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EXECUTIVE SUMMARY

Global economic outlook projected to rebound in 2021 after being hit hard in 2020.

According to the International Monetary Fund's (IMF) World Economic Outlook (WEQO)
update published in July 2021, the world economic growth is projected to recover from a
contractionof3.2 percentin 2020, growingby 6.0 percentin 2021, and 4.9 percentin 2022.
Although the 2021 forecasts is unchanged from April projections, there are offsetting
revisions across advanced economies and emerging market and developing economies
reflecting differences in pandemic developments and policy shifts. The 0.5 percentage
points higherfor2022thaninthe April forecasts, derives largelyfromtheforecastupgrade
for advanced economies, particularly the United States, reflecting the anticipated
legislation of additional fiscal supportin the second half of 2021 and improved health

metrics more broadly across the advanced economies group.

The domestic economy expected to further improve in 2021Q2 despite the 2" wave
of the pandemic.

Rwanda’'s economy continues torecover from adverse effects of the COVID-19 pandemic.
Despite the second wave of the COVID-19 pandemic that led to movement restrictions
between December 2020 and February 2021, the real GDP growth stood at 3.5 percentin
2021Q1 after three consecutive quarters in recession. The Composite Index of Economic
Activities (CIEA) increased by 32.4 percent against a decline of 9.4 percentin 2020Q2,
pointingto a strong economic performance in 2021Q2. These developments have been
supported mainly by fiscal and monetary policy measures as well as the ease of COVID-19

containment measures.

The Rwanda’s trade recovery continued in the second quarter of 2021.

In 2021Q2, merchandise exportst more than doubled to USD 286.7 million, up from USD
142.2 million recorded in the corresponding quarter of 2020 and USD 239.3 million a
quarter earlier. The increase is owed to the continued recovery of external demand and
domestic economic activities. The bigger increase is also due to the sharp declinein the

same quarter ayear ago.
The foreign exchange market remains stable.

In 2021Q2, the Rwandan franc (FRW) depreciated by 1.51 percentversus the US dollar end

June 2021 slower than 1.58 percentin the similar period last year.

1 Merchandise exports/ imports refers to exports/imports excluding gold. It includes formal exports and
informal cross-border trade (ICBT).



The interbank rate remains steered around the Central Bank Rate.

The continuing accommodative monetary policy stance together with good liquidity
management contributed to maintaining money market rates within the interest rate
corridor. In line with the Central Bank Rate path, the interbank rates dropped by 26 basis
pointsin the first half of 2021, to 5.19 percent on average comparedto the corresponding
periodof2020. Therepoand reversereporates were set at the CBR since July 2020, inan

effort to further strengthen the monetary policy transmission mechanism.

In 2021H1, the lendingrate reduced by 34 basis points to 15.91 percent, reflectinga decline
for both corporate and individual loans. In the same period, the deposit rate increased by
12 basis pointsto 7.73 percenton average comparedto the corresponding period of 2020.

Monetary aggregates remained resilient to the impact of COVID -19.

The monetary sector remains resilient owing to the accommodative monetary policy and
different measures that were put in place to supportbanks in need of liquidity and the

financing of the economy.

The broad money M3 expanded by 5.3 percentin 202102 (Q-0-Q) higher than a growth of
4.3 percent recorded in 202101 (Q-0-Q), while growing by 17.3 percentin 202102 (Y-0-Y)
compared to 18.9 percent growth in 2020Q2 (Y-0-Y).

Theoutstanding Creditto the Private Sector (CPS) grew by 19.1 percentin 2021Q2 (Y-0-Y),
compared to 14.4 percent growth in 2020Q2 (Y-0-Y). This growth emanated from new
disbursed loans in the first half of 2021.

Headline inflation will evolve below 2.0 percent in 2021 and is projected to be around
the 5.0 percent inflation benchmark in 2022.

In 2021Q2, headline inflation decelerated to 0.7 percent from 2.1 percent recorded in
2021Q1. The decelerationin headlineinflation was reflected inits key components, mostly
dueto the baseeffect. The new projectionsindicate aheadlineinflation standingataround
0.7percentin2021land thensurgingto 5.6 percentin 2022. The expectedtrend of headline
inflationis backed by the projectedincreaseinimported and domestic costs of production
as both global and domestic economies are recovering from COVID-19 effects. However,
the risks associated with the forecasts relate to food prices that depend on weather
conditions.



I. RECENT DEVELOPMENTS AND OUTLOOK

The economic recovery from COVID-19 related contraction has accelerated in 2021Q2
supported by fiscal and monetary stimulus, as well as the ease of containment measures.
This is confirmed by the composite index of economic activities (CIEA), that increased by
32.4percentin2021Q2 from12.7 percentin 2021Q1andadecline of 9.4 percentin 202002.

High-frequency indicators evidence continuous economic recovery in 2021Q°2.

Rwanda’'s economic recovery from the COVID-19 pandemic fallout continued to gain
momentuminthefirst halfof 2021, despitethe effect of the second wave of the pandemic
between December 2020 and February 2021. Supported by the economic recovery plan,
manufacturingand buildto recover program, monetary accommodation as well as easing
of restriction measures, economic activities expanded in 2021Q2 as signaled by the
CompositeIndex of Economic Activities (CIEA). The later increased by 32.4 percent year-
on-year in 2021Q2 from 12.7 percent in 2021Q1 and a decline of 9.4 percentin 2020Q2.
Compared to the pre-Covid era, the CIEA rose by 19.9 percent, suggesting a return to the

pre-crisis levels.
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Among key components of the CIEA, the total turnovers of the industry and services

sectors expanded by 49.7 percent year-on-year, against a decline of 26.9 percent in
202002 and, were 18.4 percent higher compared to pre-COVID-19.



