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EXECUTIVE SUMMARY 
 

1. The MPC decided to keep the CBR unchanged at 6.5 percent in February 2022. The 6.5 percent 

is consistent with meeting the inflation target of 5 percent sustainably in the medium term while 

supporting the economic growth recovery. The band on the CBR is also maintained at +/-2 

percentage points on the CBR and the margins on the rediscount rate and bank rate have been 

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

rediscount rate and the bank rate have been maintained at 9.5 percent and 10.5 percent, 

respectively.  

 

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

the quarter ended January 2022. The 7-day interbank weighted average rate was 6.9 percent in the 

quarter ended January 2022, the same level registered in the quarter ended October 2021, reflecting 

stability in the money markets. Whereas yields on the T-bills showed mixed results, with 91-day, 

182-day and 364-day yields declining, remaining unchanged, and increasing, respectively, yields on 

T-bonds increased, in part reflecting the anticipated increase in domestic financing following the 

approval of the supplementary budget. Lending interest rates continued to edge up, rising to a 

weighted average of 19.3 percent in the quarter to January 2022 compared to 19.0 percent in the 

quarter to October 2021. The full opening of the economy and economic recovery could lead to 

a reduction in lending interest rates in the medium term, if domestic borrowing to finance fiscal 

deficits sticks to a declining trend.   

 

3. Private Sector Credit (PSC) growth lost momentum in the quarter to December 2021, due to the 

uncertainty over a pickup in economic activity, especially as the number of Omicron COVID-19 

infections were on the rise in November and December 2021 and the increase in Net Domestic 

Financing (NDF) requirements. Indeed, year-on-year growth in PSC fell to an average of 9.0 

percent, down from 9.7 percent in the quarter to September 2021.  

 

4. Revenue shortfalls constrained fiscal operations in the first half of FY 2021/22. Tax revenues 

underperformed by Shs. 695.5 billion compared to the Uganda Revenue Authority (URA) target, 

with shortfalls registered in all tax heads save for stamp duty. Preliminary estimates show that 

government expenditure for the first half of the financial year amounted to Shs. 14,539.3 billion, 

an underperformance of Shs. 2,662.6 billion compared to the programmed expenditure mainly 

due to a shortfall in development expenditure as the execution of some development projects 

delayed.  
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5. The ratio of total debt service to domestic revenue rose to 29.2 percent in the year ending 

December 2021 from 23.3 percent in the year ending December 2020, largely driven by domestic 

debt service. Domestic interest payments to domestic revenue rose from 13.0 percent in the year 

ending December 2020 to 16.6 percent in the year ending December 2021, reflecting fiscal 

pressures on the domestic revenue to finance domestic debt liabilities.  

 

6. Despite a slightly higher than expected arrears clearance and lower non-tax revenue (mostly linked 

to the lockdown), the FY2020/21 deficit was lower than expected, mainly because of a positive 

surprise in tax revenues on the back of strong efforts in tax administration, lower development 

expenditure, and postponed cash payment of some expenditure commitments from FY2020/21 

to FY2021/22. The lower fiscal deficit, together with the more appreciated exchange rate helped 

contain the public debt-to-GDP ratio at 49.1 percent, below the projection of 50.2 percent under 

the IMF-ECF-financial program.  

 

7. Fiscal consolidation is projected to remain on track. The fiscal deficit is projected at 7.5 percent 

of GDP in FY2021/22, about 1.1 percent of GDP higher than initial projected, but lower than 

the 9.1 percent in FY2020/21.  

 

8. The current account deficit as a percent of GDP narrowed to 8 percent in 2021 from 9 in 2020, 

largely reflecting the spectacular performance in the tourism sector, which enjoyed more relaxed 

COVID-19 mobility related restrictions. In addition, the global commodity super cycle spurred 

exports proceeds rendering support to the current account amidst strong imports performance. 

Loan disbursements to government, FDI and Portfolio inflows were the main source of financing 

for the deficit and provided more than enough resources leading to an overall balance of payments 

surplus. This surplus facilitated an accumulation of reserve assets amounting to US$ 497.1 million. 

The total stock of reserve was equivalent to 4.2 months of import cover compared to 4.0 months 

of import cover in 2020.  
 

9. In the quarter to January 2022, the Shilling appreciated by 0.1 percent quarter-on-quarter and by 

3.9 percent compared to the similar quarter of 2021. The appreciation was mainly on account of 

increases in inflows from NGOs, forex bureau, coffee export receipts and remittances despite 

demand from oil and manufacturing sectors. During the quarter to December 2021, the Real 

Effective Exchange Rate (REER) appreciated by 0.2 percent year-on-year but depreciated by 0.9 
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percent quarter-on-quarter on account of the quickly rising foreign inflation relative to the 

domestic one. The Ugandan shilling appreciated by 3.5 percent in 2021 (y-o-y), with gross external 

reserves, including the recent Special Drawing Rights (SDR) allocation, increasing to $4.4 billion 

(4.2 months of imports) in December 2021, despite BoU FX sales of $306 million in October that 

were partly offset by $140 million FX purchase in January 2022.  

 

10. The phased relaxation of COVID-related restrictions has resulted in a pick-up in economic 

activity. Economic growth in the three quarters to September 2021 was 6.6 percent and growth in 

2021 is estimated at 6.5-7.0 percent compared to a contraction of 1.5 percent in 2020. The leading 

indicators of economic activity show that the economic recovery is on course. On quarter-on-

quarter basis, the Composite Index of Economic Activity (CIEA) grew by 2.0 percent in the 

quarter to December 2021 from minus 0.5 percent in the quarter to September 2021. On annual 

basis the CIEA grew by 6.1 percent in the 2021 from a growth of 2.8 percent in 2020.  

 

11. In 2022, real GDP growth is expected to be 6.0 percent, driven by a rebound in domestic demand 

at the back of full reopening of the economy, private and public investments in the oil sector and 

the full recovery of the services sector. Risks to the growth outlook remain tilted to the downside, 

especially in short-term. On the domestic front, uncertainty about the evolution of the pandemic 

continues to cast a shadow on the economic recovery. New COVID-19 variants and a resurgence 

of lockdown measures would weigh on the outlook. Another important source of uncertainty for 

the outlook is the public investment and how this will be financed under the fiscal consolidation 

path, which is necessary to keep debt sustainable and avoid the risk of debt distress. The slow 

execution of public investment projects and further delays in oil investments could dampen the 

growth outlook. Moreover, the increasing frequency and intensity of climate shocks could 

undermine agricultural activity. Additionally, risks remain from the global economic slowdown, 

the prolonged supply chain bottlenecks, and geopolitical tensions. Furthermore, global inflationary 

pressures, which calls for a faster withdrawal of monetary accommodation, could result in a change 

in investor risk sentiment and the associated tighter domestic financial conditions, and this could 

stall the domestic economic recovery. On the upside, accelerated vaccine rollout, waning of the 

pandemic, and improved efficiency in the execution of public investments would help boost 

economic activity. In the medium term, the government's investment in infrastructure is expected 

to enhance productive capacity and, together with increased social spending and a recovery in 

tourism, bringing annual growth to above 7 percent.  
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12. The inflation outlook remains largely unchanged from that of the December 2021 MPC meeting. 

