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GLOSSARY

Bid to cover
ratio

BTI

CIEA

Core Inflation

Headline
Inflation

Non -
Performing
Loan s

Tenor

PMI

Yield to
Maturity  (YTM)

This is an indicator for demand of Government securities in a give
auction. A ratio equal to 1 means that the demand for a particular securit
is equal to the amount offered by government. A ratio less than 1 mear
the auction is under subscribed and a it#o greater than 1 means that the
auction is over subscribed.

The Business Tendency Index measures the level of optimism th
executives have about current and expected outlook for production
order levels, employment, prices and access to credit. Thedex covers
the major sectors of the economy, namely construction, manufacturing
wholesale trade, agriculture and other services. The Overall Busine:
Tendency Index above 50 indicates an improving outlook and below 50
deteriorating outlook.

CIEA is constructed using seven variables, that is; private consumptic
estimated by VAT, private investment estimated by gross extension ¢
private sector credit, government consumption estimated by its current
expenditure, government investment esimated by its development
expenditure, excise duty, exports and imports. Data comes with a lag
one month.

This is a subcomponent of headline inflation that excludes items subjec
to volatility in prices. It therefore excludesenergy, fuels, utilities, food
crops and related items.

This refers to the rate at which prices of general goods and services in i
economy change over a period of time usually a year.

This is a sum of borrowed maey upon which the debtor has not made
scheduled payments for a period usually at least 90 days.

This refers to the timeto-maturity of an instrument, for example, if a
certain instrument matures after 91 daysz it is called a 9tday tenor.

The PMI is a composite index, calculated as a weighted average of f
individual sub- components; New Orders (30%), Output (25%),
%l DI TUI AT O jc¢cnbpbqh 30DPPI EAOOE $A
Purchases (10%). It gives an indication of business operatinconditions
in the Ugandan economy. The PMI above 50.0 signals an improvement
business conditions, while readings below 50.0 show a deterioration. Th
PMI is compiled on a monthly basis by Stanbic Bank Uganda.

Yield to maturity (YTM) is the total return anticipated on a treasury
instrument if the instrument is held until it matures.
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SUMMARY *

Real Sector

Inflation  (headline 2.7% up from 2.2% , core 3.4% up from 2.8% ) rose
slightly in January  despite food becoming cheaper. Inflation is higher
than January last year.

Economic activity is indicated to  be rising as all three indicators  (the
BTI, PMI and CEIA) have increased in the last month  they were
measured .

Financial Sector

The Ugandan Shilling did not experience much change in value in
January 2019, trading at an average of 3,702 Shs to the US D.

Interest rates  remained steady, with the CBR  staying at 10% .
Treasury bill  yield s increased in January, following the trend of the
past few months .

Government securities raised UGX 1,148.37 billion in the primary
market comparedto UGX 476.9 billion in December.

Private sector credit stock growth remain ed strong in December ,

although it slightly reduced ( 0.9% ) compared to November (1.6% ).

Private sector credit extensions were largestin Personal loans, Trade
and Building & construction. UGX 903 million of credit was extended
in December, down from  UGX 1,234 million in November.

External Sector

Ug a n d amérchandise trade deficit (USD 228 million ) remained
constant in December

Exports declined slightly in December (USD 292 million , down from
USD 296 million in November ). Gold exports rose in value whilst
tobacco declined. There was also a decline in exports to the European
Union. Throughout the past 12 months EAC exports declined, but
exports to the Middle East  grew.

1 Dataon Private Sector Credit, CIEA and External sector has a lag of one month.
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Imports decreased slightly in December (USD 520 million  down from
USD 524 million  in November ). Prepared goods, such as foodstuffs and
rubber saw an increase in imports, whilst raw agricultural products

and base metal imports  were down. Increasing African imports have
offset declining imports from Asia and the European Union.

Regional trade balance improved with Asia due to an increase in
exports . However, December saw the trade balance with the EAC turn

negative , from its positive levels of the past 12 months.

Fisc al Sector

The overall fiscal deficit for the month was UGX 615 billion . Both
Grants and Development spending were lower than planned.

Revenues and grants  were below program med, despite overperforming
Revenue, particularly Non-tax revenue . This is because project support
grants were | ower than anticipated.

Government expenditure was lower than programmed, due to lower
than p lanned Development spending and Lending & repayments.

Current expenditure was higher than programmed.

East Africa Community

Inflation  within the EAC remained relatively stable with the exception

of Kenya. Kenyan Inflation beg an to drop from its high levels of the past
few months (downto 4.7% inJanuary from 5.7% in December ), whilst
Rwandan inflation remains close to zero ( 0.2% ).

Exchange rates within the EAC are relatively stable. The Ugandan
Shilling and Kenyan Shilling depreciated against the US D by 1.1% and
0.7% respectively during the month.

U g a n draefickandise trade balance (USD -9 million ,downfrom USD
26 million ) with the EAC turned negative for the first time since March
2016. This was as a result of decreasing exports to Kenya and an
increase in imports from Kenya and Tanzania. Exports to South Sudan

have been growing consistently  since October .

Vi
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REAL SECTOR DEVELOPMENTS

Inflation

Figure 1: Inflation [Headline & Core] (Source: Uganda Bureau of Statistics )
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Figure 2: Inflation [Food and EFU] (Source: Uganda Bureau of Statistics )
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Headline inflation increased slightly but remains low at 2.7% , this is a result of

increasing Core inflation.

