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FOREWORD 
 

In June 2015 Government of Uganda launched the second National 
Development Plan for the period 2015/16 – 2019/20 (NDPII), at a time when 

the first National Development Plan (NDPI) was ending. NDPI focused on 
contributing to growth, employment and socio-economic transformation for 
prosperity in line with the national vision. The plan aimed to achieve 

sufficient growth to enable the country register increases in nominal per 
capita income from USD 506 in 2008/09 to about USD 850 by 2014/15.  As 
part of the process of operationalizing the NDPI, Government was tasked with 

providing information on the medium-term projections in the real, fiscal, 
external, and monetary sectors in the NDPI macroeconomic framework set to 

support the attainment of the plan’s overall goal and objectives. 
 
The institutional arrangements, structures and systems for NDPI 

implementation and coordination required the National Planning Authority, 
in line with its mandate, to work with other government institutions 

particularly Ministry of Finance, Planning and Economic Development and 
Office of the Prime Minister to assess performance against the planned 
targets. This maiden Pulse of the Economy report analyses the performance 

of key macroeconomic indicators providing objective information to 
stakeholders, both private and public, as they seek to maximize their 
objective functions.  

 
This report assesses the national development performance against the 

medium term macroeconomic strategy for the NDP which is not the focus of 
the other existing reports. This edition reviews the final year of the NDPI, 
which is FY2014/15, with a focus on the macroeconomic targets. The other 

reports that assess the macroeconomic situation of the country include the 
Background to the Budget and the Annual Economic Performance Report 
produced by the Ministry of Finance, Planning and Economic Development; 

and the Current State of the Ugandan Economy and the Monetary Policy 
Report by Bank of Uganda.  

 
Therefore, this report offers an opportunity to all stakeholders to reflect on 
the country’s macroeconomic policy process and outcomes, participate in 

strategy discussion and augment the national development planning 
function. 

 
 
 

Joseph Muvawala, PhD 
EXECUTIVE DIRECTOR 
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EXECUTIVE SUMMARY 
 

This report assesses the macroeconomic performance of the economy and 
contributes to the National Development Report (NDR), focusing on the areas 

of the macroeconomic strategy. It adopts a theme-based approach to give 
more emphasis to a salient economic issue - foreign exchange depreciation - 

that manifested during the period, in order to recognize and overcome its 
challenges, and thereby accelerate the attainment of the NDP objectives. In 
the year 2014/15 the Ugandan Shilling depreciated against the US dollar by 

27 percent, although the situation was not unique to Uganda, but rather 
global.   

In order for the country to sustain wealth creation, attain high growth rates 

and employment in line with the NDPII and Vision 2040, immediate solutions 
are needed given the cost of no deliberate action and the risk of not attaining 

the target of per capita income above USD1,000 anticipated by the year 
2020. 

The main objectives of the report therefore are;  

a) to examine the key macroeconomic developments in the Ugandan 
economy; 

b) to assess the performance against the NDPI macroeconomic indicators 

during the financial year 2014/15; 
c) to demonstrate how effective management of the country’s foreign 

exchange regime contributes to economic growth in the short and medium 
term; and 

d) to identify factors that will influence changes in production, trade, prices 

and finance over the short over the next six to twelve months.  
 

Real Sector  

Much as the level of economic activity in the economy improved in 2014/15, 
it was slower than had been anticipated in NDPI.  This has implications for 
meeting NDPII overall targets. Economic performance slightly improved 

during 2014/15 growing at 5.0 percent in real terms compared to a lower 
growth rate of 4.5 percent in 2013/14. However, the planned growth rate 

target for 2014/15 in NDPI was expected to be higher at 7.2 percent. This 
planned GDP growth was expected to be driven by recovery in agricultural 
growth (5.7percent); strong growth in industry (agro-processing (6.8 percent), 
and manufacturing (6 percent); and services (7.8 percent) sectors. 
Nevertheless actual growth in all sectors was lower than planned in the NDP. 

The agriculture sector was lower than planned at 4.4 percent; the industrial 

sector was at 6.4 percent, and services at 4.6 percent. 

By and large, the NDP primary growth sectors contributed the highest growth 

in 2014/15, that is food crops (16%) and manufacturing (14%). Other 
significant sources of growth outside the primary growth sectors included: 
administrative and support service activities (10%); education (8%); public 

administration (8%); financial and insurance activities (6%) and real estate 
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activities (6%). Among the weak performers in the primary growth sectors 
was information and communication whose contribution to GDP growth was 

just 2% yet it had been 20% in 2013/14 representing a significant decline.  
In addition the contribution of construction activities to growth declined from 

8% in 2013/14 to just 2%.  

There was a mild transformation of economic activities, biased towards 
industrialization. On one hand, the agriculture and services sectors 

witnessed a modest fall in their shares while industry on the other hand 
increased in the same period. Though mild, this trend is an indication of 
transformation towards the industrial sector, in line with the national vision 

aspiration to industrialize.  

The depreciation of the exchange rate of the Shilling to the dollar affected the 

real sector through a number of channels, directly through price changes, 
and through the cost of business: Those goods and services with high import 
content experienced higher increases in prices on the market. Government 

imports, which are mainly for development purposes declined by 44.4percent 
in 2014/15 from USD361.0 million to 200.7 million.  This could have been 

partly a result of increase in the cost of imports due to depreciation of the 
shilling, and a planned reduction in imports.    

It has therefore emerged in the real sector that the level of economic activity 

in FY2014/15 did not grow as fast as was expected, with rapid depreciation 
of Uganda currency hurting the real sector through higher and unplanned 
cost of investment, while the net income from the external sector was hurt by 

declining/worsening terms of trade. Despite these developments, there are 
positive prospects based on the positive index of business activity for the 

next half of the year. 

 

Fiscal Sector 

The overall fiscal deficit was 4.7% of GDP, higher than 4.3% NDPI target, and 
7% annual target that was planned during the FY.  The higher fiscal stance 
was as a result lower domestic revenues. The fiscal deficit was mainly 

financed using resources drawn from domestic sources.  Weak government 
expenditure performance constrained expected growth prospects in 

FY2014/15. Government expenditure was below the planned levels over the 
financial year 2014/15. The ratio of expenditure to GDP of 19.4 percent in FY 
2014/15 was lower than the planned budget estimate of 22.5 percent, partly 

on account of underperformance of the externally financed component of the 
development budget. 

Domestic revenues plus grants increased from 11.9% in FY 2013/14 to 
13.5% of GDP in FY 2014/15, although this was lower than the NDP I target 
of 15.1%. Given monetary sector uncertainty and depreciation of foreign 

exchange rates as well as increased domestic financing, there was an 
increase in total debt service obligations during the financial year. 
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Uganda’s stock of foreign public debt amounted to about USD4,680.8 million 
at the end of June 2015, and was sustainable. This includes foreign long-

term loans and securities. Short term securities amounted to 121.6million, 
that is, 2.6 percent of the foreign debt. Long-term loans constitute 92percent 

of the foreign debt.  Note that the stock of domestic debt on the other hand 
was Uganda shillings 9,728billion by end of June 2015.   

 

External Sector 

During the financial year 2014/15, Uganda’s external accounts deteriorated 
as the current account deficit worsened mainly due to imports out 

performing exports. This was largely due to weak global demand for 
commodities especially in Uganda’s main export destination markets like 

Europe which has been experiencing weak growth. The current Account 
balance as at the end of June 2014/15 was a deficit of USD2,357.86 million 
(-10% of GDP), which was 4.01percent deterioration from a deficit of 

USD2,266.87million (-9.3% of GDP), in 2013/14. The continued deterioration 
in the deficit may lead to unsustainable net external liabilities which can 

make the economy less competitive and therefore challenges in meeting NDP 
targets.    

Whereas formal exports of goods decreased by 2.1percent to USD 

2,281million informal cross border trade (ICBT) exports increased by 9.6 
percent to USD 433.6 million. It implies that there exist large inefficiencies in 
trade management, indicated by the increase in informal cross border trade 

which needs to be urgently addressed to increase formal trade and its 
associated contribution to economic growth. Further, it implies that it will be 

a challenge to improve the current account balance and sustain the drive to 
middle income status if there is no substantial rise in formal exports.   

Much as the capital and financial accounts of balance of payments continued 

to register surpluses, which have in part funded the deficits on the current 
account the FDI inflows have been on a decline. The decline in FDI was 
mainly because of lower foreign investment in the oil industry, caused by the 

fall in the global price of oil and delays in reaching agreements between the 
oil industry and Government on issues related to the development of the 

sector in Uganda.  

The foreign exchange reserves at 4.2 months of import cover was below the 
NDPI target of 5.7 months of import cover for the financial year 2014/15, 

and below the target of 4.5 months under the East African Community 
macroeconomic convergence criterion of the monetary union protocol. 

Moreover, the country de-accumulated its foreign exchange reserves over the 
year from USD 3,391million, the highest level attained during NDPI period, to 
USD 2,895million at the end of June 2015.  International reserve adequacy is 

important as it helps in minimizing vulnerability to adverse shocks in the 
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economy, help to temporarily finance BoP deficits, moderate foreign exchange 
rate volatility, as well as sustain confidence in the economy.  

Monetary Sector 

Private Sector Credit (PSC) growth continued to be robust, at 15.3 per cent in 

FY 2014/15, but falling short of the NDPI target of 19.3 percent. In this year, 
there was tightening of the monetary policy stance due to rising inflation. 
There is a steady growth in credit to agriculture, manufacturing, mining, 

Business services and mortgage and construction sectors.   

The inflationary pressures heightened in the last quarter, as the outlook for 
food crop and international oil prices remained highly uncertain.  Inflation 

rise in the last quarter of 2014/15 towards 5 percent is as a direct result of 
pass through of exchange rate depreciation to domestic price, recovery in 

food crop prices and some recovery in oil prices. The projected strength of 
economic activity in 2015 on account of the multiplier effect of public 
investment, possible faster depreciation of the Shilling and a rebound in PSC 

nonetheless casts an upside risk to higher inflation beyond the 5 per cent 
target of core inflation.   

As the effect of depreciation translates into inflation, the rise in the CBR 
affects the cost of credit. This is reflected in the increase in commercial bank 
lending rates from 21.5 percent during the first half of the year to 21.6 

percent in the second half of the year. The change is more significant in the 
final quarter of the year when lending rates rose from 20.1 percent at the end 
of March 2015 to 22.3 percent as at end of June 2015. The increase in the 

lending rates translates into a high cost of doing business in the country. 

External imbalance is predicted to continue having an impact on the 

exchange rate and increasing foreign exchange requirements to meet public 
expenditure needs has implications for the level of foreign exchange reserves, 
and increases the vulnerability of the external balance.  

The predicted worsening of the external imbalance will have further 
depreciation effect on the exchange rate. The increasing forex requirements 
for public expenditure needs will worsen the situation leading to 

deteriorating implications for forex reserves and further increase the 
vulnerability of the external imbalance. 

 

The Foreign Exchange Depreciation Challenge 

Uganda like other emerging and frontier markets faced with the depreciation 
of the shilling expected to benefits to the tradable sector by shifting demand 

to local commodities in the international market. This however has not 
materialized,  over the last 12 months because export commodity prices had 
fallen, demand in key export markets had weakened and it had become more 

difficult to mobilize capital on international markets.  
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In 2014/15, Ugandan exports of goods and services fell, as a result of lower 
global commodity prices, problems in regional markets such as that of South 

Sudan, and a drop in tourism arrivals. The country experienced robust 
demand for foreign exchange from activities such as telecommunications, 

manufacturing, oil and energy firms. This demand far outstripped supply 
leading the market prices to move up hence further exacerbating the 
depreciation of the shilling.  

The depreciation in exchange rates invigorated inflation and dented the 
growth prospects of the economy. The adverse movements in exchange rates 
give rise to exchange rate risk, thus negatively affecting the investment 

environment.  This depreciation has a negative impact on the current income 
because the average income declines, when expressed in the foreign 

currency, and this has implications on performance against NDPII targets as 
well as the success of public sector infrastructure projects.  

Further, the depreciation of the shilling though is expected to benefit the 

tradable sector by shifting demand to Ugandan commodities in the 
international market in the medium term.  However, in the short-term, this 

has not materialized, because of the structure bottlenecks that constrain 
Uganda’s exports response. The structural bottlenecks that have constrained 
Ugandan commodity exports response to depreciation of the shilling include: 

inflationary pressures in the economy, the rising interest rates and cost of 
finance, worsening power tariffs as well as the cost for other inputs whose 
pricing within in the country is dollarized, competition from the neighboring 

countries producing similar products at lower costs, existence of counterfeit 
products on the market that make local firm profits, shortage of skilled 

technicians to support manufacturing in general, limited value-addition and 
low investment in the industrial and agricultural sectors. 

There efforts by government in a number of areas such as provision of 

development financing, development of road infrastructure, the 
rationalization of the PPDA legislation, power sector projects, Buy Uganda – 
Build Uganda policy and others to address the structural constraints. 

However, more is needed to address challenges and exploit opportunities in 
order to attain the NDPII desired results.  

 

Key Recommendations  

i. The ongoing processes of development of an action plan for the SME 

policy and developing an export promotion and investment plan to 

address both short and medium term constraints will require their 

implementation prioritization in order to restore the desired path of 

economic performance.  

ii. Fast-track implementation of actions for increasing competitiveness of 

traded goods from various fronts 



Pulse of the Economy, 2014/15 

 

xv | P a g e  

 

iii. Attract investment into the production of competitive high technology 

products to increase intra-EAC imports and reduce imports from other 

areas. 

iv. Re-enforce the existing foreign exchange management regulations, and 

ensure higher compliance, minimize unwarranted transacting in foreign 

currency locally; and retain foreign exchange in the economy through 

adoption of a local content policy. This process should be supported by 

further analyses that contribute to reducing foreign exchange risk. 

v. Manage government demand for foreign exchange by spreading public 

investment spending;  

vi. Develop programmes for attracting private sector investment into import 

substitution activities.  

vii. Rationalize the dissemination of investment information to guide the 

business community into resilient economic activities, and provide 

information for timely private sector participation in core projects. 

 
Key Messages 

i. Much as the level of economic activity in the economy improved in 
2014/15, it is slower than had been anticipated in NDPI.  This has 
negative implications for meeting NDPII overall targets such as realizing 

middle income status.  

ii. The NDP primary growth sectors contributed the highest growth in 

2014/15, that is food crops (16%) and manufacturing (14%).  

iii. A decomposition of growth sources reveals that manufacturing, 
education, real estate, mining and quarrying, water, livestock, and 

transport and storage present resilient growth opportunities for Uganda.  

iv. Performance of government expenditure remained below the planned 
levels over the financial year 2014/15, partly on account of 

underperformance of the externally financed component of the 
development budget and low domestic revenues.   

v. Monetary sector uncertainty and depreciation of foreign exchange rates 
contributed to an increase in total debt service obligations during the 
financial year.  

vi. The increase in import bills and a fall in exports during the financial 
year 2014/15 contributed to the current account balance  deteriorating  
by 4percent; while the trade deficit deteriorated by 10.9 percent.  

vii. The country de-accumulated its foreign exchange reserves from the 
highest level attained during NDPI to levels below the planned target by 

1.5moths of imports,  



Pulse of the Economy, 2014/15 

 

xvi | P a g e  

 

viii. Actual growth in Private Sector Credit (PSC) continued to be robust at 
15.3 percent although this growth fell short of the NDPI target of 19.3 

percent. There was a steady growth in credit to agriculture, 
manufacturing, mining, business services and mortgage and 

construction sectors. 
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1. Introduction 

 

1.1. Background 

In FY2010/11 Government produced the first of the six national development 

plans (NDP) that aim to achieve the vision of a transformed economy from 
peasant to a modern and prosperous country. Since then implementation 
has been ongoing up to FY2014/15 when the first NDP was concluded and a 

successor second NDP developed. The development of the second NDP was 
based on the progress made halfway of the first plan, lessons learnt, phased 
priorities of the vision, and the global and regional development agenda. The 

National Planning Authority (NPA), in line with its mandate keeps track of 
this development process.  

 
This report assesses the macroeconomic performance of the economy in line 
with the mandate of planning and reporting on development, and contributes 

to the national development report (NDR). The report focusses on the areas of 
the macroeconomic strategy.  To this end the report provides an overview of 

the Ugandan economy by reviewing changes and trends of economic activity 
over the last one year with emphasis on the recent six months compared with 
the previous periods. A review of this information is vital because to achieve 

desired changes in the long run, short term changes cumulatively make 
critical contributions. It also helps to track the factors leading to the 
registered growth, or contributing to a decline of certain economic indicators, 

so as to guide policy decisions effectively. For example, it helps review 
progress of NDP targets and outcomes and identifies areas that might require 

critical policy focus to achieve and speed up progress. In addition to the 
public sector, the contribution of private sector players and other stake 
holders is solicited in producing this report.  

 
The National Planning authority has a role of assessing the performance of the 

economy and therefore produces this report on a bi-annual basis under the name 

‘The Pulse of the Uganda Economy’. Starting with this particular report, a theme 

based approach was adopted to give more emphasis to a subject matter that 
manifests a critical development during the period, in order to overcome its 
challenges.   
 
Having managed to maintain macroeconomic stability since 2011 with 

declining inflation rates and the shilling remaining stable in the foreign 
exchange market, the recent developments that saw exchange rates go to the 

highest rates in a decade were unprecedented.  Uganda obtains much of its 
foreign exchange from export trade, foreign direct investment, grants from 
development partners and loans from the rest of the world, while it needs 

foreign currency to finance imports of raw materials and consumption goods, 
and also finance debt repayment.  When Uganda decided to liberalize the 
current and capital account of the balance of payments, the central bank 
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adopted a flexible exchange rate policy regime, in which the price of the 
shilling visa-vi the foreign currencies is determined by the market forces of 

demand and supply. This notwithstanding, the central bank  gets involved in 
the foreign exchange market occasionally intervening by purchasing or 

selling foreign currency only to dampen what it terms excessive volatility in 
the exchange rate.  
 

