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Executive Summary 
i. Global economic prospects have continued to decline as downside risks impede growth. The 

International Monetary Fund (IMF) World Economic Outlook (WEO) estimates that the 
global economy grew by 2.9 per cent in the first half of 2015 which is 0.3 percentage 
points lower than earlier projections. The slowdown in global growth in 2015 is mainly 
due to the persistent slowdown in Emerging and Developing economies (EMDEs). Growth 
prospects remain uneven across countries and regions. The global economy is now 
projected to grow by 3.1 per cent in 2015, about 0.2 percentage points lower than the July 
IMF- WEO growth projection for 2015.  
 

ii. Global financial markets remain on edge especially after the economic shocks in China 
which caused volatility in equity and fixed-income markets. The volatility in the financial 
markets of China caused much concern for the country’s economic performance with the 
authorities taking various measures to stabilize the stock markets and boost output. The 
expectation of the United States (US) Fed’s decision on the interest rate in mid-Dec 2015 
also contributed to the jittery state of the global financial markets. 

 
iii. Global inflation continues to be low on account of the subdued commodity prices, sluggish 

wage growth in Advanced Economies (AEs) and excess capacity in China. On average, 
inflation in AEs in 2015 stood at 0.3 per cent, which is below the respective Central Bank 
targets, heightening concerns for the risk of a deflation. International commodity prices 
remain low and a further decline was observed in November 2015. Average crude oil 
prices declined by 8 per cent month on month (m-o-m) and 44 per cent year on year (y-o-
y) to United States Dollar (USD) 43.1 per barrel in November 2015. 

 
iv. Domestic Money market rates remained broadly consistent with the monetary policy stance 

despite the structural liquidity overhang, which was in part moderated using Repurchase 
Agreements (REPOs). With the Central Bank Rate (CBR) held at 17.0 per cent in October 
2015, the weighted average 7-day rate remained relatively stable, trending within the CBR 
band.  
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v. Annual Private Sector Credit (PSC), a leading indicator of the financial sector’s contribution 
to economic activity, continued to expand, growing by 25.8 per cent on average in the 
quarter to October 2015 compared to 20.2 per cent in the quarter to July 2015 and 12.6 
per cent in the quarter to October 2014. There was strong growth in the shilling value of 
foreign currency denominated loans by an average of 36.8 per cent y-o-y in the quarter to 
October 2015. However, in USD terms, foreign currency lending has been on a decline 
since the beginning of 2015, declining by 0.1 per cent in the quarter to October 2015. 

 
vi. Lending rates sustained increases in line with the high risk-free yields on government 

securities and higher funding costs. Structural factors, such as the high cost of doing 
business and heightened risk- aversion by commercial banks are partly to blame for the 
persistent elevated lending rates. Rates on shilling denominated loans rose to 23.9 per cent 
in October 2015 from 23.3 per cent in the previous month; rates on USD denominated 
loans also rose to 9.1 per cent from 8.5 per cent over the same period.  

 
vii. The economic grew at 5.0 per cent in Financial Year (FY) 2014/15, which was a slight 

improvement from 4.8 per cent in FY 2013/14. The main driver of growth was strong 
final consumption expenditure, which rose by 12.4 per cent. Exports continued to be an 
encumbrance on growth, with the value of exports contracting by 7.5 per cent compared 
to the growth in the value of imports which rose robustly at 15.5 per cent. The economy 
is expected to grow by 5 per cent in FY 2015/16, which is a downward estimate from an 
earlier projection of 5.8 per cent.  

 
viii. Preliminary fiscal data for the four months of FY 2015/16 indicated that total government 

expenditure and net lending was Shs 119.6 billion higher than the programmed 
expenditure. Government expenditure and net lending in the months under review 
amounted to Shs 5,547.0 billion. The main reason for this was the higher than 
programmed current expenditure. The preliminary total public debt stock grew by 7.1 per 
cent from Shs 24,318 billion to Shs 26,051 billion between June 2015 and October 2015 
mainly due to growth in the public external debt. 
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ix. Preliminary data indicates an improvement in the current account balance by USD 157.5 
million to a deficit of USD 384.2 million during the quarter ended October 2015 from a 
deficit of USD 541.7 million in the preceding quarter. Compared to the quarter ended 
October 2014, the Current Account Balance (CAB) improved by USD 397.4 million from 
a deficit of USD 781.6 million. The improvement in the CAB was largely due to higher 
inflows in the secondary income balance. 

 
x. The intensified depreciation pressures that ensued in early 2014 abated somewhat in 

October and November 2015. On a trade weighted basis, the Shilling depreciated by 28 per 
cent y-o-y in September 2015 and by 40 per cent against the US dollar, reaching an 
average mid-rate of Shs 3,668 per USD in September 2015. 

 

xi. Domestic inflation continues to edge up. Headline and core inflation averaged 4.6 and 4.8 
per cent, respectively in the 12 months to November 2015. In November 2015, annual 
headline inflation edged to 9.1 per cent from 8.8 per cent in the previous month while over 
the same period, core inflation rose to 6.7 per cent from 6.3 per cent. The sharp 
depreciation of the shilling (average annual depreciation of 33.7 per cent in the quarter to 
November 2015 in nominal terms) has been the single most important cause behind this 
spike and is expected to continue to drive the inflation dynamics in the coming months.  

 
xii. Overall, when compared to the previous forecasts, the balance of risks to the inflation 

outlook is tilted to the downside. Nonetheless, inflation forecasts still suggest strong 
inflationary pressures in 2016, with the disinflationary period starting towards the end of 
the year. Inflation is however expected to converge back to the medium term target in mid-
2017. 

 
xiii. Therefore, in order to moderate the high inflationary pressures, Bank of Uganda (BoU) 

decided to maintain the CBR at 17 per cent in December 2015. The band on the CBR was 
maintained at +/-3 percentage points (PPs) and the margin on the rediscount rate at 4 PPs 
on the CBR. The rediscount rate and the bank rate were therefore maintained at 21 per 
cent and 22 per cent, respectively. 
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1 Reflections of Monetary Policy in the Previous Period 
1.1 Monetary Policy Stance  

BoU continued to pursue a tight monetary policy stance in October 2015, extending its 
tight grip to rein-in the inflationary pressures which ensued April 2015. The CBR was 
increased by a further 100 basis points (bps) to 17 per cent in October/November 2015, 
following a 150 bps increase in August/September 2015. The band on the CBR was 
maintained at +/-3 percentage points (PPs) and the margin on the rediscount rate at 4 PPs 
on the CBR. The rediscount rate and the bank rate were consequently increased to 21per 
cent and 22 per cent, respectively. 
 