Indeed, core inflation is expected to average 3.9 percent in 2022 and 5.3 percent in 2023, while 

headline inflation is expected to average 4.5 percent in 2022 and 5.6 percent in 2023. There are 

considerable uncertainties surrounding this outlook. The most significant risk is the duration of 

disruptions to the global production chain and related stronger inflation pressures. If the upswing 

in global cost-push inflation pressures turns out to be larger or more persistent than currently 

expected, it could spill over into the domestic economy, especially so, if combined with a weaker 

shilling. If the exchange rate were to depreciate significantly, partly on account of higher demand 

for foreign currency and monetary policy tightening in advanced countries, this would increase 

the overall inflation pressures and foster a need for tightening monetary policy going forward. In 

addition, containment of the COVID-19 outbreaks and benign health-related developments could 

provide a strong boost to confidence and result in a greater domestic demand resulting in the 

economy recovering much stronger than currently being projected. On the downside, a faster 

resolution of global supply chain disruptions, lower international commodity prices, and good 

food crop harvest could cause inflation to remain subdued. Additionally, inflationary pressures 

could weaken in the event of a more protracted and damaging COVID-19 outbreak. 
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1. GLOBAL DEVELOPMENT AND OUTLOOK 

1.1 Global economic activity 

The pace of the global economic recovery is expected to slow down to 4.4 percent in 2022 from 5.9 

percent in 2021 amidst waning fiscal support in Advanced Economies (AEs), rising energy prices and 

slower China growth due to power outages as well as the turbulence in the real estate sector. In 

addition, the Omicron variant continued to cause disruptions in the global supply chains on account 

of various country mobility restrictions. The International Monetary Fund (IMF) in its January 2022 

update of the World Economic Outlook (WEO) downgraded growth projections by 0.5 percentage 

points largely reflecting expected slowdown in activity in the US and China (Table 1). The US growth 

forecast was downgraded by 1.2 percentage points, while China growth was downgraded by 0.8 

percentage points.  

Table 1: Global economic growth 

Year on Year 

  Estimate Projection 
Deviation from 
October 2021 

projection 
  2020 2021 2022 2023 2022 2023 

World Output  –3.1 5.9 4.4 3.8 –0.5 0.2 
Advanced Economies –4.5 5.0 3.9 2.6 –0.6 0.4 
    United States  –3.4 5.6 4.0 2.6 –1.2 0.4 
    Euro Area –6.4 5.2 3.9 2.5 –0.4 0.5 
    Japan –4.5 1.6 3.3 1.8   0.1 0.4 
    United Kingdom –9.4 7.2 4.7 2.3 –0.3 0.4 
Emerging Market & Developing Economies –2.0 6.5 4.8 4.7 –0.3 0.1 

China 2.3 8.1 4.8 5.2 –0.8 -0.1 
India  –7.3 9.0 9.0 7.1   0.5  0.5 
Russia –2.7 4.5 2.8 2.1 –0.1  0.1 
Brazil –3.9 4.7 0.3 1.6 -1.2 –0.4 

Sub-Saharan Africa  –1.7 4.0 3.7 4 –0.1 -0.1 
Nigeria –1.8 3.0 2.7 2.7   0.0   0.1 
South Africa –6.4 4.6 1.9 1.4 –0.3   0.0 

Source: IMF World Economic Outlook, January 2022 

The risks to the global growth outlook are largely tilted to the downside on account of expected further 

tightening of global monetary and financial conditions to stem the elevated global inflation, 

geopolitical tensions, particularly the Ukraine-Russia crisis as well as higher than anticipated slowdown 

of China’s growth. More persistent global supply chain disruptions could cause further increases 

commodity prices thereby exerting further strain on growth. The highly virulent Omicron variant, 

though mild, might give room for the emergence of new and deadlier variants that could undermine 

vaccination effectiveness and dampen growth prospects. 
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1.2 Global inflation and commodity prices 

1.2.1 Global inflation 

Global inflation has continued to rise reflecting persistent supply shortages amidst higher 

transportation costs, wage pressures as labour mismatches persist, and high energy and other 

commodity prices. Inflation has risen most in the US and could peak at an average 6.6 percent in the 

first quarter of 2022. It is also elevated in the UK and anticipated to peak at an average of 5 percent 

in the first quarter of 2022. Although estimated to have peaked in the last quarter of 2021 for the Euro 

Area, inflation will stay above the 2 percent target until the end of 2022. On the other hand, inflation 

remains low in both China and Japan (Figure 1). Overall, inflation is expected to average 3.9 percent 

in AEs and 5.9 percent in Emerging Markets and Developing Economies (EMDEs) in 2022.  

Figure 1: Headline inflation projections 

 
Source: OECD  

1.2.2 International commodity prices 

International commodity prices continued to rise in the quarter to January 2021, with energy and non-

energy prices rising by 7 percent and 4.5 percent quarter-on-quarter, from a respective 17.4 percent 

increase and 1.1 percent decrease in the quarter to October 2021. Relative to the same quarter a year 

before, with the exception of precious metals, global commodity prices remain elevated as shown in 

Figure 2.  

Energy, non-energy, and food prices were 85.4 percent, 21.7 percent, and 17.5 percent higher in the 

quarter to January 2022 relative to the level in the same quarter a year before. The large increase in 

Energy prices largely reflect a more than five folds year-on-year jump in natural gas prices especially 
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in Europe due to increases in demand as lockdowns were removed amidst reduced supply from 

renewable energy sources, geo-political tensions especially the brewing Russia-Ukraine crisis and two 

folds increase in coal prices at the back of a temporary closure of mines in china due to lunar year 

celebrations.  Brent Crude oil prices averaged US$ 80.2 per barrel, which was a 5.4 percent increase in 

the quarter under review, also reflecting geo-political tensions (Russia and UAE) and demand supply 

imbalances amidst reluctance of the OPEC+ to step in correct the imbalance. The WEO forecasts a 

12 percent rise in crude oil prices in 2022.  