In view of the fall in the price of the Uganda shilling to the dollar, there has 
been increasing uneasiness among Ugandans about the uncertainty about 
the future and the likely effect this depreciation will have on the country’s 

economic growth and development in comparative terms. There are a number 
of questions many Ugandans are asking, such as: Are we better off with this 

depreciation? If depreciation is expected to increase our sales of exports, are 
there opportunities to increase the volume exported? Is there any increase in 
export revenue to meet the additional amount of money required to top-up 

costs of imports of consumer and investment goods as the country needs 
more shillings to buy the same quantity at foreign prices?  Who is affected 

and what is the overall effect to the economy? These are pertinent questions 
that we need to answer in order to know that the central bank is doing 
enough and timely to contribute to the country’s economic wealth, growth 

and development.  
 
While Uganda aims to achieve international competitiveness and increase 

exports, ensuring monetary policy effectively achieves both macroeconomic 
stability (by addressing inflation), and export sector competitiveness remains 

challenging. 
 
Therefore there is need to examines the foreign exchange market 

developments focusing on the past one year and assessing its effects on the 
economy’s economic performance.  Further there is need to trace an 
appropriate way forward, for the medium to long-term, regarding adaptation 

to foreign exchange market fluctuations as well as mitigation against the risk 
of loss of wealth to volatile currency depreciation. 

 

1.2. Objectives of the Report 

The main objectives of this report on the macroeconomic Performance are:  

e) to examine the key macroeconomic developments in the Ugandan 
economy; 

f) to assess the performance against the NDPI macroeconomic indicators 
during the financial year 2014/15; 

g) to demonstrate how effective management of the country’s foreign 

exchange regime contributes to economic growth in the short and medium 
term; and 

h) to identify factors that will influence changes in production, trade, prices 

and finance over the short over the next six to twelve months.  
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1.3. Methodology  

This report was prepared from a desk review of literature supplemented with 
information from key stakeholders spanning the public and the private 

sector. Key indicators for assessing macroeconomic performance will be used 
to collect data generated by authorized sources within government.  Official 
macroeconomic data will be collected from Bank of Uganda, Uganda Bureau 

of Statistics, Ministry of Finance, Planning and Economic development, and 
Uganda revenue Authority.  Information for comparison purposes will be 
collected from World Bank online data base, IMF online data base, and the 

corporate websites of the corresponding countries and regional agencies, to 
be compared with, such as members of the EAC and COMESA. 

A team of technical officers from the relevant MDAs was constituted who 
collected, analysed and produced the report.  The relevant MDAs include: 
Bank of Uganda, Ministry of Finance, Planning and Economic Development, 

Economic Policy Research Centre, Uganda bureau of Statistics, Uganda 
Revenue Authority, Parliament Budget Desk, and national Planning 

Authority.  National Planning Authority will coordinate this process.  Other 
stakeholders that have been involved in this reporting process Uganda 
manufacturers Association and Uganda Investment Authority.  

This report is available on NPA website at www.npa.ug for stakeholders to 
make use and also suggest improvements for future versions. Stakeholders 
will be involved in identifying themes for the subsequent reports, produced 

every six months. 

 

http://www.npa.ug/
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2. Recent Macroeconomic Performance  

 

2.1. The Real Sector  

The macroeconomic strategy for the country over the National Development 
Plan for the period 2010/11 -2014/15 (NDPI) aimed to achieve “faster 
economic transformation and sustainable poverty eradication”. This was to 

be achieved by: maintaining a balance between macroeconomic stability, 
sustenance or acceleration of economic growth and continuing progress 
towards the achievement of set social development goals (Republic of 

Uganda, 2010). At operational level, government planned to continue 
pursuing sound economic policy and management while making additional 

public investments in strategic sectors.  

The revised performance of the economy upon which baselines were set for 
the second NDP reflected improvements in the estimated performance, taking 

into account realized performance by the end of the third year of NDPI.  
Accordingly the review of performance in this report takes into account these 

developments.  

 

2.1.1. Output and Sources of Growth 

Much as the level of economic activity in the economy improved in 
FY2014/15, it was slower than had been anticipated in NDPI.  This has 
implications for meeting NDP overall targets. Economic performance 

slightly improved during FY2014/15 growing at 5.0 percent in real terms 
compared to a lower growth rate of 4.5 percent in FY2013/14. However, the 

planned growth rate target for FY2014/15 in NDPI was expected to be higher 
at 7.2 percent. This planned GDP growth was expected to be driven by 
recovery in agricultural growth (5.7percent); strong growth in industry (agro-

processing (6.8 percent), and manufacturing (6 percent); and services (7.8) 
sectors.  Nevertheless actual growth in all sectors was lower than planned in 
the NDP. The agriculture sector was lower than planned at 4.4 percent; the 

industrial sector was at 6.4 percent, and services at 4.6 percent, as shown in 
Tables 2.1.1 and 2.1.2. 

Table 2.1.1: Economic Growth Rates by Source, 2012/13-2014/2015 
Indicators 2012/13 2013/14 2014/15 

Real Sector Actual Actual NDP Target Actual 

Annual GDP Growth rates (factor cost)   3.3 4.5 7.5 5.0 

GDP (Current Mkt prices) - Shs bn  63,905 68,371 72,094 74,765 

GDP(Constant 2009/10 Mkt) - Shs bn  48,422 50,649 - 53,177 

Agriculture 1.8  1.5  5.7 4.4 

Industry 4.3  4.3  6.8 6.4 

Services  4.0  4.4  7.8 4.6 

Source: NDPI; MoFPED (Background to the Budget for the FY2015/16) 
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Table 2.1.2: Real GDP growth by Economic Activity 
Economic Activity 2012/13 2013/14 2014/15 2012/13 2013/14 2014/15 

GDP (2009) Mkt Prices, Shs 

Bns 
48,422  50,649  53,177  100.00   100.00   100.00  

 Growth Rates Contribution to GDP 

GDP at market prices  3.3  4.6  5.0  100.00   100.00   100.00  

Agriculture, forestry and 

fishing  

1.8  1.5  4.4  23.47   22.78   22.65  

Cash crops  -1.9  -0.6  8.7  1.72   1.63   1.69  

Food crops  -1.1  0.8  6.4  12.21   11.77   11.92  

Livestock  2.5  2.8 2.8  4.12   4.04   3.96  

Agriculture Support Services  -4.0  0.1  11.1  0.02   0.02   0.02  

Forestry  11.9  4.8  -0.8  4.14   4.15   3.92  

Fishing  3.2  -3.6  2.3  1.27   1.17   1.14  

Industry  4.3  4.3  6.4  18.36   18.31   18.56  

Mining & quarrying  11.3  5.6  10.8  1.30   1.31   1.39  

Manufacturing  -2.5  2.8  9.7  7.76   7.63   7.97  

Electricity  9.9  1.9  5.1  0.94   0.91   0.91  

Water  6.4  6.3  5.8  1.90   1.93   1.95  

Construction  10.8  5.7  2.0  6.46   6.53   6.34  

Services  4.0  4.4  4.6  50.32   50.23   50.02  

Trade and Repairs  1.2  -0.8  1.0  12.18   11.55   11.11  

Transportation and Storage  4.0  3.7  2.7  2.69   2.66   2.60  

Accommod’n and Food Service  5.0  11.4  0.7  2.37   2.52   2.42  

Information and Communication  16.8  11.1  1.5  8.09   8.59   8.30  

Financial and Insurance 
Activities  

6.0  -0.7  14.5  2.47   2.35   2.56  

Real Estate Activities  5.3  6.1  6.3  5.12   5.19   5.25  

Prof’nal, Scientific and Tech’l 
Activities  

0.5  -0.1  -7.2  3.15   3.01   2.66  

Admin’ve & Support Service 
Activities  

-13.8  -2.4  34.0  1.51   1.40   1.79  

Public Administration  -3.8  -3.4  13.2  2.96   2.73   2.94  

Education  4.7  7.2  8.3  5.10   5.23   5.39  

Human Health and Soc Work  3.4  15.3  4.0  2.92   3.21   3.18  

Arts, Entertainment and 
Recreation  

-5.3  4.6  1.3   0.29   0.29   0.28  

Other Service Activities  5.9  6.9  8.5  0.99   1.01   1.05  

Activities of Households as 
Employers  

2.1  2.4  2.8  0.49   0.48   0.46  

Adjustments  0.5  15.5  6.2  7.85   8.67   8.77  

Taxes on Products  0.5  15.5  6.2  7.85   8.67   8.77  

Source: MoFPED 2015, BTTB 

 

In FY2014/15, based on the composite index of economic activity (CIEA)1, 
the level of economic activity was more concentrated in the first half of the 
financial year (that is quarter I and quarter II) compared to the second half 

when it slowed (Figure 2.1.1(a)). Within the second half (that is quarter III 

                                                 
1 The CIEA provides a broad representation of the underlying economic conditions in the economy, by converting 
multi-sectoral economic dynamics into a one-dimensional index that is easily tractable (Opolot & Anguyo, 2011).  
The CIEA is constructed by averaging the individual multi-sectoral components in order to smooth out a good part 
of the volatility of the individual series, and provides information for identifying expansionary or recessionary 

phases of business in the economy.  It is used to predict the overall direction of economic activity and serves as a 
coincident indicator for monitoring the current movement of overall economic activity, thus ably informing policy 
processes dependent on the current movement of overall economic activity. 
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and quarter IV); performance was better in quarter III compared to quarter IV 
of FY2014/15. Compared to the corresponding period in FY2013/14, the 

level of economic activity in the second half of FY2014/15 was better. 

Figure 2.1.1: Composite Index of Economic Activity, 2014/15  

 

Source: Data from Bank of Uganda 

Based on the Business Activity Index2, there is pessimism over prospects of 
business activity based on the projections for the first half of FY2015/16 

though with some recovery from the low expectation of the ended financial 
year 2014/15 (Figure 2.1.2). The indices for manufacturing, agriculture and 
wholesale trade were below 50 since the start of fourth quarter of FY2014/15 

but are projected to take an upward trend in FY 2015/16. Manufacturing, 
agriculture and wholesale trade remain pessimistic about business activity in 

the next half of the year. 

 

 

 

 

 

 

 

 

 

                                                 
2
 This index is used to measure the movements in business activities in the economy. If the index is less than 50, 

it implies negative expectations/pessimism, while if it is greater than 50 it implies positive 

expectations/optimistic or even positive growth in business activity. 



Pulse of the Economy, 2014/15 

 

 
7 

Figure 2.1.2: Business Tendency Indicators, June 2014 – September 2015 

40

45

50

55

60

65

70

J
u

n
-1

4

J
u

l-
1

4

A
u

g
-1

4

S
e
p
-1

4

O
c
t-

1
4

N
o
v
-1

4

D
e
c
-1

4

J
a
n

-1
5

F
eb

-1
5

M
a
r-

1
5

A
p
r-

1
5

M
a
y
-1

5

J
u

n
-1

5

J
u

l-
1

5

A
u

g
-1

5

S
e
p
-1

5

In
d
e
x Construction

Manufacturing

Wholesale Trade

Agriculture

Other Services

Data Source: Bank of Uganda 

 

2.1.1.1. Sources of Growth  

By and large, activities of the NDP primary growth sectors contributed the 

highest growth in 2014/15, that is food crops (16%) and manufacturing 
(14%). Other significant sources of growth outside the primary growth sectors 
included: administrative and support service activities (10%); education (8%); 

public administration (8%); financial and insurance activities (6%) and real 
estate activities (6%). Among the weak performers in the primary growth 
sectors was information and communication whose contribution to GDP 

growth was just 2% yet it had been 20% in 2013/14 representing a 
significant decline. In addition the contribution of construction activities to 

growth declined from 8% in 2013/14 to just 2%. A further disaggregation of 
the sources of growth is depicted in Figure 2.1.3. 

Manufacturing plays a key role in the growth of the economy. It contributes 

the largest share of Uganda’s industrial sector, at 8 percent of the 18.6 
percent industrial sector share in total real GDP. Better still,manufacturing 
grew at 9.7 percent, up from 2.8 recorded in the previous financial year 

2013/14. The sector contributed an average of 9.6 percent in the first three 
quarters of FY 2014/15. The growth in manufacturing was mainly attributed 

to the growth in the production of textiles, clothing and foot ware by 95 
percent from 89.7 in Q3 2014/15 to 175 in Q3 2014/15. 
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Figure 2.1.3: Sources of Growth, 2011/12 -2014/15  

2011/12 2012/13 2013/14 2014/15

Food crops -0.1 -0.1 0.1 0.8

Manufacturing 0.2 -0.2 0.2 0.7

Administrative and Support Service

Activities
-0.0 -0.2 -0.0 0.5

Education 0.3 0.2 0.4 0.4

Public Administration 0.0 -0.1 -0.1 0.4

Financial and Insurance Activities 0.0 0.1 -0.0 0.3

Real Estate Activities 0.2 0.3 0.3 0.3
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A further decomposition of growth sources across quarters reveals that 

manufacturing, education, real estate, mining and quarrying, water, 
livestock, and transport and storage present resilient growth opportunities 
for Uganda. The economy should harness these opportunities given that their 

performance has been positive and/or stable despite the volatility in 
macroeconomic variables. Figure 2.1.4 presents these activites reflecting 

their quarterly performance, indicating that output through all quarters is 
noticeably stable.   

 

2.1.1.2. Agriculture  

Overall the performance of agriculture sector has been improving, scoring 4.4 

percent growth in financial year 2014/15 up from 1.8 percent in financial 
year 2013/14, although below the NDPI target of 5.7percent.  Among the 
activities that improved during the year were cash-crops whose growth was 

6.6 percent.  Figure 2.1.4 shows performance of the various agricultural 
activities in each quarter.  The key drivers of agricultural performance are 
food crops, livestock and forestry. The worst performing component in 

agriculture is agricultural support services, followed by fisheries and cash 
crops. For Uganda to raise productivity in agriculture as well as raise 



Pulse of the Economy, 2014/15 

 

 
9 

adequate raw materials for its industrial base, these components will have to 
be improved upon. 

 

Figure 2.1.4: Performance by Economic Activity (Constant Prices), 2014/15  

 

Source: UBOS Key Economic Indicators 

 

2.1.1.3. Industry 

Overall the performance of the industrial sector improved, scoring 6.4 

percent growth in FY2014/15 up from 4.3 percent in FY2013/14, although 
below the NDPI target of 7.0 percent.  Within Industry, construction and 
manufacturing were the key sources of growth, with manufacturing growing 

at 9.7 percent (contributing 0.7 of the 5 percent overall growth), while 
construction grew by 2.0 percent (contributing 0.1 of the 5percent overall 

growth). 

The construction industry contributes over 7.3% of Uganda’s gross domestic 
product (GDP) (UBOS data). Construction is a very diverse industry that 

includes activities ranging from the construction of infrastructure and 
buildings, the manufacture and supply of products as well as maintenance, 

operation and disposal. It has witnessed steady growth for the last 20 years 
and despite the recent upsurge in inflation, the sector has tried to withstand 
the inflationary pressures and have a steady path of growth and 
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development.  However a slight decline in growth can be seen in the recent 
months (Table 2.1.3). 

Table 2.1.3: Seasonally Adjusted Value added for Construction Sector (2009/10 
prices, billion Shs) 

F/Y 2013/14 2014/15 

Activity Q1 Q2 Q3 Q4 Q1 Q2 Q3 

Construction 1,280 1,326 1,329 1,412 1,372 1,356 1,355 

Source: UBOS (2015)  

The prices for the Construction Sector (covering material prices, wage rates 

and equipment hire rates) decreased by 4.3% in the year ending March 2015 
compared to the year ending March 20143. For the year ending February 

2015, the sector registered a fall in prices by 3.8percent compared to 
February 2014. The overall fall in prices of 4.3 percent in March 2015 was 
due to a 10.5 percent decrease of inputs for residential buildings; a 1.8 

percent decrease in input prices of non-residential buildings and a 2.3 
percent fall in input prices for civil works that was registered in the same 
period. Figure 2.1.5 indicates that there was a significant fall in prices 

between November 2014 and March 2015 for most construction sector 
activities.  

 

Figure 2.1.5:  Monthly Relative Changes in Construction Sector Prices, 2014 - 2015 
(Jan-Mar 2006 = 100) 

 

Source: Data obtained from UBOS (CSI March 2015) 

 

                                                 
3
 Construction Sector indices (January – March 2015)- UBOS 
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Manufacturing   

Manufacturing contributed an average of 9.6 percent through the quarters of 

year FY2014/15, as shown in Table 2.1.4. In quarter three of financial year 
FY2014/15 manufacturing made its highest contribution to industry, when it 

contributed 9.9 percent of the 19.8 percent contribution of the industrial 
sector to GDP. This further indicates a continuous improvement from the 9.3 
percent in Quarter one of 2014/15. 

Table 2.1.4: Importance of Manufacturing, 2014/15 
Item Year 2013/14 Year 2014/15 

 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

(a) Contribution of Manufacturing to Total Domestic Output, (Percent of Total GDP) 

Manufacturing  9.5   9.3   9.4   9.1   9.3   9.4   9.9   9.7  

b) Value Added (Current Market prices, Bn UGX) 

Manufacturing  1,591   1,548   1,605   1,611   1,671   1,717   1,850   1,926  

Source: UBOS  

 

The highest contributors of the formal manufacturing output as depicted in 

Figure 2.1.6 include: beverages and tobacco; bricks and cement; paper 
products as well as chemicals, paint, soap and foam products. Surprisingly, 

food processing; textiles, clothing and foot wear; and metal products and 
related products contributed less to the manufacturing output.  

