MACRO-ECONOMIC DEVELOPMENTS AND FISCAL PROSPECTS FOR FY 2023/24-2024-25

1. Economic Growth
Economic activity remained on a recovery path in the first half of the FY 2023/24, partly supported by continued implementation of growth supportive Government programs and increase in private sector activity. Some of the Government programs include the Parish Development Model, Emyooga, provision of affordable financing through Uganda Development Bank, among others. Subsequently, the economy registered GDP growth of 5.3% in the first quarter of FY 2023/24. The key growth drivers were higher production in the industry sector, growth in agriculture, forestry and fishing sector, modest growth in services as well as increase in household consumption, investments, and exports.  
Going forward, economic activity is projected to continue on an upward trend within the second half of the financial year and register overall GDP growth of 6.0% for the FY 2023/24. This is on account of efficient implementation of the growth supportive Government programs and infrastructure developments; increase in investments especially within the oil and gas sector; higher export volumes mainly supported by continued increase in regional trade; surge in household consumption and investments among others.  
2. Inflation
Annual headline inflation was generally on a downward trend during the first half of FY2023/24, reducing from 3.9% in July 2023 to 2.6% in December 2023. This resulted in a six-month average of 2.9% compared to 8.0% registered in the second half of FY2022/23 due to increased food supply and appropriate monetary policy. As global prices and inflationary pressures continue to subside, domestic inflation is expected to remain within the medium term target of 5%.  
3. Interest rates
The Central Bank Rate (CBR) was reduced from 10% in July 2023 to 9.5% in August 2023 and thereafter remained unchanged up to February, 2024. The reduction was also occasioned by the need to stimulate aggregate demand and support economic growth prospects, especially as inflation had declined much faster. Between July and December 2023, the stock of Private Sector Credit (PSC) grew by 6.3% to a total of Shs 21,703.1 billion. The growth was partly due to lower lending rates that averaged 17.95% in the first half of FY 2023/24 compared to 19.22% recorded in the second half of FY 2022/23.

4. Exchange Rates
During the first half of Fiscal Year 2023/24, the Uganda Shilling experienced a depreciation against the US dollar, moving from a mid-rate of Shs. 3,661.2 per US$ in July 2023 to Shs. 3,780.7 per US$ by December 2023, marking a 3.3% depreciation. 
Compared to other East African Community (EAC) Partner States, the Shilling's exchange rate movements were relatively stable, averaging at a depreciation of 0.4% from Shs. 3,718 per US$ in the second half of FY 2022/23 to Shs. 3,734 per US$ in the first half of FY 2023/24. This depreciation was primarily driven by increased demand for the US dollar within the oil sector, manufacturing, and telecommunications industries. Additionally, a decline in offshore investment, as investors sought higher yields in advanced economies, also contributed to the Shilling's weakening during this period.
5. External Sector 
Merchandise Trade Balance 
Uganda’s trade with the rest of the world resulted in a deficit of US$ 1,646.6 million in H1 of FY 2023/24. The deficit narrowed compared to the deficit of US$ 1,900.7 million recorded in H1 the previous financial year as the increase in exports more than offset the rise in the import bill. 
Receipts from exports increased by 68.5% which more than offset the rise in imports (up by 30.9%). The main drivers of the export performance were coffee and gold exports that benefited from higher prices and volumes. EAC remained Uganda’s biggest export market taking up 37.7% of the total export merchandise. 
During the first half of Fiscal Year 2023/24, Uganda’s merchandise imports saw a significant rise, reaching US$ 5,415.6 million, marking a 30.9% increase from the US$ 4,137.1 million reported in the same period of FY 2022/23. This surge was predominantly due to robust growth in imports by the private sector. Asia remained Uganda’s biggest source of imports, followed by EAC.
Main Trade Partners 
In the first half of Fiscal Year 2023/24, the East African Community (EAC) stood as Uganda's primary trading partner, marking a 59.2% increase from the US$ 1,762.5 million recorded in the first half of FY 2022/23. This surge in trade with the EAC was predominantly fueled by a substantial rise in imports from the region. Consequently, Uganda's trade surplus with the EAC narrowed to US$ 34.44 million in H1 of FY 2023/24, a decrease from the US$ 724.07 million surplus observed in the corresponding period of the previous year. Additionally, Uganda achieved a trade surplus with both the Middle East and the European Union during the first half of FY 2023/24, reversing the deficits recorded in the same period last financial year. However, Uganda continued to trade at a deficit with Asia, the Rest of Africa, Rest of Europe, among others.
Table 1: Uganda’s Merchandise Trade (Goods) – Destination of Exports and Source of Imports.
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Source: Bank of Uganda