The tight monetary policy stance was deemed appropriate because the risks to the medium-
term inflation outlook were, on balance, sufficiently tilted to the upside, despite indications 
of weaker growth. The full impact of exchange rate depreciation was yet to be fed through 
to domestic prices, and this would continue to put an upward pressure on domestic 
inflation. Empirical evidence suggests that a 1 per cent depreciation in the exchange rate, 
other things being constant, would increase inflation by about 0.4-0.6 PPs, albeit with a lag. 
In addition, global weather forecasts indicated a possible increase in the severity of the El 
Niño weather phenomenon, which could disrupt food production and distribution, with 
possible adverse consequences for food prices.  
 

1.2 Monetary Policy Implementation 

BoU continued to use REPOs, and reverse REPOs to align liquidity conditions in the domestic 
money market with the desired monetary policy stance. The net effect was a withdrawal of 
Shs. 405 billion in October and November 2015. As at end November 2015, the outstanding 
stock of REPOs was Shs. 408 billion.  
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2 Money and Financial Markets Developments 
 

 

2.2 Global Financial Markets 

The global financial markets remain on edge, especially after the economic shocks in China 
which caused volatility in equity and fixed-income markets. The volatility in China’s 
financial markets caused much concern for the country’s economic performance with the 
authorities taking a variety of measures to stabilize the stock markets and boost output. The 
contagion to other world markets was substantial with large falls in major stock indexes. 
Whilst stocks dropped by 8.5 per cent in China in one single day, in Japan stocks fell by 4.6 
per cent, Europe by 4.5 per cent. Emerging-market currencies also experienced turmoil 
particularly the South Africa Rand and Malaysia Ringgit. Only safe-haven assets, such as 
government bonds issued by the US and Germany remained resilient through the crash. 
 
The expectation of the US Fed’s decision on the interest rate in mid-Dec 2015 also 
contributed to the jittery state of the global financial markets. The possible hike in the 
interest rate is expected to narrow the interest rate differential between the US and other 
economies. This may trigger an asset reallocation as investors search for higher returns, 
leading to high exchange rate volatility. USD denominated assets might become more 
attractive than assets denominated in local currencies, particularly for Emerging markets 
leading to increased capital outflows. For Uganda, volatility in global financial markets is 
likely to re-ignite pressures in the domestic foreign exchange market. 
 

One of the important requisite conditions for the accelerated development of an 
economy is the existence of a well-developed and dynamic financial sector. A robust and 
well developed financial market mobilizes savings and channels them into investment. 
However, financial markets are very susceptible to sudden changes in investor 
sentiments. In an open economy, any sudden changes in investor sentiments regarding 
global and domestic developments and prospects generate financial market volatility, 
with implications for credit conditions, exchange rates, interest rates and consequently 
the real economy.  
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In the AEs, the 10 year government bond yields declined in October 2015 but rose 
marginally in November, especially in the Euro Area, United Kingdom (UK) and US, where 
they rose to 0.6, 1.9 and 2.3 per cent from 0.5, 1.8 and 2.1 per cent, respectively in October 
2015. In Japan, the 10-year government bond yields were stable at 0.3 per cent. In Brazil, 
India, China and South Africa, the 10-year government bond yields exhibited a similar 
pattern, declining in October and rising in November 2015. However, in Russia, yields 
continued to decline from September peaks of 11.5 per cent to 9.8 per cent in November 
2015 possibly due to geopolitical tensions. The developments in the 10-year government 
bond yields in selected AEs and Emerging Market Economies (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 S. Africa 

Jul-15 0.8  0.4  2.0  2.3  12.7  10.9  7.8  3.5  8.2  
Aug-

15 0.7  0.4  1.9  2.2  13.7  11.4  7.8  3.5  8.3  

Sep-15 0.7  0.4  1.8  2.2  15.5  11.5  7.7  3.3  8.5  

Oct-15 0.5 0.3 1.8 2.1 15.7 10.4 7.6 3.1 8.3 
Nov-

15 0.6 0.3 1.9 2.3 15.5 9.8 7.7 3.2 8.5 
Source: Reuters & Bloomberg 
 
On an annual basis, depreciation pressures for some of the global currencies against the 
USD were eased somewhat in November 2015, contrary to rising depreciations across a 
number of other countries. The Japanese Yen and the Pound Sterling depreciated by 5.5 per 
cent and 3.9 per cent, respectively, compared to 11.1 per cent, and 4.7 per cent, respectively 
in October 2015. However, the Euro and Swiss franc experienced increased depreciation 
pressures, weakening by 16.2 per cent and 4.6 per cent compared to annual depreciations 
of 12.8 per cent and 1.6 per cent, respectively in October 2015. Within the EMEs, the 
Chinese Yuan, Indian Rupee and South African Rand also depreciated by 3.9 per cent, 7.2 
per cent and 27.3 per cent, respectively in November 2015. Developments in global 
exchange rates are shown in Table 2.  
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Table 2: Exchange rates, Year-on-Year Changes  

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

M03’15 27.58 17.72 11.18 11.25 0.80 2.40 12.23 
M04’15 28.16 16.59 11.89 9.06 -0.41 3.89 14.03 
M05’15 23.18 18.50 8.85 4.81 -0.63 7.59 15.05 
M06’15 21.18 21.25 8.52 4.00 -0.56 6.78 15.08 
M07’15 23.12 21.19 9.71 6.22 -0.03 5.98 16.74 
M08’15 19.57 19.64 7.24 6.39 2.79 6.95 20.94 
M09’15 14.97 12.12 6.35 3.78 3.66 8.86 24.14 
M10’15 12.84 11.13 4.71 1.61 3.57 6.13 22.00 
M11’15 16.16 5.54 3.87 4.60 3.88 7.22 27.26 