Chart 2: Turnovers of industry & services sectors (% change, y-0-y)
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The industry sector total sales increased by 37.1 percent in 2021Q2 (35.0 percent
compared to the pre-COVID-19 period), supported by the economic recovery plan that
included infrastructure projects, and the manufacturing and build to recover program.
These projects have positive spillovers to all industrial subsectors which recorded high
growth. Specifically, construction grew by 22.9 percent in 202102 from a decline of 8.1
percent, while manufacturing expanded by 31.7 percent from 7.6 percent. The
Manufacturing subsector benefited from increased demand for locally produced
construction materials needed by on-going public and private infrastructure projects. In
addition the subsector, was supported by improving foreign demand, as evidenced by
increased exports of manufactured products; namely milling products (+55.7 percent),
cement (+95.6 percent) and metals (+87.9 percent). The miningand quarrying subsector
recorded tremendous improvement, growing by 185.8 percent in 2021Q2 against a
decreaseof39.8 percentin2020Q2, partly underpinned by rising metal and mineral prices
on international market (+76.3 percent in 2021Q2 after — 13.2 percentin 2020Q2). The
recovery continued in the energy and water subsector as well (+71.3 percent in 2021Q2
from -13.3 percentin 2020Q2).

Similarly, the services sector recorded a strong performance in 2021Q2, with a total
turnover growth of 54.9 percent (13.2 percent compared to pre-COVID-19 period)
compared to a contraction of 26.9 percentin 2020Q2.

This positive trendismainly associated with the good performance of trade services (+53.6
percent), transportand storage (+188.3 percent), hotels and restaurants (+138.8 percent),
Information and communication (+46.0 percent) as well as financial services (+31.6

percent). Althoughthese high growth rates are partly associated to the base effect, most
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subsectors of industry and services sectors performed well as they recorded double digit
growth rates when compared to corresponding period before COVID-19. However, the
performance of hotelsremain below the pre-COVID-19 levels, reflecting sluggish recovery
of tourism industry worldwide. Indeed, global hotel bookings fell by 25.7 percentin 2021Q2
againstadropof72.0 percentin 2020Q2. In Africa, they fell by 55.0 percentfrom a decline
of92.7percentinthecorrespondingperiod of2020. UNWTO indicated thatthe devastating
impact of the COVID-19 pandemic on global tourism has been carried on into 2021 such

that the international tourist arrivals would fall by 55 percent up to 67 percent.

Sound credit to the private sector owing to continuous accomodative monetary
policy and supportive policy measures.

The outstanding Creditto the Private Sector (CPS) roseby 3.9 percentin 202102 (Q-0-Q)
and 19.1percentin 2021Q2 (YoY), due to new disbursed loans in 2021.

In 2021H1, new authorized loans (NALs) picked up by 26.0 percent, compared to the
contraction of 9.2 percent recorded 2020H1. Looking at Y-0-Y growth, NALs grew by 7.2
percentin 202102, compared to the contraction of 8.1 percentin 2020Q2, due to the base
effect related to the first lockdown (March-April 2020) to contain the spread of Covid-19.

Chart 3: Contributions of Sectorsto the Change inNew Authorized Loans (% changes)
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Headline inflation (y-o-y) is projected to evolve below 2.0 percent in 202103

In 2021Q3, headlineinflationis expected to remain below the lower bound (2.0 percent) of
the 5.0 percent inflation benchmark. The projected headline inflation mostly reflects the
developmentsin bothdomesticand global economy. Iny-0-y terms, core inflation slightly
easedin 2021Q2 and this trend is expected to continue in 2021Q3 as a result of the base



effectin transportservices inflation. However, domestic and imported costs of production

are likely to exert upward pressures on core inflation during 2021Q3.

Theupticks observed fromfoodand non-alcoholic beverage pricesin 2021Q2 are expected
to continue in 2021Q3, in line with observed developments in international food prices.
These pressures from international prices are likely to be eased by lower food prices
following good agricultural production.

Energy inflation is projected to surge slightly in 2021Q3 and this rise is attributed to the
continuoushike observedintheinternationaloil pricesas globaleconomiesarerecovering
from the Covid-19 pandemic. Unlike liquid fuels, solid fuels are expected to remain stable

despite the dry season that sets in.

Despite the pressures observed, the 12-months moving average headline inflation is

projected to evolve below the 5.0 percentinflation benchmark in 2021Q3.
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According to the International Monetary Fund's (IMF) World Economic Outlook (WEQO)
update published in July 2021, the world economic growth is projected to recover from a
contractionof 3.2 percentin 2020, growing by 6.0 percentin 2021, and 4.9 percentin 2022.
Growth projections for 2021 is unchanged from April forecast while projections for 2022
are 0.5 percentage points stronger than in April forecast, reflecting US anticipated
legislation of additional fiscal supportinthe second halfof 2021as well as improved health
metrics more broadly across the advanced economies group.

Global growth projected to recover in 2021 after being hit hard in 2020.
According to the International Monetary Fund’'s (IMF) World Economic Outlook (WEO

update) publishedin July 2021, the world economic growthis projectedto recoverfroma
contractionof 3.2 percentin 2020, growing by 6.0 percentin 2021, and 4.9 percentin 2022.
The contraction for 2020 was the worst contraction sincethe global financial crisis, owing
to the COVID-19 pandemic outbreak. Even though the 2021 forecasts are unchanged from
April projections, thereare offsettingrevisions across advanced economies and emerging
market and developing economies reflecting differences in pandemic developments and

policy shifts.

The projected growth for 2022 is 0.5 percentage points higher than in the April forecasts,
resultinglargely fromtheforecastupgrade for advanced economies, particularly the United
States, reflecting the anticipated legislation of additional fiscal supportin the second half
of 2021 andimproved health metrics more broadlyacrosstheadvanced economiesgroup.
However, uncertainty surroundingthe global projectionsremainshigh, primarily related to

the prospects of emerging market and developing economies.

With regard to pandemic related downside factors, global growth would be weaker than
projectediflogisticalhurdles inprocuringand distributingvaccinesin emerging marketand
developingeconomies lead to an even slower pace of vaccination than assumed. Such
delays would allow new variants to spread, with possibly higher risks of breakthrough

infections among vaccinated populations.

In addition to the downside factors but beyond pandemic —related factors, social unrest,
geopolitical tensions, cyberattacks on critical infrastructure, or weather-related natural

disasters could further weigh on the global recovery.