The agricultural commodity prices rose by 4.4 percent in the quarter to January 2022, with coffee 

prices rising by 16.9 percent and cotton prices rising by 17.5 percent. Metal prices on the other hand, 

fell by 0.4 percent, while gold prices rose by 1.2 percent in the quarter under review.  

Figure 2: International commodity prices (y-o-y monthly percent change) 

 
Source: World Bank  

1.3  Global financial markets 

The global financial market conditions were volatile towards the end of 2021 on account of the high 

record of COVID-19 cases.  

Concerns for higher inflationary pressures in AEs and EMDEs prompted tighter monetary policy 

responses leading to higher bond yields for the 10-year treasury bonds in the US, UK, and Japan 

(Figure 3). The US Fed has continued to announce acceleration of the tapering program, with four 

possible rate hikes in 2022. Markets are expected to become tighter on account of the less 

accommodative monetary policies.  
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The strengthening of the USD has set off depreciation pressures in other advanced economies, with 

a possibility of capital flight in some EMDEs such as Turkey, Brazil, and China. Financial market 

sentiments are bound to cause capital flow reversals in EMDEs as well as currency depreciations due 

to the higher bond yields in AEs. The higher rates will make borrowing more expensive thereby 

straining public finances. For countries with high foreign currency debt, the tighter financial 

conditions, possible exchange rate depreciations and higher imported inflation could prove 

challenging for monetary and fiscal policy. 

Figure 3: Ten-year government bond yields 

 
Source: Thomson Refinitiv 
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2. DOMESTIC DEVELOPMENT AND OUTLOOK 

2.1 Domestic financial markets 

2.1.1 Interbank money market 

The interbank money market rates remained well anchored around the Central Bank Rate (CBR) in 

the quarter ended January 2022, as shown in Figure 4. The 7-day interbank rate, which is the BOU 

operational target averaged 6.9 percent in the quarter ended January 2022, the same level registered in 

the quarter ended October 2021, reflecting relative stability in the money market. In the quarter ended 

January 2022, commercial banks accessed Shs. 330 billion through the Standard Lending Facility. 

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, especially on the shorter-end of the market 

moderated, partly reflecting the accommodative monetary policy stance. The average yields on the 91-

day Treasury bills declined to 6.7 percent in the quarter to January 2022 from 7.0 percent in the 

previous quarter. Yields on the 182-day Treasury bill rates remained unchanged over the same period. 

   

   

   

   

    

    

    

                                                                        

                                               

A developed financial market can efficiently channel liquidity from institutions with surplus funds to those in deficits, 
provides effective price-discovery mechanism and helps transmit monetary policy to the real economy. A comprehensive 
assessment of the financial markets is therefore vital for judging the decisions and consequences of the central bank’s 
actions.  
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Conversely, average yields on the 364-day Treasury bills increased to 10.4 percent in the quarter to 

January 2022 from 9.9 percent in the previous quarter. 

The average yields on the 2-year, 3-year, 5-year, 10-year, 15 and 20-year Treasury bonds increased to 

11.0 percent, 12.6 percent, 14.4 percent, 14.0 percent, 14.9 percent, and 15.9 percent in the quarter to 

January 2022 from respective rates of 10.0 percent, 11.4 percent, 13.0 percent, 13.5 percent, 14.1 

percent, and 15.5 percent in the previous quarter.  

2.1.3 Secondary market for treasury securities 

The secondary market yield curve for the quarter to January 2022 slightly shifted upwards mirroring 

the primary market conditions. The increase is noticeable over the longer end of the curve. The 

average annualised 91-day Treasury bill yields, however, fell to 6.7 percent, while that of 364-day rose 

to 10.9 percent in the quarter to January 2022, as shown in Figure 5. Similarly, yields on the 2-year, 

3-year, 5-year, 15-year and 20-year bonds increased to average 10.8 percent, 12.8 percent, 13.9 percent, 

14.9 percent, and 15.6 percent, respectively. The 182-day treasury bill yield and that of the 10-year 

Bond were stable at 8.8 percent and 14.4 percent, respectively in the quarter under review.  

Figure 5: Secondary Market Yields on the T-bills and T-bonds 

 
Source: Bank of Uganda 

2.1.4 Lending and deposit interest rates 

Commercial banks’ interest lending rates rose in the quarter to December 2021 relative to the quarter 

ending September 2021 (Figure 6, a).  The weighted average lending rate on the shilling-denominated 

loans stood at 19.4 percent in the quarter under review, which was 150 basis points higher than the 
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previous quarter. The shoot-up in the lending rates was largely on account of increases of rates in the 

Agriculture and Building, construction, and Real Estate Sectors by 41 basis points and 23 basis points, 

respectively. These two sectors constitute about 33 percent of the total loans. Interest rates fell for the 

manufacturing, electricity and Water and Trade sectors as shown in Figure 6, b. 

Figure 6: Weighted average lending rates 

 
Source: Bank of Uganda 

 

2.1.5 Credit to the private sector 

Private Sector Credit (PSC) growth lost momentum in the quarter to December 2021, due to 

uncertainty over the rising spread of the Omicron COVID-19 variant infections in both November 

and December 2021. Year-on-year growth in PSC slowed down to an average of 9.0 percent from 9.7 

percent in the quarter to September 2021, largely driven by a deceleration in shilling loans (Figure 7). 

Including loans disbursed by the Uganda Development Bank (UDB), PSC grew by an average of 9.5 

percent, on an annual basis, in the quarter to December 2021, down from 10.5 percent in the quarter 

to September 2021. After adjusting for the exchange rate changes, year-on-year growth in PSC 

averaged 10.3 percent in the quarter to December 2021 compared to 11.1 percent in the quarter to 

September 2021.   

Since March 2021, the wedge between credit growth adjusted for valuation changes and the unadjusted 

credit growth has widened, reflecting the appreciation of the shilling against major foreign currencies, 

particularly the US dollar. Over the same period, growth in foreign currency-denominated loans 

improved to 4.2 percent compared to 4.1 percent in the previous quarter, while growth in shilling 

denominated loans fell to average of 11.2 percent from 12.3 per cent over the same period.  
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Going forward, PSC growth could rise as borrowers’ balance sheets improve due to the broadening 

and deepening economic recovery as the economy is fully reopened. However, the prospects for credit 

growth are subject to downside risks emanating from a possible scaling up of government domestic 

financing needs, which potentially crowd out private sector lending. 

