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Executive Summary 
 

The COVID-19 pandemic and measures put in place to mitigate its spread has continued to 

adversely impact on economies across the World. The containment efforts involving quarantines, 

lockdowns and widespread restrictions on labour mobility and travel, have helped to contain the 

virus and save lives, but  have resulted in declines in consumption, sharp cutbacks in most service 

sector activities, increased risk aversion and elevated capital outflows especially from Emerging 

Markets and Developing Economies (EMDEs). These negative effects led to sharp and sudden 

declines in output, spending and employment in the second half of the financial year (FY) 2019/20. 

 

The IMF World Economic Outlook (WEO) update of June 2020 projected that global economic 

growth will decline to minus 4.9 percent in 2020 from 2.9 percent in 2019 and recovery is predicted 

to be gradual. Economic growth in EMEs is projected at minus 3.0 percent in 2020 from 3.7 percent 

in the previous year while growth in Advanced Economies (AEs) is projected at minus 8.0 percent 

in 2020 from 1.7 percent in 2019. In Sub-Saharan Africa (SSA), growth is projected to decline to 

minus 3.2 percent in 2020, down from 3.1 percent in 2019 specifically due to, elevated capital 

outflows and severely reduced external demand. Moreover commodity exporters such as Nigeria 

are affected by the collapse in commodity prices.  

 

Several countries have started to recover. However, in the absence of a medical solution, the 

strength of the recovery is highly uncertain and the impact on sectors and countries uneven. The 

pandemic could persist beyond the second half of 2020 or there could be a more severe second 

wave of the pandemic, with adverse consequences for the global economy. Longer than anticipated 

decline in economic activity could lead to more permanent business closures and high levels of 

unemployment 

 

Concerns around the uncontained spread of the corona virus, coupled with downside pressures on 

global output continue to weigh down financial market sentiment. Large fiscal deficits and debt 

levels in 2020 and the likelihood of tightening financial conditions are expected to lead to debt 

distress, especially for EMDEs. Although there has been sizeable funding from Central Banks, 

Fiscal Authorities and Multilateral Institutions so far; financial conditions are not expected to ease 

any further. The outlook is for anxiety in the global financial markets, with intermittent episodes of 

volatility, throughout 2020. Global financial conditions are however expected to improve in 2021, 

with the more positive prospects for 2022.  

 

On the domestic scene, money market rates fell in line with the monetary policy stance. The 

weighted average 7-day interbank money market rate averaged 7.4 percent in the quarter to August 

2020, compared to 9.1 percent in the previous quarter consistent with the reductions in the Central 
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Bank Rate (CBR). To align liquidity conditions with the desired monetary policy stance, BoU used 

Repurchase Agreements (REPOs) and reverse REPOs, deposit auctions, as well as the sale of 

recapitalisation treasury bonds. Additional recapitalisation securities worth Shs. 481.7 billion were 

issued to the BoU in August 2020. This stock of treasury bonds will assist in managing part of the 

structural liquidity in the system.  

 

On average, yields on government securities declined in the quarter to August 2020 in part 

reflecting increased investor confidence and reduced economic and financial uncertainty. Although 

volatility in the financial markets has moderated, lingering concerns of a second wave of the 

pandemic may weigh on risk sentiments and this could increase the costs of borrowing going 

forward. Moreover increased appetite for domestic financing by Ministry of Finance Planning and 

Economic Development (MoFPED) could push yields up.  

 

Commercial bank lending interest rates have been relatively stable rising marginally in the quarter to 

July 2020. Lending rates on Shilling denominated loans rose to 19.7 percent in the quarter to July 

from 18.2 percent in the quarter to April 2020. Month-on-month lending rates increased sharply in 

July 2020, to 20.9 percent from 19.3 percent in June 2020. Increases in the lending rates were 

driven largely by a rise in unsecured lending to personal and households and lending the Agriculture 

which is considered highly risky. Although BOU has steadily reduced the CBR, the pricing 

behaviour of banks seems not to have changed with several consistently pricing below or above the 

industry rate reflecting structural bottlenecks to adjustments in lending rates.   

 

Growth in private sector credit (PSC), remained subdued in the quarter to July 2020 on account of 

the decline in economic activity coupled with poor asset performance. The slow growth in credit 

was aggravated by business closures due to the lockdown aimed at containing the spread of the 

COVID-19 pandemic. The average year-on-year growth in PSC averaged at 8.9 percent in the three 

months to July 2020, down from 10.5 percent in the previous quarter. New net lending in the 

quarter to July 2020 mainly comprised of capitalized interest which rose to UGX 158 billion in July 

2020 up from UGX 96.6 billion in April 2020 reflecting bank of Uganda’s credit relief measures in 

response to the COVID-19 pandemic.  

  

A sectoral decomposition of credit reveals slower growth in lending to major sectors of the 

economy during the quarter to July 2020. Average annual credit growth to the agriculture, 

manufacturing, trade, personal & household and Building, mortgage, construction and real estate 

sectors declined to 9.0 percent, 0.6 percent, 3.4 percent, 5.8 percent and 12.7 percent respectively in 

the three months to July 2020. Weak credit disbursement to major economic sectors poses 

challenges for private investment and consumption and may further constrain economic growth 

prospects.  
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The number and value of loan applications and approvals declined in the quarter to July 2020 as 

business activity slowed down non-performing loans increased. In July 2020, 684,074 loan 

applications worth UGX 1,424 billion were received and 681,044 loan approvals worth UGX 711 

billion were made. The significant discrepancy between loan applications and approvals reflects 

increased risk aversion towards borrowers amidst rising NPLs. Asset quality of loans extended by 

commercial banks worsened with a share of NPLs to total loans of 5.8 percent in June 2020 from 

5.4 percent in March 2020 and 3.8 percent in June 2019 

 

Fiscal operations in FY2019/20 were constrained by a shortfall in domestic revenue and slow 

execution of infrastructural projects in part due to COVID-19. Government expenditure 

amounting to UGX 28,392.58 billion which was UGX 4,718.22 billion lower than the programmed 

levels due to a shortfall in development expenditure indicating slow absorption of government 

projects. Government revenue (including grants) amounted to UGX 18,442.20 billion, which was 

lower than programme levels by UGX 4,104.20 billion. The shortfalls in domestic revenue were 

largely attributed to the underperformance in both domestic and international trade taxes reflect a 

fall in consumption and production due to the measures put in place to manage the spread of 

COVID-19.  

 

The fiscal deficit amounted to UGX 9,950.3 billion of 7.2 percent of GDP. The deficit was 

financed largely externally through large take-up of loans earmarked for countering the effects of 

COVID-19.   

 

The total public debt stock stood at UGX. 56,526.2 billion, 40.8 percent of GDP, as at end June 

2020 which is an increase of 20.5 percent relative to June 2019. The increase between June 2019 

and June 2020 was mainly due to a UGX. 6,362.3 billion increase in external debt largely attributed 

to borrowings from the IMF, Trade and Development Bank (TDB), and Stanbic Bank towards 

countering the economic distress brought about by the COVID-19 pandemic. Public external debt 

continued to maintain the dominant share of 66.2 percent of the total public debt. External and 

domestic debt increased by 18.0 percent and 19.4 percent, respectively in FY2019/20.  