Source: Bank of Uganda 
 

2.2 Domestic Financial Markets 

2.2.1 Interbank Money Market 

Money market rates remained broadly consistent with the monetary policy stance despite 
the structural liquidity overhang, which was in part moderated using REPOs. The weighted 
average 7-day rate was relatively stable, hovering within the upper bound of the CBR at 
17.3 per cent and 17.4 per cent in November and October 2015, respectively. The 
overnight rate fell in November to 11.1 per cent from 11.6 per cent in October 2015 while 
the overall rate remained stable at 12.6 per cent. Figure 1 presents the evolution of the CBR 
together with the 7-day interbank money market rate.  

Figure 1: Evolution of the interbank money market rate 

 
Source: Bank of Uganda 
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The structural liquidity overhang was in part driven by foreign exchange purchases for 
reserve build. 
 
The volume of transactions in the interbank money market remained stable at Shs 1,966.80 
billion in November 2015 compared to Shs 1,951.45 billion in October 2015. However, on 
a quarterly basis, the volume of transactions in the interbank money market rose by 24.7 
per cent to Shs 5,813.15 billion in the quarter to November from Shs 4,662.15 billion in the 
quarter to August 2015. The overnight tenure was the most traded, accounting for 75.3 per 
cent of total trades, while 7-day trades accounted for only 22.4 per cent.  
 
2.2.2 Treasury Securities Market 
In the quarter to November 2015, BoU conducted seven Treasury bill (T-Bills) and three 
Treasury bond (T-Bonds) auctions. T-bills and T-bonds worth Shs 1,195 billion and Shs 
540 billion were respectively offered during the quarter. The yields remained elevated 
during the quarter under review, in part reflecting expectations about increased domestic 
financing, heightened inflation expectations and the tight monetary policy stance. Yields 
however declined somewhat in November 2015, in line with lower inflation expectations 
and indications that government may be reducing the domestic financing requirements for 
the next part of the financial year. 
 

On average, yields rose by about 5 pps in the quarter to November 2015 compared to the 
quarter to August 2015. The average annualized yields for 91-day, 182-day and 364-day 
T-Bills rose to 19.9, 21.8 and 22.4 per cent in the quarter to November 2015 from 14.7, 
16.1 and 16.9 per cent, respectively in the quarter to August 2015. Yields on T-bonds of all 
tenure also rose in line with the increases in the T-bills rates. Yields on the 2-year T-bond 
rose to 20.5 per cent in the quarter to November 2015 from 17.7 per cent in the quarter to 
August 2015. Yields on the 5-year, 10-year and 15-year T-bonds also increased to 20.2, 
19.5 and 19.2 per cent compared to 17.3, 18.0 and 18.2 per cent, respectively during the 
same period of time under review. The trajectory of yields on T-bills is shown in Figure 2.  
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Figure 2: Treasury bill yields 

Source: Bank of Uganda 

 
In the secondary market, yields also rose in line with developments in the primary market. 
Average annualized rates for securities of less than 91-days, less than 182-days and less 
than 364-days rose to 24.5, 20.3 and 22.1 per cent in the quarter to November 2015 from 
19.4, 16.3 and 17.9 per cent, respectively in the previous quarter. The total volume of 
trades in T-bills amounted to Shs 306.7 billion compared to Shs 337.3 billion recorded in 
the quarter to August 2015. A summary of secondary market activity for T-bills over the 
quarter to November 2015 is shown in Table 3.  
 
Table 3: Secondary Market Activity for T-Bills 
 91-day 182-day 364-day 

 Bid              Offer Bid Offer Bid              Offer 

Minimum 
Maximum 
Average (simple) 

15.84 15.73 17.22 17.10 18.07 17.94 

20.17 20.06 21.78 21.66 22.55 22.42 
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Source: Bank of Uganda 
 

The volume of secondary market trades in T-bonds also increased to Shs 267.8 billion over 
the quarter to November 2015 from Shs 262.8 billion traded during the previous quarter. 
The average yield to maturity also rose in line with yields in the T-bills market to 19.8, 20.7, 
21.9 and 26.5 per cent for the 2-year, 5-year, 10-year and 15-year T-Bonds, respectively 
from 17.2, 17.5, 18.3 and 17.6 per cent, respectively over the same period. Developments in 
the secondary market for T-bonds are shown in Table 4. 
 
Table 4: Secondary Market Activity for T-Bonds 
 2-year 5-year 10-year 15-year 

 Bid            Offer   Bid             Offer   Bid            Offer Bid          Offer 

Minimum 
Maximum 
Average (simple) 

16.50 
20.35 
19.78 

16.40 
20.25 
19.68 

18.40 
20.35 
19.54 

18.30 
20.25 
19.44 

18.40 
19.50 
18.76 

18.30 
19.40 
18.66 

18.60       
19.50       
18.81     

18.50 
19.40 
18.71 

 Total trading activity  
Outright sales (billions) 
Average yield-to-maturity 

253.1 
19.8 

7.5 
20.7 

4.0 
21.9 

0.6 
26.5 

Source: Bank of Uganda 

 
2.2.3 Private Sector Credit 
PSC continued to expand, growing by 23.7 per cent on average in the quarter to October 
2015 compared to 20.2 per cent in the quarter to July 2015 and 12.6 per cent over the 
same period last year. The strong growth in PSC reflects the buoyant domestic economic 
conditions and the impact of the exchange rate depreciation. Reflecting the latter, growth in 
the shilling value of foreign currency denominated loans has been much stronger while 
foreign currency denominated loans has been on the decline since the beginning of 2015. 
Over the period under review, the shilling value of foreign currency denominated loans 
grew on average by 36.8 per cent, y-o-y while in USD terms, foreign currency lending 
declined by 0.1 per cent compared with a growth of 16.7 per cent in the same period of 
2014. On the other hand, shilling denominated loans have steadily risen, growing by 15 per 
cent y-o-y in the quarter to October 2015 compared to 7.4 per cent in the same period of 
2014. However, as shown in Figure 3, y-o-y growth in PSC slowed somewhat to 21.6 per 
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cent in October 2015 from 24.7 per cent in August 2014, reflecting the twin impact of 
subdued exchange rate depreciation and tight monetary policy. Contributions in PSC 
growth in the period to October 2015 are shown in Figure 3.  
 