Figure 7: Growth in private sector credit and currency decomposition (y-o-y, percent) 

 
Source: Bank of Uganda 

Credit growth in the quarter to December 2021 is gathering momentum in the Manufacturing, Real 

Estate, and Agriculture sectors, while the pace of growth is slowing in the Household, Trade, and 

other Business Services sectors as shown on (Figure 8).  

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

 
Source: Bank of Uganda 
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2.1.6 Demand and supply of credit 

Demand and supply of credit turned on an upward trajectory following a protracted decline as shown 

on Figure 9. The improvement in the quarter to December 2021 is reflective of improved confidence 

and economic activity following the gradual easing of lockdowns measures. The value of loan 

applications, which is a proxy for demand for credit rose to UGX 5.2 trillion in the quarter to 

December 2021 from UGX 4.5 trillion in the quarter to September 2021. Similarly, the value of loan 

approvals, a proxy for supply of credit rose to UGX 2.9 trillion in the quarter to December 2021 from 

Shs. 2.6 trillion in quarter to September 2021.   

Figure 9: Value in UGX billion and Number of loan applications 

 
Source: Bank of Uganda 
 

2.1.7 Asset quality 

Commercial banks’ asset q alit  as measured by the ratio of non-performing loans (NPLs) to gross 

loans improved in the quarter to December 2021 to 5.3 from 5.4 in the previous quarter. The ratio is 

however slightly higher than the pre-COVID-19 level, which could be an indicator that the Credit 

Relief Measures have so far helped. Although, the industry NPLs ratio is generally low, some sectors 

of the economy such as Mining, and Real Estate sectors exhibited increases in the NPLs ratios as 

shown in Table 2.  
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Table 2: Non-performing loans by sector 

Sector Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21 Dec-21 

Agriculture    8.82      9.75      9.36     8.47     8.22      7.29      4.16     5.71     5.50  

Mining & Quarrying    0.28      0.08      5.63     5.67     7.25      7.59      7.54     1.18     5.46  

Manufacturing    2.41      2.35      2.20     2.18     2.14      2.60      2.08     1.24     0.78  

Trade & Commerce    7.48      7.35      8.93     7.64     8.70      7.99      6.67     6.73     6.70  

Transport & Communication    2.90      2.07      2.07     2.07     1.23      2.98      2.25     4.54     3.14  

Building, Construction & Real Estate   4.51      4.41      6.51     4.72     4.86      5.73      6.24     7.90     8.83  

Electricity & Water    0.09    30.93    21.57    17.95    18.24    17.06    16.46    17.02    18.36  

Business Services    2.70      2.88      3.50     3.08     3.53      5.24      4.22     4.42     4.92  

Community, Social and Other Services    5.36      2.16      2.09     1.17     1.30      1.27      2.32     2.70     3.23  

Personal and Household Loans    2.80      3.99      4.95     4.63     4.81      4.36      4.22     4.45     3.20  

Other Activities    4.99      6.85      6.69     6.61     7.54      8.94      8.08    13.55    11.34  

Overall NPL Ratio    4.85     5.41     6.01     5.15     5.27     5.38     4.79     5.43     5.27  
Source: Bank of Uganda 

2.1.8 Money supply 

Growth in monetary aggregates was sluggish in the quarter to December 2021 and has been on a slow 

down since its most recent peak in May 2020. The average annual growth in M3 stood at 5.4 percent 

in the quarter ended December 2021 down from 7 percent in the quarter to September 2021 as all 

components of money supply on the liability side slowed down, but most especially the shilling 

denominated deposits (Figure 10, left Panel).  

On the asset side, the contribution of Net Claims on Government (NCG) to growth in M3 

dramatically declined in the quarter to December 2021 to 2.1 percentage points from 9.2 percentage 

points, while that of PSC declined to 5.1 percentage points, down from 5.6 percentage points over the 

same period. On the other hand, the contribution of Net Foreign Assets (NFA) to growth in M3 grew 

to 1.4 percentage points compared to a minus 2.7 percentage points contribution in the previous 

quarter. (Figure 10, panel b). 
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Figure 10: M3 growth and drivers (y-o-y percent) 

 
Source: Bank of Uganda  

 

2.2 Domestic economic activity 

Economic growth recovery is on track and the growth outlook is now stronger than earlier anticipated 

reflecting a broadening of economic growth as the economy fully reopens, solidifying investor and 

consumer optimism as signalled by high frequency indicators of economic activity, and supportive 

monetary and fiscal policies. The economy is estimated to have bounced back in 2021, growing in the 

range of 6.5-7.0 per cent, although it came after a 1.5 per cent contraction in 2020 as the pandemic 

forced parts of the economy to shut. Indeed, the high-frequency indicators of economic activity for 

October 2021 to January 2022 suggest that the economy was on a strong rebound. Domestic demand 

is making a strong comeback as COVID-19 related restrictions are eased, adding to the gains from 

robust external demand. Considering this recovery and signs that the effect of the Omicron outbreak 

on economic activity has been relatively small, the outlook for economic growth is more positive than 

earlier projected. In 2022, there could be a loss of growth momentum as global factors turn adverse, 

but real GDP is projected to grow by around 6 per cent as domestic demand recovery broadens. 

However, lower global growth, continued supply chain disruptions, and tighter global monetary and 

financing conditions could constrain external demand. In addition, the recovery might remain fragile 

and uneven across sectors. Over the medium term, government investment in infrastructure is 

expected to enhance productive capacity and coupled with increased social spending and a recovery 

in tourism, should bring annual growth above 7 per cent.  

In normal times, an economy often evolves around an underlying, but well-defined, equilibrium path. But it can deviate from its 

equilibrium path when hit by shocks. Although shocks are mostly transitory, the impacts induce quite persistent deviations from 

equilibrium path, often due to the presence of nominal and real rigidities in the economy. The role of monetary policy therefore 

is to help the economy move back to its equilibrium path. Thus, at any point in time, the observed level of economic activity 

relative to its potential plays crucial part in determining the stance monetary policy. 
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The Composite Index of Economic Activity (CIEA) posted a strong rebound in the quarter to 

December 2021, growing by 2.0 percent from minus 0.5 percent in the quarter to September 2021 as 

shown in Figure 11, left panel. In 2021, The CIEA indicates a growth of 6.1 percent in 2021, much 

higher than the 2.8 percent in 2020.1 The recovery in growth is mainly driven by improved 

performance in both the industry and services sectors which offset the decline in agriculture. The 

slowdown in the agriculture sector majorly reflects climatic changes. 

