HOW FOREIGN EXCHANGE RESERVES ARE

MANAGEMENT

WHY THE BoU MAINTAINS FOREX
RESERVES

One of the roles of Bank of Uganda (BoU) is to

The Bank maintains and manages foreign

manage Uganda’s foreign exchange reserves.

exchange reserves to meet the following

A central bank can accumulate foreign
exchange reserves in the following ways;

FOREIGN EXCHANGE (FOREX) RESERVES

Foreign exchange reserves are a country’s
assets held in foreign currency in a foreign
account. Uganda’s foreign exchange reserves

BUILT

macroeconomic objectives:
i.

Support and maintain confidence in the

country’s

monetary

and

exchange

rate

consist of assets held in USD, Euros, British

policies, including the capacity to intervene in

Pounds, Australian Dollar, Canadian Dollar,

the inter-bank foreign exchange market to

and Japanese Yen.

maintain orderly market conditions (stable and
competitive exchange rate).
ii.

process that ensures that adequate public

development partners and the business

sector foreign assets are readily available to

community that the country can service its

defined range of objectives for a country.

Deliberate purchase of foreign currency.

ii.

A steady rise in foreign reserves can also

be the result of large trade surpluses.
WHAT IS THE OPTIMAL LEVEL OF
FOREIGN RESERVES?
Uganda targets 4 months of import cover as

Foreign exchange reserves management is a

and controlled by the authorities for meeting a

i.

Provide

confidence

to

markets,

external obligations which may improve the
country’s credit rating.

In this context, a reserve management entity is

iii.

normally given the responsibility of managing

payments shocks during times of crisis.

Provide a buffer to absorb balance of

reserves and associated risks.
iv.

Maintain a reserve for use in the event of

national disasters or emergencies.

the minimum.
This means that Uganda can meet its import
obligations for four months without fail in the
unlikely event that no foreign exchange was to
come in the country for a certain period of
time. The target according to the East African
Community (EAC) is 4.5 months.

WHAT ARE THE BANK’S INVESTMENT
OBJECTIVES?

iii.

iii.

Return

The third investment objective is to achieve
reasonable and consistent rates of financial

Bank of Uganda manages foreign exchange
reserves guided by the following prioritised
investment objectives:
i.

Safety / preservation of capital

return from reserves holdings over given
evaluation periods.
The BoU has its headquarters in Kampala with
branches spread across the country in towns
of Jinja, Mbale, Gulu, Arua, Fort Portal
Masaka, Mbarara, Kabale and Kampala.

The first investment objective of the BoU is the

BANK OF UGANDA

safety/preservation of capital. This is to ensure
that the stock of foreign exchange reserves do
not lose their value due to counterparty default
and adverse movements in the prices of
instruments or assets held. The Bank does
this through prudent management of credit,
operational, legal and market risk.
ii.

Liquidity
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The second investment objective is to ensure
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the availability of reserves at short notice and
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with minimal transaction costs when needed
to meet anticipated or unforeseen payments.
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