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ln accordance with Section 48 of the Central Bank of Kenya Act, it is my pleasure to present to you, Honourabte

Cabinet Secretary of the National Treasury and Planning the 48th Monetary Policy Statement of the Central

Bankof Kenya. ltreviewsand assessestheimptementationof monetarypolicyduringthefirsthalf of 2021,and

outtinesthe direction of monetary policyforthe nexttwetve months.
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THE PRINCIPAT OBJECTIVES OF THE CE]IITRAI BANK OF KENYA

The role of the Central Bank of Kenya (CBK) is anchored in Section 231 of Kenya's Constitution and in the CBK

Act. The CBK is responsible for formulating monetary policy to achieve and maintain price stability, and issuing
currency.

The Bank also promotes financiaI stability through regulation, supervision and [icensing of financiaI institutions
under its mandate. lt also provides oversight of the payments, clearing and settlement systems, financial
stability, and fosters liquidity, solvency and proper functioning of the financia[ system. The CBK formulates
and implements the foreign exchange poticy, and manages foreign exchange reserves. lt is also the banker for,
adviser to, and fiscaI agent of the Government.

The CBK's monetary policy is designed to support the Government's objectives with respect to growth. The CBK

formulates and conducts monetary poticy with the aim of keeping overall inflation within the target prescribed
by the National Treasury at the beginning of the financiaI year. Currently, this target is a range between 2.5
percent and 7.5 percent.

The achievement and maintenance of a low and stable inftation rate coupled with adequate tiquidity in the
market, facilitates higher [evels of domestic savings and private investment. This leads to improved economic
growth, higher reaI incomes and increased employment opportunities.

The CBK pursues its monetary policy objectives using the fo[[owing instruments:

Open Market Operations (OMO): This refers to actions by the CBK involving purchases and sales of eligibte
securities to regulate the money supply and the credit conditions in the economy. OMO can also be used to
stabilise short-term interest rates. When the Central Bank buys securities in the open market, it increases
the reserves of commercial banks, making it possible for them to expand their loans and hence increase the
money supply. To achieve the desired [evel of money supply, OMO is conducted using:

i. Repurchase Agreements (Repos): A repo is a collateralized [oan involving a contractuaI arrangement
between two parties, in which one party se[[s a security at a specified price with a commitment to
buy the security back at a later date. Both parties therefore, meet their investment goals of secured
funding and tiquidity. CBK Repos are conducted through auctions with tenors of 3 and 7 days and are
for mopping up tiquidity from the market. The Late Repo, sold in the afternoon, has a 4-day tenor and
is issued at 100 basis points below the repo rate of the day. Reverse Repos, on the other hand, are for
tiquidity injections and involve purchase of securities from commerciaI banks. The current tenors for
Reverse Repos areT ,14,21, 28 and 91 days.

ii. Term Auction Deposit (TAD): The TAD is used when the securities hetd by the CBK for Repo purposes
are exhausted or when CBK considers it desirable to offer longer dated tenors. TAD is essentially not
backed by cotlateraI and it is conducted through an auction, similar to Repos. Currently, the tenors for
such deposits at CBK are 14, 21,28 or91 days and upon maturity of TAD, the CBK credits the respective
commercialbankwith the deposit and interest.

iii. Horizontal Repos: HorizontalRepos are modes of improving liquiditydistribution between commerciaI
banks, and are conducted under CBK supervision. They are transacted between commerciaI banks on
the basis of signed agreements using government securities as collateral, and have negotiated tenors

a
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and yields. Commercial banks, short of deposits at the CBK, borrow from banks with excess

on the security of an appropriate asset, normally a government security. Horizontal Repos also
of
p

banks overcome the problem of limits to [ines of credit, thus promoting more efficient managem
interbank tiquidity.

Central Bank Rate (CBR): The CBR is reviewed and announced by the Monetary Policy Committee (MfC)

at least every two months. Movements in the CBR, both in direction and magnitude, signa[ the monet{ry
policy stance. ln order to enhance clarity and certainty in monetary potiry implementation, the CBR is the
base for a[[ monetary poticy operations. Whenever the CentraI Bank is injecting tiquidity through a Reveqse

Repo, the CBR is the lowest acceptable rate by Iaw. Likewise, wheneverthe Bankwishes to withdraw tiquidftV

through a Vertical Repo, the CBR is the highest rate that the CBK wi[[ pay on any bid received. However, to
ensure ftexibitity and effectiveness of monetary policy operations in periods of volatility in the market, t[re

CBK can raise the maximum acceptable interest rates on TAD to above the CBR. Movements in the CBR {re
transmitted to changes in short-term interest rates. A reduction of the CBR signals an easing of monet{ry
policy and a desire for market interest rates to move downwards. Lower interest rates encourage econorrf ic

activity and thus growth. When interest rates decline, the quantity of credit demanded should increase. 
I

The efficienry in the Repo and interbank markets is crucial forthe transmission of monetary policy decisiofrs.

