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Current Trends in the cost of living in Uganda 

 
1. Introduction 

 

The annual headline rate of consumer price inflation in May was 16 percent, the highest it has 

been for many years. Naturally this is a major source of concern for Government and 

legislators. Core inflation, which measures the price changes of all consumer items except for 

food crops and electricity, fuel and utilities, has also risen to 11.3 percent in May, way above 

the Bank of Uganda’s medium term target of 5 percent. Annual headline and core inflation are 

shown in figure 1. The sharp rise in the cost of living over the last 12 months has reduced the 

living standards of ordinary Ugandans, especially poor people who have to spend most of their 

income on food. In this paper I want to explain why inflation is currently so high and discuss 

what feasible measures can be taken to bring annual inflation back into line with our medium 

term target. 

 

Figure 1:  Annual Rates for Headline and Core Inflation (percent) July 2006-May 

2011

 
Source: UBOS  

 
2. Why has inflation risen in Uganda? 

 

The consumer price index (CPI) is a composite index composed of the many different items 

consumed by the average household in Uganda. The Uganda Bureau of Statistics dissagregates 

the overall CPI (from which headline inflation is derived) in several different ways. One such 

way is that which I have just mentioned in which the CPI is divided into three basic 

components; i) food crops, ii) electricity, fuel and utilities, and iii) the core items. An 
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alternative is to divide the CPI into food and non food items; this disaggregation is helpful for 

understanding why inflation is currently so high.  

 

Figure 2 Price Indices for Food and Non Food (2005/06 = 100): July 2005-May 2011 

 

 
Source: UBOS 

 

The food component of the CPI accounts for 27 percent of the total consumption basket and 

includes food crops as a subcomponent. Food crops comprise slightly less than half of the food 

component of the CPI; the remainder is comprised of meat, dairy products, processed food, etc 

and is part of core prices. The non food items comprise 73 percent of the CPI in Uganda.  

 

Figure 2 depicts the level of prices of food and non food consumer items in Uganda since July 

2005. Two salient points can be discerned in the figure. First, the rise in prices over the last 12 

months is dominated by the rise in food prices, rather than non food prices. Food prices have 

been both more volatile than non food prices and have trended above non food prices since 

early 2008. Second, the trend in food prices bears little relation to the trend in non food prices. 

Two conclusions can be drawn from these observations. The current rise in inflation has been 

driven primarily by food prices and the causal factors behind food price inflation differ from 

those which underlie non food inflation. 

 

The fact that the acceleration of inflation over the last 12 months is attributable largely to food 

prices is illustrated in figure 3, which depicts the inflation rates of food and non food prices. 

Both figure 2 and figure 3 are based on the same data set, but the former shows the level of 

prices while the latter shows their annual rate of change.  
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Annual food price inflation has been volatile; on three occasions in the last five years it rose 

above 30 percent and on two occasions it fell below zero percent. The volatility of food prices 

is generated by their vulnerability to supply shocks, which I will return to shortly. Furthermore, 

annual food price inflation has risen steeply over the last 12 months to stand at 35.2 percent in 

May. In contrast, non food price inflation has been relatively stable. Annual non food price 

inflation stood at 7.4 percent in May, which is very close to the average rate of 7.2 percent 

recorded over the last five years. There has been virtually no increase in non food price 

inflation over the past 12 months.  

 

 

Figure 3: Annual Rates of Food and Non Food Price Inflation (percent): July 2006-

May 2011  

 

 
Source: UBOS 

 

Figure 4 breaks down food price inflation into its two principal components: food crops (maize, 

millet, matooke, etc) and food excluding crops (dairy products, meat, processed food, etc). The 

two components have tended to move together over time, although food crop prices are the 

more volatile. This suggests that the factors which influence food crop prices also influence the 

prices of food excluding crops, and vice versa. The increase in the prices of food excluding 

crops also helps to explain why core inflation has risen strongly in recent months, even though 

the basket on which it is based does not include food crops. Core inflation includes food items 
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other than food crops and the prices of the former have followed a similar pattern to the prices 

of the latter. 

Figure 4 Price indices for food crops and food excluding crops: July 2005-May 2011 

 

 
Source: UBOS 

 

Looking at the separate components of the CPI helps us to identify where the causes of the 

current surge in inflation lie. The primary causes of the rise in inflation are developments in the 

supply and demand for food. The fact that inflation in the price of non food items, which 

comprise almost three quarters of the consumer basket, has not accelerated indicates that excess 

demand in the economy as a whole is unlikely to be the cause of the rise in inflation; if that 

were the case we would see a more generalised rise in inflation encompassing all or most of the 

items in the consumer basket.  

