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EXECUTIVE SUMMARY 

This report presents economic developments for the quarter ended October 2021 and November 

2021, where data is available. The objective of the report is to assess Uganda’s recent 

macroeconomic developments and monetary policy decisions. The report is divided into two main 

parts. The first part presents the external environment and its implications on Uganda. The second 

part presents domestic economic developments that are relevant to monetary policy.  

 

1. The global economic recovery is continuing, even as the pandemic resurges. However, the 

growth momentum softened in the third quarter of 2021, partly due to the resurgence of new 

variants of the Covid-19 virus and persistent supply chain disruptions. In October 2021, the 

International Monetary Fund (IMF) revised global growth for 2021 to 5.9 percent and 4.9 

percent in 2022, 0.1 percentage points lower for 2021 than in the July forecast. The downward 

revision for 2021 reflects a downgrade for advanced economies—in part due to supply 

disruptions—and for low-income developing countries, mainly due to worsening pandemic 

dynamics. This is partially offset by more robust near-term prospects among some commodity-

exporting emerging markets and developing economies. The rapid spread of the Delta variant 

and the threat of a new variant-Omicron have increased pandemic-related uncertainty. Policy 

choices have become more complex, with little room to manoeuvre.  

 

2. Global inflation continued to rise, reflecting pandemic-related supply-demand mismatches and 

higher commodity prices than their low base a year ago. Inflation is likely to remain elevated 

in most economies during the remaining months of 2021 and early 2022, as private 

consumption rises in response to the full reopening of most economies and exacerbates the 

impact of supply-side constraints and commodity price hikes. The risks to global inflation are 

tilted to the upside over the medium term, including persistent supply chain disruptions and a 

more robust than anticipated pickup in demand. Central banks’ policy actions have varied 

according to their assessments of their economies’ inflation pressures. Some central banks in 

advanced economies have begun to increase their policy rates and scale back their bond 

purchases even as some emerging market central banks tighten policy significantly. The policy 

dilemma in most countries facing a sharp rise in inflation is whether the increase in inflation is 

transitory, permanent, or persistent. 

 

3. International commodity prices continued to rise, reflecting increased consumer demand, as 

economies recover amidst supply-side and weather disruptions. Crude oil prices rose sharply 

to US$ 83.7 per barrel in October 2021, mainly due to sustained drawdowns in global 

inventories over the year and an announcement by OPEC+ to keep production levels 

unchanged. Overall, the risks to the oil prices are balanced with lower production capacity and 
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the resurgence of Covid-19, posing significant upside risks while higher output from 

uncommitted OPEC+ members and US shale oil producers are downward risks. 

 

4. Global liquidity conditions generally remained favourable despite concerns for higher inflation 

and widespread indications by several central banks to tighten monetary policy. The US dollar 

continued to strengthen in November 2021, supported by better sales data and higher nominal 

interest rates in September and October 2021. The sustained strengthening of the dollar has 

weakened several emerging market currencies. In addition, emerging and developing 

economies, faced with tighter financing conditions and greater risk of de-anchoring inflation 

expectations, are withdrawing policy support more quickly despite larger shortfalls in output. 

 

5. On the domestic scene, BOU’s Monetary Policy Committee maintained the CBR at 6.5 percent 

in October 2021, in line with achieving the inflation target of 5 percent in the medium term. 

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

The 7-day interbank weighted average rate averaged 7.0 percent in the quarter to November 

2021 relative to 6.9 percent in the quarter ended August 2021. 

 

6. Yields on government securities generally reduced in November 2021, mainly reflecting eased 

liquidity conditions partly due to BoU’s accommodative monetary policy stance. However, 

commercial banks’ interest rates increased in October 2021, reflecting risk aversion due to 

uncertainty associated with the adverse impact of pandemic-related restrictive measures and 

expiry of credit relief measures, as well as deterioration in asset quality. The weighted average 

lending rate on the shilling-denominated loans rose gradually from 16.3 percent in July 2021 

to 19.7 percent in October 2021.  

 

7. The momentum in Private Sector Credit (PSC) growth continued in the quarter to October 

2021, indicative of the effect of BOU’s accommodative monetary policy and the associated 

lower cost of borrowing since June 2020, as well as a gradual easing of the lockdown since July 

2021. Credit growth was dominated by lending to the manufacturing sector (a share of 12.5 

percent of total outstanding credit), which grew by 16.9 percent in the quarter to October 

2021. The proportion of Non-Performing Loans (NPLs) to total loans rose to 5.4 percent in 

September 2021 from 4.8 percent in June 2021. 

 

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

Tax revenue underperformed by Shs. 690.3 billion on account of lower than target direct 

domestic taxes, indirect domestic taxes, and international trade taxes. Government expenditure 
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underperformed by Shs. 2,181.3 billion compared to the programmed expenditure, mainly due 

to underperformance in the development expenditure of Shs. 2,707.2 billion due to slow 

absorption (procurement process) by some government projects. The Covid-19 crisis has 

exacerbated Uganda’s fiscal position and development needs. 

 

9. Provisional statistics show that total public debt stock (in nominal terms) at the end of October 

2021 stood at Shs. 73,789.1 billion, a 3.1 percent increase from June. The increase in debt 

between June 2021 and October 2021 was due primarily to Shs. 1,674.7 billion increase in 

domestic debt. The external debt exposure amounted to US$ 12,784.5 million as of the end of 

October 2021, an increase of 2.7 percent, mainly on account of increased debt from 

multilateral creditors and private banks.  

 

10. The fiscal target for FY2021/22 reflects post-Covid-19 consolidation, with a fiscal deficit to 

GDP ratio of 6.4 percent compared to 9.1 percent in FY2020/21. The Debt Sustainability 

Analysis (DSA) indicates that external debt burden and public debt indicators remain 

moderate. 