 Figure 11: Changes in GDP and components and CIEA (q-o-q, percent seasonally adjusted) 

 
Source: Bank of Uganda and UBOS  Source: Bank of Uganda  

Reflecting stronger performance in the manufacturing sub sector, industrial sector activity accelerated, 

growing at 1.3 percent in the quarter to December 2021 from a 0.6 percent growth in the quarter to 

September as shown in Figure 11, right panel. Services sector activity made a strong rebound 

expanding by 2.2 percent, reversing the 1.0 percent decline observed in the quarter to September 2021. 

Higher growth in the sector was mainly from wholesale & retail trade and financial services subsector. 

Agricultural activity declined by 2.1 percent in the quarter to December 2021, compared to plateaued 

growth in the quarter to September 2021.  

On the demand side of the economy, firming investor sentiments is a big driving force behind the 

actual and near term expected economic growth, and the conclusion of the Final Investment Decision 

(FID) is a major catalyst to strengthen this optimism further. Indeed, the IHS Markit Purchasing 

Managers' Index (PMI) rose to 54.9 in January 2022 as shown in Figure 12, left panel. This is the 

 
1 The CIEA strongly traces the dynamics of quarterly GDP produced by the Uganda Bureau of Statistics (UBOS) with a 

correlation coefficient of 0.75 for the period 2017 to date. 
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highest reading since May 2021 and a fifth month in row of business activity expansion at the back 

buoyant output and new order volumes.  

Similarly, the Bank of Uganda Business Tendence Index (BTI) shows increasing investor optimism 

with the January reading of 52.8 being the highest since May 2021. The rise in the index reflects 

improving business sentiments for both present and near-term expected business situation. These soft 

indicators are a positive sign for recovery of private investor demand. 

Figure 12: Indicators of economic activity (2019-2022)  

Source: HIS Markit Source: Bank of Uganda 

 

The growth outlook is more positive than earlier envisaged. The full reopening of the economy in 

January 2022 should spur a stronger rebound in services output, broadening and strengthening 

domestic demand. The conclusion of the FID is another a big factor underpinning the growth outlook. 

The FID is expected trigger Foreign Direct Investment (FDI) inflows amounting to about USD15 

billion in the next three years, in addition to facilitating speeding up of public investments in the oil 

sector. The growth projections now show that growth is in the range of 6 percent in 2022. The private 

and public investments works are expected to enhance the productive capacity of the economy to 

support the growth in the medium-term. Economic growth is therefore forecast to be above 7 percent 

in the medium term. Nonetheless, the balance of risks to this outlook is tilted to the downside. Most 

importantly, the global monetary conditions are tightening as only a few countries are not showing 

alarming inflation readings. The commodity super-cycle seems to have peaked and geopolitical risks 

especially between Russia and Ukraine are rising significantly. In addition, persistence of global supply 

chain disruptions, possible emergence of more perilous COVID-19 variants, unfavourable weather 

conditions, and possible worsening of domestic financial assets quality, especially with the expiry of 

credit relief measures also remain significant threats to the growth outlook. Risks to the growth 

outlook remain tilted to the downside. On the domestic front, uncertainty about the evolution of the 

pandemic continues to cast a shadow on the economic recovery. New COVID-19 variants and a 

resurgence of lockdown measures would weigh on the outlook. Another important source of 
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uncertainty for the outlook is the public investment and how this will be financed under the fiscal 

consolidation path, which is necessary to keep debt sustainable and avoid the risk of debt distress. The 

slow execution of public investment projects and further delays in oil investments could dampen the 

growth outlook. Moreover, the increasing frequency and intensity of climate shocks could undermine 

agricultural activity. Additionally, risks remain from the global economic slowdown, the prolonged 

supply chain bottlenecks, and geopolitical tensions. Furthermore, global inflationary pressures, which 

calls for a faster withdrawal of monetary accommodation, could result in a change in investor risk 

sentiment and the associated tighter domestic financial conditions, and this could stall the domestic 

economic recovery. On the upside, accelerated vaccine rollout, waning of the pandemic, and improved 

efficiency in the execution of public investments would help boost economic activity.  

 

2.3 Fiscal operations 

2.3.1 Expenditure and revenue 

Revenue shortfalls constrained fiscal operations in the first half of FY 2021/22. Total tax revenue 

underperformed by Shs. 695.5 billion relative to the target. Direct domestic taxes, indirect domestic 

taxes, and international trade taxes underperformed by Shs. 273.7 billion, Shs. 487.2 billion and Shs. 

26.3 billion, respectively (Table 3). 
 
Table 3: Revenue performance (billion shilling)  

  
URA Target     
Jul'21-Jun'22 

Cumulative 
Outturn 
Jul-Dec'21 

Cumulative 
Target 
Jul-Dec'21 

Jul-Dec'21 Variation 
from Target 

Outturn 
vs Target 

Total Net Tax & Non-Tax Revenue 22,425.4 10,213.0 11,093.2 -880.2 92% 

Net URA Tax Revenue (excluding refunds) 20,876.9 9,660.7 10,356.2 -695.5 93% 

Gross Revenues 22,864.5 10,353.5 11,312.7 -959.2 92% 

Direct Domestic Taxes 7,413.9 3,376.7 3,650.4 -273.7 93% 

Indirect Domestic Taxes 5,689.5 2,296.4 2,783.6 -487.2 82% 

o/w mobile money transfers 125.1 54.3 57.9 -3.6 94% 

o/w Levy on mobile money withdrawals 112.4 76.4 64.4 12.0 119% 

Taxes on International Trade 8,140.5 4,076.2 4,102.5 -26.3 99% 

Stamp Duty and Embossing Fees 72.2 51.9 39.3 12.6 132% 

Non-Tax Revenue 1,548.4 552.3 737.0 -184.7 75% 

Tax Refunds -439.1 -140.5 -219.6 79.1 64% 

Source: Uganda Revenue Authority 

Fiscal policy is an important stabilization tool. In the short-term, counter-cyclical fiscal expansion can help support 
aggregate demand and economic activity, while fiscal contraction can help cool down an overheating economy. 
Therefore, coordination of fiscal and monetary policies is crucial for the overall macroeconomic management and the 
attainment of sustainable economic growth.  
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Total Government revenue, including grants amounted to Shs. 10,583.1 billion, which was 5.1 percent 

lower compared to the same period of the previous financial year and 11.7 percent lower than the 

target. Despite tax revenue being 3.1 percent higher than was recorded in the previous year, it was still 

Shs. 880.2 lower than target. Grants amounting to Shs. 370.1 billion were much lower than anticipated 

(Table 2).  

