
-y uncertainty and heavy domesmic borrowing. 

Govt bonds have been 
Positioned as secure 
Mvestment vehicles, 
Dt with factors such as 
the warin tran, many 
Wonder if the saying 
Temains true 
e R T 
BY DEOGRATIUS WAMALA 

n ordinary circumetances, this 
would appear to be a favoura- 
ble year for Ugandan government 
honds, Global inflation has been 

“Ionwing, and Africa’ risk premium over 
developed markets ha fallen toits - 

jevel since 2018, according to a JP- 
Jrgan index. Investors are once again 
talking about reforms. growth pros- 

pects and Jong term opportunities ath. 
7 than focusing primarily on debt con- 
€eme In that context.a 15 percent yield 
in a frontier market would normally 
Appear highly attractive. 
But markets rarely move in isolation. 

A sharp two day selloffollowed thees: 
Calation of fighting involving the Urit- 
©d States, Israel and Iran. Oil prices 
spiked amid fears tht a prolonged con- 
flict could disrupt Middle Eastern: sup- 
Ply.mising transport, food and produc- 
ton costs and risking a retun of infla- 
tion. Investors began selling bonds in 
Major economies, short term yields 
Tose and expectations of interest rate 
cuts weakened. 

The episode also challenged the tra- 
ditional view of government bonds as 
safe havens Instead ofising during the 
w\ml. ‘markets swung unpredicta- 
- Some investors moved quickly into 
€ash while others recalled the inflation 
shock that followed Russia's invasion 
of Ukraine in 2022. That memory has 
made markets more cautious when- 
ever geopolitical tensions threaten to 
pushcommodity prices higher 
Theanxiety 
In Uganda, investors in the bond mar- 

ket have also been unsettled, although 
for somewhat different reasons.In the 
second o Jast week of February,the 
Bank of Uganda offered a 10 year and 
220 year treasury bond, leaving many 
retailinvestors surprised by the result. 
The 20 year bond deared at a yield to 
‘maturity of 15.49 percent,the first tiine 
ithad fallen below 16.5 percent since 
August 2024.The 10 year bond, which 
matures in2035 deared at 145 percent 
even though it carried a coupon ate of 
16.25 percent. 

The difference arises because the 
price investors pay for a bond and the 
interest it pays, the coupon, are not al- 
‘ways the same. When demand s strong, 
buyers may pay above the face val- 
‘ue of a bond, which reduces the effec- 
tive yield. In Some cases investors pay 
Toughly 13 percent more than the nom- 
inalvalue. 
‘During 2025, yields were unusually 

‘high largely because of election related 
‘uncertainty and heavy domestic bor- 
‘owing, By early 2026 some of that risk 
‘had eased Investors therefore became 
‘willing to accept slightly lower returns 
and were prepared to pay higher pric- 

Varrying. The price investors pay for a bond and the interes pays are different. 

Uganda bond yields tumble 
as risk premiums normalise 

Anoil rigat the Kingfisher ol field. 
Oil pricos remain central to medium 
torm bond market outlook. PHOTO/ 
CCOURTESY OF CNOOC 

s for bonds, pushing yields below the 
‘coupon rate: Many retail investors who 
only began buying treasury bonds in 
2025 had not encountered this situa- 
tion before,so the higher upfront price 
cameas asurprise. 
A uscful reference point s the 2043 

bond issued in July 2023 with a cou- 
ponmteof 15 percent At thetimeinter- 
estrates ranged between 14 and 15 per- 
cent.Investors buying in mid 2023 se- 
cured yieldsof roughly 14.6 1015.2 per- 
cent,translating into after tax returns 
of about 13 percent. That was compet- 
itive and consistent with Uganda's mac- 
Toeconomic profile. 
Yields later climbed towards 15 8 per- 
cent before settling back into a range 
of around 15 10 15.5 percent.In that 
context,a yield of 15.49 percent today 
broadly reflects where the market trad- 
ed before political pressures and fund- 
ingstressintervened. 
Pinancial records from the Bank of 

Uganda indicate that those pressures 
intensified as 2024 approached, when 
‘market participants began pricing in 
election related fiscal expansion. At the 
same time the World Bank suspended 
new lending to Uganda in ate 2023 fol- 
Iowinglegislative developments. 
With concessional external funding 

and elections approaching, 
the government leaned more heavily 
‘on domestic borrowing By 2025 yields 
onthe20year bond had climbedabove 
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Yield. The 20-year bond yielded 
thismuchin 2025. 

Shs102 trilliona ; 
Improved activity. The turnover 
from the seconday marketin 
2025, 3 

1549w 
Yicld. That is what the 20-year 
bond was cleared at, the lowest 
since 2024. 

