoil has had very limited impact upon the other peripheral countries in the euro zone.  Bond yields 

for the euro zone as a whole fell to a new low as inflation remained stubbornly low and disappointing 

economic activity further postpones investors’ expectations surrounding monetary policy 

normalization. 

 

Towards the end of November 2014, Organization of Petroleum Exports Countries (OPEC) members 

agreed to maintain current oil supply volumes despite falling prices and the commitment has already 

infiltrated financial markets.  Amongst the oil-exporting EMEs, currencies depreciated following the 

announcement and some countries have been forced to sell assets to balance their deficits. The JP 

Morgan Emerging Market Currency index fell to its lowest level since the index began in 2000.   

 

Russia has arguably been the worst affected by OPEC’s commitment to maintain its market share.  The 

combination of very low oil prices and economic sanctions from the global community have 

exacerbated pressures on the government budget and triggered the rouble to depreciate by more than 8 

per cent against the $ over the first week of December. 

 

Nervousness also seems to be affecting Chinese financial markets, although for different reasons; after 

a cumulative increase of over 30 per cent in just 6 weeks, the Shanghai market’s composite index 

reversed trend at the beginning of December to witness it’s largest decline in 5 years. Meanwhile, 

Chinese bond yields picked up, whilst the renminbi depreciated against the $.  Policies to de-lever the 

Chinese financial system have triggered tighter financial systems, which has likely been the catalyst for 

rising bond yields and the currency depreciation. Figure 1 presents monthly average 10-year 

government bond yields to the end of November for both advanced and emerging economies. However, 

many economies have since experienced rising yields, which will affect December’s average.  

 

As can be seen from the charts, only the US experienced an increase in 10-year government bond yields 

in November. Yields fell throughout October and November in Japan, the UK, euro zone, China and 

India.  When compared to September, yields fell most dramatically in the euro zone, UK, China and 

Japan, by 21.0 per cent, 14.5 per cent, 13.9 per cent and 13.0 per cent, respectively, to average 0.79 per 

cent, 2.13 per cent, 3.64 per cent and 0.47 per cent in November. 
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Figure 1: Ten-year government bond yields in Advanced and Emerging 

Economies  

 
Source: Bloomberg 

 

 

 

2.3 Domestic Financial Markets 

 

2.3.1 Interbank Money Market 

In the three months to December 2014,  the activity of commercial banks in the interbank money 

market decreased by 19 per cent from the previous quarter to Shs 4,322 billion. Overnight trades 

continued to dominate the trading activity, accounting for 79.4 per cent over the period under review, 

compared to 75.8 per cent recorded in the previous quarter. However, this amount of Shs 3,436 billion 

was less than the overnight trading recorded in the previous quarter (Shs 4,054 billion). 7-day tenor 

trades accounted for 20.1 per cent of the total trading activity and amounted to Shs 868 billion, down 

from Shs 1,146 billion recorded in the previous quarter.  

 

In the quarter under review, the interbank money market rates trended close to the monetary policy 

stance with the weighted average 7-day interbank rate trending very closely with the CBR. The 7-day 

weighted interbank money market rate averaged 11.04 per cent, compared to 10.98 per cent recorded 

in the previous quarter. Figure 2 presents the evolution of the CBR as well as the 7-day interbank 

money market rate.  
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Figure 2: Evolution of the CBR and Interbank money market rate 

 
Source: BoU 

 

 

2.3.2 Treasury Securities Market 

In the three months to November 2014, BoU conducted seven TB auctions and six Treasury bond 

auctions. Weighted average annualized yields for 91-day, 182-day and 364-day TBs rose to 11.1 per 

cent, 13.2 per cent and 13.6 per cent in the quarter ended December 2014 respectively, from 10.4 per 

cent, 11.6 per cent and 12.4 per cent in the three months to September 2014. The general upward 

trend in yields on TBs was partly due to increased inflation expectations, particularly for longer 

tenures and higher amounts offered in the auctions.  

 

Yields on government bonds rose across the board. The 2-year, 5-year, 10-year and 15-year bonds 

rose to 14.0 per cent, 14.2 per cent, 14.8 per cent and 15.9 per cent from 13.2 per cent, 13.7 per 

cent, 14.0 per cent and 14.2 per cent, respectively, recorded in the previous quarter . Figure 3 

highlights movements in TB yields. 

 

Figure 3: Treasury bill yields  

 
Source: BoU 
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In the secondary market, yields for treasury securities rose during the quarter to December. Average 

annualized rates for securities of less than 91-days, less than 182-days and less than 364-days were 

recorded at 11.6 per cent, 12.9 per cent, and 13.4 per cent, respectively. The overall volume of TBs 

traded in the secondary market amounted to Shs 198.6 billion. The bulk of trading (71.8 per cent) 

was for securities of less than 364-days. Table 1 presents a summary of secondary market activity 

for TBs over the quarter ending November 2014. 

 

Table 1: Secondary Market Activity for Treasury Bills 

  

91-days 182-days 364-days 

Bid Offer Bid Offer Bid Offer 

Minimum 10.32 10.21 12.05 11.94 12.55 12.43 

Maximum 11.49 11.39 13.18 13.07 13.56 13.44 

Average (simple) 10.86 10.76 12.73 12.62 13.09 12.97 

  Total trading activity 

Outright sales 12.33 43.72 142.57 

Average discount rate 10.92 11.82 11.95 

Average yield-to-

maturity 11.61 12.87 13.38 

Source: BoU 

 

Secondary market trading for Treasury bonds rose marginally to Shs 304.6 billion over the quarter 

to December 2014 from Shs 302.4 billion in the quarter to September 2014. The average yield to 

maturity of Treasury bonds of less than 2-years, less than 5-years, less than 10-years and less than 

15-years stood at 13.5 per cent, 14.4 per cent, 14.5 per cent, and 15.2 per cent, respectively, in the 

quarter. Table 2 presents a summary of indicative bid and offer quotes for Treasury bond secondary 

market trading. 

 

 Table 2: Secondary Market Activity for Treasury Bonds 

  

2-year 5-year 10-year 15-year 

Bid Offer Bid Offer Bid Offer Bid Offer 

Minimum 13.33 13.23 13.57 13.47 13.75 13.65 14.17 14.07 

Maximum 14.7 14.6 14.88 14.78 14.99 14.89 15.5 15.4 

Average (simple) 14.06 13.96 14.28 14.18 14.46 14.36 14.81 14.71 

  Total trading activity 

Outright sales (billions) 57.67 136.44 40.44 70.00 

Average yield-to-

maturity 13.45 14.36 14.47 15.18 

Source: BoU 
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2.4 Monetary Aggregates and Private Sector Credit 

Sustainable growth in credit to the private sector is necessary to promote economic growth. 

Commercial banks credit to the private sector is mainly driven by changes in lending interest rates. 

Very high lending interest rates tend to stall credit growth and investment by elevating the cost of 

borrowing. In terms of monetary aggregates, a stable growth in monetary aggregates tends to be 

associated with low and stable inflation and economic growth, whereas rapid growth in monetary 

aggregates is associated with elevated inflation. 

 

2.4.1 Loan Supply and Demand 

In the three months to October 2014, there was a sustained increase in the supply of credit, reversing 

the broadly declining trend seen since November 2013. The number of loan approvals, which is a 

proxy for credit supply increased to 131,824 from 112,150 recorded in the quarter to July. The 

number of loan applications, which is a proxy for credit demand, grew significantly to 141,402 from 

119,132 over the same period.  

 

Supply also grew in value terms, with total loan approvals growing to Shs 1,593 billion in the three 

months to October, up from Shs 1,350 billion in the quarter to July. Demand grew significantly over 

the period, with loan applications totalling Shs 3,082 billion, up significantly from Shs 2,618 billion in 

the previous quarter. The growth in demand was particularly on account of increased loan applications 

from the electricity and water, building construction and real estate, and personal and household loans 

sectors. As a result, demand significantly outstripped supply in the three months to October, the 

difference growing to Shs 1,490 billion, up from Shs 1,267 billion in July 2014. 

