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Executive Summary 
i. The international financial markets have recently experienced new episodes of distress, 

with global financial market volatility intensifying in January 2016 following the US Fed’s 
rate hike in December 2015, another tumble in crude oil prices and turmoil in China’s 
stock markets. Given that the Ugandan economy is increasingly integrated with the global 
financial markets, global financial volatility could spill over to the domestic financial 
markets with implications for monetary policy.   
 

ii. Bank of Uganda (BoU) maintained a neutral monetary policy stance in December 2015, 
keeping the Central Bank Rate (CBR) at 17.0 per cent, following a 100 basis points increase 
in October 2015. This decision was guided by the inflation outlook, which showed a slight 
improvement compared to the previous forecasts. 

 
iii. Yields on government securities increased considerably in line with the tight monetary 

policy stance. The average annualized yields for 91-day, 182-day and 364-day T-Bills rose 
to 20.2, 22.9 and 23.1 per cent in the quarter to January 2016 from 18.6, 20.4 and 21.2 
per cent, respectively in the quarter to October 2015. Yields on T-bonds of all tenure also 
rose; yields on the 2-year T-bond rose to 21.7 per cent in the quarter to January 2016 from 
19.9 per cent in the quarter to October 2015. Yields on the 5-year, 10-year and 15-year T-
bonds also increased to 20.3, 19.5 and 19.2 per cent from 19.9, 20.0 and 18.2 per cent, 
respectively in the quarter to January 2016. 

 
iv. The impact of the tight monetary policy stance fed through to commercial bank interest 

rates. Interest rates on shilling denominated loans continued to edge up, reaching 24.6 per 
cent in December 2015 from 24.5 per cent in November 2015. Rates on US dollar 
denominated loans also rose to 9.4 per cent from 9.0 per cent during the same period. 
Large increases in interest rates were noted in the lending to agriculture, manufacturing, 
trade and personal loans. The average prime lending rate rose to 24.9 per cent in December 
from 24.4 per cent in October 2015.  

 
v. Growth in private sector credit (PSC) declined on account of weakening demand for credit 

amidst rising interest rates. PSC growth slowed to 17.8 per cent y-o-y in the quarter to 
December 2015 from 24.4 per cent in the previous quarter. Over the same period, y-o-y 
growth in Shs lending contracted to 14.0 per cent from 15.2 per cent. Similarly, growth in 
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the shilling value of foreign denominated loans slackened to 23.3 per cent in Q4-2015 
from 37.8 per cent in Q3-2015.  

 
vi. Growth in monetary aggregates remained constrained, largely reflecting the tight monetary 

policy stance. M3 and M2 grew by 13.4 and 5.2 per cent, respectively, y-o-y in Q4-2015 
compared to growth rates of 18.5 and 7.7 per cent in Q3-2015. Growth in base money and 
M1 also declined, on average, to 12.6 and 4.3 per cent, respectively in Q4-2015, from 19.6 
and 8.9 per cent, respectively in the previous quarter. Demand deposits declined by 3.3 per 
cent in Q4-2015 following a 2.9 per cent growth in the quarter to October 2015. Time and 
savings deposits on the other hand grew at a much faster rate of 6.4 per cent during the 
quarter under review compared to 6.1 per cent in the previous quarter. 

 
vii. Global economic activity slowed in 2015, and is projected to improve only slightly in 2016 

but downside risks remain elevated. In 2015, global growth was estimated at 3.1 per cent, 
lower than 3.9 per cent initially projected and 3.4 per cent posted in 2014. Growth was 
expected to improve slightly to 3.4 per cent in 2016 and gaining slightly further 
momentum in 2017 at 3.6 per cent, on account of continued recovery in AEs, buoyed by 
favourable financial conditions, lower oil prices and rising incomes. The global growth 
projection for 2016 is a downward revision from the initial forecast of 3.8 per cent, on 
account of challenges China faces as it rebalances its economy, unrelenting decline in oil 
prices and a steady pace of recovery in the US.  

 
viii. The Ugandan economy continued to grow, but at a moderate pace. Annual real GDP 

growth projection for FY 2015/16 was revised downward to 5.0 per cent, but it is expected 
to strengthen gradually to 5.5 per cent in FY 2016/17. The growth rates were initially 
forecast at 5.8 per cent for FY 2015/16 and 6.1 per cent for FY 2016/17. The downward 
revision was on account of the delayed kick-off of some public investment projects which 
were planned in FY 2015/16, tight domestic financial conditions due to the tight monetary 
policy stance, and the persistently low commodity prices.  

 
ix. The current account deficit (CAD) improved to USD 284.0 million in Q4-2015, from USD 

474.3 million in Q3-2015. The improvement in the CAD during the period was supported 
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by a lower trade deficit due to lower government project imports; and improvement in the 
services account, driven by lower payments for transport and other business services.  

 
x. The heightened depreciation pressures that ensued in early 2014, continuing through to 

August 2015 subsided somewhat during October and November 2015. Since then the 
exchange rate has been relatively stable. The shilling depreciated by 2.6 per cent, m-o-m in 
January 2016 to an average midrate of Shs 3,451.21/ USD, after appreciating by 1.9 per 
cent in December 2015. On an annual basis, the shilling depreciated by 20.6 per cent. 

 
xi. Global inflation remains well below most central banks’ targets, in part reflecting spare 

capacity in many AEs and the protracted  decline in commodity  prices. More signs of a 
deflationary environment are appearing in Europe and Asia, leading to concerns that 
stronger growth might not be forthcoming in the near future. The weak growth, large 
output gap, low return on capital, and a host of other economic malaise are inducing 
volatility in the global financial markets. 

 
xii. Global commodity prices fell in 2015, and continued to fall in the beginning of 2016, 

reflecting soft global demand amidst abundant supplies. Average Crude oil prices declined 
by 18.6 per cent m-o-m and 36.8 per cent, y-o-y to USD 29.8 per barrel in January 2016, 
on account of weak global demand and ample market supplies as Organization of the 
Petroleum Exporting Countries (OPEC) continues to maintain production levels. Food 
prices, measured by the Food and Agricultural Organization (FAO) food price index, 
declined by 1.9 per cent m-o-m and 15.9 per cent y-o-y in January 2016, supported by 
oversupplied markets for all commodities. 