Figure 3: Contributions to Annual Private Sector Credit growth 

 

Source: Bank of Uganda 

 
In terms of sectoral distribution, bank credit in the quarter to October 2015 increased for 
transport and communication, business services, and personal and household loans sectors. 
These expanded by 32.7, 34.7 and 6.3 per cent in the quarter to October 2015 compared to 
growths of 28.5, 31.3 and 4.2 per cent in the quarter to July 2015, respectively. Lending to 
building, mortgage, construction and real estate sector increased only marginally by 0.2 pps 
over the quarter under review compared to the quarter ended July 2015 and stagnated for 
agriculture at 17.2 per cent over the same period. Lending to the rest of the sectors, 
including mining and quarrying, manufacturing, trade, electricity and water and 
community, social and other services declined to 48.4, 45.3,16.2, 27.2, and 17.6 per cent in 
the quarter to October 2015 from 165.3, 52.6,  21.8, 38.6 and 18.3 per cent in the quarter 
to July 2015. Developments in PSC are summarised in Table 5:. 
 
The value of loan approvals (proxy for supply of credit) increased to Shs 2,238.6 billion in 
Q3-2015 from Shs 2,187 billion in Q2-2015, while the number of loans approved 
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increased from 129,408 to 137,317 in the quarter to September 2015. The value of loan 
applications (proxy for demand for credit) also rose significantly to Shs 4,633.8 billion in 
Q3- 2015 from Shs 3,639.8 billion in Q2-2015. As with the value of loan applications, the 
number of loan applications also rose to 147,903.5 from 138,421 over the same period of 
time.  
 
Table 5: Sectoral Developments in Private Sector Credit  
  Annual Growth Rate,  Share in total 

credit   Sectors Jul-15 Oct-15 Oct-15 
Agriculture 17.2  17.2 9.7 
Mining and Quarrying 165.3  48.4 0.5 
Manufacturing 52.6  45.3 15.1 
Trade 21.8  16.2 20.5 
Transport and Communication  28.5  32.7 5.7 
Electricity and Water  38.6  27.2 1.6 
Building, Mortgage, Construction and Real 
Estate  21.6  21.8 22.7 
Business Services  31.3  34.7 4.7 
Community, Social & Other Services 18.3  17.6 3.1 
Personal Loans and Household Loans 4.2  6.3 14.9 
Other Services  12.1  9.9 1.5 
Total 23.1  21.4 100.0 
Source: Bank of Uganda 

 
2.2.4 Lending and deposit interest rates   
Lending rates continued to rise over the quarter under review. Although the rise is broadly 
in line with the high risk-free yields on government securities and higher funding costs, 
lending rates remain persistently elevated due to structural factors, such as the high cost of 
doing business and heightened risk- aversion by commercial banks.   

Reflecting the tight monetary policy stance, the weighted average lending rate (WALR) on 
Shs denominated loans rose further to 23.6 per cent in the quarter to October 2015 from 
22.3 per cent in the quarter to July 2015. In October 2015, the WALR averaged 23.9 per 
cent which is higher than 21.8 per cent in July 2015. The average prime lending rate also 
rose to 24.4 per cent in October from 22 per cent in July 2015. The weighted average Shs 
deposit rates also rose to 14.8 per cent in October from 11.3 per cent in July 2015.  
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The WALR on foreign currency denominated loans edged up also in October 2015 to 9.1 
per cent from 8.04 per cent in July 2015.  The time foreign currency deposit rates showed 
mixed results, peaking in September 2015 at 4.1 per cent but later declining to 3.95 per 
cent in October 2015. The interest rate spread on commercial bank shilling lending 
increased to 9.1 per cent in October 2015 from 8.7 per cent in September 2015, although 
lower than the highs of 10.5 per cent in July 2015. The ratio of Non-Performing Loans 
(NPLs) to total loans improved marginally to 3.8 per cent in the quarter ended September 
2015 from 4.0 per cent in the quarter to June 2015, indicating a slight improvement in 
total asset quality. The evolution of lending and deposit rates is shown in Figure 4.  
 
 Figure 4: Developments in interest rates 

Source: Bank of Uganda 
 

2.2.5 Other Monetary Aggregates 
Growth in monetary aggregates remains constrained, reflecting in part, the tight monetary 
policy. Average growth in base money, M1 and M2 declined to minus 2.4, 1.1 and 2.7 per 
cent, respectively in the quarter to October 2015, compared to average growth rates of 
12.5, 5.3 and 3.1 per cent, respectively in the quarter to July 2015. However, annual 
growth in M3 remains strong, reflecting the impact of the exchange rate depreciation on 
foreign currency deposits. Foreign currency deposits grew, on average, by 46.6 per cent y-
o-y in October 2015. Overall however, growth in M3 fell marginally to 16.8 per cent in 
October 2015 from 17.4 per cent in August 2015 on account of restrained depreciation.  
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In comparison, demand deposits grew at a much slower rate of 1.0 per cent in the quarter 
to October 2015 compared to 6.8 per cent in the quarter to July 2015. Time and savings 
deposits on the other hand grew at a much faster rate of 5.6 per cent during the quarter 
under review compared to 4.7 per cent in the previous quarter. Net Foreign Assets (NFA) 
grew by 33.3, 34.4 and 29.4 per cent in August, September and October 2015, respectively 
compared to Net Domestic Assets (NDA) which grew by minus 2.2, 2.3 and 1.5 per cent, 
over the same months, respectively. Developments in monetary aggregates are shown in 
Error! Reference source not found.Figure 5. 
 
