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Executive Summary 

1. Bank of Uganda (BoU) maintained the Central Bank Rate (CBR) at 6.5 percent in December 2021 

and kept the band on the CBR at +/-2 percentage points. The margin on the rediscount and bank 

rates were unchanged at 3 and 4 percentage points on the CBR, respectively. Consequently, the 

rediscount and bank rates remained at 9.5 percent and 10.5 percent, respectively. 

 

2. The interbank money market rates remained well-anchored around the CBR. The 7-day interbank 

weighted average rate rose slightly to 7.0 percent in the quarter ended November 2021 from 6.9 

percent in the quarter ended August 2021, reflecting relatively eased liquidity conditions in the 

interbank. During the quarter ended November 2021, commercial banks accessed Shs. 330 billion 

through the Standard Lending Facility (SLF). 

 

3. Yields on government securities for the 91-day and 182-day Treasury bills in the quarter to 

November 2021 fell to 6.8 percent and 8.6 percent, respectively, from 7.2 percent and 9.2 percent 

in the quarter to August 2021, partly reflecting the accommodative monetary policy stance. The 

average yield on the 364-day Treasury bill was unchanged at 10.1 percent in the quarter to 

November 2021.  

 

4. The average yields on the 2-year, 5-year, 10-year and 20-year Treasury bonds declined to 10.0 

percent, 13.00 percent, 13.50 percent, and 12.50 percent in the quarter to November 2021 from 

respective rates of 11.50 percent, 13.41 percent, 13.74 percent and 15.95 percent in the previous 

quarter. The yield on the 3-year and 20-year bonds rose to 13.10 percent and 15.50 percent in the 

quarter to November 2021, from an average of 11.39 and 14.09 in the quarter to August 2021.  

 

5. Commercial banks' interest rates rose in the quarter to October 2021 relative to July 2021, largely 

reflecting commercial banks' risk aversion following the end of the Credit Relief Measures and the 

adverse impact of pandemic-related restrictive measures. The weighted average lending rate on 

the shilling-denominated loans stood at 19.0 percent, higher than the average of 17.6 percent for 

the quarter to July 2021. 

 

6. Private Sector Credit (PSC) growth picked up in the quarter to October 2021, supported by an 

improvement in economic activity following the easing of lockdown measures. Year-on-year 

growth in PSC recovered to average 9.5 percent in the quarter under review, up from 7.9 percent 

in the quarter to July 2021.  
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7. Total Government revenue (including grants) in the first four months of FY 2021/22 amounted 

to Shs. 6,354.4 billion up from Shs. 6,404.1 billion in the same period of FY 2020/2, but still lower 

than the approved budget by Shs.853.4 billion. The economy realised grants that amounted to Shs. 

295.4 billion, Shs. 231.3 billion, lower than the approved budget of Shs. 526.7 billion. 

 

8. The country recorded an overall balance of payments surplus during the quarter to October 2021, 

leading to a US$ 242.6 million build up in reserve assets. The increase in reserve assets was 

attributed to the US$ 490.8 million Special Drawing Rights (SDR) allocation in August 2021, which 

more than compensated for the net drawdown in reserves observed during the review period. 

 

9. The Shilling depreciated in the quarter ending October 2021 by 0.3 percentage points on a 

quarterly basis but appreciated by 4.2 percent on an annual basis. This depreciation was on account 

of high demand from offshores fleeing to safer investments following the US Fed's continued 

tapering program to counter inflation. This prompted banks to cover their short dollar positions, 

increased inflows from NGOs, Export receipts, particularly coffee, forex bureau and the strong 

depreciation pressures witnessed in October 2021 dissipated in November 2021 and December 

2021. 

 

10. As a result of economic activity gradually normalising and anticipation of further opening up as 

more people are vaccinated, inflation expectations increased. Both headline and annual core 

inflation rose to 2.6 percent in November 2021 from 1.9 percent and 2.1 percent, respectively. 

The increase in inflation was mainly due to increased food crop and energy prices. 

 

11. The inflation outlook for the December 2021 forecast round is higher than in the previous round. 

Core and headline inflation are expected to average at 2.8 and 2.3 percent in 2021 and 3.7 and 4.6 

percent in 2022.  

 

12. Inflation might increase to higher levels than forecast due to higher global and domestic 

commodity prices, higher fiscal deficit, more depreciated exchange rate and higher services 

inflation. However, we could also register lower inflation numbers than anticipated due to weaker 

global and domestic growth arising from the omicron variant and its possible effects on 

economies.
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1. Global Developments 

1.1 Global Economic Activity 

The global economic recovery continued to strengthen despite the resurgent in virus infections and 

the emergence of the Omicron variant. The recovery in global activity continued to be supported by 

vaccine rollout and policy support. The Organisation for Economic Co-operation and Development 

(OECD) forecasts point to a pick-up in growth in the third quarter of 2021 in the Euro area and 

Turkey by 8.5 and 7.4 percent, respectively. Growth was, however, expected to decelerate in the US 

and China to 2.1 and 4.9 percent from 6.7 percent and 7.9 percent, respectively. The pick-up in growth 

remains uneven across countries due to differences in the extent of vaccination and policy support.  

