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Executive Summary 

i. Global growth prospects remain unchanged; the IMF July 2015 WEO growth 

projections reported that global economic growth will be 3.3 per cent and 3.8 per cent 

for 2015 and 2016, respectively, driven mainly by strong performance of the Advanced 

Economies (AEs). Growth in the Emerging Markets and Developing Economies (EMDEs) 

continued to slow down. In AEs, economic growth was forecast at 2.1 per cent and 2.4 

per cent for 2015 and 2016, respectively while in EMDEs growth was projected to slow 

down further to 4.2 per cent in 2015, from 4.6 per cent in 2014. 

 

ii. Global financial markets are expected to remain volatile in the latter part of 2015 

premised upon expectations for the U.S. FED’s first interest rate hike, the continued 

strengthening of the US Dollar, amidst uncertainties relating to the Greek’s debt crisis 

and Chinese equity market meltdown.  

 

iii. Global inflation has started to bottom out in many AEs, driven by economic recovery, 

particularly in the U.S and Euro area. In many EMEs however, inflation continued to fall, 

partly driven by weak domestic demand and declining oil prices.  

 

iv. On the domestic scene, interbank money market rates increased due to tight liquidity 

conditions, in line with the monetary policy stance. The volume of transactions in the 

interbank money market also declined in line with the tight liquidity conditions 

declining to Shs 5,341.95 billion in the three months to July 2015 compared to Shs 

5,778.15 billion in the three months to April 2015.  

 

v. BoU conducted six auctions of Treasury-bills (T-Bills) and Treasury-bonds (T-Bond) in 

line with the government’s financing requirements. Yields on government securities 

rose in line with the tight monetary policy stance, heightened inflation expectations and 

expectations about the likely increase in domestic financing. The yield curve however 

flattened over the longer horizon on account of investors’ expectations for stable 

medium to long run outlook. 
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vi. Annual growth in Private Sector Credit (PSC) increased strongly to 20.4 per cent in June 

2015 from 17.0 per cent in April 2015. The growth in PSC was driven mainly by 

domestic currency lending. Prime lending rates on shilling loans continued to trend 

upwards since the beginning of 2015, partly driven by the increase in the CBR, 

particularly since April 2015. The WALR on foreign currency denominated loans rose 

to 9.9 per cent in June 2015 from 9.1 per cent in May 2015 while WALR on shilling 

loans fell marginally to 22.3 per cent from 22.7 per cent in May 2015. 

 

vii. In Q1 2015, economic activity remained robust, increasing by 2.5 per cent quarter-

on-quarter compared to 2.4 per cent growth recorded in Q4 2014. However, high 

frequency measures of economic activity suggest that real activity slowed down in Q2 

2015; the Composite Index of Economic Activity (CIEA) dropped by 0.6 percentage 

points to 1.8 per cent from 2.4 per cent in Q1 2015. The slowdown in activity was 

driven largely by subdued fixed investment and weak consumer spending. 

 

viii. The external current account balance continued to deteriorate in the quarter to June 

2015 by USD 31.5 million, to a deficit of USD 578.3 largely driven by deterioration in 

the services account.  

 

ix. The exchange rate has continued to face depreciation pressures mainly on account of a 

combination of: bearish sentiments related to the imminent national elections, 

strengthening of the USD against major world currencies and deterioration in the 

country’s balance of payments. In addition, there was a surge in demand for foreign 

currency from key sectors of the economy, including energy, manufacturing and short-

term offshore investors.  

 

x. Both annual headline and core inflation rose for the fifth consecutive month in July 

2015, with increases in all subcomponents of the basket, except food crops. The increase 

in prices was largely on account of the high pass-through of exchange rate depreciation 

to domestic prices. 
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xi. The risks around the inflation outlook remained elevated, including expectation for high 

pass-through of exchange rate depreciation to domestic prices, relatively strong real 

economic growth supported by public investment and private sector borrowing. In light 

of the heightened risks, the Bank of Uganda found it necessary to tighten monetary 

policy further, in to ensure that annual core inflation converges to its medium term 

target of 5 per cent. The CBR was therefore raised by 1.5 percentage points to 16 per 

cent in August 2015. The band on the CBR and margin on the rediscount rate were also 

raised to +/-3 percentage points and 4 percentage points, respectively on the CBR. The 

Rediscount Rate and Bank Rate were thus raised to 20 per cent and 21 per cent, 

respectively.  
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1  Monetary Policy and Operations 

1.1 Monetary Policy Stance 

The Bank of Uganda tightened monetary policy further in July 2015 increasing the Central 

Bank Rate (CBR) by 1.5 percentage points to 14.5 per cent. The band on the CBR and the 

margin on the rediscount rate were maintained at +/-2 percentage points and 3 percentage 

points, respectively on the CBR. 

 

The tight monetary policy stance was on account of projected inflation being higher than 

the BoU target and output slightly above its potential. Inflation forecasts were higher by at 

least 3 percentage points compared to the June forecasts, showing that core inflation could 

peak at 13-15 per cent in early 2016. The strengthening of the pass-through of exchange 

rate depreciation to prices and higher demand continued to provide upside risks to 

inflation.  

 

1.2 Monetary Policy Implementation 

The Bank of Uganda continued to issue reverse Repurchase Agreements (REPOs), reverse 

REPOs and sale of recapitalization securities to fine tune liquidity conditions in the domestic 

financial market consistent with the desired monetary policy stance. At the end of July 

2015, the outstanding stock of reverse REPOs was Shs 475 billion, implying that BoU had to 

inject liquidity to ease the tight liquidity condition that was prevalent in the system.   

 

 

 

 

 

 



 

2 | P a g e  

 

2 Money and Financial Markets 

One of the requisite conditions for accelerated development of an economy is the existence 
of a well-developed and dynamic financial sector to mobilize savings and channel them 
into investment. However, financial markets are very susceptible to sudden changes in 
investor sentiments. Particularly in an open economy, any sudden changes in investor 
sentiments generate financial market volatility with implications for credits exchange rates, 
interest rates and the real economy. 

