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Disclaimer
This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its and their affiliates are, by
means of this publication, rendering accounting, business, financial, investment, legal, tax, or other professional advice or services. This publication
is not a substitute for such professional advice or services, nor should it be used as a basis for any decision or action that may affect your finances
or your business. Before making any decision or taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any loss
whatsoever sustained by any person who relies on this publication.
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Preamble
Our publication incorporates changes in legislation introduced by the 2015 Budget speech and other subsidiary legislation. It also includes references
to changes in the practice of the Uganda Revenue Authority where they are significant. Some changes may arise when the Finance Bill and
subsequently the Finance Act 2015 are published.
This publication constitutes only a brief guide and is not intended to be a comprehensive summary of the Tax law and practice. While all reasonable
care has been taken in the preparation of this guide, Deloitte and its associates accept no responsibility for any errors it may contain, whether caused
by negligence or otherwise, or for any loss, however caused, or sustained by any person that relies on it.
June 2015
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Introduction
The financial year 2015/16 markets an important transition for the
Uganda economy. It is during this year that the priorities of a new
five year development plan for the period 2015/16 to 2019/20 are
set in motion. This is after the 2011/12 to 2014/15 development
planning phase came to an end, with the Government’s verdict being
that the plan’s implementation was successful. That is an interesting
determination given that the ambitious real growth target of 7.2 percent
that it was based upon was not realised. It is clear that the new plan
is now set upon a growth outlook that has been revised downwards,
perhaps to give it some sense of realism. In essence, the economy is
expenditure and revenue programmes for the next financial year are
predicated on a “new normal” when it comes to real economic growth.
The underpinning expectations are that the economy will seek to
achieve a real output growth of at least 6% on the back of an annual
inflation that is maintained within single digits, adequate reserves
equivalent of 4.5 months of imports of goods and services to cushion
the foreign exchange market against volatility, and ensuring that the
economy remains externally competitive through the maintenance of a
real a real exchange rate that is compatible with external dynamics.
It is evident that the economy’s growth momentum is erratic. As Table 1
(based on 2002 prices) shows, the economy is yet to entrench a growth
rate close to the development plan’s target. As is clear, agriculture – a
key sector of the economy with clear linkages to household’s well-being,
employment and associated industry is far from robust. Even industry
and services, while growing faster than agriculture, are operating well
below capacity.

The observed growth trend where the government’s fiscal programmes
drive growth as the private sector plays catch up. The government
programmes such as infrastructure development have an obvious
consequence on growth. But to the extent that the delivery of some of
these investments have a long time lag, their effect in enhancing private
sector efficiency is delayed. It is no wonder then that government
measures to rejuvenate a real growth to robust levels is given
prominence.
With the public sector on the growth driving seat and deservedly so, it
is important to reflect on what kind of adjustments are needed so as
to ensure that the private sector’s potential is not constrained. Unlike
the previous year when the economy experienced adverse effects of
strained relationship with donors, the budget of 2014/14 fiscal year was
not subject to similar constraints. In line with the broad aspirations of
stability monetary policy stance of the Bank of Uganda (BOU) has been
firmly on anchoring stability that will support the economy’s recovery of
fixed capital formation. With that comes the requisite confidence on the
positive influence of the government policy and strategy on the private
hence increased optimism. That is why the outlook by institutions such
as the IMF point to a growth rate of above 5 percent for the 2014/15
fiscal year, and indication that the 6 percent development plan real
growth is not necessarily aspirational but attainable.

Table 1: Real Output Growth (%)
2009/10

2010/11

2011/12

2012/13

2013/14

Total GDP at Market Prices

5.9

6.6

3.4

6.0

4.7

Agriculture, Forestry and Fishing

2.4

1.2

0.8

1.3

1.5

Industry

6.5

7.9

2.5

6.8

5.6

Services

8.2

8.2

3.6

6.5

5.6
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Pursuit of Macroeconomic Stability
Figure 1: Annual Inflation (%)

There is no doubt that the pursuit of macroeconomic stability is a
growth promoting strategy given that its lack thereof is growth limiting.
Therefore, it augments the Government’s agenda of providing the
requisite infrastructure to propel growth. At a broad macroeconomic
policy level, pursuance of fiscal policy and monetary policy regimes
that promote stability at the goods market, money market and foreign
exchange market is compelling.
As noted, the BOU’s monetary policy stance has been remained on
anchoring stability.
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As Figure 1 indicates, inflation has remained at single digit level but
both measures of headline and core inflation have been in a rising trend
in the last few months of the 2014/15 fiscal year. This has informed the
realistic policy transitioning by the central bank from an accommodative
stance to a tightening one. The tight stance of the commenced in
April 2015 was necessary in anchoring expectations that have seen
the stability observed in the subsequent period. With low inflation
expectations increasingly entrenching themselves, the BOU has room
to cautiously ease monetary policy in the future while keenly watching
to avoid the ensuing credit expansion from being a source of core
inflationary pressure.
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The BOU can stake claim to inculcating policy credibility underpinned
by the credentials of being proactive in pursuit of its mandate. This
has been undertaken in a manner that ensures harmony with fiscal
policy and therefore obviating fiscal dominance in the economy. That
is why pursuant to the overall economic policy strategy, the fiscal
policy has over the same period been aimed at being supportive of the
monetary policy; while the BOU endeavour to maintain its instrument
independence, its success in maintaining price stability relies on the
establishment of some level of harmony with fiscal policy. The Central
Bank Rate (CBR) is clearly a credible policy signaloing rate with the ability
key short-term money market rates