 

11. The Balance of Payments account recorded a surplus in the quarter to October 2021 that 

resulted in a US$242.6 million build-up in reserve assets, which is slightly higher than the 

surplus of US$ 223.9 million recorded in the quarter to July 2021. The surplus was supported 

mainly by disbursement of Special Drawing Rights (SDR) allocation and increased foreign 

direct investments. The stock of reserves increased to US$ 4.326.5 million in the quarter to 

October 2021, which is equivalent to 4.5 months of future imports of goods & services. 

 

12. As the global economy recovers and exports and tourism receipts improve, the goods and 

services deficits will improve, and the current account deficit will decline from 10 percent in 

FY2020/21 to about 8.1 percent in FY2021/22. Import growth is expected to outpace export 

growth due to recovery in import-intensive household consumption and private investment. 

As a result, the contribution of net exports to GDP growth will be negative for an extended 

period.  

 

13. The Uganda shilling appreciated in November 2021, following depreciation pressures that 

started at the end of September 2021 and continued into October 2021. The appreciation in 

was supported by inflows mainly from offshore players seeking higher returns on government 

paper, transfers from Non-Governmental Organisations (NGOs), export earnings, and 

remittances. The depreciation in September 2021 and October 2021 was mainly due to the 
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global strengthening of the US dollar against major international currencies, the recovery of 

domestic demand for foreign currency, and negative sentiments in anticipation of offshore 

demand. The shilling is expected to depreciate against the US dollar in the near term, partly 

due to a pickup in import demand as economic activity recovers.  

 

14. Economic activity weakened in the third quarter amid the imposition of measures to curb the 

resurgence in Covid-19 cases. However, in line with the relaxation of restrictions, the latest 

high-frequency indicators show that economic activity has recovered from the trough in the 

quarter to September 2021. The growth momentum is expected to improve in 2022, supported 

by the expansion in global demand, higher private sector expenditure as economic activity 

recovers, and continued policy support. However, risks to the growth outlook remain tilted to 

the downside, consisting of weaker-than-expected global growth, worsening of supply chain 

disruptions, and the re-imposition of containment measures due to the impact of new Covid-

19 variants. 

 

15. Annual headline inflation and core inflation rose to 2.6 percent in November 2021, from 1.9 

percent and 2.1 percent, respectively, in October 2021. The upturn has largely been driven by 

rapidly increasing energy and food crop prices. Broadly, inflation was widespread across all 

components in the CPI basket. EFU inflation rose to 2 percent in November 2021 

from minus 0.2 percent in October 2021, while food crops and related items inflation rose to 

3.6 percent from 1.7 percent in the same period. Inflation forecasts, amid high uncertainty, 

suggest that inflation will likely continue to rise as the economy recovers further and spare 

capacity is absorbed and will return to target levels by mid-2023.  

 

16. In the last five years to November 2021, inflation has undershot the target, on average. 

Inflation will need to rise above the target for a time to anchor price expectations in a way that 

is compatible with close-to-target inflation. If monetary policy were to be tightened too soon, 

the risk is high that inflation will not be persistently close to target in the period ahead.   
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1. EXTERNAL ECONOMIC ENVIRONMENT  

1.1 Global economic activity and outlook 

The global economic recovery is continuing, even as the pandemic resurges. However, the growth 

momentum softened in the third quarter of 2021, partly due to the resurgence of new variants of 

the Covid-19 virus and persistent supply chain disruptions (Table 1).  Further, variations in 

vaccination rates and extent of policy support have resulted in an unbalanced economic recovery 

across countries, sectors, and demographic groups. 

 

Table 1: Quarterly GDP growth rates 

Country Q3-2020 Q4-2020 Q1-2021 Q2-2021 Q3-2021 

United Kingdom 17.4 1.1 -1.4 5.5 1.3 

Unites States 7.5 1.1 1.5 1.6 0.5 

Japan 5.4 2.8 -1.1 0.4 -0.8 

China 2.9 3.2 0.2 1.2 0.2 

Brazil 7.7 3.1 1.2 -0.1 .. 

South Africa 13.9 2.5 1.0 1.2 .. 

Euro area (19 countries) 12.6 -0.4 -0.3 2.1 2.2 

OECD Europe 12.6 0.1 0.0 2.5 .. 

OECD Total 9.4 1.1 0.7 1.7 0.9 
Source: OECD 

 

For Advanced Economies (AEs), growth is expected to turn out lower in 2021 than previously 

forecast due to a downward revision in growth prospects for the United States. In October 2021, 

the International Monetary Fund (IMF) revised global growth for 2021 to 5.9 percent and 4.9 

percent in 2022, 0.1 percentage points lower for 2021 than in the July forecast. This decline in 

growth was due to a fall in inventories and weak business investment as supply disruptions 

persisted in the second quarter and consumption softened further in the third quarter of 2021. In 

contrast, growth for EMDEs is expected to increase slightly in 2021, despite China’s slight growth 

projection downgrade, as gains from commodity exporters are expected to offset the impact of 

the pandemic shocks. Worsening pandemic effects have marred the outlook for low-income 

developing countries. Indeed, although Sub-Saharan Africa (SSA) growth is projected to remain 

positive, it’s among the world’s lowest in 2021, reflecting slow vaccination and limited policy 

support measures.  