 

2.4.2 Loan Extensions and Recoveries 

Over the three months to October, credit extended by all depository taking institutions stood at Shs 

2,575 billion, up marginally from Shs 2,570 billion recorded in the previous quarter. Total loan 

recoveries stood at Shs 2,503 billion, representing a net extension over the quarter of Shs. 72 billion. 

This was compared to recoveries of Shs 2,460 billion in the quarter to July, which represented a net 

extension of Shs 111 billion. 

 

The relative fall in credit extension was on account of lower net extensions for both foreign currency 

and Sh denominated loans over the period. Foreign currency loans registered net extensions of Shs 17 

billion in the three months to October, down from Shs 40 billion in the quarter to July, while Sh loans 

were down to Shs 55 billion compared to Shs 71 billion previously (figure 4). In September, industry-
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wide NPLs fell to 5.3 per cent from 5.8 per cent recorded in June – the lowest level since September 

2013. The decline in NPLs indicates a sustained improvement in asset quality (Table 3). 

 

Figure 4: Quarterly net credit extensions 

 
Source: BoU 

 

PSC continues to grow, albeit at a slower pace relative to the previous quarter. In the three months to 

October, PSC grew by 3.2 per cent, compared to 4.3 per cent in the quarter to July. On an annual 

basis, PSC grew by 12.2 per cent in the year to October 2014, which is lower than 13.0 per cent 

recorded in the year to July (figure 5). Nonetheless, the expansion of 12.2 per cent in PSC during the 

period under review is a significant increase when compared to the growth in the year to October 

2013 when PSC registered annual growth of 8.9 per cent.  Growth in credit over the quarter was 

mainly driven by increases in credit to electricity and water, agriculture, households and personal 

loans, and community and social services sectors. Credit to business services continued its sustained 

decline, falling by 4.1 per cent in the quarter to October after a 3.1 per cent decrease over the quarter 

to July.  However, credit to the mining and quarrying sector picked up, growing by 7.5 per cent in the 

three months to October compared to a decline of 9.9 per cent in the quarter to July.  

 

PSC growth in the quarter to October was predominantly on account of growth in foreign currency 

denominated loans, which increased by 4.0 per cent compared to growth in Sh lending of 2.6 per cent 

over the same period. The stock of foreign currency lending has grown at a faster rate than Sh lending 

over the course of 2014, averaging 15.8 per cent on an annual basis compared to 8.4 per cent, 

respectively.   
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Figure 5: Contributions to Annual PSC growth 

 
Source: BoU 

 

In October, building, mortgage, construction and real estate, trade, personal and household loans, and 

manufacturing constituted the bulk of credit at 22.7 per cent, 21.4 per cent, 17.0 per cent and 12.6 per 

cent (74 per cent combined), respectively. Over the three months to October, electricity and water, 

agriculture, personal and household loans, and community, social and other services attracted the 

greatest credit expansions (Table 3).  

 

Table 3: Growth rates, Share of total credit and NPLs by sector  
  Annual Growth Rate  

(quarterly averages) 

Share of 

Total 

Credit 

NPLs 

Sectors May-July 

2014 

Aug-Oct 

2014 

Oct 2014 Sep 2014 

Building, Mortgage, Construction & Real 

Estate 

12.6 14.3 22.7 5.5 

Trade 13.8 18.3 21.4 4.8 

Personal Loans and Household Loans 44.2 26.0 17.0 3.4 

Manufacturing 6.9 -5.0 12.6 5.8 

Agriculture 38.7 35.9 10.1 5.5 

Transport and Communication 2.6 -2.8 5.2 8.9 

Business Services -3.1 -4.1 4.2 4.1 

Community and Social Services 20.0 22.5 3.2 9.5 

Electricity and Water 0.5 60.3 1.5 5.1 

Mining and Quarrying -9.9 7.5 0.4 1.2 

Other Activities -67.8 -18.2 1.7 5.4 

Total 12.8 12.6 100 5.3 

Source: BoU 
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Growth in PSC has improved since mid-2013, but remains weak on account of high costs of 

borrowing and high risk perceptions among lenders. The latter is evidenced by high ratio for NPLs 

over the past financial year, with the ratio of NPLs to total assets increasing from 4.0 per cent in June 

2013 to 6.2 per cent in March 2014, before falling to 5.3 per cent in October 2014. Further recovery of 

PSC growth is expected as private sector activity picks-up and normal growth resumes. Furthermore, 

the festive season is expected to increase demand for credit, and supply will most likely be 

forthcoming as banks usually introduce end of year promotional products. 

 

2.4.3 Lending and deposit interest rates 

The average commercial bank lending interest rate on Sh loans was 21.9 per cent in October, 

compared to 21.1 per cent recorded in September and 21.5 per cent in July.  Lending rates remain 

high, in part reflecting overhead costs and the provisioning for NPLs. Over the same period, the 

average rate on Sh time deposits fell more significantly, to 8.8 per cent from 10.9 in July. 

Consequently, the spread on commercial bank Sh lending widened to 13.1 per cent in October, the 

highest spread since September 2012, up from 10.6 per cent in July (figure 6). The weighted average 

rate on foreign currency denominated loans increased significantly from 8.1 per cent in July to 10.8 

per cent in October. 

 

Figure 6: Lending interest rates 

 
Source: BoU 

 

In the quarter to October, lending rates fell in manufacturing, to 17.2 per cent, their lowest level since 

May 2011, and in business services, to 16.3 per cent, their lowest level on record. Rates increased for 

all other sectors; in particular, rates for personal and household loans increased to 22.7 per cent, their 

highest level since November 2013. Lending rates for agriculture, at 25.3 per cent in October, 
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remained the highest in the economy, after increasingly marginally from 24.7 per cent in July. Figure 

7 shows developments in the lending rates by sector. 

 

Figure 7: Sectoral lending interest rates 

 
Source: BoU 

 

 

2.4.4 Monetary Aggregates 

There was sustained and robust growth in broad money, M3, which is composed of all deposits plus 

currency in circulation. In the three months to October 2014, M3 grew by 3.2 per cent, relative to 0.7 

per cent in the quarter to July. On an annual basis growth was registered at 17.3 per cent in October, 

down only marginally from 17.5 per cent recorded in July, and well above the Policy Support 

Instrument (PSI) target of 13.4 per cent. Growth in M3 in the quarter to October was on account of 

growth in local currency deposits and currency in circulation outside of other depository 

corporations (ODCs), and was in spite of a fall in foreign currency deposits of 2.3 per cent over the 

quarter. Net Domestic Assets (NDA) of the DCs sector expanded by 25.8 per cent over the same 

period, compared to 3.2 per cent previously, mainly on account of an increase in net claims on the 

central government. 
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Figure 8: Movements in base money, broad money, Net Foreign Assets 

and NDA 

 
Source: BoU 

 

 

In the three months to October 2014, the stock of base money grew by 1.8 per cent compared to 

growth of 3.0 per cent in the quarter to July. Growth in base money was on account of an increase in 

currency in circulation of 2.6 per cent over the period, continuing a run of broadly sustained growth 

since February 2014.  

 

Over the same period, money supply M1 which is composed of demand deposits plus currency 

in circulation grew by 4.5 per cent compared to 1.1 per cent previously, due to increases in both 

demand deposits and currency outside of ODCs of 4.7 and 4.3 per cent, respectively. Money 

supply, M2 which excludes foreign currency deposits showed sustained strong growth over the 

three months to October of 5.3 per cent, up from 1.1 per cent in the quarter to July, driven by 

growth in local currency deposits. 
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 Figure 9: Contributions to Annual M3 Growth 

 
Source: BoU 

 

 

3 Economic Activity 
 

Strong global economic confidence and activity tend to increase demand for exports. High global 

demand thus boosts domestic production, creates employment and encourages economic growth. 

Although outside the control of Ugandan policymakers and business leaders, global economic 

forces play a critical role within the Ugandan economy. The open nature of the Ugandan economy 

makes it particularly vulnerable to global economic and financial turbulence, particularly via 

financial flows, exchange rates and inflationary pressures. 