Therefore the government has taken a dynamic approach that entails
the introduction of the annual publication of its 5-year Medium-Term
Debt Management Strategy that sets out the plan government intends
to implement over the medium term to achieve its desired composition
of the public debt portfolio, consistent with the cost-risk. This comes
at the time when a new a new policy framework for domestic debt
issuance has been adopted that encompassed aspects of fiscal policy,
monetary policy, cash management and debt management.
Figure 2: Policy Rate and Short Term Market Rates (%)
15

With all the good intentions of seeking to align monetary and fiscal
policy, there is a clear challenge on domestic revenue mobilisation
which has been sticky below an equivalent of 15 percent of GDP. Under
such circumstances, any marginal improvement in domestic revenue
mobilisation is linked to increased expenditure, especially in terms of
channelling resources towards infrastructure development, especially
power generation. This resultant budget deficits could either be funded
by grants or concessional borrowing.
All these fiscal measures, particularly the strategy on filling the
government funding gap is assured by the fact that the economy
remains debt sustainable. While the economy’s debt position
significantly benefited from both the Heavily Indebted Poor Countries
debt relief initiative and its enhanced version as well as the Multilateral
Debt Relief Initiative, Uganda’s 2007 Debt Strategy, which is to be
succeeded by the new Public Debt Strategy of 2013, has been helpful
in guiding the overall debt management to avoid the economy getting
back to debt distress.
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A combination of the monetary and fiscal policies’ stance as well
as the nature of the financial markets structure than manifests the
dominance of banks and a banking industry with a characteristic of
market concentration continued to shape pricing in the money market.
Whereas commercial banks’ lending rates were fairly stable they
remained high due to the large fiscal deficit that gives the banks the
option of investing in risk-free government securities rather than lend
to the private sector; perception of high risks in lending to the private
sector in view of the slow recovery of the economy, and arguably
uncompetitive banking system. This was seen in both local currency and
foreign currency (Figures 3 and 4)

Figure 3: Local Currency Interest Rates Spread (%)
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Figure 4: Foreign Currency Interest Rates Spread (%)
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External Position

Table 2: Balance of Payment (USD Million)

The economy’s current account position
2013
2014
for the year 2014 was generally negative
Q1
Q2
Q3
Q4
Q1
Q2
Q3
(Table 2). There was a gradual increase in
Current account -383.41 -577.97 -494.35 -315.81 -569.38 -530.44 -828.48
export inflows corresponding to a relatively
slower increase in import levels, implying
11.25
5.24
9.32
54.18
10.32
17.24
25.86
Capital account
a slight improvement net trade balance
182.82 105.07 131.16 159.02 112.46 -117.04 241.55
Net Errors and
position that was nonetheless offset by
omissions
the movements in the income and current
-113.70
33.89
-20.46 -129.45 -171.36
-57.21 285.04
Overall Balance
transfers’ accounts. The economy’s balance
of payment position was a reflection of the
export-import dynamics. Exports picked momentum in line with the
pace of real growth in the key export sectors and the overall output
performance. This trend partly reflected in the narrowing of the trade
deficit and consequently the current account position and is expected
Figure 5: Nominal Exchange Rate (UGX/USD)
to be sustained into 2015/16 fiscal year. There has however to be a
countenance with the moderating of the international commodity prices
including coffee and fish, which are among the key exports. Considering
that imports – especially capital imports related to infrastructure
development – are expected to increase, the extent of narrowing of the
current account deficit will be constrained.

The outlined developments in the external sector, coupled with market
sentiments and expectations influenced the foreign exchange market.
Overall, the local currency remained largely under depreciation pressure.
The BOU maintaining the policy of intervening in the market only if
there is instability (Figure 5). So long as the economy’s current account
position remains weak, the local unit is likely to have a depreciating bias
given that the level of the economy’ growth is still below the nominal
value of the current account deficit as a ration if GDP.
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Q4
-400.39
41.25
3.58
-263.73

Structural and Political Economy Issues,
and Outlook
Uganda’s economic prospects while largely shaped by local
circumstances critical its links with the multilateral partners, especially
the International Monetary Fund (IMF), will remain critical. That
relationship is evidently positive. Give that, the focus in the government
expenditure is likely to remain on addressing the infrastructure
bottlenecks that stand to jeopardise current and future macroeconomic
performance. Consequently, the picking up of growth necessitates that
the demandsupply imbalances in electricity supply is addressed, new
roads built, the financial system strengthened, and domestic revenue
further mobilized with more discipline.
The economy continues to manifest an overall satisfactory performance
with regard to maintenance of macroeconomic stability. The key
sectors that are performing below capacity are poised to register
positive growth that will see growth start trending towards the medium
term target. Consequently, the performance would get a boost from
Uganda’s engagement in regional integration initiatives, particularly the
East African Community.
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