Furthermore, the assumed fiscal impulse in the United States may be weaker than
expected if legislated infrastructure and family support packages turn out smaller than
announced orif the multiplier effectonactivity is weaker than assumed. This would lead to
lower US growth than in the baseline, with smaller spillovers to trading partners. Growth

could also disappointrelative to theforecastif financial conditions were to tighten abruptly,
8



for instance if inflationary pressures persist longer than expected and lead to another

reassessment of the monetary policy outlook.

On the upside, better global cooperation onvaccines could help prevent renewed waves of
infection and the emergence of new variants, end the health crisis sooner than assumed,
and allow for faster normalization of activity, particularly among emerging market and
developingeconomies. Moreover, asooner-than-anticipated end to the health crisis could
lead to a faster-than-expectedrelease of excess savings by households, higher confidence,

and more front-loaded investment spending by firms.

Chart 5: GDP growth and projections across regional blocks (% change)
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In 2021, economic growth in advanced economies is projected to recover by 5.6 percent
after acontractionof4.6percentin 2020, reflectingrecovery in allmajor economies. These
economies include the United States (7.0 percent after -3.5 percent), Eurozone (4.6
percent after -6.5 percent), United Kingdom (7.0 percent from -9.8 percent), and Japan
(2.8 percent from -4.7 percent). GDP growth prospects for 2021-2022 have been revised
up by 0.5 and 0.8 percentage points respectively, from expected further normalization in

the second half of 2021 as vaccine rollout proceeds and with additional fiscal support.

Relative to the April WEO projections, the US growth projections are revised up by 0.6
percentage pointsin 2021and1.4 percentage pointsin 2022, reflectinganticipated further
fiscal support. The significantly improved outlook for the US economy derives from the
impactof anticipated legislation boostinginfrastructureinvestmentand strengtheningthe
social safety net in the second half of 2021. The additional supportis expected to lift US
GDP growth by 0.3 percentage points in 2021 and by 1.1 percentage points in 2022, with

positive spillovers to trading partners.



Contrary, Japan's 2021 projections are revised down by 0.5 percentage points, mostly
reflecting tighter restrictions in the first half of the year as caseloads picked up, but
anticipatedto see a stronger reboundinthe second halfof 2021, as vaccination proceeds
and the economy fully reopens, improving its growth forecast for 2022 to 3.0 percent.

Emerging market and developing economies are projected to recover by 6.3 percent in
2021, after contracting by 2.1 percent in 2020, and projected to grow by 5.2 percentin
2022. The forecast for the group was revised down by 0.4 percentage points in 2021
compared with the April WEO projections, largely attributed to growth markdowns for
emerging Asian economies, while growth forecasts for other regions have generally been
revised up for 2021, largely reflecting the stronger-than-anticipated outturns in the first

quarter.

InChina, GDP growthis projectedat8.1percentin 2021, from 2.3 percentrecordedin 2020.
Comparedtothe projected growth of 8.4 percentin April 2021 WEO forecast, the projected
growth for 2021 was revised down by 0.3 percentage points on scaling back of public
investment and overall fiscal support. In 2022, the Chinese economic growth is projected

at 5.7 percent.

Accordingtothe IMF July 2021 WEO update, India's economy is projected to recover by 9.5
percentin 2021, froma contraction of 7.3 percentrecordedin 2020, and projected to grow
by 8.5 percent in 2022. The projections for 2021 have been revised down by three
percentage points, following the severe second COVID-19 wave during March—May 2021.

The Sub-Saharan African economy is unchanged relative to April WEO forecast of 3.4
percentin 2021, compared to a contraction of 1.8 percentin 2020, reflecting economic
recovery mainly in Nigeria (2.5 percent) and South Africa (4.0 percent). The unchanged
revisionreflects anupgrade for South Africafollowingastrongpositivesurprisein the first
quarter of 2021 offset by downwardrevisionsin other countries. The worsening pandemic
developments in Sub-Saharan Africa are expected to weigh on the region’s recovery, and
tourism-reliant economies will likely be the most affected. However, projections for 2022

were slightly revised up by 0.1 percentage pointto 4.1 percent.
Higher global commodity prices induced by a rebound in global demand.

In 2021Q2 (y-0-y), global commodity prices increased, reflecting a rebound in global
demand. Energy prices rose highly by 121.1 percentfromadrop of 51.3 percentin 2020Q2,
attributed mainly tothe risein crude oil prices. Non-energy commodity pricesincreased by

45.6 percentin2021Q2, afteradecline of 5.7 percentin 202002, owingto higher prices for
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metals & minerals, agricultural commodities, andfertilizers. Inthefirst half of 2021, global
commodity prices increased, reflectingareboundin global demand. Energy prices rose by
63.1 percentfrom adrop of 36.6 percentin the first half of 2020, attributed mainly to the
risein crude oil prices. Non-energy commodity pricesincreased by 36.5 percentin 2021H],
after a decline of 3.4 percent in 2020H1, owing to higher prices for metals & minerals,

agricultural commodities, and fertilizers.

Chart 6 - Commodity Prices Index in Nominal US Dollar (2010=100)
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Global energy prices are projected to furtherincrease by 36.2 percentin 2021 and by 6.1
percent in 2022, attributed mainly to the projected rising crude oil prices. Non-energy
prices areprojectedtoincreaseby 26.5 percent, followingthe projectedincrease for metals

& minerals, and agricultural commodities mostly food prices.