 

Growth in domestic output is driven by growth in consumption, investment and net exports. An 

increase in these components of economic growth should generate increased demand for workers in 

the production process, support employment growth and convergence towards equilibrium levels of 

employment in the economy.  

 

3.1 Global Economic Activity 

Global economic activity is becoming increasingly divergent and the pace of recovery has become 

more country-specific. The International Monetary Fund’s (IMF’s) outlook for global economic 

growth in 2014 has again been revised downwards in the October 2014 World Economic Outlook 

(WEO) to 3.3 per cent following weaker than expected growth in the first half of the year. Global 

economic growth in 2015 has also been revised downwards to 3.8 per cent. Improved financial market 

conditions to November did not translate into a pick-up in global investment, which is likely to 

compress growth prospects going forward. 
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Economic activity in the US was weaker than anticipated at the beginning of the year.  However, as 

expected, the weaknesses were temporary and growth has since recovered, although some inventory 

correction still drags on growth. Labor market conditions continue to improve and employment has 

expanded, although the labor force participation rate might still grow. Import demand has been 

surprisingly resilient, thereby indicating minimal negative trade spill-over effects to the global 

economy.  Annual real GDP is predicted to have expanded by 3.9 per cent in Q3 2014, down from 4.6 

per cent in the second quarter. Personal consumption expenditure, exports and residential and non-

residential fixed investment drove Q3 growth; however these were also responsible for the slowdown 

when compared to the previous quarter.  Federal government spending increased over the quarter and 

also contributed to US economic activity. 

 

Japan fell into recession in Q3 2014, following two consecutive months of economic contraction.  

Nonetheless, the contraction of 1.7 per cent in Q3 was an improvement upon the contraction of 7.3 

per cent in Q2. The Japanese economy has suffered from a sharp fall in consumption following the 

increase in sales taxes from 5.0 per cent to 8.0 per cent in October.  Consequently, the second round 

of tax increases was postponed in October to allow the economy to recover. Indeed, both industrial 

production and retail sales increased by more than expected in October indicating some promise for 

the Japanese economy.  

 

The euro-area surpassed expectations in Q3 2014 by expanding by 0.8 per cent annually.  France and 

Germany recovered from their surprisingly weak activity in the previous quarter to grow by 0.3 per 

cent and 0.1 per cent, respectively when compared to the previous quarter (equivalent to 1.2 per cent 

and 0.4 per cent annualized), although Italy and Cyprus contracted over the quarter.  Greece may have 

finally left the recession after it recorded a third consecutive positive quarterly GDP growth rate and 

one of the highest in the euro area at 0.7 per cent (2.8 per cent annualized). 

 

However, despite the positive outcomes, analysts are not positive about euro-area growth.  French 

growth has been attributed to inventory accumulation, which will only be a temporary catalyst, and to 

fiscal expenditure, which contradicts their planned austerity regime; German growth remains very 

low; whilst Greek growth is simply a rebound following six years of recession. 

 

In the UK, economic activity remains resilient to euro area developments, and is reflected in both 

consumption and business investment.  Household and corporate balance sheets have improved over 

the year, which has caused credit conditions to relax somewhat and benefit economic activity.  Annual 

GDP growth reached 3.0 per cent in Q3 2014, as predicted by most analysts.  In fact, the UK is 

primed to be the fastest growing advanced economy in 2014; the IMF predicts economic growth to 
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average 3.2 per cent in 2014, an improvement of 0.3 percentage points from the April WEO, although 

unchanged from the July outlook. 

 

As they face more difficult financial and external conditions, EMEs are much less likely to drive 

global economic activity. Many EMEs are beginning to face increased financing costs on the back of 

greater risk aversion and lesser export demand from prolonged weaknesses in global economic 

activity, in particular from the euro zone and increasingly from China. 

 

Annual Chinese GDP growth hit a 5-year low in Q3 2014 at 7.3 per cent, although this was 

fractionally higher than market expectations. Q3 GDP growth in China was driven by acceleration in 

industrial production, but confined by a marked slowdown in retail sales, although these were still 

buoyant and grew by 11.6 per cent annually.  Nonetheless, China presently risks failing to achieve the 

government’s 7.5 per cent target and documenting its slowest growth in 25 years for 2014. Whilst the 

Chinese government does seek a more sustainable growth trajectory, the rate of slowdown is slightly 

higher than desired. Consequently, authorities will continue to pursue growth-enhancing policies 

adopted earlier in the year and will implement new policies including to ease mortgage restrictions, 

accelerate infrastructure investment and to create new free-trade zones to promote trade. 

 

Economic activity has underperformed in Latin America.  Brazil in particular has fallen into recession 

in 2014, posting negative annual GDP growth throughout the year to date. The re-election of President 

Dilma Rousseff in Q3 has not substantially increased confidence in the economy, which contracted by 

0.2 per cent annually over the quarter.  Following the re-election of Rousseff, Moody’s revised their 

outlook for the Brazilian banking sector from stable to negative as banks face tighter credit 

conditions, increasing defaults and consequently reduced profitability.  In September, the Banco 

Central do Brasil revised their growth outlook for 2014 down from 1.6 per cent to 0.7 per cent; this 

was replicated in the IMF’s October WEO that revised its 2014 growth outlook for Brazil downwards 

from 1.3 per cent to 0.3 per cent. 

 

GDP picked up by 1.4 per cent annually in South Africa in Q3. Growth was driven by agriculture, 

financial services and trade, although the latter was from a weak base. Strong agricultural 

performance was a result of favorable weather conditions. Manufacturing continued to contract over 

the quarter, hindered by further labor market strikes. However, the mining sector recovered from its 

previous contraction to expand by 1.6 per cent over the quarter. GDP is expected to recover in 2015 as 

fewer working days are lost to labor strikes; additional power supply is introduced from Medupi and 

as the global economy continues to recover. Table 4, below, outlines the IMF’s most recent global 
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GDP projections, and compares them to the last set of forecasts; the US and India are the only 

countries whose 2014 growth projection have been revised upwards. 

 

Table 4: Global GDP projections 

2012 2013 2014 2015 2014 2015

World Output 3.4 3.3 3.3 3.8 -0.1 -0.2

Advanced Economies 1.2 1.4 1.8 2.3 0.0 -0.1

United States 2.3 2.2 2.2 3.1 0.5 0.0

Euro Area -0.7 -0.4 0.8 1.3 -0.3 -0.2

   Germany 0.9 0.5 1.4 1.5 -0.5 -0.2

   France 0.3 0.3 0.4 1.0 -0.4 -0.5

   Italy -2.4 -1.9 -0.2 0.8 -0.5 -0.3

   Spain -1.6 -1.2 1.3 1.7 0.1 0.1

Japan 1.5 1.5 0.9 0.8 -0.7 -0.2

United Kingdom 0.3 1.7 3.2 2.7 0.0 0.0

Emerging Market and 

Developing Economies
5.1 4.7 4.4 5.0 -0.1 -0.2

Commonwealth of 

Independent States
3.4 2.2 0.8 1.6 -0.1 -0.5

   Russia 3.4 1.3 0.2 0.5 0.0 -0.5

Emerging and Developing 

Asia
6.7 6.6 6.5 6.6 0.1 0.0

   China 7.7 7.7 7.4 7.1 0.0 0.0

   India 4.7 5.0 5.6 6.4 0.2 0.0

Emerging and Developing 

Europe
1.4 2.8 2.7 2.9 0.0 0.0

Latin America and the 

Caribbean
2.9 2.7 1.3 2.2 -0.7 -0.4

   Brazil 1.0 2.5 0.3 1.4 -1.0 -0.6

   Mexico 4.0 1.1 2.4 3.5 0.0 0.1

Middle East, North Africa, 

Afghanistan, and Pakistan
4.8 2.5 2.7 3.9 -0.4 -0.9

Sub-Saharan Africa 4.4 5.1 5.1 5.8 -0.4 0.0

   South Africa 2.5 1.9 1.4 2.3 -0.3 -0.4

Annual GDP growth (per cent)

Projections
Difference from July 

2014 projections

 
Source: IMF WEO October 2014 

 

 

3.2 Domestic Economic Activity 

 

3.2.1 Real Economic Activity 

Leading indicators in the economy pointed to a sustained increase in economic activity. The CIEA 

- a measure which provides information on economic developments in the country on a more timely 

and frequent basis compared to actual GDP, rose at a faster pace of 2.0 percent in the quarter to 
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October 2014 compared to the quarter to July 2014 (figure 10). The drivers behind this growth are 

explained in 3.2.2.1 below. 