The CBK monitors the overnight interbank money market. lt responds to the tightness or slackness in dre
interbank market liquidity through OMO. Short-term internationat flows of capitat are affected by short-te1'm

interest rates in the country. These are, in turn, affected by movements in the CBR and hence indirectly, lhe
exchange rate could also be affected. 

i

Standing Facilities: The CBK does not have automatic standing facilities with respect to overnight tendifC.
The CBK, as lender of last resort, provides secured loans to commercial banks on an overnight basis at a
penal rate that is over the CBR. This facility is referred to as the Discount Window. Access to the Windou{ is

governed by rules and guidetines which are reviewed from time to time bythe CBK. Banks making use of tfris
facitity more than twice in a week are scrutinised closely, and supervisory action taken. 

I

I

TheCash Reserves Ratio (CRR): ln accordancewith the [aw, the CRR isthe proportion of a commercialbadk's
totaI deposit liabilities which must be hetd as deposits at CBK. These deposits are held in the CRR Account at
no interest. The ratio is currently 4.25 percent of the totaI of a bank's domestic and foreign currency depqsit

Communication: The increasing use of communication media ensures a wider dissemination of mo

ed
he

to
ty.

ed
he

ry

liabilities. To facilitate commercial banks' liquidity management, commercial banks are currently requir

to maintain their CRR based on a daily average level from the 15th of the previous month to the 14th of t

current month and not to fall below a CRR of 3 percent on any day.

Licensing and Supervision of FinanciaI lnstitutions: The CBK uses the licensing and supervision tools
ensure stability and efficiency of the banking system;this inctudes vetting potentiat managers for suitabil

The National Payments System: The modernisation of the National Payments System has continu
to lower transaction costs and enhanced the efficiency of the payments systems. This has ensured I
effectiveness of monetary policy instruments.

policy decisions and background data thereby increasing the efficienry of information transmission
managing expectations. The regular interaction between the MPC and the Chief Executive Officers of ba

has ensured that monetary policy decisions are transmitted to the banking sector. The regular Govern

ks

Press Conferences have also enhanced the media understanding of monetary policy decisions. The

website is an important source of up-to-date data on a[[ aspects of the financial market including i

rates, exchange rates, results of auctions of government securities, and the MPC releases.

o

a

o
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EXECUTIVE SUMMARY

This Monetary Policy Statement provides the direction of monetary policy for the financiaI year (FY) 2021122.|t
also reviews the outcome of the monetary policy stance adopted in the first half of 2021.

Monetary poticy in the first hatf of 2027 was conducted in the context of the gtobat COVID-19 (coronavirus)
pandemic, measures taken by authorities around the world to contain its spread and impact, and the rollout
of COVID-19 vaccination programmes. The CBK conducted monetary policy in the period with the objective of
keeping overa[[ inflation within the target range of 5t2.5 percent. Monetary policy was also aimed at supporting
economic activity through provision of tiquidity to banls for onward lending to the private sector amidst the
continuing COVID-19 pandemic.

The Monetary Policy Committee (MPC) maintained an accommodative monetary policy stance during the
period, and retained the CentraI Bank Rate (CBR) at 7.00 percent. The monetary policy stance together with CBK
tiquidity management ensured both price and market stability. Overall inflation remained anchored within the
target range during the first half of 2021, supported by lower food prices, muted demand pressures and prudent
monetary policy. The inflation rate stood at6.3 percent in June 2021compared to 5.6 percent in December2O2O,
targely reflecting higher fue[ prices due to the rise in international oiI prices. Non-food Non-fuel (NFNF) inflation
remained low and stabte below 5 percent, reflective of muted demand pressures.

The foreign exchange market remained stable during the period, supported by balanced flows. The current
account deficit was estimated at 5.5 percent of GDP in the 12 months to May 2021, reflecting resilient exports
particularly of horticulture, strong diaspora remittances and a pickup in intermediate goods imports. The CBK
foreign exchange reserves, which stood at USD 9,494.5 million (5.81 months of import cover) as at end June,
continued to provide adequate cover and a buffer against short-term shocks in the foreign exchange market.

The banking sector remained stable and resitient during the period, with strong liquidity and capitaI adequacy
ratios.The averagecommerciaI banks'Iiquidityand capitaladequacy ratiosstood at56.6 percentand 18.9 percent,
respectively, in May 2021. The ratio of gross non-performing loans (NPLs) to gross loans stood att4.2 percent.
The CBK continued to monitorthe outcomes of the potiry and measures deployed at the onset of the COVID-19
pandemic in March 2020, to mitigate the anticipated adverse economic effects and financialdisruptions from
the pandemic. These measures were intended to provide tiquidity to the banking sector, mitigate the adverse
impact on bank borrowers and facilitate the use of mobile money. These measures protected the economy from
substantiaI decline, and supported the most vulnerable citizens. ln particutaq the measures ensured continued
provision of financial services and provided a buffer against a more adverse impact on the economy. Private
sector credit growth remained resilient in the first hatf of 2021, supported by an accommodative monetary
poticy stance and increased demand in the first quarter resulting from improved economic activity. Growth in
private sector credit stood at 7.1 percent in the 12-months to May 2021, with strong credit growth observed in
trade, buitding and construction and consumer durables.

