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oq.IEcrlvEs oF THE CENTRAL BANK OF KEhIYA

The Central Bank of Kenya's objectives are laid down in the Central
Bank of Kenya (Amendment) Act, 1996 as follows:

PRINCIPAL OB.IECTIVES

The first principal objective shall be to formulate and implement
monetary policy directed to achieving and maintaining stabilrty in
the general level of prices

The second principal objective shall be to foster the liquidity,
solvency and proper functioning of a stable market based financial
system

SECONDARY OB.IECTIVES

Without prejudice to the generality of the above two principal objectives,
the Bank's secondary objectives shall be to:

Formulate and implement foreign exchange policy

Hold and manage its foreign exchange reserves

License and supervise authorised dealers in the money market

Promote the smooth operation of payments, clearing and
settlement systems

Act as a banker and adviser to, and as fiscal agent of the
Government; and

6. Issue currency notes and coins

1.

2.

3.

4.
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HrcHr-lcHTS oF rHs Mnncu Ecorvorulc Rrusw

Real GDP is estimated to have grown
by 0.8% in the year 2001, largely
reflecting recovery in agricultural
production; increased investment in
communications; and higher earnings
from tourism. Although still low,
inflation in February 2002started to rise.
The overall month-on-month inflation
was negative 7.47", up from negative
3.17" in January while underlying
month-on-month remained unchanged
at 1.57o.

Interest rate on the 91-day Treasury bill
declined to an average of, L0.67o in
February 2002 from 70.97" in January
2001. The money supply, (M3X),
stagnated, declining by 0.01% in the year
to January 2002 compared with 3.87"
increase in the year to January 2007.
The stagnation in money supply in the
year to January 2002 reflected a close
match between a decline in net domestic
assets and an increase in net foreign
assets of the banking system.

fusets of the banking sector decreased
by 3.97" to IGh 422.4bn in the year to
January 2002. Non-performing loans
were estimated at Ksh 110bn of total
loans in January 2002, compared with
Ksh 7L4.2bn in January 200L.
Provisions for non-performing loans

declined to lbh 65.1bn in January 2002
from Ksh 68.Obn in January 2001.
Consequenfly, net exposure decreased by
I(sh 7 .2 bn in January 2002,

Government f iscal operations
resulted in a deficit of Ksh 11.9bn or
t.47o of GDP on a commitment basis in
the first seven months of fiscal year 200t1
02 compared with IGh 5.0bn deficit in a
similar period in the previous fiscal year.
The stock of public debt decreased to tGh
605.0bn in the first seven'months of fiscal
year 2007102 from IGh 605.8bn in June
200L The decrease in public debt was
entirely in the external debt as the
domestic debt component increased.

The Kenya shilling gained against the
US dollar in Februanl 2002 to exchange
at IGh 78.25 compared with IGh 78.60
in January 2002. The overall balance
of payments improved registering a
surplus of US$ 72m in the year to
January 2002 compared with a deficit
of US$ 8m in the year to January 2007.
The Central Bank foreign exchange
reserves increased from US$ 897m at the
end of January 2007 to US$ 1,035m or
3.4 months of imports cover of goods
and non-factor services at the end of
January 2002.

2 Kenya Monthly Economic Review, Morch 2002
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SELECTED ANNUAL ECONOMIC INDICATORS, I997 - 2OO1

IMIGATOR 19fn 19S 19S 2000 N1
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SELECTED MONTHLY ECONOMIC INDICATORS

INDICATOR Mar
200'l

Jun Sep Dec

1. tNFLATTON (%)

Average Annual
Ove ra ll
Underlying

Month-on-Month
Overall
UnderlYing

2. INTEREST RATES (%)

91 -day Treas u ry bill
Overdraft

3. STOCK MARKET
Nairobi Stock Exchange Price lndex
Trade Turnover (%)

GOVERNMENT BUDGET*' (Ksh bn.)

2002
Jan Feb'

15.0
20.1

1830.5
0.35

-'t 0

2

-91

-12
1434
928

(3 1)

506

5.2
46.8

2.6
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0.4 5
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2.5
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'1 08'1

(s.4 )
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5.0
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0.17

1 343
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5.65
-0.0 1

3.4
-1.3

6.9
-3.4

-34
14

-64
-48

't442
1 035
(3.4 )
406

.0.6

4.7

10

68.1

6.0
9.5

5.2

9.2

3.3
8.3

0.8
6.1

0.1

5.4

3.9
7.1

0.2
7.2

-3.1

1.4

-3.1

1.5

-2.2
1.5

1 2.',|

19.7
12.4
19.6

I 1.0

20.0
10.9
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Budget Deficit (-) / Surplus (+)

Revenue and Grants
E xpe n d itu re:

5. MONEYAND CREDIT (Ksh bn.)
Money Supply (M3XT)

Money Supply (M3X)

Reserve Money
Total Domestic Credit

Govern m en t

Private Sector
6. MONEY AND CREDIT (Annual % Change)

Money Supply (M3XT)

Money Supply (M3X)

Reserve Money
Total Domestic Gredit

Govern m en t

Private Sector
7. BALANCEOFPAYMENTS (US$ m)

Overall Balance
Current Account Balance

Trade Balance
Gapital and Financial Account

8. FOREIGN EXCHANGE RESERVES (US $ m)
Official"'

Commercial banks
9. PUBLIC DEBT (US$ bn)

Exte rn a I

As % of GDP
Dom es tic

As % of GDP
10. GROSS DOMESTIC OEBT (Ksh bn)"**
1 1. AVERAGE EXCHANGE RATE

Kshs/US$
Kshs/Sterling Pound
Kshs/ 100 Yen
Kshs/Euro

-9.9
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-3.7

4 6.0
49.7

-1 0.6
94.2

104.7

-1 1.9

110.3
122.2

438.5
356.1

70.0
361.6

7 5.9
285.6

444.0
352.2

69.3
356.9

68.7
288.2

448.9
3 55.0

69.8
356.7

69.6
287.0

462.1
368.4

79.1
369.1

89.1
2 80.0

466.2
360.6

73.6
355.7

78.3
277 .4

4.7
3.5

-2.8
1.2

-9.0
4.4

5.2
1.7

-8.5
-o.7

-17.5
4.4

6.4
1.7

0.2
-1.0

-1 4.6
3.0

6.1

2.3
1.8
1.9

16.5
-2.0

-16.5

216.4
232.9

0

-27
-'t 35

28

't467
955

(3 1)

512

5.0
4 8.7

2.7
26.2

211.8

65
38

-l 5
27

1 459
1 064
(3 5)
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4.9
45.1

2.8
25.8

222.0

4.9
44.9

2.8
26.1

222.7

77.8
112.4

64.2
70.8

78.6
1 10.3
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67.2

78.9
1 15.5
66.5
71 .9

7 8.7
113.2
61.9
70.2

78.6
1 12.8

s9.3
69.s

78
111
58

* Provis io n a l.

'- Cumulative fiscal year budget out-turn: deficit including grants and on commitment basis.
-'- Figures in parentheses referto official reserves in terms of months of imports of goods and non-factorservices.
"'-ExcludesKsh2,028m lMFdisbursementsonlenttotheGovt.bytheCBK,whichisincludedinexternal publicdebt.

Source: Central Bureau of Statistics, Central Bank of Kenya and Nairobi Stock Exchange
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Introduction

Inflation remained low through February
2002, with overall inflation remaining
negative compared with the same month
in 2001, while underlying inflation was

slightly below the target of 5%.

However, analysis of changes in the

consumer price index (CPI) in the month
of February 2002 show that the
downward trend in inflation had
somewhat reversed. Overall and
underlying inflation in the month of
February was 0.3% and0.27" compared
to negative rates in the previous several

months.

Overall Inflation

The overall inflation evolved (Table 1 and

Chart 1) as follows in February 2002:

The monthly overall inflation, that

is, between January 2002 and
February 2002 was 0.37"
compared with 0.37" decline in

January 2002. Following the
increase in overall inflation
between January and February
2002, the overall month-on-
month inflation, that is, between
February 2001 and February
2002, was negative 2.27"
compared with negative 3.1% in
January 2002.

