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Executive Summary 

This report examines the economic developments for the quarter ended February 2021. It is broadly 

divided into two parts. The first part looks at global economic developments pertinent to Uganda’s 

economy and the second part looks at domestic economic developments, which are of relevancy to 

monetary policy. The report is intended for Bank of Uganda (BoU) Board of Directors for information 

purposes.  

1. Global vaccine rollout is creating a path toward an easing of restrictions and social distancing and to 

the global economic recovery. The IMF World Economic Outlook update for January 2021 revised 

global growth forecasts for 2021 upwards by 0.3 percentage points to 5.5 percent. The global 

economy is expected to recover further in 2022, growing by 4.2 percent. Nevertheless, the pace and 

breadth of vaccine rollout varies by country, due to vaccine availability and divergent attitudes toward 

vaccines. This will shape the global economic outlook and the different recovery and inflation 

trajectories. Moreover, there danger that as policymakers start to withdraw temporary fiscal measures 

or taper QE/ultra-accommodative monetary policy this could result in financial markets volatility and 

perhaps weaken momentum of economic activity.  

2. Global inflation remains subdued, with average inflation among Emerging Markets and Developing 

Economies (EMDEs) estimated at 3.6 percent for 2020 and at 0.6 percent over the same period 

among key Advanced Economies (AEs) owing largely to weakened global demand and soft 

commodity prices. Although inflation is projected to recover in 2021/2022, negative output gaps are 

expected to persist until the end of 2022, and thus, inflation is likely to remain subdued during 

2021and 2022.  

3. Short-term money market rates continue to trend in line with the Central Bank Rate (CBR). The 

weighted average 7-day interbank money market rate was recorded at 7.3 percent in the quarter to 

February 2021, unchanged from the quarter to November 2020. Similarly, both the weighted average 

overnight and overall rates averaged at 6.9 percent compared to respective rates of 6.7 percent and 

7.0 percent, in the quarter to November 2020.  

4. Yields on Government securities increased across all the maturities in the quarter to February 2021 

compared to the previous quarter, largely on account of additional net domestic financing (NDF) 

requirements of Shs. 4.3 trillion, which saw an increase in the issuance amounts.  

5. Commercial banks’ lending interest rates on shilling denominated loans declined to an average of 

18.2 percent in the quarter to January 2021 from 19.7 percent in the quarter to October 2020, an 

indication of the pass through of the accommodative monetary policy stance. Lending rates on 

foreign currency denominated loans also recorded a decrease to an average of 5.5 percent from 6.0 

percent over the same period. 

6. Private sector credit (PSC) grew by 8.6 percent in the quarter to January 2021 on account of gradual 

economic recovery and lower cost of borrowing. The average year-on-year growth in PSC (net of 
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capitalized interest) averaged at 8.3 percent in the quarter to January 2021, up from 6.9 percent in the 

quarter to October 2020.  

7. In the short-run, credit is likely to remain subdued due to uncertainty about borrowers’ ability to 

service their loans at the end of the moratorium resulting in higher non-performing loans (NPLs) 

and increasing the risk aversion of commercial banks. In the medium term however, a boost in credit 

growth is projected, in line with anticipated improvement in economic activity. 

8. Asset quality declined, with the share of NPLs to total loans increasing to 5.3 percent in December 

2020 from 5.1 percent and 6.0 percent, respectively in September and June 2020. Improvements in 

the ratio of NPLs are due to a gradual recovery in economic activity following the opening up of the 

economy post lockdown and the credit relief measures instituted by BoU, which have been extended 

by another 6 months effective 1st April 2021. With the roll out of the vaccine and opening up of 

schools, NPLs in the tourism and education sector could reduce. Nonetheless sustained subdued 

economic activity could lead to a further deterioration in NPLs as loan moratoriums mature.  

9. Since the beginning of the FY2020/21, the economic upturn is proceeding at an uneven pace as 

social distancing measures continue to weigh heavily on certain activities in the service sector, 

particularly education, hospitality, and tourism.  The most recent data from Uganda Bureau of 

Statistics (UBoS) shows that the economy contracted by 2.2 percent in Q1 of FY2020/21 compared 

to a revised growth of 8.7 percent in the same period of the previous year. This fall was mainly 

driven by the agriculture and services sectors, which declined by 0.2 percent and 6.2 percent in Q1 of 

FY 2020/21 from respective growth rates of 9.1 percent and 7.7 percent in the same period of the 

previous year. Conversely, the industry sector grew by 4.3 percent from 7.9 percent in the previous 

year mainly supported by manufacturing. 

10. The road to domestic economic recovery remains bumpy due to effects of Covid-19 resulting from 

the measures put in place to curb its spread and, emerging risks to the agricultural sector. Economic 

growth has lost momentum as depicted by the BoU high frequency indicators which indicate growth 

by 2.2 percent in the three months to January 2021, down from a growth of 7.3 percent in the 

quarter to October 2020. In addition, both the BoU Business Confidence Index and the IHS Markit 

Purchasing Managers’ Index (PMI) indicate that business conditions deteriorated in the quarter to 

February 2021, after improving in the quarter to October 2020.  

11. Economic activity is projected to grow at 3.0-3.5 percent in Financial Year (FY) 2020/21, increasing 

to 4.0-4.5 percent in FY2021/22, and 6.0-7.0 percent in the outer years, with the availability of the 

vaccines in Uganda and the containment of the spread of Covid-19. This will help tourism recover. 