 

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

vaccination coverage, prevailing policy measures, and resolution of supply disruptions. The risks 

to this outlook are largely assessed to be tilted to the downside. These risks include concerns about 
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the emergence of more aggressive virus strains, the resultant supply shortages due to shutdowns 

in some economies, and a production crisis that could arise from recent power shortages in China 

(IMF World Economic Outlook, October 2021). The rapid spread of the Delta variant and the 

threat of a new variant-Omicron have increased pandemic-related uncertainty. Policy choices have 

become more complex, with little room to manoeuvre. 
 

1.2 Global inflation and outlook 

Global inflation continued to rise, reflecting pandemic-related supply-demand mismatches and 

higher commodity prices than their low base from a year ago. Headline inflation has been rising 

since January 2021 in AEs and Emerging Markets (EMs), although it has been relatively stable in 

Low-Income Countries (LICs). Inflation rose to 6.2 percent, 10.7 percent, 1.5 percent, and 5.1 

percent in the USA, Brazil, China, and South Africa, respectively, in October 2021, up from 1.4 

percent, 4.6 percent, minus 0.3 percent, and 3.2 percent in January 2021. Core inflation has risen 

above the central bank target for some advanced and emerging economies, as shown in Figure 1.  

 

Inflation is likely to remain elevated in most economies during the remaining months of 2021 and 

early 2022, as private consumption rises in response to the full reopening of most economies and 

exacerbates the impact of supply-side constraints and commodity price hikes. The IMF projects 

that inflation will decline to average about 2 percent in AEs and 4 percent in the EMDEs by mid-

2022. The risks to inflation are tilted to the upside over the medium term, including persistent 

supply chain disruptions and a more robust than anticipated pickup in demand. 

 

Figure 1: Core inflation in selected advanced and emerging countries 

Source: IMF WEO, October 2021 
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Central banks’ policy actions have varied according to their assessments of their economies’ 

inflation pressures. In response to rising inflation pressures, Central banks in some advanced 

economies have begun to increase their policy rates and/or scale back their bond purchases or are 

contemplating doing so. Some central banks in emerging markets like Mexico and Brazil have 

tightened policy significantly. The policy dilemma in most countries facing a sharp rise in inflation 

is whether the increase in inflation is transitory, permanent, or persistent. 

 

1.3 International commodity prices 

International commodity prices continued to rise, reflecting increased consumer demand, as 

economies recover amidst supply-side and weather disruptions. In the quarter ending October 

2021, energy prices continued their upward trajectory since the beginning of the year, while 

increases in non-energy prices somewhat moderated. Crude oil prices rose sharply to US$ 83.7 per 

barrel in October 2021, increasing by 12.1 percent relative to September 2021 and 22.9 percent 

relative to May 2021. Brent crude oil prices averaged US$ 76.1 per barrel (Figure 2) in the quarter 

to October 2021, while West Texas Intermediate (WTI) averaged US$ 73.5 per barrel. The increase 

in oil prices mainly resulted from sustained drawdowns in global inventories over the year and an 

announcement by OPEC+ to keep production levels unchanged. 

 

Non-energy prices, including industrial raw materials and agricultural commodity price indices, 

continue to recover because of the recovery in global demand and re-emergence of supply chain 

disruptions. Apart from beverages (coffee, cocoa, tea), fertilisers, and base minerals, prices of non-

energy commodities are lower in October 2021 compared to May 2021. Prices of Arabica coffee, 

Robusta coffee, and Mombasa tea increased significantly by 29.2 percent, 31.9 percent, and 26.0 

percent, respectively, in October 2021 relative to May 2021. 

 

Figure 2: Commodity indices and crude oil price 

Source: World Bank 
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According to the short-term energy outlook by the US Energy Information Administration (EIA), 

Brent oil prices are forecast to remain near current levels for the rest of 2021, averaging US$ 82 

per barrel in the fourth quarter of 2021. In 2022, Brent oil prices are forecast to decline from 

current levels to an annual average of US$ 72 per barrel on account of increased production from 

OPEC+, US shale oil, and other non-OPEC countries that are likely to more than offset growth 

in global oil consumption. Overall, the risks to the oil prices are balanced with lower production 

capacity and the resurgence of Covid-19, posing significant upside risks while higher output from 

uncommitted OPEC+ members and US shale oil producers are downward risks. 

 

1.4 Global financial markets 

Global liquidity conditions generally remained favourable despite concerns for higher inflation and 

widespread indications by several central banks to tighten monetary policy. After rising in 

September 2021 and October 2021, 10-year bond yields remained stable in the US but declined in 

the Euro area and the UK in November 2021 (Figure 3), following weak growth sentiments due 

to rising Covid-19 cases, especially in Europe and the likely delay in interest rate hikes by the 

Federal Reserve Board than earlier anticipated. The Fed plans to remain accommodative by 

maintaining interest rates near zero as the current inflation is largely driven by supply constraints 

and expected to abate in the second half of 2022. However, the Fed will embark on the tapering 

by initially reducing monthly asset purchases by US$ 15 billion in December 2021 to US$ 105 

billion.  

 

In addition to the tapering, persistent inflationary pressures have prompted some central banks in 

AEs to tighten monetary policy earlier than expected at the beginning of the year, and some 

EMDEs have tightened policy significantly. This has disrupted financial markets, including tight 

financial conditions for EMDEs. 

 

Figure 3: 10-year government bond yields  

 
Source: US Federal Reserve 
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The US dollar continued to strengthen in November 2021 (Figure 4), supported by better sales 

data and higher nominal interest rates in September and October 2021. During the quarter ended 

November 2021, volatility in interest rates increased, reflecting heightened uncertainty about the 

inflation outlook and the associated concerns. The sustained strengthening of the dollar has 

weakened several emerging market currencies, especially the Turkish lira, South African rand, and 

Mexico peso. 