The overall average annual
inflation, which is less sensitive to

new emerging trends, however,
declined to negative 0.67" from
0.1% in Januan1 2002.

a

o

Underlying Inflation

Developments in the underlying inflation

are indicated in Table 2 and Chart 2 as

follows:

TABLE 1: OVrnlU TNFLATION (%)
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INFI-ATION

a

a

a

The monthly underlYing inflation,

that is, the change in Prices
betwee n JanuarY 2002 and

February 2002 was 0.2%
compared with negative 0.27" in

January.

However, the underlYing month-

on-month inflation, that is, the

change in prices between FebruarY

2002 and the same month last

year, was unchanged at 1.5% in

February 2002 as in JanuarY.

Underlying average annual
inflation, however, declined to
4.7% in February 2002 from 5.4%

in January 2002.

group increased to 0.6% between

January and FebruarY 2002
compared with a decline of
negative 0.17" between December

2OOl and JanuarY 2002. The

group's inflation also increased by

0.5% between FebruarY 2001 and

February 2002 compared with a
decline of 0.3% in the twelve

months to JanuarY 2002.

a Inflation in goods and services

purchased by the uPPer income

group increased bY 0.8% between

January 2002 and FebruarY 2002.

Similarly, inflation increased bY

0.87" in the twelve months to
February 2002 comPared with
negative 0.4% in the twelve
months to JanuarY 2002.Inflation by Income GrouPs

Inflation in the basket of goods and

services consumed by the three income

groups was as follows (Table 3 and Chart

3)'

Inflation in goods and services

purchased by the lower income

group increased by 0.27" between

January and FebruarY 2002
compared with a decline of
negative 0.4% between December

2001and Janu ary 2002. However,

lower income group inflation was

negative 3.27" in the Year to
February 2002, compared with

4.1% in the year to JanuarY 2001.

O

o Inflation in goods and services

purchased bY the middle income

TABLE 3: OVERALT MONTH-ON-MONTH INFLATION BY INCOME

GROUPS(o/o)

Jun SoP Dsc

-1.3 -3 1 -4.1

3.9 0,3 -0.3

'' 11.2 2.9 0.8

02 .2.2 -3.1

Changr! ovct ona mnth
42 43 4.1

0.1 0.3 43
05 01 03

4.8

4.1

{.5
4-6

.2.2

4.1

Lower

Mildle

Upper

AlGroup!

Fcb lrr
4.5 3.4

67 1.9

12.5 11.6

5.2 3.9

4.6

4.8
03

{,,

LoRr
Mddh
Upper

Jm
-1.1

-0.3

-0.4

.3.,|

4.1

4.1

{.9

Changcr ovrr l2 rmntht

2001

0.2

06
08

uppor

Lower

J
nJ

ll
F

5.0

00

A80N0FMAUJ

Sourc.t: C.nual Bur..u ol Sltttticr ! Ctnlnl B.nl ot Xmy'

CHART 3

7
Kerya Monthly Econontic Reviev', Murch 2()()2



INT:I-ATION

8

Inflation by Basket Goods

In February 2002, negative inflation
continued to be recorded in food; fuel
and power; transport and
communications; and miscellaneous
goods and services compared with the
same month a year ago. However,
looking at inflation in the month of
February alone, that is, the change in CPI
between January and February 2002,
all baskets, except for the miscellaneous
goods and services, had positive
inflation. Inflation by basket of goods
and services is shown in Table 4 and
Chart 4 below.

Outlook

It is emerging that the decline in inflation
over the last six months is beginning to
slowly reverse, partly as a result of the
stabilisation of the agricultural food
prices. The recent up turn in the
international prices of crude oil from
about US $ 20 per barrel in February
2002 to about US $ 24 per barrel in
mid-March 2002 is also expected to
exert pressure on domestic prices.
Nonetheless, the underlying inflation is

expected to remain within the 57" target
as the Central Bank continues to
implement prudent monetary policy.
Equally key is the anticipated relative
stability of the shilling exchange rate that
will further check the inflationary
pressures that would have emanated
from this source.

(7t WobhE oooYoa Over

Louer Mirdlo Upper bralGf,E JAI'I FEB oneGoods ad Senres

hcomo C{oups'

o/" n02

TABLE 4: BASKET WEIGHTS & OVERALL MONTH-ON-MONTH
INFLATION, JAN 2OO2 - FEB 2OO2
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Molt,r ,irri Cnt,uti

Trends in the monetary aggregates were
mixed in the year to January 2002
(Tables 5 and 6 and Charts 5 and 6).
Narrow money, M3, which comprises
both currency held by the public and
private sector shilling deposits with
commercial banks, increased by 2.0%
compared with a0.04% fall in the twelve
months to January 2001. M3X, which
is M3 plus resident private sector deposits

denominated in foreign currency placed
with local banks, stagnated, declining by
0.017" in the current period under
review compared with 3.87" expansion
in the year to Janu ary 2007. The
stagnation in M3X reflected a reduction
in resident private sector holdings of
foreign currency denominated deposits
which offset the increase in M3. This was

attributed to the continued stability of the

exchange rate, which reduced the need

for the private sector to hedge against
exchange rate fluctuations. As a result,
the private sector increased investments
in the relatively secure and high yielding
government securities. Reflecting this
development, broader money supply,
M3XT, which is M3X plus non-bank
holdings of government securities,
increased by 5.77", an acceleration over
5.2% increase in the year to January
2001.

The stagnation of M3X in the year to
January 2002 reflected a symmetrical
match between a decline in net domestic
assets (NDA) and an increase in the net
foreign assets (NFA) of the banking
system. The NDA declined by I/rsh 2.3bn
or 0.97o, largely reflecting a decline in
domestic credit as other domestic assets

increased. Developments in NDA
components were as follows:

. Net credit to Government from the
banking system increased by 6.9%
in the year to January 2002
compared with 88% decline in the
year to January 2001. During the
period under review, Government
increased its net borrowing from
commercial banks by 27 .97".
However, this borrowing was partly
offset by the reduction in net
government credit from the Central
Bank of Ksh 9.7 billion or 46.87".

Credit to the private and other
public sectors declined by 3.47"
during the twelve months to
January 2002 compared with 4.47"

9
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Jan ftb
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Mar Jun l,lo, Ibc
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TABLE 5: ANNUAL PERCENTAGE CHANGE IN MONEY SUPPLY
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CHART 5
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Jan Jan
2001 2002

12 months Change
Absolute %

Target
Jan'02 Dev

1. Money supply, M3XT 1l

2. Money supply, M3X (4+5) Z
3. Money supply, M3 3/

Itloney supply, ttQ

tletforeign assets 4/
Central Bank

Comrnercial b*tks & NBFIs

l.let dorestic assets (5.1+5.2)

5.1 Donestic credit (5.1.1+5.12)

5.1.1 Govemnent (net)

Central Bank(net)

Oerdraftto Govemrnent

Cleared items aaaitirg postirp to P[trl3

Rediscounted securities

ItvF Funds onlent to Govemmnet

Treasury bills

Treasury Bonds

Mn lnterest Bearirg Debt

Pttrl3 deposits

Commercial Banks & NBFIs(net)

Banks

NBFIS

5.'1.2 Priwte sector ard other public sectol:

Central Bank

Comrnercial banks

NBFIs

52 Oher assets net ($5.1)
6. &serve npney

Cash in till

Cunency outside banks

Deposits with CBK

24.9

0.0

5.3

't0.9

2.3

15.4

-13.1

-2.3

4.7
5.0

€.6
-7.4

0.1

0.1

{.1
10.1

0.0

-10.1

-2.4

14.7

15.0

{.3
€.7
0.1

3.2
6.6
2.4

2.4
-0.5

2.8

0.1

478.6

377.6

333.3

-17

-16.