Other Balance of Payments Developments
By the end of 2023, Uganda's international reserves had risen to US$ 3,733.9 million, covering 3.6 months of imports, an improvement from US$ 3,563.1 million the previous year. This boost in reserves reflects higher foreign direct investment (FDI), particularly from the oil sector, and an uptick in exports.
FDI rose by 21.3% to US$ 895.1 million, from US$ 738.2 million, largely due to increased oil sector activities, signaling strong economic prospects and investor confidence in Uganda.  
Tourism also increased, with earnings reaching US$ 289.9 million in the first quarter of FY 2023/24, up from US$ 223.9 million, credited to efforts under the tourism development program aimed at bolstering Uganda's appeal and tourism income. 
Remittances grew to US$ 360.13 million, compared to US$ 316.70 million in the same period last year, fuelled by a growing number of Ugandans working abroad. 
6. [bookmark: _GoBack]Fiscal Sector 
In the first half of Fiscal Year 2023/24, overall fiscal operations resulted in a fiscal deficit of Shs 4,333.11 billion, surpassing the anticipated deficit of Shs 3,901.92 billion, primarily due to revenue and grants falling short of expectations. A significant factor contributing to the revenue shortfall was the underperformance of Value Added Tax (VAT) on imports and excise duties on items like beer, spirits, sugar, and cement. Nevertheless, domestic revenue collections registered positive growth of 12.9% compared to the same period in the previous year.
Despite overall expenditure remaining under the targeted amount for this period, recurrent and domestically financed development expenditures exceeded their respective budgets. The total government expenditure reached Shs 18,218.79 billion, which was Shs 1,647.24 billion less than planned, due to lower spending on externally financed development projects. 
Furthermore, the Debt Sustainability Analysis (DSA) of December 2023 affirmed that public debt remains sustainable, with its GDP share decreasing to 46.9% in FY 2022/23 from 48.4% in FY 2021/22. Public debt is expected to stay within sustainable levels as the government further strengthens its fiscal consolidation efforts and fully implements the Domestic Revenue Mobilization Strategy. 
7. Economic Outlook
Going forward, the economy is expected to strengthen further to 6.4% in FY 2024/25 and maintain an average growth rate of 7% in the medium term. This outlook is anchored on anticipated improvements in both agricultural and manufacturing production and productivity. The government's strategic interventions, such as improving agricultural input quality, upgrading irrigation systems, continuing investments in industrial parks & economic free zones, combined with a revival in private sector activity & investment, as well as ongoing infrastructure developments, particularly in the oil and gas industry, are poised to facilitate and sustain Uganda's economic growth trajectory.
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Origin Exports Imports Trade Balance  Exports Imports Trade Balance 

European Union 362.62                410.50           (47.88)                  462.79                331.56            131.23                

Rest of Europe 41.07                  66.04             (24.98)                  34.60                  53.97              (19.38)                 

Middle East 258.20                844.89           (586.69)                887.21                842.79            44.42                  

Asia 146.69                1,870.98        (1,724.29)             731.99                2,019.60         (1,287.61)            

Rest of Africa 124.16                293.01           (168.85)                187.36                649.06            (461.70)               

EAC 1,243.28             519.22           724.07                 1,420.29             1,385.85         34.44                  

Others 61.11                  132.47           (71.36)                  44.80                  132.81            (88.01)                 

Total 2,237.13           4,137.11      (1,899.97)           3,769.03           5,415.64        (1,646.61)           

July - Dec 2022 July - Dec 2023
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Macroecoconomic Variables 2023/24 2024/25 2025/26 2026/27 2027/282028/29

Real MP GDP growth

6.0% 6.4% 7.0% 7.1% 7.0% 7.0%

Headline Inflation (period average)

3.1% 4.5% 5.2% 5.3% 4.9% 4.9%

Core Inflation (period average)

2.8% 4.4% 5.0% 5.0% 4.5% 4.5%

Average $/Sh Exchange Rate

3,786       3,803       