 

Figure 10: Quarterly changes in CIEA 

 
Source: BoU 

 

3.2.2.1 CIEA Developments by Sector 

Growth during the period to October 2014 was driven by increases in economic activity across all 

sectors. Agriculture production is estimated to have grown by 1.5 per cent in the quarter to October 

2014, moving from an index of 106.0 in the quarter to July 2014 to 107.6. This represents the 

highest growth since the quarter ended July 2013 and mainly came from maize grain and sweet 

potatoes. 

 

Industrial activity in the quarter to October 2014, increased by 1.5 per cent, to an index of 165.2 

compared to 162.6, recorded in the previous quarter. This marks a lower growth from that 

experienced in the previous quarter to July 2014. The services sector in the quarter under review is 

estimated to have grown by 1.3% to an index of 178.2 from 176.0 in the quarter to July 2014. 

Activities in the financial services and transport and communication continued to be the main 

contributors to this growth. Compared to the previous period there was a slowdown in growth of 

about 30 basis points (figure 11).  
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Figure 11: Quarterly CIEA changes by sector 

 
Source: BoU 

 

 

3.2.2 Confidence Surveys 

Both consumer perceptions and business confidence improved in the period under review. 

Consumers were optimistic about the future, while businesses, although still optimistic, expressed 

lower confidence levels. 

 

3.2.3.1 Consumer Confidence 

The overall consumer confidence index increased markedly to 47.2 points in the quarter to 

November 2014 from 39.1 points in the quarter to August 2014. Consumers expressed less 

pessimism about the outlook for the current economic conditions and optimism for the future as the 

indices improved to 40.7 and 51.5 points in November 2014 from 35.0 and 41.9 points in August 

2014, respectively (figure 12). Consumers expressed optimism about their financial conditions, 

buying intentions and prospects for employment but pessimism towards price improvements.  

 

Figure 12: Quarterly Consumer Confidence Index  

 
Source: BoU 
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3.2.2.2 Business Confidence 

Business confidence in the three months to November 2014 remained positive and improved to a 

Confidence Index (CI) of 57.1 points, 1.4 points higher than 55.7 points recorded in the quarter to 

August 2014 (figure 13). The improvement was on account of increased confidence levels in all 

sectors except agriculture.  

 

Figure 13: Business Confidence across Sectors 

 
Source: BoU 

 

 

The confidence indices for Construction, manufacturing, wholesale and retail trade and other 

services sector increased to 61.8, 58.2, 55.0 and 59.4 points from 60.0, 54.8, 53.1 and 57.9 points, 

respectively. The CI for agriculture reduced to 49.0 from 50.0 points.  Pessimism in agriculture 

could be attributed to high cost of inputs.  

 

Business outlook for three months ahead remained optimistic for all sectors. Improved optimism 

was recorded in the construction, manufacturing, wholesale and other services sectors while 

reduced optimism was noted only in agriculture (table 5). 

 

Table 5: Sector Perception Indices 

BTS Sector Q- Nov. 13 Q-Aug 14 Q-Nov 14 

Variation (Q-

November  14-Q 

August 14) 

Construction    62.54   59.97  61.83 1.86 

Manufacturing    59.73  54.82 58.17 3.36 

Wholesale Trade    55.74  53.14 55.03 1.89 

Agriculture    64.82  49.99 49.03 (0.96) 

Others Sectors    62.19 57.88 59.41 1.53 

Three month Business Tendency Index    61.41 55.71 57.07 1.35 

Source: BoU 
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The index for expected order volumes decreased for both manufacturing and construction sectors. 

Firms expect to reduce on their level of employment during the next three months as the index 

declined from 50.4 points in the quarter ending November 2014 to 48.8 points.  Average selling 

prices are expected to remain high while access to credit conditions remained tight but improved 

between the two quarters. 

 

Competition, exchange rate fluctuations and insufficient demand were the top three challenges to 

business activity. Others included high taxes and high cost of finance and low liquidity in the 

economy. Sector specific issues included delayed payments by government and high cost of inputs 

for the construction sector.  

 

3.2.3 Fiscal Developments  

3.2.3.1 Fiscal Stance in 2013/14 
The fiscal budget for 2014/15 approved at the end of September 2014 amounts to Shs 15,829.9 

billion, an increase of Shs 245.3 billion from the initial estimate of Shs 15,584.6 billion at the time 

of reading the budget in June 2014. The fiscal program was subsequently revised to reflect the 

approved fiscal budget.  

 

The fiscal deficit for the four months of 2014/15 is estimated at Shs 2,159 billion; which is higher 

than the programmed Shs 1,938 billion by Shs 220.6 billion (table 6 and figure 14). This 

performance was on account of mainly lower than programmed revenues and grants over this 

period. Fiscal operations were also more expansionary relative to the corresponding period in the 

previous year 2013/14. 

 

Table 6: Fiscal Operations (Shs billion) 

 Jul – Oct 2013 Est. Jul – Oct 2014 Prog. Jul – Oct 2014 

Revenue & Grants 2,703.0 3,194.5 3,306.0 

    Revenue 2,494.0 2,912.1 2,945.0 

    Grants 209.0 282.4 359.7 

Expenditure & Lending 3,833.5 5,353.4 5,243.3 

    Current 2,104.8 2,479.1 2,332.0 

    Development 1,715.3 1,570.5 1,651.3 

Deficit (incl grants) -1,130.5 -2,158.9 -1,938.3 

Financing (net) 1,130.5 2,158.9 1,938.3 

   External (net) 204.1 171.5 558.0 

   Domestic (net) 578.9 1,644.3 1,379.3 

   Errors & Omissions 347.5 343.2 - 

Source: Ministry of Finance, Planning and Economic Development (MoFPED) and BoU. 
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Figure 14: Fiscal operations (Shs billion) 

 
Source: MoFPED 

 

3.2.3.2 Government Revenue 

Total Government revenue (including grants) was lower than programmed by Shs111.5 billion. 

Grants registered a cumulative shortfall of Shs 77.3 billion relative to the programmed amount but 

were Shs. 73.4 billion higher than in 2013/14 (table 6). Tax and non-tax collections posted 

cumulative shortfalls of Shs 0.5 billion and Shs 1.0 billion, respectively over the four months (table 

7).  However, on an annual basis, cumulative overall tax and non-tax revenue collections registered 

respective annual growth of 15.9 per cent and 30.0 per cent. The bulk of the shortfall in tax 

collections was attributed to indirect tax collections (79.5 percent), and in particular value added tax 

on electricity. International trade taxes registered a cumulative shortfall of Shs 8.8 billion (20.5 

percent of the total shortfall). However, direct taxes posted a surplus of Shs 43.1 billion. The 

shortfall in international trade taxes was mainly registered in import duty collections while the 

surplus in direct taxes was mainly on account of corporate tax collections.  

 

Table 7: Tax Revenue Performance (Shs billion) 

 Jul – Oct 2013 Jul – Oct 2014 Prog. Jul – Oct 

2014 

Net URA collections (excl. Govt taxes & 

Refunds) 2,450.2 2,838.4 2,838.9 

Gross Tax Revenues 2,541.3 2910.3 2,909.9 

     Direct Domestic Taxes + Fees and Licenses 730.7 875.8 832.6 

     Indirect Domestic  Taxes 623.9 647.6 681.7 

     Taxes on international Trade 1,159.2 1,386.9 1,395.7 

     Government Taxes 27.6 - - 

Total Non-tax Revenue 45.3 64.8 65.8 

Source: MoFPED 
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3.2.3.3 Government Expenditure and Financing 

Total cumulative government expenditure for the four months of 2014/15 was Shs 110.1 billion 

higher than the programmed expenditure. This performance was due to higher than programmed 

current expenditure of Shs 147.1 billion; development expenditure underperformed by Shs 80.0 

billion (figure 15). Expenditure on the Karuma and Isimba Hydro Power Projects (HPPs) amounted 

to Shs 1,149.9 billion, which was Shs 83.5 billion, lower than the programmed Shs 1,233.3 billion.  