The outlook for global growth is still faced with several challenges, including the emergence of new 

and deadlier variants that could undermine vaccination effectiveness and dampen growth prospects. 

Furthermore, the unequal access to vaccines and vaccine hesitancy could fuel the spread of Covid 19 

and suppress the desired output of the vaccination drive. Other challenges include the supply-demand 

mismatches amidst the uncertain path of the health system, social unrest, climate shocks, cyber-

attacks, and trade and technological wars. Inflation prospects remain unclear in both emerging market 

and developing and advanced economies. 

Overall, the recovery in global economic activity is expected to continue supported by widespread 

vaccination coverage as production and distribution increases coupled with ongoing policy measures. 

The resolution of supply disruptions could lead to a more substantial investment, and more near-term 

growth as sectors embrace automation and the transformation of workplaces as accelerated by the 

pandemic.  

1.2 Global Inflation and International Commodity Prices 

1.2.1  Global Inflation 

Global inflation remains elevated, raising concern in the Central banks of Advanced Economies (AEs) 

and Emerging Markets and Developing Economies (EMDEs) (Table 1). Rising inflation is mainly 

attributed to increased commodity prices, particularly for durable goods, amidst supply shortages and 

higher transportation costs. The rise in inflation can also be related to the 2020 base effects where 

prices had fallen drastically. Central banks are now raising interest rates to curb inflation; notably, in 

November 2021, key interest rates were raised by 150 basis points in Brazil, 100 basis points in Russia 

and 25 basis points in South Africa. However, India kept its interest rate unchanged.  
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Inflation is expected to moderate in 2022 as labour costs rise slowly and spare capacity declines; 

however, rising energy prices could lead to inflationary pressures, while the COVID-19 Omicron 

variant could affect supply, leading to further price increases. 

Table 1: Headline inflation  

 
Source: OECD  

1.2.2 International Commodity Prices 

International commodity prices continue to pick up, reflecting increased consumer demand as 

economies recover from the effects of lockdowns. Global prices of key commodities have increased 

(Figure 1), with WTI Crude oil averaging at US$ 78.3 per barrel, an increase of 9.7 percent in the 

quarter ending November 2021. However, EIA forecasts that crude oil prices will decline in 2022 due 

to lower demand amidst increased production. 

Non-energy prices remained relatively stable, increasing by 1.5 percent mainly due to agricultural 

prices. The agricultural prices rose by 1.3 percent in November 2021, with coffee prices rising by 18 

percent to US$ 5.3 per kilogram in the quarter ending November 2021. Metal prices had mixed results, 

falling by 6.1 percent month on month, while gold prices fell by 1 percent in the quarter ending 

November 2021 but rose by 2.5 percent month-on-month. Going forward, the overall international 

prices are expected to rise following a strong recovery in commodity demand, loose financial 

conditions, and supply-side and weather disruptions.  
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Figure 1: International commodity prices 

 
Source: World Bank  

1.3 Global Financial Markets 

Global financial market conditions are expected to tighten, particularly for emerging economies, as 

the USD strengthens (Figure 2) on higher bond yields (Figure 3). The Fed is expected to start tapering 

its Bond purchases, with initial purchases dropping from $120 billion to $105 billion per month. The 

strengthening of the USD has set off depreciation pressures in other advanced economies, with a 

possibility of capital flight in some EMs such as Turkey, Brazil and China. Advanced economies could 

also register higher interest rates driven by the desire to manage the high inflation beyond their target 

levels by faster tapering their asset purchase programs.  

Financial market sentiment remains fragile due to uncertainty about the impact of the Omicron 

variants on economies; Fitch downgrades of China's Evergrande group and Kaisa group due to non-

payment of offshore bond dues and the deterioration in fiscal and debt positions, especially among 

EMDEs, which could lead to downgrades of country ratings. 

The persistent inflationary pressures could prompt some central banks, particularly in Advanced 

Economies, to tighten monetary policy earlier than expected, disrupting financial markets, including 

tightening financial conditions for EMDEs amidst limited fiscal buffers.  
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Figure 2: Traded weighted US dollar Index       Figure 3: 10-year government bond yields           
  

                                                                                                     
Source: US Federal Reserve                                                                              Source: US Federal Reserve 

 

2. Domestic Developments 

2.1 Domestic Financial Markets 

2.1.1  Interbank Money Market 

Interbank money market rates remained well-anchored around the Central Bank Rate (CBR) in the 

quarter ended November 2021, as shown in Figure 4. The 7-day interbank weighted average rate rose 

slightly to 7.0 percent in the quarter ended November 2021 from 6.9 percent in the quarter ended 

August 2021, reflecting relatively eased liquidity conditions in the interbank. During the quarter ended 

November 2021, commercial banks accessed Shs. 330 billion through the Standard Lending Facility 

(SLF). 

 
 
 
 
 

A developed financial market can efficiently channel liquidity from institutions with 
surplus funds to those in deficits, provides effective price-discovery mechanism and help 
transmits monetary policy to the real economic activity and prices. A comprehensive 
assessment of the financial market is therefore vital for judging assessing the central bank’s 
actions and consequences of its actions.  
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Figure 4: Interbank interest rates and Central Bank Rate 

   
Source: Bank of Uganda  

2.1.2 Primary Market for Treasury Securities 

In the primary market, yields on government securities for the 91-day and 182-day Treasury bills in 

the quarter to November 2021 fell to 6.8 percent and 8.6 percent, respectively, from 7.2 percent and 

9.2 percent in the quarter to August 2021, partly reflecting the accommodative monetary policy stance. 