4/1.3
360.7

310.3

29'.|.2

90.3

59.3

31.0

270.4

360.3

73.2

20.6

7.4

0.6

0.0

2.O

16.9

0.0

20.0
-26.4

52.7

50.1

2.6

287.1

1.4

262.7

23.0

€0.0
71.2

5.7

42.0

23.5

466.2

360.6

316.6

302.1

92.6

74.7

17.8

268.1

355.7

78.3

10.9

0.0
o-7

0.1

2.0

27.0

0.0
9.9

-28.8

67.3

65.0

2.3

277.4
1.5

259.5

16.4

{7.6
73.6

5.2

44.8

23.6

5.7

0.0

2.0

3.7

2.5

25.9

42.4
{.8
-1.3

6.9

46.8
-100.0

23.6

137.8

€.0
59.7

0.0

-50.5

8.9

27.9

29.9

-11.4

€.4
6.8

-1.2

-28.6

2.6

3.4

8.2
6.6

0.3

90.3

73.1

172
287.3

381.9

70.5

7.9

0.0

o.7

2.0

2.0

9.9

0.0

27.0
.33.7

62.6

311.4

€4.6
76.4

7.3

43.6
25.6

0.0

17.1

-17.1

1

7

-1

-7

-2

1

items
bills 134.3 120.6 -13.7 -10.2

TABLE 6: MONEY SUPPLY AND ITS SOURCES (ANNUAL BASIS), KSH BN.

lbsoltte aN percentage changes may not nxessarily dd up due to rounding

1/ Broder raney, M3XT, conpnses M3X and non ban0ng public holdirtg of @vemnent securibs.

2/ Broder raney, IEX mnprses M3 aN resrtents foreign cunency depsits uitt Mal banks.

A &oad runy,M3, cor4onses curerw ottsile bmklng insthttius, md all private aN otlnr publh sctor lnldnrgs of denwd

savings and 0irc deposfrs. lt exdudes ental and lrcal bvemrpnt deposlts ullh banktry instrtrtbns.

4/ lf A at con$ant exchange rate of Kh 78.95 to the US dollar (Sept 3Uh, 2001 ).

Central Bank of Kenya

a

increase in the year to January
2007. The decline comprised
reduction of 28.67" and 1 .27" in
credit from NBFIs and commercial
banks, respectively.

Other domestic assets of the
banking system increased by 2.6%
in the year to January 2002

compared with 38.57" decline in
the twelve months to January 2001.

Reserve Money

Reserve money, which comprises
currency in circulation and deposits of
commercial banks and NBFIs at the

l0 Kenya Monthly Economic Review, March 2002



MONEY AND CREDIT

Central Bank, increased by 3.47" in the

year to January 2002 compared with
7.17" decline in the year to January
2007 (Table 7 and Chart 7).

The increase in the reserve money in the

review period was mainly in currency

in circulation that rose by 4.97". The

expansion in the reserve moneY was,

however, within the set targets achieved

through aggressive mop up of excess

liquidity in the banking sector using

open market operations.

Reserve money expansion in the year to

JanuJry'2002 reflected the increase in

net foreign assets (NFA) of the Central

Bank, which more than offset the decline

in the Bank's net domestic assets (NDA).

NFA of the Central Bank increased by

Ksh2.4bn with the build up arising from
purchases from the interbank foreign

exchange market.

Meanwhile, the NDA of the Central Bank

declined by IGh 15.7bn in the twelve

months to January 2002 compared with

IGh 13.4bn decline in the year to January

2007. The decline in NDA during the

period under review comPrised the

following:

o ff decline of 46.87" in net credit to
government due to rePaYment of
IGh 7.3bn gross borrowings and Ksh

2.4bn build up in dePosits at the

Bank.

. An increase of 5.5% in net
indebtedness to commercial banks

largely on account of 63.37"
expansion in sterilized funds
acquired through open market
operations.

o fi decline by 66.57" in other
domestic assets of the Central Bank

in the year to JanuarY 2002
compared with 56.27" increase in

the year to January 2007.

Assets

Net Foreign Assets

Other ltems Net

FEB MAR AFR MAY IJN JJL AUG SEP OCT NOV DEC JAN

2mt 2OM

0

SN

,100

3m

m

1m

Central Bank of Kenya

7: RESERVE MONEY & ITS SOURCES (KSH BN)

CHART 7

90

60

30

tlst For.ign A5act.

Cr6dlt lo

credlt to Commerclal Banks

0

JAN IJL AUG SEP OCT NOV DEC JAN

2mt

Source: Central Bankof Kenya

2000 2001 CfBrEe Target

Itet Fseign Asseb

t{et Domtc Assets

2 1 Go\enrerl BomirE (ret)

22 Ad\aG&Ors@rts
2.3 Cfs Dqmstjc Assets (ret)

Rew N,brey

3.1 Bar*sDePositsalCBK

32 NBFbOep6rEalCBK

5S3

11S

20.6

14.6

712
22.9

05

77.4

-3.8

10.9

-15 4
)i

736
23.3

o.2

2.4 34
15.7 -1322
-s.6 46.8
{8 5.5

3.9 {6.5
2.4 34
04 1.8

4 3 62.5

76.4

79
-9.0

4.4

76.4

254
o2

-7 1
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Credit to the Private and Other
Plrblic Sectors

Banking system credit to both the
private and other public sectors
declined by 3.4% to Ksh 277.4bn in the
twelve months to January 2002
compared with 4.47" increase in the
year to January 2001 (Table B and
Chart B). The reduction reflected a
persistent low demand for bank credit
due to the subdued economic activities
in year 2001, and the reluctance of
banks to lend due to the uncertainty
brought about by the debate on the
Central Bank of Kenya (Amendment)
Act, 2000 that reintroduces interest rate
controls in the economy.

Analysis of bank credit to the various
private sector activities shows that real
estate, finance and insurance, private
households, building and construction,
business services and consumer
durables and other activities took new
Ioans amounting to Ksh 14.6bn during
the l2-month period to January 2002.
Meanwhile, the main private sector
activities repaid a total of Ksh 22.7bn
distributed as follows: manufacturing,
Ksh ll.4 bn; trade, Ksh 5.9 bn;
agriculture, Ksh 3bn, and mining and
quarrying, Ksh 2.4bn.

Jan
l(sh bn ShaE

AnMl CtEng.
Jan

Lclgoremt
l%cstatals

credlt to prtuate setc
P€ncultue

l,4arufet[rE

TEe
&Jrldm arE cmfwllo
TErepon&colrui€trffi
FiBre&i6@rce
Real dslete

MnrE arts q.ErryrrE

Pnvate hqsetplG

CocffidEd6
AEiBsswies
Ots activi116

278.2 96.9 270.1 97.4 dt
25.2 8.8 22.2 8.0 .3.0

61.1 21.3 49.8 17.9 .11.4

52.2 18.2 6.2 16.7 .5.9

19.8 6.9 20.3 7.3 0.5

18.5 6.4 20.7 7.5 2.2

5.0 1.7 2.6 0.9 -2.4

9.8 3.4 t0.7 3.E 0.9

4.9 1.7 5.4 1.9 0.5

25.8 9.0 26.3 9.5 0.5

31.4 10.9 39.9 14.4 8.5

.t7.0

€.7

.12.0

.tt.6

.11.4

2.3

0.5

lt-1

17

E.7

r0.0

z1

2Ao

1 . Oedit to ottEr publlc *ts 8.9 3.,t 7.3 2.6 .,t.6

0.0 0.0 0.0 0.0 0.0

8.9 3.1 7.3 2.6 .,t.6

10.6 3.7 10.7 3.8 0.0

,3.9 4.9 15.5 5.6 1.5

TABLE 8: CREDIT TO PRIVATE & OTHER PUBLTC SECTORS (KSH. BN)

&6 d Fdi{.dWG rydlEFtydqObrdt

SharB 9{

8.2

140.5

3t.2

73.3

.0.6

{.0

-5.7

.r0.8

.0.1

.'t0.1

-21.0

-101.6

$ 45 {0 35 -30 -25 .m -15 i0 .5 0 5 10 t5 N 8 &

Transpoil and Communi€lions

Busine$ SeNieE

Bulldlnd and :Conitructlon

Privats Houoholds

Consumer Durablcs

Financeiand insurance

Roal Eshh : :

OtherActivlths

Itrltrg dtdql.nihg

Agriculture

Trade

Source: Central Bank of Kenya
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Structure of the Financial System

At the end of February 2002, the banking
system comprise d 46 commercial banks,
3 non-bank f inancial institutions
(NBFIs), 2 mortgage finance companies,
4 building societies and 48 forex bureaus
(Table 9). The decline in the total number
of institutions from 60 in February 2001
to 55 in February 2002 was to due to
mergers, Iiquidations and voluntary
winding up of a few institutions.