Figure 5: Movements in broad money, NFA and NDA 

Source: Bank of Uganda 
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3 Economic Activity 

 
3.1 Global Economic Activity 

 

Global economic prospects remained cloudy in the first half of 2015, with the global 
economy growing by 2.9 per cent, which was 0.3 pps lower than the earlier projected. The 
slowdown in global growth in 2015 was mainly due to the persistent slowdown in EMDEs. 
Growth in China and South Africa declined to 6.8 per cent and 3.8 per cent, respectively 
from 7.3 and 5.0 per cent in 2014. The increasing financial market volatility, declining 
commodity prices and domestic depreciation pressures coupled with tightening external 
financing conditions have contributed to the decline in growth in EMDEs.  
 
Growth prospects remained uneven across countries and regions. Whilst growth in EMDEs 
declined, it remained buoyant in AEs, driven mainly by the strong performance of the Euro 
zone, UK and US. Growth in the euro zone, was broadly on course, in part driven by a pick-
up in inflation expectations following the European central bank (ECB) quantitative easing 
(QE) program. The favourable financial conditions and low commodity prices boosted real 
household incomes that resulted in increased retail sales and consumer sentiments. Thus, in 
Q3-2015, the Euro zone grew at a seasonally-adjusted rate of 0.3 per cent. The UK also 
grew at an annualized rate of 2.3 per cent in H1-2015. Growth in the US was lower than 
expected, despite strong second quarter performance partly on account of seasonal factors 
particularly, the harsh winter and the ensuing port closures plus lower capital spending in 
the oil sector. Growth was mainly driven by the services sector which partly buoyed 
domestic demand conditions. However, in Japan, growth in the first quarter of 2015 was 
undone by a drop in activity in the second quarter with a decline in consumption. 

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 (GDP) -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. 
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Going forward, global economy is projected to grow by 3.1 per cent in 2015, about 0.2 pps 
lower than the July growth projection. The pickup in the pace of growth in 2016 is 
expected to be based on a modest recovery in AEs. Growth in AEs for 2015 and 2016 haves 
been revised downwards to 2 and 2.2 per cent, respectively from 2.1 and 2.4 per cent, in 
earlier projections. These projections are however higher than the 1.8 per cent growth 
levels in 2014. The modest growth is expected to be supported by low commodity prices 
and accommodative monetary policy with probable improvements particularly in the Euro 
area and a return to positive growth in Japan.  
 
Similarly, there has been a downward revision on growth projection in EMDEs to 4.0 and 
4.5 per cent in 2015 and 2016, respectively from 4.2 and 4.7 per cent recorded in earlier 
projections. Geopolitical factors, the rebalancing of the economy in China and structural 
bottlenecks in these economies are expected to exacerbate the decline in growth. 
 
In Sub- Saharan Africa (SSA), growth is projected at 3.8 per cent in 2015, down from an 
earlier projection of 4.2 per cent. Growth in the region is expected to be affected by declines 
in growth in the region’s oil- exporting economies. Global growth projections are presented 
in Table 6. 
 
Table 6: World economic outlook projections (per cent change) 

 2013 2014 2015 2016 
World output 3.3 3.4 3.1 3.6 
Advanced economies 1.1 1.8 2.0 2.2 
USA 1.5 2.4 2.6 2.8 
U.K. 1.7 3.0 2.5 2.2 
Euro area -0.3 0.9 1.5 1.6 
Japan 1.6 -0.1 0.6 1.0 
Emerging and developing economies 5.0 4.6 4.0 4.5 
China 7.7 7.3 6.8 6.3 
India 6.9 7.3 7.3 7.5 
SSA 5.2 5.0 3.8 4.3 
Source: IMF, World Economic Outlook, October 2015 
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3.2 Domestic Economic Activity 

The economy continued to grow at a moderate pace of 5.0 per cent in FY 2014/15, which 
was a slight improvement from 4.8 per cent in FY 2013/14. Growth was driven by strong 
final consumption expenditure, which rose by 12.4 per cent. Exports continued to be a 
drag on growth, with the value of exports contracting by 7.5 per cent compared to the 
growth in the value of imports which rose robustly at 15.5 per cent. In FY 2015/16, the 
economy is projected to expand by 5.0 per cent, which is a downgrade from an earlier 
projection of 5.8 per cent. Growth will be driven by a scale up in public infrastructure 
spending (particularly hydro power projects (HPPs) and a rebound in private sector 
activity after the general elections. Foreign direct investment (FDI) inflows, especially that 
related to the probable issuance of oil production licences is expected to recover while the 
monetary policy stance is expected to normalize. This should boost private sector 
investment.   
 
However, there are downside risks to the growth outlook: domestic demand is anticipated 
to weaken in the next 12 months, in part due to tight monetary policy stance before 
broadening in the medium to long term. The weaker domestic demand, combined with a 
weak external environment (comprising of slow growth in EMEs and slow recovery in 
AEs), soft commodity prices, possible delays in commencement of public investments, and 
decline in private investment and consumption, could slow down economic activity in FY 
2015/16. Indeed, the composite index of economic activity (CIEA), which is a high 
frequency measure of economic activity, points to a softening in activity. Lower optimism 
expressed by businesses as well as higher pessimism indicated by consumers on their 
tendencies is consistent with a lower economic growth outlook.  
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4 Fiscal Policy and Developments 

 

4.1 Government Expenditure and Revenue 

Preliminary fiscal data for the four months of FY 2015/16 indicates that total government 
expenditure and net lending amounted to Shs 5,547.0 billion, which is Shs 119.6 billion 
higher than the programmed expenditure due to higher than programmed current 
expenditure. Current expenditure amounted to Shs 2,641.0 billion which was Shs 368.9 
billion higher than the programmed amount. Development expenditure also exceeded the 
programmed amount of Shs 2,001.7 billion by Shs 24.4 billion.  
 