 

xiii. Inflation pressures softened in January 2016, with annual headline and core inflation 
declining to 7.6 and 7.1 per cent from 8.4 and 7.6 per cent, respectively in December 2015. 
The fall in headline inflation was mainly due to the decline in food crop prices, while the 
fall in core inflation was largely driven by base effects and exchange rate stability.  

 
xiv. Although inflation outlook has improved somewhat compared to the previous forecasts, 

reducing the CBR was likely to generate inflationary pressures in an environment already 
clouded by negative sentiments, uncertain fiscal environment and complex global 
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environment. On the other hand, increasing the CBR could complicate the economy’s 
already weaker growth prospects. BoU therefore decided to keep the CBR unchanged in 
order to hold back inflationary pressures and to ensure that the annual core inflation 
remained within the medium-term target of 5 per cent. The CBR was consequently held at 
17 per cent in February 2016, the same level as in the period from October 2015.  The 
band on the CBR was maintained at +/-3 PPs and the margin on the rediscount rate at 4 
percentage point on the CBR. The rediscount rate and the bank rate therefore remained 
unchanged 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  

 
Bank of Uganda (BoU) continued to pursue a neutral monetary policy stance in December 
2015. The Central Bank Rate (CBR) was maintained at 17.0 per cent, following a 100 basis 
points increase in October 2015. This stance was based on projected inflation trajectory, 
which indicated that the outlook had improved slightly, largely driven by the stability of the 
exchange rate and decreasing food prices. The shilling regained stability while the impact 
of the El Nino weather on food prices had been mild. The forecasts showed that core 
inflation would peak at 6-8 percent in the second quarter of 2016, before flattening out in 
the second half of 2016, and then gradually falling back to the 5 percent target during the 
course of 2017. Nonetheless, there were upside risks to this outlook, including the future 
path of the exchange rate, and the possibility of adverse weather conditions following the El 
Nino weather phenomenon. 
 
At the same time, while the key drivers shaping the outlook for real economic growth 
largely remained the same as in the December 2015 monetary policy report, the forecast 
for real GDP growth was revised marginally to 5.5 percent in FY 2016/17 from 5.8 percent. 
The marginal revision reflected the global economic weakness and volatility in the 
international financial markets.  
 
Given the inflation forecasts and the associated risks, the BOU believed that it was prudent 
to maintain a neutral monetary policy stance. It therefore held the Central Bank Rate (CBR) 
unchanged at 17 percent. 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 remained unchanged at 21 percent and 22 percent, respectively. The 
BOU believed that this monetary policy stance would curb the rise in core inflation over the 
next three quarters and then gradually bring it back to the target of 5 percent over the 
medium term.  
 
1.2 Monetary Policy Implementation 

 
BOU continued to use Repurchase Agreement (REPOs) and reverse REPOs to align liquidity 
conditions with the desired monetary policy stance. The net effect of the REPO and Reverse 
REPO instruments in December 2015 and January 2016 was an injection of Shs 727 billion. 
As at end January 2016, the outstanding stock of reverse REPOs was Shs 316 billion.  
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2 Money and Financial Markets Developments 
 
2.1 Global Financial Markets 

 
The international financial markets have recently experienced new episodes of distress, 
with global financial market volatility intensifying in January 2016 following the US Fed’s 
rate hike in December 2015, another tumble in crude oil prices and turmoil in China’s 
stock markets.  
  
The Chinese authorities under took a range of measures to mitigate the drop in the stock 
markets and boost output, including the depreciation of the Yuan, and a cut in interest 
rates. The contagion to other economies, particularly emerging markets developing 
economies (EMDEs) was severe, with substantial capital outflows, currency depreciations 
and a rise in the cost of external financing due to an increase in credit spreads. In January 
2016, the Shanghai Composite index which tracks the daily price movements of selected 
shares on the Chinese stock exchange market, declined by 16 per cent, highlighting 
continued challenges with China’s rebalancing. 
 
The raising of the US Federal Reserve Board key policy rate caused the US dollar to 
strengthen, causing volatility and depreciations on other major currencies, the world over. 
The firm appreciation of the US dollar, arising from the strong economic performance of 
the US relative to other major economies, has persistently generated additional pressure on 
the currencies of Emerging Market Economies (EMEs).  In addition, the continued tumble of 
oil prices has affected the currencies of oil exporting countries. Average crude oil prices fell 
to USD 29.8 per barrel in January 2016 following the lifting of the US sanctions on Iran. 
The lower oil prices have strained the fiscal positions of oil exporters, causing a sizable 

A well functioning money or financial market is a crucial component of the financial 
system as it contributes to market efficiency and discipline, impacts on financial stability 
and on financing conditions in the economy at large, plays an important part in 
information aggregation and price discovery, and is an initial channel of monetary 
policy transmission. However, financial markets are very susceptible to sudden changes 
in investor sentiments, particularly in an open economy, where any sudden changes in 
investor sentiments regarding global and domestic conditions generate financial market 
volatility.  
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reduction in their domestic demand and investment in oil and gas extraction. 
 
The outlook for global financial markets remains for volatility arising from the return of 
unconventional monetary policies in advanced economies (AEs), this time in form of 
negative interest rates, which is likely to trigger sporadic investor portfolio adjustments and 
capital flow reversals. Moreover, the future trajectory of the US Fed monetary policy stance 
continues to raise anxiety. In addition, challenges with the rebalancing in China as well as 
continued tumble in commodity prices might continue to set-off unease in the global 
financial market. Volatility in the global financial markets is likely to trigger renewed 
instability in Uganda’s foreign exchange market in H2-2015/16. 
 
In AEs, the 10 year government bond yields declined in October 2015 but rose marginally 
in the Euro Area, United Kingdom (UK) and US recording 0.6, 1.9 and 2.3 per cent, 
respectively in November 2015 from 0.5, 1.8 and 2.1 per cent in October 2015. In Japan, 
the 10-year government bond yields were stable at 0.3 per cent. However, by January 2016, 
government yields in the Euro Area, Japan, UK and US had declined marginally to 0.5, 0.2, 
1.7 and 2.1 per cent, respectively. In Brazil, India, China and South Africa, the 10-year 
government bond yields maintained the same pattern of a decline in October and a rise in 
November 2015. 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. By January 
2016, yields had risen in Brazil, Russia and South Africa to 16.3, 10.5 and 9.6 per cent 
respectively. In India, yields remained stable at 7.8 per cent but declined in China to 2.9 per 
cent following aftermaths of the financial crisis, therein. 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 S. Africa 

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 

Dec-15 0.6 0.3 1.9 2.2 16.0 9.9 7.8 3.0 9.3 

Jan-16 0.5 0.2 1.7 2.1 16.3 10.5 7.8 2.9 9.6 
Source: Reuters & Bloomberg 
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On an annual basis, depreciation pressures for some of the global currencies against the 
USD were eased somewhat in January 2016, contrary to rising depreciations across a 
number of other countries. In Japan and Euro Area, the rate of depreciation was recorded at 
-0.1 and 7.1 per cent compared to 2.1 and 13.4 per cent in December 2015. However, 
depreciation pressures increased for the UK and Swiss franc by 5.3 and 7.2 per cent, 
respectively in January 2016 from 4.4 and 2.1 per cent, respectively in December 2015. 
Within the EMEs, the Chinese Yuan, Indian Rupee and South African Rand depreciated by 
6.1, 8.3 and 41.5 per cent, respectively in January 2016. Developments in global exchange 
rates are shown in Table 2.  
 