Asset Composition

The balance sheet structure of the
banking sector changed substantially as

major banks shifted to investment in
government securities and reduced their
Iending activity following uncertainty
regarding the implementation of the
Central Bank of Kenya (Amendment)
Act, 2000. Total assets of the banking
system decreased by 397o to IGh 422.4bn
at the end of January 2002 from Ksh

439.6bn at the end of January 200t,
mainly as a result of the placing under

liquidation of one commercial bank.
Consequently, loans and advances,
which comprised 517" of bank' assets,

decreased by IGh 17.4bnto Ksh 215.1bn
from Ksh 232.4.bn in January 2001.
The decrease in loans and advances
was also partly due to the exit of one
bank which was placed under
liquidation by the Deposit Protection
Fund Board. Investment in government
securities, which increased by 33.27" to
Ksh 93.9bn in January 2002 from Ksh

70.5bn in January 2001, accounted for
227" of total assets compared with L67"
in January 2007. Balances with the
Central Bank remained unchanged and
stood at Ksh 25.1bn, accountingf.or 67"
of total assets.

Asset Quality

The level of non-performing loans
(NPts) declined to Ksh 110.4bn at end
of January 2002 from IGh 174.2bn in

January 2001 (Table 10). However, as

a proportion of gross loans, NPLs rose

to 39.47" in January 2002 from 38.1%
in January 200L The increase in the
ratio reflects the sharp drop in totalgross
advances by IGh 19.5bn that more than

Typ. ol lnttltuton/Bunru F.b-2001 Fob-2002
Cornmcrcial Bankg

(e) OpGratine
(b) l,lot opcrating
(c) tfidcr Canlral BanI ststutory managcmonl

Buitsing Sociclioi
,rlortgagc Fina'Er Compenic!
tlor}B.r* Finsnciel h3tiMion3

(.) Op.ratine
(b) Undcr Conlral Bank rlsluory manegaryEnt

Totel
Foruion Exchano6 Burlaul

46
45

t
1
2
3
3

55
48

48

f
1
2
6
6

60
17

rABLE 9 COMMERCIAL BANKS, NBFIS & FOREIGN EXCHANGE
BUREAUS

;ource: Conlral Bank of Kenya

TABLE 10: NON-PERFORMING LOANS' (NPLs) (PROVISIONS)
(Ksh bn)

' Nmforiormrtg loam ua tloca lhal ra rDl bai|c aaNi:ad at pa. lo.n conliEtt and
o)@sothofnrriali[ttrtir|3lopot rtial br$E

sourc.: C.ntral B.nl ot X.ny.

J.n-01 J.n-02
1

2

3

1

5

6
7.

8.

9.

10.

Tot.l AdYanc.r (GroE3)

Non Parrormino loans (NPLs)
ProYiEaonr m lda tor thc NPLs

Net NPL3 (2.3)
Valuc ot racuritirr (crtrm atad)
Net Erposurc (2-3-5)

NPLr er % o, tol.l Advrncas (2/l )

Nst NPLi ar % ot totel AdvsnccE (4ll )
Erporur. .r % ol totel AdvancaE (C/t )

Provirront rr % ot NPLE (3/2)

299.6
111 2

672
a70
332
13I

38.r%
15 7%

4.6%
58.9%

280.1
t 1.0 'l
65r
453
387
66

30 4%

162
24
5e 0%
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off set the decrease in non-performing
loans. Total provisions for bad and
doubtful loans fell to IGh 65.1bn from
Ksh 67 .2bn in January 2001.. The
industry was holding securities worth
about Ksh 38.7bn, thus giving an
uncovered exposure of Ksh 6.6bn for
which additional provisions may be
necessary.

Deposit Liabilities

Deposits, including accrued interest,
held by the banking institutions
decreased by 1.3% to IGh 328.0bn in
January 2OO2 from Ksh 332.4bn in
January 200L The top eight commercial
banks accounted for 72.77" of the total
deposit Iiabilities.

Capital and Reserves

Capital and reserves of the banking
system increased by 5.17"to IGh 56.6bn
in January 2002 from Ksh 53.Sbn in
January 2007 (Table 11). The increase
was due to profits made for the year to
date. Largely as a result of the increase

in capital and decrease in deposits, the
Ievel of capitalisation as measured by the
ratio of capital and reserves to total
deposits increased to 17 .37" at the end

of January 2002, from 16.2 % at the end

of January 2001. Similarly, the ratio of
total capital to risk-weighted assets
increased to 18.97" at the end of
January 2A02 from 17 .67" at the end of
January 2001 and was above the legal

minimum requirement of 127".

Profitability of the Sector

The unaudited pre-tax profits increased
by 12.67" to Ksh 1,301m for the month
ending January 2002 from IGh 1,156m
at the end of January 2001. The
improvement in performance is mainly
attributed to reduced expenses, which
declined by 23.77" from Ksh 5,092m to
Ksh 3,885m while incomes declined by
17.07" from l<sh6,248m to IGh 5,185m.
The drop in expenses was largely caused

by the decline in interest expense on
deposits, bad debt charges and salaries

and wages.

Institutions Under Statutory
Management

Delphis Bank Ltd., which was placed
under statutory management in June
2001, has not been re-opened since the
stakeholders had not met the minimum
conditions set for re-opening.

Ja n.
2001

J.n. Ch.nge'
2002 Absoluto '/.

ASSETS

Commercial Banks
NBFIs

Loans and Ad\ances

Go\crnmenl Securities
Balances al Central Bank

Fixed Assels
Olher Assels

LIABILITIES
Oeposils"
Capital and Resenrs
Forcign Liabilitica
Oth6r Liabilitaes

'139,0
414.5

25.1

232.4

70.5
24.5

r 8.5

29.3

3t5.6
s3a.r

53.E

11.1

42.2

a22.1

404.5

17 .g

215.0

93.9

25.1

18.1

23.1

3C5.t
328.0

56.6

9.3

28.4

17.3
'1 0.0

7.3

17 .4

23.4

0.6

0.5

6.3

20.0

4.4

2.7
-1.8

.13.E

.3.9

-2.4
.29.1

-7.5

33.2

2.5
-2.6

-21.3

-5.2

.1.3

5.l
-16,4

-32.7

TABLE 1'l: SELECTED ASSETS & LIABILITIES OF THE

SANKING SYSTEM (Ksh bn)

psrcenlege chsnges may not necsssarily add up due b rounding.
" I nclude s inte rb anl 0arancos.

Soucr: Cmtrel Bul ol Krrryr

l4
Source: Central Bank ol Kenya
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Cash and Liquidity Ratios of Com-
mercial Banks and NBFIs

Deposit taking financial institutions
operated above the 207" minimum
liquidity and 107" cash ratio
requirements in the months of January
2002 and February 2002 (Table 12 and
Chart 9)

Liquidity Ratios

Liquidity position of deposit taking
institutions in January and February
2002 was as follows:

Average liquidity ratio for
commercial banks was maintained
at 467" for the third consecutive
month in February 2002, while that
for NBFIs fell to 567" from 597" in
January 2002.

The average liquidity ratio for
mortgage finance companies
remained unchanged at 297" for
the third consecutive month in
February 2002 while that for
building societies declined to 517"
in Febru ary 2002 from 54% in
January 2002.

a

Cash Ratios

Commercial banks and NBFIs
maintained the minimum monthly cash

ratio of 107" in January and February
2002. Average cash ratio for commercial
banks remained unchanged at 10% in
February 2002 while that of NBFIs was

1L37" in February 2002 from Ll%" in
January 2002.