 

Figure 4: US dollar index 

Source: US Federal Reserve             
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2 DOMESTIC DEVELOPMENTS 
 

2.1 Domestic financial markets 

2.1.1 Monetary policy and the interbank money market 

In its October 2021 meeting, BOU’s Monetary Policy Committee maintained the CBR at 6.5 

percent, in line with achieving the inflation target of 5 percent in the medium term. The band on 

the CBR was also held at +/-2 percentage points on the CBR, and the margins on the rediscount 

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

Consequently, the rediscount and bank rates were maintained at 9.5 percent and 10.5 percent, 

respectively. 

 

Interbank money market rates, albeit relatively higher, remained well-anchored around the Central 

Bank Rate (CBR) in the quarter ended November 2021, as shown in Figure 5. The 7-day and 1-

day interbank weighted rates averaged 7.0 percent and 6.6 percent, respectively, in the quarter to 

November 2021, relative to 6.9 percent and 6.5 percent in the quarter ended August 2021. The 

increase in rates partly reflects relatively tight liquidity conditions in the interbank market, which 

helped mitigate excessive exchange rate volatility. Commercial banks borrowed Shs. 330 billion 

using the Standard Lending Facility (SLF in the quarter ended November 2021, higher than Shs. 

105 billion borrowed in the quarter ended August 2021. 

 

Figure 5:  CBR and interbank money market rates 

 
Source: Bank of Uganda  
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2.1.2 Primary market for treasury securities 

In the primary market, yields on government securities generally reduced in November 2021, 

largely reflecting eased liquidity conditions partly due to BoU’s accommodative monetary policy 

stance. The average yields on the 91-day and 182-day Treasury bills declined to 6.8 percent and 8.6 

percent, respectively, in the quarter to November 2021 from 7.2 percent and 9.2 percent in the 

quarter to August 2021, while yields on the 364-day Treasury bill rates remained stable at an average 

of 10.1 percent over the same period.  

 

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

declined to 10.0 percent, 11.4 percent, 13.0 percent, 13.5 percent, 14.1 percent, and 15.5 percent 

in the quarter to November 2021 from respective rates of 11.5 percent, 12.8 percent, 13.4 percent, 

13.7 percent, 14.4 percent and 16.0 percent in the quarter to August 2021. 

 

2.1.3 Secondary market for treasury securities 

The secondary market yield curve for the quarter to November 2021 shifted downwards, 

compared to November 2020, in line with the decline in yields observed in the primary market. 

The average annualised 91-day 182-day and 364-day Treasury bill yields fell to 6.9 percent, 8.9 

percent, and 10.7 percent, respectively, in the quarter to November 2021, as shown in Figure 6. 

Similarly, the annualised yields on the 2-year, 3-year, 5-year, 15-year, and 20-year bonds fell to 

average 10.3 percent, 11.7 percent, 13.1 percent, 14.1 percent, 14.4 percent, and 15.2 percent, 

respectively, in the quarter to November 2021.   

 
Figure 6: Secondary market yields on T-bills and T-bonds 
 

 
 Source: Bank of Uganda 
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2.1.4 Lending interest rates 

Commercial banks’ interest rates increased in the quarter to October 2021 relative to  uly 2021, 

partly reflecting risk aversion due to uncertainty associated with the adverse impact of pandemic-

related restrictive measures and expiry of credit relief measures, as well as deterioration in asset 

quality. The weighted average lending rate on the shilling-denominated loans averaged 19.0 

percent, higher than the average of 17.6 percent for the quarter to July 2021.  

 

On a monthly basis, the overall weighted average interest rate on shilling denominated loans rose 

gradually to 19.7 percent in October 2021 from 16.3 percent in July 2021. Interest rates rose 

month-on-month for all sectors, except for the manufacturing and transport & communications 

sectors. Notably, the electricity & water sector registered the highest increase of 7.1 percentage 

points, month-on-month. The quarterly developments in lending rates by sector are shown in 

Figure 7. 

 
Figure 7:  Lending interest rates by sector 

Source: Bank of Uganda 

2.1.5 Private sector credit 

The momentum in Private Sector Credit (PSC) growth continued in the quarter to October 2021, 

indicative of the effect of BOU’s accommodative monetary policy and the associated lower cost 

of borrowing since June 2020, as well as a gradual easing of the lockdown since July 2021. Indeed, 

year-on-year growth in PSC recovered to an average of 9.5 percent, up from 7.9 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 8). Including loans disbursed by the Uganda Development Bank (UDB), PSC 
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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. 

  

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 for credit growth is positive in the short-term based on eased liquidity conditions and 

gradual improvement in economic activity. However, there are downside risks to the short-term 

outlook largely from the continued uncertainty due to the lingering effects of Covid-19 on 

economic activity and the expiry of BOU’s credit relief measures and deterioration in asset quality. 

Beyond the short-term outlook, credit growth is likely to improve in line with projected economic 

recovery as the pandemic is contained and the economy fully reopens.  

  

 
Figure 8: Annual growth in banks’ credit and contributions by currency 

 
Source: Bank of Uganda 

 

 

Credit growth in the quarter to October 2021 was dominated by lending to the manufacturing 

sector, with an average share of 12.5 percent of total outstanding credit, which registered an annual 

growth rate of 16.9 percent, up from 8.5 percent, in the quarter to July 2021 (Figure 9). Lending 

to the trade sector, with an average share of 17.4 percent of total outstanding credit in the quarter 

to October 2021, remains subdued, growing by an average of 1.2 percent annually, up from minus 

0.6 percent. The annual rate of growth of lending to the personal and household sector, with an 

average share of 18.5 percent of total outstanding credit, reduced to 18.4 percent from 19.5 

percent.  
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Figure 9: Bank credit (composition and annual growth, percent)  

 
Source: Bank of Uganda 

 

2.1.6 Credit demand and supply 

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

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

proxy for demand for credit, 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. Both the number of loan applications and loan approvals picked up in October 2021, having 

declined for a couple of months previously (Figure 10).  