 

What are the factors which have driven up food prices so sharply? There are three which are 

most important. First, domestic food supply in Uganda has been adversely affected by drought. 

Second, there are severe food shortages throughout the East African region caused by drought 

which have driven up food prices in the region. Third, global food prices have risen rapidly 

over the last year, driven up by a combination of strong demand and a succession of supply 

shocks in major cereal producers such as Russia and Pakistan. The Food and Agriculture 

Organisation (FAO) of the United Nations publishes a food price index based on the 

international prices of a basket of food commodities. Global food prices affect Ugandan food 

prices because food is a tradeable product: Uganda both exports and imports food products. 

Figure 5 maps the FAO global food price index against an index of Uganda’s food prices. It is 

clear that the two indices have followed a similar upward trend, although the FAO global food 

price index has been more volatile than that of Uganda. In the 12 months to May, the FAO food 

price index rose by 37 percent, whereas food prices in Uganda rose by 35 percent.  
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Figure 5  FAO International Food Price Index and Uganda Food Price Index 

(2005/06 = 100): July 2005-May 2011 

 

 
Sources: FAO and UBOS 

 

Besides food price inflation, there are other factors which have contributed to the current 

inflationary pressures in Uganda, although they are of lesser importance. The exchange rate of 

the Ugandan Shilling against a weighted basket of the currencies of our trade partners has 

depreciated by 16 percent during the 12 months to May, raising the domestic prices of imported 

items such as clothing and consumer durables. This has been exacerbated by higher inflation in 

many of the counties from which Uganda sources its imports, such as Kenya. Among the non 

food components of the CPI, the prices of items which are predominantly imported, such as 

clothing, footware and household goods, have risen much more rapidly than the prices of 

services which are all produced in Uganda. Whereas annual inflation of clothing and footware 

and household goods exceeded 20 percent, annual services inflation has been very subdued and 

stood at only 2.6 percent in May. Higher fuel prices have also contributed to inflationary 

pressures. Domestic fuel prices have been pushed up by a combination of exchange rate 

depreciation and higher global oil prices; the dollar value of a barrel of oil on global markets 

has risen by 44 percent over the last 12 months. 
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3. What can be done to tackle inflation? 

 

Over the long term inflation is essentially a macroeconomic phenomenon. Chronic inflationary 

pressures arise when aggregate demand, which refers to the demand for all goods and services 

produced in the economy, outstrips the supply of these goods. The main macroeconomic policy 

tool used to control inflation is monetary policy. Monetary policy aims to influence demand 

from the private sector – private consumption and private investment - which accounts for 

about 85 percent of total final expenditure in the economy. Although monetary policy can be an 

effective tool for controlling inflation over a medium to long term horizon, it is much less 

effective at controlling the prices of commodities such as food and fuel in the short term. This 

is because short term commodity prices are often driven by supply side factors rather than by 

aggregate demand, especially when the supply of these commodities is subject to shocks, which 

can arise from the weather, natural disasters or geopolitical factors. Monetary policy cannot 

bring rain when there is drought.    

 

In circumstances such as those which prevail today in Uganda, when inflation has been driven 

up mainly by supply shocks to food prices, a central bank faces a macroeconomic dilemma; it 

must chart a course between the twin dangers of allowing high inflation to become a permanent 

feature of the economy and pushing the economy into recession in an effort to drive inflation 

back down too quickly. 

 

Figure 6: Weekly Price Indices for Food Crops in Kampala (2005/06=100): January-

June 2011  

 
Source: UBOS 
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The challenge facing monetary policy, the primary objective of which is the control of 

inflation, is as follows. Supply side shocks to commodity prices are usually temporary 

phenomena; prices rise and fall in a cyclical manner. Hence it is reasonable to expect that food 

prices will fall back when food supplies improve. There are already indications that food prices 

have started to fall back in recent weeks. Figure 6 depicts the weekly price indices for food 

crops sold in Kampala, for each week of 2011 up to the first week of June. Food crop prices 

peaked at the end of April and have since dropped back, by about 17 percent. Hence it is 

probable, though not certain, that food price inflation will fall over the course of the next 12 

months; it is not certain because we cannot forecast accurately whether or not there will be 

another supply shock to food prices. 