TABLE 12: CASH AND LIQUIDITY RATIOS (%)

2000 zo01 zoo2
D.c Jrn Mar Jun D.c J.n F.b

C om m arcla l Brnlr
Avsrago Lrquidity
Minimum Liquidily
Cash Ratio - All Banks
M inam um C a sh Ra tio"

NBF13
Average Liquidity
Minimum Liquidity
Cash Ralio
Minimum Cash Ralio"

43
20
99
'I 0

43 44 42 46 46 46
20 20 20 20 20 20
s.4 10.2 10.0 10.0 10.0 10 0
'! 0 10 10 10 10 10

42 45
20 20

11.8 113 1

10 10

48 60
20 20
.5'10.1
r0 10

57 59 56
20 20 20
09110113
't0 t0 10

" Comn.r.l.l b.n*..nd tBFlr mu.l ob..rv. lodnlghlly.n .v.r.g. o,
l0* crrh rallo and a daily mlnimum ol l*. Tia raqulramanl

CHART 9

0urcc nt ya
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Principal money market interest rates

declined marginally in January 2002
and February 2002 in response to the

decline in the 91-day Treasury bill rate
(Table 13 and Chart 10).

The 91 day Treasury bill rate has been
declining since February 2001 due to
excess liquidity in the domestic market.
The excess liquidity was attributed to low
demand for commercial bank credit as

a result of the slow pace of economic
recovery and the adverse effects of the

Central Bank of Kenya (Amendment)
Act, 2000 on bank lending operations.
Banks invested the apparent excess

liquidity in government securities in the

absence of alternative investment
options.

Trends in the respective interest rates

were as follows:

a

a

a

a

9l days Treasury bill rate
declined to 10.67" in February
2002 from 10.97" in January
2002.

Average interbank rate
declined to 9.8% in February
2002 from 10.37" in January
2002.

The interest rate charged by
commercial banks for the
overdraft facility declined to
79.3% in January 2002 from
20.0% in December 2001.

Meanwhile, the interest rate on
three months' deposit rate in
January 2002 stabilised at
6.97" as in December 2001,
while the interest rate paid on
savings deposits remained
unchanged at 4.47" for the
fourth consecutive month.

In the month of January 2002,
the average lending rate eased

to 19 .37" from 79.57" in
Decemb er 2001, while the
average rate paid on deposits
remained unchanged at 5.77o,

resulting in an interest rate
spread of 13.6%.

OYUdrdt Rtt.

91 dayTn6uryEill Rala

lnter-bank Rate

3-sDnth Doposit Rato

FtTAt'JJA60IIDJF
ili M

zqrl ap.
k th, Jln ll A, b G ltbv Ib Ja F.b

As.iJcUrarU tu (l)

O{nr'all

T@ryUl-

l a.rtEt

A{ragc OrEl trb (2)

3 - ouordsrl
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t3s
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194
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r07
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196

199

r29

85

66

61

t30

192

1S5

105

t09

64

77

1?A

r93

197

121
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64

75

1)9

198
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116

105

62

t35

194

199

1r5

10t

59

68

t36

195

200

r10

t04

57

69

138

r93

193

10.9

103

69

136

106

98

13: INTEREST RATES (o/o)

Sources: Cenlral Bank of Kenya
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\illti;",r( I', i; r\r,i it,jI 0.8% and 0.8%, respectively. The shilling
however weakened marginally against
the South African Rand to exchange at
Ksh 6.83 in February 2002 from !/sh6.76
in January 2002. The Rand gained
against the US dollar by 1 .47" in the
period under review.

The Kenya shilling appreciated in
February 2002 against all major trading
partner currencies, except the South
African Rand (Table 14 and Chart 11).

The shilling continued to remain stable
appreciating against the US dollar only
marginally by 0.4% to trade at an
average of Ksh 78.3 in February 2002
from Ksh 78.6 in January 2002. This
reflected weak demand for foreign
currency as a result of persistent low
economic activity. Against the Euro, the
Japanese Yen, and the Pound Sterling,
the shilling strengthened bV 2.17",1.2%
and 7.2%, respectively. The three
currencies also lost against the US dollar
in the international market by 1.77o,

With respect to regional currencies, the
Kenya shilling, in February 2002, gained
against the Tanzanian shilling to trade
at an average of Tsh 12.2 from Tsh 11.8
in January but remained stable at Ush
22.4 against the Uganda shilling, the
same level as in January 2002.

The trade-weighted nominal shilling
exchange rate appreciated by about
4.6% in the year to February 2002
compared with an appreciation of 0.8%
in the year to February 2007. In real
terms, however, the shilling appreciated
by 0.57" compared with 71%
depreciation in 200L, mainly on
account of appreciation of the trade
weighted nominal shilling exchange rate
which more than offset the decline in
domestic inflation.

2002

D* Jrn

2002

F.bru.ry
rd( 2 rd( 3 r{i( I *l 5

J.n M.. JIn S.p

786 778 786 789 787 786 787 785 i80 782 782 783

1163 1124 1103 1155 1132 1128 Jt10 11t I 1113 1t18 
'113 

111

673 612 611 665 619 5€3 587 588 586 586 583 586

232 2?5 226 222 219 222 220 222 223 224 226 224

102 107 113 111 116 1t8 119 120 122 123 123 122

738 708 672 719 702 693 676 681 682 682 679 681

ElbclvoErdagoRab i86 803 &5 812 831 836

ElbctvoErdrrEoRab 950 95r 951 945 968 972

Sb(!E

100 Japrc Yen

Shilhg'

ShdrE'

US Dole

TABLE 14: SHILLING EXCHANGE RATE

Source: Cenkal Bank oI Kenya

\

\

\ Shilling / US Dollar
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! I ! i t! I I s t!i!i;i
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HART 11

- a

RT 12: NOMINAL & REAL EFFECTIVE
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Source: Central Bank of l(enya
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Government budgetary operations in
the first seven months of financial year

200112002 resulted in a deficit of Ksh

11.9bn or 1.4% of GDP on a

commitment basis compared with Ksh

5.0bn deficit or 0.6% of GDP in a
similar period in financial year 20001

2007 (Table 15 and Chart 13). On a
cash basis, the outturn deteriorated to
a deficit of Ksh 13.7bn or \.67" of GDP
from Ksh 0.5bn deficit in the same
period of the previous year.

Gl{rrRTr} r2SilIHs ClttUrMBt oGEI0t T.IURil (t0hh,}

'IAIJI 
EOTO

-Exponditure & Lending

& Granh

J

u

240

N

ilo

tE0

1fl)

scr CrE 8d d Xrtt

FY 2001/2002 2001102
Ja nua ry' Ovo r(+ ),

Aclu.l' Sh.r. (%) Jan T.re.l B.low (')

FY 200012001

Actu.l Share (%)
January

t. TOTAL REVENUE A GRANTS
Revenue
Ordrnary Revenue

Tax Revenue
lncome Tax

Value Added Tax
lm port Outy
Excrse Outy

Non Tax Revenue
lnvestmenl lncome
O lhe rs

Appropnalrons-rn-Ard
External Grants

2. TOTAL EXPET{DITURE ANO LENDING
Recurrent Expendrlure

Domestic lnte.esl
Forergn lnteresl
wages and Salanes
Others

Developm ent E xpendrture
Civil Conlingency Fund

3. OEFrCrr ON A COMMTTMENT BASIS (1-2)

as a ralro ol GDP (o/o )

a. ADJUSTtl'l ENT TO CASH AASIS

117.1
107 3

994
90. 3

289
27 .9
173
162
91
23
69
79

10.1

122.3
109 7

13 6

41 1

12 5

91 4

846
76 I
24.6
23.8
14 7

13I
7.8
19
58
67
86

't I 0.3
'r06.9

98.1
92 1

31.6
29.7
13 3

17 5

6.0
04
56
88
34

969
890
835
28.7
269
12 1

15I
55
04
51
7g
JI

131.1
127 5

t15 5
't04 4

3s0
328
18 5

142
110
20
91

12 'l

35

-20.8
-20.6
-17 3

-12 3

-3.4
-3.0
-52
-08
-5.0
-1 .5
-35
-33
-0 1

896
111

33s
426
102
o2

122.2
1't15
't4 1

5.0
448
476
107
00

91 3

'l 16
41

366
390
87
00

I 3s.8
't 16 8

15 5

46
442

19 1

-t 3.6
-52
-1.4

0.4
UO

48
-84

-5.0
-06

-t 1.0
-1.4

-a.8
-06

-3.8

-8.6
-1 0

0.0

8.6
I 3.5

-7.1

5.0 .1.1 .0.3

-f.a5. DEFICIT ON A CASH BASIS
as a ratro ol G DP ("/" )

6. DISCREPANCY: Expendlturo (+), R.vcnuo (')

7. FINANCII{G
Dom.rllc (N.t)
Cenlral Bank
Commercial banks
Olher domeslrc sources
Non banks

0.0
00

.t 6.0
.1.e

0.5 .2.1 .2.1

5.1

e.6

Capital Recerpls (pn€lrsatron)
Ert.rn.l(Nal)
Loan Drsbursem enls
Less Loan Reoavmenls

13.7
2 3.1

0. r
15.S
71
7.1

00
-0.5
36

r3 r

.E.0 -,t.6

0.5
.c.1
-04
10 3

46
46
00
6.6

13 1

-65

ABLE 15 BUDGET OUT-TURN (KSH BN.)