Leading indicators pointed to a recovery of the Kenyan economy in the fourth quarter of 2020 and first quarter of
2021. This recovery was supported largely by strong performance of agriculture, construction, reaI estate, finance
and insurance, and the wholesale and retail trade. Additionally, private sector optimism on economic prospects
in 2027 remained strong due to the rollout of COVID-19 vaccines, the stab[e macroeconomic environment
and increased Government spending on infrastructure. The approval of the Extended Credit Facility (ECF) and
Extended Fund Facility (EFF)Arrangements with the lnternationaI Monetary Fund (lMF) in April 2021, underscored
confidence in the country's macroeconomic policies.



The monetary policy stance in the FY202U22 will aim at maintaining overall inflation rate within the ta
range of 5t2.5 percent. The foreign exchange market is expected to remain stable supported by a stable

account deficit of 5.2 percent of GDP in 2027 and 2022, respectively. The continued coordination of moneta

and fiscal policies is expected to sustain macroeconomic stability and support economic activity in the
COVID-19 period. Consistent with the Government's inflation and economic growth objectives inN202U22,
12-month growth in broad money (M3) is expected at about 10.4 percent by December 2027 and 11.0

by June 2022. Growth in private sector credit is expected at 10.2 percent by December 2021and 11.6 percent

June2022. Private sector credit growth is expected to be supported by enhanced economic activities from

COVID-19 economic recovery plan, and the ongoing implementation of the Credit Guarantee Scheme for

t
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1. INTRODUCTION

I

This Monetary Poticy Statement (MPS) provides the
direction of monetary policy for the financial year

202L 122. I t a lso p rese nts t he o u tco m e of t h e m o n eta ry
policy stance adopted in the first hatf of 2021.

Price stability remains the primary objective of
monetary policy formulation and implementation.
The Central Bank Rate (CBR) signats the monetary
potiry stance, and is the base for all monetary policy
operations. The Bank atso monitors developments in
key monetary aggregates such as broad money (M3)

and credit to the private sector, while maintaining
a flexible exchange rate regime. The Bank's
participation in the foreign exchange market is
guided by the need to maintain an adequate level of
fo reign exch a n ge reserves, meeti n g the Govern ment's
externaI obligations, and ensuring stabitity in the
foreign exchange market. The CBK foreign exchange
reserves provide a buffer against short-term shocks.

Global economic prospects have improved largely
on account of the deployment of vaccines and
strong policy measures, but the outlook remains
highly uncertain due to concerns on the pace of
rollout of vaccination programmes, the emergence
of new variants, and reintroduction of containment
measures in some economies. After a contraction of

3.3 percent in 2020, the globaI economy is expected
to grow by 6.0 percent in 2021.

The CBK continued to monitor the impact of the
policy measures deptoyed to mitigate the adverse
economic effects and financiaI disruptions from the
COVID-19 pandemic. During its January, March and
May meetings, the MPC noted that the package of
policy measures deployed since March 2020, had the
intended effecton the economy. The monetary policy
measu res were augmented by im plementation of the
fiscaI measures in the FY2020l21Budget. ln particular,
the package of policy measures implemented in 2020

had protected the economy from substantiaI dectine,
and supported the most vulnerable citizens. Private
sector credit growth remained resilient, supported
by accommodative monetary policy.

The rest of this Policy Statement is organized as

fo[[ows. Section 2 reviews the outcome of the
monetary policy stance implemented in the first
half of 2021 while Section 3 describes the external
economic environment and outlook for the financial
year (FY) 2021122. Section 4 conctudes by outlining
the specific monetary policy path for FY 202U22.

1



2. ACTIONS AND OUTCOMES OF THE POLICY STANCE IN THE FIRST HALF OF 202

During the first half of 2021, monetary policy
formulation and implementation was aimed at
maintaining overa[l inflation at the target of 5.0
percentwith a flexible margin of 2.5 percent on either
side. The stance of monetary policy continued to
mitigate the adverse economic effects and financiaI
disruption of the COVID-19 pandemic, supporting
stable interest rates and encouraging growth. The
M oneta ry PoliryCom m ittee (M PC) reta i ned the Centra I

Bank Rate (CBR) at 7.00 percent during its meetings
of January, March and May 2021. The MPC observed
that the package of policy measures adopted since
March 2020 had yielded the intended effect on the
economy. These measures were augmented by
implementation of the announced fiscal measures in

theFY2020/21 Budget. The following are the specific
outcomes of the policy stance.

i. lnflation

Overa[[ inflation remained anchored within the
medium term target range during the first half
of 2027, supported by tower food prices, muted

Source: Kenyo Notionol Bureou of Stotistics ond CBK

demand pressures and prudent monetary poli
(Chart 1a). The inflation rate stood at 6.3 perce

in June 2020 compared to 5.6 percent in Decem

2020,mainly reflecting increases in fuel prices duri
the period. The VAT adjustment in January 2021

a mild impact on inflation. Fue[ inflation remai

elevated, consistent with trends in energy prices a
continued interventions in the transport sector
contain the spread of COVID-19 virus. Food inflati
increased slightly despite improved food sup
arising from favourable weather conditions.
food Non-fuet (NFNF) inflation remained low
stable below 5 percent during the period,
of muted demand pressures. ltstood at 2.6 percent
June 2021, the same [eve[ as that in December

lnflation rates of all consumer good categories
food and non- alcoholic beverages and
werewithin thetarget range in June 2021(Chart
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ii. Bank Credit to the Private Sector