Figure 2.1.6: Trends in the Index of Production (Manufacturing) for Formal sector, 
Q1 2012-Q1 2015 (2002=100) 
 

 
Data Source: Uganda Bureau of Statistics 
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To be able to transform the structure of the economy, output growth from 

tradable manufacturing sector will need to be boosted, because of the sub-
sector’s resilience and link with agriculture. Efforts focusing on supporting 

Micro, Small and Medium Industries (MSMIs) and the private sector will be 
critical in boosting manufacturing the manufacturing sector. Other critical 
constraints that need to be addressed in the medium to long-term period 

include: insufficient and high cost of electricity that incapacitates the 
acceleration of industrialization; continued existence of Non-tariff barriers 
(NTBs); undeveloped border markets; inadequate storage facilities 

(warehousing facilities); poor transport infrastructure and weak institutional 
frame work for industrial development. In turn, these constraints have 

resulted in less investment in the sector and less adjustment and integration 
along the value chains there by slowing down the structural transformation 
of the economy. 

 

2.1.1.4. Services 

At 50% the services sector contributed the highest to real GDP (Figure 2.1.7). 
However, its annual growth rate of 4.6% in 2014/15 fell short of its NDP 
target of 7.8%. Trade and Repairs, Education and Real Estate activities were 

the major services sector activities over the years that were responsible for 
driving the sector forward. Information and Telecommunications has 
contributed significantly to Services sector growth. This performance is 

driven by improved services, product innovation and other value added 
services such as mobile money and other modes of payments. 

Figure 2.1.7: Sector Contribution to Real GDP (2009 Market Prices) 
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Source of Data: MoFPED 2015, BTTB 

There was a mild transformation of economic activities, biased towards 

industrialization (Figure 2.1.7). On the one hand, agriculture and services 
sectors witnessed a modest fall in their shares from 23.47 to 22.65 percent 

and from 50.3 to 50.0 percent between 2012/13 and 2014/15 respectively. 
Nevertheless, the fall in agriculture share is due to low productivity not a 
shift towards other productive sectors. 

Industry on the other hand increased from 18.4 to 18.6percent. Though 
mild, this trend is an indication of structural transformation towards the 
industrial sector, in line with the national vision aspiration to industrialize.  

 

2.1.2. Effect of Shilling Depreciation  

Construction 

In regard to the depreciation of the exchange rate of the Shilling to the dollar, 
the construction industry which mainly uses imported inputs such as 

cement, steel and other products has been greatly affected by the 
depreciation of the exchange rate since the input prices have been on the 

increase. This has led to increases in prices of property listings in the same 
period. 

It is evident that prices of imports had been on a sharp decline from quarter 

4 of FY2013/14, as a result of a fall in the world prices of oil products, the 
fall in prices continued but on a reducing trend in the third quarter of 
FY2014/15 before rising sharply in the fourth quarter of 2014/15. The major 

driver of this upward movement was the depreciation of the Uganda shilling. 
Between third (Q3) and fourth (Q4) quarter there was a rise in depreciation 

from 2.2percent to 2.8percent.  

The producer price index for metal and related products remained stable 
during second and third quarter of the year, with minimal growth below 1 

percent per month.  On the other hand, the producer prices of chemicals, 
paint, soap & foam products, and bricks & cement which are used in 
construction were erratic between 3 and -3 percentage change in in the third 

quarter of the year. This could be a result of uncertainty in the economy. 

The fall in global prices for oil is reflected in the drastic fall in the price index 

for oil between fourth quarter 2013/14 and third quarter 2014/15.  However, 
afterwards, it is observed that the fourth quarter experienced a reversal in 
the prices, with growth of prices rebounding from a 29 percent fall in prices 

to an increase of 15 percent in the fourth quarter.  In the short run, the fall 
in prices for the economy as it reduces the cost of economic activity. In the 

medium to long-term it reduces the attractiveness of the investments in the 
oil sector. 
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Figure 2.1.8: Value and Volume and Price of Imports 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Data Source: BoU, 2015 

Source of data: Bank of Uganda 

 

Manufacturing  

Depreciation in the exchange rate will make the import prices of 

manufacturing inputs expensive and generally affect the manufacturing 
sector which is among the largest users of foreign exchange (Tumusiime-
Mutebile, 2015). Since manufactured goods are traded goods, either exported 

or sold in the domestic markets and hence face competition from imports, 
the real exchange depreciation of the shilling makes Uganda’s manufactured 

goods cheaper relative to their foreign produced competitors. Consequently, 
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there is an anticipated boost in demand for these manufactured goods in 
local and foreign markets.   

 

Figure 2.1.9:  Terms of Trade 

 

Data Source: Bank of Uganda 

 

Value addition in manufacturing is useful to the improvement of Uganda’s 
terms of trade. Quarterly data reveals that the terms of trade have been 
raising until quarter three of 2014/15 (see Figure 2.1.9). Whereas there was 

improvement in the first half of the year, the benefits are overtaken by the 
decline in the second half. In the annual data, there is a reflection of a 

continued improvement in terms of trade (ToT) between 2013/14 and 
2014/15.  Increasing ToT is expected to provide incentives for investment. Of 
late the ToT was improving with the fall in the price of oil, but depreciation of 

the shilling and its impact on price of imports, there is deterioration in the 
fourth quarter.  

However, the country needs to boost its capacity to substitute the imports to 
meet the increase in demand for foreign exchange in future. The terms of 
trade developments demonstrate though that the Ugandan products are 

competitive. 

 

2.1.3. National Savings and Investment 

2.1.3.1. Saving-Investment Deficit 

The savings and investment gap by the end of the year 2014/15 was -

7,544.9 billion, which is equivalent to the current account balance. This is 
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on account of continued high propensity to consume and high affinity to 
investment. The deficit increased from 8.4% to 8.9% of GDP (Figure 2.1.10)  

 

Figure 2.1.10: Saving-Investment Gap  

 

Data Source: Bank of Uganda, 2015 

 

2.1.3.2. Investment and Shilling Depreciation 

Investment for national development has become expensive since the value of 

investment is affected through the cost of inputs, reflected in the extra 
payments made to compensate for the changes in value of the currency 
following the depreciating exchange rate. Table 2.1.5 shows that government 

imports, which are mainly for development purposes, declined by 
44.4percent between 2013/14 and 2014/15 from USD361.0 million to 200.7 
million respectively.  This however could have been partly a result of increase 

in the cost of imports due to depreciation of the shilling, a planned reduction 
in imports, or a result of low absorption. Where investment is financed by 

loans, the depreciation makes it more costly to make higher interest 
payments. 

 

Table 2.1.5: Government Imports for Development (USD, Millions) 
Item 2013/14 2014/15 Change (%) 

Government Imports 361.0 200.7 -44.4 

Project Imports 300.5 171.0 -43.1 

Non Project Non Project 60.4 29.7 -50.8 

Source: Bank of Uganda, 2015 
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Interest payments on foreign currency denominated loans are higher partly 

driven by the depreciating exchange rates. Government interest payments (on 
domestic and foreign debt) of were higher in the second half of the year, 

compared to the first half (Figure 2.1.11). In addition to increased acquisition 
of new loans, and repayment of maturing loans, the trends in interest 
payments reveal an increase in monthly payments. Whether paid on time or 

rescheduled, this increases the debt repayment obligations and could slow 
down the attainment of the NDP objectives and Vision 2040 aspirations, due 
to increase in resource outflows. 

 

Figure 2.1.11: Government Interest Payments, by Quarter (UGX, Billions) 

 

Source: MoFPED, Central Gov’t Finance Statistics 2014/15 

 

2.1.4. Emerging issues in the Real Sector 

Among the emerging issues in the real sector, it is observed that;  

 Growth in the level of economic activity is below NDP targeted growth which 
complicates the attainment of lower middle status goal by 2020 and by 
extension attainment of upper middle status by 2040. 

 There is significant growth coming from primary growth sectors of agriculture 
(food crops subsector) and manufacturing whereas ICT business contribution 
has declined 

 The services sector composed of (trade and repairs, education and real estate) 
has an immense contribution to GDP growth although its growth is below the 
NDP target. 

 Rapid Depreciation of Uganda currency hurts the real sector through higher 
and unplanned cost of investment 

 The net income from the external sector is hurt by declining terms of trade; 
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 There remains pessimism over prospects based on the index of business 
activity that remained below the threshold for the next half of the year. 

 

2.2. Fiscal Sector Developments 

NDPI objective for the fiscal sector was to have in place an appropriate 
framework for managing resources for the plan implementation. This 
included mobilising sufficient resources as well as ensuring their efficient 

utilisation. In light of NDP macroeconomic targets, Table 2.2.1 presents 
FY2014/15 NDP targets in comparison to outturns. 

 

Table 2.2.1: NDPI Fiscal sector Indicators and targets, 2014/15 
Indicators  Target 2014/15 

Government domestic revenue (% GDP) 15.1 13.5 

Government Expenditure (% GDP) 19.4 19.4  

Fiscal deficit, excluding grants (% GDP) 4.3 4.7 

Domestic interest payments (% GDP) 0.60 1.4 

Domestic borrowing (% GDP) 0.60 3.3 

Foreign Debt stock/GDP 18.2 19.5 

Domestic Debt Stock (% GDP)  13.0 

Net donor aid (% GDP) 3.7 2.36 

Source: NDPI, MoFPED-GFS2014/15 

 

The NDP tax revenue effort was not achieved and this has adverse 

implications for financing NDP priorities. While Fiscal policy in FY 2014/15 
remained consistent with Government’s medium term objectives of ensuring 

accelerated economic growth at 5.3%, nevertheless, revenue outturn was 
below targeted.   Tax revenue to GDP increased by 1.2 percentage points 
increased to 13% but below the NDPI target level of 15.1%.  The fiscal deficit 

was within the NDP programmed levels at 4.7% of GDP; however, it was 
below the budget target of 7%, largely due to under execution of the 
development budget (which performed at 87.2%).   

 

2.2.1. Overall Fiscal Performance in FY 2014/15  

The overall fiscal deficit for FY 2014/15 was 4.7 percent of GDP against the 
target of 4.3% in the NDPI and 7% planned during the FY. This divergence 
was occasioned by under execution of the development budget. Government’s 

focus on closing infrastructure gaps in the country continued to influence 
the overall composition of central government expenditure and external 

financing in FY 2014/15. Spending under the domestic development budget 
rose by 7.5 percent in FY 2014/15 while external project spending increased 
by 3.3 percent. 
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A significant increase in infrastructure spending had been programmed in FY 
2014/15 to implement a number of high profile projects, including the 

Karuma Hydro Power Plant (HPP) which is a core project in NDPI. There was 
however, a delay in disbursement of funding for the Karuma HPP from China 

Exim Bank which contributed to the notable reduction in the overall deficit.  

Underperformance of the externally financed component of the development 
budget was another contributing factor for the reduction in the fiscal deficit.  

Low absorptive capacity of projects in FY 2014/15 translated into delayed 
disbursements. This shortfall constrained an expansionist fiscal policy that 
had a potential to stimulate economic growth in the short term as 

construction related to the development of infrastructure started. In light of 
this, government expenditure to GDP reduced from the budget estimate of 

22.5 percent to 13 percent in FY 2014/15. 

Total revenues and grants in FY 2014/15 were 14.2 percent of GDP 
compared to 15.2 percent at the time of the Budget. Domestic revenues 

including grants increased from 11.9% in FY 2013/14 to 13.5% of GDP.  
Failure to meet the budget target was on account of lower project support 

grant disbursements that performed at only 65.1% of the budget.  This 
remains way below the EAC Monetary Union convergence criteria target for 
tax revenue to GDP of 25 percent. The convergence criteria further gives 

room for grants of only 3percent, having set a ceiling for fiscal deficit 
excluding grants at 6percent of GDP. URA’s tax revenue collections for FY 
2014/15 (excluding oil revenue) increased by UGX 139.10 billion to UGX 

9,715.6 billion above the annual target of UGX 9, 576.5 billion which implies 
that the economy has a high potential of raising its own domestic resources 

to finance its NDP. 

 

2.2.2. Performance on the Resource Envelope FY 2014/15 

The resource envelop for FY2014/15 was UGX 14,493.9 billion of which 
domestic and external sources were 87.3 and 12.7 percent respectively. This 
resource envelope was less than the budget of UGX 16,101.6 billion for FY 

2014/15 by 10% (UGX1, 607.75 billion) as indicated in the Table 2.2.2. 

 

Table 2.2.2: The Resource Envelope (UGX billion), 2014/15  
 

 

Outturn Approved 

Budget 

Outturn Performance  Share  

(%) 

2013/14 2014/15 FY 2014/15 Amount % Growth (%) 

Budget Support - Shs 191.4 257.4 258.2 0.75 100.3% 34.8% 1.8% 

Grants 191.4 257.4 258.2 0.75 100.3% 34.8% 1.8% 

Loans 0.0 0.0 0.0 -  -100.0% 0.0% 

Project Support - Shs 1,639.4 3,835.0 1,849.8 (1,985.21) 48.2% 12.8% 12.8% 

Grants 511.0 1,033.2 672.7 (360.54) 65.1% 31.6% 4.6% 

Loans 1,128.4 2,801.8 1,177.1 (1,624.67) 42.0% 4.3% 8.1% 

Domestic Resources 8,454.4 9,792.3 10,174.7 382.44 103.9% 20.3% 70.2% 

URA Revenue 8,031.0 9,576.5 9,715.6 139.10 101.5% 21.0% 67.0% 

Non Tax Revenue 136.9 205.6 221.5 15.89 107.7% 61.8% 1.5% 

Loan Repayments 286.5 10.2 118.0 107.83 1157.2% -58.8% 0.8% 

Oil Revenues 0.0 0.0 119.6 119.62 0.0 0.0 0.8% 
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Outturn Approved 

Budget 

Outturn Performance  Share  

(%) 

2013/14 2014/15 FY 2014/15 Amount % Growth (%) 

External Debt Repayments -253.1 -282.1 -272.2 9.90 96.5% 7.5% -1.9% 

Amortization -241.5 -271.0 -258.2 12.84 95.3% 6.9% -1.8% 

Exceptional Financing -11.7 -11.1 -14.0 (2.94) 126.5% 20.5% -0.1% 

Arrears 0.0 0.0 0.0     

Domestic Financing 1,650.0 2,499.0 2,483.4 (15.64) 99.4% 50.5% 17.1% 

Resource Envelope 11,682.3 16,101.6 14,493.9 (1,607.75) 90.0% 24.1% 100.0% 

Memo Items        

Domestic Resources 10,104.5 12,291.3 12,658.1 366.81 103.0% 25.3%  

External Resources 1,577.8 3,810.3 1,835.7 (1,974.55) 48.2% 16.3%  

Share of Dom. Resources to Total 86.5% 76.3% 87.3%     

Share of External to Total 13.5% 23.7% 12.7%     

Source: MFPED and NPA Team Computations 

 

As expected, tax revenues dominate the resource envelope but more can be 

done. Tax revenues, which are part of the domestic resources, constituted 
the highest share (67%) to total resources that financed the budget during 
the period under review as indicated in the Figure 2.2.2. This calls for efforts 

to realize the existing tax revenue potential, as well as increase the 
diversification of the domestic resource sources if the requisite finances for 
the NDP projects and programmes are to be raised.   

Figure 2.2.2: Composition of the Resource Envelope for FY 2014/15 

Budget Support -
Shs, 1.8%

Project Support -
Shs, 12.8%

Domestic 
Resources, 

70.2%

External Debt 
Repayments, -

1.9%

Domestic 
Financing, 17.1%

 

Data Source: MoFPED 

 

Similarly the least contributor to total resource envelope was budget support 

grants contributing 1.8%. While their performance was satisfactory and 
registered a growth of 34% from pervious FY 2013/14, it demonstrate 
government policy shift away from budget support towards project mode of 

financing.  

Increased Government reliance on domestic debt financing is a source of 
concern due to shallow market and thus could lead to private sector 

crowding out. The over reliance on the domestic financial markets for 
financing 17% of the budget, as compared to external financing, which was 

12.7% has implications on the domestic interest costs on the budget and 
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private sector lending. It’s not a surprise that domestic interest costs rose by 
26% from previous FY 2013/14 and exceed the budgeted levels by 8%.  

External financing continues to limit fiscal targets. The under performance of 
the resource envelope was largely due to low disbursements of external loans 

to finance projects, which performed at 42%, although there was a modest 
growth of 4.3% compared to last FY 2013/14. The underperformance of 
external financing for projects was offset by over performance of the domestic 

resources, especially Tax revenue and loan repayments from various 
government entities (Figure 2.2.3). External debt repayments were within 
program levels, although rose by 7.5% from previous period in FY 2014/15.  