 

Figure 10:  Trend in application and approval of loans  
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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. The share of 

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

in Table 2.  The increase in the NPLs to GDP ratio across economic sectors reflects the adverse 

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

 
Table 2: Non-performing loans to GDP ratio by sector 

Source: Bank of Uganda 

 

 

2.2 Fiscal policy 

  
2.2.1 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 (Table 3) 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. 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. 

 

 

 

  

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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Table 3: Revenue performance (July 2020 - October 2021, billion shillings)  

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.   

 

Table 4: Fiscal operations (billions shilling) 

 
Source: Ministry of Finance Planning and Economic Development 

URA Target     

Jul'21-Jun'22

Cumulative 

Outturn        

Jul-Oct'21

Cumulative 

Target             

Jul-Oct'21

Jul-Oct'21 

Variation 

from URA 

Target

Outturn vs 

Target (%)

Total Net Tax & Non-Tax Revenue 22,425.4     6,059.0       6,681.0        (622.0)          90.7            

Net URA Tax Revenue (excluding refunds) 20,876.9     5,723.8       6,209.5        (485.8)          92.2            

Gross Revenues 22,864.5     6,137.1       6,827.4        (690.3)          89.9            

Direct Domestic Taxes 7,413.9       1,769.1       1,792.5        (23.4)           98.7            

Indirect Domestic Taxes 5,689.5       1,466.0       1,855.1        (389.0)          79.0            

o/w mobile money transfers 125.1          36.7            37.6             (0.9)             97.7            

o/w Levy on mobile money withdrawals 112.4          49.5            42.8             6.7              115.7          

Taxes on International Trade 8,140.5       2,532.3       2,687.0        (154.7)          94.2            

o/w Petroleum duty 2,617.3       813.3          845.0           (31.7)           96.2            

o/w Import duty 1,676.5       457.6          559.2           (101.6)          81.8            

o/w Export levy 77.7            3.7             44.4             (40.7)           8.3              

Stamb Duty and Embrossing Fees 72.2            34.4            21.3             13.1             161.4          

Non Tax Revenue 1,548.4       335.2          471.5           (136.3)          71.1            

Tax Refunds (439.1)         (78.1)          (146.4)          68.3             53.4            

Prel. Approved Variation Annual 

Jul-Oct'20 Jul-Oct'21 Budget Change

Jul-Oct'21 (%)

Revenue & 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 & 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       -26.2 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         205.6 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      -1,559.3 -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 Financing (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 & Omissions 921.5        1,284.5     -            
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2.2.2 Public debt stock 

The Covid-1  crisis has exacerbated Uganda’s fiscal position and development needs. Provisional 

statistics show that total public debt stock (in nominal terms) at the end of October 2021 stood at 

Shs. 73,789.1 billion, a 3.1 percent increase from June 2021 compared to 10.2 percent for the same 

period last year. The increase in debt between June 2021 and October 2021 was mainly due to Shs. 

1,674.7 billion increase in domestic debt. Total public debt developments are shown in Figure 11.  

 

Although the FY2020/21 fiscal deficit widened to 9.1 percent of GDP, bringing public debt to 

48.3 percent of GDP from 41.7 percent in FY2019/2020, and closer to the 50 percent of GDP 

target, the fiscal target for FY2021/22 reflects post-Covid-19 consolidation, with a fiscal deficit to 

GDP of 6.4 percent. However, the debt service to tax revenue ratio gradually increased to 27.1 

percent in October 2021, up from 24.4 percent in October 2020. 

 

Figure 11: Total Public debt 

 

 

The total external debt exposure (outstanding stock of disbursed debt and committed but 

undisbursed debt) accounted for 62 percent of the total public debt in October 2021. The 

outstanding stock of disbursed external debt amounted to US$ 12,784.5 million as of the end of 

October 2021, an increase of 2.7 percent from the June 2021 position. The increase in disbursed 

external debt was largely due to increased budget support inflows from multilateral creditors, 

particularly IDA and ADF and, project support inflows mainly from AfroExim bank (Table 5). 

The committed but undisbursed external debt stood at US$ 4,431.9 million as of end-October 

2021. The Debt Sustainability Analysis (DSA) indicates that external debt burden and public debt 

indicators remain moderate. 
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Table 5: External debt by creditor type  

Source: Bank of Uganda and Ministry of Finance Planning and Economic Development 

 

 

2.3 Balance of payments and exchange rate developments 

2.3.1 Balance of payments 

Uganda’s balance of payments recorded a surplus in the quarter to October 2021 that resulted in 

a US$242.6 million build-up in reserve assets. This position is slightly higher than the surplus of 

US$ 223.9 million recorded in the quarter to July 2021 (Figure 12). The continued improvement 

in the overall balance of payments surplus position was supported mainly by a new Special 

Drawing Rights (SDR) allocation from the IMF and increased foreign direct investments. 

 

The current account deficit improved, registering an increase of 34 percent to US$ 764.7 million 

relative to the quarter ending July 2021, primarily due to a contraction in the trade and services 

deficits. The trade deficit narrowed by 28.5 percent to US$ 688.8 million, as both exports and 

imports declined, reflecting subdued economic activity. The import bill contracted by US$ 653.0 

million, over and above the US$ 378.8 million decline in export receipts. The services account 

deficit narrowed by 26.5 percent to US$283.6 million, consistent with the contraction in the import 

bill.  