In 2021Q2, crudeoil pricesincreased sensitively by 121.3 percenton average compared to
a decline of 53.4 percent in 2020Q2, following the rebound in global demand. In the first
half of 2021, crude oil prices increased by 59.2 percent on average compared to a decline
of36.8 percentin the firsthalfof2020. In July 2021, IMF projected oil prices toincrease by
56.6 percent, from USD 41.30/barrel in 2020 to USD 64.68/barrel in 2021, reflecting an

expected rise in oil consumption.
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Chart 7: Crude Qil Price Developments (USD/barrel)
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In 2021Q2, average prices for agricultural commodities increased by 32.4 percent from a
decline of 1.5 percentin 2020Q2, driven by supply shortfalls and stronger-than-expected
demand in some oils and meals. In the first half of 2021, average prices for agricultural
commoditiesincreased by 26.1 percent from 0.6 percent in the first half of 2020, due to
therisingprices of food (33.7 percent); of which oils & meals, grains, and other foods prices
rose by 55.4 percent, 31.5 percentand 11.5 percent, respectively. Agricultural commodity
prices are projected to further increase by 13.5 percentin 2021, attributed mainly to the
projected rising food prices (17.1 percent), and beverages (1.4 percent), of which coffee
Arabica (5.4 percent), and coffee Robusta (5.3 percent).

Metals & mineral prices wentup highly by 76.3 percentin 202102, comparedto a decline
of 13.2 percentin 2020Q2, reflecting the impact of rising demand that favored industrial
production activities. Prices increased for precious metals as uncertainties overshadowed
prospects for the global economy and increased the demand for safe-haven assets.
Precious metals rose by 13.7 percent after an increase of 27.0 percentin 2020Q2. In the
firsthalf of 2021, metals & mineral prices rose by 60.5 percent comparedtoa drop of 10.3
percent in the first half of 2020, reflecting the impact of rising demand that favored
industrial production activities. Metals & mineralpricesare projected to increase further by
30.5 percentin 2021, attributed mainly to the projected increase of tin prices by 46.0
percent, but will later drop by 12.1 percentin 2022.

Prices for fertilizers increased by 57.4 percent in 2021Q2 from a drop of 17.8 percent in
202002. In thefirst half of 2021, prices increased (y-0-y), by 45.2 percent, after adecline
of 16.8 percentin the corresponding half of 2020. The World Bank projects an increase of
27.0 percentin 2021 and adecrease of 4.9 percentin 2022.
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Global inflation expected to remain subdued untill 2022.

World annual averageinflationis projected at3.5 percentin 2021 from 3.2 percentin 2020,
following a rebound in global demand and rising commodity prices. In some emerging
market and developing economies (Sub-Saharan Africa and the Middle East and Central
Asia), food prices have increased significantly amid shortages and the rise in global food
prices. Currency depreciation has also lifted prices of imported goods, further adding to

overall inflation. Global inflation is projected to ease to 3.2 percentin 2022.

In advanced economies, consumer priceinflationis expectedto increaseto 2.4 percentin
2021 from 0.7 percent in 2020, reflecting stronger economic activities and higher
commodity prices. The annual average inflationis projected to rise to 2.3 percentin 2021
from 1.2 percentin 2020 in the United States, at 1.4 percent from 0.3 percentin the Euro
zone, and at 1.5 percent after 0.9 percent in the United Kingdom, over the same period,

leaving room to Central Banks for further monetary easing.

In the emerging market and developing economies, inflation is projected to rise to 54
percentin 2021, from5.1percentin 2020, but projectedtoeaseto 4.7 percentin2022. The
Chinese annual average inflation is projected to ease at 1.2 percent in 2021, from 2.4

percentin 2020, and projected at 1.9 percentin 2022.

?hartS Global inflation and projections across regional blocks (% change)
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Advanced economies
Sub-Saharan Africa J

In Sub-Saharan Africa (SSA), annual headline inflation is projected to ease to 9.8 percent
in 2021, from 10.8 percentin 2020, following projected falling inflation rates in Zimbabwe
(99.3 percentfrom557.2 percent), Ethiopia (13.1 percentfrom 20.4 percent), Democratic
Republic of Congo (10.9 percent after 11.3 percent), and Senegal (2.0 percent from 2.5

percent). Sub-Saharan Africa’s inflationis projected to ease furtherto 7.8 percent in 2022.
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In the five countries of the East African Community (EAC-5), annual headline inflation is
estimatedto easeat 4.4 percentin 2021, from 4.5 percentin 2020, reflectingthe projected
lower inflation ratein Burundi (4.1 percentfrom 7.3 percentin 2020), Rwanda? (2.5 percent
from 7.7 percent),and Kenya (5.0 percentcomparedto 5.3 percent). The EAC-5 stable and
low inflation is attributed to the good agriculture productionowing to favorable weather

conditions, and effective monetary policies implemented by Central Banks.

Headline inflation stood at 2.1 percent in 2021Q2 and it is projected to evolve below 2.0
percentin the coming months, averaging at 0.7 percentin 2021. Over the policy horizon,
core inflation is expected to slightly hike in 2022 and 2023, reflecting the increase in
domestic and imported costs of factors of production following the recovery in economic
activities. International food prices are expected to create upward pressures on food
inflation but this trend is projected to be reversed towards the end of 2022 as the
international food prices stabilize. Similarly, the costs of producing energy items are
expected to exert upward pressures on energy inflation following the rise in the
international oilprices. In view of theabove, headlineinflationis projected to increase to 5.6
percentin 2022.

The recovery in global economy is expected to have positive effect on domestic economy
in the medium term.

IMF's projections of globaleconomyin2021remained at 6.0 percentas published by World
Economic Outlook in July 2021. The projections in July 2021 also indicate a growth of 4.9
percent in 2022 (from 4.4 percent forecasted back in April 2021). The expected upward
trend in global economy for 2021-2022 reflects mainly the positive impact from the
vaccination campaigns, the continuous fiscal support and the rebounding demand. For
someregions such as USA and the Eurozone, the economies are likely to produce above
their full capacity in the medium-term. However, inflation remains globally well-anchored
especiallyinadvanced economies, with monetary authorities maintainingaccommodative

monetary policy stance.

2 n this paragraph, we use IMF projections published in April 2021 for consistency with other EAC countries.
In subsequent sections, inflation projection has beenrevised downward in NBR August 2021 forecastround.
14



The increasing trend of the global commodity prices is projected to continue and will
continue to exert pressures on imported inflation.