2.1 Global Financial Markets 

The global financial markets conditions remained broadly unchanged in June and July 

2015 compared to the previous months. The volatility seen in the global financial markets 

in Q1 2015 continued into July 2015, driven mainly by markets’ anticipation of the first US 

Fed policy rate hike. Uncertainty related to the Greek debt crisis also proved to be a source 

of financial market volatility; while reforms demanded by European leaders may have been 

voted through, their implementation proved to be difficult, premised upon the past austerity 

measures, which did not yield positive results.  

 

In the Euro area, government bond yields were recorded at 0.8 per cent, a slight increase 

from 0.6 per cent in April 2015 with wider swings reflecting instances of intensified 

concerns regarding the Greek referendum results: The 10- year government bond yields in 

the US, UK and Japan declined to 2.3, 2.0 and 0.4 per cent, respectively in July, 2015 as 

shown in Table 1. In Russia, China and South Africa, the 10 year government bond yields 

remained relatively elevated with slight declines. The developments in the 10-year 

government bond yields in selected AEs and EMEs are shown in Table 1. 

 
Table 1: Yields of 10-Year Government Bond in Selected Developed and Emerging Markets 

  Euro Area Japan UK US Brazil Russia India China South Africa 

Apr-15 0.2 0.3 1.6 1.9 12.6 11.2 7.8 3.5 7.8 

May-15 0.6 0.4 1.9 2.2 12.6 10.6 7.9 3.4 8.1 

Jun-15 0.8 0.5 2.1 2.4 12.6 11.0 7.8 3.6 8.3 
Jul-15 0.8 0.4 2.0 2.3 12.7 10.9 7.8 3.5 8.2 

Source: Reuters & Bloomberg 
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The possible Greek exit of the Euro Area remains a medium term risk to global financial 

market stability and the meltdown of the Chinese equity market is likely to be a source of 

continued volatility in global financial markets.  

 
The United States Dollar (USD) continued to strengthen against other international 
currencies, with the USD index increasing by 2.1 per cent, month-on-month and by 20.1 
per cent, year-on-year in Q2 2015, propped by strong economic performance and 
normalization of monetary policy in the United States (US). In the near-term, the USD is 

expected to strengthen further against major global currencies. 
 
Table 2: Exchange rates  

 
Euro/US$ YEN/US$ P.Sterling/$US RUPEES/US$ Yuan/US$ CHF/US$ 

2015 M01 17.0 13.8 8.7 0.1 2.2 4.2 

2015 M02 20.3 16.1 8.0 -0.3 2.3 4.7 

2015 M03 27.6 17.7 11.2 2.4 0.8 11.2 

2015 M04 28.2 16.6 11.9 3.9 -0.4 9.1 

2015 M05 23.2 18.5 8.9 7.6 -0.6 4.8 

2015 M06 21.2 21.2 8.5 6.8 -0.6 4.0 

2015 M07 23.1 21.2 9.7 6.0 0.0 6.2 

Source: Bank for International Settlements 
 

2.2 Domestic Financial Markets 

2.2.1 Interbank Money Market 

All interbank money market rates rose significantly, exceeding the increase in the CBR, on 

account of tight liquidity conditions in the interbank money market. The weighted average 

7-day rate peaked at 17.4 per cent, above the upper bound of the CBR. The overnight rate 

also rose significantly to 16.6 per cent and the overall rate rose to 16.5 per cent. Figure 1 

presents the evolution of the 7-day interbank money market rate and the CBR. 

 

The tight liquidity conditions forced banks to source funds from both the money market 

and unusual sources, including rediscount and Lombard facilities. During the period, 

commercial banks rediscounted securities to a tune of Shs 152 billion and borrowed at the 

Lombard window to a tune of Shs 213 billion. Also, because of the tight liquidity conditions, 
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the volume of transactions in the interbank money market declined by 6.2 per cent to Shs 

5,420.95 billion in the quarter to July 2015 from Shs 5,778.15 billion in the quarter to 

April 2015. Overnight tenure constituted a large share of the total money market volume of 

trade, accounting for 67.2 per cent in July 2015. The 7-day tenure accounted for 30.1 per 

cent of total volume of trade. 

 

Figure 1: Evolution of the interbank money market rate 

 
Source: Bank of Uganda 
 

2.2.2 Treasury Securities Market 

In the quarter to July 2015, BoU conducted six Treasury bills and six Treasury Bonds 

auctions worth Shs 930 billion and Shs 510 billion, respectively, in line with the 

government financing requirements compared to Shs 1,230 billion and Shs 540 billion 

auctioned in the quarter to April 2015.  

 

The average annualized yields for the 91-day, 182-day and 364-day T-Bills rose to 14.1, 

15.6 and 16.7 per cent in the quarter to July 2015 from 13.2, 15.1 and 16.1 per cent, 

respectively in the quarter to April 2015. Similarly, yields on T-bonds generally rose, with 

the 2-year benchmark bond yield rising to 16.9 per cent in the quarter to July 2015 from 

16.8 per cent in the quarter to April 2015. Yields on the 5-year, 10-year and 15-year 

government bonds also increased to 17.3, 18.0 and 17.5 per cent compared to 17.0, 17.7 

and 17.3 per cent, respectively during the same period. Although the yield curve appears to 

be steep in the short-term it flattens in the medium- to long-term, reflecting investors’ 
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expectations for price stability. Error! Reference source not found. shows yields of the 

Treasury securities.  

 
Figure 2: Treasury bill yields  

 
Source: Bank of Uganda 
 

In the secondary market, yields on treasury securities also rose consistent with developments in 

the primary debt market. Average annualized rates for securities of less than 91-days, 182-days 

and 364-days were 14.4 per cent, 15.0 per cent, and 16.4 per cent, respectively compared to 12.9 

per cent, 13.9 per cent and 15.1 per cent in the quarter to March 2015. In Q2 2015, the bulk of 

trading (77.5 per cent) was for securities with a maturity of less than 364-days. Table 3 

presents a summary of the secondary market activity for T-bills over the quarter under 

review. 