 

Despite the increase in borrowing, Uganda’s debt levels remain sustainable with low risk of debt 

distress; however, significant vulnerabilities are evident. Although the multilateral creditors have put 

in place facilities to dampen the adverse effects of the COVID-19 pandemic, uncertainties relating 

to the ensuing expenditure pressures, subdued economic activity and declining tax revenues, and a 

possible further decline in grants could lead to further borrowing on non-concessional terms. The 

associated increase in interest payments will be a substantial drain on resources that could have 

otherwise been used to finance development. 
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The external position in FY 2019/20 was supported by budget support loans from the Trade and 

Development Bank, IMF and Stanbic Bank. The balance of payments recorded a surplus of US$ 

625.5 million, higher than a surplus of US$ 68.7 million recorded in FY2018/19. The current 

account deficit improved to US$2,121 million or 5.7 percent of GDP from a deficit of US$2,541.5 

million of 7.2 percent of GDP in FY2018/19 resulting from a lower trade and primary income 

deficits and higher secondary income surplus due to higher non-governmental organisation (NGO) 

inflows. The services account deficit however, deteriorated substantially to US$ 1,035 million from 

US$ 356.9 million.  

 

The surplus on the financial account was US$2,275 million during FY 2019/20, owing mainly to 

lower foreign direct investment inflows coupled with sustained portfolio investment outflows. The 

financial account inflows were sufficient to absorb the CAD; consequently, there was a build-up in 

reserve assets to the tune of US$ 625.5 million during FY2019/20.  

 

In August 2020, the Uganda Shilling continued to strengthen, consolidating gains made over the 

previous three months. The Shilling appreciated by 0.7 percent on monthly basis to an average mid-

rate of UGX 3,678 per US Dollar in August 2020, supported by higher inflows from export 

receipts, NGOs, personal transfers and offshore investors, amidst subdued demand. On annual 

basis, the Shilling appreciated by 0.4 percent in August 2020. Going forward, the exchange rate is 

likely to remain stable on account of matched corporate activity; with a bias towards depreciation 

due to COVID-19-related market uncertainty. BOU purchased USD 47.4 million for reserve build-

up in July and August 2020 relative to a target of USD 504.2 million in FY 2020/21.  

 

Uganda’s economy significantly slowed down in FY2019/20, precipitated by the direct and indirect 

impacts of lockdown measures to prevent the spread of COVID-19.  GDP grew by 3.1 percent 

compared to 6.8 percent in FY2018/19.  The high growth momentum posted in the first half of 

FY2019/20 was reversed in the second half of the financial year due to the impact of the COVID-

19 pandemic. Quarterly GDP estimates released by UBOS indicate a contraction in FY2019/20 

that is, a growth of minus 3.2 percent in the quarter to June 2020, down from minus 1.7 percent in 

the quarter to March 2020.  

 

High frequency indicators of economic activity point to recovery in the three months to August 

2020 following the easing of the lockdown in May 2020.  The month-on-month growth in the 

CIEA grew by 5.7 percent and 3.1 percent month-on-month in June and July 2020, indicating a 

pickup in economic activity relative to the contraction registered in the three months to May 2020.  

In addition, the Stanbic Bank Uganda Purchasing Managers’ Index (PMI) for August 2020 also 

indicated continued improvements in economic activity.   
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Going forward, many consumers are likely to be hesitant to resume their previous spending 

patterns, partly due to fears of contracting the virus and uncertainty about earnings. Moreover, even 

those whose incomes were not affected may increase their need for precautionary savings. 

Furthermore, low exports of goods and subdued tourism receipts are projected to continue to 

weigh on economic growth given weaker global demand. Therefore, economic growth in Financial 

Year (FY) 2020/21 is projected in the range of 3.0-4.0 percent, further increasing to 5.0-6.0 percent 

in FY 2021/22. Economic growth is consequently expected to remain below the potential growth 

rate until FY 2022/23.  

 

Annual headline and core inflation rose in June and July 2020 driven largely by hiked transport 

fares in response to government issued standard operating procedures for public transportation 

aimed at containing further spread of the COVID-19 pandemic and the increases in prices of 

imported consumer goods as a result of higher taxes to support import substitution. Annual 

headline in inflation, declined to 4.6 percent in August 2020 compared to the 4.7 percent registered 

in July 2020, driven mainly by a decline in Energy, Fuel and Utilities (EFU) inflation. However, 

annual core inflation and food crops rose slightly to 5.9 percent and minus 5.4 percent in August 

2020, compared to 5.8 percent and minus 5.5 percent, respectively registered in the previous. 

 

The path for CPI inflation over the next 12 months largely reflects the influence of containment 

measures particularly on public transport and increases in prices of imported consumer goods as a 

result of higher taxes to support import substitution. However, the decline in food crop and energy 

prices and subdued demand could partly hold inflation down. Core inflation is expected to peak at 

6.1 percent in the first quarter of 2021, while headline inflation could peak at 6.2 percent. In the 

medium term, the inflation outlook depends primarily on the speed and strength at which demand 

and supply recover.  

 

Given the uncertainty surrounding the inflation outlook and taking into consideration the weak 

state of the economy in the midst of an unprecedented shock from the Covid-19 pandemic, it was 

prudent to maintain the stance of monetary policy and remain watchful of incoming data as to how 

the outlook unravels. Therefore, BoU maintained the CBR at 7 percent in August 2020. The band 

on the CBR was maintained at +/-2 percentage points, while the margin on the rediscount rate and 

bank rate was unchanged at 3 and 4 percentage points on the CBR, respectively. Consequently, the 

rediscount rate and the bank rate were maintained at 10 percent and 11 percent, respectively. 
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1. Background 

This report presents the global and domestic economic developments in the period to August 2020. 

In particular, it assesses the impact of the Covid-19 pandemic on the economy and the efficacy of 

the economic policy actions undertaken thus far to contain the adverse consequences of the 

pandemic on the economy.  It also presents the risks to the domestic economic outlook, the policy 

challenges in the medium term and the implications of the domestic economic outlook for the 

future direction of monetary policy in Uganda. 

 

2. Global Economic Environment 

2.1. Global Economic Growth 

The COVID-19 pandemic and measures put in place to mitigate its spread has continued to 

adversely impact economies across the World. The containment efforts that involved quarantines, 

lockdowns and widespread restrictions on labour mobility and travel, have helped contain the virus 

and save lives, but have resulted in declines in consumption, sharp cutbacks in most service sector 

activities, increased risk aversion and elevated capital outflows especially from Emerging Markets 

and Developing Economies (EMDEs). These negative effects led to sharp and sudden declines in 

output, spending and employment in the second half of the financial year (FY) 2019/20. 

The supply-side shocks affected many businesses, as lockdowns and restrictions on travel curtailed 

normal operations of business and disrupted relationships with key suppliers. Aggregated demand 

was also adversely affected as demand for consumer goods and services fell due to the containment 

measures, uncertainty about incomes due to job losses and increase in precautionary savings. Travel 

and tourism activities have particularly been adversely affected leading to financial distress to many 

companies and loss of incomes in many households.  