 

Figure 2.2.3 Performance of the resource envelope (UGX billion) 
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The total tax and non-tax revenue, including oil revenues for FY2014/15 
increased by UGX 274.7 billion to UGX 10,056.71 billion from the target of 
UGX 9,782 billion. This represents a growth rate of 23% compared to FY 

2013/14. Domestic revenue performance was largely influenced by the over 
performance of the URA tax revenue, which performed at 102%, and a good 

performance of the non-tax revenue (Figure 2.2.4).  Oil revenues were not 
budgeted for, but yielded UGX 119.62 billion during the period under review. 
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Figure 2.2.4: Performance of tax heads (UGX billion) 
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2.2.2.1. Domestic Tax Category 

Domestic taxes amounted to UGX 9,715.6 billion against a budget of UGX 

9,576.5 billion, performing at 101.5%. Domestic taxes include taxes on 
incomes, indirect taxes and taxes on international trade. Total income tax 

increased to UGX 3,368.6 billion against a target of UGX 3119.7 billion 
representing a surplus of UGX 248.9 billion. This performance is mainly 
attributed to a surplus in corporation tax and withholding tax, with a growth 

rate of 47% and 34% in FY 2014/15 respectively. Corporation tax registered 
a surplus of UGX 118 billion. This was partly as a result of an increase in 

profitability of companies in the banking and construction sectors, improved 
tax administration efforts through auditing and collection of arrears.  

The good performance in the direct taxes was experienced during the second 

half of the FY 2014/15 as indicated in the Figure 2.2.5. 

Withholding tax registered a surplus of UGX 91 billion to UGX 547 billion 
against a target of UGX 455.9 billion for FY 2014/15. This was mainly due to 

growth in government payments, management fees and follow up on both 
Central Government and Local Government projects. There has also been an 

increase in interest income from treasury bills and bonds which matured 
during this period. 

PAYE had a shortfall of UGX 18 billion due to the biometric data capturing 

that was undertaken to weed out ghost employees from the Government 
payroll which led to a decline in PAYE payments from Government. There 

was also a decline in remittances from companies involved in the oil and gas 
sector due to the end of the exploration activities which led to the laying off of 
many expatriates.  The largest revenue collections of direct taxes came from 

PAYE and Corporate tax respectively while value added tax and local excise 
duty were seen to contribute the most to indirect tax revenue collections.  
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Figure 2.2.5: Direct Tax Collections during the FY 2014/15 
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Data Source: MoFPED 

 

Consumption taxes – on the other hand, performance was less impressive in 
the area of the collection of indirect domestic taxes, mainly due to shortfalls 

in the collection of excise duty on beer and on international telephone calls, 
with the latter being caused by a reduction in taxes on regional international 
call rates. This lower collection of revenues leaves Uganda far worse off than 

neighboring countries within EAC region.   Specifically excise duty and VAT 
underperformed with a deficit of UGX 102 billion in FY 2014/15. VAT 

particularly registered a deficit of UGX 92 billion which was majorly 
attributed to less than projected revenue collections from the electricity and 
water sub-sectors.   

 

Figure 2.2.6: Indirect Domestic Tax Collections during the FY 2014/15 
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Excise duty also registered a deficit of UGX 10 billion to UGX 639 billion 
which was below the target of UGX 649 billion for FY2014/15. This was 

mainly attributed to a shift in the production volumes of beer from the rate of 
40 percent to 20 percent which led to decline in collections from beer.  

Outturns on domestic indirect taxes picked in the second half of the FY 
2014/15 as indicated in the Figure 2.2.6 

 

2.2.2.2. International Trade Taxes  

International taxes comprise of petroleum duty, import duty, excise duty, 
VAT on imports, withholding tax among others. International trade tax 

collections amounted to UGX 4,277.7 billion against a target of UGX 4,262.9 
billion reflecting a surplus of UGX 14.8 billion. This performance was mostly 

attributed to petroleum duty and VAT on imports, which registered a surplus 
of UGX 78 billion and UGX 68.2 billion respectively. 

Petroleum duty amounted to UGX 1,197.8 billion against the target of UGX 

1,119.8 billion for FY2014/15. This good performance was attributed to 
improved efficiency in collections as a result of enhanced enforcement 

procedures under the Single Customs Territory. 

The increase in import taxes was mainly due to an increase in the volume of 
VAT-able imports in FY2014/15, coupled with gains from the exchange rate 

depreciation. Import duty registered a shortfall of UGX 66.2 billion against 
the target of UGX 904.6 billion. This was on account of the effects of the 
operationalization of the COMESA Free Trade Area (FTA). An example is the 

current influx of imports originating from Egypt that are entering Uganda at 
an import duty rate of 0 percent.  During the second half of the FY 2014/15, 

international trade taxes grew by 18% as indicated in the Figure 2.2.7 
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Figure 2.2.7: International Trade Tax Collections during FY 2014/15 
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VAT on imports contributed the largest percentage to the international trade 
taxes followed by excise duty on petroleum and import duty on other goods 

respectively. The Uganda shilling continuous depreciation against the US 
Dollar especially in the second half of FY 2014/15, was the main contributor 
to growth in international trade revenue. The average exchange rate for the 

period of July to April 2014/15 was UGX 2,743.19 above the projected UGX 
2,687.3 leading to a revenue gain of UGX 52.53 billion.  

 

2.2.3. Performance of Non-Tax Revenue 

Non Tax Revenue amounted to UGX 221.5 billion against a target of UGX 

205.6 billion representing a surplus of UGX 15.9 billion due to improvement 
in compliance from MDAs and the strong performance of the migration fees 
and Non URA NTR. 

 

2.2.4. Expenditure Performance  

Total spending by government at UGX 14,494 billion during the FY 2014/15 
was 19.4 percent of GDP, just equal to the NDP target for the year.  This 
expenditure was however lower than the  revised  expenditure, taking into 

account additional infrastructure needs in energy and roads, that was 
approved in the annual budget for the year, which was supposed to be 22.5 
percent of GDP. This shortfall constrained the anticipated medium-term 

growth effects from infrastructural development.  A cleanup exercise carried 
out during the year on government pay roll and pension system created 

savings of 5%, with expenditure on wages (18% of the budget) remaining at 
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95% of what was planned. This contributed to achieving the NDP objective of 
ensuring there are efficiency gains in public spending.   

The development budget is expected to provide the necessary inputs for 
developments in order to transform the country, yet this area remained below 

expected levels. Major development projects such as construction of the 
Karuma Dam and development of the oil refinery are cases of slow progress 
on the investment programme with which government needs to take greater 

focus through fast-tracking, given their anticipated impact on the economy in 
the medium-term.  

 

Public Expenditure Allocations 
Table 2.2.3 indicates that compensation of employees grew by 16.3 percent, 

while Use of goods and services increased by 16 percent.  Interest payments 
and subsidies also grew by 25.0 and 90.5 percent respectively.  
 

Table 2.2.3: Public expenditure by Inputs (Excluding Domestic Arrears) 
Expenditure  Item UGX, Billions Annual Percentage Growth 

2010/11 2011/12 2012/13 2013/14 2014/15 

Total Expenditure 7,408.5           (3.1)             3.9            15.1            13.0  

Compensation of employees 985.0           21.7            17.0              8.1            16.3  

Wages and salaries 671.4           15.7            14.9              8.4            21.6  

Allowances 237.2           39.0            25.7              0.0            10.8  

Other employee Costs 76.5           20.9              3.7            40.0            (5.7) 

Use of goods and services 2,715.9         (26.3)         (14.6)           26.4            16.0  

o/w Budgetary Central Gov’t 2,235.9         (35.2)         (21.4)           27.7              8.4  

o/w Domestic Development 206.6         (16.6)             6.6          122.6            33.2  

o/w External Development 273.5           38.8              1.7          (23.5)           29.7  

Interest payments 423.5           42.5            47.5              9.0            25.0  

Domestic 348.1           47.9            53.2              8.2            26.2  

External 75.4           17.5            14.2            15.4            16.5  

Subsidies 184.0             1.5          (84.5)           23.1            90.5  

Grants 2,644.7             5.2              3.5            13.1            12.6  

Social benefits 203.2           (1.0)           29.4          (12.1)             6.8  

Other expenses 252.1         (19.6)           40.0            46.3          (42.6) 

Data Source: MoFPED 
 

The allocation of total public expenditure to economic functions was biased 
to economic functions (26.9percent) where the NDPI primary growth sectors 

fall, and education (14.2percent).  There was a reduction in total growth of 
expenditure from 15.9 to 11.0 percent; there was growth in social sector 
expenditures in health, education and social protection.  Table 2.2.4 

indicates that while the allocation to social sectors was increased, in absolute 
terms, they remained a fixed proportion to GDP between 2013/14 and 

2014/15. Major increases as a proportion to GDP were registered on energy 
(0.1), primary education (0.1) and public debt transactions (0.4).  
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Table 2.2.4: Public expenditure by Economic Function, 2011/12 to 2014/15 
Economic Function Share of GDP Annual Percentage Growth  

2012/13 2013/14 2014/15 2012/13 2013/14 2014/15 

TOTAL OUTLAYS 15.7 17.0 17.3 11.4 15.9 11.0 

General public services 3.9 4.1 4.5 26.5 11.6 19.3 

Public debt transactions 1.4 1.4 1.6 47.5 9.0 25.0 

Transfers of general character 0.3 0.4 0.4 1.0 12.3 10.2 

Defense 1.5 1.8 1.8 (16.4) 28.5 5.6 

Public order and safety 1.0 1.2 1.2 (1.5) 37.8 7.0 

Economic affairs 4.1 4.8 4.6 3.4 24.3 7.0 

General Econ, Comm. & Labour Affairs 0.1 0.1 0.1 (51.1) (4.6) 118.2 

Agriculture, forestry, fishing and hunting 0.7 0.8 0.7 49.9 12.6 (5.1) 

Fuel and energy 0.4 0.5 0.6 (43.7) 18.4 35.0 

Mining, manufacturing, and construction 0.0 0.0 0.0 (40.3) 106.0 (58.9) 

Transport 2.7 3.1 3.0 12.4 24.3 5.5 

Communication 0.0 0.1 0.0 (2.3) 262.7 (68.2) 

Environmental protection 0.1 0.1 0.2 24.4 48.0 54.3 

Housing and community amenities 0.4 0.6 0.7 9.7 62.7 18.3 

Health 1.7 1.2 1.2 49.7 (23.0) 6.0 

Outpatient services 0.0 0.0 0.0 (65.3) (0.4) 6.0 

Hospital services 0.2 0.3 0.3 (17.5) 53.4 6.6 

Public health services 0.3 0.4 0.4 (5.9) 25.4 9.4 

Recreation, culture and religion 0.0 0.0 0.0 30.3 6.2 17.8 

Education 2.3 2.4 2.4 18.2 12.2 12.1 

Pre-primary and primary education 1.1 1.1 1.2 5.3 12.2 19.3 

Secondary education 0.5 0.7 0.6 21.6 54.9 (14.4) 

Tertiary education 0.4 0.4 0.4 78.4 (9.8) 22.8 

Social protection 0.7 0.7 0.7 (0.8) 7.0 0.5 

Data Source: MoFPED 
 

The shares for the social sector and defense were stable, while expenditure 
on public debt transactions, fuel and energy increased marginally from the 
previous year. Expenditure on environmental protection was doubled from 

0.1 to 0.2 percent of GDP, which is a positive development for sustainable 
development. Interest costs were UGX 1,212.95 billion (1.6% of GDP) within 
budget. This was 0.2% of GDP higher than previous FY 2013/14, and 0.8% 

higher than the NDP I target. More than two thirds (69 percent) of the 
increment in interest cost is accounted for by speculation around 

government expenditures in FY 2014/15. Some interest costs were carried 
forward from the previous year which had not been budgeted for. Compared 
to the previous year, interest costs grew by 25 percent mainly because 

domestic financing grew by 26.2%. 

 

2.2.5. Overall balance 

As already indicated above, the overall balance demonstrates Government 
expansionary fiscal stance remaining higher than - envisaged in the NDP. 

This higher fiscal stance was as a result lower domestic revenues, and the 
deficit was mainly financed using resources drawn from domestic sources. 
The large component of the development budget that failed to be 

implemented due to the delayed conclusion financing agreements resulted in 
targeted external financing not materializing. Domestic borrowing amounting 

to 3.3% of GDP remained within the limits of the approved budget. However, 
maintained an upward trend observed over the past three years because of 
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the shallow financial market and it is associated with higher costs to the 
economy. Since July 2014, yield on Government paper have maintained an 

upward trend which eventually has an impact on the cost of the credit to the 
private sector.   

 

2.2.6. Net Operating Balance (NOB) 

NOB registered a surplus of UGX1,289 billion in FY 2014/15 which 

increased by UGX 1,002 billion compared to the FY 2013/14 representing a 
growth of 349% as indicated in the Figure 2.2.8. 

 

Figure 2.2.8: Trends in Net Operating Balance 

Data Source: MoFPED 

 

This surplus was as a result of higher revenue collections exceeding 
Government expenses by UGX 1,289 billion in the FY 2014/15. 

 

2.2.7. Net Lending/Borrowing 

A deficit in net lending/borrowing means government has to receive net 

financing for its activities. There are only two possible ways in which 
government can receive net financing i.e. drawing down government assets or 

incurring additional debt.  During the FY 2014/15, net lending/borrowing 
amounted to a deficit of UGX 1,931billion that was financed by net borrowing 
of UGX 615 billion and a drawdown of its assets from the Banking system 

amounting to UGX 1,316 billion during the period under review (Figure 
2.2.9). 
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Figure 2.2.9: Trends in Net Lending/Borrowing 

Data Source:  MoFPED 

  

Government acquisition of external debt amounting to UGX919 billion was 
offset by a repayment from both private sector and financial institutions 
amounting to UGX304 billion. On the other hand, the drawdown of 

Government‘s financial assets resulted from sale of equity amounting to 
UGX2,604 billion which more than offset the increased deposits Government 
made in the financial system amounting to UGX1,288 billion.  

 

Domestic Borrowing  

The stock of domestic debt on the other hand was UGX 9,728 billion by end 
of June 2015 which is equivalent to 13.01 percent of GDP. Domestic 
financing during the year 2014/15 alone was 2,483 billion that is 3.3percent 

of GDP, a proportion that much higher than anticipated in the NDP1 of 0.6 
percent. 

 
2.2.8. Efficiency Gains 

One of the objectives of the macroeconomic strategy for NDPI was to increase 

expenditures on priority areas without compromising macroeconomic 
stability. This was to be achieved by implementing allocative and technical 
efficiency improvement measures. This report found that during the period 

under review, progress was registered in a number of areas to increase 
efficiency in the fiscal sector. These include the rationalisation of OBT and 

Results Based Management to strengthen the link between public spending 
and outputs/results; assess and issue a certificate of compliance in line with 
the public finance management Act 2015; roll out the issuance of 

performance contracts for heads of departments in order to ensure increased 
human resource productivity in the public service; and reduce bureaucratic 
red tape by having in place an implementation Unit in Office of the Prime 

Minister (OPM) and the Projects Unit under MoFPED aimed to accelerate 
planning and implementation of the Public investment Programme (PIP) 
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projects.  Further, there has been the rationalisation of the public 
procurements laws and anti-corruption institutions, as a way to eradicate 

corruption. Whereas these are aimed at ensuring that there is expenditure 
efficiency and reduction in leakages, measuring their respective impacts is 

yet to be undertaken.  

 

2.2.9. Effect of the Shilling Depreciation on Fiscal Operations 

 

Increased costs of domestic borrowing 

The exchange rate depreciation has impacted fiscal policy in several ways. 

First, it has increased the cost of government borrowing, through the higher 
interest rates on treasury bills. As we drew closer to the end of FY 2014/15, 

the exchange rate depreciation was expected to exert further upward 
pressure on domestic prices for imported goods and services.  

In order to prevent higher inflation from becoming entrenched, the Central 

Bank gradually raised the Central Bank rate to 12% in April 2015 and 13% 
by June 2015. This consequently led to an increase in short term lending 

rates as well as Treasury bill (TBill) rates which registered notable increases 
across all tenures.  By quarter 4 of the financial year, the quarterly average 
annualised discount rates for the 91day, 182day and 364day Tbills stood at 

12.8%, 13.8% and 14.2% respectively, somewhat higher than those recorded 
the previous quarter. The increase in TBill rates as depicted in Figure 2.2.10 
has significant implications for the government’s costs of domestic borrowing 

as it is required to pay a lot more than anticipated at the point of maturity. 
As long as the exchange rate continues to depreciate and expectations for 

higher inflation continue, yields to maturity will increase in the near-term 
and exert pressure on the government’s financing requirement to cover the 
increase in interest payments. 

 

  

 



Pulse of the Economy, 2014/15 

 

 
31 

Figure 2.2.10: Trends in Treasury Bill Rates 

 

 

Increased foreign debt stock and foreign debt service obligations  

During FY 2014/15, the currency depreciation worsened the real burden of 
external debt faced by the government and inflated and its debt service 

obligations measured in domestic currency.  Total debt service obligations 
during the financial year, stood at 88.5billion USD, this reflected a 1.7% 

decline in the foreign currency measure of debt service obligations from those 
paid in FY 2013/14.  

On the other hand, when these debt service obligations were converted to 

domestic currency using the official mid exchange rate published by the 
Bank of Uganda, they reflected an 8.9% increase in debt service obligations 

compared to those paid during FY 2013/14.  

Judging by the fact that the decline in the foreign currency value of debt 
service obligations during the financial year was actualised by an increase in 

the local currency value of these debt service obligations, it is rational to 
conclude that the currency depreciation played a significant role in 
increasing the magnitude of debt service obligations during FY 2014/15.  