The average yields on the 364-day Treasury bills were unchanged at 10.1 percent in the quarter to 

November 2021.  The average yields on the 2-year and 10-year Treasury bonds declined to 10.0 

percent and 13.5 percent in the quarter to November 2021 from respective rates of 11.5 percent and 

13.7 percent in the previous quarter. The yield on the 3-year, 5-year, 15-year and 20-year bonds 

remained unchanged at an average of 11.4 percent, 13.5 percent, 14.1 percent and 16.0 percent during 

the quarter under review.  

2.1.3 Secondary Market for Treasury Securities 

The secondary market yield curve for the quarter to November 2021 shifted down on the short end 

of the curve. The average annualised 91-day 182-day and 364-day Treasury bill yields fell to 6.9 percent, 

8.7 percent, and 10.4 percent, respectively, in the quarter to November 2021, as shown in Figure 5. 

The annualised yields on the 2-year bond fell to 10.3 percent while those of the 3-year, 5-year, 10-year, 

15-year and 20-year bonds rose to average 11.8 percent, 13.1 percent, 14.1 percent, 14.5 percent and 

15.2 percent, respectively, in the quarter to November 2021.  
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Figure 5: Yields on the bills and bonds 

 
Source: Bank of Uganda 

2.1.4 Lending and deposit interest rates 

Commercial banks' interest rates rose in the quarter to October 2021 relative to July 2021, largely 

reflecting commercial banks' risk aversion following the end of the Credit Relief Measures and the 

adverse impact of pandemic-related restrictive measures. The weighted average lending rate on the 

shilling-denominated loans stood at 19.0 percent, higher than the average of 17.6 percent registered 

in the quarter to July 2021.  

On a monthly basis, the overall weighted average interest rate on Shilling denominated loans increased 

to 19.7 percent in October 2021 from 19.0 percent in September 2021. Interest rates rose for all 

sectors on a quarterly basis except for Building, Mortgage, Construction & Real-Estate, which fell by 

0.1 percent, as shown in Figure 6. 

Figure 6: Weighted average lending rates 

 
Source: Bank of Uganda 
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2.1.5 Private Sector Credit 

Private Sector Credit (PSC) growth picked momentum in the quarter to October 2021, partly driven 

by an improvement in economic activity following the easing of lockdown measures. Indeed, year-on-

year growth in PSC recovered to average 9.5 percent, up from 7.9 percent in the quarter to July 2021. 

Including loans disbursed by the Uganda Development Bank (UDB), PSC grew by an average of 10.3 

percent, on an annual basis, in the quarter to October 2021, up from 9.2 percent in the quarter to July 

2021. After adjusting for the exchange rate changes, year-on-year growth in PSC averaged 11.0 percent 

in the quarter to October 2021 compared to 9.7 percent in the quarter to July 2021 (Figure 7). Over 

the same period, growth in foreign currency-denominated loans improved to 4.1 percent compared 

to minus 0.1 percent in the previous quarter, while Shilling denominated loans grew on average by 12.0 

percent, up from 11.6 percent over the same period.  

The outlook is for a continued increase in PSC growth as the pandemic is contained and the economic 

recovery takes root. However, there are downside risks to the short-term outlook stemming largely 

from the expiry of the credit relief measures as well as the continued uncertainty due to the lingering 

effects of COVID-19 and its new variants on economic activity. 

Figure 7: Growth in private sector credit and currency composition 

 
  Source: Bank of Uganda 

Credit growth in the quarter to October 2021 was dominated by lending to the personal & household, 

manufacturing as well as the building & real estate sectors, which registered annual growth rates of 

18.4 percent, 16.9 percent and 9.7 percent, respectively, from 19.5 percent, 8.5 percent and 8.3 percent 

in the quarter to July 2021 (Figure 8). Together, these three sectors accounted for 51.9 percent of the 
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share of 17.5 percent of total outstanding credit in the quarter to October 2021, grew by a paltry 1.2 

percent annually, up from minus 0.6 percent, during the three months to July 2021. Lending to the 

business services sector continued on a downward trend. 

Figure 8: Bank credit (composition and annual growth, percent)   

 
Source: Bank of Uganda 

2.1.6 Demand and Supply of Credit 

Demand and supply of credit improved in the quarter to October 2021, reflecting improved economic 

activity following the continued easing of the lockdown. The value of loan applications, which is a 

proxy for credit demand, rose to Shs 4.9 trillion in the quarter to October 2021 from Shs 3.7 trillion 

in the quarter to July 2021. Similarly, the value of loan approvals, a proxy for credit supply, rose to 

Shs. 2.8 trillion in the quarter to October 2021 from Shs. 2.2 trillion in the quarter to July 2021. TThe 

number of loan applications and approvals has declined since July 2021 (Figure 9).   