As a result, the IMF World Economic Outlook (WEO) update of June 2020 projects that global 

economic growth will decline to minus 4.9 percent in 2020 from 2.9 percent in 2019 and recovery is 

predicted to be gradual. Economic growth in EMEs is projected at minus 3.0 percent in 2020 from 

3.7 percent in the previous year while growth in Advanced Economies (AEs) is projected at minus 

8.0 percent in 2020 from 1.7 percent. AEs have taken a deeper hit to activity in the second half of 

the financial year due to the early containment measures adopted and the already fragile growth 

pre-COVID-19. Across these economies, deep downturns are projected with the largest decline 

foreseen in Italy and Spain at minus 12.8 percent, and the smallest fall in Japan at minus 5.8 percent. 

However, in 2021 AEs are projected to grow by 4.8 percent.  

In Sub-Saharan Africa (SSA), growth is projected to decline to minus 3.2 percent in 2020, down 

from 3.1 percent in 2019 due to the effects of the pandemic and the associated containment 
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strategies, elevated capital outflows and severely low external demand. Specifically, commodity 

exporters have been affected by the collapse in commodity prices. Nigeria, an oil exporter, is 

expected to grow at minus 5.4 percent in 2020 from 2.2 percent in 2019 due to a dramatic decline in 

oil prices. South Africa was in a recession before the breakout of the pandemic, is projected to 

grow at minus 8.0 percent in 2020 from 0.2 percent recorded the previous year as effects of the 

health crisis feed through. The global growth projections are depicted in Table 1. 

Table 1: Global Economic growth forecasts in selected Countries 

IMF World Economic Outlook Estimate Jun-20 Forecasts  YoY- Diff from Apr-20 Forecasts 

  2019 2020 2021 2020 2021 

World Real GDP Growth 2.9 -4.9 5.4 -1.9 –0.4 

Advanced Economies 1.7 -8.0 4.8 -1.9 0.3 

     US 2.3 -8.0 4.5 2.1 -0.2 

     Euro Area 1.2 -10.2 6.0 2.7 1.3 

     Japan 0.7 -5.8 2.4 -0.6 -0.6 

     UK 1.4 -10.2 6.3 -3.7 2.3 

Emerging Market & Developing Economies 3.7 -3.0 5.9 -2.0 -0.7 

     China 6.1 1.0 8.2 -0.2 -1.0 

     India 4.2 -4.5 6.0 -0.2 -1.0 

     Brazil 1.1 -9.1  3.6 -3.8 0.7 

     SSA 3.1 -3.2      3.4   -1.6 -0.7 

Source: IMF WEO, June 2020 

The economic outlook is extremely uncertain largely because of the unpredictable intensity and 

duration of the COVID-19 pandemic. The pandemic could persist beyond the second half of 2020 

or there could be a more severe second wave of the pandemic, with adverse consequences for the 

global economy. Moreover, longer than anticipated decline in economic activity could lead to more 

permanent business closures and high levels of unemployment. Other downside risks to global 

economic activity include high debt levels in EMDEs and heightened currency depreciations in 

these economies, in part driven by the widening current account deficits which could lead to debt 

distress. Escalating geopolitical and trade tensions between the United States and China on multiple 

fronts, as well as wide social unrest could negatively affect growth. On the upside, a stronger 

economic scenario could unfold if, for instance, economies reopen with minimal spread of the 

virus, or if a vaccine or effective treatment is available soon.  

 

2.2. Global Commodity Prices and Inflation 

2.2.1 Commodity Prices 

International commodity prices rose in the four months to August 2020, although they are yet to 

recover the losses posted over the period January to April 2020 which were occasioned by the 

COVID-19 containment measures and their impact on global demand. In August 2020, average 

crude oil prices rose marginally by 3.3 percent to US$43.4 per barrel, adding to the rise by around 

45 percent and 30 percent in May and June 2020, respectively. The pickup in crude oil prices over 
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the four months to August 2020 is attributed to improvement in oil market conditions on account 

of better prospects of oil demand in the second half of 2020 and reduction in the largely 

oversupplied position of the oil market. On an annual basis, the decline in average crude oil prices 

decelerated to 24.7 percent in August 2020, down from the marked decline of 69.3 percent in April 

2020. Developments in global commodity prices are presented in Figure 1. 

Figure 1: Global Commodity Price Developments 

   

Source: World Bank                                         Source: FAO 

Going forward, global commodity prices are projected to remain subdued in 2020, largely reflecting 

the slow economic activity. However commodity prices are projected to recover in 2021, as 

economic activity strengthens.  In particular, crude oil prices are projected to average US$ 35/barrel 

and US$ 42/barrel in 2020 and 2021, respectively. Food prices are however projected to remain 

fairly stable in 2020, since they are less responsive to changes in economic activity. 

 

2.2.2 Global Inflation 
 

Global inflation is expected to remain subdued, owing largely to COVID-19 related weakening of 

global demand and projected low commodity prices. Compared to December 2019, average 

inflation among key Advanced Economies declined by 1 percentage point to 0.5 percent in June 

2020, with the US, Euro Area, UK and Japan posting annual inflation rates of 0.6, 0.3, 0.8 and 0.1 

percent, respectively. Notably, these rates are significantly below the inflation targets of 2 percent, 

which enabled these AE central banks to ease monetary conditions, and provide a foundation for 

consumption and business recovery as countries lift COVID-19 restrictions.  

 

Average inflation in key EMDEs also declined by 2.1 percentage points to 3 percent in June 2020 

compared to December 2019, with Brazil, China, India, Russia and South Africa respectively 

posting annual inflation rates of 2.1, 2.5, 5.1, 3.2 and 2.1 percent. Although still below the central 

bank target of 4 percent, inflation in Russia has been on the rise since April 2020, driven partly by 
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currency depreciation and by prices of both food and non-food items. Inflation developments in 

selected countries are shown in Figure 2. 

 

Figure 2: Inflation Rates in Selected Countries 

 

Source: OECD Statistics 

2.3 Global Financial Markets 

Global financial market sentiment remained fragile in August 2020, owing to the dampened 

outlook for global economic recovery in H2-2020 and concerns around the resurgence of new 

infections. Concerns around the uncontained spread of the corona virus, coupled with downside 

pressures on global output continue to weigh down financial market sentiment. Large fiscal deficits 

and debt levels in 2020 and the likelihood of tightening financial conditions are expected to lead to 

debt distress, especially for Emerging Markets and Developing Economies (EMDEs). Although 

there has been sizeable funding from Central Banks, Fiscal Authorities and Multilateral Institutions 

so far; financial conditions are not expected to ease any further. Indeed, with the exception of 

China, key equities although rising, are yet to match up to their December 2019 levels. 