Table 2: Exchange Rates (Year-on-year, per cent change) 

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

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 
M12’15 13.37 2.08 4.40 2.11 4.60 6.12 30.31 
M01’16 7.13 -0.10 5.29 7.22 6.11 8.28 41.49 

Source: Bank of Uganda 
  
2.2 Domestic Financial Markets 

 
2.2.1 Interbank Money Market 
 
The interbank money market rates remained in line with the monetary policy stance. 
Effectively, the use of Repurchase Agreement (REPOs) and reverse REPOs instruments, 
helped to align liquidity in the financial system with the desired policy stance. The 7-day 
interbank money market rate declined slightly in February 2016 to 17.6 per cent from 18.2 
and 18.4 per cent in December 2015 and January 2016, respectively. Figure 1 presents the 
evolution of the CBR together with the 7-day interbank money market rate.  
 
The total volume of transactions in the interbank money market declined to Shs 1,988.65 
billion in January 2016 from Shs 2,109.55 billion in December 2015. The overnight tenure 
contributed the largest share to total money market volume, accounting for 72.5 per cent of 
total trades compared to the 7-day tenure, which accounted for 24.0 per cent.  
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Figure 1: The Central Bank Rate and 7-day Money Market Rate 

 
Source: Bank of Uganda 
 
 
2.2.2 Primary Market for Treasury Securities 
 
In the quarter to January 2016, BoU conducted six Treasury bill (T-Bills) and four Treasury 
bond (T-Bonds) auctions. T-bills and T-bonds worth Shs 1,045 billion and Shs 720 billion 
were offered during the quarter, respectively.  
 
Overall, yields on government bills and bonds increased considerably in line with the tight 
monetary policy stance. The average annualized yields for 91-day, 182-day and 364-day 
T-Bills rose to 20.2, 22.9 and 23.1 per cent in the quarter to January 2016 from 18.6, 20.4 
and 21.2 per cent, respectively in the quarter to October 2015. Yields on T-bonds of all 
tenure also rose. Yields on the 2-year T-bond rose to 21.7 per cent in the quarter to January 
2016 from 19.9 per cent in the quarter to October 2015. Yields on the 5-year, 10-year and 
15-year T-bonds also increased to 20.3, 19.5and 19.2 per cent compared to 20.0, 19.5 and 
18.2 per cent, respectively during the period under review. The developments in yields on 
T-bills and bonds are shown in Table 3.  
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Table 3:  Yields on T-bills and T-bonds 
  Sep-15 Oct-15 Nov-15 Dec-15 Jan-16  

Government Securities       
91-day T-bill 18.6 21.2 20.6 19.5 20.5  

182-day T-bill 20.3 23 22.8 22.8 23.2  
364-day T-bill 21.4 23.6 22.4 22.3 24.6  

           
2-year T-bond 20.3 20.6   21.5 23.6  
5-year T-bond 20.0   20.3   21.2  

10-year T-bond   19.5   19.3    
15-year T-bond     17.5      

Source: Bank of Uganda 
 
 
2.2.3 Secondary Market for Treasury Securities  
 
In the secondary market, the yields for securities of less than 91-days declined to 20.8 per 
cent in the quarter to January 2016 from 23.8 per cent recorded in the previous quarter. 
On the other hand, yields for securities of less than 182-day and 364-day rose to 21.4 and 
24.7 per cent, respectively in the quarter to January 2016, from 19.7 and 21.0 per cent, 
recorded in the previous quarter.  
 
The total volume of trades in T-bills amounted to Shs 286.7 billion compared to Shs 255.2 
billion recorded in the quarter to October 2015. A summary of secondary market activity 
for T-bills over the quarter to January 2016 is shown in Table 4.  
 
Table 4: Secondary Market Activity for T-Bills 
 91-day 182-day 364-day 

 Bid              Offer Bid Offer Bid              Offer 

Minimum 
Maximum 
Average (simple) 

18.66 18.55 21.41 21.29 20.92 20.16 

20.17 20.06 21.96 21.84 23.59 23.45 
19.55 19.43 21.69 21.57 21.98 21.80 

 Total trading activity` 
Outright sales (billions) 87.9 

18.5 
20.8 

29.0 
18.7 
21.4 

169.820.1 
24.7 Average discount rate 

Average yield-to-maturity 
Source: Bank of Uganda 
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The volume of secondary market trades in T-bonds also increased to Shs 397.0 billion 
during the quarter to January 2016 from Shs 72.8 billion traded during the previous 
quarter. The average yield to maturity (YTM) rose in line with yields in the T-bills market 
for the 2-year bond to 21.4 from 19.3 per cent in the quarter to October 2015. The YTM 
for the 5-year and 10-year bond fell to 19.7 and 19.1 per cent from 19.8 and 20.2 per cent, 
respectively during the same period. The YTM for the 15-year bond was relatively stable at 
18.4 per cent. Developments in the secondary market for T-bonds are shown in Table 5. 
 
Table 5: 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) 

20.00 
23.60 
20.64 

19.90 
23.50 
20.54 

19.25 
21.20 
19.89 

19.15 
21.10 
19.79 

18.60 
19.50 
19.15 

18.50 
19.40 
19.05 

18.70       
19.50       
18.86     

18.60 
19.40 
18.76 

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

153.0 
21.4 

94.8 
19.7 

26.4 
19.1 

12.6 
18.4 

Source: Bank of Uganda 
 
 

2.2.4 Lending and Deposit Interest Rates   
 
The impact of the tight monetary policy stance fed through to commercial bank interest 
rates. Interest rates on shilling denominated loans continued to edge up, reaching 24.6 per 
cent in December 2015 from 24.5 per cent in November 2015. Rates on US dollar 
denominated loans also rose to 9.4 per cent from 9.0 per cent during the same period. The 
large increases in interest rates were noted in the lending to agriculture, manufacturing, 
trade and personal loans. The average prime lending rate also rose to 24.9 per cent in 
December from 24.4 per cent in October 2015.  
  
The weighted average deposit rate on shilling time deposits also edged up, albeit slightly to 
17 per cent in December 2015 from 16.9 per cent in November 2015. The spread on 
commercial bank shilling lending decreased to 7.61 per cent in December 2015 from 9.1 
per cent in October 2015, while the spread on foreign currency lending rose marginally 
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to 5.3 per cent from 5.2 per cent in October 2015. The evolution of lending and deposit 
rates is shown in Figure 2.  
 
Figure 2: Developments in Interest Rates  

Source: Bank of Uganda 
 
 

2.2.5 Private Sector Credit 
 
Growth in private sector credit (PSC) declined on account of weakening demand for credit 
due to rising interest rates, reflecting the impact of the tight monetary policy stance. PSC 
growth slowed to 17.8 per cent y-o-y in Q4-2015 from 24.4 per cent in Q3-2015. Over 
the same period, y-o-y growth in Shs lending contracted to 14.0 per cent from 15.2 per 
cent. Similarly, growth in the shilling value of foreign denominated loans slackened to 23.3 
per cent in Q4-2015 from 37.8 per cent in the previous quarter. In dollar terms, foreign 
currency denominated loans too declined by 1.2 per cent in the quarter to December 2015 
compared to 1 per cent growth in the quarter to September 2015.  
 