Figure 9: Growth in application and approval of loans (percent) 

  
Source: Bank of Uganda 
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2.1.7 Asset quality 

Commercial banks' asset quality declined, with the share of Non-Performing Loans (NPLs) to total 

loans rising to 5.4 percent in September 2021 from 4.8 percent in June 2021, reflecting the adverse 

impact of pandemic related restrictive measures instituted to mitigate the spread of the virus. The 

share of NPLs to loans increased for all sectors except manufacturing and mining & quarrying, as 

shown in Table 2.  

Table 2: Non-performing loans by sector 

Source: Bank of Uganda 

2.1.8 Money Supply  

Growth in monetary aggregates was sluggish in the quarter to October 2021, partly reflecting the 

slowdown and gradual pick-up in economic recovery. The average annual increase in M3 stood at 7.0 

percent, down from 9.9 percent in the quarter to July 2021. Growth in Shilling denominated deposits 

was lower at 8.0 percent in the quarter to October 2021 relative to a previous growth rate of 13.1 

percent. Foreign denominated loans growth also declined to 3.8 percent from 4.5 percent over the 

same period. 

M2 growth fell to 8.3 percent in the quarter to October 2021 relative to 12.2 percent in the quarter to 

July 2021 the slight increase in currency in circulation was offset by declines in demand deposits and 

time & saving deposits. The average growth in demand deposits and time & savings deposits was 

lower at 9.8 percent and 6.7 percent, respectively, from 14.4 percent and 12.3 percent, while growth 

in currency in circulation was up slightly to 9.1 percent from 9.0 percent.  

The contribution of Net Domestic Assets (NDA) to growth in M3 declined in the three months to 

October 2021 relative to the previous quarter. NDA contributed 8.6 percentage points, lower than 

the 12.4 percentage points contribution registered in the quarter to July 2021. On the other hand, the 

contribution of Net Foreign Assets (NFA) to growth in M3 rose to minus 1.6 percentage points 

Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21

      AGRICULTURE 9.4 8.5 8.2 7.3 4.2 5.7

      MINING & QUARRYING 5.6 5.7 7.2 7.6 7.5 1.2

      MANUFACTURING 2.2 2.2 2.1 2.6 2.1 1.2

      TRADE & COMMERCE 8.9 7.6 8.7 8.0 6.7 6.7

      TRANSPORT & COMMUNICATION 2.1 2.1 1.2 3.0 2.3 4.5

      BUILDING, CONSTRUCTION & REAL ESTATE 6.5 4.7 4.9 5.7 6.2 7.9

      ELECTICITY  & WATER 21.6 17.9 18.2 17.1 16.5 17.0

      BUSINESS SERVICES 3.5 3.1 3.5 5.2 4.2 4.4

      COMMUNITY, SOCIAL AND OTHER SERVICES 2.1 1.2 1.3 1.3 2.3 2.7

      PERSONAL AND HOUSEHOLD LOANS 5.0 4.6 4.8 4.4 4.2 4.5

      OTHER ACTIVITIES 6.7 6.6 7.5 8.9 8.1 13.5

      STAFF LOANS

OVERALL NPL RATIO 6.0 5.1 5.3 5.4 4.8 5.4
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compared to a minus 2.5 percentage points contribution in the previous quarter. The contribution of 

Net Claims on Government (NCG) to growth in M3 declined in the quarter to October 2021 to 5.7 

percentage points from 11.5 percentage points, while that of PSC rose to 5.4 percentage points, up 

from 4.6 percentage points over the same period (Figure 10). 

Figure 10: Contributions to M3 growth  

Source: Bank of Uganda  

2.2  Domestic Economic Activity 

Economic activity has picked up since the easing of the lockdown in July 2021; however, the effects 

of the measures to contain the spread of the pandemic and the remaining restrictions are likely to 

weigh on growth for FY 2021/22. The leading indicators of economic activity show that the economic 

recovery is on course, albeit at a slower pace than previously observed. The Composite Index of 

Economic Activity (CIEA) continued its upward trend, growing on average by 0.8 percent month-on-

month in the three months to August 2021, down from a growth of 1.8 percent in the three months 

to May 2021, with the slowdown being observed across all sectors save for agriculture. On an annual 

basis, the CIEA grew by an average of 6.5 percent in the three months to August 2021, down from 

9.3 percent in the three months to May 2021. The IHS Markit Purchasing Managers' Index (PMI) also 

signalled this recovery in growth, rising above the 50 percent mark in September 2021 for the second 

month running, to 52.5 from 50.2 in the previous month. Business sentiment remained positive amid 

Although monetary policy lives under many guises, it ultimately boils down to adjusting 
the supply of money in the economy to achieve non-inflationary economic growth. It is 
generally agreed that in the long run, output is fixed and any changes in money supply 
only leads to increases in prices. Nonetheless, because prices and wages are sticky in the 
short run, changes in money supply affect investment and consumption of durable goods, 
which in turn affect aggregate demand and economic activity. 
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expectations of improvements in customer numbers and new order volumes. According to analysts, 

the PMI is expected to trend around 55.00 points in 2022 and 56.00 in 2023. (Figure 11). 
 