In addition, exports should benefit from strengthening foreign demand, reduced pandemic-related 

uncertainty and improving global investment. However, subdued private sector credit growth and 

the recent ban of Uganda’s grains exports to Kenya pose downside risks to growth. The medium-

term economic outlook remains highly conditional on the timeline of the world-wide vaccines 

rollout and the course of the virus and its new variants. 
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12. Fiscal operations continue to be constrained by revenue shortfalls and slow execution of 

infrastructural projects. Domestic revenue was below the target in the first 7 months of financial year 

2020/21 while total government expenditure in the seven months of 2020/21 amounted to Shs. 

20,488.0 billion,  Shs. 3,357.7 billion lower than the programmed expenditure mainly due to an under 

performance of Shs. 3,083.5 billion in development expenditure.  

13. The developments in government revenue and expenditure resulted in a fiscal deficit of Shs. 8,528.4 

billion, which was financed largely by domestic financing. 

14. The provisional total public debt stock as at end January 2021 stood at Shs. 65,974.3 billion, 

corresponding to an increase of 18.6 percent from June 2020 mainly due to a Shs. 5,760.5 billion 

increase in external debt largely attributed to the disbursements from the multilateral and bilateral 

creditors largely to finance Covid-19 mitigating measures.  

15. According to the 2020 Debt Sustainability Assessment (DSA) exercise, public debt is projected to 

increase in the medium term on account of the scaled-up rate of borrowing to finance key 

infrastructure projects, especially in the transport and oil & gas sectors. In nominal terms, public 

debt is projected to increase to 49.9 percent of GDP by end June 2021, peaking at 54.1 percent in 

2022/23 before declining gradually. Debt service as a share of tax revenue is projected to average 

about 30 percent between 2021-2025. 

16. The external sector strengthened in the year to January 2021 compared to the previous year largely 

supported by inflow to the financial account. The current account deficit deteriorated by US$1,276.0 

million to US$3,430.1 million largely due to the widening of the services account deficit. The services 

deficit widened by US$ 1561.6 million as activities in the tourism sector were affected by social 

distancing restrictions imposed to contain the spread of the COVID-19 pandemic. The trade 

account and primary income account improved by US$310.2 million to US$ 2,435.0 million and US$ 

107.5 million to US$ 602.8 million, respectively. On the other hand, the financial account surplus 

increased by US$1302.4 million to US$2,938.2 million due to increase in the budget support loan 

disbursements of US$ 2,444.2 million largely targeted at mitigating the impact of the Covid-19 

pandemic. However, FDI inflows declined by 26.3 percent over the same period to US$ 893.1 

million in the year to January 2021. The overall balance of payments recorded a surplus of US$429.2 

million resulting in a build-up in reserve assets compared to a deficit of US$107.2 in the prior year. 

The stock of reserves at end of January 2021 stood at US$3.6 billion equivalent to 5.3 months of 

import cover. 

17. In the short run, the current account deficit is likely to deteriorate further due to a widening of the 

trade deficit driven by improvements in domestic demand. In addition, containment measures 

implemented in advanced economies following the new variant of the coronavirus may stifle 

personal transfer inflows. However, the increased rollout of the Covid-19 vaccine provides hope for 

strengthening of personal transfers.  On the financing side, FDI inflows are likely to remain subdued 

reflecting slow recovery of global private capital flows. However, this will be moderated by 



8 | P a g e  

 

disbursements of project and budget support loans to finance government projects and COVID-19 

mitigation expenditure and finalisation of final investment decision (FID). 

18. The Uganda Shilling has remained relatively stable partly reflecting subdued domestic. The shilling 

marginally strengthened in February 2021 appreciating by 0.8 percent month-on-month and 0.3 

percent year on year to an average mid-rate of Shs. 3,667.3 Shs./US$. As at March 4th, 2021,the 

shilling had further appreciated by 0.2 percent relative to February 2021 to an average mid-rate of 

Shs. 3,660.1 Shs./US$.  Stability in the exchange rate was mainly supported by inflows from offshore 

investors, workers’ remittances, non-financial institutions, forex bureaux, NGOs and coffee receipts 

and the weakening of the US dollar.   

19. Inflation remains benign reflecting a combination of both global and domestic developments. 

Headline and Core inflation slightly increased to 3.8 percent and 5.6 percent respectively in February 

2021 from 3.7 percent and 5.5 percent in January 2020. Food crops inflation increased to minus4.3 

percent from minus 5.6percent registered in January 2021. However, electricity fuel and utilities 

(EFU) inflation declined in February to minus 2.6 percent from minus 1.9 percent in January 2021. 

The decline in EFU was largely driven by a fall in prices of firewood. Services inflation remains 

stable at 1.6 percent. However other goods inflation rose 2.3 from 2.1 percent in January 2021.  

20. The forecast for inflation over the remaining part of 2021 and the next year largely reflects a 

combination of dynamics of services prices and the high degree of uncertainty surrounding the 

evolution of the pandemic and its impact on the economy. As the effects of public transport 

measures to contain Covid-19 dissipate over the coming three months, and in combination with 

considerable spare capacity in the economy, core inflation is projected to decline to about 4.5 

percent in 2021.  Inflation is expected to return sustainably to the 5 percent target as excess capacity 

is absorbed in the medium-term. There are however risks to these forecasts that make the timing of 

convergence to the medium-term target of 5 percent highly uncertain. On the upside, fiscal 

challenges, a more depreciated exchange rate, adverse weather related shocks, gains in international 

commodity prices, and a faster than anticipated global economic recovery could put upward pressure 

on domestic inflation. On the downside however, lower than anticipated domestic demand and 

sustained global lethargy could exert downward pressure on domestic inflation.  