Core inflation increased, to 3.4% , due to inflation in foot wear and services. Foot
wear inflation has been rising faster than clothing inflation since October 2017.

Food crop inflation remains negative, at -5.2% , and has been declining  since
June . Fruits ( -6.0% ) and vegetables ( -8.3% ) inflation are at very low levels.

EFU inflation remained relatively stable, with a modest increase to 7.2% ,
attributable to solid fuel and charcoal inflation.
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Economic activity

Figure 3: Economic activity [ BTl and PMI ] (Source: Bank of Uganda & Stanbic
Bank Uganda)
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Figure 4: Economic activity [CIEA] (Source: Bank of Uganda )
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The BTl continued to increas e since June , and is at its highest level (59.9 5 - over

50is good ) since 2013. Improved sentiments were shown in all sectors and sections
of the survey.

The PMI showed good growth in the past two months and now sits at its highest
level of the past 12 months at 57.5 (again, over 50 is good) .

The CIEA 2 rose slightlyto 230.1 .

This implies that economic activity is improving and sentiments of business people
about the economy are good.

2 CIEA data comes with a lag of one month.
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FINANCIAL SECTOR DEVELOPMENTS

Exchange rate movements

Figure 5: Exchange rates [All] (Source: Bank of Uganda )
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In the month of January changes in exchange rates have been modest, with USsSD

and Euros becoming slightly cheaper whilst the Great British Pound became more
expensive.

The Shillings value against the Pound demonstrated more volatility than its value

against the Euro or the US D. This implies the volatility is probably more
attributable to changes in value of the Pound than the Shilling. This may be caused
by specul ation about the UK&s departure f
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Interest rate movements

Figure 6: Interestrates (Source: Bank of Uganda )
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The Central Bank Rate (CBR) remained constantat 10% .

The Lending Rate for Shillings dropped slightly to  20.1% in December , but
remains consistent with its level throughout the year.

The Lending Rate for Foreign currency dropped slightlyto  7.8% , also remain ing
consistent with its value for the past 12 months.
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Treasury bill  yields
Figure 7: Treasury bill yields (Source: Bank of Uganda)
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Figure 8: Average b id to cover ratio (Source: MoFPED)
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Treasury bill yields demonstrated a very small growth in all t enors. The 91 -day
yield increased by 0.1% to 10.9% , the 182 -day yield increased by 0.2% to 12.2%
and the 364 -day yield increased by 0.1% to 13.1% .

Treasury bill yields have been rising since January 2018, when they were at
historically low levels.  This means borrowing is becoming more expensive for
government.

The Average b id to cover ratio increased in January to 2.4, and all treasury bill
auctions were oversubscribed.
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Government securities

Figure 9: Breakdown of government securities (Source: MoFPED)
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Net domestic financing = Refinancing

During the month, UGX 1,148.37 billion (at cost) was raised in the primary
market. Of the amount raised, UGX 594.14 billion was from T -Bills and UGX
554.23 billion was from T -bonds. Securities worth UGX 412.64 billion were
issued for the refinancing of maturing debt whilst UGX 735.73 billion w ent
towards financing other activities in the Government budget.
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Outstanding  private sector credit 3

Figure 10 : Outstanding private sector credit  (Source: Bank of Uganda )
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Outstanding p rivate sector credit (the amount of credit not yet paid back )
increased in December to UGX 14,224 billio n.

This was driven by credit growth in Transport, communication, electricity and

water which increased by 5.3% since November. Business, ¢ ommunity, social
and other services also showed reasonable credit growth at 4.4 %. The other
sectors showed normal or low levels of  credit growth, with the exception of  Mining
and quarrying  which shrunk by  4.0% . More detail is available in ~ Annex 2.

3 Data on private sector credit has a lag of one month.
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Credit extensions 4

Figure 11 : New credit extensions approved in  December 201 8 (Source: Bank of
Uganda)
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Credit extensions  describe the amount of new credit approved within the month.

It is not the same as the change in outstanding private credit, as some private
credit will also be repaid within the month.

Business, community and other services made up the bulk of credit extensions
approved in December ( UGX 294 billion ), whilst Trade (UGX 194 billion ) and
Building and construction (UGX 131 billion ) were also large .

4 Data on private sector credit has a lag of one month.
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EXTERNAL SECTOR DEVELOPMENTS

Merchandise trade balance 5

Figure 12: Merchandise exports and imports (Source: Bank of Uganda )
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Figure 13 : Merchandise t rade balance (Source: Bank of Uganda )
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— Merchandise trade balance
Ug a n d mérchandise trade balance did not change in December , due to an
equivalent decrease in both exports and imports. Exports dropped to USD 292

million from USD 296 million  in November . Imports dropped slightly from USD
524 million to USD 520 million

5 Statistics on trade come wi  th a lag of one month
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Merchandise exports 6

Figure 14 : Merchandise exports by product
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Figure 15 : Export volume monthly change (%)
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reduced marginally , but there was a

greater change in its components. Declines in exports of coffee, tea and tobacco

were offset by increases in lower v

Gold exports (USD 61.3 million

December 2017, but most other export values remain

alue exports, such as simsim, beans and cotton.

) were much ( 169% ) higher than they were in
approximately the same or

have declined. The value of tobacco exports was 67% lessthan itwas in December

2017.

The volume of coffee exported decreased in December by

lower than December 2017. More

23% , and was also 19%

detail is provided in  Annexes 3 and 4.
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