 
Figure 11: Composite Index of Economic Activity and Purchasing Managers Index 

  
Source: CIEA-BOU and PMI-IHS Markit 

 

2.3 Fiscal Policy and Developments 

  

2.3.1 Government Expenditure and Revenue 
 

Revenue shortfalls constrained fiscal operations for the first four months of the FY2021/22. Relative 

to the Uganda Revenue Authority (URA) target, total tax revenue underperformed by Shs. 690.3 

billion as shortfalls were registered in all tax heads except stamp duty. Direct domestic taxes, indirect 

domestic taxes, and international trade taxes underperformed by Shs. 23.4 billion, Shs. 389.0 billion 

and Shs. 154.7 billion, respectively (Table 3). Other domestic taxes, including corporate tax and rental 

income tax, registered shortfalls of Shs. 33.6 billion and Shs. 28.9 billion, respectively. Pay-as-you-

earn, however, recorded an impressive performance of Sh.76.4 billion above the target. 
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Fiscal policy is an important stabilization tool. In the short-term, counter-cyclical 
fiscal expansion can help support aggregate demand and economic activity during 
downturns, while fiscal contraction can help cool down an economy that is growing 
at an unsustainable pace and could face risks of overheating. Therefore, coordination 
of fiscal and monetary policies plays a crucial role in the overall macroeconomic 
management and attainment of sustainable economic growth.  
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Table 3: Revenue performance (July 2021 - October 2021, billion shillings)  
 URA Target     

Jul'21-Jun'22 
Cumulative 
Outturn   
Jul-Oct'21 

Cumulative 
Target       
Jul-Oct'21 

Jul-Oct'21 
Variation 
from Target 

Outturn 
vs Target 

Total Net Tax & Non-Tax Revenue        22,425.4       6,059.0       6,681.0          (622.0) 91% 

Net URA Tax Revenue (excluding refunds)        20,876.9       5,723.8       6,209.5          (485.8) 92% 

Gross Revenues        22,864.5       6,137.1       6,827.4          (690.3) 90% 

Direct Domestic Taxes          7,413.9       1,769.1       1,792.5            (23.4) 99% 

Indirect Domestic Taxes          5,689.5       1,466.0       1,855.1          (389.0) 79% 

o/w mobile money transfers            125.1            36.7            37.6              (0.9) 98% 

o/w Levy on mobile money withdrawals            112.4            49.5            42.8               6.7  116% 

Taxes on International Trade          8,140.5       2,532.3       2,687.0          (154.7) 94% 

o/w Petroleum duty          2,617.3          813.3          845.0            (31.7) 96% 

o/w Import duty          1,676.5          457.6          559.2          (101.6) 82% 

o/w Export levy              77.7              3.7            44.4            (40.7) 8% 

Stamp Duty and Embossing Fees              72.2            34.4            21.3             13.1  161% 

Non-Tax Revenue          1,548.4          335.2          471.5          (136.3) 71% 

Tax Refunds           (439.1)         (78.1)       (146.4)            68.3  53% 

Source: Uganda Revenue Authority 

Preliminary fiscal indicators show that government expenditure for the first four months of the 

FY2021/22 underperformed by Shs. 2,181.3 billion relative to the programmed expenditure, mainly 

due to underperformance in development expenditure (Table 4). Development expenditure 

underperformed by Shs. 2,707.2 billion due to slow absorption (procurement process) by some 

government projects while current expenditure was higher than programmed by Shs. 336.0 billion. 

The payment of arrears was Shs. 205.6 billion above target on account of the government's continuous 

effort to cushion its suppliers against the effects of the pandemic by clearing more arrears than 

budgeted. The developments in government revenue and expenditure resulted in a fiscal deficit of 

Shs. 3,699.1 billion, which was lower than the programmed deficit by Shs. 1,327.9 billion.   
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Table 4: Fiscal operations (billions Shilling) 

  Jul-Oct'20 Jul-Oct'21 Approved Budget  Variation 
Annual 
Change 

      Jul-Oct'21   (%) 

Revenue and Grants 6,404.1 6,354.4 7,207.8 -853.4 -0.8 

Revenue 5,579.8 6,059.0 6,681.0 -622.0 8.6 

Grants 824.3 295.4 526.7 -231.3 -64.2 

Expenditure and Lending 12,338.9 10,053.5 12,234.8 -2,181.3 -18.5 

Current expenditure 6,598.6 6,305.5 5,969.5 336.0 -4.4 

o/w Interest payments 1,454.3 1,517.7 1,511.2 6.5 4.4 

Domestic 1,018.5 1,140.0 1,166.2 -26.3 11.9 

External 435.8 617.6 344.9 272.7 41.7 

Development Expenditure 4,807.6 3,338.2 6,045.4 -2,707.2 -30.6 

Net lending/Repayments 554.4 10.7 26.5 -15.8 -98.1 

Domestic arrears repayment 378.3 399.0 193.4 205.7 5.5 

Primary Deficit -4,480.5 -2,181.4 -3,515.8 1,334.4 -51.3 

Deficit (excluding grants) -6,759.1 -3,994.5 -5,553.8 1,559.2 -40.9 

Deficit (including grants) -5,934.8 -3,699.1 -5,027.0 1,327.9 -37.7 

Financing (net) 5,934.8 3,699.1 5,027.0 -1,327.9 -37.7 

External Fianacig (net) 2,550.1 1,502.6 1,213.3 289.3 -41.1 

Domestic Financing (net) 2,463.2 912.0 3,813.7 -2,901.7 -63.0 

Errors and Ommisiions  921.5 1,284.5 0.0     

Source: Ministry of Finance Planning and Economic Development 

2.3.2 Public Debt Stock 

As shown in Table 5, provisional statistics on total public debt stock (in nominal terms) at end-