Since 2021, commodity prices surged on the back of theglobal recovery from the recession
recordedin 2020, improved growth prospects and commodity-specific supply factors for
crudeoils andfoodstuffs. Goingforward, the World Economic Outlook reportof July 2021
indicated that commodity prices are projected to increase significantly at faster pace than
previously projectedin April 2021. With this upward trend, oil pricesin 2022 and 2023 are
expected to reach above the levels recorded in 2020, as the global demand continues to

steadily hike.

In 2021, non-oil commodity prices are also expected to rise to nearly 30 percent above
2020 levels, reflecting particularly strong increases in the price of metals and food items.
The expectedriseinfoodpricesis explained by excess demand for food stuffs though this
trend may reverse going forward (2022 and 2023). Some risks vis-a-vis the trend in
commodity pricesincludethedevelopments of the pandemic (forindustrial commodities)
and weather shocks (for agriculture production). The projected increase in global

commodity priceswill push upimportedinflation throughimported food and energy items.

The rise in fiscal spending is expected to continue over the medium term but it will not
create pressures on inflation.

Since the beginning of the pandemic of COVID-19 in 2020, the Government of Rwanda
intervened to limit its negative impact through fiscal policy measures to support the
economy. Going forward, annual budget deficits are projected to rise following the
additional spending over FY20/21-FY22/23, reflecting the measures to first truck the
rolloutof COVID-19 vaccines and other initiatives thatarelinked to government’s priorities
to boost domestic economic activities. Despite the expected increase in fiscal deficit to
support the economic recovery, this path will not create pressures on inflation going

forward.

The domestic economic growth is projected to continue recovering and may return to
its pre-pandemic trend over the policy horizon.

In the pasttwo quarters, the domestic economy recorded positive growth from the 2020
recession.In2022and 2023, projections pointto continued recovery of domestic economy
supportedbyrisingglobal demand and domestic policies putin place to stimulate demand
innon-agriculturalsectors. With the expected systematic reopening of economicactivities,

the recovery in outputis likely to evolve around the pre-pandemic levels (for 2019Q2) by
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2022Q2, though uncertainties remain, depending on the developments in outbreak of
COVID-19.

1.3.3 Projections of key macroeconomic indicators

Taking into account the projected developments in the global economy and commodity
prices, domestic fiscalspending and other key macroeconomic variables, headline inflation
is projectedto stand around 0.7 percentin 2021. Headlineinflationwill thenincrease to 5.6
percentin2022. Other key macroeconomicindicators areprojectedto evolve as shownin

figure 2 below.

Chart 9-Projections of key macroeconomic variables
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II. DOMESTIC ECONOMIC DEVELOPMENTS

The Rwandan economy has been gradually recovering from the adverse effects of COVID-
19, on the back of sizeable fiscal and monetary support. The real GDP increased by 3.5
percentin 202101 after -0.6 percentin 202004, -3.6 percent in 202003 and -12.4 percent
in 202002.

Gradual recovery of domestic economy from the recession caused by the COVID-19
pandemic.

Rwandan economy has been gradually recovering from the adverse effects of COVID-19
pandemic, which led to a contraction of economic growth of 3.4 percentin 2020. Despite
the secondwave of infections that prompted a partial lockdown, real GDP growth stood at
3.5percentin2021Q1 mainly dueto good performanceinagriculture andindustry sectors,

following three consecutive quarters of contraction.

The agriculture sector grew by 6.8 percent in 2021Q1, from a decline of 0.5 percent in
20200Q1. This improved performance was led by good harvest of food crops during 2021
agricultural season A, supported by favorable weather conditions and increased use of
agricultural inputs, notably fertilizers and improved seeds. Food production increased by
7.0 percentand represented 64.8 percent of 2021Q1 agriculture’s value added. Moreover,
exportcrops productionroseby 7.0 percent fromadecrease of15.7 percent, led by coffee
that represented 42.3 percentofthe subsectorand which productiongrew by 30.3 percent
against a contraction of 37.7 percentin 20200Q1.

Industrial production recorded a growth of 9.7 percent in 202101 from 1.9 percent in
202001, supported by fiscal and monetary policy measuresto help theeconomy to recover
from the adverse effects of COVID-19. The recovery process is observed across all
industrial sub-sectors. Mining and quarrying grew by 3.3 percent from a decline of 26.3
percent, mainly supported by increasing mineral pricesoninternational markets. The price
index for metals and minerals increased by 45.6 percentin 2021Q1 from a contraction of
7.4 percentin 202001

Manufacturing and construction grew by 8.3 percent and 14.4 percent in 2021Q1
respectively, benefiting from aforementioned measures which included infrastructure
projectsthatled to increased demandforlocally produced construction materials suchas
metal products (+28.8 percent) together with paints and varnishes (+63.1 percent),
therefore contributing to a fast recovery of industry sector. The good performance of

manufacturingindustries was also linked to positive contribution from food processing
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(+7.2 percent), beverages (+4.1 percent) and furniture as well as other manufactured
products (+15.6 percent).

The services sector, though recovering (-0.4 percent in 202101 from -3.3 percent in
202004), remained constrained by adverse effect of COVID-19, especially tourism related
services. The global evolution of the pandemic as well as related containment measures
haveledtoadeclineof 83 percentininternationaltouristarrivals in2021Q1. This led to poor
performanceofairtransport(-54.6 percentin 2021Q1from-15.3 percentin 2020Q1), travel
agents and tour (-43.3 percent in 2021Q1from +24.4 percentin 2020Q1) as well as hotel
and restaurant (-34.4 percent in 2021Q1 from +3.3 percent in 2020Q1) subsectors. In
2021Q1, overalltransportservices contracted by 13.9 percent as the poor performance of
air transport added to the impact of the partial lockdown that caused a decline of 1.3
percentinland transportoutcome. Thedomestic partial lockdown has also contributed to
the poor performance of hotel and restaurants subsector.