Figure 2.2.11 shows a smoothed line of debt service outturns, converted to 
Uganda Shillings, paid on a monthly basis during FY 2013/14 and 

FY2014/15. These have been compared with a baseline scenario (dotted line), 
which assumes that between January 2014 and June 2015, the exchange 
rate, rather than depreciating, remained stable at the 2,512.94 average mid-

rates recorded in December 2014.  The graph additionally shows the 
supplementary debt service payments we have had to make between January 

2014 and June 2015 as a result of the depreciated currency. 
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Figure 2.2.11: Monthly Debt service outturns, (Uganda Shillings), 2013/14 -2014/15 
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Supplementary debt service payments 0.00 0.00 0.00 0.00 0.00 0.00 -0.06 -0.14 0.17 0.32 0.06 0.38 0.53 0.33 1.37 2.87 1.36 1.02 1.69 1.47 4.99 6.10 1.49 3.09

Debt service (exchange rate outturns) 10 9 22 41 15 21 11 8 20 48 8 14 11 9 34 46 17 11 14 12 34 38 9 14

Debt service ( Exchange rate Base 2512.94) 10 9 22 41 15 21 11 9 20 48 8 14 11 8 33 43 15 10 12 10 29 32 8 11  

Given the assumptions made, the table above shows that in FY 2014/15, the 
GOU paid 11.8% more in debt service payments compared to what it would 
have paid of the exchange rate had remained perfectly stable. 

 

Increase in the cost of government’s imports 

Depreciation of the exchange rates has increased the cost of imports and 
infrastructure investment.  Similar to the above scenario, the currency 
depreciation instantly raised the shilling cost of Government imports during 

FY 2014/15. This is already highlighted in the review of the real sector 
performance in section 2.1. 

Besides the private sector, the government is also major consumer of 

commodities in the domestic economy. By this, the exchange rate pass 
through to inflation has not only increased the domestic expenditures of the 

private sector but those of the government as well.  

 

2.3. External Sector 

During the NDPI period, Uganda targeted to achieve (i) a trade deficit of 
about 10.9 percent of GDP, funded by a combination of remittances from 

Ugandans working abroad, net donor inflows and private sector capital 
inflows; (ii) at least 4.4 months of total imports cover and (iii) sustainable 
levels of external public debt (see Table 2.3.1). 
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Table: 2.3.1: NDPI External Sector Targets 
Indicators 2014/15 Revised 

2014/15 
2014/15 
Actual 

External Sector    

Trade deficit (% GDP)  -10.9  -12.73 

Exports & NFS (% GDP) 19.1   21.3  

Imports (Gds & Serv), (% GDP)  30.0   37.3  

Current account balance (including grants)   -10.6 -10.04 

Current account balance (excluding grants)  -10.9 -10.84 

Gross international reserves (USD billions )   3.2 2.9 

In months of next year's total imports   4.4 4.2 

Source: NDPI, NDPII, Bank of Uganda 

 

2.3.1. Current Account Balance 

During the financial year 2014/15, Uganda continued to experience a deficit 

on its current account with imports out performing exports. The current 
Account balance as at the end of June 2014/15 was a deficit of USD2,357.86 

million, which was 4.01percent deterioration from a deficit of 
USD2,266.87million in 2013/14. This was largely due to weak global 
demand for commodities especially in Uganda’s main export destination 

markets like Europe which has been experiencing weak growth. The 
continued deterioration in the deficit may lead to unsustainable net external 
liabilities which can make the economy less competitive. 

 

Trade Balance  

Overall the trade deficit deteriorated by 10.9 percent from a deficit of USD 
2,696.82 million 2013/14 to USD 2,991.27 million in 2014/15. This was due 
to an increase in imports by 2.84 percent from USD7,745.41 million and a 

fall in exports by 1.47 percent to USD 4,974.29million.    

The reduction in the trade volume was due to both external and internal 

factors. On the external side the slowdown in global growth, weak demand 
for commodities, low global inflation especially low prices of oil, while 
domestically the depreciation of the shilling contributed to the reduction in 

trade. From Figure 2.3.1, it is observed that quarter one registered the 
highest trade deficit in two years. The first half of the year 2014/15 
registered a higher deficit compared to the second half of the year, and the 

reverse was the outcome in the previous year. 
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Figure 2.3.1: Trade Balance Developments on Bi-Annual Basis 

 

Data Source: Bank of Uganda 

 

Export Performance 

Formal exports of goods decreased by 2.1 percent to USD 2,281.00 million, 

while the Informal Cross Border Trade (ICBT) exports rose by 9.6 percent to 
USD 433.6 million as shown in Figure 2.3.2. The implication of this scenario 

is that it will be a challenge to improve the current account balance and 
sustain the drive to middle income status if there is no substantial rise in 
formal exports. During the financial year 2014/15, total export of goods and 

services receipts declined by 1.47percent from USD 5,048.59 million in the 
previous year to USD 4,974.29 million. Total exports of goods (excluding 

services) increased by 0.30 percent from USD 2,706.33 million in 2013/14 to 
USD 2,714.56 million in 2014/15. Services exports declined by 3.5percent 
from USD 2,342.26million to USD 2,259.7million. However, the composition 

of export of services lacks comprehensive statistical disaggregation for 
tracking the sources of performance. 
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Figure 2.3.2: Performance of Merchandise Exports (USD millions) 

 

Data Source: BoU statistics, 2015 

 

Direction of Exports 

Apart from Asian and the Middle East, the value of Uganda’s exports to all 
other regions reduced. Exports to Asia and the Middle East grew by 6.4 

percent and 57.3 percent respectively as shown in Figure 2.3.3. The growth 
of exports to the Middle East was attributed to a large increase in exports to 
the United Arab Emirates (UAE), which contributed USD72million of the 

USD78million increase.   

Figure 2.3.3: Direction of Merchandise Exports (Million USD) 

 

Source: Authors’ Calculation from BoU statistics, 2015 
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ICBT registered an increase in overall export earnings. However reduced 

ICBT export earnings were registered with Burundi, Sudan and Tanzania 
while increases in earnings were registered with DR Congo, Kenya and 

Rwanda as shown in Figure 2.3.4. The continued increase in ICBT is an 
indication that some inefficiency exists that if corrected would increase 
formal trade and its associated contribution to economic growth. There is 

need to identify the challenges that are sustaining informal trade and provide 
necessary remedies with a view to increasing overall volume of trade.   

Figure2.3.4: Direction of Exports Informal Trade (Million USD) 

 

Data Source: BoU Statistics, 2015 

 

Exports Volumes 

In terms of volumes, Uganda registered an 11 percent reduction in coffee 
exports from 3,653,193 bags to 3,259,500 bags exported in 2013/14 and 
2014/15 respectively. Other exports that registered a decline in volumes 

include tobacco, tea, cement, flowers, cocoa beans, gold, cobalt, rice, soap, 
beer, edible fats and oils. Amongst the exports that registered positive growth 

were cotton which increased by 44 percent from 40,506 bales in 2013/14 to 
58,421 bales in 2014/15. Positive growth was also registered in beans, 
simsim, other pulses, maize, sorghum, fish and its products, fruits and 

vegetables, hides and skins, sugar, vanilla, plastic products, petroleum 
products and electricity. The biggest increase was in vanilla exports that 
grew by 1,108 percent from 5,322 tonnes in 2013/14 to 64,272 tonnes in 

2014/15 as shown in table 2.3.2. 
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Table  2.3.2: Stocks and Change in Export Volumes 
Commodity 2013/14 2014/15 %Change 

Coffee (60 kg bags)   3,653,193    3,259,500          -11 

Cotton (185 kg Bales)        40,506         58,421           44  

Tea            58,991         53,500            -9 

Tobacco           30,177         24,792          -18 

Beans          35,279         65,866           87  

Simsim          9,027         38,967         332  

Other Pulses               35           5,202    14,926  

Maize      116,121       208,674           80  

Sorghum        54,185         65,796           21  

Fish & its Products        16,874         19,020           13  

Fruits & Vegetables        12,652         43,802         246  

Hides & Skins        31,774         32,469             2  

Cement      455,419       255,512          -44 

Flowers        13,546           8,892          -34 

Cocoa Beans        26,959         23,348          -13 

Sugar      112,959       114,910             2  

Rice        59,004         53,827            -9 

Vanilla ('000 Kgs)          5,322         64,272      1,108  

Gold (Kgs)          2,118                20          -99 

Cobalt             143                 -          -100 

Edible Fats & Oils        33,050         11,778          -64 

Soap        39,982         30,370          -24 

Plastic Products        19,543         23,329           19  

Petroleum Products ('000 litres)      108,564       134,241           24  

Electricity ('MWH)      109,649       138,816           27  

Beer (mls)        21,876         17,559          -20 

Data Source: Bank of Uganda  

 

Uganda’s Export Market Share  
Uganda’s export growth compared to the world export growth, has 

implication on the country’s progress in regards to gaining or losing its 
market share.  Uganda’s market share can be assessed in respect of the 
world, and East African Community. The constant market share analysis 

(CMSA) framework provides a guide in assessing progress of Uganda.  

For example, Uganda’s share of world food exports increased from 0.06 

percent in the year 2000 to 0.09percent in the year 2013.  Within the 
country, Uganda’s food exports share in the economy's total merchandise 
exports declined from 58.2% in 2005 to 55.4% in 2013, despite world share 

having increased from 6.7 % in 2005 to 8.0% in 2013.  However, there is 
greater potential given the existing market globally as shown in table 2.1.1.  
Uganda’s share of the world market has oscillated between 0.08percent and 

0.09 percent since year 2010. 

Uganda’s competitiveness has an effect on the market share within 

product/geographical market.  The composition of Uganda’s product and 
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geographical export markets has an effect on the change in the country’s 
aggregate world export share. This is observable in the weighted change in 

the size of each product/geographical market by the difference in Uganda’s 
export structure relative to that of the world. 

Table 2.3.3: Uganda’s Share of Selected Merchandise Trade by Commodity  
Flow Indicator Economy 2010 2011 2012 2013 2014 

Exports 
 

Agricultural products Burundi 0.01  0.00  0.01  0.00  0.00  

Kenya 0.21  0.19  0.20  0.18  0.18  

Rwanda 0.01  0.01  0.01  0.02  0.01  

Tanzania 0.09  0.07  0.10  0.09  0.09  

Uganda 0.07  0.08  0.07  0.08  0.08  

World 100.00  100.00  100.00  100.00  100.00  

Food Burundi 0.01  0.01  0.01  0.00  0.01  

Kenya 0.21  0.18  0.19  0.17  0.16  

Rwanda 0.01  0.01  0.02  0.02  0.01  

Tanzania 0.08  0.07  0.10  0.09  0.08  

Uganda 0.08  0.09  0.08  0.09  0.08  

World 100.00  100.00  100.00  100.00  100.00  

Iron and steel Burundi -    0.00  0.00  0.00  0.00  

Kenya 0.03  0.04  0.04  0.04  0.03  

Rwanda 0.00  0.00  0.00  0.00  0.00  

Tanzania 0.01  0.01  0.01  0.01  0.01  

Uganda 0.02  0.02  0.02  0.03  0.02  

World 100.00  100.00  100.00  100.00  100.00  

Manufactures Burundi 0.00  0.00  0.00  0.00  0.00  

Kenya 0.02  0.02  0.02  0.02  0.02  

Rwanda 0.00  0.00  0.00  0.00  0.00  

Tanzania 0.01  0.01  0.01  0.01  0.01  

Uganda 0.01  0.01  0.01  0.01  0.01  

World 100.00  100.00  100.00  100.00  100.00  

Imports 
 

Agricultural products Burundi 0.00  0.01  0.01  0.01  0.00  

Kenya 0.11  0.12  0.13  0.11  0.11  

Rwanda 0.01  0.01  0.02  0.01  0.02  

Tanzania 0.06  0.07  0.07  0.06  0.06  

Uganda 0.05  0.05  0.04  0.04  0.04  

World 100.00  100.00  100.00  100.00  100.00  

Food Burundi 0.00  0.01  0.01  0.01  0.01  

Kenya 0.12  0.14  0.14  0.12  0.12  

Rwanda 0.01  0.02  0.02  0.01  0.02  

Tanzania 0.07  0.08  0.08  0.06  0.07  

Uganda 0.05  0.05  0.05  0.04  0.04  

World 100.00  100.00  100.00  100.00  100.00  

Iron and steel Burundi 0.01  0.01  0.01  0.01  0.01  

Kenya 0.12  0.13  0.13  0.20  0.17  

Rwanda 0.03  0.02  0.02  0.02  0.02  

Tanzania 0.08  0.08  0.10  0.17  0.14  

Uganda 0.05  0.05  0.05  0.06  0.05  

World 100.00  100.00  100.00  100.00  100.00  

Manufactures Burundi 0.00  0.00  0.00  0.00  0.00  

Kenya 0.07  0.07  0.08  0.08  0.09  

Rwanda 0.01  0.01  0.01  0.01  0.01  

Tanzania 0.05  0.05  0.05  0.05  0.05  

Uganda 0.03  0.03  0.03  0.03  0.03  

World 100.00  100.00  100.00  100.00  100.00  

Source: World Trade Organisation, 2015 

In other words, if Uganda’s “slice of the world pie” had remained constant in 

each product and geographical markets and only the “size of the world pie” 
had changed, the overall export share would change in some way. If 

Uganda’s exports are more (less) concentrated in relatively high‐growth 



Pulse of the Economy, 2014/15 

 

 
39 

products or geographical markets than the world structure, the structural 
effect will be positive (negative). 

In regards to the structural effects, the contribution of a country’s product 
composition to changes in its global market share is important. This is 

observed in the sum of the differences between Uganda’s and the world’s 
individual product exports share in each period, weighted by world growth of 
the respective product. If Uganda’s composition of the exports was more 

concentrated in products growing above the world average, the measure of 
the product effect would be positive. 

The contribution of a Uganda’s geographical export market composition to 

changes in its global market share, known as the market effect can be 
observed in the aggregate of the differences between a the country’s and the 

world’s a particular market export share ad given period, weighted by world 
growth of that market in question.  

In theory, the recent developments in the foreign exchange market were 

expected to have a positive effect on the export volumes since the 
depreciation of the Shilling presents an incentive to producers and exporters 

to earn additional foreign exchange. However, as seen in Table 2.3.2, many of 
the export product volumes significantly declined.  For depreciation to have 
an impact on the exports, other complimentary factors have to come into 

play.  Such factors include: finance, power, and security in the destination 
markets among others. The manufacturers import a large proportion of their 
inputs which became expensive with higher depreciation rates, thus 

inhibiting utilization of any excess capacity that would have led to increase in 
production for export. Uganda faces a number of challenges in respect of 

adjustments necessary to increase exports in light of the opportunities that 
arise from depreciation of the exchange rate, as elaborated in chapter four. 

 

Import of Goods and Services 

Uganda’s economy is largely dependent on imports. The value of Uganda’s 
total imports in 2014/15 was USD 7,965.56 million, growing by 2.84percent 

from USD 7,745.41 million in 2013/14. This increase was due to the growth 
in services imports which increased by 12 percent from USD 2,671.9 million 

in 2013/14 to USD 2,999.5million  in 2014/15. Imports of Financial 
services and travel contributed highly to the growth in imports of services.  
As shown in Figure 2.3.5, despite the increase in overall services, there was 

significant decline in the importation of the following services: transport; 
construction; personal, cultural and recreational services; 

telecommunications, computer, and information services; government 
services, charges for the use of intellectual property; and manufacturing 
services on physical inputs owned by others.  
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Figure: 2.3.5: Imports of Services (Million USD) 

 

Data Source: Bank of Uganda, 2015 

 

The import volume index increase by 18 percent signifying an overall 

increase in the volume of imports on the other hand the import price index 
decline by 14.3 percent. Both volumes of oil and non-oil imports increased 
however the oil price index declined (Figure 2.3.6). 
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Figure: 2.3.6: Imports Price, Value and Volume Indices (2005=100) 

Source: Authors’ Calculation from BoU statistics, 2015  

 

Origin of Imports  

In the financial year 2014/15, Uganda’s main sources of imports were Asia, 
COMESA, European Union and the Middle East. Asia was the biggest source 

of imports with a total of USD2,551.6 million of imports over the twelve 
months period. This was a 5.7 reduction from USD2,705.4 million registered 
in 2013/14. Imports from the European Union, COMESA and the Rest of 

Europe increased by 16.3 percent, 2.8 percent and 15.9 percent respectively 
while imports from other region all registered a decline.  
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Figure 2.3.7: Origin of Imports (Million USD) 

 

Data Source: Bank of Uganda, 2015 

 

Private and Government Imports 

Overall the value of imports by government excluding freight and insurance 
declined by 44.4 percent from USD 361 million to USD 200.7 million in 

2013/14 and 2014/15 respectively as is depicted in Table 2.3.3. Government 
imports increased on account of project imports. On the other hand the 
private import bill excluding freight and insurance increased by 1.1 percent 

over the same period.  The increase in the private import bill was driven by 
non-oil imports which increased by 5.4 percent. Oil imports on the other 

hand reduced by 14.4 percent from USD 933 million to USD 1,089.8 million 
in 2013/14 and 2014/15 respectively owing to low international oil prices 
mentioned before.  