 

Table 3: Secondary market activity for T-Bills 

 91-days 
Bid                           Offer 

182-days 
Bid                        Offer 

364-days 
Bid                   Offer    

Minimum 
Maximum 
Average (simple) 

13.18 
13.73 
13.51 

13.07 
13.62 
13.40 

14.32 14.20 15.12 14.99 

15.12 15.01 16.24 16.12 

14.75 14.64 15.81 15.69 

 Total trading activity 
Outright sales (blns) 12.3 

13.3 

14.4 

66.9 

13.6 

15.0 

272.4 

14.2 

16.4 

Average discount rate 

Average yield-to-
maturity 

 Source: Bank of Uganda 
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The volumes trade for the T-Bonds in secondary market declined to Shs 435.2 billion in the 

quarter to June 2015 from Shs 517.4 billion in the previous quarter. The average yield to 

maturity of the T-Bonds of less than 2-years, 5-years, 10-years and 15-years stood at 16.8 

per cent, 17.0 per cent, 17.3 per cent, and 17.4 per cent, respectively, in Q2 2015 from 

16.0 per cent, 16.4 per cent, 16.6 per cent, and 16.8 per cent for the T-bonds of less than 

2-years, 3-years, 5-years, 10-years and 15-years, respectively in Q1 2015. Table 4 

presents a summary of indicative bid and offer quotes for T-bonds on the secondary market. 
 
Table 4: Secondary market activity for T-Bonds 

 2-year 
Bid                 
Offer      

5-year 
Bid                    
Offer   

10-year 
Bid               Offer         

15-year 
Bid                  Offer 

Minimum 
Maximum 
Average (simple) 

13.6 
17.0 
16.63 

13.5 
16.90 
16.53 

16.50 
17.20 
16.95 

16.40 
17.10 
16.85 

16.90 
17.65 
17.09 

16.80 
17.55 
16.99 

17.00             16.90 
17.65             17.55 
17.25              17.15 

 Total trading activity  

Outright sales 
(blns) 
Average yield-to-
maturity 

251.8 
 

16.8 

66.5 
 

17.0 

70.5 
 

17.2 

44.6 
 

17.4 

Source: Bank of Uganda 
 

2.2.3 Private Sector Credit 

Annual growth in Private Sector Credit (PSC) rose strongly to 20.4 per cent in June 2015 

from 17.0 per cent in April 2015. The growth in PSC was driven mainly by domestic 

currency lending which grew by 13.4 per cent from 12.6 percent in April 2015. Foreign 

currency lending however, grew at a much slower pace of 2.8 per cent in June compared to 

4.8 percent in April 2015. In the FY 2014/15, credit growth averaged 15.2 per cent, 

marginally in line with the PSI projection of 15.0 per cent. Contributions in PSC growth in 

the period to June 2015 are shown in Error! Reference source not found..   
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Figure 3: Contributions to annual growth in credit to the private sector 

Source: Bank of Uganda 
 

 Lending to the Trade, mining and quarrying, and transport and communication sectors 

constituted the main drivers of the growth in PSC in the quarter to July 2015. PSC to these 

sectors rose by by 15.1, 20.2 and 6.5 per cent, respectively from 3.9, 13.5, and 2.9 in the 

quarter to April 2015. Lending to households remained subdued, with growth averaging 

5.6 per cent, compared to 7.8 per cent in the previous quarter. Quarterly credit growth 

slowed for manufacturing and building sectors to 6.4 per cent and 4.7 per cent, 

respectively.  

 

The value of loan approvals which is a proxy for supply of credit rose to Shs 2,187 billion in 

Q2 2015 from Shs 2,105 billion in Q1 2015, while the number of loans approved increased 

from 127,626 to 129,408 in the quarter to June. The demand for credit as proxied by the 

value of loan applications also rose significantly to Shs 3,639.8 billion in Q2 2015 from Shs 

3,425.3 billion in Q1 2015. The number of loan applications, however, declined to 138,421 

from 141,314 during the same period of time.  
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The ratio of non-Performing Assets (NPAs) to total assets improved to 4.0 in June, down 

from 4.2 per cent in March 2015. However, manufacturing, and personal and household 

sectors saw an increase in NPAs to 4.3 and 4.1 per cent from 3.4 and 3.0 per cent in March, 

respectively. Overall, the total volume of foreign currency NPAs in the first half of 2015, 

outstripped domestic currency NPAs possibly due to depreciation of the shilling against the 

USD. Developments in PSC are summarised in Table 5:. 

 

Table 5: Growth rates, share of total credit and non-performing loans by sector  
  Annual Growth Rate 

 
Share in 

Total Credit 
NPLs 

Sectors Mar-15 Jun-15 Mar-15 Jun-15 

Agriculture 43.0  22.6  9.8 6.2 
Mining and Quarrying 62.5  127.4  0.5 7.1 
Manufacturing 33.2  40.4  15.4 4.3 
Trade 3.7  13.8 20.4 3.7 
Transport and Communication  9.6  15.8  5.2 6.0 
Electricity and Water  44.2  68.9  1.7 3.3 
Building, Mortgage, Construction and Real 14.7  19.7  22.6 0.1 
Business Services  28.5  30.4  4.7 2.7 
Community, Social & Other Services 18.5  20.0  3.3 1.6 
Personal Loans and Household Loans 7.8  5.6  15.1 4.1 
Other Services  16.3  23.9  1.4 3.2 
Total 17.0  20.2  100.0 3.97 

Source: Bank of Uganda 
 

2.2.4 Lending and Deposit Interest Rates   

Prime lending rates on shilling denominated loans have continued to trend upwards since 

the beginning of 2015, reflecting a combination of factors, including high costs of doing 

business, difficulties in evaluating credit worthy borrowers as well as the increase in the 