 

Creditor Type Jun’20 Oct’20 Jun’21 Oct’21

Bilateral 3,283.8       3,473.8      3,599.5        3,577.5         

Non-Paris club 2,518.5        2,679.2       2,767.3         2,734.4          

o/w China 2,362.1        2,523.8       2,587.6         2,555.5          

Paris Club 765.3          794.6          832.2           843.1            

o/w Japan 313.0          323.5          298.6           299.6            

o/w UK 257.5          270.1          305.8           315.9            

Multilateral 6,807.7       7,464.1      8,335.4        8,468.9         

ADB/F 1,523.6        1,589.4       1,646.9         1,690.8          

IMF 498.1          509.7          773.0           765.4            

EIB 105.3          130.5          126.1           130.4            

IDA 3,618.6        4,131.3       4,383.6         4,490.2          

IFAD 254.3          263.0          265.6           257.6            

TDB 336.1          352.5          576.5           566.6            

Others 471.7          487.6          563.7           567.9            

Private Banks 413.3          489.3         512.4           738.1            

Standard Chart. Bank 121.4          124.4          137.5           136.5            

Commerz Bank 2.4              2.5             10.9             10.7              

AKA 9.4              9.9             10.1             11.1              

Stanbic Bank 168.0          176.3          177.0           174.0            

Afro Exim Bank 112.0          176.3          177.0           405.9            

Total External Debt 10,504.8     11,427.1     12,447.3      12,784.5       

Bilateral 31.3 30.4 28.9 28.0

Multilateral 64.8 65.3 67.0 66.2

Private Banks 3.9 4.3 4.1 5.8

In Millions of US Dollars

As a share of total external debt
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The primary income account deficit decreased by 21.4 percent to US$154.3 million due to a decline 

of US$31.2 million in interest payments on public debt. Remittance inflows improved to US$ 262.2 

million in the quarter to October 2021 from US$ 253.6 million in the quarter to July 2021. 

However, the secondary income account surplus reduced by 6 percent to US$ 363.8 million, mainly 

on account of a reduction in NGO inflows. 

 

Financial account inflows adequately financed the current account deficit. An SDR allocation 

equivalent to US$ 490.8 million was allocated to Uganda within the quarter, resulting in a 43.5 

percent expansion in net inflows of US$525.4 million into the other investment account. In 

addition, foreign direct investment increased by US$60.4 million to US$320.5 million in the quarter 

to October 2021, up from net inflows of US$260.1 million in the previous quarter. During the 

quarter ended October 2021, portfolio investments reduced, recording a net inflow of US$ 103.8 

million, 19.4 percent lower than the net inflows of US$ 128.8 million in the quarter to July 2021, 

driven by reduced participation of offshore investors in the domestic debt securities market.  

  

The financial account, therefore, recorded a net surplus position of US$ 950.3 million, leading to 

a reserve build-up in the quarter to October 2021. The stock of reserves increased to US$ 4,326.5 

million in the quarter to October 2021, which was equivalent to 4.5 months of future imports of 

goods & services, well within the EAC benchmark of 4.5 months of prospective imports of goods 

& services. 

 

Figure 12: Balance of payments 

Source: Bank of Uganda 
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2.3.2 Balance of payments outlook 

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

short term. The trade deficit is 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, increased external demand combined with the continued strong performance of coffee 

exports will partially improve the trade deficit. Deterioration in the services deficit may persist, as 

recovery in the tourism sector remains protracted, as travellers remain cautious of emerging strains 

of the coronavirus. In addition, increased transport service expenditure linked to import growth is 

likely to further contribute to the widening services deficit. The current account balance will likely 

be supported by increased remittance inflows associated with the festive season. 

  

In the financial account, FDI inflows are likely to remain subdued, partly due to gradual recovery 

in domestic economic activities and weak investor sentiments, reflecting slow recovery of global 

private capital flows to developing countries. Therefore, budget support and project aid 

disbursements are likely to be the major sources of finance for the current account deficit.  

 

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

exploration and production activities resume, particularly the construction of the pipeline, resulting 

in higher import expenditure. However, the widening deficit will be partially offset 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 evolution of the Covid-19 pandemic and the 

pace of vaccination. Given the increased vaccination efforts in both source and recipient countries, 

receipts are anticipated to increase. Private transfers or remittance inflows will likely 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, as developments in the oil sector in preparation for the 

first production in FY24/25 are expected to lift investment prospects, thereby significantly 

strengthening FDI. 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 the government continues implementing transport and energy 

infrastructure investments. Private borrowing of financial corporations and other entities is likely 

to increase as economic activities recovers. 

 

2.3.3 Exchange rates 

The Uganda shilling appreciated in November 2021, following depreciation pressures that started 

at the end of September 2021 and continued into October 2021.  The appreciation in November 

2021 was supported by inflows mainly from offshore players seeking higher returns on 
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government paper, transfers from Non-Governmental Organisations (NGOs), export earnings, 

and remittances. The exchange rate appreciated by 4.2 percent year-on-year and depreciated by 0.3 

percent quarter-on-quarter to an average mid-rate of Shs. 3,553.62 per US dollar in the quarter to 

November 2021 relative to the quarter to August 2021. 

 

The depreciation in September 2021 and October 2021 was largely due to the global strengthening 

of the US dollar against major international currencies, the recovery of domestic demand for 

foreign currency, and negative sentiments that were in anticipation of offshore demand. In the 

near term, the shilling is expected to depreciate against the US dollar, partly due to a pickup in 

import demand as economic activity recovers and the expected correction of the overvaluation 

estimated at 3-5 percent. 