October 2021 stood at Shs. 72,569.5 billion, a 4.1 percent increase from June 2021 compared to a rise 

of 4.8 percent for the same period last year. The increase in debt between June 2021 and October 

2021 was largely due to Shs. 1,672.4 billion increase in domestic debt. However public external debt 

continued to maintain the dominant share of 62.6 percent of the total public debt. The provisional 

stock of public external debt as at the end of October 2021 stood at US$ 12,784.5 million, representing 

an increase of 2.7 percent from US$ 12,447.3 million in June 2021.   

Table 5:Total Public Debt Stock (Shs. Billion) 
Public Debt Indicator Jun’20 Oct’20 Jun’21 Prov 

Oct’21 
Change 
FY2019/20 (%) 

Change 
FY2020/21 (%) 

Total Gross Debt (Shs. Bn) 57,432.6 60,163.5 69,772.4 72,569.5 4.8 4.1 

External (Shs. Bn) 39184.5 39,553.8 44,271.3 45,446.0 0.9 2.7 

Domestic (Cost, Shs. Bn) 18,248.1 20,609.7 25,451.1 27,123.5 12.9 6.6 

External (US$, Mn) 10,504.8 10,574.6 12,447.3 12,784.5 0.7 2.7 

UShs/ US$ eop rate 3,730.1 3,740.5 3,556.7 3,554.8 0.3 -0.1 

Source: Bank of Uganda  
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2.4 Balance of Payments and Exchange Rate Developments 

2.4.1 Balance of Payments 

The country recorded an overall balance of payments surplus during the quarter to October 

2021(Figure 12), leading to a US$ 242.6 million build-up in reserve assets. The increase in reserve 

assets was attributed to a US$ 490.8 million Special Drawing Rights (SDR) allocation in August 2021, 

which more than compensated for the net drawdown in reserves observed during the review period.  

 

The current account deficit improved by 34.0 percent to US$ 764.7 million in the quarter to October 

2021, as a result of a quarter-on-quarter 28.5 percent and 26.5 percent shrinkage in both the trade and 

services deficits, respectively. Trade deficit contracted by 28.5 percent to US$ 688.8 million in the 

quarter to October 2021, down from US$ 962.9 million in the previous quarter, as both imports and 

exports contracted quarter-on-quarter. The import bill contracted by US$ 653.0 million, over and 

above the US$ 378.8 million decrease in export receipts.  

 

Merchandise export receipts decreased by 30.4 percent to US$ 866.5 million on account of a US$ 

356.2 million (100 percent) decrease in gold export earnings caused by the recently imposed levy on 

gold (5 percent on refined and 10 percent on unprocessed gold) exported out of the country. Revenue 

from the majority of export commodities also decreased during the reporting period. 

  

The import bill decreased by 29.6 percent to US$ 1,555.3 million in quarter one of 2021 due to lower 

private sector and government imports. Private sector imports for both investment and consumption 

decreased by US$ 485.5 million and US$ 60.8 million, respectively, signifying subdued domestic 

demand and a slowdown in economic activity. In the absence of gold imports, reduced for machinery 

& equipment, chemicals & related products, base metals & their products, plastics & associated 

products, textile & products, vegetable products & animal beverages imports were recorded. 

Government imports also decreased by US$ 108.6 million to US$61.8 million in the reporting quarter 

due to lower project imports. 

 

The services account deficit narrowed by US$ 102.0 million to US$ 283.6 million, as the decrease in 

net payments for services' transactions outpaced the increase in net receipts during the three months 

to October 2021. Net payments for transportation services decreased by US$ 105.2 million, while net 

A large current account (CA) deficit usually implies an external imbalance, which in a 
flexible exchange rate regime can be corrected by depreciation of the exchange rate. 
Persistent CA deficits may, however, require structural changes in the economy to enhance 
domestic productivity.  
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receipts from government services increased by US$ 21.8 million, both contributing to the improved 

services deficit, quarter-on-quarter.  

 

Whereas primary income deficit contracted by 21.4 percentage points to US$ 154.3 million during the 

first quarter of 2021, on account of a US$ 31.2 million decrease in interest payments on public external 

debt., the secondary income account recorded a surplus of US$ 363.8 million in the quarter to October 

2021, down by US$ 23.3 million, from a surplus of US$ 387.1 million in the previous quarter. This 

decrease was largely attributed to lower NGO inflows received during the quarter to October 2021. 

The capital account balance increased by US$ 26.2 million to US$ 50.6 million in the quarter to 

October 2021, relative to the previous quarter.   

 

The financial account surplus decreased by 28.0 percent to US$ 950.3 million in the quarter to October 

2021, on account of a US$ 404.4 million increase in net capital outflows through the other investment, 

specifically a 298.8 percent increase in currency and deposit assets. 