CBR. The Weighted Average Lending Rates (WALR) for Q2 2015 was 22.4 per cent which 

was higher than the 20.9 per cent for Q1 2015 and 21.7 per cent for Q2 2014. WALR on 

foreign currency denominated loans, month on month, rose to 9.9 per cent in June 2015 

from 9.1 per cent in the previous month. Similarly, rates on time deposits in foreign 

currency rose to 3.9 per cent in June 2015 from 3.6 per cent in Q2 2015. 
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Lending rates on shilling loans, however, fell marginally to 22.3 per cent from 22.7 per 

cent recorded in May 2015 with trade, manufacturing, transport and communication and 

mortgage and land purchase sectors receiving preferential rates. Rates on time deposits in 

shillings fell to 10.4 per cent from 11.9 per cent in the previous month. Consequently, the 

spread on commercial bank Shilling lending increased to 12.0 per cent from 10.8 percent 

while that on foreign currency lending increased to 5.9 per cent from 5.5 percent. The 

evolution of lending and deposit rates is shown in Figure 4.  

 

Figure 4: Evolution of interest rates 

Source: Bank of Uganda  
 

2.2.5 Monetary Aggregates 

Growth in money aggregates continued to be resilient. Annual growth in broad money 

(M3) increased to 15.9 per cent in June from 11.2 per cent in May. This was the highest 

growth in the first half of 2015. Average growth in M3 over FY 2014/15 was 14.3 per cent 

which was consistent with the PSI projection of 14.2 per cent. On a quarterly basis, M3 

increased by 7.4 per cent in June, after 3.0 per cent growth in May driven by growth in 

foreign currency deposits. M2, which comprises currency in circulation plus total shilling 

deposits, grew by 8.7 in June 2015 on annual basis compared to increases of 14.1 per cent 

in June 2014 and 7.5 per cent in May 2015. M1 grew by 11.1 per cent in June 2015, 

compared to 12.1 per cent growth in May 20915. Demand deposits declined by 3.3 
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percentage points to 6.6 per cent in June 2015 compared to 9.9 per cent in May 2015. 

Developments in monetary aggregates are shown in  

 

Figure 5:. 

 
 
Figure 5: Annual Growth in Monetary Aggregates  

 
Source: Bank of Uganda 
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3.0  Economic Activity 

Although monetary policy has lived under many guises, it generally boils down to adjusting 
the supply of money in the economy to achieve some combination of inflation and output 
stabilization. It is generally agreed that in the long run, output—usually measured by gross 
domestic product—is fixed, so any changes in money supply only cause prices increases. 
Nonetheless, in the short run, because prices and wages are sticky, changes in money 
supply affect the actual production of goods and services and aggregate demand in the 
economy. 

3.1 Global Economic Activity 

Global growth prospects remains unchanged with projections of 3.3 per cent and 3.8 per 

cent for 2015 and 2016, respectively, from 3.4 per cent in 2014. The modest but positive 

growth has its main thrust coming from AEs while EMDEs trudge along. In AEs, growth 

which has been forecast at 2.1 per cent and 2.4 per cent in 2015 and 2016 is supported 

mainly by economic activity in the US, Euro Zone and Japan, driven by low oil prices and 

favorable financial and labor market conditions. Q2 2015 saw the US post growth of 2.3 

per cent, q-o-q, up from 0.6 per cent in Q1 2015 on account of strong consumer spending 

despite the constrained business investment. Growth in the Euro Area is also expected to 

strengthen in 2015 supported by low oil prices, the ECB’s QE Program and a weak Euro 

which is expected to boost exports. 

 

Growth in EMDEs is projected to slow down further to 4.2 per cent in 2015, from 4.6 per 

cent in 2014 before slightly recovering to 4.7 per cent in 2016. The slowdown in growth is 

attributed to low commodity prices, rebalancing in China, tighter financial conditions, 

structural bottlenecks and geopolitical-related strife. 

 

In Sub-Saharan Africa (SSA), low oil prices have continued to lessen growth in oil-

producing countries. Non-oil producing countries that are expected to benefit from the 

persistent low prices are plagued by country-specific issues including but not limited to 

tight monetary policy stances and weak investor confidence caused by the widespread 

exchange rate depreciations. Thus, growth in the region is forecast to decline to 4.2 per cent 
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in 2015, and increase marginally in 2016-17 as these challenges are partly offset by 

strengthening of trading partners and the expansion in the region’s low-income countries. 

The global growth projections are presented in Error! Reference source not found.6. 

Table 6: Global GDP projections 

 Annual Growth (percentage change) 

 Projections 

2013 2014 2015 2016 2017 

World Output 2.5 2.6 2.8 3.3 3.2 

High Income Countries 1.4 1.8 2.0 2.4 2.2 

United States 2.2 2.4 2.7 2.8 2.4 

Euro Area -0.4 0.9 1.5 1.8 1.6 

Japan 1.6 0.0 1.1 1.7 1.2 

United Kingdom 1.7 2.8 2.6 2.6 2.2 

Emerging & Developing Countries 5.1 4.6 4.4 5.2 5.4 

China 7.7 7.4 7.1 7.0 6.9 

India 6.9 7.3 7.5 7.9 8.0 

Brazil 2.7 0.1 -1.3 1.1 2.0 

Sub-Saharan Africa 4.2 4.6 4.2 4.6 5.0 

South Africa 1.9 1.5 2.0 2.1 2.4 

Nigeria 5.4 6.2 4.5 5.0 5.5 

Source: World Bank 

 

3.2 Domestic Economic Activity 

Economic activity was estimated to have grown by 5.0 per cent in FY 2014/15, which was 

higher than 4.6 per cent recorded in the previous FY. Recently released quarterly GDP 

data revealed that economic growth increased in the quarter to March 2015; q-o-q 

growth was 2.5 per cent compared to 2.4 per cent in the quarter to December 2014.  