: BUDGET OUT-TURN (Ksh bn.)TABLE 15

ro vrs

Sources: Trearury and Centtal Bank ol Kenya
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Revenue and Grants

Government receipts amounted to Ksh

110.3bn in the first seven months of
financial year200112002 (Table 16). The

receipts, which were Ksh 7.1bn lower
than in a similar period in financial year

200012001, comprised Ksh 106.9bn
ordinary revenue and Ksh 3.4bn external
grants. The decline in receipts was

mainly in external grants.

The government revenue comprised the

following:

. Tax revenue amounting to Ksh

92.lbn or Ksh 1.Sbn higher than in
the comparable period of the
previous financial year. Income tax
and Value Added Tax (VAT)
combined increased by Ksh 4.5 bn
whilst import and excise duties
collections declined by Ksh 2.7bn.

. Other revenue comprising
investment income, license fees,
fines and other levies amounting to
Ksh 6.0bn, Ksh 3.1bn lower than
revenue received in a similar period

in the previous fiscal year.
. Appropriations-in-Aid amounting

to Ksh 8.8bn, which was Ksh 0.9bn
higher than in a similar period in
the previous fiscal year.

External grants dropped to Ksh

3.4bn compared with Ksh 10.1bn
in the same period last fiscal year.

The high level in the previous fiscal

year reflected a grant of Ksh 5.8bn
received from the World Food
Programme for drought rehef .

a

Expenditure and Net Lending

Government expenditure and net
lending amounted to Ksh L22.Zbn in the

first seven months of financial year 20011

2002 compared with Ksh 722.5bn in a
similar period in financial year 20001
20Ol (Table 17).

TABLE 17: COMPOSITION OF GOVERNMENT EXPENDITURE
(KSH BN)

Jan'01
Ksh bn

Share Jan '02

Ksh bn
Sha16

Salaries I Wages
Total lnterest

Domestic'
Foreign

Developm ent
Others

TOTAL EXPENOITURE

335
135
11 1

2.4
'lo 2
428

100.0

'14.8
19.1

14.1

5.0

10.7

47.6

122.2

366
't5 7

116
41
87

390
100.0

41.1

16.5
13.6
2.9

12.5
52.4

122.5

'lncludes commission and other charges paid to CBK
Souce: Trcuuy

The major components of the
expenditure were as follows:

Recurrent expenditure at Ksh
111.5bn or 91.37" of total
expenditure was tGh 1.Sbn higher
than in a similar period in financial
year 200012001. The expenditure
comprised the following:

TABLE 16: COMPOSITION OF GOVERNMENT REVENUE

(KSH BN)

Sowcc: Trearuy

Share Jan'02
% Ksh bn

Jan'01
Ksh bn

Tax Revenue
lncome Tax
Value Added Tax
lmport Duty
ExciseDuty

Appropriations-in-Aid
Other Revenue
External Grants

107.3
90.3
289
27.9
17.3
16.2
7.9
9.1

10.1

117.4

106.9

92.'l
31.6
29.7
13.3
17.5
8.8
6.0
3.4

1't 0.3

91.4
76.9
24.6
23.8
14.7
13.8
6.7
7.8
8.6

100.0

28.
26.
12.
15.

7.

5.

3.1

1. Revenue (2+3+4)

OTA RECEIPTS
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Wages and salaries of Ksh
44.8bn, accounting for 36.6% of
total government expenditure.
At this level, expenditure on
wages and salaries was Ksh
3.7bn higher than in a

comparable period in the
previous fiscal year.

IGh 19.1bn interest payment on
government debt. The payments

were Ksh 2.6bn higher than in
a comparable period in financial
year 200012001, following
increased domestic borrowing
that offset the benefit of reduced
interest rates. Interest paid on
domestic debt amounted to IGh

14.1bn or 73.8% of the total
interest paid on government
debt while that on foreign debt
was Ksh 5.0bn.

Other recurrent expenditures,
mainly on operations and
maintenance at l{sh 47 .6bn was

Ksh 4.5bn lower than in the
corresponding period in
financial year 20001200L.

Development expenditure
amounted to Ksh 10.7bn or 8.77"
of total government expenditure. At
this level, development expenditure
was Ksh 1.8bn lower than in a
similar period in financial year
2000t2001.

Financing

Government fiscal operations in the first

seven months of the financial year 20011

02 resulted in a financing gap of Ksh

32.6bn. The gap necessitated the
following borrowing by Government
(Table 18):

Ksh 15.9bn from commercial
banks,

Ksh 7.1bn from non-bank sources,

Ksh 9.6bn draw down of
Government deposits held at the

Central Bank.

The funds were utilized in making
payments as follows:

. Net external repayment of Ksh

a

a

TABLE 18: GOVERNMENT BORROWING REQUIREMENTS &

SOURCES (KSH BN)

Sourcel: Trearury & Central Bsnk of Keny.

FINA.ICING REQUIREMENTS

Jan'01 Slrrs J.n'02

lchbn % lchEr
Sirtr

I

J.J

0.0

96.7

27.2

69.6

00
0.0

100.0

11.7

9.5

9.5

9.5

0.0

0.0

0.0

32.6

41.9

n.1
a.c
n.c

0.c

0.c

0.c

100.c

1. Fiscal deficit

2. EnernaldebtredEtion

3. Dornestic debt redEtim

3.1 Certral Bank (incl. items in transit)

3.2 Cornmercial banks (net ofdeposits)

3.3 ttGbtr* soJrces

4. lrErerse in GoK deposits at CBK

Total

0.5

0.0

14.3

4.0

r0.3

0.0

0.0

14.4

FINA'ICING SOURCES

SlBrs Jan'02
% l(lh bn

Jen'01
lch bn

Slrn
fl

0.0 0.c

0.0 0.c

23.O 70.5

0.0

6.6

4.6

0.0

0.0

4.6

3.6

14.E

0.0

4.4
31.0

0.0

0.0

31.0

24.6

1m.0

0.0

15.9

7.1

9.6

32.6

0.c

€.s
2'l.7

29.5

100.c

1. FiscCsurd6

2. External debt irErease

3. lrErease in domestic deil
3.1 CentralBark

3.2 Cornmercial bardG

3.3 NlorFbank sorrces

4. RedEtion in GoK deposits A CBK

Total
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9.5bn;

Net repayment of Ksh 9.Sbn to
Central Bank; and

Financing a budget deficit of Ksh

13.7bn

Government Borrowing from the
Central Bank

Government indebtedness to the Central
Bank declined by Ksh 9.Sbn to Ksh

39.7bn during the first seven months of
financial year 2001102 from Ksh 49.2bn
in June 2001(Table 19). The decline in
net indebtedness to the Bank of Ksh

9.5bn was due to the following
transactions:

. Ksh 2.9bn pay off of government

overdraft at the Bank; during the
period July - October 2002, and

. IGh 6.6bn decline in cleared items

awaiting transfer to the Paymaster

General Account.

TABLE 19: GOVERNMENT GROSS BORROWING FROM THE CENTRAL BANK, FY 200112002 (KSH BN)

Sourco: Conlral B.nk ot Kany.