The outlook is for anxiety in the global financial markets, with intermittent episodes of volatility, 

throughout 2020. Global financial conditions are however expected to improve in 2021, with the 

more positive prospects for 2021. Continued weakness in global financial market sentiments is 

likely to sustain subdued remittances and capital flows. This coupled with wider current account 

deficit may exert Shilling depreciation pressures. 
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3. Domestic Economic Developments 

 

3.1 Reflections on the Previous Monetary Policy Decision 

In June 2020, the Bank of Uganda (BoU) eased monetary policy as additional support to monetary 

policy and macro prudential measures earlier taken to mitigate the adverse impact of the pandemic 

on the economy. This was meant to further ease financial conditions and to provide support to 

economic activity. The BoU reduced the Central Bank Rate (CBR) by 1 percentage point to 7 

percent. The band on the CBR was also reduced by 1 percentage point to +/-2 percentage points 

while the margin on the rediscount rate and bank rate were set at 3 and 4 percentage points on the 

CBR respectively. Consequently, the rediscount rate and the bank rate were reduced to 10 percent 

and 11 percent, respectively.  

The monetary policy stance in June 2020 was premised on the downward revision of economic 

growth to projections for 2020/21 to a range of 2.5 to 3.5 percent from 3 to 4 percent in April 

2020. The combination of the COVID-19 pandemic, extreme weather conditions and volatility in 

the global financial markets were downside risks to the economic growth outlook. Although these 

risks were extreme and tilted towards lower growth, economic activity was projected to gradually 

recover to between 4 - 5 percent in FY2021/22 and 6 to 6.5 percent in FY2022/23. The strength of 

the economic recovery was however contingent in part on how soon a vaccine is discovered and on 

how Uganda would be able to open up for economic activity safely and how effectively the public 

would comply with social distancing rules amidst cautious advocacy by WHO going forward as the 

spread of the corona virus evolves.  

In addition, inflation was projected to remain subdued given the weak external and domestic 

demand pressures coupled with low food prices. The economic slowdown and a gradual recovery 

were to keep inflation below the medium-target of 5 percent in the near term. Risks to inflation 

from shilling depreciation were assessed to stay low as pass through of exchange rate depreciation 

to inflation was also expected to remain slow due to subdued demand. 

 

3.2 Financial Sector Developments  

3.2.1 Interest Rate Developments 

3.2.1.1 Interbank Money Market Rates 

Money market rates fell reflecting eased liquidity conditions which were in line with the monetary 

policy stance. Liquidity assistance measures undertaken by BOU also contributed to the eased 

liquidity conditions as a total of Shs.90 billion was accessed by commercial banks through the 

Emergency Liquidity and Lombard Window facilities. Consequently, the weighted average 7-day 
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interbank money market rate averaged 7.4 percent in the quarter to August 2020, compared to 9.1 

percent in the previous quarter consistent with the reductions in the Central Bank Rate (CBR) as 

shown in Figure 3.  

 

To align liquidity conditions with the desired monetary policy stance, BoU used Repurchase 

Agreements (REPOs) and reverse REPOs, deposit auctions, as well as the sale of recapitalisation 

treasury bonds. Indeed, the net outstanding stock of REPOs and deposit auctions as at end of 

August 2020, stood at Shs. 1,171 billion and Shs. 1,467.1 billion, respectively, while Shs. 11 billion 

worth of recapitalisation was secondary market. Additional recapitalisation securities worth Shs. 

481.7 billion were issued to the BoU in August 2020. This stock of treasury bonds will assist in 

managing part of the structural liquidity in the system.  

 

Figure 3: The 7-day Interbank Rate and Central Bank Rate 

 
 Source: Bank of Uganda  

3.2.1.2 Yields on Government securities 

On average, yields on government securities declined in the quarter to August 2020 in part 

reflecting increased investor confidence and reduced economic and financial uncertainty. At the 

shorter end, the 91-day, 182-day and 364-day Treasury bill rates declined to 8.7 percent, 10.3 

percent and 12.2 percent, respectively in the three months to August 2020 from 9.4 percent, 11.3 

percent and 12.9 percent in the quarter to May 2020. Month-on-month, however, there was a rise 

in yields in July 2020 as issuance amounts increased relative to June 2020 on account of higher 

fiscal financing  requirements for FY2020/21.  
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At the longer end, yields on 2-year, 3-year, 5-year, 10-year and 15-year Treasury bonds also fell to 

13.5 percent, 15.3 percent, 16.1 percent, 14.8 percent and 14.7 percent in the quarter to August 

2020 from respective rates of 14.0 percent, 15.6 percent, 16.5 percent, 16.0 percent and 15.3 

percent in the previous quarter. Although volatility in the financial markets has moderated, 

lingering concerns of a second wave of the pandemic may weigh on risk sentiments and this could 

increase the costs of borrowing going forward. Yields in the secondary market also declined in line 

with 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 

3.2.1.3 Lending rates 

Commercial bank lending to households and businesses remains an important channel through 

which monetary policy affects the economy. Commercial bank lending interest rates have been 

relatively stable rising marginally in the quarter to July 2020. Lending rates on Shilling denominated 

loans rose to 19.7 percent in the quarter to July from 18.2 percent in the quarter to April 2020. 

Month-on-month lending rates increased sharply in July 2020, to 20.9 percent from 19.3 percent in 

June 2020. Increases in the lending rates were driven largely by a rise in unsecured lending to 

individuals and households as well as lending to the riskier sectors such as Agriculture. Lending 

rates on foreign currency denominated loans on the other hand declined to 5.0 percent from 6.5 

percent over the same time period. The sectoral decomposition of lending interest rates is 

illustrated in Figure 5. 
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Figure 5: Lending Rates by Sector 

Source: Bank of Uganda 

Although BOU has steadily reduced the CBR, the pricing behaviour of banks seems not to have 

changed with several consistently pricing below or above the industry rate as shown in Figures 6 & 

7. The majority of banks with higher lending rates however tend to have higher non-performing 

loans (NPLs), a small market share and a large number of micro borrowers. While recent easing of 

movement restrictions has improved expectations of economic activity and thus cash flows, risks of 

higher interest rates remain on account of uncertainty due to the increasing rate of COVID-19 

infections. According to the Bank Lending Survey, banks expect the default rates on loans to both 

enterprises and households to increase even further in the quarter to September 2020. 

Figure 6: Lending Interest Rates per bank lower than industry average lending rate 
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Figure 7: Lending Interest Rates per bank higher than industry average lending rate 

Source: Bank of Uganda 

 

3.2.2 Private Sector Credit and Asset Quality 

3.2.2.1 Private Sector Credit Private Sector Credit 

Growth in private sector credit (PSC), remained subdued in the quarter to July 2020 on account of 

the decline in economic activity coupled with poor asset performance. The slow growth was 

aggravated by business closures due to the lockdown aimed at containing the spread of the 

COVID-19 pandemic. The average year-on-year growth in PSC averaged at 8.9 percent in the three 

months to July 2020, down from 10.5 percent in the previous quarter. While growth in shilling 

denominated loans slackened to an average of 10.9 percent from 15.2 percent year-on-year, foreign 

currency denominated loans grew by 5.1 percent up from 1.3 percent over the same period. Net of 

exchange rate valuation changes, annual PSC grew by 8.9 percent year-on-year in the quarter to July 

2020, down from 9.5 percent growth recorded in the quarter to April 2020. PSC growth is likely to 

remain subdued in the short-term due to weak economic growth and increased risk aversion by 

lenders. In the long-run, credit growth is dependent on the projected economic recovery of H2-

2020/21. Figure 8 depicts the annual private sector credit growth. 