 

The composite index of economic activity (CIEA), a high frequency measure of economic 

activity suggests that output was less robust in Q2, 2015. In the quarter to June 2015, the 

CIEA rose but at a slower pace of 1.8 per cent compared to 2.4 per cent growth in Q1 

2015, driven by the services sector. The slower growth in the CIEA was due to subdued 

fixed investment and weak consumer spending. 
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4 Fiscal Policy and Operations 

Fiscal policy plays a significant role, both as a stabilization tool and in influencing short- 
and long-term growth prospects of an economy. In the short term, counter-cyclical fiscal 
expansion can help support aggregate demand and growth during downturns. On the other 
hand, fiscal contraction can help cool down an economy that is growing at an 
unsustainable pace and thus faces the risk of overheating.   

 

4.1  Government Expenditure and Revenue 

In FY 2014/15, the fiscal stance was expansionary to support economic growth through 

addressing infrastructural constraints. Preliminary data for 2014/15 shows that fiscal 

operations were expansionary when compared to 2013/14, on account of higher than 

programmed government expenditure. Total government expenditure and net lending 

was Shs 498.7 billion higher than programmed mainly due to over spending of Shs 345.7 

billion in government development expenditure. Current expenditure also over 

performed by Shs 133.5 billion mainly due to higher than programmed wages and 

salaries, and interest payments. 

 

Domestic tax revenue surpassed the Uganda Revenue Authority (URA) target with a 

surplus of Shs 141.2 billion, thereby causing total government revenue to surpass the URA 

target by Shs 137.3 billion. Domestic tax revenue registered surpluses of Shs 98.2 billion 

and Shs 39.1 billion in tax and non-tax revenue. On an annual basis, net tax and non-tax 

revenue collections by URA grew by 21.0 per cent and 49.7 per cent, respectively. 

 

The fiscal deficit for 2014/15 was thus higher than the IMF Policy Support Instrument 

(PSI) by Shs 249.6 billion as government focused on addressing infrastructural constraints 

in the economy. The deficit was largely financed from domestic sources, accounting for 

73.0 per cent of the total financing. Table 7 shows fiscal operations for the FY 2014/15. 
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Table 7: Fiscal Operations in billions of shillings 

 Jul 2013 – 
June 2014 

Prel. Jul 2014 
– June 2015 

PSI Prog. Jul 
2014 – June 

2015 

variation 

Revenue & Grants 8,870.4 10,866.1 10,617.0 249.1 

    Revenue 8,167.9 9,935.3 9,798.0 137.3 
    Grants 702.5 930.8 819.0 111.8 
Expenditure & Lending 11,682.3 14,486.7 13,988.0 498.7 
    Current Expenditure 6,706.3 7,682.5 7,549.0 133.5 
    Development Expenditure 4,936.5 5,227.7 4,882.0 345.7 
    Net lending/repayments1 19.4 1,350.4 1,346.0 4.4 
    Domestic arrears repayment 20.0 226.0 211.0 15.0 
Deficit (including grants) -2,811.9 -3,620.6 -3,371.0 -249.6 
Financing (net) 2,811.9 3,620.6 3,371.0 249.6 
    External Financing (net) 886.9 919.0 845.0 74.0 
    Domestic Financing(net) 1,650.0 2,479.2 2,526.0 -46.8 
Source: Ministry of Finance and Economic Development  
 
 
 

5 Balance of Payments and Exchange Rates 

A large current account (CA) deficit usually implies an external imbalance in the economy, 
which in a flexible exchange rate regime, would lead a to depreciation of the nominal 
exchange rate. Persistent CA deficits however signal structural constraints and limited 
productivity in the economy, in which case, external adjustments may not be entirely 
achieved through changes in monetary variables. In such cases, structural policy reforms 
are necessary to enhance productivity and economic growth. 

                                                        
1 Net lending constitutes recapitalization of Bank of Uganda and expenditure on the Karuma and Isimba 
Hydro Power Projects. 
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5.1 Balance of Payments 

5.1.1 Current Account 

The current account (CA) continued to deteriorate in the quarter to June 2015 by USD 

31.5 million, to a deficit of USD 578.3 million from USD 546.8 million in the preceding 

quarter. The deterioration in the current account was largely a result of the large deficit 

in the services account which deteriorated by USD 145.8 million to a deficit of USD 74.3 

million. The deterioration in the services account was on account of higher payments for 

government services in respect of public investment projects. 

 

The primary income account balance improved by USD 38.7 million to a deficit of USD 

186.3 million in the quarter to June 2015 compared to a deficit of USD 225.0 million in 

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

secondary income balance improved by 40.3 per cent to a surplus USD 355.7 million 

from a surplus of USD 315.4 million in the previous quarter on account of higher inflows 

of official transfers. 

 

Export receipts declined by 2.8 per cent from USD 682.3 million to USD 679.5 million in 

the quarter to June 2015 due to a decrease in coffee export receipts. Coffee export 

proceeds amounted to USD 98.7 million in the quarter to June 2015, a 16.0 per cent 

decline from USD 117.5 million in the preceding quarter, due to both lower volumes and 

lower prices. The trend in the CA balance and its components is shown in Figure 7. 
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Figure 6: Developments in the current account balance 

 
Source: Bank of Uganda  
 

5.1.2 Capital and Financial Account  

The capital and financial account surpluses continue to fund, in part, the deficits on the 

current account.  In the quarter to June 2015, the capital account surplus increased to a 

surplus of USD 19.3 million from USD 12.6 million during the previous quarter. The net 

balance on the financial account resulted into a net inflow of USD 331.7 million, from a net 

inflow of USD 137.3 million in the previous quarter on account of reduced portfolio 

outflows in the quarter to June 2015. The reduction in net outflows was largely due to an 

increase in holdings of Uganda government debt securities by non- residents.  

 

Transactions under other investments during Q2 2015 resulted in an overall net inflow of 

USD 133.4 million compared to a net outflow of USD 49.3 million in the previous quarter. 