Source: Centnl Brnk of

2001
June

2002
Jan Movement

T otal G overn m ent G redit (1 +Z+3+4+5)
1. Overdraft
2. Rediscounted securities

Treasury bills
Treasury bonds

3. No'n-interest bearing T/bills & bonds
4. IMF funds onlentto Government
5. Cleared items in transit
Memorandum

Authorised overdraft lim it
Amountutilised to date
Amountavailable

0.1
0.0

3 6.9
2.0
o.7

.2

I
1

1

0

.9

0

49
2

0

0

0

36
2

7.4

-9.5
-2.9
0.0
0.0
0.0

3 9.7
0.0
0.1

8.8
0.0
8.8

8.E
2.9
5.9

-6.6

0.0
-2.9
2.9

0.0
0.0
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Public debt decreased by Ksh 0.8bn to
Ksh 605.0bn in January 2002 from Ksh

605.8bn in June 2007. At that level, the

debt was 70.27o of. GDP The decrease

in the debt stock followed a decline of
Ksh 11.7bn in external debt that offset a

Ksh 10.9bn increase in domestic debt
(Table 20). Domestic debt amounted to
Ksh 222.7bn or 36.8% of total public
debt at the end of January 2002, while
externaldebt was lGh 382.3bn or 63.27"
of the debt stock.

Domestic Debt

Government domestic debt increased to

l*h 222.7bn at the end of Januarv 2002
from Ksh 211.Sbn in June 2007 (Tables

21 and 22). The Ksh 10.9bn increase in

domestic debt in January 2002 was
explained by Ksh 20.1bn increase in
government securities, which was partly

offset by Ksh 9.2bn decrease in non-

securitised debt.

Tieasury Bills

The stock of Treasury bills declined
significantly to IGh 93.1bn in January
2002 from lGh 116.4bn in June 2001
(Table 23 and Chart l4). The
outstanding Tieasury bills accounted for
42.47" of the stock of Government
securities. The distribution of Tieasury
bills holdings by investors in January
2002 was as follows:

Banking institutions held bills
worth IGh 38.4bn or 41.3% of the

stock, out of which the commercial
banks and non-bank financial

a

Jan

A Gdarnmnt Stcurlllat
1. T.c.sury Bll13 {.xcludlng R.po Bllls)

Bankng iNtrtutiG
Oths

2. Traasury B$dt
Bankrng inslitutrms

orhs
3. Log tarm Stckr

Bank rE iGuulxns
orhm

4. Nm.lnlorc3t baarlng T/tsllL.nd Bqd3
Of whichr Repo T8ills

8. Oth.rr:

193.3

tE:i.0
fi2.3
44.3
64.0

32.4
10.3

22.1

1.5

0.0
15

38.0

2.0
10.3

2',t1.'
l09.3
116.4

507
65.8
4.5
r3.1

3't 4
1.5

00
t5

36.e

21 1

12.5

21t.2 Zn.O
215.7 215.5
Ite.e e6.E

55.7 45 3

61.2 51.5

G0.5 80.3

220 32.8

38 5 47.5

1.5 r.5
0.0 0.0
1.5 t.5

36.9 3C.9

27.0 2?.0

3.5 6.5

37

50

5a.

Tot l 3tek ol Dmrtic

lo Gosnmat

ABLE2l: GOVERNMENT DOMESTIC DEBT (KSH BN)

r a dtDd dim M Oo€red dapsds

Centnl B.nk of Konyr

FM Jasy 2m1 domslc deu crodcrt d a gcs
,d Tcaury adrc3lo Par6lrels.

TABLE 22: ANALYSIS OF DOMESTIC DEBT (KSH BN)

' Erclud.r REPO T.ea$ty bllla

" lncludar ovardratt ltams ln trrndt commarclal b.nk3 advancat and tar
raBNa car0llotr:

Source: Centnl Benh of Kenyr

Jun4l J.n{2 Ch.ng.

Gov3rnmanl aacutl033
T@sury Bills'

Tcasury Bonds

Ofwhich: special bonds

Gomm€nt Slck

10e.3

1'16 4

445
63
't.5

36.9

't2.5

2.9
2't1,E

21e.5

93 1

88.0

8.3

1.5

38.9

3.2

0.0
222.7

20.t
-)1 1

43.5

1.C

0.c

0.0

{.1
-2.e
.t0.r

Otheif
Orwhich: O\erdrai al the Csntral Bank

Tot l Stock of Domerilc Debt
2001102

Jun-00' Jun-01" J.n-02" Ch:ng.

EXT ERN AL"'
Brlateral

Multrlateral

CommercEl Banks

Export Credit
SUB.T OTAT
(asa%olGDP)
DOir ESTrC

Banka
Central Eank

Com m e.cial Eanks

Non-ba nkr
Non-Banl Financral lnst.

Olhar Non-gank Sources

N on.ra rldc ntr
SU B.T OT AL

(as a 'a ol GOP)

GRAND TOTAL

ras a % oIGOP)

r20.1

51 0

69.1

17.O

74 4

0.0

206.1

265
601.6
71 4

1 13.5

37.7

75 8

t 02.9

2.1

100 I
c.3

222.7

25.4

c05.0
70.2

4.3
.9.5

13.8

9.5
.1.8

112
.2.e

t 0.9

1.3

.0.0

109.2

472
620
93.4

39
896
0.2

211.E

246
c05.t
703 -0 I

128 I
234 1

315
l5

305.7

509

122.4

231 I
360
3E

394.0

457

117.7

225 0

359
38

382.3

444

-48
-68
-0 1

00
-11.1

.1 4

" Proutonal
"'hcludas HF Loant
F,om Jrnu.ry 2001 ril..nrl d.bl rt t!Po.lcd on . grott D.313. th.l r3 wdhoul n.ltn9 oul eoE.6_
m.^t d.poailr and Traarury advancat lo prltalalalt Tha dabl ra nal ol ahl 2.020h IMF

drrburtam.nlaoalanllolhaCo{byCBKahdwhrch.raconadarad.!g..lolarlarnrld.bl

Sourcc: Trcrury & Cdrtnl B.nk o, Krnyt

KEilYA'S PUBLIC OEET

Rauttd.
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TABLE 23: OUTSTANDING TREASURY BILLS BY HOLDER (KSH BN.)

'Provlslonal
'* Excludes Repurchase Order bllls

Source: Central Bank of Kenya

H olde rs Jan
2001
% Jun

2002
Yo Jan* %Yo Dec

Banking lnstitutions

Central Bank

Comm. Banks

NBFIs

lnsurance Com panies

Parastatals
Of which: NSSF

Building Societies
O thers
T ota l**

48.3

0.0

45.6

2.6

9.8

4.7

0.8

2.6

46.9
112.3

50.7

0.1

47.3

3.3

9.5

9.3

0.2

2.6

44.3
116.4

41 .3

0.1

39.2

1.9

13.5

2.6

0.9

1.1

41 .6

100.0

4s.0

0.0

40.6

2.3

8.7

4.2

0.7

2.3

41 .8

100.0

43.5

0.1

40.6

2.8

8.2

8.0

0.2

2.2

38.1

100.0

4 5.3

0.2

43.3

1.8

1 3.1

2.7

0.5

1.5

34.3
96.8

46.8

0.2

44.7

1.8

13.5

2.7

0.5

1.6

3 5.4
100.0

38.4

0.1

36.s

1.8

12.5

2.4

0.8

1.0

38.7
93.1

CHART 14: OUTSTANDING TREASURY BILLS BY HOLDER (Ksh bn.)

ECBK ICom. Banks INonBanks Elnsurance EParastatals I Soc. Iothers
120

100

ao

20

o

JunSep D6c Jan Nov DecJan Mar Jun
2000

Source: Central Bank of Konya

Jan
2002

sep
2001

E60
5
E
E40

a

institutions held bills worth 36.5bn
and Ksh 1.8bn, respectively while
the Central Bank held bills worth
Ksh 0.1bn.

Other corporate investors and
individuals held Ksh 54.7bn or
58.77" of the bills.