  

On a trade-weighted basis, the Real Effective Exchange Rate (REER) depreciated by 0.1 percent 

year-on-year but appreciated by 1.02 percent quarter-on-quarter, in the three months to September 

2021, based on inflation differential. The exchange rate developments are presented in Figure 13. 

 

Figure 13: The real effective exchange rate 

Source: Bank of Uganda 

In tandem with global developments, currencies of other East African Community (EAC) states 

depreciated against the US dollar in the quarter to October 2021, as shown in Figure 14. On 

average, the Kenya Shilling and the Rwanda Franc depreciated by 2.1 percent and 1.0 percent, 

respectively, to average mid-rates of KES 110.1 and RWF 995.7 per US dollar, while the Tanzania 

Shilling remained relatively stable at an average rate of TZ 2,298.0 per US dollar, (quarter on 

quarter). 
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Figure 14: Exchange rate changes in selected EAC countries 

 
Source: Bank of Uganda 

 

 
2.4 Domestic economic activity 

Economic activity weakened in the third quarter amid the imposition of measures to curb the 

resurgence in Covid-19 cases, although less than the decline following the first lockdown in March 

2020. On a monthly basis, BOU’s Composite Index of Economic  ctivity (CIEA) deteriorated by 

0.6 percent in September 2021, continuing the 0.3 percent decline observed in August 2021. The 

deterioration resulted in an average growth rate of minus 0.2 percent for the quarter to September 

2021, higher than the growth rates of minus 1.5 percent and minus 2.5 percent for the quarters to 

April 2020 and May 2020, respectively. 

 

However, in line with the relaxation of restrictions, the latest high-frequency indicators show that 

economic activity has recovered from the trough in the quarter to September 2021. Indeed, in 

October 2021, the CIEA improved to 1.2 percent monthly and averaged 0.1 percent in the quarter 

to October 2021. Similarly, the IHS Markit Purchasing Managers’ Index (PMI) stood at 54.1 in 

November 2021, slightly lower than 54.6 in October but up from 52.5 in September 2021. The 

improvement in leading indicators signals improved business conditions due to easing Covid-19 

restrictions amid growing consumer demand. The average quarterly percentage changes in the 

CIEA are as shown in Figure 15. 
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Figure 15: Composite Index of Economic Activity and Purchasing Managers Index 

 
  

Source: BoU and IHS Markit Stanbic Bank 

The growth momentum is expected to improve in 2022, supported by the expansion in global 

demand, higher private sector expenditure as economic activity recovers, and continued policy 

support. However, risks to the growth outlook remain tilted to the downside, consisting of weaker-

than-expected global growth, worsening of supply chain disruptions, and the re-imposition of 

containment measures due to the impact of new Covid-19 variants.  

 

2.5 Inflation 

Compared to developing countries, Uganda has had low inflation for an extended period, as shown 

in Figure 16. However, inflation has undershot the monetary policy target over the last 5 years. 

Inflation will need to rise above the target for some time to anchor price expectations in a way that 

is compatible with close-to-target inflation. 

 

Figure 16: Inflation comparison across countries 

Source: Websites of various central banks 
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Annual headline inflation and core inflation 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 increasing energy and food crop prices. Broadly, inflation was widespread across all 

components in the CPI basket (Figure 17). 

 

EFU inflation rose to 2 percent in November 2021 from minus 0.2 percent in October 2021, mainly 

due to an increase in annual liquid energy fuels inflation of 11.4 percent from 7.6 percent. Notably, 

diesel and petrol prices have significantly increased during September-November 2021, largely due 

to increases in international oil prices and partly to depreciation pressures in September 2021 and 

October 2021. Crude oil prices have surpassed pre-pandemic levels and averaged US$ 84 per barrel 

in October 2021. Food crops and related items inflation rose to 3.6 percent from 1.7 percent in 

the same period, reflecting seasonal (weather-related) effects.  

 

The annual other goods inflation rose to 3.5 percent in November 2021, up from 3.0 percent in 

October 2021, mainly due to increases in prices of processed foods which partly reflects the lagged 

impact of exchange rate depreciation. Further, annual services inflation increased to 1.5 percent in 

November 2021, up from 1.1 percent in October 2021, partly reflecting increased consumption of 

services following the reopening of the economy. 

 

Figure 17: Inflation developments 

 
Source: Uganda Bureau of Statistics (UBOS) 

Despite the recent increase, inflation remains subdued, in part reflecting spare capacity in the 

economy. The headline and core inflation averaged 2.2 percent and 2.9 percent, respectively, in 

the 12 months to November 2021, which is below the BOU’s medium-term target of 5 percent. 

The recent inflation developments are likely to persist in December 2021 and January 2022 because 

of festive seasonal events and the reopening of the economy. 
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2.6 Outlook and risks 

2.6.1 Economic growth outlook 

The prevailing Covid-19 restrictive measures continue to weigh down economic activity. However, 

as vaccination rates increase further and the health-related restrictions are eased, the economy is 

expected to bounce back strongly. Therefore, economic growth is projected to be 3.5-3.8 percent 

in the FY2021/22 and 5.5-6.0 percent in FY2022/23, before increasing to 6.5-7.5 percent in the 

medium-term (2 to 3-years ahead). 

 

However, import growth is expected to outpace export growth due to recovery in import-intensive 

household consumption and private investment. As a result, the contribution of net exports to 

GDP growth will be negative for an extended period. Additionally, although the fiscal impulse 

remains positive in FY2021/22, its contribution to GDP growth is lower than last financial year 

owing to the limited fiscal space to support further increases in government expenditure. Its pro-

growth effect could be through improved government expenditure efficiency.  

 

A rebound of economic activity will be sustained by an acceleration in private consumption, strong 

growth in external demand, a gradual return of tourism, and foreign and domestic private 

investment in the oil sector.  