Table2.3.3 Private and Government Imports 
 Item 2013/14 2014/15 %Change 

Total Imports       6,162.8      6,037.4            -2.0 

o/w cost  Total Imports       5,073.5      4,966.0             -2.1 

 Government Imports          361.0         200.7          -44.4 

      Project          300.5         171.0           -43.1 

      Non-Project            60.4           29.7          -50.8 

 Formal Private Sector Imports       4,656.0      4,692.7              0.8  

          Oil imports       1,089.8         933.0           -14.4 

          Non-oil imports       3,566.2      3,759.6              5.4  

 Estimated Private Sector Imports            56.5           72.7            28.5  
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 Item 2013/14 2014/15 %Change 

 Total Private Sector Imports       4,712.5      4,765.3               1.1  

Freight Total Imports       1,043.2      1,026.1             -1.6 

 Government Imports            89.7           49.8          -44.4 

      Project            74.7           42.5           -43.1 

      Non-Project            15.0             7.4          -50.8 

 Private Sector Imports          953.6         976.3              2.4  

          Oil imports          270.7         231.8           -14.4 

          Non-oil imports          682.8         744.5              9.0  

 Private Sector through forex          950.7         972.0              2.2  

Insurance Total Imports            46.1           45.3             -1.6 

 Government Imports              4.0             2.2          -44.4 

      Project              3.3             1.9           -43.1 

      Non-Project              0.7             0.3          -50.8 

 Private Sector Imports            42.1           43.1              2.4  

          Oil imports            12.0           10.2           -14.4 

          Non-oil imports            30.1           32.9              9.0  

  Private Sector through forex            42.0           42.9              2.2  

Data Source: Bank of Uganda, 2015 

 

Composition of Private Imports 

The top three private import categories in 2014/15 included Machinery 
Equipment, Vehicles and Accessories at 26.3 percent followed by Petroleum 

Products at 19.9 percent and Chemical and Related Products at 11.3 
percent. Different categories showed different growth rate during the fiscal 

year 2014/15. Positive growth was registered in animal and animal products, 
vegetable products, animal, beverages, fats and oil, mineral products 
(excluding petroleum products), chemical and related products, plastics, 

rubber, and related products, textile and textile products, miscellaneous 
manufactured articles, base metals and their products, machinery 

equipment, vehicles and accessories and arms and ammunitions and 
accessories. Negative growth was registered in prepared foodstuff, beverages 
and tobacco, petroleum products, wood and wood products and electricity, as 

shown in Table 2.3.4.  

 

Table 2.3:4: Formal Private Sector Import Receipts (Million USD) 
Description 2013/14 2014/15 % Change 

Animal & Animal Products 24.1 24.4 1.2 

Vegetable Products, Animal, Beverages, Fats & Oil 413.1 441.5 6.9 

Prepared Foodstuff, Beverages & Tobacco 246.8 203.8 -17.4 

Mineral Products (excluding Petroleum products) 147.9 153.9 4.1 

Petroleum Products 1,089.8 933.0 -4.4 

Chemical & Related Products 476.0 530.8 11.5 

Plastics, Rubber, & Related Products 252.2 302.1 19.8 

Wood & Wood Products 115.4 114.0 -1.2 

Textile & Textile Products 162.4 165.9 2.2 

Miscellaneous Manufactured Articles 226.2 238.6 5.5 

Base Metals & their Products 319.3 345.3 8.1 
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Description 2013/14 2014/15 % Change 

Machinery Equipment, Vehicles & Accessories 1,174.9 1,232.0 4.9 

Arms & Ammunitions & Accessories 0.0 0.1 174.1 

Electricity 7.9 7.2 -9.0 

TOTAL 4,656.0 4,692.7 0.8 

Source: Bank of Uganda, 2015 

 

2.3.2. Capital and Financial Flows and Investment 

 

Capital and Financial Accounts 

The capital and financial accounts of balance of payments continued to 
register surpluses, which have in part funded the deficits on the current 

account. During the quarter ended April 2015, the balance on the financial 
account resulted in a net inflow of USD 483.4 million, compared to a net 

inflow of USD 219.5 million during the preceding quarter. This was 
attributed to a reduction in currency and deposits assets of banks. The 
capital account surplus however declined to USD 13.1 million from USD 32.6 

million on account of lower capital inflows. 

 

Foreign Direct Investment (FDI) 

The flows of FDI have been on the decline observed from a quarterly 
perspective compared to the previous year.  Average quarterly inflows in the 

half under review were USD 294 million compared to USD326.7 million 
during the second half of 2013/14.  In the first half of this year, the net 
inflows were USD 246.5 million compared to 274 million during the first half 

of 2013/14. This led to an overall decline in the annual FDI net inflows to 
USD 1,080.8 million in the financial year 2014/15, 10 percent down from 

USD 1,201.5million in 2013/14.  The fall in FDI was mainly because of lower 
foreign investment in the oil industry, caused by the fall in the global price of 
oil and delays in reaching agreements between the oil industry and 

Government on issues related to the development of the sector in Uganda. 
Figure 2.3.8 depicts the decline in the net FDI as captured in the fall in 
inflows of equity and investment fund shares /direct investments in 

enterprises.  
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Figure 2.3.8: Foreign Investment Performance 

Data Source: Bank of Uganda 

 

Portfolio investment outflows increased in the period under review, explained 
by increase in the acquisition of foreign equity and investment fund shares 

by the nonfinancial corporations, households, and the Non Profit Institutions 
Serving Households (NPISHs). Overall portfolio investment increased from net 
inflows of USD4.77million to net outflows amounting to USD158.77million.  

The decline in both long-term and short term government debt securities 
(liabilities) from USD209.22million in 2013/14 to only USD 37.80million in 
2014/15 majorly explains the changes in portfolio investments.  

The net international investment position (IIP) which depicts whether the 
country is a net creditor or debtor considering the stocks of external assets 

and liabilities indicates that the country consolidated its position as a 
creditor with decelerating growth of 11.2 percent in 2014/15 compared to 
18.1percent in the previous year 2013/14.  Table 2.3.6 provides the 

summary of the international investment position on quarterly basis. 
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Table 2.3.5: Investment Positions as at end of Period (USD Millions) 
  2013/14 2014/15 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

Direct investment                 
Assets 61.6 49.8 50 50.1 50.2 50.2 50.2 50.2 

Liabilities 8,496.90 8,770.90 9,059.30 9,424.40 9,638.40 9,917.50 10,212.80 10,505.20 

Portfolio investment 
Assets 172.2 212.7 248 296.4 328.7 360.6 402.2 500.1 

Liabilities 441.3 508.3 1,050.70 632.5 722.1 679.9 665 663.9 

Financial derivatives (other than reserves) and employee stock options 
Assets 0 0.1 0 1.7 1.3 0.6 0 2.5 

Liabilities 0.4 0.2 0 0.3 0.5 1 1.2 0.4 

Other investment                 
Assets 1,407.90 1,689.50 1,526.30 1,160.90 1,383.20 1,193.80 1,537.00 1495.1 

Liabilities 6,254.80 6,481.70 6,501.00 6,690.50 6,584.00 6,649.40 6,787.30 6,951.40 

  

Loans 5,674.40 5,854.20 5,851.90 6,059.80 5,954.60 5,974.80 6,091.00 6,217.00 

Central Bank 3.7 3.7 2.8 2.8 1.8 1.7 0.8 0.8 

Other DTI 542.3 609.8 607.2 602.8 587.8 566.8 643.3 613.6 

General Gov’t 4,056.30 4,177.00 4,179.30 4,298.00 4,205.10 4,243.30 4,155.70 4,321.90 

Other Sectors 1,072.10 1,063.70 1,062.60 1,156.30 1,160.00 1,162.90 1,291.20 1,280.70 

Source: Bank of Uganda, 2015 

 

FDI accounted for 65.0% of net financial account inflows by the end of the 

fourth quarter of 2014/15 up from 60.9 percent during the quarter of 
2013/13.  This is followed by other investments (mainly official and private 
loans) which accounted for 34% in 2014/15 lower that the average of 

35percent of the financial accounts inflows 2013/14, declining by about 20 
percent per quarter on a linear scale. Net portfolio capital accounted for only 

1.8 percent of net inflows on the financial account.  

Uganda imposes no restrictions on any components of the financial account. 
Despite being relatively small on a net basis over the long term, short term 

portfolio flows can be significant and are volatile. Portfolio capital flows are 
much more volatile than other components of the financial account and the 
value of the stock of domestic assets held by offshore portfolio investors at 

the end of 2014/15 was approximately USD663.9 million and was on the 
decline since the first quarter of the year. This decline occurred in the 

deposit-taking corporations and other sectors.  

 

2.3.3. International Reserve Position 

The actual level of foreign exchange reserves of 4.2 months of import cover 
was below the NDPI target of 5.7 months of import cover for the financial 
year 2014/15. This because, the country de-cumulated its foreign exchange 

reserves over the year from USD3,391.0 million, the highest level attained 
during NDPI period, to USD2,895million at the end of June 2015.  

International reserve adequacy is important as it helps in minimising 
vulnerability to adverse shocks in the economy, help to temporarily finance 
BoP deficits, moderate foreign exchange rate volatility, as well as sustain 

confidence in the economy.  
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Figure 2.3.9: Trends of Foreign Exchange Reserves 

Data Source: Bank of Uganda 
 

The country at this level of reserves is healthy, as it requires a minimum of 3 
months of imports as a benchmark.  The other benchmarks are 10 percent 
ratio of reserves to money supply (M2) and the ratio for reserves to short-

term debt of at least 100percent. The ratio of reserves to M2 was 83.5percent 
as at end of June 2015.   

 

2.3.4. Public Debt  

Uganda’s stock of foreign public debt amounted to about USD4,680.8 million 
at the end of June 2014/15.  This includes foreign long-term loans and 

securities. Short term securities amounted to USD121.6million, that is, 2.6 
percent of the foreign debt. Long-term loans constitute 92percent of the 

foreign debt.   
 

Table 2.3.7: Foreign Public Debt 
 Item 2011/12 2012/13 2013/14 2014/15 

Foreign Debt 3,566.10 3,983.60 4,610.10 4,680.80 

a. Debt Securities (USD millions) 231.1 158.4 312.1 358.9 

Short-term 181.6 33.7 97.4 121.6 

Long-term 49.4 124.7 214.8 237.4 

b. Foreign Long-term Loans 3,335.00 3,825.20 4,298.00 4,321.90 

Source: Bank of Uganda, 2015 
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2.4. Monetary Sector 

In the NDPI period, the monetary sector aimed to support continued robust 
growth in financial intermediation and/promote the growth of private 

investment and business activity in a stable macroeconomic environment.  
Table 2.4.1 presents a summary of key NDPI monetary sector targets 
economic indicators, particularly inflation, foreign exchange reserves; 

average real and nominal interest rates on government securities, level and 
growth of private sector credit, Money supply (M3) and base money.  

Table 2.4.1: NDPI Monetary Sector Targets, 2014/15 
Indicators Target  Actual   

Inflation 6.8 2.7 

Reserves - months of imports of Goods/Services 5.7 4.2 

Average Real Interest Rate on Government securities 3.0 - 

Average Nominal Interest Rate on Government securities 9.8 12.1 

Private sector credit (% GDP) 17.3 14.6 

Private sector credit growth 19.3 15.3 

Money (M3) (% GDP) 20.8 21.80 

Base Money (% GDP) 7.9 5.71 

Source:  NDPI 

 

2.4.1. Bank Lending To Private Sector    

Access to credit being ranked as one of the major challenges to doing 
business in Uganda; NDPI set the target of increasing Private Sector Credit 

(PSC) as a share of GDP from 12 percent in 2009/10 to about 17.3 per cent 
by 2014/154.  The growth in PSC continued to be robust, with growth of 15.3 
per cent in FY 2014/15. However the growth fell short of the NDPI target of 

19.3 percent and 15.7 percent projected annual growth in private sector 
credit for FY 2014/15 in the Fourth Policy Support Instrument (PSI) for 
Uganda (IMF, 2015)5.  

Notwithstanding failure to meet the NDPI and PSI targets, this growth reflects 
steady growth in credit to agriculture, manufacturing, mining, Business 

services and mortgage and construction sectors. In order to ensure that 
private sector credit was provided as planned, it was envisaged that 
government would curb its domestic borrowing requirements. 

As at the end of June 2015, the major sectors that contributed to the bulk of 
the commercial bank credit to the private sector were the Building, Mortgage, 

Construction and Real Estate sector at UGX 2,060 billion (23%) followed by 
trade at UGX1,775 billion (20%) and Personal Loans and Household Loans at 
UGX1,578 billion (18%).  Mining & quarrying, Electricity & water and the 

                                                 
4
 Note that the NDPI baseline target of private sector credit in 2014/15 was revised to 16.8 

5
 As noted in the Fourth PSI review for Uganda 
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other services benefited the least from credit from commercial banks at 
UGX18 billion (0%), UGX126 billion (1%) and UGX 135 billion (2%) 

respectively. Overall, the rebound in PSC growth is expected to bond well 
with private consumption and investment activity, which should in turn 

support economic growth.  

 

2.4.2. Domestic Credit to Government 

Over the period of FY 2014/15, net claims on central government grew at an 
average of 25%. This growth is mainly attributed to the sharp rise in claims 
to central government between July and August 2014 from UGX 441.7 billion 

to UGX1,559.2 billion which is a 253 percent growth rate. The financial year 
ended with the value of the net claims on central government at UGX1,826.6 

billion. In the six months from January 2015, the claims had a modest rise, 
followed by decline between May and April and rose again at the end of the 
period (Figure 2.4.1).  

Figure 2.4.1: Domestic Net Claims on Central Government 

 

Source: Bank of Uganda 

 

The share of domestic credit extended to the private sector still remained 

much higher than the credit to central government during FY 2014/15, with 
Private sector taking on 86 percent (UGX119,071.9 billion) as compared to 
the central government with 14 percent (UGX18,738.3 billion) (Figure 2.4.2).  



Pulse of the Economy, 2014/15 

 

 
50 

Figure 2.4.2: Share of Private Sector and Government Domestic Credit 

 

Source: Bank of Uganda 

 

2.4.3. Shilling Depreciation and Cost of Credit  

As the Effect of depreciation translated into inflation, the rise in the CBR 

affected the cost of credit. This is reflected in the increase in commercial 
lending rates from 21.5 percent during the first half of the year to 21.6 
percent in the second half of the year. The change is more significant in the 

final quarter of the year when lending rates rose from 20.1 percent at the end 
of March 2015 to 22.3 percent as at end of June 2015. The increase in the 

lending rates translates into a high cost of doing business in the country. 

The cost of doing business includes the price of the currencies that the 
business community uses in their transactions. When the business 

transactions are in the foreign currency, depreciation of the shilling is 
therefore a cost to businesses, through the higher cost met on imports. This 

affects the realization of national development targets on the cost of doing 
business. 

Looking at the structure of costs, it can be observed that the major costs 

affected include interest on foreign currency denominated loans, and the day 
to day customs tax clearances.  Investors with foreign denominated loans are 
losing out and their rates of return may decline, especially if the supply 

rigidities and demand for their output does not increase. 

 

2.4.4. Price Changes   

In regard to prices, Uganda sought to achieve two main objectives:  (i) to have 
controlled inflation, and (ii) to curb volatility in the exchange rate and 

building up international reserves, while dealing effectively with unexpected 
external shocks, with a target of raising the level of gross international 
reserves to 5.7 months cover of import reserves by 2014/15. 
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2.4.4.1. Inflation 

Inflation remains significantly below the East African Monetary Union 
convergence criteria benchmark of 8 per cent, below the BoU’s medium-term 

target of 5.0 per cent, and NDPI target of 6.8 percent. Annual headline 
inflation for the year ending June 2014/15 was 2.7 per cent. The decline in 
headline inflation was on account of a fall in food crop prices, and the other 

items compared to last year.  Core inflation of 3.3 was significantly below 
Government’s medium-term target of 5 per cent. Figure 2.4.3 plots the trends 
in the main components of the Consumer Price Index (CPI) from July 2012 to 

June 2015.  

Prices of food have a significant impact on headline inflation. The sharp 

decline in food crop prices from 16.5 to  0.2 percent explains the fall of 
headline inflation from 6.7 in 2013/14 to 2.7 percent in 2014/15.  The 
decline in prices was explained by bumper harvests in the first half of the 

year, and a fall in the cost of transport. 

 

Figure 2.4.3: Annual change in Composite Consumer Price Index 

 

Data Source: Bank of Uganda, 2015 

 

Overall prices of basic items (material inputs, equipment hire and wage rates) 
decreased in March 2015. Notable decreases were registered in diesel by 9.4 
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percent, iron and steel by 0.3 percent and lime by 0.1 percent. However, 
cement registered a 0.3 percent increase. 

 

Figure 2.4.4 shows that between September 2014 and January 2015, prices 

of food were decreasing while prices on other items remained constant or 
showed a modest increase. However at the beginning of 2015 up to May a 
sharp rise in the prices of food can be seen marked with a decline between 

May and June. This explains the rising inflation figures in the last quarter of 
the financial year.  

Overall, the inflation landscape changed significantly in the last quarter, but 

the outlook for food crop and international oil prices was highly uncertain. 
Therefore, disinflation pressures observed since the beginning of the FY are 

expected to be temporary. The increase in both food crop and oil prices going 
forward are expected to continue negatively affecting inflation. The steep 
decline in 2014/15, however, produces a strong base effect in 2015/16, and, 

when combined with a slightly higher oil price assumption, fiscal policy 
expansion and a depreciated nominal effective exchange rate of the Shilling 

may result in a double-digit inflation.  

Figure 2.4. 4:  Consumer Price Index, (Monthly, 2005/06 = 100)  

 

Data Source: Uganda Bureau of Statistics 

 

Therefore, inflation rise in the last quarter of 2015 towards 5 percent is as a 

direct result of pass through of exchange rate depreciation to domestic price, 
recovery in food crop prices and some recovery in oil prices. The projected 
strength of economic activity in 2015 on account of the multiplier effect of 

public investment, possible faster depreciation of the Shilling and a rebound 
in PSC nonetheless constitutes an upside risk to higher inflation beyond the 

5 per cent target.  
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Taking these developments into account, and, assuming a high fiscal 
expansion and Shilling depreciation to the range of Shs 3,000-3,500 per USD 

as has been witnessed in the recent months, core inflation is expected to rise 
unprecedentedly, averaging 17.7 per cent in FY 2015/16, as shown in Figure 

2.4.5. 