Total government revenue underperformed, largely due to a shortfall in domestic 
revenue. During the first four months of FY 2015/16, total government revenues 
amounted to Shs 4,034.8 billion, which was lower than the programmed amount by Shs 
52.8 billion, with the shortfall mainly explained by the underperformance of domestic 
revenue. Grants amounted to Shs 579.8 billion, which was Shs 17.2 billion higher than 
the programmed amount.  
 
The overall fiscal deficit amounted to Shs 1,631.8 billion, which was Shs 172.4 billion 
higher than the programmed amount. Both net external and domestic financing was less 
than the programmed amount by Shs 334.0 billion and Shs 49.7 billion, respectively. 
Details of fiscal developments are shown in Table 7. 
 
 
 

Fiscal policy plays a significant role, both as a stabilization tool and in influencing the 
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 cyclical 
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.  The fiscal 
stance for FY 2014/15 focused on supporting economic growth by addressing 
infrastructural constraints in the economy.  
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Table 7: Fiscal Operations  

Fiscal Operations (Shs. Billion) July’15-Oct’15 
(Actual Preliminary) 

July’15-Oct15 
(Program) Performance 

Revenue & Grants 4,034.8 4,087.7 -52.8 

Domestic Revenue  3,455.0 3,525.0 -70.0 
Grants 579.8 562.7 17.2 

Expenditure and Lending 5,666.6 5,547.0 119.6 
    Current 3,009.9 2,641.0 368.9 

  Interest 514.4 590.0 -75.6 
    Development 2,001.7 1,977.3 24.4 

Overall Fiscal Bal. (incl. Grants) -1,631.8 -1,459.3 -172.4 

   External Financing (Net) 731.3 1,065.3 -334.0 

   Domestic Financing (Net) 344.3 394.0 -49.7 

Errors and Omissions 556.1 0.0 
 Source: Ministry of Finance, Planning and Economic Development 

 

4.2 Public Debt Stock 

The preliminary total public debt stock grew by 7.1 per cent from Shs 24,318 billion to Shs 
26,051 billion between June 2015 and October 2015 mainly due to growth in the public 
external debt. Public external debt contributed 62.3 per cent of the total debt stock in 
October 2015 compared to 59.4 per cent in June 2015. Provisional estimates indicate that 
external debt in shilling terms grew by 12.4 per cent during the first four months of FY 
2015/16, in part driven by exchange rate depreciation. Indeed, in US dollar terms, it 
increased by only 4.2 per cent.   
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5 Balance of Payments (BoP) and Exchange rate Developments 

  

5.1 Balance of Payments 

5.1.1 Current Account Developments 

The current account continues to be fragile, largely on account of the subdued export 
earnings and the bloated import bill. Preliminary estimates indicate that in the quarter 
ended October 2015, the current account deficit stood at USD 384.2 million. This was 
nonetheless an improvement of USD 157.5 million compared to the deficit realised in the 
previous quarter. Export receipts fell by 4.6 per cent, compared to the same period in FY 
2014/15, partly driven by declining commodity prices, as the export price index declined 
by 7 per cent. The import bill declined by 9.2 per cent, to USD 1,527.1 million from USD 
1,680.8 million, largely driven by drop in the value of oil imports, which declined by 34 
per cent, on account of the drop in international oil prices. Non-oil private sector imports 
declined by 8.2 per cent, to USD 1,144 million from USD 1,245.7 million, on account of 
the declining private sector demand, as well as the impact of global disinflation. The value 
of imported consumer goods declined by 20.5 per cent, while the value of private sector 
imported capital and intermediate goods declined by 11.2 per cent. The trends of the CAB 
and its components are shown in Figure 6. 
 
 
 
 
 

A large current account (CA) deficit usually implies an external imbalance in the 
economy, which in a flexible exchange rate regime might be corrected by depreciation 
of the exchange rate. Persistent CA deficits may, however, signal structural constraints in 
the economy, in which case adjustment in the imbalance may not be entirely achieved 
through the manipulation of monetary variables.  In such cases, structural changes in 
the economy are necessary in enhancing productivity and growth and consequently the 
CA adjustment.  
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Figure 6: Developments in the Current Account Balance and its Components 

 
Source: Bank of Uganda  
 

 

5.1.2 Capital and Financial account 

The current account deficit continues to be funded by the surpluses in the financial account 
of the balance of payments. In the quarter to October 2015, the financial account recorded 
a net inflow of USD 380 million, which was an increase of USD 141 million from the 
previous quarter amounts of USD 240 million.The increase in the financial account was 
majorly due to net inflows in other investments to the tune of USD 226 million, compared 
to a net inflow of USD 64 million in the previous quarter. Direct investment net inflows, on 
the other hand, declined by USD 75 million to USD 181 million. Portfolio investments also 
recorded an outflow of USD 28 million during the quarter to October 2015, compared to 
an outflow of USD 79 million in the preceding quarter due to lower equity investment 
abroad by residents compared to the previous quarter. 
 
The above developments lead to an overall BoP deficit of USD 25 million during the quarter 
ended October 2015, leading to a net drawdown in reserves assets to the tune of USD 26 
million. The stock of reserves as at the end of November 2015 was estimated at USD 
2,760.0 million (including valuation charges), which is equivalent to 3.9 months of future 
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imports of goods and services, which was an increase from USD 2,716.7 million recorded at 
the end of July 2015. Developments in stock of reserves are shown in Figure 7.  
 
Figure 7: Stock of Reserves and Months of Import cover 

 
Source: Bank of Uganda 
 
 
In the short- to-medium term, the BoP is likely to come under pressure due to the low 
international prices for Uganda’s main export commodities amidst high imports for 
government infrastructure projects. 
 

5.2 Exchange Rate Developments 

The depreciation pressures that ensued in early 2014 abated somewhat in October and 
November 2015. On a trade weighted basis, the Shilling depreciated by 28 per cent y-o-y 
in September 2015 and by 40 per cent against the US dollar, reaching an average mid-rate 
of Shs 3,668 per USD in September 2015. While the exchange rate depreciation was an 
essential adjustment warranted by external and domestic fundamentals, the non-
fundamental factors, including noise, expectations and speculative activity could have 
caused it to over shoot the long-run equilibrium. 
 