Table 4: Fiscal operations (billion shilling) 

  
Jul-

Dec'20 
Jul-

Dec'21 
Approved 

Budget  Variation 
Annual 
Change 

      Jul-Dec'21   (%) 
Revenue and Grants 11,155.3 10,583.1 11,984.9 -1,401.8 -5.1 

Revenue 9,904.6 10,213.0 11,093.2 -880.2 3.1 
Grants 1,250.7 370.1 897.1 -527.0 -70.4 

Expenditure and Lending 17,797.4 14,539.3 17,201.9 -2,662.6 -18.3 
Current expenditure 9,287.6 9,272.8 8,595.0 677.8 -0.2 

o/w Interest payments 1,864.8 2,119.0 2,119.0 0.0 13.6 
Domestic 1,352.4 1,677.5 1,677.5 0.0 24.0 
External 512.4 441.5 441.5 0.0 -13.8 

Development Expenditure 7,293.0 4,747.9 8,277.3 -3,529.4 -34.9 
Net lending/Repayments 617.8 85.7 60.6 25.1 -86.1 

Domestic arrears repayment 599.0 432.9 269.0 163.9 -27.7 
Primary Deficit -4,777.3 -1,837.2 -3,098.0 1,260.8 -61.5 
Deficit (excluding grants) -7,892.8 -4,326.3 -6,108.7 1,782.4 -45.2 
Deficit (including grants) -6,642.1 -3,956.2 -5,216.9 1,260.7 -40.4 
Financing (net) 6,642.1 3,956.2 5,216.9 -1,260.7 -40.4 

External Financing (net) 3,559.6 2,408.4 2,477.3 -68.9 -32.3 
Domestic Financing (net) 2,811.5 712.6 2,739.7 -2,027.1 -74.7 

Errors and Omissions  271.0 835.2 0.0     

Source: Ministry of Finance Planning and Economic Development 

Government expenditure for the first half of the financial year amounted to Shs. 14,539.3 billion, an 

underperformance of Shs. 2,662.6 billion compared to the target mainly due to a shortfall in 

development expenditure. Indeed, development expenditure underperformed by Shs. 3,529.4 billion. 

Current expenditure and domestic arrears repayments were Shs.677.8 billion and Shs. 163.9 billion 

above budget, respectively due to increased social spending in preparation for the school reopening, 

health to mitigate the spread of the pandemic, security spending to contain terrorists’ attacks on 

Kampala, and arrears payments to suppliers. The fiscal operations during the period resulted in a 

primary fiscal deficit of Shs. 1,837.2 billion, largely financed by external financing. 

2.3.2 Public debt stock 

Total public debt stock (in nominal terms) at the end of December 2021 stood at Shs. 73,656.0 billion, 

a 5.6 percent increase from June 2021 compared to a rise of 14.5 percent registered in the same period 

last year (Table 5). The increase was mainly because of a 9.1 percent increase in the public domestic 

debt even though external debt continued to account for the lion’s share (62.3 percent) of the total 

public debt. In dollar terms, the stock of public external debt as at the end of December 2021 stood 
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at US$ 12,945.1 million, which was a 4.0 percent increase from its June 2021 levels but still lower than 

the 11.6 percent increase recorded over the same period in 2020. 

Table 5:Total Public Debt Stock (Shs. Billion) 

Public Debt Indicator 

Jun'20 Dec'20 Jun'21 Prov 
Dec'21 

Change  
Jun 20-
Dec 20  
(%) 

Change 
Jun 21-
Dec 21 
(%) 

Total Gross Debt (Shs. Bn)   57,432.6   65,772.1   69,722.4     73,656.0  14.5 5.6 
External (Shs. Bn)   39,184.5    42,806.2    44,271.3     45,882.6  9.2 3.6 
Domestic (Cost, Shs. Bn)   18,248.1    22,965.9    25,451.1     27,773.4  25.9 9.1 

External (US$, Mn)   10,504.8    11,727.5    12,447.3     12,946.1  11.6 4.0 
Ushs/ US$ eop rate      3,730.1      3,650.1      3,556.7        3,544.4  -2.1 -0.3 

Source: Bank of Uganda  

 

2.4 Balance of payments and exchange rates 

2.4.1 Balance of payments 

 In 2021, the current account deficit narrowed due to a significant contraction in the services deficit 

following a sizable increase in the travel services receipts as the mobility restrictions that were 

instituted to contain the spread of COVID-19 were relaxed. Travel receipts increased by 42.8 percent 

in 2021, reversing a 45 percent decline recorded in the previous year. In addition, there was a notable 

growth in export receipts following the global commodities price super cycle and a stronger global 

economy which boosted external demand.  The goods exports grew by 31.8 percent, much faster than 

the 21.8 percent growth for imports of goods. Coffee exports receipts increased by 39.5 percent in 

2021. As such the current account deficit as a percent of GDP improved by 1 percentage point to 8 

percent in 2021 (Figure 13). 

The deficit on the current account combined with the surplus on the capital account resulted is a net 

borrowing of US$ 3,295.9 million from the rest of the world, largely financed by loan disbursements 

to the government (US$1,472.4), FDI inflows (US$1,101.3) and portfolio inflows (US$ 447.1). The 

financial inflows were more than sufficient to offset the deficit on the current account resulting in an 

overall balance of payments surplus and US$ 497.1 million accumulation of reserves. The stock of 

reserves stands at 4.2 months of import cover at end 2021 higher than the 4.0 months as at end 2020. 

 

 

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 and expenditure reduction measures. Persistent CA deficits may, 
however, require structural changes in the economy to enhance domestic productivity relative to the rest of the world.  
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Figure 13: Balance of payments   

 
Source: Bank of Uganda 

However, considering quarterly developments, the current account deficit deteriorated by 10.3 percent 

to US$838.2 million in the quarter to December 2021 reflecting an 18.9 percent bulge in the trade 

deficit.  In addition, the services deficit widened by 16.8 percent, reflecting a sizeable increase in 

payments for transportation services at the back of the rising merchandize imports.  

The widening trade deficit reflects the strong rebound in economic activity, which spurred a strong 

growth in private sector imports. Imports’ expenditure grew by 11.6 percent to US$ 1,725.1 million 

with both oil and non-oil imports increasing significantly. Oil imports rose by 33.2 percent while the 

non-oil grew by 11.6 percent during the quarter. Merchandise export receipts increased by 6.1 percent 

to US$ 938.7 million supported by good performance of the non-coffee commodities, including 

tobacco, tea, and fish. Despite the rise in coffee prices during the quarter, proceeds from coffee 

declined on account of lower volumes exported due to seasonal factors.  