Private sector credit growth remained resilient in the
first hatf of 2A21, supported by an accommodative
monetary policy stance and increased demand in
the first quarter resulting from improved economic
activity. Growth in private sector credit stood at 7.1
percent in the 12-months to May 2021. Strong credit
growth observed in transport and communication,
finance and insurance, real estate and consumer
durables (Table 1). Growth in credit moderated

14.9

Finance and insurance 3.2

Real estate

from 8.4 percent in Decembet2020 and 9.7 percent
in February 2021, largely reflecting increased loan
repayments and write-offs, and reduced demand
with re-introduction in April of partial lockdown
in 5 counties that are major business centres and
outlets. Additionally, stronger credit demand from
manufacturers of fast-moving consumer goods and
COVlFlg related productswaswitnessed in a similar
period in 2020 after the announcement of the first
case of COVID-19 in the country.

10.

I

-3.6

7.5

r:!.3

-8.8

4.0

-18.1

1.5

0.9

Table 1: l2-Month Growth in Private Sector Credit across Sectors (Percent)
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iii. Developments in the other Monetary

Aggregates

Th e 12-mo nth growth of b roa d mo ney, M3, moderated

to 7.6 percent in May 2021 from 13.2 percent in
December 2020, main[y reflecting slowdown in the
growth of net domestic assets (NDA) of the banking
system. Growth in the NDA of the banking system

stowed down on account of private sector credit
growth but was however supported by improvement
in net lending to government. On the liabi]ities side,

the slower growth of money supply was reflected

in deposits, mainty the household sector deposits,
pa rtly reftecti n g su bd ued busi ness activities fo [ lowi n g

implementation of partiaI COVID-19 restrictions in

Apri[, increased non-bank investments in government

securities and loan repayments. Meanwhile, currency

outside banks positivety contributed to growth in M3

(Chart 2). Although growth in M3 in the period under

review remained relatively higher compared to a

similar period in 2020, overa[[, monetary aggregates

grew at a relatively slower pace compared to
projections (Table 2).

chart 2: The l2-Month Growth in Broad Money supply (M3) (Percent)

Source: Centrol Bonk of Kenyo Source: Centrol Bonk of Kenyo

Table 2: Actual and Targeted Growth in Key Monetary Aggregates
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iv. lnterest Rates Developments

!. CGntrll Bank Rate (CBRI

The MPC retained the CBR at 7.00 percent during
the first half of 2021, noting that the potiry package

deployed since March 2020 had yietded the intended
effect on the economy. The monetary poticy

measures were augmented by implementation of the
announced fiscaI measures in the FY2020l2l Budget.

Additionally, the CBK ensured that the interbank
market and tiquidity management across the sector
continued to function smoothly, as the MPC closely

monitored the evolution of COVID-19 and other
domestic and globaI developments.

b. ShortTerm Rates

Short-term interest rates remained relatively stable
in the first half of 2021, supported by accommodative
monetary policy stance and improved market
tiquidity (Table 3). The average interbank interest
rate remained below the CBR, mainly reflecting

Table 3: Interest Rates (Percent)

Source: Centrol Bonk of Kenyo

ample liquidity conditlons in the market. Average

interbank rate declined to 4.63 percent in June 2021

compared to 5.29 percent in December2020.lnterest
rates on government securities increased slightty;

with the average 91-day Treasury bill rate increasing

to 7.03 percent in June 2021 from 6.90 percent in

December 2020, while the average 182-day Treasury

bi[[ rate increased to 7.60 percent from 7.38 percent.

Liquidity management operations by the CBK

continued to ensure stability in the market.

c. Commerchl Bank Ratcs

Commercial banls' average interest rates remained
relatively stable in line with the monetary policy

stance. The average commerciaI bank lending rate

was 12.06 percent in May 2021 compared to 12.02

percent in December2020,while the average deposit
rate was 6.30 percent, respectivety. Consequently,

the interest rate spread remained relatively stable, at
5.76 percent in May 2021 compared to 5.73 percent in

December2020.
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v. Banking Sector Developments

The banking sector remained stable and resilient
in the first half of 2021., with strong tiquidity and

capital adequacy ratios. The average commercial
banks' tiquidity and capitaI adequacy ratios stood
at 56.6 percent and 18.9 percent, respectively,
in May. The ratio of gross non-performing loans
(NPLS) to gross loans stood at 74.2 percent in May.

Most economic sectors registered decreased NPLs

largely due to repayments, including: transport and

com m u nication; real estate; tou rism, resta u ra nt a nd
hotels; and agricutture.

lnterest rates remained [ow supported by

accommodative monetary policy and improved
tiquidity conditions. Private sector credit growth
remained resilient, benefiting key sectors of the
economy. The operationalisation of the Credit
Guarantee Scheme (CGS), in October 2020, is
expected to de-risk commerciaI banl<s' lending and
support additional credit uptake by the vulnerable
Micro Sma[[ and Medium-sized Enterprises (MSMEs).