New net lending in the quarter to July 2020 mainly comprised of capitalized interest which rose to 

UGX 158 billion in July 2020 up from UGX 96.6 billion in April 2020 reflecting bank of Uganda’s 

credit relief measures in response to the COVID-19 pandemic.  Indeed, as at end-June 2020, loans 

worth 4.9 trillion or 30.6 percent of gross loans had been approved for restructuring. Mid-quarter, 

Net extensions were recorded at UGX 579.7 billion of which UGX 156.2 billion was capitalized 

interest. 
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Figure 8: Annual Growth and Contributions to Private Sector Credit 

 

Source: Bank of Uganda 

A sectoral decomposition of credit as shown in Figure 9 reveals slower growth in lending to 

major sectors of the economy during the quarter to July 2020. Average annual credit growth to the 

agriculture, manufacturing, trade, personal & household and Building, mortgage, construction and 

real estate sectors grew by 9.0 percent, 0.6 percent, 3.4 percent, 5.8 percent and 12.7 percent in the 

three months to July 2020 from respective growth rates of 15.2 percent, 1.6 percent, 12.8 percent, 

11.0 percent and 13.2 percent in the previous quarter. Weak credit disbursement to major 

economic sectors poses challenges for private investment and consumption and may further 

constrain economic growth prospects. 

Figure 9: Sectoral Growth in Private Sector Credit 

 

Source: Bank of Uganda 
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the increase in non-performing loans. In July 2020, 684,074 loan applications worth UGX 1,424 

billion were received and 681,044 loan approvals worth UGX 711 billion were approved as shown 

in Figure 10. The significant discrepancy indicated by the much lower loan approvals relative to 

applications reflects increased risk aversion towards borrowers.  

Figure 10: Proxies for Demand and Supply of Bank Credit 

Value of loan applications received Value of loan applications approved 

  

Source: Bank of Uganda 

3.2.2.2 Asset quality 

Asset quality of loans extended by commercial banks worsened, reflected in an increase in the 

share of NPLs to total loans to 5.8 percent in June 2020 from 5.4 percent in March 2020 and 3.8 

percent in June 2019. Sectors that were mainly affected include Trade & Commerce, Building, 

Construction & Real Estate, Mining & Quarrying, and Business Services and, Personal & 

Household loans sectors as shown in Table 2. This deterioration in NPLs was on account of 

reduced personal and business income as a result of closures during the lockdown period. 

 

Table 2: Non Performing Loans by sector 

 

Source: Bank of Uganda 

Sep-18 Dec-18 Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20

AGRICULTURE 9.8        7.9        9.7        9.1        8.4        7.8        9.8        9.4        

MINING & QUARRYING 4.7        0.4        0.3        0.8        0.3        0.3        0.1        5.6        

MANUFACTURING 1.9        2.3        2.9        2.7        2.0        2.4        2.4        2.2        

TRADE & COMMERCE 6.3        4.0        3.6        3.2        5.0        7.5        7.4        8.9        

TRANSPORT & COMMUNICATION 4.3        2.6        1.5        3.4        3.8        2.9        2.1        2.1        

BUILDING, CONSTRUCTION & REAL ESTATE 3.9        2.2        2.5        3.0        4.4        4.5        4.4        5.3        

ELECTICITY  & WATER 0.1        0.0        0.1        0.3        0.1        0.1        30.9      21.6      

BUSINESS SERVICES 3.7        2.7        3.1        2.8        2.7        2.7        2.9        3.6        

COMMUNITY, SOCIAL AND OTHER SERVICES 3.8        3.0        8.0        7.6        5.7        5.4        2.2        2.1        

PERSONAL AND HOUSEHOLD LOANS 3.3        2.6        2.8        2.6        2.7        2.8        4.0        5.0        

OTHER ACTIVITIES 21.8      8.6        6.7        4.0        17.0      5.0        6.8        6.7        

OVERALL NPL RATIO 4.7        3.4        3.8        3.8        4.4        4.7        5.4        5.8        
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Going forward, asset quality is likely to deteriorate even further. NPLs are expected to increase due 

to the negative effect of the COVID-19 pandemic on the general business environment. Majority 

of the businesses have been closed with no clear path of their resumption due to the slowdown in 

the economy, which has affected their cash flows and repayment schedules of borrowers. This 

deterioration in asset quality however, will to a large extent be moderated by credit relief measures 

announced by BOU as loans that would otherwise be classified as non-performing are restructured 

and borrowers given an opportunity to repay at a later period. 

 

3.3 Fiscal Developments 

3.3.1 Fiscal Operations 

3.3.1.1 Fiscal year 2019/20 

Implementation of the budget was constrained by a shortfall in domestic revenue, lower-than-

target financing (domestic & external) and slow execution of infrastructural projects in part due to 

COVID-19. As shown in Table 3, Government expenditure amounting to UGX 28,392.58 billion 

which was UGX 4,718.22 billion lower than the programmed levels due to a shortfall in 

development expenditure indicating slow absorption of government projects.  

 

Government revenue (including grants) amounted to UGX 18,442.20 billion, which was lower 

than programme levels by UGX 4,104.20 billion. The underperformance was due to lower than 

programed domestic revenue and grants. Grant receipts over the period amounted to UGX 

1,156.39 billion, which was UGX 743.60 billion lower than the programme levels, but even more 

profound was the shortfall in domestic revenue which was UGX 3,360.64 billion lower than the 

programme levels. The shortfalls in domestic revenue were largely attributed to the 

underperformance in indirect domestic taxes and international trade taxes by UGX 1,104.4 billion 

and UGX 1,220.2 billion, respectively. Specifically, Value Added Tax (VAT) and excise duty tax 

heads recorded lower collections due to the continued negative effects of the COVID-19 

pandemic on manufacturing, services and other sub sectors. The shortfall in international trade tax 

collections is explained by the reduction in the volume of imports arising from disruptions to the 

global supply chain. The fiscal operations are depicted in Table 3. The deficit amounted to UGX 

9,950.3 billion of 7.2 percent of GDP lower than the programmed deficit of UGX 10,564.4 billion. 