On a quarterly basis, PSC contracted on average by 1.2 per cent in the quarter to December 
2015, compared to 9.0 per cent growth in the quarter to September 2015. The Shs value of 
foreign denominated loans fell on average by 5.1 per cent in the quarter to December 2015, 
mainly due to the appreciation of the Shilling during the quarter. Growth in Shs lending 
declined to an average of 1.9 per cent in the quarter to December 2015 from 4.4 per cent 
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recorded in the previous quarter. Contributions in PSC growth in the period to December 
2015 are shown in Figure 3.  
 
Figure 3: Annual PSC growth, Percent 

 
Source: Bank of Uganda 
 
Quarterly credit growth to the more dominant sectors of the economy slowed significantly 
in Q4-2015. Lending to manufacturing, trade and transport and communication 
contracted on average by minus 5.7, minus 3.6 and minus 2.1 per cent compared to 
growths of 9.4, 13.8 and 23.5 per cent, respectively in Q3-2015. Lending to the building, 
mortgage and construction sector grew only by 0.7 per cent in Q4-2015 compared to 8.5 
per cent in the previous quarter. Credit growth to households deteriorated to 0.8 per cent in 
Q4-2015 from 3.3 per cent in the previous quarter. Table 6 shows the sectoral distribution 
of credit and the respective quarterly sectoral growth rates. 
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Table 6: Private Sector Credit Growth, by Sectors   
  Quarterly Growth Rate Average Share in 

total credit   Sectors Jun-15 Sept-15 Dec-15 (Jul-Dec-15) 
Agriculture 4.5 6.3 2.0 9.7 
Mining and Quarrying 19.1 6.7 6.5 0.5 
Manufacturing 9.4 9.4 -5.7 15.0 
Trade 5.1 13.8 -3.6 20.4 
Transport and Communication  3.1 23.5 -2.1 5.8 
Electricity and Water  -2.2 -2.9 3.8 1.6 
Building, Mortgage and Construction  Real 
Estate  

4.6 8.5 0.7 22.8 
Business Services  1.7 7.1 0.0 4.7 
Community, Social & Other Services 2.2 4.6 -2.2 3.2 
Personal Loans and Household Loans 2.2 3.3 0.8 14.9 
Other Services  -3.5 9.1 2.6 1.5 
Total 4.6 9.0 -1.2 100.0 
Source: Bank of Uganda 
 
 
The value of loan approvals (a proxy for supply of credit) increased to Shs 2,254.3 billion in 
Q4-2015 from Shs 2,238.62 billion in Q3-2015, while the number of loans approved 
decreased from 137,317 to 136,293 over the same period. The value of loan applications 
(proxy for demand for credit) declined significantly to Shs 4,012.38 billion in Q4- 2015 
from Shs 4,633.79 billion in Q3-2015. The number of loan applications also declined to 
146,423.75 from 147,903.45 over the same period of time.  
 
2.2.6 Monetary Aggregates 
 

Growth in monetary aggregates remained constrained, largely reflecting the tight monetary 
policy stance. M3 and M2 grew by 13.4 and 5.2 per cent, respectively, y-o-y in Q4-2015 
compared to growth rates of 18.5 and 7.7 per cent in Q3-2015. Growth in base money and 
M1 also declined, on average, to 12.6 and 4.3 per cent, respectively in Q4-2015, from 19.9 
and 8.9 per cent, respectively in the previous quarter. Demand deposits declined by 3.3 per 
cent in Q4-2015 following a 2.9 per cent growth in the quarter to October 2015. Time and 
savings deposits on the other hand grew at a much faster rate of 6.4 per cent during the 
quarter under review compared to 6.1 per cent in the previous quarter. Developments in 
monetary aggregates are shown in Error! Reference source not found.Figure 4. Net foreign 
Assets (NFA) grew by 21.1 per cent in Q4-2015 while net domestic assets (NDA) expanded 
much more slowly by only 3.8 per cent over the quarter. During Q3-2015, NFA and NDA 
grew by 26.4 per cent and 9.6 per cent, respectively.  
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Figure 4: Contributions to Annual M3 growth 

 
Source: Bank of Uganda 
 
 

3 Economic Activity 

 
3.1 Global Economic Activity 

 
Global economic activity slowed in 2015, and is projected to improve only slightly in 2016 
but downside risks remain elevated. In 2015, global growth was estimated at 3.1 per cent, 
lower than 3.9 per cent initially projected and 3.4 per cent posted in 2014. Growth is 
expected to improve slightly to 3.4 per cent in 2016 and 3.6 per cent in 2017 on account of 
continued recovery in AEs, buoyed by favourable financial conditions, lower oil prices and 
rising incomes. The global growth projection for 2016 is a downward revision from the 
initial forecast of 3.8 per cent, on account of challenges China faces as it rebalances its 
economy, the unrelenting decline in oil prices and a steady pace of recovery in the US.  
 
Growth in AEs recovered modestly with the output gaps tapering further. In the US, growth 
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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 fixed, any 
changes in money supply only leads to increases in prices. 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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was resilient, supported by the continued ease in the financial conditions and strengthened 
house and labour markets. Real GDP growth increased at an annual rate of 0.7 per cent in 
Q4-2015; lower than 2.0 per cent in Q3-2015. The decline was due to negative 
contributions from private inventory investment, exports and non-residential fixed 
investments. Contrary to the World Economic Outlook (WEO) (see Table 7), the British 
Chamber of Commerce upgraded GDP forecast for the UK from 2.6 per cent to 2.7 per cent 
in 2015 and from 2.4 per cent to 2.6 per cent in 2016. The upgrade in the forecasts is on 
account of stronger than projected growth in household consumption and services. In the 
Euro Zone, growth seems to be broadly on course, as the risk of a prolonged period of 
deflation appears to have receded. GDP in the Euro Area grew by 1.5 per cent in 2015 and 
is forecast to rise to 1.7 per cent in 2016 and 2017. The sustained monetary stimulus 
continued to support economic activity as well as lower oil prices, easy financial conditions 
and a neutral fiscal stance, whose impact seems to outweigh the weakening in net exports. 
However, the surge of refugees into the Euro Area is presenting a major challenge to the 
absorptive capacity of the labour markets, while testing the political systems.  
 

Growth in Emerging and Developing Economies (EMDEs) continues to account for over 70 
per cent of global growth, and weaker than expected global growth was largely due to the 
decline in growth in these economies, which declined for the fifth consecutive year. Growth 
in EMDEs slowed to 4 per cent in 2015 from 4.6 per cent in 2014, and is projected to rise 
only slightly to 4.3 and 4.7 per cent in 2016 and 2017, respectively. Weaker growth in 
EMDEs was on account of the rebalancing in China, tighter external financial conditions, 
lower commodity prices, depreciation pressures due to Fed interest rate hike, economic 
distress related to geopolitical factors, and structural bottlenecks inherent in most of these 
economies.   
 