 

The over performance in current expenditure was on account of higher than programmed interest 

payments and other recurrent expenditure i.e. expenditure other than wages and salaries and interest 

payments, while the underperformance in development expenditure was largely on account 

development expenditure from Government funded projects. The fiscal deficit was mainly financed 

through domestic financing (90.6 percent of total financing). Figure 16 shows the financing of the 

fiscal deficit.  

 

Figure 15: Public Expenditure (Shs billion) 

 
Source: MoFPED 
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Figure 16: Fiscal Financing (Shs billion)   

 
Source: MoFPED 

 

3.2.3.4 Public Debt Stock 

Total public debt stock
1
 as at end October 2014 was estimated at Shs 20,431.3 billion, which was an  

increase of Shs 1,098.3 billion (5.7 percent)  relative to the June 2014  stock (table 8). The growth 

in public debt was mainly driven by an increase in the public domestic debt (i.e. government 

securities); the public domestic debt stock [at nominal value (NV)] grew by 10.0 percent to Shs 

8,966.8 billion, while the public external debt stock increased by 2.5 percent to Shs 11,464.5 billion. 

External debt continued to make up the bulk of the total public debt but registered a decline in its 

share of the total public debt from 57.8 percent as at June 2014 to 56.1 percent as at October 2014. 

The ratio of the present value (PV) of the public debt to GDP (rebased) as at end June 2014 was 

20.3 percent,  2.6 PPs lower than the initial estimate of 22.8 per cent while the gross public debt to 

GDP (rebased) was 28 percent, 3.7 percentage points lower than the initial estimate of 31.7 per cent 

(table 8b). 

  

The stock of government securities as at end October 2014 remained concentrated in treasury 

bonds, in line with government’s refinancing risk-mitigating strategy. The ratio of treasury bonds to 

TBs remained stable at 66:34 between June 2014 and October 2014, falling short of the Public Debt 

Management Framework (PDMF 2013) benchmark of 70:30. Only one of the risk benchmarks, the 

percent maturing any year after year one, is in line with the PDMF benchmark, albeit with a 

                                                           
1
 Both domestic debt and external debt are at nominal value. 
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deterioration relative to June 2014. Most of the public domestic debt risk indicators are not within 

the PDMF benchmarks; however, there is some improvement relative to June 2014. 

 

Table 8a: Total Public Debt Stock (Shs billion) 
 

Jun-14 Sep-14 Oct-14 

Total Gross Public Debt (FV)
1
 19,518.2 20,271.6 20,529.0 

Total Gross Public Debt (NV) 
2
 19,333.0 20,150.8 20,431.3 

Total Gross Public Debt (CV)
3
 18,871.4 19,633.9 19,915.7 

 External Debt  (US$, million) 4,300.7 4,240.8 4,234.7 

 External Debt (Shs billion) 11,180.6 11,244.8 11,464.5 

 Domestic Debt  (FV) 8,337.6 9,026.8 9,064.5 

 Domestic Debt (NV) 8,152.4 8,906.0 8,966.8 

 Domestic Debt (CV) 7,690.8 8,389.1 8,451.2 

Notes:  
1 
Face value (FV).  

             
2
 Nominal value (NV) i.e. cost value plus accrued interest. 

            
3
 Cost value (CV). 

Source: BoU 

 

 

Table 8b: Total public debt stock (Shs billion) 

Indicator 

PDMF 

Benchmark 

GDP, 2002 base GDP, 2009/10 base 

Jun-13 Jun-14 Jun-13 Jun-14 

PV Public Debt /GDP <50% 20.6 22.8 17.9 20.2 

PV External Debt/GDP  <30% 9.0 9.3 7.8 8.3 

PV Domestic Debt/GDP 
*
 <20% 11.6 13.5 10.1 11.9 

 

Public Debt /GDP N/A 29.1 31.7 25.3 28.0 

External Debt/GDP  N/A 17.5 18.2 15.2 16.1 

Domestic Debt/GDP 
*
 N/A 11.6 13.5 10.1 11.9 

*Domestic debt is at nominal value – PV of domestic debt is approximated by the nominal value 
Source: BoU 

 

The ratio of the total stock of government securities to the stock of PSC declined marginally due to 

growth in PSC. The ratio declined from 95.2 per cent to 94.2 per cent between June 2014 and 

October 2014, which was still above the PDMF2013 benchmark of 75 per cent. The ratio of 

government securities holdings by DCs to PSC declined from 47.3 per cent to 45.9 per cent 

between June 2014 and October 2014 (figure 17), which may be attributed to growth in PSC of 4.3 
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percent as well as a 1.1 percent decline in the holdings of government securities by DCs over this 

period.  

 

Figure 17: Holdings of Government Securities by DCs (at cost value)/PSC, 

percent 

 
Source: BoU 

 

 

4  Exchange rates and Balance of Payments 
 

4.1 Exchange Rates 

Broadly, policy makers rely on expenditure-reducing and expenditure-switching polices to address 

imbalances in the CA of the BoP. Expenditure-reducing policies are directed towards reducing 

domestic expenditures on consumption and investment goods so that exports can increase while 

imports decline. Nonetheless, expenditure-reducing policies have the following drawbacks: reducing 

expenditure on consumption and investment, and therewith imports, leads to unemployment and 

excess capacity in the consumption and investment industries. Also, the export industries are unable 

to absorb freed-up resources in the consumption and investment industries immediately, because the 

adjustment process takes time. In the same vein, if prices and wages are sticky, the export industry 

will not expand at all, because its profitability does not increase. Thus, although there will be some 

improvements in the current account deficit because imports have reduced, economic growth is more 

likely to decline, leading to a recession. 

Expenditure-switching policies on the other hand are directed at stimulating demand in the export 

industries, import- competing sectors and non-traded goods sectors, while reducing demand for 

imports. Policy makers use the real exchange rate as the main tool for implementing expenditure-

switching policy. A depreciation of the exchange rate would cause import goods sold in the domestic 

market to be more expensive. The reduced demand for these goods will be switched to import 

substitutes and home goods, because both goods are relatively cheap. In addition, exports will 
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increase because they become profitable. Thus, the CA deficit improves and, at the same time 

economic growth increases because even the non-traded goods sectors are then booming. 

 

4.1.1 Bi-lateral Exchange Rates 

The Ugandan Sh has depreciated against most currencies since the beginning of the year, in part as a 

consequence of the weak CA position. As of November 2014, the Sh had depreciated by about 6 per 

cent on a trade-weighted basis and 8.4 per cent against the US$ on year-on-year (y-o-y) basis. The 

depreciation observed has mainly been driven by elevated corporate dollar demand mainly from 

manufacturing and energy sectors.  

 

In the period under review, there was a significant reduction in net portfolio inflows attributed to both 

the sentiment and stabilization of US economy. The inflows amounted to US$ 12 million from US$ 

30.2 million in October 2014. Global strengthening of the US$ in November 2014 also partly caused 

the depreciation of the Uganda Sh. The US$ Index appreciated by 2.4 per cent month-on-month and 

8.6 per cent y-o-y. Also, market sentiment on Uganda’s economy led to the depreciation which was a 

correction of the currency-overvaluation, seen in earlier periods 

 

Figure 18: Evolution of the Shs/US$ and US$ Index  

 
Source: BoU 

 

 

BoU stayed purchases for reserve build-up on days of excess volatility. Purchases for reserve build-up 

amounted to US$50.05 million, and together with targeted sales of US$15.55 million to Uganda 

Electricity Transmission Company Limited, BoU action in the interbank foreign exchange market in 

November 2014 was a net purchase of US$ 34.5 million. Total purchases for reserve build-up since 
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July 2014 stand at US$ 289.6 million, a shortfall of US$ 138.4 million from the targeted US$ 428 

million (considering that daily purchases amounted to US$4 million, per work day in between July to 

November 2014). 