This inflow was largely due to lower buildup of resident deposit taking corporations’ 

deposits with non-resident entities of USD 15.3 million compared to the build-up of USD 

316.3 million during Q1 2015. On the other hand, direct investments net inflows declined 

by USD 42.5 million in Q2 2015, to USD 246.5 million. The overall BoP was a deficit of 

USD 5.0 million. The stock of reserves as at the end of June 2015 was estimated at USD 

2,892.1 million, equivalent to 4.1 months of future imports of goods and services. 

Developments in stock of reserves are shown in Figure 8.  
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Figure 7: Foreign Exchange Reserves 

 
Source: Bank of Uganda  
 

5.2 Exchange Rates 

The depreciation pressures observed since the beginning of January 2015 continued 

through to July 2015. As of July 2015, the shilling depreciated by 17 per cent on a trade-

weighted basis and 27.6 per cent against the USD y-o-y, to an average midrate of Shs 

3,360.09 per USD. On a m-o-m basis, the shilling depreciated by 4.1 per cent on a trade 

weighted basis and 5 per cent against the US dollar. As at 6th August, 2015 the exchange 

rate had depreciated further to Shs 3,508.9 per USD. 

 

The depreciation pressures continue to be driven by the global strengthening of the USD, 

weakening external position, and elevated domestic demand for foreign exchange by key 

sectors of the economy, including energy, manufacturing, and offshore players. Indeed, y-

o-y, the USD appreciated by 23 per cent, 21.2 per cent and 16.7 per cent against the Euro, 

Japanese Yen and South African Rand, respectively. In addition, the USD appreciated by 9.7 

per cent, y-o-y against the British Pound. Similarly, regional currencies have also 

depreciated in line with the global strengthening of the USD, with the Kenya shilling, 

Tanzanian shilling and Rwandan franc depreciating by 15.1, 27.1 and 5.8 per cent, 

respectively. These developments are shown in Figure 9. 
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Figure 8: Developments in Regional Currencies 

 
Source: Bank of Uganda 
 

The real effective exchange rate (REER) depreciated further by 12.6 per cent y-o-y in June 

2015 compared to a depreciation of 7.5 per cent in May-2015 mainly driven by the 

depreciation of the NEER. These developments are shown in Figure 10.  

 

BoU intervened in the foreign exchange market to stem volatility. In June 2015, BoU sold 

USD 50.0 million, made purchases for reserve build-up of USD 51 million and sold to 

UETCL USD 16.1 million. The net impact of BoU actions was a sale of USD 15.14 million. 

BoU met the Net International Reserves (NIR) target for end-June 2015. This follows the 

revision of the NIR target during the just concluded IMF Article IV Consultation and Fourth 

Review under the PSI, from a drawdown of USD 236 million to a drawdown of USD 482 

million. The PSI target on NIR for Q1 2015/2016 is a build-up of USD 49 million and 

USD174 million for the whole FY.  

 

In the near-term, the shilling is expected to weaken mainly due to the weak balance of 

payments, bearish sentiments on account of the imminent national elections and increased 

government foreign exchange requirements for infrastructure projects. 
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Figure 9: Developments in Real effective exchange rate  

 
Source: Bank of Uganda  
 

6 Inflation 

Domestic inflation is contingent on both domestic and external economic factors. The 
importance of the external economic environment in determining domestic inflation 
dynamics depends on the economic linkages between the domestic and global economy. A 
careful assessment of the evolution and outlook of both domestic and external factors is 
therefore critical in the design of an effective monetary policy stance, which in Uganda is 
designed to deliver a medium term core inflation target of 5 per cent and to ensure that 
output is not only as close to potential as possible, but also consistent with the inflation 
objective. 

 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

Global inflation has started to bottom out in many AEs though the impact of disinflationary 

factors in the first part of the year remains stronger than expected. Core inflation remains 

broadly stable though well below inflation objectives. The economic recovery in the Euro 

area seems broadly on track, with a generally strong recovery in domestic demand and 
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inflation on a quarterly basis. Consumer prices in the UK remained relatively stable, whilst 

US consumer price inflation rose to 0.1 per cent in the month of June 2015.  

 

In many EMEs especially those with weak domestic demand, headline inflation remained 

relatively elevated on account of the pass-through of exchange rate depreciation to 

domestic prices. Inflation was high in Brazil, India and South Africa, with annual inflation 

averaging 8.9, 6.1 and 4.6 per cent, respectively in June 2015. Inflation in China remained 

low with a slight increase to 1.4 per cent while in Russia, inflation declined slightly to 15.3 

per cent in June 2015. Inflationary developments in selected AEs and EMEs are shown in 

Table 9. 

Table 8: Global Consumer Price Inflation 

  Quarterly Monthly 

Country Q3 2014 Q4 2014 Q1 2015 Q2 2015 May 2015 June 2015 

Japan 3.4 2.5 2.3 0.5 0.5 0.4 
United Kingdom 1.5 0.9 0.1 - 0.1 - 
United States 1.8 1.2 (0.1) - - 0.1 
Euro area 0.4 0.2 (0.3) 0.2 0.3 0.2 
Brazil 6.6 6.5 7.7 8.5 8.5 8.9 
China 2.0 1.5 1.2 1.4 1.2 1.4 
India 6.8 5.0 6.6 5.9 5.7 6.1 
Russia 7.6 7.7 9.6 15.8 15.8 15.3 
South Africa 6.3 5.7 4.1 4.5 4.4 4.6 
Source: Organization for Economic Co-operation and Development 

 

6.1.2 International Commodity Prices 

Global commodity prices are expected to continue weakening. Crude oil prices are 

projected to average USD 57.5 per barrel and USD 61.2 per barrel in 2015 and 2016, 

respectively from USD 96.2 per barrel in 2014. Average prices for coffee, tea, cotton, maize 

and tobacco are also expected to decline in 2015 compared to 2014, before recovering 

slightly in 2016. 
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The downside risk to oil prices is the continued growth in output from OPEC, whereas 

upside risks include the closure of high cost operations particularly in the US and an 

increase in geo-political tensions. In AEs, sustained decline in commodity prices increases 

risks of deflation. In EMDEs, including Uganda, weak commodity prices could lower export 

earnings, leading to larger trade deficits.  