Therecovery of services sectorwas associated with the good performance of information
and communication (+18.2 percent), financial services (+10.4 percent), real estate (+3.0

percent), education (+5.3 percent) and professional, scientific & technical services (+10.1

percent).
Chart 10: Real Gross Domestic Product (percentage change)
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The domestic demand slowed down amid partial lockdown

The domestic demand has been recovering from COVID-19 induced shock helped by
resumption in economic activities as well as government supportive measures. From a
contraction of 12.1 percent in 202002, it grew by 0.9 percentin 2020Q4 before a decline
by 0.7 percentin 202101
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The slowdowninrecovery of domestic demand emanates mainly froma declinein private
consumption. Thelater decreasedby 2.1percentin 2021Q1whileitgrewby 0.6 percentand
4.1 percent in 202004 and 2020Q1 respectively. This trend reflected mainly the partial
lockdownimposed between January and February 2021 to contain the spread of the virus
amid the second wave of infection that started in mid-December 2020. However, this
negative contribution from private consumption was partly offset by an increase in
investment (+3.1 percent in 2021Q1 after a decline of 2.9 percent and 7.9 percent in
202004 and 2020Q3 respectively), of which investment in gross fixed capital formation
grew by 15.8 percentin 2021Q1 from 0.0 percentand -0.7 percent, respectively in 20200Q4
and 2020Q3.. Construction investment, representing 61.6 percent of gross capital
formationin 202101, grew by 14.3 percentin 202101 against 5.4 percentin 2020Q1. The
expansion of fixed investmentis linked to the aforementioned infrastructure projects that

played a notable role in the current observed Rwanda’s economic recovery.

Chart 11: Domestic demand (percentage change)
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Rwanda’s trade recovery continued in the second quarter of 2021.

In 2021Q2, merchandise exports® more than doubled to USD 286.7 million, up from USD
142.2 million recordedinthe same quarter of 2020 and USD 239.3 milliona quarter earlier.
Theincreaseis owedto thecontinuedrecovery ofexternal demand anddomestic economic
activities. The bigger increaseis also due to the steep declinein the same quarter a year

ago.

Traditional exports revenues grew by 47.8 percent, year -on-year, in 2021Q2 amounting to
USD 67.0 million, up from USD 45.3 million in 2020Q2, due to increased receipts from

3 Merchandise exports/ imports refers to exports/imports excluding gold. It includes formal exports and
informal cross-border trade (ICBT).
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coffee exports (+39.3 percent), tea (+2.7 percent) and minerals (+13S.4 percent),
reflecting improving global commodity prices and value addition in minerals. In addition,
exports quantities in the period under review went up significantly compared to the same

period of last year as the supply disruptions caused by the pandemic reduce.

Moreover, non-traditionalexports reboundedin 2021Q2, registering USD 84.3 million from
USD 34.0 million ayear ago, an increase of 148.7 percent, mainly attributed to increased
exports of horticulture products to European market as well as manufacturing exports
mainly composed of constructionmaterialsto neighboring countries. Lastly, receipts from
re-exported products soared by 83.6 percentyear-on-year inthe second quarter of 2020,
standingat USD 115.0 million from USD62.6 million recorded in 2020Q2, largely drivenby
re-exports of food products while revenues from Informal Cross-Border Trade (ICBT)*
amounted to USD 19.5 million.

Merchandise imports rose by 43.2 percent mainly driven by higher demand of consumer
goods (+42 percent) largely food products, capital goods (+35 percent) mainly industrial
and electrical equipment, intermediary goods (+48.1 percent) in large part driven by
industrial products; and lastly energy (+29.4 percent). The increasein imports reflected

the rebound of domestic economic activities in the period under review.

By including gold, total exports amounted to USD 382.4 million in the second quarter of
2021, up from USD 263.8 million, representing an increase of 45 percent year-on-year.
Totalimportsincreased by 32.6 percent, year-on-year,amountingto USD 892.3 million, up
fromUSD672.8 millionrecorderinthecorresponding period of lastyear. As a result, total
trade deficitwidened by 24.7 percentamountingto USD 509.9 million in 2021Q2 from USD

409.0 million recorded a year earlier.

Projections for 2021 show that the external position will improve compared to last year,
buoyed by the Rwandan plan to roll out the vaccinefor COVID-19 and improved therapies.
However, thereare risks to these projections. Downsiderisksincluderenewed waves, virus
mutations, and difficulties in accessing the vaccine in many developing countries might
delay the recoveryin trade, travel, and tourism. On the financing side, FDI and private
borrowingare likely to remain subdued, butRwanda could attract additional donor inflows
and disbursements for the existing project, notably Bugesera airport. Projections indicate
that the CAD will widen to 13.4 percent of GDP in 2021, up from 12.2 percent estimated in
2020. However, Rwanda's external vulnerability remains marginal as the gross

international official reserves remain adequate. The coverage of foreign reserves is

4|CBT trade was suspended during April-October 2020 due to closure of bordersin order to reduce the
spread of the pandemic. However, at the end of November some borders with DRC resumed.
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estimated at 5.1 future months of imports in 2021, before decelerating towards 4.0 in the

medium term.

2.2 Financial and monetary developments

In May 2021, the Monetary Policy Committee (MPC) decided to maintain an
accommodative monetary policy stance by keeping the Central Bank Rate (CBR) at 4.5
percent. In addition, the increase of NBR's liquidity injection through reverserepo and the
riseingovernmentspending contributed to the stability ofliquidity in the banking system.
As a result, excess reserves by banks which is the surplus on the regulatory reserve
requirement has rebounded. In 202102, broad money and outstanding credit to private
sectorgrew by 17.3 percent and 19.1 percent (y-o-y), respectively.

Money market rates remained steered around the central bank rate. Regarding market
rates, in 2021H1 (y-o-y), the average lending rate reduced by 34 basis points to 15.91
percent, reflecting a decline for both corporate and individual loans.

The growth of banking system liquidity owing to the rebound in excess reserves.

In June 2021, the banking system liquidity has rebounded with a growth pace of 19.9
percent to FRW 404.7 billion, from FRW 337.5bn recorded in March 2021. This growth is
entirely attributed to the reboundinexcessreserves ontheback ofincreasein government
spending recorded in June.

Chart 12: Excess reserves in the Banking System (FRW billion)
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Money Market rates were largely steered around the central bank rate.