However, the outlook is highly uncertain and is conditional on the availability of vaccines, the 

potential emergence of vaccine-resistant virus strains, and a balance between containment 

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

the increased rollout of vaccines allowing for full opening of the economy, improved credit supply, 

stronger global economic recovery, increased public investment, increased external financing, and 

the commencement of the oil pipeline works. On the downside, however, any renewed surge in 

the coronavirus cases, a protracted lockdown of the contract-intensive sectors, limited vaccination 

rates, subdued private sector credit growth, and uncertain weather conditions will weigh down the 

recovery.  

  

Overall, the balance of risks for growth is still tilted to the downside. The major source of concern 

is that more aggressive Covid-19 variants could emerge before widespread vaccination is reached. 

If the Omicron variant becomes more infectious than other strains, it will increase the likelihood 

of Covid-19 outbreaks triggering more lockdowns and drag down growth in 2022. For now, the 

economic growth outlook is favourable, as restrictions will continue to be eased and huge pent-up 

demand from the past two years is released. Variants like Omicron and whatever variant follows 

it are casting uncertainty over the outlook, and therefore, spare capacity in the economy could 

persist until 2025. 
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2.6.2 Inflation outlook 

Recent global and domestic economic developments imply a higher domestic inflation horizon 

than forecasted in the October 2021 forecast round. Core inflation is estimated to average 2.8 

percent in 2021 and is forecast to average 3.4 percent in 2022, while headline inflation is estimated 

to average 2.3 percent in 2021 and forecast to average 4.3 percent in 2022. The outlook is for 

inflation to pick up gradually over the next two years, as the economy recovers further, and spare 

capacity is absorbed. In the medium-term, as demand recovers with the full reopening of the 

economy and the release of pent-up demand, inflation is forecast to rise but stabilise around the 5 

percent target (Figure 18). 

 

Figure 18: Inflation forecasts 

  
Source: Bank of Uganda 

 

Inflation risks are skewed to the upside and could materialise if global commodity prices and global 

pandemic-induced supply-demand mismatches continue longer than expected, leading to more 

sustained price pressures. In addition, rising global inflation could prompt a faster than anticipated 

monetary normalisation in advanced economies, which would cause the shilling to sharply weaken, 

further fuelling domestic inflation. 
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3. CONCLUSION 

Economic activity weakened in the third quarter amid the imposition of measures to curb the 

resurgence in Covid-19 cases, although less than the decline following the first lockdown in March 

2020. However, in line with the relaxation of restrictions, the latest high-frequency indicators show 

that economic activity has recovered from the trough in the quarter to September 2021. The 

improvement in leading indicators signals improved business conditions due to easing Covid-19 

restrictions amid growing consumer demand. 

The emergence of new variants of the virus poses uncertainty for the near-term economic outlook. 

Economic growth will depend on the release of pent-up demand, a boost to investment activity 

from the government’s focus on infrastructure and support to sectors that have been more 

adversely affected by the pandemic, and accommodative monetary conditions.  

 

Economic growth is projected in the range of 3.5-3.8 percent in the FY2021/22, and at 5.5-6.0 

percent in FY2022/23, increasing to 6.5-7.5 percent in the medium-term (2 to 3 years ahead). A 

rebound of economic activity will be sustained by an acceleration in private consumption, strong 

growth in external demand, a gradual return of tourism, and foreign and domestic private 

investment in the oil sector. 

 

The outlook remains overcast by the future path of the pandemic, especially mutation of the virus 

that could severely undermine vaccine effectiveness and delay the domestic and global economic 

recovery. Moreover, considerable uncertainty exists regarding the longer-run economic impact of 

the Covid-19 pandemic. Furthermore, private sector credit extension could weaken due to 

heightened risk aversion that significantly impairs private investment. In addition, spillovers from 

the rising commodity prices, especially of crude oil, and global supply chain disruptions could 

restrain economic growth in the near term.  

  

Inflation rose in November 2021 due to rapidly changing food and energy prices. Despite the 

recent increase, inflation is projected to remain below target in the near term, as excess capacity 

continues to exert downward pressure on prices. In the medium-term, as demand recovers with 

the full reopening of the economy and the release of pent-up demand, inflation is forecast to rise 

but stabilise around the 5 percent target, contingent on the evolution of the pandemic and the 

efficacy of vaccines.   

  

The recent surge in international commodity prices, especially oil prices, and the recent exchange 

rate depreciation are upside risks to the inflation outlook. Furthermore, the risk of rising global 

inflation could prompt a faster than anticipated monetary normalisation in advanced economies, 

which would cause the shilling to weaken, further fuelling domestic inflation. Moreover, the 
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economy is still at a relatively early stage of recovery. On the downside, a faster resolution of global 

supply chain disruptions, lower international commodity prices, and another round of good food 

crop harvest could cause inflation to remain subdued. Inflation risks are skewed to the upside and 

could materialise if global commodity prices and global pandemic-induced supply-demand 

mismatches continue longer than expected, leading to more sustained price pressures.  

 

In the last five years to November 2021, inflation has undershot the target on average. Inflation 

will need to rise above the target for a time to anchor price expectations in a way that is compatible 

with close-to-target inflation. If monetary policy were to be tightened too soon, the risk is high 

that inflation will not be persistently close to target in the period ahead. Given the uncertainties 

surrounding the pandemic, the monetary policy stance will continue to be determined by new data 

and information and their implications on the overall outlook for inflation and domestic growth. 

 

BOU still has space for conventional monetary policy if downside risks to growth materialise. 

Overall, monetary policy will need to give continued support to the economy for inflation to be 

close to the inflation target in the medium to longer term. 