1. Global Developments 
 

1.1 Global Economic Activity 

Following the devastating economic crisis caused by COVID-19, the global economy appears to 

be emerging from one of its deepest recessions and beginning a subdued recovery. Indeed, 

global output for 2021 is projected to be stronger, supported by the vaccine-powered 

strengthening of activity coupled with policy support in some large economies. Indeed, the 

number of daily new COVID-19 cases has fallen to 350,000 per day, less than half of its peak at 
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the beginning of the year. Vaccination campaigns are gathering pace in advanced economies and 

major EMDEs, with about 2.7 percent of the global population having received at least one dose 

of one of the many available vaccines. Nascent positive developments on the pandemic front are 

supporting an improvement in investor sentiment. 

The IMF in its World Economic Outlook (WEO) for January 2021 revised global growth 

forecasts for 2021 upwards by 0.3 percentage points to 5.5 percent (Table 1). The global 

economy is expected to recover further in 2022, growing by 4.2 percent. However, the strength 

of the recovery is expected to vary across countries depending on the severity of the pandemic 

and the level of disruption to individual economies, access to vaccines as well as size and 

effectiveness of policy support to alleviate the damage caused by the health crisis. Indeed, the 

recovery is expected to be faster in Advanced Economies (AEs) and Emerging Market 

Economies (EMEs) than in Sub-Saharan Africa (SSA), which has had less policy flexibility in 

responding to the crisis. 

The outlook for growth remains contingent on developments around the deployment of 

vaccines, sustenance of policy support with major upside & downside risks. On the upside, 

improvements in the manufacture and deployment of vaccines, the effectiveness of treatments 

and more policy support could lift global activity higher than forecast. On the downside, the 

recovery could be complicated by a further surge in the pandemic exacerbated by more 

contagious mutations of the virus; slower than anticipated improvement in medical interventions 

and premature withdrawal of policy support. 

 
Table 1: Global Economic growth forecasts in selected Countries 

 

Source: IMF, January 2021 

1.2 Global Inflation and International Commodity Prices 

 

1.2.1 Global Inflation 

Global inflation remains subdued, with average inflation among EMDEs estimated at 3.6 

percent for 2020 and at 0.6 percent over the same period among key AEs owing largely to 

weakened global demand and soft commodity prices over 2020.  
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Although, inflation is projected to recover in 2021/2022, negative output gaps are expected to 

persist until the end of 2022, and thus, inflation is likely to remain subdued during 2021and 2022. 

Notably, inflation is forecast to average at 1.5 percent among AEs, which is generally below the 

central banks’ target of 2 percent. In the EMDEs, inflation is forecast at around 4 percent, which 

is lower than the historical average of the group of about 5 percent. Inflation developments in 

AEs and EMDEs are shown in Figure 1. 

Figure 1: Inflation Rates in Selected Countries 

 

Source: OECD Statistics 

1.2.2 International Commodity Prices 

International commodity prices continue on the recovery trajectory with the non-energy prices 

higher than the 2019 levels mainly supported by the better prospects for the global economy. 

However, even though the energy prices are rising, they are still below the 2019 levels. Oil prices 

rose further in February, with Brent crude reaching $65/bbl for the first time in a year, 

supported by OPEC+ production restraint. Following an agreement reached in January to 

extend production cuts, the group’s production as a whole is expected to be nearly 0.5mb/d 

lower in February and March than during the second half of 2020. Developments in global 

commodity prices are presented in Figure 2. 

The outlook is for stronger international commodity prices in 2021 in line with projected global 

recovery. However upward price pressures may be moderated by high global oil inventory levels 

and low oil demand in the first half of 2021 due to renewed lockdowns 
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Figure 2:Global Commodity Price Developments 

 

 Source: World Bank & FAO 

1.3 Global Financial markets 

Global financial market conditions remain stable reflecting the continued support by central 

banks and fiscal authorities since the onset of the pandemic but signs of rising inflation 

expectations are emerging.  Global financial market sentiment has improved as widespread 

availability of Covid-19 vaccines has reduced risk aversion and improved investor confidence.  

Equity prices have rebounded and volatility indicators have returned to historical standards. 

However long-term government bonds yields remain slightly higher among both AEs & 

EMDEs and low in developed economies due to massive monetary policy easing, flight to safety 

and subdued economic outlook. Notably, currencies in advanced and emerging economies have 

bounced against the US dollar, reflecting an improvement in global risk sentiment and concerns 

of worsening of the COVID-19 crisis in the US. Although immediate liquidity pressures have 

disappeared, large fiscal deficits and debt levels in 2021 and the likelihood of tightening financial 

conditions are expected to lead to debt distress, especially for EMDEs.  

Global financial conditions are expected to improve in 2021, with the more positive prospects 

for 2022. Central banks are expected to continue pursuing accommodative monetary policy to 

alleviate the evolving risks. Financial stability concerns are likely to re-emerge. Although 

immediate liquidity pressures have disappeared, the continued rapid debt build-up in the 

sovereign and non-financial sectors will lead to solvency concerns in a large number of 

economies. Bankruptcies of small and medium-sized enterprises (SMEs), especially in the hard-

pressed accommodation, food and entertainment sectors, are also projected to increase. This 

coupled with wider current account deficit may exert shilling depreciation pressures. 
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2 Domestic Developments 
2.1 Domestic Financial Markets 

2.1.1 Interbank Money Market 

Short-term money market rates continue to trend in line with the CBR. The weighted average 7-

day interbank money market rate was recorded at 7.3 percent in the quarter to February 2021, 

unchanged from the quarter to November 2020. Similarly, both the weighted average overnight 

and overall rates averaged at 6.9 percent compared to respective rates of 6.7 percent and 7.0 

percent, in the quarter to November 2020. The developments in the money market interest rates 

were consistent with the Central Bank Rate (CBR) as shown in Figure 3. 