As at end April 2021, all the seven approved banks
had started lending underthe Scheme.

vi. lmpact of COVID-19 Mitigation Measures

The CBK continued to monitor the outcomes of the
measures deployed at the onset of the COVID-19

pandemic in March 2020 to mitigate the anticipated
adverse economic effects and financial disruptions
from the pandemic. These measures were intended
to provide liquidity to the banking sector, mitigate
the adverse impact on bank borrowers and facilitate
the use of mobile money. An assessment by the

Committee showed that the measures ensured

continued provision of financial services and

provided a buffer against a more adverse impact on

the economy.

The lowering of the Cash Reserve Ratio (CRR) i

March 2020 had byAprit202l injected KSh 32.8 bilti
to support lending to tourism (31.8 percent),
(14.8 percent), transport and communication
percent), real estate (12.6 percent), manufacturi
(12.1 percent), and agriculture (10.0 percent). ln ti

with the March 2020 measures, loans amounting
KSh1.7 tri[lion (54.8 percent of totaI gross loans)
restructured over the last one year. The outstandi
restructured loans as atend February2021amoun
to KSh 521.1 biltion (16.9 percent of the total
loans).

The measures, which expired on March 2, 202
provided the intended relief to borrowers, sup

continued operation of business inctuding essenti

sectors - manufacturing trade, and transport
communication, and mitigated more severe

of jobs and livelihoods. Additionally, the measu
provided space forthe bankingsectorto build cap
a nd liq u i d ity buffers, thereby stren gthen i n g resi Ii

of the sector.

On the fiscal front, the Government continued
implement programmes to cushion citizens a
businesses from the effects of the COVID-19 und

the Economic Stimulus Programme. Revenues bega

to gradually improve in the first half of 2021 followi
reopeningof the economy and implementation of
reversals and tax measures in the Finance Act,
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vii. Exchange Rates and Foreign Exchange

Reserves

The Kenya Shitting exchange rate remained stabte

against the US Dollar in the first hatf of 2021, despite

the im pact of COVI D-19 on globa I fina ncia I cond itions
(Chart 3a and 3bl. This stability was supported by
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The official foreign exchange reserves remained

above the statutory requirement to endeavour to
maintain at least 4.0 months of import cover and

the EAC convergence criteria of 4.5 months of import
cover. Official foreign exchange reserves stood at
USD 9494.5 million (5.81 months of import cover at
the end of June 2027), and continue to provide an

resilient receipts from tea and horticulture exports,

and strong diaspora remittances. The Kenya Shitting

and other major EAC currencies strengthened
against the US Dollar in the second quarter of ZOZL.

A similar trend was recorded for major international
currencies against the US Doltar during the period.
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adequate buffer against short term shocks in the
foreign exchange market (Chart 3c). The approval on

April2, 202lof a new program with the IMF under ECF

and EFF arrangements indicates confidence in the
country's macroeconomic policies and will provide

an additionaI buffer against short term shocks.
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viii. Balance of Payments Developments

ln the 12-months to May 2021, the current account
balance was a deficit of USD 5,361.8 miltion (5.5

percent of GDP), compared to a deficit of USD
5,137.5 mi[lion (5.2 percent of GDP) in May 2020.

Source: Kenyo Notionol Bureau of Stotistics

Table 4: Annual Balance of Payments (Percent of GDP)

Source: Central Bonk of Kenya

This was largely due to lower receipts from
exports which offset the impact of lower im
oil, machinery and transport equipment as
increased receipts from tea and horticultural

servt
ports
well

and strong remittances (Chart 4 and Table 'l).
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The goods account batance improved to a deficit

of 9.4 percent of GDP in the 12 months to May 2021

from 9.9 percent of GDP in May 2020, reflecting lower

merchandise imports due to lower oil imports,

increased tea exports, and resilient horticulture

exports. The vatue of merchandise exports remained

stable at USD 6,326.5 million in the 12-months

to May 2021 compared with USD 5,975.9 million

in the 12-months to May 2020. Earnings from tea

and horticulture increased by 0.6 percent and 12.3

percent, respectively. Horticulture earnings were

boosted by the retaxation of restrictions in key export

Table 5: Kenya's Direction of Trade

Source: Kenyo Revenue Authority ond Centrol Bonkof Kenya

The balance on the secondary income remained

resitient mainly supported by remittances inflows

which accounted for 3.5 percent of GDP in the 12

months to May 2021. Remittance inflows in the 12

months to May 2021 totalled USD 3,437.3 million

compared to USD 2,838.8 million in a similar period

markets and the increased availability of cargo space'

lmports felt by 0.5 percent during the same period,

mainly driven by reduced imports of petroleum

products, which fetl by 13.8 percent on account of
lower globaI oiI prices.