Growth in China was projected at 6.9 per cent in 2015, but was expected to slow to 6.3 per 
cent in 2016 and further to 6.0 per cent in 2017 due to weak investment as the economy 
rebalances. In sub-Saharan Africa (SSA), growth was projected at 3.5 per cent in 2015, 
down from an earlier forecast of 3.8 per cent, in the face of headwinds from declining 
commodity prices. The prolonged decline in global oil prices was posing a severe growth 
constraint on the region’s oil-exporting economies, with no sizeable growth benefits for the 
region’s oil-importers, as the favourable impact of lower oil prices was to a large extent 
offset by lower prices of commodity exports. Global growth projections are presented in 
Table 7. 
 



 

13 | P a g e  

 

Table 7: Global Economic Growth Projections 
 2014 2015 2016 2017 
World output 3.4 3.1 3.4 3.6 
Advanced economies 1.8 1.9 2.1 2.1 
USA 2.4 2.5 2.6 2.6 
UK 2.9 2.2 2.2 2.2 
Euro area 0.9 1.5 1.7 1.7 
Japan 0.0 0.6 1.0 0.3 
Emerging and developing economies 4.6 4.0 4.3 4.7 
China 7.3 6.9 6.3 6.0 
India 7.3 7.3 7.5 7.5 
Sub-Saharan Africa 5.0 3.5 4.0 4.7 
Source: IMF, World Economic Outlook, January 2016 
 
Challenges in China regarding rebalancing its economy present a major downside risks to 
global economic activity as market concerns about the future performance of the economy 
continues to have spill over effects to other economies. Gradual tightening of financial 
conditions in the US is also likely to cause episodes of financial market volatility, exchange 
rate distress and rising debt burdens particularly among EMDEs. In Emerging Europe, 
geopolitical tensions, for example, in Russia continue to threaten growth as well as the 
migrant crisis. Continued decline in global commodity prices could choke-off new 
investments in oil production, with only modest pick-up in consumption in oil importing 
countries, all of which may continue to subdue global aggregate demand. Weak growth 
particularly in EMDEs is likely to subdue demand for Uganda’s exports and lower growth in 
2016. 
 
3.2 Domestic Economic Activity 

 
The economy continued to grow, albeit at a moderate pace. Annual real GDP growth 
projections for FY 2015/16 and 2016/17 were revised downwards to 5.0 per cent and 5.5 
per cent from the initial forecasts of 5.8 per cent and 6.1 per cent, respectively. The 
downward revision was on account of the delayed kick-off of some public investment 
projects which were planned in FY 2015/16, tight domestic financial conditions due to the 
tight monetary policy stance, and a persistent decline in commodity prices.  
 
The Composite Index of Economic Activity (CIEA)—an early warning indicator of economic 
activity—showed that real economic growth was consistent with the downward revision in 
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the annual growth for FY 2015/16. The CIEA grew by 1 per cent in the quarter ended 
December 2015, slightly higher than the 0.8 per cent in the previous quarter. Industrial 
activity in Q4-2015 grew by 2.4 per cent, which was higher than 2.2 per cent recorded in 
Q3-2015. Over the same period, growth in both agricultural production and the services 
sectors declined to 0.2 per cent and 0.9 per cent, from 0.6 per cent and 1.9 per cent, 
respectively. Growth in industrial sector was attributed to growth in the manufacturing 
subsector while the declines in agricultural production and services were due to 
unfavourable weather conditions, and lower activity in the Wholesale and financial 
services, respectively. The business perceptions and the outlook for the next three months 
were more optimistic. The business tendency index (BTI) increased by 1.6 points between 
the quarter to January 2016 and the quarter to October 2015. There was improvement in 
all sectors except construction sector.  
 
However, there are downside risks to the growth outlook, emanating from both the 
domestic and external environment. The ongoing global economic turbulences may persist 
and domestic demand is expected to weaken in the next 12 months before broadening over 
the medium to long term. This is in part due to the tight monetary policy stance and a weak 
external environment manifested in slow growth in emerging markets and slow recovery in 
AEs, soft commodity prices, possible delays in commencement of some public investment 
projects, and decline in private investment and consumption, which could result in slowing 
down of economic activity in FY 2015/16.  
 
The high Current account deficit in addition to the higher external costs and capital 
outflows could exacerbate the already complex situation of the Ugandan economy. 
Nonetheless, the depreciated exchange rate could help switch demand to domestic sources 
of production as it pushes up import prices and improves the competitiveness of firms in 
the traded goods sector. However, the magnitude and timing of these effects are, as always, 
uncertain. The same is true of the extent to which the exchange rate depreciation passes 
through to consumer prices. This could be slower or faster, depending on the import share 
in domestic consumption of goods and services, and the level of financial dollarization of 
the economy will evolve overtime.  
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4 Fiscal Policy and Developments 
 

 

4.1 Government Expenditure and Revenue 

 
In line with the need to foster growth, increase economic efficiency and reduce the cost of 
doing business, the fiscal stance for FY 2015/16 focused on addressing infrastructural 
constraints in the economy. Given the infrastructural gap, the consequence of this policy 
pursuit has been the widening fiscal deficit. The overall fiscal deficit for FY2015/16 is now 
projected at 6.6 per cent of GDP compared to 7.0 per cent presented in the budget. This is 
on account of an increase in the tax-to-GDP ratio of 0.4 PPs of GDP due to improvement in 
tax administration.  
 
Preliminary fiscal data for H1 FY2015/16 indicated that the fiscal deficit amounted to Shs 
3,068.6 billion, which is lower than the budget by Shs 244.8 billion. Total government 
expenditure and net lending exceeded the budget amount by Shs 20.3 billion due to higher 
than programmed current and development expenditures. These were higher than the 
period budget by Shs 379.6 billion and Shs 125.8 billion, respectively. Total government 
revenue was higher than the period budget amount by Shs 265.2 billion due to over 
performance in tax revenue. Tax revenue was higher than budget by Shs 142.6 billion, 
reflecting robust economic activity and improved tax administration. Domestic financing 
exceeded the budget amount by Shs 365.7 billion, indicative of a draw down from the BoU 
since net issuances of treasury securities to commercial banks and non-bank public in H1 
2015/16 were lower than programmed.  Developments in fiscal operations for H12015/16 
are shown in Table 8. 
 