The current account was nonetheless supported by the secondary income surplus, which increased by 

23.9 percent to US$403.2 million during the reporting quarter. Inflows to NGOs which grew by 51.2 

percent was the main driver of the growth in secondary income.  The primary income deficit was 

relatively stable at US$ 172.5 million during the period (Figure 14).  
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Figure 14: Decomposition of the current account, 2020Q4  to 2020Q4 

 

Source: Bank of Uganda 

The financial account contracted by 68.6 percent to US$387.7 million.  anks’ net  e osits placements 

abroad amounted to US$ 405.3 million from a net withdrawal of US$ 120.9 million in the quarter to 

September 2021. In addition, portfolio investment recorded a net outflow of US$ 46.3 million 

compared to a net inflow of US$ 135.2 million in the previous quarter. As a result, the balance of 

payment was in an overall deficit of US$ 41.8 million, which was financed by drawdown on reserve 

assets.  

In the short term, the current account deficit is expected to narrow on account of the widening of the 

secondary income surplus as high budget support inflows are received in the country in support of 

the post-pandemic economic recovery. The services deficit is expected to narrow as travel receipts 

pick-up due to the increased vaccination which will boost to rists’ con i ence.  owe er  the tra e 

deficit will widen as import growth continues to outpace exports. The financial account surplus is 

expected to widen due to a recovery in FDI inflows into the oil sector, , continued loan and budget 

support disbursements to support public sector projects. On the other hand, net portfolio outflows 

may be recorded as interest rates in AEs rise. These developments are expected to result in an overall 

BOP deficit leading to slight decline in foreign currency reserves to US$ 4,168.3 million or 4.0 months 

of import cover. 

In the medium term, the current account deficit is projected at 8 percent of GDP in FY 2022/23, 

narrowing to 7 percent and 5 percent in FY 2024/25 and FY 2025/26, respectively.  The trade deficit 

is expected to widen in the early years reflecting oil sector related imports. Uganda’s withdrawal from 

the International Co  ee  greement  IC   co l  a  ersel  a  ect im orters’ sentiments. However, 

Uganda Coffee Development authority (UCDA) maintains that Ugan a’s co  ee earnings will not be 
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affected. The financial account surplus is anticipated to widen over the financial years due to strong 

inflows of FDI to the oil sector following the successful conclusion of the FID. 

2.4.2 Exchange rates 

In the quarter to January 2022, the Shilling stayed on an appreciation path observed since the 

beginning of 2019.  The unit appreciated 0.1 percent quarter-on-quarter and by 3.9 percent compared 

to the same quarter of 2021. The appreciation was mainly on account of increases in inflows from 

NGOs, forex bureau, coffee export receipts and remittances despite the notable demand from oil and 

manufacturing sectors.  

During the quarter to December 2021, the Real Effective Exchange Rate (REER) appreciated by 0.2 

percent year-on-year, interrupting the correction that had started in the second quarter of 2021 at the 

back of a combination of wanning nominal appreciation and a rise in inflation differential. The real 

effective exchange rate depreciated by 0.9 percent quarter-on-quarter during the same quarter due to 

a combination of both nominal depreciation and positive inflation differential. The real depreciation 

could be temporary, or insufficient to reverse the observed trend (Figure 15) if the current nominal 

appreciation continues, and/or if accompanied by a more pronounced slowdown in foreign inflation. 

If the unit persist on the appreciation path in real terms, it will harm Ugan a’s e ternal sector 

competitiveness going forward leading to persistent large current account deficit. 

Figure 15: The real effective exchange rate drivers (y-oy, percent) 

 
Source: Bank of Uganda 

In comparison to the other East African Community (EAC) member states’ c rrencies  the Kenya 

Shilling and Rwanda Franc stayed on the depreciation path, weakening by 2.6 percent and 3.9 percent, 

respectively against the US dollar in the quarter to January 2022.  On the other hand, the Tanzania 
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Shilling has been relatively stable over the years and only appreciated by 0.1 in the quarter to the 

quarter under review. Figure 16 illustrates year-on-year changes in the regional currencies against the 

US dollar. 

Figure 16: Exchange rate changes in selected EAC countries (y-o-y, percent) 

 
Source: Bank of Uganda 

2.5 Inflation and outlook 

Inflation remains benign and within the BOU target of 5 percent. Indeed, annual headline and core 

inflation was 2.1 percent and 2.7 percent, respectively, in 2021. At the back of the low inflation, lies 

low aggregate demand occasioned by the lockdowns, exchange rate appreciation, which sufficiently 

counteracted the cost push factors related to global and domestic supply side disruptions and elevated 

global commodity prices. In January 2022, both annual headline and core inflation declined to 2.7 

percent and 2.3 percent, respectively, from 2.9 percent in December 2021 (Figure 17). The decline in 

core inflation was mainly driven by a fall in transport costs following the reopening of the economy 

and consequent lifting of capacity restrictions to enforce social distancing in transport carriers. This 

saw transport fares significantly decline and overshadow the impact of recent increases in fuel pump 

prices on the headline consumer price inflation.  

Conversely, non-core inflation rose to 5.0 percent in January 2022, from 3.0 percent in December 

2021 reflecting the rise in food crops & related items and Electricity Fuels and Utilities (EFU). The 

EFU was mostly driven by the drastic rise in the pump prices of especially petrol on account of supply 

constraints.  

Domestic inflation is driven by both domestic and external economic factors. A careful assessment of the evolution and 
outlook of domestic relative to the target plays a significant part in determining the stance of monetary policy. 
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Figure 17: Domestic inflation 

Source: Uganda Bureau of Statistics 

 

The outlook for inflation remains largely unchanged from that of the December 2021 MPC meeting. 

Indeed, core inflation is expected to average 3.9 percent in 2022 and 5.3 percent in 2023, while headline 

inflation is expected to average at 4.5 percent in 2022 and 5.6 percent in 2023 (Figure 18). The gradual 

acceleration in consumer prices reflects the recovery of the aggregate demand and in the near term, 

higher energy and food prices are support levers to lift up inflation. 