Figure 3:  7-day Interbank Rate and the CBR 

 

Source: Bank of Uganda  

2.1.2 Primary Market for Treasury Securities 

Generally, yields on Government securities increased across all the maturities in the quarter to 

February 2021 compared to the previous quarter. The increase in yields was largely on account 

of additional net domestic financing (NDF) requirements of Shs. 4.3 trillion which saw a scaling 

up in issuance amounts. The average 91-day, 182-day and 364-day Treasury bill rates increased to 

8.2 percent, 10.9 percent and 13.2 percent, respectively in the three months to February 2021 

from 7.7 percent, 9.6 percent and 12.4 percent in the three months to November 2020.  

At the longer end, yields on the 2-year, 10-year and 15-year Treasury bonds on average recorded 

an increase of 0.9, 1.0 and 1.6 percentage points, respectively, to 15.0 percent, 16.1 percent and 

16.3 percent in the quarter to February 2021. Volatility in the financial markets although 

moderated, could be exacerbated by lingering concerns of a second wave of the pandemic that 

could weigh on risk sentiments and increase the costs of borrowing going forward.  
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2.1.3 Secondary Market for Treasury Securities 

The movement in the yields in the secondary market for government securities mostly reflected 

the developments in the primary market as shown in Figure 4. 

Figure 4: Secondary Market Yields on T-bills and T-bonds 

Source: Bank of Uganda 

2.1.4 Lending and deposit interest rates 

Commercial banks’ lending to households and businesses is an important channel through which 

monetary policy affects the economy. Since April 2020, commercial banks’ lending interest rates 

declined to an average of 18.2 percent in the quarter to January 2021 from 19.7 percent in the 

quarter to October 2020 reflecting an accommodative monetary policy stance. Lending interest 

rates on foreign currency denominated loans also recorded a decrease to an average of 5.5 

percent from 6.0 percent over the same period.  During the quarter to January 2021, a decrease 

in lending interest rates was mostly noted in the transport and communication sector, to an 

averaged 19.2 percent from 22.0 percent in the quarter to October 2020. The sectoral 

decomposition of lending interest rates is illustrated in Figure 5. 

Figure 5: Lending Interest Rates by Sector 
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Source: Bank of Uganda 

2.1.5 Private Sector Credit 

Private sector credit (PSC) grew by 8.6 percent in the quarter to January 2021 on account of 

gradual economic recovery and lower cost of borrowing. The average year-on-year growth in 

PSC (net of capitalized interest) averaged at 8.3 percent in the quarter to January 2021, up from 

6.9 percent in the quarter to October 2020. Net of exchange rate valuation changes, annual PSC 

grew by 7.4 percent year-on-year in the quarter to January 2021 reflecting exchange rate stability. 

PSC growth is likely to remain subdued in the short-term due to weak economic growth and 

increased risk aversion by lenders. In the medium to long-run, credit growth remains dependent 

on recovery in the level of economic activity. Figure 6 depicts the trend of annual private sector 

credit growth. 

Figure 6: Annual Private Sector Credit Growth  

 

Source: Bank of Uganda 

New net lending in the quarter to January 2021 comprised capitalized interest of Shs. 557.6 

billion down from Shs. 658 billion in the quarter to October 2020, reflective of a decrease in the 

uptake of credit relief measures in response to the COVID-19 pandemic. As at the end of 

December 2020, the restructured loans under BOU’s COVID-19 credit relief measures 

amounted to Shs. 7.9 trillion of which, Shs. 4.8 trillion remain outstanding. A sectoral 

decomposition of credit as shown in Figure 7 reveals a mixed picture in growth in lending to 

major sectors of the economy during the quarter to January 2021. Average annual credit growth 

to the personal loans, agriculture, real estate and manufacturing sectors grew by 7.5 percent, 8.4 

percent, 8.5 percent and 17.9 percent, respectively, in the quarter ending January 2021,  

compared to 9.2 percent, 4.5 percent, 9.6 percent and 6.6 percent in the previous quarter. 

However, lending to the trade sector continues to decline and lending to service sectors 

including education, hotel, bars and restaurants remains subdued as some of the businesses 

remain closed over COVID-19 restrictions. 
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Figure 7: Annual Growth in Private Sector Credit by sector (Sectoral Shares as at December 2020 in Brackets) 

 

Source: Bank of Uganda 

2.1.6 Credit Demand and Supply 

Credit demand proxied by value of loan applications and approvals increased in the quarter to 

January 2021. The value of loan applications decreased to an average of Shs. 1.4 trillion per 

month compared to Shs. 1.5 trillion in the quarter to October 2020 while the average loan 

approvals averaged Shs. 804.0 billion compared to an average of Shs. 992.0 billion in the quarter 

to October 2020 (Figure 8). However, the levels remain significantly below the value of loan 

applications and approvals of Shs. 2.2 trillion and 1.5 trillion, respectively recorded in the quarter 

to January 2020 reflecting commercial banks’ continued risk aversion as a result of the pandemic. 