0

400

800

1,200

1,600

2,000

2,400

2,800

3,200

3,600

4,000

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

Oc
t-1

4

No
v-1

4

De
c-1

4

Jan
-15

Feb
-15

Ma
r-1

5

Apr
-15

Ma
y-1

5

Jun
-15 Jul-
15

Aug
-15

Sep
-15

Oc
t-1

5

Sto
ck 

of r
ese

rve
s U

S$m
illio

ns

Mo
nth

s o
f  fu

tur
e im

po
rt c

ove
r

Stock of reserves (Accounts Dept)

Months of future import cover



 

20 | P a g e  

 

In October and November, the shilling appreciated, on an m-o-m basis, by 0.9 per cent and 
5.7 per cent, respectively. By the first week of December, the shilling had gained to Shs 
3,317 per USD from an average mid-rate of Shs 3,668 per USD in September 2015 partly 
due to the tight monetary policy stance, which in part led to a contraction in demand for 
imports. The shilling was also supported by seasonal factors, including inflows from NGOs 
and weak corporate demand. In addition, bullish sentiments persisted in the period under 
review, such that banks trimmed their long dollar positions amidst low corporate demand. 
Stable Interbank Foreign Exchange Market (IFEM) conditions were conducive enough for 
BoU to resume daily purchases of foreign exchange for reserve build-up. From mid- 
September to the first week of December, BoU purchased USD 247 million, which 
sufficiently halted further reduction of reserves, presently recorded at USD 2.8 billion.  
 
However, in the second week of December, the shilling depreciated to Shs 3,478.16 per 
USD, lending credence to the expectation that depreciation pressures may continue in the 
short to medium term, as domestic and external fundamentals warrant a further correction 
of the exchange rate. Presently, the current account deficit continues to widen due to public 
infrastructure projects. Externally, the likely hike of the US Federal reserve rate in 
December 2015 poses a great risk of capital outflows from EMDEs, which could revive the 
depreciation pressures in these economies, including Uganda. 
 
The strengthening of the USD and possible hiking of the US Fed rate continues to cause 
widespread depreciations. In the year to November 2015, the Euro, Japanese Yen, the Swiss 
franc, British Pound Sterling, and the South African Rand depreciated by 16.2, 5.5, 4.6, 3.9 
and 27.3 per cent, respectively. The East African Communities’ (EAC) currencies also 
depreciated in line with the global strengthening of the USD. The Tanzanian Shilling (TZS), 
the Kenyan Shilling (KES), the Rwandan Franc (RWF) and the Burundian Franc (BIF) 
depreciated by 25.9, 13.6, 7.1 and 3.1 per cent, respectively. These developments are shown 
in Figure 8.  
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Figure 8: Bilateral Exchange Rate Movements in the East African Community Region 

Source: Bank of Uganda 

 
The Real Effective Exchange Rate (REER) also depreciated in line with the trade-weighted 
nominal exchange rate, depreciating by 9.8 per cent y-o-y in November. This was a decline 
from a real depreciation of 18.2 per cent in October 2015. The real depreciation during this 
period is mainly on account of the depreciation of the Nominal Effective Exchange Rate 
(NEER), as shown in Figure 9, with the price differential accounting for only a small 
proportion.  
 

Figure 9: Drivers of REER movement  

Source: Bank of Uganda 
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6 Inflation 

 

 

6.1 Global Inflation and International Commodity Prices 

6.1.1 Global Inflation 

Global inflation remains subdued on account of soft commodity prices, sluggish wage 
growth in AEs and excess capacity in China. Inflation in AEs averaged 0.3 per cent in 2015, 
which is below most Central Bank targets, which indeed raises concerns for the increased 
risk of deflation. In the first 9 months of 2015 inflation in AEs averaged 0.2 per cent 
compared to 1.5 per cent in the corresponding period of 2014, partly on account of the soft 
commodity prices. 
 
In EMDEs, inflationary pressures continue to rise, despite the slowing down in economic 
activity, largely due to exchange rate depreciation pressures that have more than offset 
gains from the declining commodity prices. Inflation was particularly high in Brazil and 
Russia where sizable currency depreciations more than offset the impact of low commodity 
prices. In EMDES, inflation averaged 5.4 per cent in the first nine months of 2015.  
 

6.1.2 International Commodity Prices 

International commodity prices remain low, dipping further in November 2015. Average 
crude oil prices declined by 8 per cent m-o-m and 44 per cent y-o-y to USD 43.1 per 
barrel in November 2015 due to weak global demand, ample market supply and 

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 5 per cent and to 
ensure that output is not only as close to potential as possible, but also consistent with 
the inflation objective. 
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maintained oil producing and exporting countries (OPEC) production levels which, at the 
time of compiling this report, stood at 31 million barrels per day. Crude oil prices are 
expected to average USD 52 per barrel and USD 50 per barrel in 2015 and 2016, 
respectively 
 
Food prices, measured by the food and agricultural organization (FAO) Food price index, 
declined by 2 per cent m-o-m and 18 per cent  y-o-y in Nov-15, mainly driven by a 
decline in all the major food commodities under the pressure of a strong US dollar and 
abundant supplies. Robusta coffee prices declined by about 20.2 per cent in the quarter to 
November compared to the same period in 2014. The outlook for global food prices is for 
high prices due to the current El Nino rains which may disrupt food production worldwide. 
 

6.2 Domestic Consumer Price Inflation 

Domestic inflation continues to edge up. Headline and core inflation averaged 4.6 and 4.8 
per cent, respectively in the 12 months to November 2015. In November 2015, annual 
headline inflation edged to 9.1 per cent from 8.8 per cent in the previous month while over 
the same period, core inflation rose to 6.7 per cent from 6.3 per cent. The sharp 
depreciation of the shilling (average annual depreciation of 33.7 per cent in the quarter to 
November 2015 in nominal terms) has been the single most important cause behind this 
spike and is expected to continue to drive inflation dynamics in the coming months.  
 