 

6.2 Domestic Consumer Price Inflation 

Headline inflation rose for the fifth consecutive month in July 2015 to a 14-month high. 

Annual headline inflation rose to 5.4 per cent in July 2015 from 4.9 per cent in June 2015 

mainly on account of the high prices for services and other goods category, reflecting the 

impact of exchange rate depreciation. On an annual basis, core inflation rose from 4.9 per 

cent to 5.4 per cent in July 2015. 

 

Energy, fuel and utilities (EFU) inflation rose to 6.0 per cent in July 2015, from 1.9 per cent 

in the previous month due to the pass-through of exchange rate depreciation. Inflation in 

the non-traded goods has been rising steadily from 1.8 per cent in March 2015 to 5.6 per 

cent in July, which is a possible reflection of de-anchoring of inflation expectations. 

However, food crop inflation declined by 0.2 percentage points over the year to 5.9 per cent 

but rose by 2.8 percentage points to minus 3.9 per cent from minus 6.7 per cent on a 

monthly basis. Developments in domestic inflation are depicted in Figure 11. 

 
Figure 10: Domestic inflation 

Source: Uganda Bureau of Statistics 
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7 Economic Outlook and Risks 

Monetary policy impacts on inflation and real economic activity with a lag. A critical 

assessment of the future trajectory of inflation is therefore crucial in the design of a 

forward-looking monetary policy strategy. This requires a thorough understanding of the 

outlook and risks to the external and domestic economic environments.  

 

7.1 External Environment 

The current developments in the global financial markets are premised on a significant and 

persistent appreciation of the U.S. dollar and the relatively strong performance of U.S. and 

global equity markets. The US output gap has been revised upwards and will take longer to 

close than was previously expected. Given the lower than anticipated economic 

performance in the US, persistently low international oil and food prices, the Federal fund’s 

rate is likely to remain unchanged. However, continued anticipation of the US policy rate 

hike is bound to cause volatility in the global financial markets amidst. 

 

The major downside risks to the growth outlook include further increases in financial 

market volatility and disruptive asset price shifts. Lower commodity prices also pose risks to 

the outlook, particularly in low income countries. In addition, there are difficulties in 

China’s transition to a new lower growth path, as seen in the recent stock market 

turbulence. This is a major downside risk to growth as it is likely to weaken global demand. 

 

International oil prices are projected downwards to average about USD 57.5 and 61.2 per 

barrel in 2015 and 2016, respectively. In AEs, further commodity price declines increases 

the risks of deflation. The benefit of low commodity prices particularly oil prices to EMDEs 

domestic inflation has been offset by large currency depreciations since the beginning of 

2015. Conversely, in EMDEs, declines in commodity prices have had a negative impact on 

export performance with implications for the BoP and growth prospects. Thus, growth in 

EMDEs is projected to remain at 4.3 per cent in 2015 from 4.6 per cent in 2014, subdued 

by weakness in key EMEs, i.e. Brazil, Russia and China. 
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Sub Saharan Africa (SSA) is expected to grow at 4.5 per cent in 2015, compared to 4.9 per 

cent forecast in January 2015 and down from 5 per cent recorded in 2014, driven by low 

commodity export prices. 

 

7.2 Domestic Environment 

Uganda’s economy in FY 2014/15 was estimated to have grown by 5.0 per cent. This 

economic growth rate was higher than the 4.6 per cent recorded in the previous FY, on 

account of higher public investment and a rebound in consumer demand. However, it is 

slightly lower than the 5.3 per cent previously projected due to the tight monetary policy 

stance and the fact that public investments have not taken off.  

 

Inflation conditions have continued to evolve around the projected path since the 

beginning of the year. The inflation rate is yet to experience the full impact of exchange 

rate depreciation. The strengthening of domestic demand may push up consumer prices 

with increasingly high demand and higher resource utilization contributing towards the 

rise in inflation. The main risks for the next 6 to 12 months are associated with the 

evolution of the shilling. 

8 Conclusion  

Inflation has trended along the expected path and is projected to continue rising. Risks 

around the inflation outlook remained elevated in the three months to July 2015: While the 

shilling depreciation still presents an upside risk to inflation, it is expected that the full 

impact on inflation is yet to materialise. Other upside risks to the inflation outlook include 

relatively strong economic activity, supported by public investment and private sector 

borrowing. In light of these risks, BoU believed that it was necessary to tighten monetary 

policy to ensure that annual core inflation converges to its medium term target of 5 per 

cent. That is, BoU raised the CBR by 1.5 percentage points to 16 per cent in August 2015. 

The band on the CBR and margin on the rediscount rate were also raised to +/-3 percentage 

points and 4 percentage points, respectively on the CBR. The Rediscount Rate and Bank Rate 

were therefore raised to 20 per cent and 21 per cent, respectively in August 2015. 
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Appendices                           