 

Even though food prices are likely to decline in the coming months, the danger which monetary 

policy must confront is that the current high rates of food price inflation might trigger higher 

inflation more generally in the economy. This is sometimes referred to as the “second round 

effects” of a price shock and could occur if workers demand higher pay to compensate them for 

the increase in the cost of living, if firms raise the prices of their output because their input 

costs have increased or because the public adjusts their expectations of future inflation 

upwards.  

 

If these second round effects take hold, the current high inflation may become persistent and 

outlast the food supply shock. Hence monetary policy has to act on those prices which it can 

influence, to ensure that the inflation of these prices does not accelerate. The prices which 

monetary policy can influence are those which are mainly determined by the level of aggregate 

demand in the economy; these are most of the non food prices with the exception of fuel prices.  

 

The course which monetary policy should take is not simple, however. If the Bank of Uganda 

were to be too aggressive in trying to bring inflation down quickly, there would be adverse 

consequences for real output and hence employment and incomes. The danger is that an overly 

aggressive tightening of monetary policy would squeeze demand for non food goods and 

services in the economy, thereby causing output in these sectors to fall. These sectors comprise 

over three quarters of GDP. Hence the economy would suffer a recession.     

 

The view that we have taken in the Bank of Uganda is that it has been necessary to tighten 

monetary policy to curb “second round effects” on inflation, because private sector demand 

was very buoyant in the first half of 2010/11 and also because the fiscal stance has been 

expansionary in the current fiscal year. The quarterly GDP data from UBOS bear this out: real 

GDP grew by 8 percent in the first half of 2010/11 compared to the same period in 2009/10. As 

such the Bank of Uganda began tightening monetary policy towards the end of 2010, by 

dampening the growth of monetary and credit aggregates and inducing a rise in short term 

interest rates. The rise in the interest rates on Treasury Bills can be seen in figure 7. Treasury 

Bill interest rates have risen by around five percentage points since September 2010. 
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Chart 7 Interest rates for 91 day, 182 day and 364 day Treasury Bills (percent): 

January 2010-May 2011 

 

 
Source: Bank of Uganda 

 

It is too early to say definitively whether or not the measures the Bank has already taken to 

tighten monetary policy will be sufficient to bring core inflation back down to our target level 

of 5 percent once the supply side shocks have worked their way out of the system. At the 

moment we believe that core inflation will start to fall back towards the target during the course 

of 2011/12, but if we detect further risks to the inflation prospects in the months ahead we will 

tighten monetary policy further. 

 
4. What can be done to stabilise commodity prices? 

 

Given that the major cause of the current high inflation is food price shocks, it is pertinent to 

ask what policy measures could be implemented to mitigate the impact of such shocks in the 

future. Macroeconomic policy is not an appropriate tool to tackle this problem, because food 

price shocks are mainly caused by domestic supply side shocks or shocks emanating from 

outside Uganda. Instead, structural policies are needed to strengthen Uganda’s capacity to 

produce and store food and to make food production more resilient in the face of climatic and 

other environmental shocks. Examples of such policies include: investment in irrigation and 

crop storage facilities, the introduction of disease and drought resistant varieties of crops and 

improvements in the crop market system.  

 

 



10 

 

It is not realistic, however, to insulate Uganda entirely from commodity price shocks. Such 

shocks occur even in countries with more technologically advanced agricultural sectors than 

that of Uganda. Moreover, as can be seen on chart 5, global food prices are volatile. Uganda 

cannot insulate itself from the volatility of global food prices. Uganda has a comparative 

advantage in agriculture and hence has much to gain in the long term from developing its food 

exports, especially to regional markets which often suffer from food shortages. 

 
5. Conclusion 

 

I do not want to play down the rise in inflation which is currently afflicting our economy. It is a 

serious problem which is causing hardship to many Ugandans, especially the poor. For the most 

part, the rise in inflation has been triggered by events, some of which are beyond the direct 

control of the Bank of Uganda, such as the sharp hike in food and fuel prices. Commodity price 

hikes pose an acute dilemma for monetary policy. The primary goal of monetary policy is to 

control inflation, but if monetary policy is implemented too aggressively to reduce inflation, 

there could be unwanted consequences for real output and employment, which would cause 

further hardship to Ugandans. The priority for monetary policy in these circumstances is to 

prevent the commodity price hikes from feeding through into persistent inflation in the general 

price level, so that once commodity prices have fallen back to more normal levels, core 

inflation can be brought down to its target of 5 percent.   

 