Heightened inflationary pressures are also driven by supply side shocks, which have driven 
up food crop prices; adjustment of electricity tariffs; and base effects. Indeed, annual food 
crops inflation has averaged 17 per cent during the last three months compared to minus 
6.5 per cent during the first three months of 2015. The inflation for  services and the “other 
goods” category remained high, averaging about 6 per cent and 6.3 per cent, respectively  
in the last 5-months compared to 4.9 per cent and 0.5 per cent in the same period last year, 
in part reflecting the impact of exchange rate depreciation. The non-traded goods inflation 
has also risen steadily from 1.8 per cent in February 2015 to 7.7 per cent in November 
2015, which could be reflecting de-anchoring of inflation expectations. Developments in 
domestic inflation are depicted in Figure 10. 
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The producer price inflation also remains elevated, although annual producer inflation 
reduced marginally to 11.5 per cent in October 2015 from 12.3 per cent in September 
2015. Annual producer price inflation rose from 2.1 per cent in February 2015 to 11.5 per 
cent in October 2015. This is mainly attributed to the exchange rate depreciation, which 
has contributed to rising domestic costs of production. This will keep consumer prices 
elevated, at least over the near-term. 
 
Figure 10:  Domestic Inflation Developments 

 Source: Uganda Bureau of Statistics  
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7 Economic Outlook and Risks 

 

7.1 External Economic Environment 

The balance of risks to global growth remains skewed to the downside. Uncertainties 
remain on how policy makers in China will manage the current economic slowdown, and 
international commodity prices remain low. The exchange rate volatility triggered by 
further USD appreciation, especially if the interest rate hike is effected by US Federal 
Reserve, as well as the increase in financial market volatility could lead to capital flow 
reversals.  The Outlook for global inflation is dependent on the course commodity prices 
will take. There is a great possibility, however, of inflation remaining low on account of 
sustained low commodity prices and continued weak global demand. 
  
The outlook for international commodity prices is for continued decline mainly due to 
ample supplies and weak demand in China and other EMEs.  Oil prices are expected to 
remain subdued due to excess and resilient supply marked by expectations of larger Iranian 
exports amidst weak global demand. The World Bank projects crude oil prices to average 
USD 52.5 per barrel in 2015, from USD 96.2 per barrel in 2014 and falling further down 
to USD 51.4 per barrel in 2016. Food prices are expected to fall by 15.2 per cent in 2015 
due to abundant supplies despite fears of the El-Nino rains which are more likely to affect 
local and not global markets as the food supply on the global market is already abundant. 
 
The outlook for global financial markets remains uncertain, marred by the likelihood of 
further currency volatility in EMEs especially that an interest rate hike by the US Federal 
Reserve Board in December 2015 is likely, as well as risks associated with the rebalancing 
in China as demonstrated by the slump in the stock market in mid- 2015. For Uganda, the 

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 framework. This requires a thorough understanding 
of the outlook and risks to the external and domestic economic environment. 
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low global commodity prices are likely to lower export earnings and worsen the trade 
deficit and CAB leading to exchange rate pressures. Volatility in global financial markets is 
likely to re-ignite pressures in the domestic foreign exchange market. 
 
7.2 Domestic Economic Environment and Outlook 

The outlook for inflation reflects the balance between persistent drags from excess capacity 
and global disinflation and the impact of recent shilling depreciation and the El Nino 
weather conditions. Globally, the likely increase of the Feds fund rate in December 2015 
may feed through to domestic prices. Domestically, although the exchange rate has 
stabilised, the lagged impact of exchange rate depreciation continues to keep inflation 
elevated. The possible further depreciation of the shilling is one event that could trigger 
major changes in the trajectory and persistence of short-term inflation. With annual 
inflation above the 5 per cent target, letting this period persist could increase its 
persistence and have an impact on inflation expectations. The expected increased fiscal 
spending in early 2016 is likely to increase the depreciation of the shilling which may 
feed through to higher inflation 
 
The major downward risk to inflation remains the future evolution of the international oil 
price, which is highly uncertain and can generate significant diverging effects on the 
national economy and inflation, especially on different time horizons. Thus, a relatively 
more subdued evolution of the oil price, along with a possible lower-than-expected 
appreciation of the US dollar against the other major currencies, could enhance the direct 
and indirect disinflationary influence of fuel price and other imports in the short term, as 
well as spur in the longer run both domestic demand – through the decrease in 
production costs and the increase in household real disposable income – and external 
demand for Ugandan products. Subdued growth environment and excess capacity could 
constrain consumer price increase. 
 
Overall, the balance of risks to the annual inflation rate projection is assessed as being tilted 
to the downside when compared to previous forecasts. However, inflation forecasts still 
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suggest strong inflationary pressures in 2016 with disinflationary period starting towards 
the end of the year and inflation converging back to the medium term target in mid-2017. 
 

8 Conclusion  
The Ugandan economy will continue to show modest growth for the rest of this financial 
year. Higher government investment remains the key driver of GDP growth of about 5 per 
cent this year. Economic growth is projected to strengthen in 2016/17 to about 5.8 per 
cent, with positive contributions from all components of domestic demand as inflation 
declines and monetary policy is eased. 
 
Domestic demand is expected to weaken in the next 12 months. This, combined with a 
weak external environment manifested in slow global growth, soft commodity prices, 
possible delays in commencement of public investments, and decline in private investment 
and consumption, could result in slowing down of economic activity FY 2015/16. Already, 
the CIEA points to a softening in activity. In addition, the survey measures of business 
conditions are clearly below their long- run average levels. The external environment, at 
present, seems to carry an overall disinflationary potential. Since inflation is forecast to 
edge up further before declining and converging to the BoU’s inflation target from mid-
2017, maintaining the CBR at 17 per cent is the most appropriate course of action. 
 
Therefore, the BOU maintained the CBR at 17 per cent. The band on the CBR was 
maintained at +/-3 percentage points and the margin on the rediscount rate at 4 
percentage points on the CBR. The rediscount rate and the bank rate therefore remained 
unchanged at 21per cent and 22 per cent, respectively. 
 
 