17 percent while several other maturi- 
ties exceeded 16 percent. Even five year 
bondsoffered around 16 percentat cer- 
tainpoints. 
‘The tuning point came in October 

2025 when the government secured 
‘more than two billion dollars in re- 
newed support from the World Bank 
and the International Monetary Fund 
over three years Atthetime public debt 
had surpassed Shs110 trillion and the 
multilateral backing signalled.a shift in 
theextenal financing landscape. 

Therepricing 
As 2026 began, that external support 

eased pressure on the domestic bond 
market. In that light a 20 year yield 
around 15 percent represents less acol- 

lapse in returns thana normalisation 
asrisk premiums compress Ninety One 
Pic.a United Kingdom based asset man- 
ager has argued that African bond mar- 
Ketsare benefiting from renewed inves- 
tor appetite. JPMorgan's Africa sover- 
eignspread index showsrisk premiums 

tolevels lastseen n 2013 
“Atthestartof 2025 long term rates v 

eraged in the mid teens. A the election 
cycle intensified. investors priced in ac- 
ditional risk, pushing yields higherSi- 
‘mon Mwebaze, managing director of 
Comerstone Asset Managers, said. 
“Historically election cycles tend 

to weaken the shilling. This time it 
strengthened, even during poltically 
sensitive moments. That resilience sus- 
gested that investors were differentiat- 
ing between political noise and under- 
Iying macro fundamentals;"he added. 
Yields peaked around the debutof the 

25 year bond, touching roughly 1825 
percent, before easing to about 17.95 
percent and then sliding further on 
subsequent 20 year auctions to around 
17.6 percent. ARter the election they de- 
clined further 
‘Mwebaze notes that the government’s 
spending plars, domestic borrowing 
targets and growth ambitions will con- 
tinue to shape the yield curve. Repric- 
ing can oceur for several reasons, in- 
cluding the rejection of expensive bids 
or the return of foreign investors. Re- 
cent auctions have indeed seen off- 
shore participation re emerge after a 
‘period of caution. 
Stronger macroeconomic indicators 

oran improved credit outlook could al- 
so compress yields The Central Bank 
Rate has remained around 9.75 per- 

cent for iz consecutive meetings.Infla- 
tion has stajed relatively lo at about 
3.1 pervent as of January,comfortably 
within the central bank's 5 percent tar- 
et 
Under those conditions the probabil- 

ity of a policy rate reduction appears 
areater than that of a hike. If the Cen- 
tral Bank Rate falls, further repricing 
alongthe 7ield curve wonld be livehy 
Howerer periods of heightened glob- 

al uncertainty can sl that process. 
During such moments capital tends to 
floms torards safe harven assets such as. 
#0ld. cash and United States treasury 
securities. That shift could flatten the 
‘pield curve r s the pace at whichlo- 
cal yilds decl 
Uganda's bond market stil retains 

structural attractions. Inflation re- 
mains belw target, proserving inves- 
tors purchasing power, while relative 
currency stability supports confidence 
in real retumns. Tet Uganda remains a 
net oil importer for now: A sharp rise 
in 2lobal ol prices would transmit im- 
ported inflation into the econormy and 
could pushinterest rates higher again. 
David Bateme. a research analyst at 

Crested Capital, describes 2025 as a 
strong year for activity Secondary mar- 
Xet turnove reached roughly Shs102 
trillion, up from about $hs59to Shs70 
trillion two years earlier. Primary auc- 
tion collections rose to about Shs23 
trillion while investor participation 
climbed from around $h3? trillion in 
2024 to roughly Shs47 t#flion in 2025, 
partly due totheixroduction of the 25 
yearbond. 
Bateme expects interest rates {0 re- 

main broadly within current ranges 
untilateast the third quarter, 
g0ing infrastructure commitments, oil 
pipeline investments and preparations 
for major events such as next year's AF 
rica Cup of Nations football 
ment. 
“Unless there is a significant policy 

shift or 2 sharp reduction in domestic 
borrowing needs, vields are unlikely to 
fall dramatically in the near term."he 
said. 

Therestructuring 
Andrew Mwiima, a financial mar- 

Kets consultant,views the current shift 
25 part of a broader effort to manage 
2 growing debt burden accurmulated 
over recent years. 
“For bond investors,falling yields im- 

plylower future coupons Forrisk assets 
such as equities and real estate, howev- 
ex,declining bond yields can increase 
relative attractiveness and stimulate 
demand*he said 
For eamples, when Renya Pipeline 
Company proposed its initial public 
offering, it argued that declining bond. 
yieldscreated vourable conditions for 
equityissuance. 

(8 CamScanner