Figure 18: Baseline inflation forecast 

Source: Bank of Uganda 

Underlying the baseline forecast are the following external and domestic assumptions. Global growth 

although is anticipated to slow down, will remain robust as economies gradually recover from the 

COVID-19 pandemic supported by an increased vaccination uptake and consequent removal of 

restrictions. Global inflation is now nearing a 14-year high driven by energy prices and supply 

constraints and could filter through domestic prices. Indeed, oil prices have climbed to an 8-year high 

due to significantly rising geo-political tensions in the United Arab Emirates (UAE) and between 

Russia and Ukraine and persistent demand-supply imbalances. Therefore, the crude oil price is now 
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expected to stay above USD 80/barrel in the first half of 2022, driven by a reluctance by OPEC+ to 

increase production. As supply conditions improve, international food prices are expected to decline 

following sharp increases in 2021. As many countries are showing alarming actual and expected 

inflation readings most especially the US, the foreign interest rate is now higher, and therefore factors 

in four expected hikes of the feds funds rate in 2022, bringing it to between 1.00 and 1.25 percent by 

the end of the year.  

On the domestic scene, the outlook for economic growth is more positive than earlier projected given 

the strong demand registered over the last two quarters and signs that the effect of the Omicron 

variant on economic activity has been relatively small. The baseline forecast also considered the impact 

of the supplementary budget in FY 2021/22 and gradual consolidation going forward. The fact that 

the current account deficit as import growth continues to outpace export growth due to a pick-up in 

domestic demand following the full reopening of the economy, we factor in a weaker shilling in the 

near term.  

There are considerable uncertainties surrounding this outlook. Inflation could increase to levels higher 

than forecast due to higher global commodity prices, higher fiscal deficit, more depreciated exchange 

rate and higher services inflation. However, much slower global growth, a faster resolution of global 

supply chain disruptions and thus lower global commodity prices, and good food crop harvest could 

cause inflation to remain subdued. Additionally, inflationary pressures could weaken in the event of 

an emergence of dangerous COVID-19 variants. BOU assesses that the risks are tilted to the upside. 

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

deviate from the 5 percent target. In first scenario, we assume oil and food prices are higher than 

assumed in the baseline driven by a higher increase in domestic pump prices due to supply chain 

constraints, higher crude oil prices caused by geopolitical tensions and poor harvests due to adverse 

weather conditions. Implementation of these assumption implies that headline inflation averages 0.6 

percentage points and 1.1 percentage points higher than the baseline in the first two quarters of 2022 

(Figure 19).  
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Figure 19: Alternative scenario with higher commodity prices 

Source: Bank of Uganda  

In the event of higher services inflation than assumed in the baseline scenario due to increased demand 

from the education sector, headline and core inflation would be on average 0.5 percentage points and 

0.2 percentage points higher than in the baseline scenario in 2022 and 2023 (Figure 19). 

Figure 20: Alternative scenario with services inflation 

Source: Bank of Uganda  

 

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

in percent GDP up by two percentage points in the financial year 2021/22 and 2022/23 and one 

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 21). 
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Figure 21: Alternative scenario with higher fiscal deficit 

Source: Bank of Uganda 
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3 MONETARY POLICY DECISION 

The domestic economy is steadily recovering and estimated to have grown by about 6.5-7.0 percent 

in 2021 following a 1.5 percent contraction in 2020 as the COVID-19 pandemic led to shutdowns of 

some parts of the economy. In 2022, the growth momentum could slow down as global factors turn 

adverse; therefore, real GDP growth is projected at 6.0 percent. However, the recovery remains fragile 

and uneven across sectors. In the medium term, the government's investment in infrastructure and 

the oil related private sector investments are expected to enhance the productive capacity and, together 

with increased social spending and a recovery in tourism, could bring growth to above 7 percent.  

The risks to the growth outlook remain tilted to the downside. On the domestic front, the economic 

recovery could be hampered by a resurgence of the pandemic and new COVID-19 variants. There is 

also uncertainty surrounding the public investment and how this will be financed under the fiscal 

consolidation path, which is required to keep the country's debt at sustainable path. The growth 

outlook could also be dampened by the slow execution of public investment projects, further delays 

in oil investments, and the effect of climate shocks on agricultural activity. On the global front, a faster 

global economic slowdown, prolonged supply chain disruptions and geopolitical tensions pose a 

significant downside risk to Uganda's growth. Furthermore, elevated global inflationary pressures, 

which would necessitate a faster withdrawal of monetary accommodation, could stall the domestic 

economic recovery if they necessitate faster tightening of domestic monetary policy. However, there 

are some upside risks to the growth outlook arising from accelerated vaccine rollout, waning of the 

pandemic, which would help boost economic activity. As war continues in Ukraine, energy and food 

markets face elevated shocks, creating fresh uncertainty. This is further complicated by the possibility 

of the monetary policy tightening in advanced countries. The resulting financial market turbulence 

could encourage investors to move funds into US dollar assets as a safe haven. 

Overall, inflation pressures remain muted despite the continued rise in food crop, energy, fuel, and 

utilities (EFU) prices. The inflation outlook remains largely unchanged from the December 2021 

forecasts and demand-side inflationary pressures remain contained. However, upside inflationary risks 

remain, and inflation could accelerate in month ahead owing to the rises in energy and food prices. In 

addition, due to the full opening of the economy, the rise in inflation is expected on account of the 

recovery in household spending, particularly on services, as well as strong producer price inflation 

Monetary policy affects the real economy and prices with a considerable lag. A critical assessment of the future 
trajectory of economic activity and inflation relative to their potential levels and targets is thus crucial for determining 
an appropriate forward-looking monetary policy strategy. 
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domestically on account of higher import prices. As demand fully recovers, inflation is forecast to rise 

but stabilise around the 5 percent target in the medium term (2-3 years ahead), contingent on the 

evolution of the pandemic. However, inflation surprises are anticipated, conditional on a rise in food 

crop, commodity and import prices and the exchange rate depreciation. Nevertheless, there are 

significant uncertainties surrounding this outlook, the most significant being the duration of the global 

supply chain disruptions and related stronger inflation pressures. 

The Monetary Policy Committee (MPC) assessed that the ongoing economic recovery still requires 

monetary policy support. Thus, based on the current economic conditions, the outlook and balance 

of risks, MPC decided that keeping the CBR unchanged at 6.5 percent would be consistent with 

meeting the inflation target of 5 percent sustainably in the medium term while supporting economic 

growth recovery. The band on the CBR is also maintained at +/-2 percentage points on the CBR and 

the margins on the rediscount rate and bank rate have been kept unchanged at 3 and 4 percentage 

points on the CBR, respectively. Consequently, the rediscount rate and the bank rate have been 

maintained at 9.5 percent and 10.5 percent, respectively.  