 
 

 

 

Figure 8: Proxies for Demand and Supply of Bank Credit per Sector 

 

Bank of Uganda 
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In the short-run, credit is likely to remain subdued due to uncertainty about borrowers’ ability to 

service their loans at the end of the moratorium which may result in higher non-performing 

loans (NPLs) thereby increasing the risk aversion of commercial banks. In the medium term 

however, a boost in credit growth is projected, in line with anticipated improvement in economic 

activity. 

2.1.7 Asset quality 

Asset quality of loans extended by commercial banks declined, with the share of NPLs to total 

loans increasing to 5.3 percent in December 2020 from 5.1 percent and 6.0 percent, respectively 

in September and June 2020. The lower NPLs were observed in the sectors of trade, building, 

construction & real estate, and personal & household loans sectors as shown in Table 2. Some 

improvements in the ratio of NPLs are due to a gradual recovery in economic activity following 

the opening up of the economy post lockdown. 

Going forward, with the roll out of the vaccines and opening up of schools, NPLs in the tourism 

and education sector may reduce somewhat. Nonetheless, sustained subdued economic activity 

could lead to a further deterioration in NPLs as loan moratoriums mature. Overall NPLs should 

decline as the negative effect of the COVID-19 pandemic on the general business environment 

wanes. The worsening in asset quality continues to be largely moderated by the credit relief 

measures instituted by BOU which have been extended by another 6 months effective 1st April 

2021. 

 
 
 
 

 
Table 2: Non Performing Loans by sector 

 

Source: Bank of Uganda 

NPL RATIO (%) Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20

      AGRICULTURE 9.1 8.4 8.8 9.8 9.4 8.5 8.2

      M INING & QUARRYING 0.8 0.3 0.3 0.1 5.6 5.7 7.2

      MANUFACTURING 2.7 2.0 2.4 2.4 2.2 2.2 2.1

      TRADE & COMMERCE 3.2 5.0 7.5 7.4 8.9 7.6 8.7

      TRANSPORT & COMMUNICATION 3.4 3.8 2.9 2.1 2.1 2.1 1.2

      BUILDING, CONSTRUCTION & REAL ESTATE 3.0 4.4 4.5 4.4 6.5 4.7 4.9

      ELECTICITY  & WATER 0.3 0.1 0.1 30.9 21.6 17.9 18.2

      BUSINESS SERVICES 2.8 2.7 2.7 2.9 3.5 3.1 3.5

      COMMUNITY, SOCIAL AND OTHER SERVICES 7.6 5.7 5.4 2.2 2.1 1.2 1.3

      PERSONAL AND HOUSEHOLD LOANS 2.6 2.7 2.8 4.0 5.0 4.6 4.8

      OTHER ACTIVITIES 4.0 17.0 5.0 6.8 6.7 6.6 7.8

OVERALL NPL RATIO 3.8 4.4 4.9 5.4 6.0 5.1 5.3
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2.2  Domestic Economic Activity 

Since the beginning of the FY2020/21, the economic upturn is proceeding at an uneven pace as 

social distancing measures continue to weigh heavily on certain activities in the service sector, 

particularly education, hospitality, and tourism. The most recent data from UBOS shows that the 

economy contracted by 2.2 percent in Q1 of FY2020/21 compared to a growth of 8.7 percent in 

the same period of the previous year (Figure 10). This fall was mainly driven by the agriculture 

and services sectors which declined by 0.2 and 6.2 percent in Q1 of FY 2020/21 from respective 

growth rates of 9.1 percent and 7.7 percent in the same period of the previous year. Growth was 

affected by the measures instituted to curb the spread of the Coronavirus pandemic which 

mostly affected accommodation, food and education services sectors. Conversely, the industry 

sector grew by 4.3 percent from 7.9 percent in the previous year mainly supported by 

manufacturing. 
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Figure 9: Quarterly sectoral GDP Growth (%) 

 
Source: UBOS, January 2021 

The high-frequency indicators of economic activity reveal a similar trend. On a quarterly basis, 

the Composite Index of Economic Activity (CIEA) grew by 2.2 percent in the three months to 

January 2021, down from a growth of 7.3 percent in the quarter to October 2020 and up from a 

growth of 1.0 percent in the quarter to January 2020. On annual basis, economic activity is 

estimated to have expanded by 1.8 percent in the year ended January 2021 lower that 5.6 percent 

in the year ended January 2020. In addition, the IHS Markit Purchasing Managers’ Index (PMI) 

indicates slight pickup in activity in February compared to January albeit below the average 

growth over the past 8 months. The PMI improved in February 2021, posting 51.2 up from 49.8 

in January 2021 driven by increased output following the end of the election period and 

preparations for a wider reopening of schools (Figure 11). A return to growth of employment 

was observed in February and purchasing activity is reported to have risen in the first three 

months of 2021. Expectations of increases in new business supported optimism that activity will 

rise over the coming year. Moreover, BoU’s Business Confidence Index (BCI) indicates that 

businesses’ view of current conditions improved marginally in the quarter to February with 

positive expectations for the period to May 2021. 

Economic growth of 3.0-3.5 percent is projected in FY2020/21, increasing to 4.0-4.5 percent in 

FY2021/22 and 6.0-7.0 percent in the outer years. However, prospects for sustained and resilient 

recovery are limited without external financial assistance-including increased grants and 

concessional financing. The Debt Service Suspension Initiative (DSSI) will provide a small 

potential saving but could also trigger a downgrade by rating agencies. 