 

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 
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 8: Fiscal Performance for FY2015/16   

Source: Ministry of Financing, Planning and Economic Development 
 
 

4.2 Public Debt Stock 
 

The total public debt stock grew by 10.1 per cent in the last half of 2015 compared to 8.8 
per cent over the same period of 2014. It expanded from Shs. 24,318.3 billion in June to Shs 
26,768.4 billion in December 2015. The stock of public debt grew mainly due to growth in 
public external debt, which grew by 13.0 per cent in shilling and by 10.4 per cent in US 
dollar terms. Public external debt continues to make up the bulk of the total public debt, 
amounting to a share of 61.0 per cent as at December 2015. The shilling value of external 
debt increased partly due to the exchange rate depreciation. The period under review saw 
some slight improvements in some of the public domestic debt risk indicators relative to 
June 2015, but most indicators remained out of line with the Public Debt Management 
Framework (PDMF) medium-term benchmarks. Table 9 presents developments in the 
public debt indicators. 
 
Table 9: Public Debt Indicators 

 
Source: Ministry of Finance, Planning and Economic Development 

H1 H1 H2 

(Actual Prel.) Budget diff Budget

Revenue & Grants 6,426.0 6,160.8 265.2 6,266.9

Expenditure and Lending 9,494.5 9,474.2 20.3 9,005.2

    Current 4,449.9 4,070.3 379.6 4,579.4

    Development 3,679.7 3,553.9 125.8 3,564.8

             Domestic Devt 1,416.2 1,908.0 -491.8 1,842.5

             External Devt 2,263.5 1,645.9 617.6 1,722.3

            Eximbank financing for HPPs 966.8 1,455.0 -488.2 774.2

Overall Fiscal Bal. (incl. Grants) -3,068.6 -3,313.4 244.8 -2,738.3

       External Financing (Net) 1,733.9 2,303.5 -569.6 2,078.9

       Domestic Financing (Net) 1,649.9 1,284.2 365.7 659.4

   Errors and Omissions 711.2 0 0

Fiscal Operations (Shs. Billion)

Indicator PDMF 

Bench
Jun-15 Sep-15 Dec-15

Stock/PSC (at nominal value) <75% 89.9 82.3 92.1

% maturing in 1 year <40% 45.1 48.2 46.6

% maturing in any year after year 1 < 20% 15.9% in Yr2 

& 5.6 in Yr3

10.0% in Yr2 

&6.0 in Yr3

11.5% Yr2 

& 6.8 in Yr3

bonds/bills (at face value) 70/30 66/34 67/33 69/31

Avg Time to Maturity  >3Year

s

3.6 3.6 3.8
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5 Balance of Payments and Exchange Rate Developments 
  

 

5.1 Balance of Payments 
 

5.1.1 Current Account Developments 
 
The forecast of the Uganda’s current account deficit for FY 2015/16 was revised 
downwards from an earlier projection (in July-2015) of USD 2.8 billion to USD 1.98 
billion, suggesting an improvement. This revision was premised on a projected scale-down 
in government import bills due to expected delays in the implementation of some 
infrastructure projects. The services account, primary income and secondary income 
account deficits were also expected to improve to deficits of USD 438 million, USD 662 
million and USD 1,387 million, respectively.  

 
The trade deficit persisted, but slightly improved to USD 437 million in Q4-2015 from USD 
553.5 million in the previous quarter on account of declining import bill. In Q4-2015, 
government imports decreased to USD 65.6 million from USD 117.8 million, on account of 
lower project imports due to delays in implementation of some infrastructure projects. 
Private sector imports also continued to fall, declining from USD 1,073.35 million in Q3-
2015 to USD 1,016 million in Q4-2015, due to sustained decline in oil prices.  
 
Export earnings remain sluggish, although receipts increased slightly by 1.0 per cent to 
USD 644.3 million in Q4-2015, up from USD 637.7 million in the previous quarter. The 
increase in export receipts was mainly supported by increases in non-coffee exports 
receipts, which increased by 6.9 per cent to USD 465.8 million in Q4-2015 from USD 

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 to enhance productivity growth and consequently the CA 
adjustment.  
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435.6 million in Q3-2015. In particular, there were notable increases in receipts for 
tobacco and gold, which increased by USD 37 million and USD 35 million, respectively. 
Coffee exports decreased by USD 23.4 million to USD 81.5 million in Q4-2015, from USD 
104.9 million in the previous quarter following lower export volumes due to off-season 
effects. 
 
The deficit on services account improved to USD 38 million in Q4-2015 from USD 153.6 
million in Q3-2015, supported mainly by lower transport and other business services 
payments during the quarter. Over the same period, the deficit on the primary income 
account also improved slightly to USD 150.8 million from USD 178.9 million as result of 
lower direct investment income payments (dividends). In contrast, the secondary income 
(current transfers) balance declined to USD 342 million mainly on account of lower inflows 
of personal and government transfers.  
 
Overall, the CAD improved to USD 284.0 million in Q4-2015, from USD 474.3 million in 
Q3-2015. The improvement in the CAD during the period was supported by a lower trade 
deficit due to lower government project imports; and improvement in the services account, 
driven by lower payments for transport and other business services.  
 
5.1.2 Capital and Financial account 
 
The surplus on the capital account balance declined to USD 37.1 million in Q4-2015, from 
USD 37.5 million in Q3-2015. The financial account recorded net inflows of USD 326.1 
million in Q4-2015, which is higher when compared to USD 242.4 million in the previous 
quarter. Foreign direct investment (FDI) inflows increased to USD 231 million in Q4-2015, 
which is an increase of USD 11.6 million from USD 219.6 million in the previous quarter. 
Portfolio investment recorded lower net outflows amounting to USD 29.7 million in Q4-
2015, compared to USD 55.9 million in Q3-2015. Other investments inflows (mainly 
currency and deposits, loans, trade credits and advances) remain erratic and amounted to 
USD 120.8 million in Q4-2015 which is higher than USD 81.7 million in Q3-2015. 
Developments in the overall BoP is shown in Figure 5. 
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Figure 5: Overall BoP and its Components 

 
Source: Bank of Uganda  
 
 

The overall BoP in Q4-2015 was a surplus of USD 145 million, leading to a build-up in 
reserves of USD145 million. The stock of reserves as at the end of December 2015 was 
estimated at USD 2,889.9 million, including valuation charges. This is equivalent to 3.9 
months of future imports of goods and services cover. This was an increase from USD 
2,713.3 million recorded at the end of September 2015. As at February 04, 2016, the stock 
of reserves amounted to USD 2.81 billion, equivalent to 3.9 months of future import cover.   
 