The Monetary Policy Committee (MPC) decided in May 2021 to maintain an
accommodative monetary policy stance by maintainingthe central bank rate (CBR) at 4.5
percent to assistthe economy during the COVID-19 epidemic. Money market rates were
steered around the central bank rate as a result of prudent monetary policy

implementation.
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Theinterbankrates droppedby 26 basis pointsinthe first half of 2021, to 5.19 percent on
average compared to the corresponding period of 2020.The repo and reverse repo rates
were steered at the CBR since July 2020, in an effort to further strengthen the monetary
policy transmission mechanism.

Chart 13: Money market rates developments
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As regards market rates, the lendingrate reduced by 34 basis points to 15.91 percent,
reflectinga decline for both corporate and individual loans. Conversely, the deposit rate
increased by 12 basis points to 7.73 percent on average compared to the corresponding
periodof2020.As aresult, thespread between thelendingrate and the depositrate fell by
46 basis points to 8.18 percent onaverage in 2021H1, down from 8.64 percentin 2020H1.

Chart 14: Market interest rates (percent average)
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The foreign exchange market remains stable.

Comparedtothesameperiodoflastyear, thedepreciationofthe FRW was relatively muted
in 2021Q2, owing to improvement in foreign inflows despite higher demand for forex
compelled by recovering economic activities and rising imports to cater for Covid-19
related needs. The Rwandan franc depreciated by 1.51 percent versus the US dollar end
June 2021 slower than 1.58 percentin the similar period last year. This slow depreciation
rate reflects a gradual improvementin foreign inflows despite high demand for forex to

cater for growing imports.

EndJune 2021, the local currency depreciated also by 3.26 percentagainstthe Poundafter
againof4.74percentendJune2020. Thefrancadvancedby1l.73 percentand5.23 percent
versus the Euro and the Yen respectively, against respective decline of 1.94 percent and

2.84 percentin the corresponding period last year.

Table 1: Appreciation/Depreciation rate of FRW against selected currencies

- FRW/USD | FRW/GBP : FRW/EUR [ FRW/JPY | FRW/KES | FRW/TZS : FRW/UGS | FRW/BIF

Dec-18 4.04 -1.96 -0.07 6.20 177 1.93

Dec-19 494 8.48 2381 6.25 453 3.73 513 -0.24
Dec-20 5.42 9.42 15.71 11.43 -1.34 5.66 7.17 253
Jan-21 0.28 0.94 -1.29 -1.00 -0.49 0.40 -0.82 0.18

Feb-21 0.46 294 -0.69 -2.39 -0.04 0.46 -0.27 0.27
Mar-21 0.70 152 -4.09 -6.29 0.42 0.70 015 031

Apr-21 0.99 3.48 -0.43 -4.25 231 0.99 283 0.50
May-21 122 554 0.45 -4.78 2.76 1.22 3.98 -0.45
Jun-21 151 3.26 -1.73 523 283 151 410 -0.56
Jun-20 1.58 -4.74 1.94 284 -2.52 1.81 0.64 0.24

Source: NBR, Monetary Policy Department

Compared to regional currencies, the FRW lost ground against the Kenyan Shilling,
depreciating by 2.83 percent against an appreciation of 2.52 percent end June 2020. It
depreciated furtherversus the UGS, losing 4.10 percentafter 0.64 percentrecordedin the
previous year. The national currency erased some previous losses versus the Tanzanian
shilling and gained against the Burundian franc. The franc lost1.51 percent compared to
the TZS andadded 0.56 percentvis-a-vis the Burundian Franc whileitlost1.81 percentand
0.24 percentin the corresponding period last year.

Compared to a basket of currencies of Rwanda's main trading partners, the FRW
depreciated in real terms by 13.5 percent (y-o0-y) end June 2021, against a 4.5 percent

appreciation recorded during the corresponding period in 2020.

This was mostly attributable to higher nominal depreciation of the franc against the
currencies of some major trading partners, and higher prices of foreign goods than

domestic ones. In nominal effective terms, the FRW depreciated by 9.0 percent end June
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2021, comparedtoadepreciation of 2.2 percentend June 2020. Weighted foreign inflation
rose to 3.9 percent from 1.9 percent end June 2020 while domestic inflation stood at

negative 0.2 percent compared to 9.0 percentin the corresponding period 2020.

Chart 15: Drivers of REER movement
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Broad money M3 kept increasing in 202102, in line with the accommodative monetary
policy stance.

Broad money M3 grew by 17.3 percent in 202102 (y-o-y) compared to 18.9 percent in
202002. This high growth was mainly driven by agrowth in Credit to Private Sectorof19.1
percent, followed by a growth in Net Credit to Government(138.4 percent) and a growth in
Net Foreign Assets (7.3 percent).

Looking at g-0-q changes, the broad money M3 expanded by 5.3 percentin 2021Q2 (g-o-
q) higher than a growth of 4.3 percentrecordedin 2021Q1 (g-0-q). The maindriver of this
growth was observed in the Net Credit to Government (NCG) with a growth of 1224.9
percent, followed by a growth in the Credit to the Private Sector (CPS) of 3.9 percent. The
higher contribution of NCG to the growth of M3 in 2021Q2 was attributed to the growth in
government borrowing by 8.8 percent and the drawdown in government deposits by 19.4
percent during the same period. This drawdown in government deposits is reflected in an
increased government spending which improved the net fiscal injection of liquidity in the
bankingindustry by 19.8 percentin2021Q2, as itis the normal seasonal patterns atend of
the fiscal year. The contribution of outstanding CPS remained explained by the
restructured loans in addition to the new authorized loans in the second quarter of 2021
However, the declineinthe Net Foreign Assets (NFA), the Credit to the Public Enterprises
(CPE) and Other Items Net (OIN) of —3.5 percent, —5.6 percent and -10.0 percent

negatively impacted the growth of M3. The negative contribution of NFA mainly resulted
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from the contraction of both NBR and commercial banks’ NFA on the delay of foreign
inflows for budget support and projects, amid import bill expansion by 18.3 percent in
2021Q2.