Furthermore, the materialization of a number of downside risks could derail the projected 

economic recovery. Indeed, the outlook continues to be highly conditional on the timeline of the 

world-wide vaccines rollout and the course of the virus and its new variants. For example, most 

of Uganda’s exports are destined to the Common Market for Eastern and Southern Africa 

(COMESA) region, where the vaccine rollout is going to be sluggish. Thus, whereas the 
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developed world is expecting a rapid vaccine-fuelled recovery, the damaging effects of the 

pandemic could persist in the region, which could be detrimental to economic growth prospects 

in the medium to long-term. Therefore, while the output gap is projected to close in FY2023/24, 

the timing is particularly uncertain. Moreover, the adverse impact of the pandemic on potential 

GDP growth could be more profound if it turns out to be longer or harsher than assumed. In 

addition, adverse weather-related shocks, feeble private sector credit growth, increasing NPLs 

that could result in higher lending interest rates, public investment financing challenges that 

could slow implementation of public investments, global trade frictions and the still repressed 

global demand pose significant downside risks to the domestic economic growth outlook.  

On the upside, however, economic growth could recover swiftly if stronger global economic 

growth, increased investment following the finalization of the FID, successful rollout of the 

Covid-19 vaccines and if Uganda benefits from the DSSI with its largest creditor China, which 

may moderate risk of debt distress and free up some fiscal resources for economic development. 

 
 
Figure 10: Monthly Changes in the CIEA and PMI 

  

Source: BoU, Stanbic PMI 

 

2.3 Fiscal Policy and Developments 

  

2.3.1 Government Expenditure and Revenue 

Fiscal operations have been constrained by revenue shortfalls and slow execution of 

infrastructural projects. Domestic revenue was below the target in the first 7 months of financial 

year 2020/21. Relative to the Uganda Revenue Authority (URA) targets, the cumulative total 

domestic revenue (net tax and Non-Tax Revenues (NTR)) collections amounted to Shs. 11,188.8 

billion, Shs. 1,477.7 billion below target shown in Table 3.  Shortfalls in revenue were observed 

in all tax heads except stamp duty. Direct domestic taxes, indirect domestic taxes and 

international trade taxes underperformed by Shs. 464.6 billion, Shs. 373.7 billion and Shs. 
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470.1billion, respectively. Moreover, non-tax revenue underperformed by Shs. 223.2 billion. 

Direct taxes underperformed largely due to shortfalls of Shs. 207.4 billion and Shs. 108.4 billion 

in Pay as You earn (PAYE) and Corporate tax, respectively due to Covid-19 related job losses 

and wage cuts.  

Total government expenditure in the seven months of 2020/21 amounted to Shs. 20,488.0 

billion, Shs. 3,357.7 billion lower than the programmed expenditure mainly due to an under 

performance of Shs. 3,083.5 billion in development expenditure. The shortfall in development 

expenditure is attributable to slow absorption by some government projects. Current 

expenditure and net lending repayment were also lower than programmed by Shs. 294.5 billion 

and Shs. 357.4 billion while clearance of domestic arrears exceeded budgeted by Shs. 377.7 

billion due to Government’s deliberate response to the pandemic.  On an annual basis, total 

government expenditure grew by 15.4 percent.  

 

Developments in government revenue and expenditure resulted in a fiscal deficit of Shs. 8,528.4 

billion, which was lower than the programmed deficit by Shs. 3,955.7 billion. However, the fiscal 

deficit grew by 34.3 percent from Shs. 6,350.3 billion in period ending January 2020. The deficit 

was financed largely by domestic financing, which accounted for 60.4 percent of total financing.  

 

Table 3: Revenue Performance July 2020  to January 2021  

 

 Source: Uganda revenue Authority 

2.3.2 Public Debt Stock 

The provisional total public debt stock as at end January 2021 stood at Shs. 65,974.3 billion, 

corresponding to an increase of 18.6 percent from June 2020 compared to an increase of 6.3 

percent in the same period last year. The increase in the stock of total public debt between June 

2020 and January 2021 was mainly due to a Shs. 5,760.5 billion increase in external debt largely 

attributed to the disbursements from the multilateral and bilateral creditors. Public external debt 

continued to maintain the dominant share of 65.4 percent of the total public debt. The stock of 

government securities (at cost value) as at end January 2021 stood at Shs. 22,814.3 billion, an 

Jul’18-

Jan’19

Jul’19- 

Jan’20

Jul’20-

Jan’21

URA 

Target 

Jul’20-

Jan’21

Jan’21 

Variation 

from 

Target

Annual 

change 

FY 

2019/20 

(%)

Annual 

change 

FY 

2020/21 

(%)

Total Net Tax & Non-Tax 

Revenue 9,779.9    10,632.2  11,188.8  12,666.5  1,477.7-    8.7            5.2            

Net URA tax revenue (excl. 