Figure 2.4.5: Inflation Forecast with a higher than programmed fiscal expansion and 
a depreciated exchange rate  

 

Source: Bank of Uganda 

 

2.4.4.2. Interest Rates 

The prices of interest in the structure of the money market are the re-

discount rates, treasury bill rates and Commercial Banks rates which have 
been presented in Table 2.4.2 .In line with Uganda’s monetary policy, Bank 
of Uganda over the last year managed the bank rates as part of the efforts to 

achieve the objective of the inflation figure of 5 percent.  In the last nine 
months, the CBR remained stable at 11 percent. However, due to the upside 

risks to inflation, BoU took preventative measures to reduce the high 
inflationary pressures and the expected strengthening in domestic demand 
by increasing the CBR by 1 percentage point at the end of the period to 

12percent in the months of April and May. The Central Bank Rate (CBR) was 
further increased by 1 percentage point to 13 percent in June 2015. The 
band on the CBR was maintained at +/-2 percentage points and the margin 

on the rediscount rate at 3 percentage points on the CBR. The rediscount 
rate and the bank rate were therefore increased to 16 percent and 17 

percent, respectively.  
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Table 2.4.2: Structure of Interest Rates (Percentage Rates, at End of month) 
 

Source:  Bank of Uganda  

 

2.4.4.3. Exchange Rates    

The first NDP envisaged having a stable macroeconomic environment with 
among other factors the value of the Shilling remaining stable, making it 
possible for business transactions to remain competitive for Ugandans. The 

demand and supply of the external currency especially the United States 
Dollars has effects on the value of the Ugandan Shilling.  

 

The pressures on the exchange rate have persisted since the beginning of 
2014; the first half of financial year 2014/15 saw the exchange rate 

depreciate by 7 percent from 2,625 per USD to 2,773 per USD from July to 
December 2014 respectively. In the second half of the same financial year, 

the Shilling had a drastic fall of 15 percent from Shs.2886.8 per USD to 
Shs.3,301.8 per USD from January to June 2015, respectively. The 
depreciation pressures were largely driven by the global strengthening of the 

USD; correction of overvaluation; noise in the market and expectations about 
the future direction of fiscal and monetary policy; continued exit of offshore 
players; and elevated dollar demand amidst lower inflows partly on account 

of lower international commodity prices. 

Item Jul-
14 

Aug-
14 

Sep-
14 

Oct-
14 

Nov-
14 

Dec-
14 

Jan-
15 

Feb-
15 

Mar-
15 

Apr-
15 

May-
15 

June -
15 

Rediscount Rate 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 14.00 15.00 15.00 16.00 

Bank rate to             

Commercial banks 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 15.00 16.00 16.00 17.00 

Central Bank Rate 11.00 11.00 11.00 11.00 11.00 11.00 11.00 11.00 11.00 12.00 12.00 13.00 

Treasury Bills (Monthly Average Annualized Discount rate)  

91 Days 9.07 10.14 10.03 10.27 10.36 10.56 11.00 11.39 12.27 13.06 12.85 12.76 

182 Days 10.33 10.53 10.87 11.55 12.24 12.31 12.90 13.27 13.53 13.89 13.85 13.55 

273 Days             

364 Days 10.68 11.09 11.25 11.73 12.02 12.09 13.07 13.60 13.79 14.30 14.26 14.02 

Commercial Banks’( Weighted Average )  

a)Shillings             

Deposit Rates( WARD ) 2.82 2.47 2.54 2.50 2.81 3.01 2.89 3.38 2.66 3.51 3.08 2.69 

Demand deposits 1.65 1.61 1.77 1.66 1.66 1.65 1.68 1.59 1.43 1.55 1.59 1.50 

Savings deposits 2.34 2.29 2.41 2.54 3.58 3.23 3.31 2.94 3.29 3.28 3.13 3.26 

Time deposits( 3-6 

months)             

Time deposits (7-12 

months) 10.40 9.70 10.03 9.72 9.82 10.49 10.81 11.38 9.76 11.51 11.92 10.39 

Lending rates 21.56 21.72 21.18 21.91 22.14 20.68 21.69 20.82 20.08 22.10 22.74 22.34 

Foreign Currency             

Deposit Rates (WARD) 1.34 1.20 1.33 1.39 1.32 1.44 1.33 1.37 1.47 1.34 1.20 1.32 

Demand Deposits 0.96 0.96 0.96 1.02 0.96 0.96 0.96 0.96 0.96 0.96 0.96 0.96 

Savings deposits 1.50 1.50 1.53 1.51 1.48 1.52 1.53 1.52 1.52 1.50 1.51 1.51 

Time fixed deposits 3.89 3.60 3.80 4.25 4.00 4.18 4.10 3.78 4.25 4.02 3.60 3.97 

Lending Rates 8.18 8.86 9.84 10.80 9.28 10.79 9.67 8.35 10.44 10.25 9.09 9.87 

Interbank Rates  

Overnight 9.56 9.59 8.33 9.27 8.24 8.38 10.71 8.80 12.10 10.96 8.82 11.09 

7 Day 11.01 11.00 11.00 11.07 11.03 11.04 12.50 11.75 14.08 12.27 12.14 13.32 

Overall 9.87 9.97 8.89 9.71 8.58 9.30 11.17 9.31 12.61 11.12 10.46 11.78 
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Going forward, external imbalance will continue to have impact on the 
exchange rate. The strong rebound in the US economy and the US Federal 

Reserve’s ending of its Quantitative Easing (QE) stimulus programme is likely 
to lead to further strengthening of the USD against other global currencies. 

This would mean a further weakening of the exchange rate.  

Whilst a weaker Shilling would encourage more exports, the down side risk is 
an increase in domestic prices (and consequently inflation) of imported goods 

and services. In addition, increasing foreign exchange requirements to meet 
public infrastructure expenditure needs has implications for the level of 
foreign exchange reserves, and increases the vulnerability of the external 

balance. This can be witnessed from the shrinking of the foreign exchange 
reserves from 5 months of import cover in July 2014 to 4.2 months of import 

cover in June 2015 which is below the NDPI target of 5.7 months of imports 
for the financial year 2014/15. Furthermore, the current level of 
international oil prices might have negative implications for investments into 

the oil sector, with implications both for the expected FDI to finance the trade 
imbalance as well as delay the anticipated investments in the oil sector (and 

subsequently production).  

In addition, further depreciation pressures might emanate from a likely 
retreat of FDI to the oil sector on account of the fall in crude oil prices, and 

uncertainty about the future path of prices; increased government foreign 
exchange requirements to finance infrastructure development; and 
significant uncertainties in the global financial markets about the future 

direction of monetary policy in Advanced Economies.  
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3. Realities of the Foreign Exchange Rate Depreciation Challenge 

 

3.1. Introduction 

Since 2011, Uganda had managed to maintain macroeconomic stability with 
declining inflation rates and the shilling remained stable in the foreign 
exchange market. However, the recent developments that saw exchange rates 

go to the highest rates in a decade is unprecedented (Figure 3.1.1).  Uganda 
obtains foreign exchange from export trade, foreign direct investment, grants 
from development partners and loans from the rest of the world. The country 

requires inflows of foreign currency to finance imports of raw materials and 
consumption goods, as well as finance her debt repayments.  When Uganda 

decided to liberalize the current and capital account of the balance of 
payments, the central bank adopted a flexible exchange rate policy regime, in 
which the price of the shilling visa-vi the foreign currencies is determined by 

the market forces of demand and supply. This notwithstanding, the central 
bank gets involved in the foreign exchange market occasionally intervening 

by purchasing or selling foreign currency only to dampen excessive volatility 
in the exchange rate.  

Figure 3.1.1: Exchange Rate Trends (Shs per 1USD), 2010-2015 
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Source: Bank of Uganda 

 

The situation is not unique to Uganda, but it is a global phenomenon.  

Compared with other currencies, in the year 2014/15 while the Ugandan 
Shilling depreciated against the US dollar by 27 percent, the Tanzanian 
Shilling fell by 20 percent, the South African Rand by 15 percent and the 

Kenyan Shilling by 13 percent, the Euro by 22 percent, and the Japanese 
Yen by 21 percent (Bank of Uganda, 2015). Bank of Uganda indicates that 
many emerging and frontier markets have suffered similar problems like 

Uganda over the last 12 months because export commodity prices have 
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fallen, demand in key export markets has weakened and it has become more 
difficult to mobilise capital on international markets. 

In view of the rapid fall in the price of the Uganda shilling to the dollar and 
other international currencies, there has been increased anxiety about the 

uncertainty cast on the future particularly the likely effect this depreciation 
will have on the country’s economic growth and development in comparative 
terms. There are a number of questions many Ugandans are asking, such as: 

Are we better off with this depreciation? If depreciation is expected to 
increase our sales of exports on the understanding that foreigners need less 
foreign currency to buy the same goods we export, are there opportunities to 

increase the volumes exported? Is there any increase in export revenue to 
meet the additional amount of money required to top-up costs of imports of 

consumer and investment goods as the country needs more shillings to buy 
the same quantity at foreign prices?  Who is affected and what is the overall 
effect to the economy? Can the stakeholders take any deliberate action to 

prevent uncertainty in the markets, and what must such action be both in 
the short, medium and long-term?  

Despite efforts by the central bank to intervene over time in the foreign 
exchange market, the shilling continued to depreciate rapidly against the US 
Dollar. There has been pressure build up from the public due to the 

transmission of inflationary effects to commodity prices.  In order for the 
country to sustain wealth creation, attain high growth rates and employment 
in line with the national development plan and vision 2040, immediate 

solutions may be needed given the cost of no deliberate action on the risk of 
not attaining the target of per capita income above USD1,000 anticipated by 

the year 2020.   

Therefore the objective of this chapter is to examine the foreign exchange 
market developments over the one year period and assessing its effects on 

the economy’s economic performance, and the likely impact on future 
economic growth (refer to annex 1 for the policy framework).  The paper 
further identifies appropriate recommendations for the medium to long-term 

regarding adaptation to foreign exchange market fluctuations as well as 
mitigation measures against the risk of loss of wealth to volatile currency 

depreciation in the short to medium term. 

 

3.2. Uganda’s Exchange Rate Policy  

Uganda has a floating foreign exchange policy regime since 1992, with central bank 
intervention in the foreign exchange market only to stem volatility, with no medium-
term exchange rate target.  In Uganda’s current situation for instance, the central 
bank indicates that in the face of the worsening external economic environment, 
exchange rate depreciation is unavoidable, yet it cannot sustain propping up the 
exchange rate, at levels which are not consistent with supply and demand in the 
foreign exchange market, by intervening and selling foreign currency.  This is a 
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result of the fear that such act would deplete the foreign exchange reserves 
(Tumusiime-Mutebile, 2015). 

In Uganda, the exchange rate, is determined by market forces, and therefore is an 
endogenous variable that reflects the interaction of domestic and foreign economic 
policies. This flexible exchange rate regime renders high relationship between 
exchange rates and the macroeconomic policies. When there are deep and more 
integrated capital markets, larger imbalances may be allowed to be financed over 
longer periods and this further complicates sustainability assessments and the 
attendant analysis of exchange rate-related vulnerabilities. 

Currency depreciation is related to changes in exports, imports, international 

financial transactions and speculations on foreign exchange market.  Uganda’s 
flexible exchange rates are underpinned by inflation targeting. 

 

3.3. Fundamentals of Exchange Rates in Uganda 

Based on the analysis provided in Chapter two, it is evident exchange rate 
behavior is influenced by fiscal, and monetary policy actions and current 

account dynamics and this is further confirmed in Opolot and Anguyo 
(2007). In particular, the behaviour of the following factors is important, in 

understanding the dynamic interrelationship between exchange rates and 
other macroeconomic developments: the terms of trade, primary and 
secondary balances of the current account, government expenditure, level of 

inflation, money supply, the level of economic activity, the nominal imports 
and exports, tax revenue collections, and donor budget disbursement of 
grants and aid.  These fundamentals are confirmed in the harmonised 

macroeconomic linkages model6.   

The model is premised on the understanding that multiple objectives, such 

as maintaining low inflation, achieving export sector competitiveness, 
building up gross and net international reserves, ensuring balance of 
payments sustainability, ensuring financial system and market stability, and 

sustaining buoyant economic growth are expected to be balanced, using 
appropriate instruments and programs. The framework, in a way helps to 
understand the behaviour of the economy with exchange rates linking all the 

objectives.  Following from the framework used by (Musinguzi, Obwona, & 
Stryker, 2000), we set up a system of econometric links and identify their 

equilibrium levels. The main variables in the model are: the actual Real 
Exchange Rate; the Terms of Trade; the Capital Flows; the Productivity (or 
capacity utilisation in the manufacturing sector); nominal public 

expenditure; the Monetary Shocks (Excess Liquidity); Exports; the Imports; 
nominal taxes; the Donor Budget Disbursement (grant and aid 

disbursement); and  Headline Inflation.  We then find a solution to the set of 
equations using quarterly data through efficient estimation techniques.  

                                                 
6
 Details of the macro econometric framework can be accessed on request. 
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In the estimations made for the period under review, we have replaced excess 
liquidity with the money supply (M2). The behaviour functions are estimated 

for Real Exchange Rate (RER), Nominal Exports (instead of real exports), 
Nominal Imports, nominal government expenditure, and taxes, using the 

autoregressive distributive lag model. The model is used to understand the 
behaviour of fundamentals of foreign exchange dynamics in Uganda.   

 

Behaviour of Real Exchange Rate  

Data indicates that real exchange rates are dependent on the trend over the 
past three quarters, the terms of trade, primary and secondary balances of 

the current account, and government expenditure over the past three 
quarters, level of inflation, and money supply effects spanning three 

quarters.  In order to observe short and long run behaviour, it is observed 
that in the short run, real exchange rate depreciation is significantly a result 
of changes in terms of trade with whose effects matures in a period of one to 

two quarters, changes in primary and secondary balances of the current 
account lagged over two quarters, government expenditure (both project and 

none project) effective over a period of one to two quarters, and finally the 
changes in the money supply also effective in the current quarter and after 
one quarter.  In the long run, the changes in real exchange rate converge, to 

their long run values which are mainly determined by government 
expenditure and the money supply (M2). 

 

Behaviour of Exports 

Nominal exports are modelled as a function of its own previous values, the 

level of economic activity, the level of imports, and real exchange rate.   In 
order to understand the short and long run behaviour of exports, it is 
observed from the framework that the level of economic activity in this case, 

substituted by the composite index of economic activity, the nominal 
imports) and real exchange rates (RER) are fundamental factors in estimating 
exports over the long run, with a significant convergence factor over the long 

run.  

In the short run, changes in nominal exports are dependent on the level of 

economic activity with effects spanning over two quarters, the change in 
imports of the current and previous quarters, and the change in exchange 
rates. 

 

The Behaviour of Imports  

Changes in imports on the short run are dependent on changes in the 
previous levels of imports spanning the last five quarters, and on the 
fundamentals namely; previous values of government project and non-project 

expenditures over five quarters, changes in real exchange rates for the last 
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five quarters, changes in the primary and secondary balances of the current 
account as well as the previous five quarters, and changes of past values of 

private sector credit over four quarters.  

In the long run, the fundamental factors are government expenditure, real 

exchange rates, primary and secondary balances of the current account and 
private sector credit all with effective over a period of the previous quarter. 

 

The Behaviour Nominal Government expenditure  

Government expenditure is determined by values of government expenditure 
of the previous quarter, tax revenue collections of the previous one quarter, 

current inflation (INF), money supply in the current quarter and previous two 
quarters, the level of economic activity in the previous as well as values of the 

of money supply two quarters back, and Donor Budget Disbursement, that is 
grant and aid disbursement. The change in government expenditure in the 
short run is determined by changes in tax revenue collections, change in 

inflation, change in money supply in the current quarter and also the quarter 
as well as changes in money supply in the previous two quarters, the change 

in the level of economic activity with one quarter back, and the change in 
disbursements of grants and aid.  

 

The Behaviour of Nominal Taxes 

The nominal tax equation is estimated with the dependent factors being past 
values of tax, that is; tax collections at the end of the last one to four 

quarters, the real exchange rate (RER), the level of economic activity (ICEA), 
the amount of imports with in the previous three quarters, the level of 

current inflation (INF) and inflation at the end of the previous one quarter.  

 

3.4. The Composition of the Foreign Exchange Market  

The main players in the market include: producers of traded goods 
(manufacturers); exporters (of both manufactured and raw products and 
services-agricultural/industrial/services); importers, foreign investors 

(international companies/individuals); Bank of Uganda, forex Bureaus, 
Government, and commercial and development Banks. By tracing the value 

of trading activity on daily or monthly average turnover in spot foreign 
exchange (FX) markets as well as in the forward foreign exchange (FX) 
markets, it is possible to understand the market structure. 

 

3.4.1. Supply of Foreign Exchange 

The major supply sources of Uganda’s foreign exchange are offshore 
investment and international commodity exports.  Foreign exchange is 
dependent on (i) the size of the current account balance as a result of global 
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demand and its effect on Uganda’s export incomes, (ii) capital account 
balance of the BoP, (iii) the global strengthening of the USD (Bank of Uganda, 

2015).   BoU indicates that Uganda’s external payments position continues to 
be vulnerable. In the state of the economy report for March 2015 it is 

indicated that, the foreign exchange reserves had essentially been built from 
surpluses in the capital and financial account, resulting from (i) aid inflows, 
(ii) FDI and (iii) portfolio inflows.  