 

In part, the exchange rate depreciation helped to restore competitiveness, which had been lost due to 

the appreciation of the Sh in 2013. The REER depreciation has been ongoing since July 2014. Going 

forward, the exchange rate might continue to depreciate –albeit at a comparatively lower pace-given 

the large CA deficit and concerns regarding the size of the budget deficit and economic outlook. Also, 

it is trending along the equilibrium of Shs 2,700 – 2,800 per US$.  

 

Regional inflation outturn remains relatively stable, though slightly elevated in Ghana, largely on 

account of the macroeconomic imbalances experienced there. Exchange rates of most of the regional 

economies depreciated in the period November 2014, partly driven by the global strengthening of the 

US$. In Kenya, the monetary policy stance remains neutral on account of the stable inflation outlook. 

However, Ghana, Nigeria and Zambia tightened the monetary policy stance in November 2014 in part 

because of the persistent depreciation pressures which has a likely pass-through to inflation. Figure 19 

shows exchange rate movements in the East African community. 

 

Figure 19: Exchange rate movements in the East African Community 

(percent, annual) 

 
Source: BoU 
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4.1.2 Nominal and Real Effective Exchange Rates 

In Q4 2014, the NEER continued to depreciate since Q2 2014, by 1.2 per cent annually. However, 

the REER appreciated on a quarterly basis by 42.4 per cent in Q4 2014, compared to an 

appreciation of 39.2 per cent in Q3 2014.  The quarterly appreciation of the REER is largely 

driven by a marked rise in the inflation differential due to a faster decline in domestic price levels 

when compared to foreign price levels. These developments are shown in Figure 20.  

 

Figure 20: Drivers of REER movement (per cent) 

 
Source: BoU 

 

 

Over Q3 2014, the NEER depreciated by 4.1 per cent annually, and by 1.2 per cent when compared 

to the previous quarter. The annual NEER depreciation was mainly driven by the depreciation of the 

bilateral exchange rate during the same period.  The exchange rate has continued to depreciate 

towards the long-run steady state over the quarter, and the outlook points towards a stable exchange 

rate going forward. However, the continued depreciation pressures could create a major upside risk 

for inflation. 

 

4.2 Balance of Payments 

The BoP record financial flows between residents (country) and non-residents (rest of the world). A 

CA deficit in the BoP shows that a nation’s expenditures are in excess of its income; a nation’s 

imports are in excess of its exports of goods and services and a net drawdown of a nation’s foreign 
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asset holdings. A deficit in the CA therefore implies that a country’s foreign assets position has 

deteriorated. Thus, it’s likely that this country will drawdown its foreign exchange reserves or 

finance the deficit by foreign inflows through foreign direct and portfolio investments and/or external 

borrowing. 

4.2.1 Current Account 

The CA balance is estimated to have deteriorated by US$ 319.4 million to a deficit of US$ 808.3 

million during the quarter ended October 2014, from a deficit of US$ 488.9 million in the preceding 

quarter. The deterioration in the CA was largely as a result of a higher deficit on the services account.  

Compared to the same period a year ago this change represents a deterioration in the CA deficit by 

US$ 487.1 million from a deficit of US$ 321.2 million registered in the quarter ended October 2013. 

The trends of the CA balance and its components are shown in figure 21. 

 

Figure 21: The current account balance and its components 

Source: BoU 

 

The trade deficit deteriorated by 3.3 per cent to US$ 613.5 million during the quarter ended October 

2014, on account of lower export receipts despite a decline in import expenditure.  Export earnings 

decreased by 4 per cent, quarter-on-quarter to US$ 638.6 million due to a decline in commodities 

exports. Coffee exports decreased by 15.7 per cent to US$ 89.8 million and non- coffee exports 

declined by 2.5 per cent to US$ 457.2 million mainly due to off-season effects, leading to lower 

volumes exported. The member countries of Common Market for Eastern and Southern Africa 
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continued to be the major destination for Uganda’s exports. The import bill decreased by 3.7 per 

cent q-o-q to US$ 1,252.1 million mainly on account of lower government imports of goods by US$ 

50.1 million. Private sector imports, which accounts for 97.3 per cent of total import, increased by 

US$ 4.0 million. Private investment imports amounted to US$ 840.2 million, accounting for 69 per 

cent of total private sector imports while private consumption imports increased by 2.1 per cent to 

US$ 363.6 million. 

 

The volume of coffee exported during the quarter ended October 2014, totalled 705,394 [60 

Kilogram (Kg)] bags, a decline of 160,189 (60Kg) bags when compared with the 865,583 (60Kg) 

bags that were exported during the preceding quarter. The average unit price of coffee during the 3-

months under review improved to US$ 2.13 from an average of US$ 2.05 in the previous quarter. 

Compared to the same quarter in 2013, coffee export earnings increased by US$6.2 million from 

US$83.7 million. The total volume of coffee exported during the current quarter decreased by 

47,797 (60 Kg) bags when compared to 753,191 (60 Kg) bags exported in the same quarter in 2013. 

 

The services account is estimated to have deteriorated by US$327.5 million to a deficit of 

US$417.4 million during the quarter ended October 2014, compared to a deficit of US$89.8 million 

recorded during the previous quarter. The deterioration in the services balance was mainly on 

account of higher payments for government services for the energy projects during the months of 

August and September 2014. 

 

The primary income account balance is estimated to have deteriorated by US$54.4 million to a 

deficit of US$132.3 million during the quarter ended October 2014,  from US$77.9 million during 

the previous quarter on account of higher estimates of direct investment income payments. The 

Secondary income balance improved by 13.2 per cent to US$354.9 million during the quarter ended 

October 2014, from US$313.5 million in the previous quarter on account of higher project aid 

inflows and Heavily Indebted Poor Countries’ (HIPC) assistance to government. Personal transfer 

inflows increased marginally by US$0.8 million to US$235.3 million during the quarter ended 

October 2014 from US$234.5 million received during the preceding quarter. Transfers to non 

government organisations amounted to US$112.0 million, a decrease by 3.2 per cent from 

US$115.7 million received during the preceding quarter. Total official transfers (including HIPC 

relief) to government amounted to US$60.6 million, an increase of US$26.1 million from the 

US$34.5 million that was received in the preceding quarter. 
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4.2.2 Capital Account Balance 

The CAB increased to a surplus of US$34.8 million during the quarter ended October 2014, from 

US$15.3 million during the previous quarter due to higher inflows of capital transfers. 

 

The above developments resulted into deterioration in the deficit on the current and capital accounts 

to US$773.5 million during the quarter ended October 2014, compared to US$473.6 million in the 

previous quarter. The net balance on the financial account registered a decline in net borrowing of 

US$8.2 million to US$622.5 million during the quarter ended October 2014.  

 

The direct investment transactions resulted in a decrease in net liabilities by 6.7 per cent to 

US$285.8 million during the quarter ended October 2014 from US$306.3 million in the previous 

quarter. Transactions in the equity and debt securities markets resulted in portfolio investment net 

inflows of US$6.3 million during the quarter ended October 2014 compared to net outflows of 

US$8.2 million that were recorded over the previous quarter. 

 

Transactions under other investments during the quarter ended October 2014 resulted in a net 

borrowing of US$329.2 million, a decrease of 1.2 per cent when compared to the net borrowing of 

US$333.2 million that was recorded in the previous quarter. There was a net drawdown in other 

investments assets of US$270.9 million during the quarter under review compared to the net 

drawdown of US$186.4 million recorded in the previous quarter. This drawdown was largely on 

account of a decline in foreign currency and deposit assets of the central bank and deposit taking 

corporations. The net incurrence of other investment liabilities decreased from US$146.8 million in 

the previous quarter to US$58.3 million during the quarter ended October 2014.  