Exports to Africa accounted for 40 percent, with

COMESA and the EAC region accountingfor2Sand25
percent, respectively. China and the European Union

we re t h e m aj o r i m po rte rs, a cco u ntingf or 24.2 pe rce nt

and 14.9 percent of totaI exports, respectively. (Table

s).

in 2020, a 21.1percent increase. However, services

exports dectined by 27.6 percent in the I2-months
to May 2021 due to a 43.4 percent and 50.5 percent

drop in earnings from transport and travel services,

respectively.
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ix. Economic Growth

Kenya's economic performance improved in the
third quarter of 2020 after a significant contraction
in the second quarter of 2020,largely supported by
strong performance in agriculture and construction
sectors. Real GDP contracted by -1.1 percent in the
third quarter of 2020 compared to -5.5 percent in the
previous quarter.

lndicators of the fourth quarter of 2020 and fi
quarter of 2021 pointed to recovery in econom
activity following easing of measures instituted
combat the spread of COVID-19. The fourth quarter
2020 is projected to record a positive groMh.

Table 6: Kenya's Real GDP Growth across the Main Sectors (Percent)

Source: Kenyo Notionol Bureou of Stotistics

Source.' Kenyo Notionol Bureou of Stotistics

1. Agriculture 4.7 2-9 2.4 4.O 5.8 7.3 6.3 3.6 6.4
2. Non-Agriculture (o/w) 5.8 6.0 s.9 5.8 4.9 -9-2 -2.7 5.9 -2.4

2l lndustry 4.7 5.4 4.7 3.8 4.4 -0.5 4.9 4.9 2.9
22 Services 5.5 6.8 6.7 6.8 5.5 -11.6 -5.3 6.6 -3.9
23 Taxes on products 4.7 4.O 4.2 4.5 3.4 -14.2 -4.2 4.3 -5.2
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x. Domestic Government Borrowing

The coordination between monetary and fiscal
policies continued to support macroeconomic
stabitity. The Government's borrowing plan in

the first half of 2021 ensured that the build-up in

domestic debt was consistent with the thresholds
set in the Medium-Term Debt Management Strategy.

The Government continued to review its borrowing
ptan in line with market conditions and prudent

budget management that focused on rationalisation
of expenditures and strengthening of revenue

co[lection measures.

xi. Stakeholder Forums, MPC Market

Perception Surveys, and Communications

The MPC members hetd virtua[ stakeholder
meetings with the Chief Executives of commercial
and microfinance banks in order to apprise them
on the background to its decisions and to obtain
feedback. The Governor also held virtua[ media
briefings after MPC meetings to apprise the media
on the background to the MPC decisions. This was

in addition to virtual meetings with various potential
investors to brief them on economic developments
and the outlook for the economy.

The Committee monitored the implementation ofthe
Committee's policy decisions by the Monetary Policy

Management Committee of the Bank, and continued
to interact with other government agencies such as

the NationalTreasury and Kenya National Bureau of
Statistics(KNBS) on various policy and data issues.

The MPC hetd a Retreat in March 2027 to discuss
strengthening of the monetary policy framework
(MPF). During the Retreat, the MPC reviewed:

experiences of other countries on the MPF; Report

of the Technical Assistance (TA) Mission on Kenya's

monetary policy design and imptementation;
and, issues to be addressed in the White Paper on
strengthening of the monetary policy framework and
operations.

The MPC also continued to improve on the scope
and information gathering processes through the
regular Private Sector Market Perceptions Surveys

and the Survey of Hotels and Flower Farms. ln March

2021, the CBK introduced a Chief Executive Officers'
(CEOs) Survey with the objective of capturing
information on top firms' perceptions, expectations
and decisions and supporting key poliry decisions,
including monetary potiry. The Survey sought CEOs

views on selected indicators including business
confidence/optimism, previous quarter business
activity, and business activity outlook in the near
term. The Survey also sought to establish the key

internal and external factors that could influence
business outlook and strategic priorities over the
medium-term. The Survey targeted CEOs of key
private sector organizations including members of
the Kenya Private Sector Alliance (KEPSA) and the
Kenya Association of Manufacturers (l(AM).



3. THE ECONOMTC ENVTRONMENT AND OUTLOOK FOR Fy 202U22

i. lnternational Economic Environment

The globat economic outlook has improved, despite
the high uncertainty about the COVID-19 pandemic's
course. The global economy contracted by 3.3
percent in 2020, according to the IMF's April 2021
Wortd Economic Outlook WEO), but is expected to
recover to 6.0 percent growth in 2021. Additional
fiscalsupport in a few major economies, as well as
a vaccine-driven recovery, have helped boost global
output in the second hatf of 2021.

Growth in the advanced economies is expected at
5.1 percent in 2021 and 3.6 percent in2022, owing
to continued re-opening of economies, and pent-
up demand driven by accumutated savings in 2020
activities. However, there is a substantialdivergence
in this region's growth recovery direction, with the
US and Japan's growth expected to return to pre-
pandemic levels in the second half of 2021. Growth
in most countries is expected to recover in 2021 as

shown in Table 7.