Refunds) 9,165.8    9,950.9    10,445.8  11,700.2  1,254.5-    8.6            5.0            

Gross Revenues 9,949.6    10,553.1  11,395.5  12,900.3  1,504.8-    6.1            8.0            

   Direct Domestic Taxes 2,960.2    3,592.2    3,780.9    4,245.5    464.6-       21.3          5.3            

   Indirect Domestic Taxes 2,302.5    2,346.3    2,531.4    2,905.1    373.7-       1.9            7.9            

o/w Mobile money transfers 43.6          36.8          71.2          44.6          26.6          15.5-          93.6          

o/w Levy on mobile money 118.5       64.2          79.9          69.3          10.6          45.8-          24.5          

o/w Over The Top Tax (OTT) 25.7          30.7          42.9          37.4          5.5            19.4          39.7          

   Taxes on international Trade 4,023.7    4,160.6    4,252.5    4,722.6    470.1-       3.4            2.2            

   Stamp duty & Embossing Fees 49.0          61.4          87.7          60.8          26.8          25.3          42.7          

   Non Tax Revenue 614.2       361.5       743.0       966.3       223.2-       41.1-          105.5       

Tax refunds 169.7-       209.6-       206.7-       233.8-       27.1          23.5          1.4-            
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increase of 25.0 percent relative to the position of June 2020, indicating a sharp rise in domestic 

financing of fiscal deficit.  

The pandemic has exacerbated the risks associated fast rising public debt accumulation. Debt 

servicing as a percentage of GDP projected at 30 percent between 2021-2025 levels seem to have 

reached historic highs, making the economy particularly vulnerable to financial market stress.  

According to the 2020 DSA exercise, public debt is projected to increase in the medium term on 

account of the scaled-up rate of borrowing to finance key infrastructure projects, especially in the 

transport and oil & gas sectors. In nominal terms, public debt is projected to increase to 49.9 

percent of GDP by end June 2021, peaking at 54.1 percent in 2022/23 before declining 

gradually. DSA indicate heightened debt risks and vulnerabilities in the medium-term which 

increase Uganda’s risk of debt distress from low to moderate. Major vulnerabilities to the 

outlook relate to the slow growth of exports and the increasing debt service burden. 

However, in present value terms, total public debt will rise to 39.3 percent of GDP in 

FY2020/21, peaking at 42.9 percent in FY2022/23, well below the EAC macroeconomic 

convergence ceiling of 50 percent (EAC) and 55 percent (IMF LIC DSA).  

 

2.4 Balance of Payments and Exchange rate Developments 

2.4.1 Balance of Payments 

The external sector strengthened in the year to January 2021 compared to the previous year 

largely supported by inflow to the financial account. The current account deficit deteriorated by 

US$1,276.0 million to US$3,430.1 million largely due to the widening of the services account 

deficit. The services deficit widened by US$ 1561.6 million as activities in the Tourism sector 

were affected by social distancing restrictions imposed to contain the spread of the COVID-19 

pandemic. The trade account and primary income account improved by US$310.2 million to 

US$ 2,435.0 million and US$ 107.5 million to US$ 602.8 million, respectively. On the other 

hand, the financial account surplus increased by US$1302.4 million to US$2,938.2 million due to 

increase in the budget support loan disbursements of US$ 2,444.2 million largely targeted at 

mitigating the impact of the Covid-19 pandemic. However, FDI inflows declined by 26.3 percent 

over the same period to US$ 893.1 million in the year to January 2021. The overall balance of 

payments recorded a surplus of US$429.2 million resulting in a build-up in reserve assets 

compared to a deficit of US$107.2 in the prior year. The stock of reserves at end of January 2021 

stood at US$3.6 billion equivalent to 5.3 months of import cover. Annual BOP Developments 

are presented in Figure 12. 
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Figure 11: Developments in Overall Balance of Payments  

 

Source: Bank of Uganda 

2.4.2 Outlook of the Balance of Payments 

In the short run, the current account deficit is likely to deteriorate further due to a widening of 

the trade deficit driven by improvements in domestic demand. In addition, containment 

measures implemented in advanced economies following the new variant of the coronavirus may 

stifle personal transfer inflows. However, the increased rollout of the Covid-19 vaccine provides 

hope for job market recovery and therefore an increase in remittances.   

On the financing side, FDI inflows are likely to remain subdued reflecting slow recovery of 

global private capital flows. However, this will be moderated by disbursements of project and 

budget support loans to finance government projects and COVID-19 mitigation expenditure. 

2.4.3 Exchange Rate Developments 

The Uganda Shilling has remained relatively stable partly reflecting a combination of subdued 

domestic demand and strong portfolio inflows amidst deterioration of balance of payment. The 

shilling marginally strengthened in February 2021 appreciating by 0.8 percent month-on-month 

and 0.3 percent year-on-year to an average mid-rate of Shs. 3,667.3 Shs./US$. Stability in the 

exchange rate was mainly supported by inflows from offshore investors, workers’ remittances, 

non-financial institutions, forex bureaux, NGOs and coffee receipts and the weakening of the 

US dollar.   

On a trade-weighted basis, in the exchange rate (Nominal Effective Exchange Rate - NEER) 

appreciated by 0.6 percent month-on-month and 0.2 percent year-on-year in February 2021. In 

real terms, the exchange rate (Real Effective Exchange rate (REER)) depreciated by 1.2 percent 

month-on-month but appreciated by 2.4 percent year-on-year, in January 2021 driven by the 

inflation differential as depicted in Figure 14. 
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Figure 12: Changes in the NER, Inflation Differential and REER (Y-o-Y) 

 Source: Bank of Uganda 

Movements in EAC Partner State currencies relative to the US Dollar were mixed in February 

2021 as depicted in Figure 15. The Kenya and Uganda Shilling appreciated while the Rwanda 

Franc continued to depreciate albeit at a slower pace. The Tanzanian Shilling remains largely 

stable. 

Figure 13: Selected EAC Partner States’ Exchange Rates (YoY, per cent Change) 

 

Source: Source: Bank of Uganda 

Going forward, the exchange rate is likely to depreciate on account of recovery in demand that is 

projected to worsen the current account deficit. In addition, rising global yields could trigger 

capital outflow resulting in stronger deprecation pressures. 