The deficit was largely externally financed through large take-up of loans earmarked for countering 

the effects of COVID-19.  
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Table 3: Fiscal Operations (Shs. Billion) 

       
Prel. July'19-

Jun’20 
Prog. July'19-

Jun’20 
Variation 

Tentative 
July’20-

Jun’21 

Revenue & Grants 18,442.2 22,564.4 -4,122.2 21,032.2 

    Revenue 17,285.9 20,646.5 -3,360.6 19,302.7 

    Grants 1,156.4 1,899.9 -743.5 1,729.5 

Expenditure & Lending 28,392.6 33,110.8 -4,718.2 35,788.6 

    Current Expenditure 15,093.2 15,127.4 -34.2 17,538.1 

    Development Expenditure 12,063.8 16,740.8 -4,677.0 14,893.0 

    Net lending/repayments1 831.0 793.0 38.0 1,494.8 

    Domestic arrears 
repayment 

404.7 449.5 -44.8 1,862.7 

Deficit (excluding grants) -11,106.7 -12,464.3 1,357.6 -14,756.4 

Deficit (including grants) -9,950.3 -10,564.4 614.1 -10,766.1 

Financing (net) 9,950.3 10,564.4 -614.1 14,756.4 

    External Financing (net) 6,194.9 7,485.5 -1,290.6 7,618.4 

    Domestic Financing (net) 3,878.1 3,078.9 799.2 3,560.3 

Errors & Omissions -122.7 0.0   3,577.6 

Deficit as %age of GDP 7.2%     9.8% 

 Source: Ministry of Finance, Planning and Economic Development  

Both domestic and international trade taxes were below target, with drastic declines especially 

since April 2020 when the lockdown was put in place to contain the spread of the COVID-19 in 

Uganda. The underperformance in international taxes and VAT reflect a fall in consumption 

during that period.  The performance of excise duty, which is largely a production tax, also 

declined in the quarter to June 2020 relative to the previous quarter.  However, following a pick-up 

in economic activity, tax collections picked up in June 2020 as can be seen from the left panel of 

Figure 11. 
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Figure 11: Trend of Tax Performance 

  
Source: Ministry of Finance, Planning and Economic Development  

3.3.1.2 July 2020 Performance: 

Preliminary data reveals that Government operations resulted in a fiscal deficit of Shs 1,723.31 

billion in July 2020 which was lower than the programmed deficit of Shs 2,289.81 billion. This was 

on account of lower spending than planned, coupled with higher than projected revenues for the 

month. Domestic revenue collections during July 2020 amounted to Shs 1,201.52 billion which 

was higher than the target by 17.5 percent. This performance was explained by the payment of 

some taxes that were supposed to be paid in FY 2019/20 but spilled over into July 2020 due to; 

delays in filling for taxes of imported goods as movement was restricted during the lockdown, 

which explains the performance of international trade taxes; and Government’s policy of tax 

deferment in a bid to support businesses during the Covid-19 lockdown 

 

On the other hand, Government expenditure amounted to Shs 2,988.50 billion lower than the 

programed amount of Shs 3,460.80 billion for the month mainly due to lower recurrent 

expenditure. Development expenditure was higher than the plan for the month by 11.8 percent as 

absorption for domestically financed expenditure was higher than what was anticipated for the 

month 

 

3.3.2  Public Debt 

The total public debt stock (in nominal value) stood at UGX. 56,526.2 billion (40.8 percent of 

GDP), as at end June 2020 which is an increase of 20.5 percent relative to June 2019. The increase 

between June 2019 and June 2020 was mainly due to a UGX. 6,362.3 billion increase in external 

debt largely attributed to borrowings from the IMF, Trade and Development Bank (TDB), and 
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Stanbic Bank towards countering the economic distress brought about by the COVID-19 

pandemic. Public external debt continued to maintain the dominant share of 66.2 percent of the 

total public debt. External and domestic debt increased by 18.0 percent and 19.4 percent, 

respectively in FY2019/20. External debt made up the bulk of the total public debt, accounting for 

66.9 percent as shown in Table 4.  

 

Despite the increase in borrowing, Uganda’s debt levels remain sustainable with low risk of debt 

distress; however, significant vulnerabilities are evident. Although the multilateral creditors have put 

in place facilities to dampen the adverse effects of the COVID-19 pandemic, uncertainties relating 

to the ensuing expenditure pressures, subdued economic activity and declining tax revenues, and a 

possible further decline in grants could lead to further borrowing on non-concessional terms. The 

associated increase in interest payments will be a substantial drain on resources that could have 

otherwise been used to finance development. 

 

Table 4: Indicators of Public Debt Stock  

 Jun-17 Jun-18 Jun-19 Prov.Jun-20 Change 

FY2018/19   

percent 

Change 

FY2019/20     

percent 

Total Gross debt     34,603.9       42,364.4       47,243.7             56,526.6            11.5            19.6  

External (UGX. Bn)     22,360.8       28,444.2       31,036.8             37,400.0              9.1            20.5  

Domestic (UGX. Bn)     12,243.1       13,920.3       16,206.8             19,126.7            16.4            18.0  

External Debt (US$ Mn)       6,227.1         7,331.8         8,400.2             10,026.4            14.6            19.4  

UGX./US$ eop rate       3,590.9         3,879.5         3,694.8                3,730.1  -           4.8              1.0  

as percent of GDP 

Total Gross debt 32.0 35.3 36.1 40.9             2.1            13.4  

External 20.7 23.7 23.7 27.0 -           0.1            14.2  

Domestic 11.3 11.6 12.4 13.8             6.6            11.8  

GDP (Current Market Prices, UGX. Bn)   108,050.8     119,963.6     131,007.9           138,282.9              9.2              5.6  

Int. payments/Revenue excl grants 18.2% 15.6% 15.2% 17.0%   

Int. payments/Revenue incl grants 17.0% 14.8% 14.2% 15.9%   

Source: Bank of Uganda 

3.4 Balance of Payments and Exchange rates 

3.4.1 Balance of Payments 

The preliminary data indicates that the balance of payments recorded a surplus balance of US$ 

625.5 million in FY2019/20, higher than a surplus of US$ 68.7 million recorded in FY2018/19.  

The strengthening of the balance of payments in FY2019/20 was mainly due to improvements in 

the current account, which recorded a lower deficit of US$2,121 million for 5.7 percent of GDP 

from a deficit of US$2,541.5 million of 7.2 percent of GDP in FY2018/19 resulting from a lower 

trade and primary income deficits as well as a higher secondary income surplus due to higher non-

governmental organisation (NGO) inflows. The services account deficit however deteriorated 

substantially to US$ 1,035 million in FY2019/20 from US$ 356.9 million in FY2018/19. This was 
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largely driven by an increase in payments for other business services (mainly technical services for 

infrastructural developments) to Foreign Service providers, coupled with a reduction in tourism 

receipts following the restrictions to travel occasioned by lockdown and other measures instituted 

in response to the coronavirus pandemic. 

 

The surplus on the financial account declined by US$152 million to US$2,275 million during FY 

2019/20, owing mainly to lower foreign direct investment inflows coupled with sustained portfolio 

investment outflows both occasioned by the impact of the COVID-19 pandemic on business 

activity, investor confidence and risk appetite. The financial account inflows were sufficient to 

absorb the CAD; consequently, there was a build-up in reserve assets to the tune of US$ 625.5 

million during FY2019/20. Developments in the BOP over the last 5 financial years are presented 

in Figure 12. 