 

The above developments resulted in an overall BoP deficit of US$61.0 million during the quarter 

ended October 2014, with a net draw-down in reserve assets of US$63.2 million excluding 

valuation changes. The stock of reserves at the end of October 2014 was estimated at US$3,218.8 

million (including valuation changes), equivalent to 4.4 months of future imports of goods and 

services cover compared to US$3,350.6 million recorded at the end of July 2014. The stock of 

reserves at the end of November 2014 had increased to US$3,277.2 million equivalent to 4.5 

months of future imports of goods and services. Figure 22 shows the developments in the overall 

BoP and its components. 
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Figure 22: Overall BoP balance and its components  

Source: BoU  

 

In the short term, the CA deficit is likely to improve due to higher commodity export earnings on 

account of the end of year harvest season, lower international oil prices resulting in lower private 

sector oil imports, increase in personal transfers inflows during the festive season and at the 

beginning of 2015 school term. However, the downside risk to the outlook is the possibility of an 

increase in private and public sector imports for energy and other infrastructure projects. 

 

 

5  Inflation 
 

5.1 Global Inflation 

Over the past two decades, Uganda has become significantly more integrated into global goods, 

factor, and financial markets. This deeper integration has induced significant changes in the 

behaviour of domestic macroeconomic fundamentals, particularly through altering the dynamics 

of domestic inflation. Therefore, understanding global developments is an important prerequisite 

to understanding the present and future evolution of domestic inflation.  

 

Inflation has fallen globally over recent months driven by low commodity prices, and a slowdown in 

economic activity emanating from the euro zone and China.  Amongst the AEs, inflation is typically 
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below central bank targets, thereby allowing monetary policy to remain supportive as many 

economies recover.   

 

Since peaking at the 2.0 per cent Federal Reserve target in May, US Consumer Price Index (CPI) 

inflation appears to have stabilized at around 1.7 per cent throughout August, September and October.  

The fall in energy prices by 1.6 per cent annually, driven by low oil prices, offset increases in food 

and shelter costs in October.  Food prices, and shelter or housing costs, which respectively increased 

by 3.1 per cent and 3.0 per cent annually, constituted the largest upwards drivers to US CPI inflation 

in October. The fall in US inflation since May will allow the Federal Reserve to hold out 

expansionary monetary policy to support economic activity likely into mid-2015. 

 

Low inflation is a particular worry to the euro area, where annual consumer price inflation fell to a 5-

year low of 0.3 per cent in September, and only increased marginally to 0.4 per cent in October.  

Consumer price inflation was pushed up by the service sector, which experienced an annual inflation 

rate of 1.2 per cent in October and food, alcohol and tobacco, which experienced 0.5 per cent 

inflation, whilst energy prices fell by 2.0 per cent annually.  In Greece, annual CPI fell to minus 1.8 

per cent in October, demonstrating the sizeable spare capacity in the economy. The European Central 

Bank states that they remain “fully determined” to their inflation target and consequently are set to 

expand their asset purchase plan and will consider the addition of sovereign bonds to their asset 

portfolio. 

 

Throughout 2014 to date CPI in the UK has fallen below the Bank of England’s 2.0 per cent target, 

and may be demonstrating a downwards trend.  Similarly to the euro area, annual CPI also hit a 5-year 

low in the UK in September at 1.2 per cent and only increased to 1.3 per cent in October.  The fall in 

CPI resulted from food and motor fuel prices, which have historically been upwards contributors to 

annual CPI, but are now exerting downwards pressure; annual food prices were minus 1.6 per cent in 

October, whilst annual motor fuel prices were minus 4.8 per cent. 

 

In Japan, inflation remains high on account of the consumption tax introduced in the second quarter of 

2014; overall CPI inflation was 3.0 per cent in September and 2.9 per cent in October.  However, the 

Bank of Japan reports that excluding the tax effects and fresh food prices, consumer price inflation 

decreased to just 1.0 per cent in September and to 0.9 per cent in October, largely driven by low 

international commodity prices, but well below the Bank of Japan’s 2.0 per cent target for April 2015.  

In an attempt to boost inflation figures, the Bank of Japan expanded its exceptional monetary stimulus 

initiatives at the end of October. 
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The effects of low commodity prices and economic slowdown have even spread to China, where 

annual CPI fell to 1.6 per cent in September and October.  The deceleration of Chinese CPI largely 

emanated from food prices, yet there are also concerns that it may signal an economic slowdown, 

weakening domestic demand and capital outflows.  It is likely that China will exert additional global 

disinflationary pressure over the coming months.  Figures 23a and 23b show the largely global 

slowdown in CPI over the second half of 2014, with the exception of a couple of EMEs. 

 

Figure 23a: Inflation in Advanced Economies 
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Source: Organization for Economic Co-operation and Development (OECD) 

 

Figure 23b: Inflation in Emerging Economies  
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5.1.1 International Commodity Prices 

Changes in all commodity prices turned increasingly negative over the three months to September, 

triggering a deflationary effect on overall global inflation. Average crude oil prices fell from US$ 

108.37 per barrel in June to US$ 95.85 per barrel in September causing the World Bank energy index 

to fall by 11.3 per cent annually in September.  Large supply increases were the dominant factor in 

containing energy prices although subdued demand may have partially played a role.  Supply has not 

yet fallen noticeably, as earlier forecasts predicted, on account of geopolitical tensions in the Middle-

East, Russia and Ukraine; however supply has increased substantially from increased production in 

North America. Subdued demand is likely to have played a much larger role in non-energy 

commodity prices, which declined by an annual rate of 4.4 per cent in September. 

 

Finally, the food price index of Food and Agriculture Organization (FAO) has contracted since the 

start of the year, but September experienced the largest contraction to date, by an annual rate of 5.4 

per cent.  More favorable weather conditions globally have encouraged an expansion in agricultural 

production, increased supplies to market and deflated food prices. Figure 24 presents annual 

commodity price changes and highlights the deflationary pressures throughout 2014 to date. 

 

Figure 24: Annual commodity price changes 
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5.2 Domestic Inflation 

High and volatile inflation can be detrimental to economic growth as it erodes the purchasing 

power of individuals and damages international confidence in the domestic economy. In 

Uganda, monetary policy is designed to attain the core inflation target of 5 per cent in the 

medium-term. Monetary policy is therefore designed to ensure that core inflation over the medium 

term is as close to 5 per cent as possible and that output is as close to potential as possible and is 

consistent with the inflation objective. 

 

Overall consumer price inflation remained relatively stable increasing only slightly to 2.1 per cent in 

November 2014 from 1.8 per cent in October 2014, mainly driven by food crop prices. Annual core 

inflation also remains stable, declining to 2.3 per cent in November 2014 from 2.4 per cent in October 

2014. Annual core inflation averaged 3.1 per cent since January 2014, which is within the PSI band. 

 

Low inflation was driven by declined import prices, low food prices due to good harvest of 

agricultural commodities at home, and low global food prices. In the three months to November 2014 

food prices declined on average by 2.4 per cent compared to an increase of 4.0 per cent in the three 

months to August 2014.  

 

Services inflation has, however, remained relatively robust, averaging 5.7 per cent since January 

2014; an indication that domestic demand may be robust. Contributions of food crops and “other 

goods” (a proxy for traded goods inflation) inflation to overall consumer price inflation is very low. In 

the last three months the contribution of food crops has been negative. 

 

The contribution of services inflation has averaged about 2 PPs over the last three months, and about 

2.6 PPs of the average overall consumer inflation of 4.6 per cent since January 2014. Services are to a 

large extent non-tradables, suggesting that domestic demand factors might have been of less 

importance for disinflationary developments.  

 

5.2.1 Assessment of the previous forecasts  

Headline Inflation was forecast to be in the range of 5±3 PPs in the period to December 2014, 

largely driven by developments in food prices. Nonetheless, it was recognized that food prices are 

very volatile and could make headline inflation deviate from this range. The out turn for November 

was 2.1 per cent, which was well within the forecast range.  

 

Core Inflation was forecast to be within 3±1 PPs in the period to December 2014 driven mainly by 

the pass-through of exchange rate depreciation. The exchange rate was forecast to move towards its 
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long-run steady state level of Shs 2,700 to Shs 2,800. The out turn for November was 2.3 per cent, 

which was well within the forecast range. Whereas inflation has for most of 2014 averaged well 

below the BoU’s medium term target of 5 per cent, this falling trajectory is likely to have bottomed-

out, as the factors responsible for low inflation seem to be waning. For instance, the exchange rate 

has depreciated and is now moving upwards towards its estimated long-run steady state of Shs/US$ 

2,700-2,800. Table 9 shows developments in monthly, annual and quarterly inflation.   