Growth in emerging market and developing
economies is expected to pick up to 6.7 percent,

up from a contraction of 2.2 percent in 2020. China

is expected to grow by 8.4 percent in 2021 due]

to successful containment measures, aggressive]
public spending, and central bank liquidity support.
Latin America's growth is expected to accelerate
to 6.4 percent, with Brazil and Mexico growing at

3.7 percent and 5.0 percent, respectively. Growth
rates in Emerging Asia have been revised up by

0.6 percentage points due to a stronger recovery
following the relaxation of lockdown restrictions in

some [arge countries such as lndia.

Economic groMh in Sub-Saharan Africa (SSA)

is expected at 3.4 percent in 202L, significantly
lower than the pre-pandemic trend, with tourism-
dependent economies bearing the brunt of the
blow. Growth rates in Nigeria and South Africa are
expected at 2.5 and 3.1 percent, respectively.

The risks of pandemic resurgence, vaccine-resistanl
strains, and operational threats such as vaccine

development and delivery detays remain significant
Tighter financiaI conditions, which include a re-.1

evaluation of market dynamics, a rise in core

sovereign yields, and a re-evaluation of inflatior
risks, could all result in a rapid repricing of financia
assets.

Table 7: Growth Performance and Outlook for the Global Economy (Percent)

Source; I M E World Economic Outlook

Wortd Output -3.3 6.0 4.4
Advarced Economies 4.7 5.1 3.6

United States -3.5 6.4 3.5

Euro area -6.6 4.4 3.8

2.5Japan -4.8 3.3

United Kingdom -9.9 5.3 5.1

Emerging Market and Developing Economies -2.2 6.7 5.O

China 2.3 8.5 5.6

6.9tndia -8.0 L2.5

2.6Brazil 4.L 3.7

-3.1 3.8Russia 3.8

4.0SubsaharanAftica -1.9 3.4
South Africa -7.O 3.1 2.0

Nigeria -1.8 2.5 2.3

2020
Est.

2021
Proi.

2022
Proi.

Region/Country
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ii. Domestic Economic Environment

The Rea[ GDP groMh outtook point to a strong
recovery in 2027. The economy is expected to
rebound strongly, despite elevated oi[ prices and

continued disruptions of economic activities
from measures instituted to contain the spread of
COVID-19. The strong recovery is premised on gtobal

economic recovery to support trade, graduaI easing

of COVID-l9 containment measures, strong policy

support and favourable weather conditions.

Additionally, Surveys conducted ahead of the MPC

meeting in May 2021 (CEOs Survey, Private Sector

Market Perceptions Survey and Survey of Hotels)

revealed genera[ optimism on economic groMh
prospects in 202I, targety attributed to the rollout
of vaccines, graduaI resumption to normalcy
with easing of containment measures, favourable
weather conditions, prospects for improved exports

to the EAC region and expected increase in demand
for credit by the private sector. Respondents were

however, concerned about continued uncertainties
over the pandemic, and the increased cost of inputs.

The macroeconomic environment is expected to
remain stable, with overa[[ inflation remaining
within the target range (5 percent with a margin

of 2.5 percent on either side). The exchange rate is
expected to be stable, reflecting expected stabitity in
the current account balance and adequate foreign
exchange reserves. The 12-month current account
deficit is projected at 5.2 percent of GDP in 2021 and

2022 on the back of a rebound in export earnings

from horticulture and tea, strong remittances, and

a lower import bi[[ particu[arty oit. Services receipts

are expected to remain subdued due to weaknesses

in internationaI travel and transport.

The execution of the budget for FY 202012t has
progressed well albeit challenges of lower revenues

and elevated expenditures due to the adverse

impact of COVID-19 Pandemic. For N202L122, fiscal

deficit as percent of GDP is projected to decline to 7.7

percent of GDP from 8.7 percent in FY2020l2L Fiscal

consolidation wi[[ be supported by the on-going
reforms in tax poticy and revenue administration
measures as we[[ as tax measures proposed in the
Finance Bil[,2021.



Considering the government inflation and economic
growth objectives in FY2021122, the growth in the
monetary aggregates in N202U22 is presented in
Table 8. The 12-month growth in broad money (M3)

is expected at 10.4 percent by December 2021 and
11.0 percent by June 2022. Grovrth in private sector
credit is expected at 10.2 percent by December 2027
and 11.6 percent by June 2022. Private sector credit

4. DIRECT|ON OF MONETARY pOLtCy tN THE Ft 2O2U22

Price stability remains the overriding objective of
monetary policy during FY202U22. Monetary policy
also wil[ support economic recovery in the post
COVID-19 period. Growth in the monetary aggregates
in FY202U22is therefore consistent with Govern ment
policy objectives articutated in the Medium-Term
Government Budget Policy Statement for 2021
published by the NationaI Treasury.

growth is expected to be supported by enha
economic activities from the COVID-19 econom
recovery plan, and the ongoing implementati
of the Credit Guarantee Scheme for the vulnera
Micro Smal[ and Medium-sized Enterprises (MSM

which de-risk lending by commercial banla to th
sector.