 

Figure 12: Developments in Overall Balance of Payments and Main Components 

 

Source: Bank of Uganda 

 

On quarterly basis, a stronger external position was recorded in the quarter ended July 2020, with 

the overall balance of payments recording a surplus of US$890.9 million compared to the deficit of 

US$87.5 million recorded in the quarter ended April 2020. The strong external position was largely 

on account of the balance of payments support loan from the IMF, coupled with budget support 

loans from the World Bank and Stanbic Bank, received in June and July 2020. 

 

The current account deficit narrowed by 13.7 percent (or US$96.5 million), to US$609.8 million in 

the quarter to July 2020. Export receipts increased by 19.4 percent to US$1,048.9 million during the 

quarter ended July 2020, driven by increase in formal exports, albeit partially moderated by a 

decline in informal exports. Imports strengthened during the quarter to July 2020 on account of an 

increase in non-monetary gold. Other import categories, especially the investment imports such as 
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machinery, vehicles, plastics and oil declined as a result of COVID-19 related disruptions to 

production and global supply chains. Overall, the trade deficit worsened by 8.1 percent (or US$40.3 

million) to US$ 535.5 million from US 495.2 million during the quarter.  

 

The services account deficit declined by 23.3 percent (or US$114.4 million) to US$376.2 million, 

following a drop in import business service payments. The surplus on the secondary income 

account also increased by 12.7 percent (or US$ 53.9 million) to US$477.6 million in the quarter 

ended July 2020, mainly on account of higher inward remittances. Compared to the quarter ended 

April 2020, the deficit on the primary income account worsened by 21.6 percent (or US$31.2 

million) to US$175.7 million in the quarter ended July 2020, largely due to increased interest 

payments during the quarter.  

 

The financial account surplus more than doubled in the quarter ended July 2020, rising by US$907 

million to US$1,438 million, supported by other investment inflows which increased by 196 percent 

(or US$861 million) to US$1,301 million on account of budget support loan disbursements to the 

government particularly in June 2020. On the other hand, foreign direct investment inflows 

decreased by 7.4 percent to US$188.8 million in the quarter ended July 2020, as global financial 

conditions tightened thereby dampening investment activity. During the same quarter, portfolio 

outflows decreased by 49 percent to US$56.7 million, following increased offshore investor 

participation in the domestic debt securities market. The financial account inflows were more than 

sufficient to cover a narrower current and capital account deficit resulting in a build-up in reserves 

amounting to US$890 million during the quarter ended July 2020. The stock of reserves as at the 

end of July 2020, was estimated at US$4,148.2 million (including valuation changes), equivalent to 

5.4 months of future imports of goods and services. 

3.4.2 Exchange Rate Developments 

In August 2020, the Uganda Shilling continued to strengthen, consolidating gains made over the 

previous three months. The Shilling appreciated by 0.7 percent on monthly basis to an average mid-

rate of UGX 3,678 per US Dollar in August 2020, supported by higher inflows from export 

receipts, NGOs, personal transfers and offshore investors, amidst subdued demand. On annual 

basis, the Shilling appreciated by 0.4 percent in August 2020. 

 

On a trade-weighted basis, in August 2020 the exchange rate (Nominal Effective Exchange Rate - 

NEER) appreciated by 0.5 percent month-on-month and by 2 per cent year-on-year. In real terms, 

in July 2020, the Real Effective Exchange rate (REER) appreciated by 0.4 percent month-on-

month and by 5.5 percent year-on-year, largely due to a widening inflation differential as depicted in 

Figure 13. 



Research and Policy Directorate 11.09.2020 Page 27 of 33 

 

Figure 13:  Changes in the NER, Inflation Differential and REER 

 

Source: Bank of Uganda 

 

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

2020. While the Tanzania Shilling was relatively stable, the Rwanda Franc and Kenya Shilling both 

depreciated by around 0.8 percent, month-on-month. The Tanzania Shilling, Rwanda Franc and 

Kenya Shilling were recorded at respective averages of TZS 2,298, RWF 947 and KES 108 per US 

Dollar in August 2020. On annual basis, the Kenya Shilling and Rwanda Franc both depreciated by 

around 4.7 percent, while the Tanzania Shilling appreciated slightly by 0.1 percent during the same 

period as depicted in Figure 14. 

 

Figure 14:  Selected EAC Partner States’ Exchange Rate Annual Changes 

 

Going forward, the exchange rate is likely to remain stable on account of matched corporate 

activity; with a bias towards depreciation due to COVID-19-related market uncertainty. BOU 
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purchased USD 47.4 million for reserve build-up in July and August 2020 relative to a target of 

USD 504.2 million in FY 2020/21. Low purchases were on account of low business activity 

occasioned by the COVID-19 lockdown, which lowered Inter-bank Foreign Exchange Market 

(IFEM) activity. 

 

3.5 Domestic Economic Activity 

Uganda’s economy significantly slowed in FY2019/20, precipitated by the direct and indirect 

impacts of lockdown measures to prevent the spread of COVID-19.  Economic growth remained 

subdued, as real gross domestic product (GDP) grew by only 3.1 percent compared to 6.8 percent 

in FY2018/19.  The high growth momentum posted in the first half of FY2019/20 was revered in 

the second half of the financial year due to the impact of the COVID-19 pandemic. Quarterly 

GDP released by UBOS estimates a contraction in FY2019/20 that is, a growth of minus 3.2 

percent in the quarter to June 2020, down from minus 1.7 percent in the quarter to March 2020. The 

quarterly GDP estimates are consistent with the BoU Composite Index of Economic Activity 

(CIEA) which grew by minus 6.2 percent in the quarter to June 2020, compared to 1.4 and 1.7 

percent in the quarters to March 2020 and June 2019 respectively. The contraction in activity was 

mainly on account of low performance in the services and agricultural sectors which declined by 

declining by 6.1 and 1.1, respectively, during the quarter to June 2020.  

 

However, high frequency indicators point to economic recovery in June and July 2020 following 

the easing of the lockdown in May 2020 as shown in Figure 15.    The month-on-month growth in 

the CIEA grew by 5.7 percent and 3.1 percent month-on-month in June and July 2020, indicating a 

pickup in economic activity relative to the contraction registered in the three months to May 2020.  

In addition, the Stanbic Bank Uganda Purchasing Managers’ Index (PMI) for August 2020 also 

indicated continued improvements in economic activity.  The PMI increased to 54.6 in August 

2020 from 50.3 and 46.5 in July and June 2020. The August PMI indicates that both output and 

new orders continued to grow. Moreover, employment increased for the first time in six months, 

indicating that the COVID-19 downturn had left residual spare capacity at business units, thereby 

reducing the need for additional staff. Input prices are reported to have increased for the third 

straight month as purchasing, transportation and utilities costs moved higher. However, selling 

prices rose for the second straight month as companies passed on higher cost burdens to their 

customers.  
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Figure 15: Constant Real GDP Growth  

 

Source: Uganda Bureau of Statistics 

 

As the easing of the lockdown continues, the economy is expected to slowly recover, reflecting the 

effects of a slow rebound in both foreign and domestic demand and, subdued confidence on the 

part of households and firms. Many consumers are expected to be hesitant to resume their previous 

spending patterns, partly due to fears of contracting the virus and uncertainty about earnings. 