 

Table 9: Inflation developments 

 Inflation 
                  Annual percentage 

changes 

Annualised quarterly 

percentage changes 

  
September October November 2014 Q1 2014 Q2 

2014 

Q3 

Headline  1.4 1.8 2.1 7 5.7 2.8 

Core  2 2.4 2.3 4.1 3.2 2.7 

Energy Fuel & Utilities (EFU)  2.5 2.5 2.2 4.5 4 1.8 

Food  -2.8 -2.7 -1.6 11.6 9.2 0.7 

Food crops  -1.9 -0.8 0.8 24.9 20.1 4.2 

Non-food  3.5 4.1 3.9 5 4.1 3.8 

      Monthly percentage changes 
Quarterly percentage changes 

(Q-o-Q) 

  September October November 2014 Q1 2014 Q2 
2014 

Q3 

Headline  0.3 0.4 -0.4 0.5 -0.3 0.5 

Core  0.1 0.5 0.1 0.1 0 0.4 

EFU  0.1 0.1 -0.2 0.2 -0.2 0.9 

Food  0.7 -0.2 -1.3 1.1 -1.2 0.4 

Food crops  1.8 0 -2.8 2.5 -1.8 0.8 

Non-food  0.3 0.7 0.0 0.2 0.1 0.5 

Source: BoU 

 

 

 

6  Economic Outlook 
 

It takes time for the effect of monetary policy to be fully realised in the real economy, particularly 

for a country such as Uganda where the financial sector suffers from structural inefficiencies. Given 

that monetary policy is a forward-looking demand management tool, policymakers therefore 

require an understanding of the likely future trajectory of inflation. In order to determine the 

likely trajectory of future inflation, it is important to conduct a comprehensive analysis of all 

demand and supply factors, both external and domestic which are likely to drive inflation in the 

future. This section analyses the global and domestic economic outlook, with a particular focus on 

the inflation outlook, including an assessment of future risks to inflation. 
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6.1 Global Economic Outlook 

 

6.1.1 Outlook for global financial markets 

The end of asset purchases by the US Federal Reserve is expected at the end of the year and US 

policy rates are expected to increase by mid-2015.  Similarly, monetary policy normalization in the 

UK is expected in early 2015.  However, monetary policy is expected to remain expansionary in the 

euro area and Japan for an extended period.  For many EMEs, policy rates are expected to be 

reactionary to the US policy rate. 

 

6.1.2 Outlook for global economic activity 

The strongest recovery in economic activity is expected to emanate from the US as accommodative 

monetary policy, lesser fiscal drag from comparatively supportive fiscal policy, improved household 

balance sheets and a stronger housing market act to provide an enabling environment for economic 

activity. Employment growth is also expected to be recovering, although some of the gains may be 

eroded by an increase in the labor force participation rate. 

 

Growth is expected to be weak, albeit positive, in the euro area, driven by lesser fiscal drag, 

accommodative monetary policy and improved lending conditions.  Amongst the periphery, Spain and 

Ireland are expected to be the catalysts for growth, although they are coming from a weak base.  In 

Spain, growth is projected to be 1.3 per cent in 2014 as both domestic and external demand pick up 

and confidence recuperates.  Spanish growth is expected to improve further to 1.7 per cent in 2015.  In 

contrast, the Italian economy is expected to contract in 2014 and only recover slightly in 2015.  

Amongst the core countries, growth projections for the year have been revised downwards as growth 

has stalled in France and recent outturns for Germany have been below expectations, reflecting weak 

domestic demand. The UK is also expected to post strong growth this year as the economic activity is 

expected to expand by 3.2 per cent in 2014 and 2.7 per cent in 2015. As is typically the case, 

emerging market and developing economies are expected to account for the majority of global 

growth. 

 

6.1.3 Outlook for global inflation 

Global inflation remains suppressed in AEs, in the near term as commodity prices continue to fall, 

indicating that economies have substantial output gaps and deflation is still a major concern. In the 

US, inflation is expected to be 1.6 per cent at end 2014 but rise gradually toward the Federal 

Reserve’s long term target of 2 per cent. In the Euro area, inflation is expected to increase gradually to 
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0.9 per cent in 2015 and 1.2 per cent in 2016, as recovery increases and output gaps decrease. In 

Japan, headline inflation is expected to reach 2.7 per cent in 2014 reflecting the consumption tax 

increase while core inflation could rise to 1.1 per cent.  

 

In emerging market and developing economies, inflation is projected to drop in 2014 but remain 

stable in 2015. The decline is in line with the reduction of commodity prices especially food prices, 

which have a high weight in the consumer price baskets for these countries. 

 

6.1.4 Outlook for global commodity prices 

Global commodity price pressures are still expected to be subdued over 2014 and 2015 across all 

categories: energy, non-energy and food prices.  Energy prices are expected to ease further due to 

competition for market share between OPEC and the US, which will increase supply, amid relatively 

weak global demand. 

 

6.1.5 Key risks and uncertainties 

Risks to the global economy are biased to the downside; these have increased since spring. Short term 

risks include escalation of geopolitical tensions and a setback of recent risk spread and volatility 

compression in financial markets. Medium term risks refer to inertia and low potential growth in AEs 

and a weakening of potential growth in emerging markets. 

 

The long period of low interest rates is causing investors to search for yield while financial markets 

may be lax about the future. This can cause capital flow problems to any economy. Macro prudential 

tools are the right instruments to mitigate these risks and policy makers must be on lookout for 

potential hazards. Geopolitical risks have since become relevant. Currently, the Ukraine crisis has not 

spread beyond the affected countries’ borders and the Middle East turmoil has not affected the level 

or volatility of energy prices. But this could change, with major implications for importers of fuel. 

Also the recovery in the euro area could stall, such that demand weakens leading to a deflation. 

 

From the above risks, AEs must deal with both crisis spillovers and low potential growth. The debt 

overhang of firms and households must be dealt with while the low recovery in the euro area is 

triggering a new debate about the stance of fiscal policy. The low spreads on sovereign bonds suggest 

that investors are more confident about the fiscal consolidation that was undertaken a few years back 

and this confidence should not be threatened. However, investment in infrastructure, financed by debt 

may be justified if it spurs demand in the short term and supply in the medium term. 
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6.2 Domestic Economic Outlook 

 

6.2.1 Outlook for economic activity 

Real GDP growth will be supported by Foreign Direct Investment (FDI), and a rebound in agricultural 

production. However, since future developments in the global economy remain uncertain, projected 

FDI might be constrained. Moreover, increased public investment in infrastructure may require 

substantial domestic financing, which may further constrain PSC.  Exports might continue to 

underperform while imports could grow faster than exports, implying that net exports will provide a 

negative contribution to GDP growth. 

 

6.2.2 Inflation Outlook 

Inflation is low and is expected to remain relatively low for the rest of the year. During the forecast 

period, inflation is expected to stabilize around BoU’s medium-term target of 5 per cent. However, 

risks of higher inflation prevail due to possible larger-than-estimated pass-through and second round 

effects from the exchange rate depreciation, possible rebound of food crop prices, larger-than-

assumed fiscal impulses resulting from public investments and faster closing of the negative output 

gap. Compared with the previous Monetary Policy Report, the inflation forecast has not changed. 

 

7  Monetary Policy Decision 

Due to the developments and outlook presented in previous sections, the CBR was maintained at 11 

per cent in December 2014. The band on the CBR was maintained at +/-2 PPs and the margin on the 

rediscount rate at 3 PPs on the CBR. Consequently, the rediscount rate and the bank rate were 

maintained at 14 per cent and 15 per cent, respectively. The course of the monetary policy stance will 

continue to be directed by a careful valuation of risks to the global and domestic economy and their 

repercussions for the overall outlook upon domestic inflation. BoU will continue to set a monetary 

policy stance that will ensure core inflation is as close as possible to 5 per cent in the medium term 

and that economic growth is consistent with the inflation objective.  