 

Figure 12: Balance of payments   

 
Source: Bank of Uganda 

 

The current account deficit is likely to deteriorate as the goods and services balances worsen in the 

short term. The trade deficit is also expected to widen, as import growth is anticipated in response to 

the opening-up of the economy and increased domestic demand during the festive season. However, 
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increased external demand in combination with the continued strong performance of coffee exports 

will partially moderate the trade deficit. The current account balance will likely be supported by 

increased remittance inflows associated with the festive season. FDI inflows are likely to remain 

subdued because of a gradual recovery in domestic economic activities and weak investor sentiments, 

indicating a slow recovery of global private capital flows to developing countries. Therefore, budget 

support and project aid disbursements will provide resources to finance the current account deficit. 

 

In the medium term, the current account deficit is likely to deteriorate further as petroleum exploration 

and production activities resume, particularly the pipeline's construction, resulting in higher import 

expenditure. However, the widening deficit may be moderated by increased travel services receipts in 

response to developments in the tourism sector. The trajectory of recovery of the tourism sector is 

contingent on the progress of the Covid-19 pandemic and the pace of vaccination. Private transfers 

or remittance inflows are likely to increase as economic activity picks up in advanced economies. 

Similarly, NGO inflows are likely to rise as donors provide grants to address the impact of Covid-19. 

 

The financial account surplus will widen on account of developments in the oil sector in preparation 

for the first production in FY2024/25, which are expected to boost investment prospects, thereby 

significantly strengthening FDI and related financial inflows. - Private borrowing of financial 

corporations and other entities are likely to increase as economic activities recovers. Similarly, foreign 

private-sector borrowings between unrelated entities are likely to increase once the economy is fully 

opened and economic activity picks up. On the downside, portfolio inflows are likely to decline as 

interest rates begin to rise in advanced and emerging market economies. Project aid and budget 

support disbursements are likely to remain strong as government continues with implementation of 

transport and energy infrastructure investments. 

2.4.2 Exchange Rate Developments 

In the quarter to November 2021, the Shilling depreciated by 0.3 percent quarter-on-quarter but 

appreciated by 4.2 percent on a year-on-year basis. The depreciation in October 2021 was mainly on 

account of high demand from offshores fleeing to safer investments following the US Fed's continued 

tapering program to counter inflation, which prompted banks to cover their short dollar positions. 

These depreciation pressures have since abated due to increased inflows from NGOs, coffee export 

receipts, forex bureaux and increased participation from offshores seeking to take advantage of the 

higher yields in Government Securities. The inflows in November 2021 were offset by demand from 

the oil, manufacturing, and telecoms sectors.  
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During the quarter to October 2021, the Real Effective Exchange Rate (REER) depreciated by 0.29 

percent year-on-year and by 0.03 percent quarter-on-quarter on account of the inflation differential. 

The exchange rate developments are presented in Figure 13. 

Figure 13: The real effective exchange rates 

Source: Bank of Uganda 

The currencies of the East African Community (EAC) member states depreciated against the US 

dollar on account of seasonal festivities save for the Tanzania Shilling, which appreciated by 0.2 

percentage points to an average rate of Tshs. 2,294.42 in the quarter to December 2021. The Kenya 

Shilling and Rwanda Franc depreciated to Kshs. 111.87 and RWF. 1,004.15 during the quarter from 

Kshs. 109.17 and RWF. 991.85 respectively in the quarter to September 2021. Figure 14 illustrates 

the trend in the regional currencies against the dollar in the previous quarters.  

Figure 14: Exchange rate changes in selected EAC countries 

Source: Bank of Uganda 
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2.5  Economic Activity and Inflation Outlook 

2.5.1 Economic Activity Outlook 

The outlook for Uganda's economy is highly uncertain and is highly conditional on the availability of 

vaccines, the potential emergence of vaccine-resistant virus strains and striking a balance between 

containment measures and economic recovery. On the upside, economic growth could strengthen 

further if the rollout of the vaccines becomes successful amidst increased external demand, higher 

external financing, increased foreign direct investment flows, and the finalisation of the oil pipeline 

agreement. On the downside, if protracted, existing partial lockdown measures may continue to weigh 

on the economic recovery. The output of the services sector, particularly transportation, education, 

accommodation, and tourism-related services, which had shown signs of recovery, will be severely 

affected, causing even a more uneven recovery. Moreover, slow execution of public investment 

projects and continued uncertainty about the timing of oil investments could dampen the growth 

outlook further, while an increased frequency of droughts/floods could undermine agricultural activity 

and further increase poverty in rural areas. In the medium term, the SOPs and other restrictive 

measures that remain in place will continue to weigh down on economic activity. 

2.5.2 Inflation Outlook and Risks 

Inflation continues to be benign and remains below the BOU target of 5 percent. The headline and 

core inflation averaged 2.2 percent and 2.9 percent, respectively, in the 12 months to November 2021 

(Figure 15). In November 2021, annual headline and core inflation both rose to 2.6 percent from 1.9 

percent and 2.1 percent, respectively, in October 2021. The increase in core inflation was mainly driven 

by the rise in prices of food and services inflation, particularly food and non-alcoholic beverages; 

transport; housing, water, electricity, and other fuels and restaurants & accommodation prices.  