5.2 Exchange Rate Developments 

 
The heightened depreciation pressures that ensued in early 2014, continuing through to 
August 2015 subsided somewhat during October and November 2015. Since then, the 
shilling has been relatively stable. The shilling depreciated by 2.6 per cent, m-o-m in 
January 2016 to an average midrate of Shs 3,451.21/ USD, after appreciating by 1.9 per 
cent in December 2015. On an annual basis, the shilling depreciated by 20.6 per cent. As 
shown in Figure 6, the depreciation pressure has not been exclusive to Uganda. Indeed, 
most of our trading partners experienced similar movements in the exchange rate. On a 
trade-weighted basis, the Shilling appreciated at a slower pace of 2.3 per cent in January 
2016 m-o-m, but depreciated by 3.5 per cent on an annual basis. Compared to December 
2015, the Nominal Effective Exchange Rate (NEER) appreciated by 6.4 per cent m-o-m, and 
depreciated by 8.3 per cent y-o-y.  
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Figure 6: Comparison of Exchange Rate Developments 

 
Source: Bank of Uganda 
 
The exchange rate depreciation was a necessary adjustment warranted by external and 
domestic fundamentals. However, the non-fundamental factors, including noise, 
expectations and speculative activity made it overshoot its long-run equilibrium. From 
October 2015 to the first week of December 2015, the shilling gained against the USD by 
9.5 per cent, to an average of Shs 3,317.3/USD. The appreciation was due to the correction 
of overshooting on the depreciation side, the tight monetary policy and the slowing down of 
economic activity coupled with global disinflation, which meant less demand for foreign 
currency. Nonetheless, the current appreciations turned around in January 2016, as 
domestic and external fundaments warranted a further depreciation of the exchange rate. 
The CAD persists, coupled with the widening fiscal deficit may necessitate a further 
adjustment of the exchange rate. The US Fed rate was raised to 0.5 per cent in December 
2015, which posed a greater threat of capital outflows from EMDEs, and could trigger 
further depreciation pressures in these economies, including Uganda. 
 
In December 2015, the Real Effective Exchange Rate (REER) appreciated by 7.7 per cent m-
o-m but depreciated by 2.1 per cent y-o-y. As shown in Figure 7, most of the REER 
depreciation during this period was due to the depreciation of the nominal effective 
exchange rate (NEER), with the price differential accounting for only a small proportion.  
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Figure 7: Changes in Real Effective Exchange Rate 

 
Source: Bank of Uganda 
 
The outlook is for a further weakening of the Ugandan Shilling. In the short-term, it is 
expected that market sentiments due to elections, coupled with the pick-up in corporate 
demand mainly from manufacturing and oil sectors, and subdued dollar inflows could raise 
depreciation pressures. Over the medium-to-long term, it is expected the Shilling will 
remain weak, driven by unfavourable domestic and external fundamentals. The persistent 
low international commodity prices are expected to keep export receipts low. This, in 
addition to high import demand and declining inflows of FDI will lead to a widening CA 
deficit, which will likely fuel depreciation pressures. In addition, heightened global 
economic uncertainty is likely to cause anxiety in global financial markets, triggering 
disruptive capital outflows, as investors adjust their portfolios, which could cause further 
exchange rate volatility.  
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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 low commodity prices and negative output 
gaps. Inflation in AEs averaged 0.24 per cent in 2015, a further decline from the average of 
1.6 per cent recorded in 2014, sustaining concerns of the risk of deflation. On the other 
hand, inflationary pressures in EMDES rose in 2015, largely driven by exchange rate 
depreciation. Average inflation in EMDEs stood at 7.3 per cent in 2015, up from 5.7 per 
cent in 2014.  
 
The outlook for global inflation is dependent on the direction of international commodity 
prices, which are projected to continue plummeting. Inflation in AEs is forecast to rise 
slightly, but remain below targets, at 1.1 per cent and 1.7 per cent in 2016 and 2017, 
respectively. In EMDEs, inflation is poised to remain relatively stable at 5.6 per cent and 5.9 
per cent in 2016 and 2017, respectively, down from 7.3 per cent in 2015. Subdued global 
inflation may partly mute upside risks to Uganda’s future inflation trajectory.  
 
6.1.2 International Commodity Prices 
 
Global commodity prices fell in 2015, and continue to fall in 2016, reflecting soft global 
demand amidst abundant supplies. Average Crude oil prices declined by 18.6 per cent m-o-
m and 36.8 per cent y-o-y to USD 29.8 per barrel in January16, on account of weak global 
demand and ample market supplies as Organization of the Petroleum Exporting Countries 

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. 
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(OPEC) continues to maintain production levels. Food prices, measured by the Food and 
Agricultural Organization (FAO) food price index, declined by 1.9 per cent m-o-m and 
15.9 per cent y-o-y in January 2016, supported by oversupplied markets for all 
commodities.  Developments in international commodity prices are shown in Figure 8. 
 
Figure 8: International Commodity Prices 

 
Source: West Texas Intermediate (WTI) and FAO  
 
Global commodity prices are expected to remain low as markets remain oversupplied yet 
global demand is subdued. The US sanctions on Iran which were lifted in January 2016 are 
expected to lead to a decline in oil prices in 2016. The World Bank expects average crude 
oil prices to decline to USD 37 per barrel in 2016, from USD 50.8 per barrel in 2015, 
before improving slightly to USD 48 per barrel in 2017.  The IMF also expects crude oil 
prices to take on a similar trend, averaging USD 41.97 per barrel and USD 48.21 per barrel 
in 2016 and 2017, respectively, from USD 50.92 per barrel in 2015. Food prices are also 
projected to remain relatively soft in 2016 and 2017. The World Bank projects prices for 
Tea, Arabica and Robusta coffees to remain soft at USD 2.79 per kilogram, USD 3.4 per 
kilogram and USD 1.8 per kilogram, respectively in 2017, relatively unchanged from 2016 
and down from USD 2.71 per kilogram, USD 3.53 per kilogram and USD 1.94 per 
kilogram, respectively recorded in 2015. Continued low commodity prices will negatively 
influence Uganda’s export earnings through 2016, but pose downside risks to domestic 
inflation. 
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6.2 Domestic Consumer Price Inflation 

 
6.2.1 Changes to the Consumer Price Index 
 
In line with international best practice, the Uganda Bureau of Statistics (UBoS) rebased the 
Consumer Price Index (CPI) from 2005/06 to 2009/10 reference period, to reflect changes 
in household consumption patterns and technological progress. As shown in Table 10, new 
items and centres were introduced and weights were changed. Kampala centre was divided 
into three baskets as opposed to two in the outgoing CPI, and Charcoal and Firewood were 
incorporated into Electricity, Fuel and Utilities (EFU), increasing the number of components 
in EFU to eight. The weight for Education dropped to 5.8 per cent from 14.7 per cent while 
that for transport rose  to 12.7 per cent from 7.2 per cent in the 2005/06 CPI.  
 
The rebasing led to core inflation being less volatile with a standard deviation of 1.3 
compared to 1.5 in the previous CPI. The difference between the consumer price inflation of 
the rebased CPI and 2005/06 reference period CPI is about +/-1 percentage points (PPs) on 
the 2005/06 CPI inflation.  
 
Table 10: Summary of Major Changes in the CPI Basket    

 
Source: Uganda Bureau of Statistics. 
 