BoU indicates that the path of the exchange rate is a source of uncertainty 
for the forecasts, such that the continued exchange rate depreciation at a 
fast rate would result into second round effects of depreciation.  Balance of 

payments could become weak as a result of the major sources of foreign 
exchange for Uganda - exports, workers’ remittances and foreign direct 

investment growing at a slow rate because of the stagnation in the 
industrialized economies of the world. For Uganda, the weakness also results 
from robust growth in demand for imports due to strong growth of the 

domestic economy.  

At the end of the financial year 2014/15, the BoU reported that Uganda like 

other emerging and frontier markets suffered the problem of depreciating 
exchange rate over the last 12 months because export commodity prices had 
fallen, demand in key export markets had weakened and it had become more 

difficult to mobilize capital on international markets (Tumusiime-Mutebile, 
2015).  Further, Ugandan exports of goods and services fell, as a result of 
lower global commodity prices, problems in regional markets such as that of 

South Sudan, and a drop in tourism arrivals. This led to the current account 
deficit to widen by an estimated $700 million, to almost $2.9 billion. 

 

3.4.2. Demand of Foreign Exchange 

The country in this period has experienced robust demand for foreign 

exchange from telecommunications, manufacturing, oil and energy firms, 
coupled with offshore investors exiting local assets. This has far outstripped 
the supply of foreign exchange by the start of the second quarter of the 

financial year, leading the market prices to moving up.   

 

3.4.3. Effect of Supply and Demand Changes on Prices 

Statistics from BoU indicate that by January 2014, the exchange rate had 
experienced several bouts of depreciationary pressure. This led to the 

Sh/USD exchange rate depreciation. During the same time, the traded 
weighted exchange rate index also depreciated.   These developments were a 

result of the (i) large CA deficit, (ii) market sentiments relating to government 
finances, (iii) corporate sector demand for foreign exchange (especially from 
manufacturing, telecommunications and energy sectors), and (iv) the global 

strengthening of the USD. FDI inflows to the oil sector dwindled, yet the 
country has a weak CA position.  The Weak CA position had largely been 
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funded by surpluses in the capital and financial account of the balance of 
payments (BoP). The Decline in FDI inflows has exacerbated depreciation 

pressures in the foreign exchange market.  The depreciation pressures that 
started in December 2014 intensified in the fourth quarter 2014/15. Overall, 

in the 2014/15 fiscal year, the Ugandan Shilling depreciated against the US 
dollar by 27 per cent. For Ugandan importers and exporters, the most 
relevant measure of the exchange rate is the trade weighted exchange rate 

index, which is based on a basket of currencies from the countries with 
which Uganda conducts international trade. The trade weighted exchange 
rate index depreciated by 17.5 per cent in 2014/15.  

Though depreciation of the Uganda shilling to the dollar is expected to make 
prices for Uganda’s exports cheaper and consequently lead to an increase in 

the demand, there has been a consistent decline in exports because of weak 
external demand. This combined with projected decline in investment in the 
oil and gas sector in 2015, BoU indicates that investment activity will remain 

depressed in the short run.  The country will therefore most likely experience 
lower economic growth, and higher inflation which might impact on the 

growth and development targets in NDPII and by extension Vision 2040.   

 

3.5. Why Foreign Exchange Depreciation is a Development Issue   

The depreciation in exchange rates has invigorated inflation and dented the growth 
prospects of the economy. The constant changes to exchange rates give rise to 
exchange rate risk. When the volatility of the foreign exchange rate is high, this 
affects environment for investment negatively.  Comparatively, Ugandans are worse-
off in income expressed in foreign currency, and this will have implications on 
performance against NDPII targets for per-capita income expressed in Dollars.   

Since 2011, Uganda has experienced a rapid build-up of foreign currency lending by 
the banks, which stood in sharp contrast to the stagnation of shilling denominated 
lending. The ratio of foreign currency denominated loans to total outstanding loans 
had risen sharply from 25 percent in mid-2011 to 38 percent by the end of February 
2013 (Kasekende , 2013).  There is indication that most of that increase was not 
attributable to the depreciation of the exchange rate.  Whereas there should be no 
need to worry about foreign exchange risk because the Ugandan banks’ net foreign 
exchange exposure was very small, there was the issue of the liability dollarization 
of the real sector which has potential to translate into future credit risk if real 
exchange rate depreciation rose the real debt burden.  Sectors with high dollar 
borrowing include: construction, mortgages and real estate.  

Further, depreciation of the shilling is expected to benefit the tradable sector by 
shifting demand to Ugandan commodities in the international market. This however 
has not materialized, hence the shilling depreciation challenge. There are factors 
explaining why Ugandan commodity exports may not have changed in response to 
depreciation of the shilling which have already been presented in chapter two.  
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4. Conclusions and Recommendations  

 

4.1. Summary of Macro-economic Performance and Foreign Exchange 

Depreciation 

The impacts of foreign exchange depreciation are manifested in higher 
inflation, reduced foreign currency reserves, increased interest rates and 

higher debt financing costs. The economy is yet to observe increases in 
exports and export earnings that are expected following the increased 
competitiveness that a depreciation of the currency brings to an economy. By 

and large, the depreciation of the Uganda Shilling has hurt the economy 
since it has increased the cost of doing business.  Nevertheless, as producers 

respond to adjust production in response to improved competitiveness, the 
long term real depreciation will lead to faster growth of Uganda’s traded 
goods industries. 

Forecasts are that there is little prospect for substantial improvement in the 
external economic environment in 2015/16. This is because global economic 

growth is forecast to remain weak.  Modest improvement is expected in the 
BOP in 2015/16 on the belief that the exchange rate depreciation would 
strengthen the competitiveness of Uganda’s traded goods industries and 

boost demand for exports, as foreigners will spend less to access Ugandan 
products; and if there is a rebound in FDI.  There is anticipation that 
investments related to the oil industry and the energy projects of Karuma 

and Isimba, are likely to create inflows leading to a forecasted growth in 
financial account surplus in 2015/16.   

 

4.2. Challenges, Opportunities and Prospects 

4.2.1. Challenges 

The attainment of NDPII results may be challenging if the effects of the 
volatile exchange rates that are affecting price movements are not well 
managed through the appropriate mix of monetary and fiscal policies. Even 

though, in the short-run, price changes in response to exchange rate 
movements may not be immediately apparent, the long-run inflationary 

pressures, especially due to over-depreciation of the domestic currency, may 
be counter-productive to the economy, if not counteracted by prudent 
monetary policy measures.  

Whereas government is committed to promoting increased access to finance 
by the private sector which among other things requires low interest rates, it 

faces a dilemma in countering inflationary pressures of foreign exchange 
depreciation.  The dilemma is ensuring low levels of both inflation and 
interest rates.  
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The other challenge is the worsening power tariffs as well as the cost for 
other inputs whose pricing within in the country is dollarized. A change in 

the exchange rate automatically affects the price of power, rent and other 
inputs which by implication inhibits sustainable production, wealth and job 

creation that form the thrust of the NDPII. Manufacturers on average pay 
USD12-16cents per kWh yet in some COMESA member countries the rate is 
6cents per kWh. This disparity in strategic input costs in the EAC and wider 

COMESA region disadvantages Ugandan manufacturers and are therefore 
the most affected in comparison with their regional peers. 

Ugandans could utilize the depreciation in the currency to promote exports; 

however the growth of Uganda’s exports is constrained by limited value-
addition and low investment in the industrial and agricultural sectors, and 

thus the economy cannot benefit from the easing of the exchange rate. 
(Munyambonera and Lakuma, 2014). Moreover, the country has a shortage 
of skilled technicians to support manufacturing. Additionally, access to 

regional markets has been hampered by regional insecurity in some of the 
key export destinations such South Sudan, Democratic Republic of Congo 

and Somalia. 

In the face of the worsening external economic environment, exchange rate 
depreciation is unavoidable. Yet the central bank cannot sustain propping up 

the exchange rate, at levels which are not consistent with supply and 
demand in the foreign exchange market, by intervening and selling foreign 
currency, for the fear that such act would deplete the foreign exchange 

reserves (Tumusiime-Mutebile, 2015). 

In regard to fiscal sector, manufacturers find it a challenge when government 

procurement commitments are not settled in a timely manner.  This 
increases the cost of doing business to both the manufacturers and the 
government.  This leads to overpricing of public procurements, and at the 

same time reduce the growth of private sector activity. 

 

4.2.2. Opportunities  

Even with foreign exchange depreciation that has translated into inflationary 
pressures in the domestic market, the construction sector has remained 

buoyant. The construction sector has witnessed steady growth for the last 20 
years and despite the recent upsurge in inflation, the sector has tried to 
withstand the inflationary pressures and has a steady path of growth and 

development. 

The terms of trade developments demonstrate though that the Ugandan 

products are competitive. Depreciation of the exchange rate will make the 
production of Ugandan exports more profitable and encourage Ugandan 
consumers to economize on their use of imports and instead consume local 

products to the extent that this is possible. This can bring about a positive 
impact on the balance of payments by narrowing the trade deficit. 
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Given that depreciation has not led to increase in exports, due to structural 
impediments in the short run, the opportunity will be manifested in the 

country encouraging value addition through agro-processing to meet 
medium-term goals.   Further, the country should promote the opportunity of 

consuming local commodities, and market incentives for import substitution 
through the Buy Uganda-Build Uganda strategy.   

 

4.2.3. Prospects 

There are mixed prospects for improvement in the external economic 
environment in 2015/16. While global economic growth is forecast to remain 

weak, there’s expectation of a modest improvement in the BOP in this fiscal 
year.  The exchange rate depreciation which has taken place over the 

previous months should have strengthened the competitiveness of the 
country’s traded goods industries and boosted demand for our exports. For 
example, it will be cheaper for tourists to visit Uganda.  

A rebound in FDI is expected, especially related to the oil industry, and 
financial inflows for the large energy projects of Karuma and Isimba, which 

will contribute to a larger financial account surplus. This might enable the 
economy to achieve an overall BOP surplus in 2015/16 and thus accumulate 
foreign exchange reserves (Tumusiime-Mutebile, 2015). It is important to 

note that investments in the oil industry and energy infrastructure are key 
NDPII priorities that are meant to support sustainable job and wealth 
creation. 

Based on the business activity index, there are prospects of increased activity 
in the first half of 2015/16 recovering from the low expectation of the ended 

financial year. However, in the medium term, the effects of depreciation 
increase uncertainty in regards to achieving medium income status by 
2019/20, unless there are effective sources of increased foreign exchange 

inflows.    

 

4.3. Key Recommendations for Policy and Programmatic Actions   

Recommendations relate to increasing the supply of foreign exchange, reduce 
the negative impact of depreciation on domestic production, and create long-

term capacity to mitigate or adapt to large changes in fundamentals 
governing exchange rates.  This includes increasing production for export 
and foreign direct investment growth mechanisms, increase in foreign market 

access, and promoting increased local demand for substitutes of imported 
consumer and investment goods and services. 
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4.3.1. Recognition of Ongoing Interventions 

There are government efforts that are commendable in a number of areas 

such as provision of development financing, development of transport and 
energy infrastructure, the rationalisation of the PPDA legislation, power 

sector projects, Buy Uganda – Build Uganda policy and others. It is noted 
that further action is needed in a number of areas.  For instance, the 
recapitalisation of Uganda Development Bank and revitalisation of Uganda 

Development Corporation in order to lead innovations for investing in areas 
with high long term social economic benefits but low private short-term 
returns. 

In the month of September 2015, for instance, a policy on Small and medium 
scale enterprises was adopted by government, and this will encourage local 

content growth and spur development of SMEs and their production.  An 
implementation action plan for the SME policy is being developed with the 
first draft already discussed by stakeholders and this will go a long way in 

addressing some of the challenges.   

Government is in the process of developing an export promotion and 

investment plan to address both short and medium term constraints. There 
is need to ensure that this action plan is implemented and an effective 
monitoring system is instituted to track its progress in order to support 

implementation of the second national development plan and ensure the 
realisation of its goals.  

 

4.3.2. Adaptation and Mitigation in the Short-term to medium term  

The Ugandan economy needs to fast track actions that boost the 

competitiveness of traded goods from the industrial sector, particularly 
manufacturing industries. This can be achieved by increasing domestic 
demand for locally produced goods, to reduce imports and increase 

profitability of local firms, among others through better local marketing. 

With trade indicators demonstrating that Uganda exports are largely primary 
products and imports manufactured products, there is need to target 

implementation of regional trade agreements to expand the country’s export 
markets. Further, there is need to, attract investment in production of high 

technology products to increase intra-EAC imports and reduce imports from 
other areas.  

 

Promote Export productivity and Sales: Government has been 
implementing export promotion strategies under the auspices of the NDPI, 

with an outlook that is re-enforced in the NDPII starting 2015/16. There is 
already an initiative to implement actions that accelerate and foster 
increased export earnings in both the short and medium term. There is need 
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to implement and monitor the developed action plan on exports to ensure 
there is sustenance of effort. 

There is need to review automatic power tariff adjustment frameworks and 
also ensure there is cheap and reliable power availability. There is need to 

fast-track the tripartite cooperation arrangement of the EAC, SADC and 
COMESA, in which power sharing plans can be viably implemented. Uganda 
should expedite long-term ways of transmitting power from the wider region.  

There is need to Fast-track the passing of the counterfeit legislation to 
minimize distortion of market size with counterfeit products. Further, 
Uganda National Bureau of Standards should strengthen their inspection 

functions over commodity standards in order to promote the production of 
manufactured goods for the export market.  

The country should fast track programmes for investing more in training and 
skilling technicians in comparison with university courses. 

There is need to promote local investors abroad, through “hand-walking”. 

Government as a matter of policy should ensure that high level dignitaries 
from Uganda are accompanied by commercial and business delegates to 

promote Uganda businesses abroad. Focus in this case should apply to 
Official Ministerial and Presidential travels outside the country, in an 
arrangement agreed with the private sector. 

 

Incentives for attracting FDI and Portfolio Investment: In line with NDPII 
provisions, the efforts to increase certainty given the political atmosphere 

around election time are needed.  The Independent Electoral Commission, 
Uganda Investment Authority and other key stakeholders could work out a 

programme of action to avert challenges of investor confidence in managing 
elections and the investor sentiments that could affect financial flows in and 
out of the country.  

There is need to attract investors into the food processing industry, where 
Uganda’s share of the world market is minute, yet the potential is very high. 
Food processing has the potential to yield high returns to inclusive growth 

and requires the promotion of international food standards, in order to meet 
both local and international market requirements. 

Whereas there has been a lot of debate on the need to institute Capital 
controls to regulate the flow of capital, there is inadequate consensus on the 
most prudent measures under controls and this may be perceived as policy 

reversal which could have adverse effects. It is recommended that more 
studies be conducted to inform the management of the liberalized capital 

account, without compromising the foreign direct investment environment.   

Further, there is need to implement the local content policy to take into 
account the use of local labour and other resources in the implementation of 

new projects, with a view to retaining significant amount of the inflows.  
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Therefore, government needs to exercise appropriate caution in making 
policy reversals because there is progress made in the area of private 

investment needs not be shrouded with uncertainty. Rather tax 
administration and employment policy provisions should be used to retain an 

appropriate share of the investment benefits. 

The certification and standardization of local inputs and labour is needed to 
foster the utilization of local inputs and workers.  There should also be 

negotiations and also ensure that bilateral infrastructure development 
projects are subjected to benefit checks, in line with local content 
benchmarks. 

There is need to move quickly and address competitiveness challenges, 
including responding to the governance indices such as the corruption index, 

and the competitiveness rankings to as to increase the country’s ability to 
increase investment. This also includes fast-tracking the infrastructure 
projects that are aligned to improving competitiveness rankings.  

 

Regulation of Domestic Use of Foreign Currency: It is recommended that 

use of foreign currency in meeting daily expenses with the domestic market 
should be strictly regulated, and existing regulations should be strengthened. 

 

Implement a Communication strategy: The country should raise the level 
of credibility of the communication strategies by remaining mindful of the 
reliability of information to the public, and its impact on investment 

decisions. This also calls for the rationalization of information disclosure and 
reduce the frequency of releasing vital national accounts and trade statistics 

to guide the business community on resilient or thriving economic activities, 
where investors can with confidence increase investment.  

 

Spread imports of Government for Public Investment: Government 
expenditure planning is vital in influencing economic stability and the level of 
economic activity. Spreading investment spending will help to reduce 

demand for foreign exchange, and pressures for the exchange rates to rise.  
While spreading government expenditure, it is important not to compromise 

the investments that are aimed at increasing the country’s competitiveness 
needs in infrastructure. The effect government expenditure will have on 
instability would be short-lived and long-term stability will be guaranteed 

when effectively implemented, by reducing long-term costs of doing business. 

Government should develop a dashboard to provide information to 

stakeholders on progress of planned projects, and also facilitate notification 
of the manufactures about project in the pipeline so that local producers can 
produce needed inputs. An example of this is the type of cement that Uganda 

may need for its dams or other projects, which may require simple changes 
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in the production technology to meet needed standards. This sharing of 
information is therefore important. 

 

Promoting Import substitution: Import substitution will help reduce the 

import bill and reduce pressures on foreign exchange rates. Import 
substitution can go together with export promotion for those commodities 
where there exist local raw materials.  This import substitution is possible 

with imported consumer goods. A case in point is the promotion of local 
textile and ceramic industries which have insatiable market locally and 
abroad.    

 

Reduce long-term demand for foreign exchange: Long-term demand for 

foreign exchange will be reduced if there is capacity to limit the accumulation 
of foreign currency denominated liabilities and promotion of local resource 
based industrial activities that are labour intensive, for export and 

substituting imported final consumer goods and services. 
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