Non-core inflation also rose mainly driven by a rise in food crops & related items inflation, 

particularly vegetables, tubers, cooking bananas and pulses and Electricity Fuels & Utilities (EFU), 

mainly driven by a rise in global oil prices.  

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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Figure 15: Domestic inflation 

 
Source: Uganda Bureau of Statistics 

The inflation outlook is higher in this forecast round than in the previous. Core inflation is expected 

to average at 2.8 percent in 2021 and 3.7 percent in 2022, while headline inflation is expected to average 

at 2.3 percent in 2021 and 4.6 percent in 2022 (Figure 16). Inflation could turn out to be higher than 

projected due to higher global and domestic commodity prices, higher fiscal deficit, higher services 

inflation, and a more depreciated exchange rate. However, lower than anticipated inflation could be 

registered due to weaker global and domestic growth arising from the omicron variant and its possible 

effects on economies.  

Figure 16: Baseline inflation forecast 

 

Source: Bank of Uganda 
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In the December 2021 baseline forecasts, the following underlying assumptions were made. Global 

growth remains strong but could be affected by fresh Covid-19 outbreaks due to new variants, fading 

fiscal stimuli, slower increase in commodity prices and monetary policy tightening. Global inflation is 

now nearing a 14-year high driven by global energy and food prices as well as supply chain disruptions. 

The Fed funds rate is expected to increase because of a higher inflation outlook.  

On the domestic scene, the real exchange rate is currently moderately overvalued and is expected to 

correct going forward, leading to a depreciation of the nominal exchange rate. The fiscal assumptions 

were changed to reflect the effects of the supplementary budget in FY 2021/22 and the planned 

gradual consolidation going forward. The current account deficit is also expected to deteriorate as 

imports increase due to the reopening of the economy and oil-related activities. However, the forecasts 

did not incorporate the effects of a possible lockdown to curb the spread of the omicron variant. 

The inflation outlook is subject to risks that the BOU assesses are tilted to the upside. A more 

depreciated exchange rate, higher food prices, higher fiscal deficit, higher services inflation, and higher 

global prices could put upward pressure on domestic inflation going forward. On the downside, lower 

domestic growth signalled by the CIEA and PMI indicators and weaker global growth as new variants 

of Covid-19 could weaken demand.   

Despite the upside risks, the alternative scenario forecasts show that inflation will not significantly 

deviate from the 5 percent target. For instance, if the exchange rate depreciates by 3 percent over the 

forecast horizon, headline inflation averages 0.9 percentage points and 1.2 percentage points higher 

than the baseline in 2022 and 2023, respectively. Core inflation averages 0.6 percentage points and 1.2 

percentage points higher than the baseline in 2021 and 2022, respectively (Figure 17). 

Figure 17:Alternative scenario with 3 percent depreciation of the exchange rate 

 

Source: Bank of Uganda  
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In the event of higher services inflation due to the reopening of the services sector and the education 

sector, headline inflation would, on average, by 0.5 percentage points higher than in the baseline 

scenario in 2022. Non-core inflation would be 0.6 percentage points higher than the baseline in 2022 

(Figure 18). 

Figure 18: Alternative scenario with higher global commodity prices 

 
Source: Bank of Uganda  

In the event of a higher fiscal deficit due to fiscal financing pressures that could push the fiscal debt 

to GDP ratio up by two (2) percentage points in the financial year 2021/22 and 2022/23 and one (1) 

percentage point in the outer years, headline inflation and core inflation would be 0.1 percentage 

points and 0.2 percentage points higher than the baseline, respectively in the financial year 2021/22 

and the financial year 2022/23 respectively. (Figure 19). 

 

Figure 19: Alternative scenario with higher fiscal deficit 

 

Bank of Uganda 
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3. Conclusion 

Economic activity is gradually normalising after the second Covid-19 wave, as evidenced by the leading 

indicators of economic activity for October and November 2021. Nevertheless, the resurgence of the 

Covid 19 variants has clouded the near-term outlook. The near to medium-term outlook remains 

contingent on the evolution of the pandemic globally and domestically, a recovery in global and 

domestic demand. Economic growth momentum is still expected to improve in the near term, 

supported by expansion in global demand, higher private sector expenditure, and continued policy 

support. In 2022, full reopening of the economy is expected to release pent-up domestic demand, 

which shall stimulate economic activity. However, new COVID-19 variants like Omicron cast 

uncertainty over the outlook. Annual headline inflation and annual core inflation each rose to 2.6 

percent in November 2021, from 1.9 percent and 2.1 percent in October 2021, respectively. The 

upturn has largely been driven by rapidly rising energy and food crop prices. The MPC assessed that 

the economy requires considerable monetary policy support because of excess capacity. 

Consequently, the Bank of Uganda decided to maintain the Central Bank Rate (CBR) at 6.5 percent 

in October 2021 and maintain the band on the CBR at +/-2 percentage points. The margin on the 

rediscount rate and bank rate were unchanged at 3 and 4 percentage points on the CBR, respectively. 

Consequently, the rediscount and bank rates remained at 9.5 percent and 10.5 percent, respectively. 