Chart 16: Contributors to M3 growth from assets side
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Concerningthebroad money M3 components, itsincrease of 5.3 percentin 2021Q2 mainly
resulted from the growth of time and savings deposits (9.0 percent), foreign currency
deposits (6.1 percent) and demand deposits (0.4 percent). Furthermore, the currency in
circulation (CIC) also positively contributed to the expansion in M3 with a growth of 10.7
percent on the back of its increasing normal trend related to higher government
expenditures in the last quarter of the fiscal year.

Consideringthey-o-y changes, the high growth in M3 (17.3 percent) was mainly driven by
a growth in Foreign currency deposits (31.8 percent), followed by a growth in time and
saving deposits (17.1 percent), demand deposits (10.5 percent), and finally CIC (10.4

percent).

Chart17: Contributors to M3 growth from liabilities side
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In the firsthalfof 2021, new authorized loans (NALs) picked up by 26.0 percent, compared
to the contraction of 9.2 percentrecordedin the firsthalf of 2020. The major sectors that
contributed to the growth in NALs in 2021H1 are restaurants and hotels (+8.7 percent),
personal loans (+6.4 percent), public works and buildings (+5.3 percent), and services
provided to the community (+3.6 percent). It is worth noting that the base effect also
explains theexperienced growthin NALs in 2021H1due to the firstlockdown thatoccurred
in March and April of last year to contain the covid-19 spread in the country.

1. INFLATION DEVELOPMENTS

In 2021Q2, headline inflation decelerated to 0.7 percent from 2.1 percent recorded in the
previous quarter. The decelerations in headline inflation were mainly reflectedin core and
energy CPlcomponents. This declining trend observedinheadline inflationresulted mostly
from the higher prices recorded last year in the corresponding period.

Headline inflation slowed down in 2021Q2 on the back of the base effect.

The drop in headline inflation was reflected in core and energy components. In 2021Q2,
coreinflation reduced to 1.2 percent from 3.2 percent, while energy inflation eased to -1.5
percent from 1.3 percent. Unlike core and energy inflation, food inflation slightly surged to

0.6 percent from a deflation of 0.4 percentrecorded the previous quarter.

Chart 18: Developments in headline inflation (y-o-y, g-o-q, percentage change)
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Core inflation (y-o-y) eased in 2021Q2 following the higher prices recorded last year
in transport services component.

The downward trend observed in core inflation (y-0-y) was mostly reflected in transport
component. Thedeclinerecordedin coretransportis on accountof the baseeffectwith the

hike of public transport fares in May 2020.
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Chart 19 : Core inflation (y-o-y, g-o-q, parentage change)
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Subdued economic activities in non-agriculture sectors exert low pressures on core
inflation (y-o-y) in 2021Q2.

Though the country putin place measures and policies to help domestic economy recover
from the Covid-19 negative shock, economic activities in non-agriculture sectors remain
moderate to create pressures on core inflation. Over the same period, the global
environment continued to weigh on the economic recovery, hence low current pressures

on core inflation.

Chart 20 : Developments in non-agricultural output gap
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Energy inflation decelerated as a result of the base effect.

Energy inflation decreased in both y-o-y and g-o-g terms in 2021Q2. The drop in energy
inflation that started in 2021Q1 and continued in 2021Q2, reflected the declines observed
in solid fuels and electricity inflations during the same period. Solid fuels inflation reduced
to -5.3 percent from 3.3 percent, while electricity inflation dropped to 0.0 percentfrom 4.9

percent. Thesedecelerations were mostly attributed to higher prices recordedlast year in
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the corresponding period. Onone hand, the prices of solid fuels remained high in 202002
as consumers were buying more solid fuels to make stocks on the onset of Covid-19. On

the other hand, electricity tariffs were revised up and these effects faded away in 2021Q2.

Chart 21 : Energy inflation (y-o-y, g-o-q, parentage change)
Energy Inflation {(percemt)

20

15

10

-1
Z018:1 2018:3 20191 Z20189:=3 2001 20203 20211

Source:NBR, Monetary Policy and Research Directorate

Regarding imported and domestic inflation, the decline observed in headline inflation in
2021Q2, resulted more from domestic than external factors. Domesticinflationdeclinedto
-0.8 percent from 1.0 percent, while imported inflation stabilized at 5.8 percent. The
decreasingtrendin domesticinflation was attributed to the higher pricesrecorded last year

the corresponding period.

Chart 22 : Contribution to headline inflation by source (y-o-y, percentage change)
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Since 2018 until2021IM0O6, importedinflation(y-o-y)on average stood at4.9 percent while
domestic inflation (y-0-y) mounted at 3.1 percent, meaning that some upward pressures
are moreconcertedfromimportedsidethan domestic side for the specified period. These
upticks in imported inflation are partly associated with the international food prices,

coupled with the difficulties in the supply chains. However, the recent decline observed in
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domesticinflationfor2021Q2 reflects onlythe dropsin transportservices whichis part of
domestic CPlcomponent.

Chart 23: Developments of domestic vs imported inflations (y-o-y, percentage
change)
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Unlike core and energy inflations, food inflation hiked following the increase in prices
of some non-harvest dependent food items.

In 2021Q2, food and non-alcoholic beverages inflation picked up both y-o-y and g-o-q
terms. Theupwardtrend in food and non-alcoholic beverages inflation was reflected mainly
in some non-harvest dependent foods such as cooking oils and fish. During the same
period, oilsinflationincreasedto 32.4 percentfrom12.2 percent, whilefishinflationsurged
to 11.0 percentfrom 5.9 percent. Thisupward trend inthe aforementionedfooditems are
in line with the fall in supply on the local markets. Over the same period, some imported
food items reduced followed by the difficulties in supply chains, coupled with the rise in
international food prices.

Chart 24 : Development of food inflation (y-0-y, g-0-q, percentage change)
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In g-o-gterms, foodinflation rosefrom-l.1percentto 0.8 percentonthe back oftherisein
prices recorded in oils and fish food items.

Chart 25: Contributors to food inflation (g-0-q, percentage change)
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