6.2.2 Domestic Inflation Developments 
Annual headline inflation in December 2015 dropped to 8.4 per cent from 9.3 per cent, 
while annual core inflation increased to 7.6 per cent from 7.4 per cent over the same 
period. Annual headline and core inflation averaged 6.98 per cent and 6.8 per cent in H2-
2015. In the latter part of 2015, inflation has risen much faster, peaking in December 
2015, mainly due to the delayed impact of the sharp depreciation of the shilling.  
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Annual headline and core inflation however declined to 7.6 and 7.1 per cent in January 
2016 from 8.4 and 7.6 per cent, respectively in December 2015. The fall in annual inflation 
was mainly due to the decline in food crop prices. Annual food crops inflation decreased to 
12.3 per cent from 16 per cent over the same period. Monthly food crops inflation declined 
to -4.7 per cent in January 2016 from -2.2 in December 2015. The fall in core inflation 
was largely a result of the base effect in January 2015 and the effect of monetary policy 
tightening that had started to take effect. Supply side shocks continue to plague inflation, 
which have driven up food prices. Indeed, annual food crops inflation has averaged 13.8 
per cent during the four months to December 2015 compared to 0.2 per cent during the 
first four months of 2015.  
 
The impetus was also high for services and “other goods” category, due to the lagged impact 
of exchange rate depreciation, with marginal declines in January 2016. The “other goods” 
inflation rose from 3.5 per cent in January 2015 to 8.0 per cent in January 2016. Services 
inflation, which is indicative of domestic demand conditions in the economy, also remained 
relatively strong, averaging 5.9 per cent in the quarter to January 2016. Energy, Fuel and 
Utilities (EFU) inflation also rose to 6.8 per cent in January 2016 from 6.4 per cent in 
November 2015 and 2.7 per cent in January 2015.  Developments in domestic inflation are 
depicted in Figure 9.  
 
Figure 9: Annual Inflation Developments 

 
Source: Uganda Bureau of Statistics. 
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7 Economic Outlook and Risks 

 
7.1 Economic Outlook 

 
Economic growth projection has been revised downward to 5 per cent in FY 2015/16 from 
an earlier projection of 5.8 per cent. The downward revision was on account of the delayed 
kick-off of some public investment projects which were planned in FY 2015/16, tight 
domestic financial conditions due to the tight monetary policy stance, and persistent decline 
in commodity prices. Real GDP growth is however expected to strengthen gradually to 5.5 
per cent in FY 2016/17. While the key forces shaping the growth outlook are similar as in 
the December 2015 monetary policy report, the forecast for real GDP growth this time has 
been a little lower in the near-term.  
 
Sustained lower oil prices could further delay investments in Uganda’s oil and gas 
production. Likewise, in the non-oil commodity sector, lower prices are expected to lead to 
low exports receipts. Consequently, the weakness in exports and investment in the oil sector 
could be more pronounced and more persistent than previously anticipated. The impact of 
the delayed oil production on the public debt sustainability is expected to be significant in 
the sense that recent heavy public external debt increase was premised on oil revenues.  
 
At current levels, the shilling appears to be around its equilibrium levels. However, with the 
CAD expected to widen further in the face of continued weakness in commodity prices and 
higher import content of government investment projects, the financing of the deficit will 
also be more challenging. The lower exchange rate will help to switch demand to domestic 
sources of production as it pushes up import prices and improves the competitiveness of 
firms in the traded sector. But the magnitude and timing of these effects are, as always, 
uncertain. The same is true of the extent to which the exchange rate depreciation passes 
through to consumer prices; this could be slower or faster than historical 
relationships suggest. 
 
 

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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7.2 Inflation Outlook 
 
Headline and core inflation are expected to decline further in 2016 with occasional spikes 
to reflect weather and global factors. External sources of inflation are likely to remain 
subdued, in the short term, due to ample supply buffers in major commodity markets and 
weak global demand conditions. Global oil prices are expected to remain soft, averaging 
USD 41.9 per barrel. Global interest rates, proxied by Fed funds rate, are also expected to 
remain unchanged in the short run. 
 
Previous inflation forecasts had incorporated an expectation of higher food crop price 
inflation due to El Nino weather; but recent food crop price developments suggests a milder 
impact. It is expected that drought in the early months of 2016 could cause food crop prices 
to edge in the second half of 2016. However, both headline and core inflation is expected to 
hover around 5 per cent by Q1-2017 following the dissipation of temporary effects such as 
food crop prices and the exchange rate pass through. 
 
Headline inflation is forecast to peak at 8-10 per cent in Q3-2016 because of the 
deteriorating outlook of food crops prices. Core inflation is forecast to peak at 6-8 per cent 
in Q2-2016, flattening out in the second half of 2016 before declining to the BoU’s 
medium-term target of 5 per cent in mid-2017.  
 
7.3 Risks 

 
The balance of risks to global growth remains tilted to the downside. However, 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  a further  interest rate hike is effected by US FED, as 
well as increased 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 higher possibility, however, of global 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 to USD 
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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 
but 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 following an interest rate hike by the US FED in Dec-
2015 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 low global commodity prices are 
likely to lower export earnings and to worsen the trade deficit and the CAD, leading to 
exchange rate pressures. Volatility in the global financial markets is likely to trigger renewed 
instability in Uganda’s foreign exchange market in H2 FY 2015/16. 
 
 

8 Conclusion  
 
Growth prospects for FY 2015/16 have been revised downwards to 5.0 per cent on account 
of complex global environment and tight financial conditions. In addition, commodity 
prices have continued to suffer, adding an extra layer of uncertainty about export growth 
and oil sector investments. 
 
Since the previous meeting of the MPC in December 2015, the inflation outlook has 
improved, mainly due to exchange rate and food price developments. The slight 
depreciations of the exchange rate in January 2016 were in response to domestic and 
external developments, while the impact of the El Nino weather on food prices has been 
mild so far. However, the outlook is complicated by the uncertainty originating from the 
global economic environment. The increasingly divergent paths of monetary policy among 
the major advanced economies and volatility in financial markets could spill over into 
domestic market with sizeable movements in exchange rate. At the moment, the risks to the 
inflation outlook are assessed to be relatively balanced.  
 
Although inflation outlook has improved somewhat compared to the previous forecasts, 
reducing the CBR is likely to generate inflationary pressures in an environment already 
clouded by negative sentiments, uncertain fiscal environment and complex global 
environment. On the other hand, increasing the CBR could complicate the economy’s 
already weaker growth prospects. BoU therefore decided to hold neutral the tight monetary 
policy stance in order to hold back inflationary pressures and to ensure that the annual core 
inflation remained within the medium-term target of 5 per cent. The CBR was consequently 
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held at 17 per cent in February 2016, the same level as in the period from October 2015.  
The band on the CBR was maintained at +/-3 PPs and the margin on the rediscount rate at 4 
PPs on the CBR. The rediscount rate and the bank rate therefore remained unchanged at 21 
per cent and 22 per cent, respectively. 
 