The CBK foreign exchange reserves are

to remain adequate in FY 2021/22, consistent
positive outlook of the balance of Payments.
reserves will continue to provide a buffer agai
externa[ shocks in the foreign exchange market. T

coordination of monetary and fiscat policies will a
su pport macroeconom ic stabi [ity.

has improved with implementation of COVID-

vaccination programs. Monetary developments wi
therefore be closely monitored in tight of these
in order to provide necessary reviews to inform
decision-making process in the MPC. Additionatly,
CBK will continue to monitor the economic impact
COVID-19 and the outcomes of policy measures
place as welI as other developments in the domesti
and global economies to safeguard price stability.

Table 8: Outlook for Key Monetary Aggregates in FY 202U22

Source: Central Bank of Kenyo

The price stabitity objective and growth in monetary
projections are subject to risks emanating from both
the domestic and gtobal fronts. The predictabitity of
mon ey dem a nd co nti n ues to be affected by susta i n ed
preference for etectronic payments over cash. On

the externaI front, the key downside risks include:
uncertainty about the global out]ook, largely due
to new COVID-19 strains and waves and possibility
of reintroduction of containment measures, and
volati tity in i nternationa I oi I prices and globa I fi na ncial
markets. However, globaI business sentiment

Broad Monry, M3(lGh Billion) 4,269.9 4,281.8 4,405.6 4,531.3 4,737.9

Reserve Money, RM (Ksh Billion) 4TL7 490.3 503.0 480.6 510.6

Oedit to Private Sector (Ksh Billion) \e2L8 3,01L1 3,098.7 3,179.3 3,260.7

NFAof CBK (]Gh Billion) &59.7 75L3 770.6 681.1 R7.9

-2620 -261.6 -200.5 -u.:NDAof CBK (1$h Billion) -386.9

&0 6.41 4.9 8.:l2-month growth in RM (Percent) 9.1

9.8; 11.4 10.4 12.4 11.tl2-month growth in M3 (Percent)

8.5 8.8 10.2 10.9 11.rl2-month growth in Credit to Private Sector (Percent)

5.0 5.1s.oi s.oi s.oiMedi unr-Term 12- month overa I I I nfl ation ( Percent)

Jun-21 Sep-21 Dec-21 jlar-Z2 Jun-22
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ANNEX

EVENTS OF PARTICULAR RELEVANCE TO MONETARY POLICY (JANUARY. JUNE,2O2T)

January Withdrawat (effective January 1) of temporarytax relief measures introduced in Aprit2020 to

cushion businesses and individuals against impact of covtD-19.

The MPC retained the Central Bank Rate (CBR) at 7.00 percent. The Committee noted that

the package of poticy measures implemented since March 2020 were having the intended

effect on the economy, augmented by implementation of the announced fiscaI measures in

the FY2020l21 Budget.

March The CBR retained at7.00 percent. The Committee noted thatthe package of poticy measures

im-p[emented over the last year had protected the economy from substantia] decline, and

supported the most vulnerable citizens.

Re-introduction or extenslon of lockdown measures in Europe in response to third wave of

the COVID-19 infections particularly in key markets for horticulture and flowers.

Announcement of lockdown measures in five counties of Kajiado, Kiambu, Machakos,

Nairobi and Nakuru), in response to resurgence of COVID-19 infections

Aprit Kenya entered into a 38-month program with the IMF underthe Extended Credit Facility (ECF)

and the Extended Fund Facitity (EFF) arrangements. The program wi[[support Government's

next phase of COVID-19 response; stabitise debt to GDP ratio and lay the ground for durable

and inclu-sive growth

Release ofApril2021 IMFWEO reportshowingstronger projectionsfo r202land 2022 relative

to October 2020 WEO. This reflects additional fiscal support in a few large economies, the

anticipated vaccine-powered recovery in the second hatf of 2021, and continued adaptation

of economic activity to subdued mobitity.

May The Committee retained the CentraI Bank Rate (CBR) at 7.00 percent, noting that inflation

expectations remained well anchored within the target range, and the economy continued

to operate below its potential [eve[.



GLOSSARY OF KEY TERMS

OVERALL !NFLATION
Overallinflation is a measure of pricechange in the economycalculated astheweighted year-on-year movement
of the indices of the prices charged to consumers of the goods and services in a representative basket established
in a base year. The indices are derived from data collected monthly by the Kenya NationaI Bureau of Statistics.

RESERVE MONEY

Reserve Money is computed as the CBK's monetary tiabitities comprising currency in circulation (currency
outslde banks and cash hetd by commercia[ banks in their titts) and deposits of both commercia] banks and
non-bank financiaI institutions (NBFls) hetd by the CBK. lt excludes Government deposits.

MONEY SUPPLY

Moneysupply isthesum of currencyoutside banks and deposit [iabilitiesof commercialbanks. Deposit liabilities
are defined in narrower and broader senses as fo[[ows: narrow money (M1); broad money (M2); and extended
broad money (M3).These aggregates are computed as follows:

Narrow Money
M0: Currency outside the banking system
M1: M0 + demand deposits of banks (or depository corporations).

Broad Money
M2: M1 + quasi (long term) money deposits i.e. time and savings deposits of banks and non-bank financial
institutions.

Extended Broad Money
M3: M2 + residents'foreign currency deposits.

Overall Liquidity
L: M3 + non-bank holdings of Government Paper. This however, is not a monetary aggregate.
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