Moreover, even those whose incomes were not affected may increase their need for precautionary 

savings. Furthermore, low exports of goods and subdued tourism receipts are projected to continue 

to weigh on economic growth given weaker global demand. Therefore, economic growth in 

Financial Year (FY) 2020/21 is projected in the range of 3.0-4.0 percent, further increasing to 5.0-

6.0 percent in FY 2021/22. Economic growth is consequently expected to remain below the 

potential growth rate until FY 2022/23.  

 

The economic outlook is extremely uncertain, largely because of the unpredictable intensity and 

duration of the pandemic. The downside risks to the economic growth projection include the 

possibility of a widespread and possibly more severe second wave of the virus, requiring a complete 

lockdown, as well as, the locust invasion. Moreover, Uganda remains highly vulnerable to recurring 

episodes of global financial volatility, stemming either from continued global economic weakness 

or the uncontrolled spread of the COVID-19 pandemic. In addition, increasing Non-Performing 

Loans (NPLs) and high lending interest rates could delay recovery of Private Sector Credit (PSC) 

extensions to pre-COVID levels. On the upside, economic growth could turn out stronger than 

projected if the spread of the virus is contained, or if a vaccine or an effective treatment is available 

earlier than is currently being assumed. Such a scenario could lead to greater business and consumer 

confidence, factors which would likely lead to stronger economic growth. 
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3.6 Consumer Price Inflation 

3.6.1 Recent Inflation Developments 

Annual headline and core inflation that had been subdues over the past 3 years rose in June and 

July 2020 driven largely by hiked transport fares in response to government issued standard 

operating procedures for public transportation aimed at containing further spread of the COVID-

19 pandemic and the increases in prices of imported consumer goods as a result of higher taxes to 

support import substitution.  

 

Annual headline in inflation, declined to 4.6 percent in August 2020 compared to the 4.7 percent 

registered in July 2020, driven mainly by a decline in Energy, Fuel and Utilities (EFU) inflation. 

However, annual core inflation and food crops rose slightly to 5.9 percent and minus 5.4 percent in 

August 2020, compared to 5.8 percent and minus 5.5 percent, respectively registered in the 

previous month as shown in Figure 16. ` The slight increase was driven by higher prices of specific 

fruits, although generally the prices of the combined class of fruits and vegetables remained lower 

than those recorded 12 months ago, reflecting largely ample food supplies.  EFU annual inflation 

decelerated further to 4.3 percent in August 2020 from to 6.6 percent in July 2020.  This was largely 

due to solid fuels that is, charcoal and firewood inflation, which declined to 13.6 and 9.9 percent, 

respectively, in July 2020, from 20.9 and 14.2 percent in July 2020.  

 

Figure 16: Domestic Inflation Developments  

 

Source: Uganda Bureau of Statistics (UBOS) 
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3.6.2 Inflation Outlook and Risks 

The path for CPI inflation over the next 12 months largely reflects the influence of containment 

measures particularly on public transport and increases in prices of imported consumer goods as a 

result of higher taxes to support import substitution. However, the decline in food crop and energy 

prices and subdued demand could partly hold inflation down. Core inflation is expected to peak at 

6.1 percent in the first quarter of 2021, while headline inflation could peak at 6.2 percent. In the 

medium term, the inflation outlook depends primarily on the speed and strength at which demand 

and supply recover. The inflation forecasts are depicted in Figure 17. 

 

Figure 17: Inflation Outlook 

 
Source: Bank of Uganda 

4 Conclusion and Policy Implications 

The COVID-19 pandemic has affected both the demand and supply side of the economy. 

Whereas supply will initially recover in line with the easing of containment measures, demand will 

benefit only gradually from improvements in foreign demand and confidence levels, as well as 

continued support from fiscal and monetary policies. Eventually aggregate demand is likely to 

increase faster than supply, thereby absorbing excess capacity. 

 

As the easing of the lockdown continues, the economy is expected to slowly recover, reflecting the 

effects of a slow rebound in both foreign and domestic demand and, subdued confidence on the 

part of households and firms. In addition, many consumers are expected to be hesitant to resume 

their previous spending patterns, partly due to fears of contracting the virus and uncertainty about 

earnings. Moreover, even those whose incomes were not affected may increase their need for 

precautionary savings. Furthermore, low exports of goods and subdued tourism receipts are 

projected to continue to weigh on economic growth given weaker global demand. Therefore, 

economic growth in Financial Year (FY) 2020/21 is projected in the range of 3.0-4.0 percent, 
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further increasing to 5.0-6.0 percent in FY 2021/22. Economic growth is consequently expected 

to remain below the potential growth rate until FY 2022/23.  

 

The economic outlook is extremely uncertain, largely because of the unpredictable intensity and 

duration of the pandemic. The downside risks to the economic growth projection include the 

possibility of a widespread and perhaps more severe second wave of the virus, requiring a 

complete lockdown, as well as, the locust invasion. Moreover, Uganda remains highly vulnerable 

to recurring episodes of global financial volatility, stemming either from continued global 

economic weakness or the uncontrolled spread of the COVID-19 pandemic. In addition, 

increasing Non-Performing Loans (NPLs) and high lending interest rates could delay recovery of 

Private Sector Credit (PSC) extensions to pre-COVID levels. On the upside, economic growth 

could turn out stronger than projected if the spread of the virus is contained, or if a vaccine or an 

effective treatment is available earlier than is currently being assumed. Such a scenario could lead 

to greater business and consumer confidence, factors which would likely lead to stronger 

economic growth.  

 

The path for CPI inflation over the next 12 months largely reflects the influence of containment 

measures particularly on public transport and increases in prices of imported consumer goods as a 

result of higher taxes to support import substitution. However, the decline in food crop and 

energy prices and subdued demand could partly hold inflation down. Core inflation is expected to 

peak at 6.1 percent in the first quarter of 2021, while headline inflation could peak at 6.2 percent. 

In the medium term, the inflation outlook depends primarily on the speed and strength at which 

demand and supply recover.  

 

The balance of risks to the inflation forecast are assessed to be on the upside with core inflation 

expected to rise above the 5 percent target within 12 months, even though GDP growth is 

expected to remain below its potential levels. The major upside risks to the inflation outlook 

include a higher fiscal deficit and a more depreciated exchange rate due to the weakening external 

position. On the downside, domestic demand may take longer to recover despite the gradual 

easing of the lockdown. Moreover, food crop prices and external sources of inflation are likely to 

remain weak in the near-term amid the global economic downturn.  

 

Given the uncertainty surrounding the inflation outlook and taking into consideration the weak 

state of the economy in the midst of an unprecedented shock from the Covid-19 pandemic, it was 

prudent to maintain the stance of monetary policy and remain watchful of incoming data as to 

how the outlook unravels. Therefore, BoU maintained the CBR at 7 percent in August 2020. The 

band on the CBR was maintained at +/-2 percentage points, while the margin on the rediscount 

rate and bank rate was unchanged at 3 and 4 percentage points on the CBR, respectively. 
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Consequently, the rediscount rate and the bank rate were maintained at 10 percent and 11 percent, 

respectively. 
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