  Jul14 Aug14 Sept14 Oct14 Nov14 Dec14 Jan15 Feb15 Mar15 Apr15 May15 Jun15 Jul15 
ANNUAL INFLATION              
Headline 4.3 2.8 1.4 1.8 2.1 1.8 1.3 1.6 1.9 3.6 4.9 4.9 5.4 
Core 3.0 3.1 2.0 2.4 2.3 2.7 2.7 3.3 3.7 4.6 4.8 4.9 5.4 
Services 5.2 5.8 4.4 4.6 4.6 4.6 4.4 4.8 4.8 5.6 5.3 5.2 6.0 
Food 5.0 -0.2 -2.8 -2.7 -1.6 -1.9 -3.3 -3.0 -2.2 2.2 6.6 6.2 6.8 
Food crop 12.9 1.5 -1.9 -0.8 0.8 -2.7 -6.5 -7.0 -6.0 -0.1 6.4 6.1 5.9 
Non-food 3.8 4.2 3.5 4.1 3.9 3.6 3.5 3.9 4.1 4.5 4.2 4.4 5.1               
INTEREST RATE              
Central Bank Rate 11.0 11.0 11.0 11.0 11.0 11.0 11.0 11.0 11.0 12.0 12.0 13.0 14.5 
7- Day Inter bank money market rate  11.0 11.0 11.0 11.1 11.0 11.0 12.5 11.8 14.1 12.3 12.1 13.3 17.1 
Rediscount rate  14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 15.0 15.0 16.0 17.5 
Bank rate 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 15.0 16.0 16.0 17.0 18.5 
Treasury Securities                                     91 Days 9.6 10.8 10.7 11.0 11.1 11.3 11.8 12.3 13.3 14.2 13.9 12.8 13.4           182 Days 11.2 11.4 11.8 12.6 13.5 13.6 14.3 14.7 15.0 15.5 15.4 13.5 14.5           364 Days 12.0 12.5 12.7 13.3 13.7 13.8 15.0 15.7 16.0 16.7 16.6 14.0 14.8 
Local currency deposit and lending rates                                     Demand deposits 1.7 1.6 1.8 1.7 1.7 1.6 1.7 1.6 1.4 1.5 1.6 1.5 1.4           Savings deposits 2.3 2.3 2.4 2.5 3.6 3.2 3.3 2.9 3.3 3.3 3.1 3.3 3.6           Time Deposits 10.4 9.7 10.0 9.7 9.8 10.5 10.8 11.4 9.8 11.5 11.9 10.4 11.3           Lending Rates 21.6 21.7 21.2 21.9 22.1 20.7 21.7 20.8 20.1 22.1 22.7 22.3 21.8 
Foreign currency deposit and lending rates                                     Demand deposits 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0           Savings deposits 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5           Time Deposits 3.9 3.6 3.8 4.3 4.0 4.2 4.1 3.8 4.2 4.0 3.6 4.0 3.9           Lending Rates 8.2 8.9 9.8 10.8 9.3 10.8 9.7 8.3 10.4 10.3 9.1 9.9 8.0 
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Appendices                           
  Jul14 Aug14 Sept14 Oct14 Nov14 Dec14 Jan15 Feb15 Mar15 Apr15 May15 Jun15 Jul15 
MONEY AND CREDIT AGGREGATES (Growth rates)              
Broad money M3 17.5 16.6 15.8 17.3 17.2 15.2 15.3 12.0 9.1 7.9 11.2 15.9                     -             Foreign Deposits 20.6 17.0 11.9 14.0 17.0 14.0 20.9 14.3 14.6 11.4 20.8 34.1                     -   
Broad Money M2 16.2 16.4 17.3 18.6 17.3 15.6 13.2 11.1 7.0 6.5 7.5 8.8                     -             Time and Savings Deposits 11.6 14.8 16.4 19.0 17.6 15.6 11.3 13.8 11.6 8.8 1.0 5.5                     -   
Broad Money M1 19.7 17.6 18.0 18.3 17.0 15.6 14.5 9.3 3.9 5.0 12.1 11.1                     -             Demand Deposits 23.7 18.3 18.3 18.2 16.9 15.2 12.7 7.0 -1.7 -1.1 9.9 6.6                     -             Currency in Circulation 14.1 16.5 17.4 18.5 17.2 16.3 17.0 13.0 13.0 15.1 15.6 18.3                     -   
Base Money 20.7 19.2 13.8 21.3 19.1 23.8 22.4 11.4 8.6 12.3 8.0 14.0                     -   
Private Sector Credit 13.0 13.0 12.6 12.3 14.0 14.1 16.7 16.3 17.1 17.0 17.1 20.4                     -   
Net Foreign Assets (NFA) 6.1 -2.6 -1.6 -0.3 1.3 1.3 3.2 -1.2 -0.9 -3.4 5.6 9.1                     -   
Net Domestic Assets (NDA) 43.5 54.1 48.1 49.3 46.5 40.1 36.0 35.5 26.6 27.9 20.1 27.3                     -   
BALANCE OF PAYMENTS (USD millions)              
Current Account -191.8 -364.0 -262.6 -177.8 -128.4 -141.2 -155.0 -202.2 -189.4 -176.1 -164.2 -247.7                     -             Goods and Services -245.4 -447.5 -332.8 -205.1 -163.0 -202.8 -158.0 -260.7 -218.3 -225.9 -222.1 -297.0                     -             Services Balance -44.2 -279.4 -99.6 -6.5 -10.6 4.8 33.3 -69.4 -38.1 -55.5 -46.0 -115.9                     -   
Export Price Index 178.1 186.1 194.4 187.5 193.0 188.4 198.6 186.6 182.7 175.8 168.3 168.3                     -   
Import Price Index 169.4 165.7 159.3 154.9 153.0 146.1 138.5 138.1 134.7 134.4 136.9 135.0                     -             Capital Account 4.6 2.4 18.8 13.6 6.0 21.7 5.0 2.4 5.3 5.4 5.8 8.1                     -   
Financial Account -53.6 -159.1 6.1 -329.1 -177.1 -89.7 30.8 -204.4 30.0 -227.5 -97.9 -154.9                     -             Direct Investment -71.3 -71.3 -71.3 -93.0 -93.0 -93.0 -98.4 -98.4 -98.4 -121.7 -121.7 -121.7                     -             Portfolio flows (net) 3.4 18.5 -37.2 11.2 -10.8 19.2 42.4 25.6 37.1 0.5 11.6 37.4                     -             Other investment* 14.5 -105.2 115.9 -247.8 -73.3 -15.6 88.4 -131.5 92.4 -105.2 13.0 -71.1                     -                   
Note:  
M1 comprises Currency in Circulation plus demand shilling deposits 
M2 comprises Currency in Circulation plus total shilling deposits 
M3 comprises Currency in circulation plus total shilling and foreign currency deposits 
Other investment* refers to investments which are not  Direct  nor Portfolio investments     
 