2.5 Inflation 

2.5.1 Domestic Consumer Price Inflation 

Inflation remains benign reflecting a combination of both global and domestic developments. 

Headline and Core inflation slightly increased to 3.8 percent and 5.6 percent respectively in 

February 2021 from 3.7 percent and 5.5 percent in January 2020. Food crops inflation increased 
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to minus 4.3 percent in February 2021 from minus 5.6percent registered in January 2021. 

However, EFU inflation declined in February to minus 2.6 percent from minus 1.9 percent in 

January 2021. The decline in EFU was largely driven by a fall in prices of firewood. These 

developments are shown in Figure 16. Services inflation remained stable at 1.6 percent however 

other goods inflation rose 2.3 from 2.1 percent in January 2021.  

Figure 14: Developments in Domestic Inflation 

 

Source: Uganda Bureau of Statistics (UBOS) 

2.6 Economic and Inflation Outlook and Risks 
 

2.6.1 Economic Outlook 

The road to domestic economic recovery remains bumpy due to effects of Covid-19 resulting 

from the measures to curb its spread and, emerging risks to the agricultural sector.  Economic 

growth has lost momentum as depicted by the BoU’s high frequency indicators, which indicate 

growth by 2.2 percent in the three months to January 2021, down from a growth of 7.3 percent 

in the quarter to October 2020 and up from a growth of 1.0 percent in the quarter to January 

2020. In addition, the PMI indicated that business conditions deteriorated in the quarter to 

February 2021, after improving in the quarter to October 2020. Nonetheless, economic 

indicators still suggest some recovery from the sharp contractions of 6 percent and 2.2 percent in 

the quarters to June 2020 and September 2020, respectively 

Economic growth of 3.0-3.5 percent is projected in FY2020/21, increasing to 4.0-4.5 percent 

and 6.0-7.0 percent in FY2021/22, and in the outer years, respectively, with the availability of the 

vaccine in Uganda and the containment of the spread of Covid-19. This will help tourism 

recover. In addition, exports should benefit from strengthening foreign demand, reduced 

pandemic-related uncertainty and improving global investment. However, subdued private sector 

credit growth and the recent ban of Uganda’s grains exports to Kenya pose downsize risks to 

growth. The medium-term economic outlook remains highly conditional on the timeline of the 

world-wide vaccines rollout and the course of the virus and its new variants. 
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2.6.2 Inflation Outlook and Risks 

Core inflation is expected to peak at 5.8 percent in first quarter of 2021 before gradually 

returning to its medium-term target of 5 percent (Figure 17). There are however risks to these 

forecasts, that make the timing of convergence to the medium term target of 5 percent highly 

uncertain. On the upside, fiscal challenges, a more depreciated exchange rate, adverse weather 

related shocks, gains in international commodity prices, and a faster than anticipated global 

economic recovery could put upward pressure on domestic inflation. On the downside however, 

lower than anticipated domestic demand and sustained global economic lethargy could exert 

downward pressure on domestic inflation. 

 
Figure 15: Inflation Outlook 

 

Source: Bank of Uganda 

 

3 Conclusion  

The simultaneous fiscal, monetary, and financial stimuli and have been effective in avoiding the 

most negative economic consequences of the COVID-19 shock. The easing of the lockdown 

also contributed to the recovery in economic activity. The Bank of Uganda’s Composite index 

for Economic Activity (CIEA) points to a continued moderate recovery of economic activity 

albeit a slower pace. Economic growth of 3.0-3.5 percent is projected in Financial Year (FY) 

2020/21, increasing to 4.0-4.5 percent and 6.0-7.0 percent in FY2021/22, and in the outer years, 

respectively. 

Inflation is projected to remain subdued partly reflection a combination of considerable spare 

capacity in the economy and low imported inflation. Inflation is expected to return sustainably to 

the 5 percent target as excess capacity is absorbed in the medium-term. There are however risks 
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to these forecasts. On the upside, fiscal challenges, a more depreciated exchange rate, adverse 

weather related shocks, gains in international commodity prices, and a faster than anticipated 

global economic recovery. On the other hand, a second wave of the pandemic, lower than 

anticipated domestic demand, lower food crop prices and sustained global lethargy could exert 

downward pressure on domestic inflation. 

As soon as the activity normalises following infections decrease, households are expected to 

return to more normal patterns of consumption, which will create favourable conditions for a 

rise in demand. The slightly brighter near-term outlook along with medium to long-term 

inflation expectations at levels considered well anchored means monetary policy can remain 

accommodative now. Given underlying economic conditions, the MPC meeting of February 

decided to keep CBR rate unchanged at 7 percent and maintain liquidity support to supervised 

financial institutions. The MPC also extended the credit relief measure by another 6 months 

effective April 1st 2020.  

Uganda has requested the IMF for a three-year arrangement under the Extended Credit Facility 

(ECF) covering the period of 2021-2023, in an amount of SDR 722 million. The ECF will help 

to address the short-term impact of the Covid-19 pandemic and to ensure a robust sustainable 

medium-term recovery through steadfast implementation of Uganda economic reform program 

by providing Balance of Payments and Budget assistance, leveraging donor resources, and 

enhancing the efficacy of the monitoring for reform implementation. The success of the 

program will depend on government commitments towards achieving fiscal sustainability, 

reduction of the government’s debt burden, rebalancing fiscal expenditure towards social 

spending and other priority areas. 