Treasury Bonds

The stock of Tieasury bonds increased
to IGh 88.0bn as at end January 2002
from Ksh 44.5bn in June 2001. In
January 2002, the Government issued
a 1 year fixed rate bond and 3 year fixed
rate bond from which Ksh 7.0bn and
Ksh 3.0bn respectively were realised. A
further Ksh 1.Obn Treasury bonds were

Kenya Monthl)'Economic Reviett,. Murch 20()2 23
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issued in the month to secure pending
bills. During the period under review,

bonds of Ksh 57.3bn were issued, but
this was partially offset by Treasury bond
redemptions of IGh 13.8bn. The stock

of outstanding Treasury bonds in
January 2002 was held by various
investors as follows:

Commercial banks held bonds of
Ksh 36.9bn;

Non-bank financial institutions held

bonds of Ksh 0.8bn; and

Other investors including insurance

companies, other corporate
investors and individuals held
bonds of Ksh 50.2bn.

Government Long-term Stocks

The government long-term stocks
remained unchanged at Ksh 1.5bn at
the end of January 2002. The Ksh 1.5bn

outstanding government stock were held

entirely by the non-bank sector, of which
the National Social Security Fund held

llsh 0.8bn.

External Debt

External debt stood at ['ish 382.3brr, or
the equivalent of US$ 4.9bn, at the end

of January 2002, a decrease of Ksh

11.7bn in the debt stock from the June
2001 level. At this level, the stock of
external debt was equivalent lo 44.47o

of GDP The fall in external debt during
the period under review reflected a

repayment of Ksh 15.2bn, which was
partly offset by loan disbursements
amounting to IGh 3.6 bn.

Multilateral creditors accounted for
58.87" of the total external debt while
bilateral creditors accounted for 30.8%.
Commercial creditors share of external
debt was 10.4% (Chart 15).

CHART 15: EXTERNAL DEBT DISTRIBUTION

M u ltlla te ra I

s8.8%

Gomm. banks
9.1o/o

Export credit
1.00h

Bllateral
30.8%

Source: Treasury
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The overall balance of payments position
improved to a surplus of US$ 72m in the

year to January 2002 compared to a
deficit of US$ 8m in the year to January
2001. The improvement in the balance

of payments was due to an increase in

the capital account surplus, which more
than offset the increase in the external
current account deficit (Table 24 and
Charts 16 and 17).

The Current Account

The current account deficit, comprising
the balances on trade in goods and
services, income, and net current
transfers, increased to $266 million
(about 3.27o of GDP) in the year to
January 2002 from $249 million (about

2.2% of GDP) in the year to January
2001. Although the surplus on services

increased, it was more than offset by an

TABLE 24: BALANCE OF PAYMENTS (US$ m)

* Provisional* An increase in an asset is denoted by a negative sign

Source: Central Bank of Kenya

ITEM Year to

Jan-01

Q1

Feb-Apr

Q2

May-Jul

Q3

Aug-Oct

Q4

Nov01-Jan-02"

Year to

Jan 2002'

OVERALL BALANCE

I. CURRENT ACCOUNT

Goods
E xports (fob)

C oflee
Tea
Horlrculture
Orl products
O ther

lm porls (crf)
Orl
Chemrcals
Manufactured goods
[4achr0ery & transport equrpm enl
O ther

Services
Non-factor servrces (nel)

of whrch tounsm
lnc om e (net)

of whrch offrcral rnterest
Currenl Transfers

Pnvale (net)
Publrc (net)

II. CAPITAL & FINANCIAL ACCOUNT
Capital Tranfers (net)
Flnanclal Accou nt

Offrcral, medrum- & long-term
lnftows

Outflows
Pilvale, medrum- & long-term (net)
Com m ercral Banks (net)'-'
ShortTerm and Errors & Ommrssrons

Mem o

Gross Rosorves
O ffrc ra l" "

Com m ercral Banks

-8

-249

-1 504
1816

153
464

143
836

3319
804

370
769
938

1 255
625

-133
-121
763

91
672

12

-17 I
-578
524

30

57
34

279

1 102
188
122
trg
512
162

399
250

76
-41
-3 1

190
167

23

83

-1 't3

-450
439

20
90
48
43

240

889
'17 6
120
1'l 3

337
203

66
-37
-2q
170
171

-1

196
17

179
-102

41

-1

36

1431
1021

34
410
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increase in trade deficit, a reduction in
the current transfers surplus and an
increase in income def icit. The
worsening of the net current account
deficit occurred mainly in the second
and third quarters of the period under
review.

Merchandise Goods

The merchandise account deficit wid-
ened to US$1,630 million (about 15.67o

of GDP) in the period under review. The
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BALANCEOF PAI'MENTS

widening was on account of. a 6.27"
growth in imports of goods, which more

than offset a 4.37" increase in exports.

Machinery and transport equipment,
manufactured goods and chemicals ac-

counted for the increase in imports of
goods. Oil imports, howevel declined.

Except coff.ee and tea, all other major
categories of exports of goods increased

in the period under review. The decline

in coffee export earning reflected the ef-

fects of low international prices as well

as lower export volumes. The decline

in tea exports was also due to low inter-

national prices.

Services

offset the decline in both the net current

transfers and net investment income.
Non-factor services rose to US$ 79lm
compared to US$ 625m in the year to

January 2001- The improvement in net

non-factor services was on account of
the increase in tourism, transportation
services as wellas bther' private services.

Net investment income, defined as

income payments on foreign-owned
assets in Kenya less income receipts on

Kenyan owned assets abroad, however,

registered a higher deficit of $159 million
(about 1.57" of GDP) compared with a
deficit of US$ 130 million in the year to

January 2001- Net current transfers also

declined, albeit marginally, to record a
surplus of US$ 732 million compared .

with a surplus of US$ 737 million in the
The services account surplus improved
during the period under review,
reflecting increases in net receipts from
non-factor services, which more than

CHART 17: FOREIGN EXCHANGE RESERVES (US$ m)
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year to January 2001

Capital and Financial Account

Net recorded capital and financial
inflows, that is, net acquisitions by
foreign residents of assets in Kenya less

net acquisitions by Kenyan residents of
assets abroad, improved by US$ 98m
(about 0.9% of GDP) to a surplus of US$
339m during the period under review.
The improvement was due to an
increase in net capitaltransfers from US$
63m to US$ 68m and increase in net
private medium and long-term capital
flows from a net outflow of US$ 91m to
a net inflow of US$ 231m. These
developments more than offset the
decline of US$ 170m in net long-term
official capital inflows to a net outflow
of US $ 23gm and decline in short term
capital inflows from US$ 439m to US$

313m. The short-term capital inflows
includes statistical discrepancy, that is,

errors and omissions.

Foreign Exchange Reserves

Following the improvement in the
balance of payments, official foreign
exchange reserves increased to US $
1,035m, equivalent to 3.4 months of
imports of goods and non-factor services
at end of January 2002 compared to US

$ 897m a year earlier (Chart17).
Commercial banks on their part held
foreign exchange reserves amounting to
US$ 406m at end of January 2001, US$
95m lower than the level in January
2001. Foreign exchange reserves held
by the entire banking system stood at
US$ 1 ,442m at the end of January 2002
compared to US$ 1,398m at end of
January 2001.
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Trading at the Nairobi Stock Exchange

in the month of JanuarV 2002 was fairly
stable compared to December 2001,
following improvements in turnover at

the bonds market and market
capitalization at the equities market.
Trading in the Government bonds
increased sharply, reflecting improved
yields and sluggish returns to investment

in equities.

Equities Market

Trading at the equities market was fairly
stable in January 2002 compared to
December 2OOL with the market
indicators evolving as follows:

. Market capitalization increased by
3.57" to Ksh 89.1bn in January 2002
compared with a decline of 4.57" in
Decembe r 2007.

. The NSE 20 Share price index
declined by 0.9% to close at 1343.41

compared with a 4.67" decline in
December 2001.

. The volume of shares traded out of
total shares issued declined by 7.8%

to 5.1m in January 2002 compared
with a 77 .3% decline in December
2001.

. The volume of shares traded in

January 2002 increased by 50.3% to

2,415 while the average value Per
transaction declined by 39.6% to Ksh

56,503, thereby resulting in a decline

of 9.37" in the value of shares traded

compared with 70.37" decline in
December 200L Consequently, the

value turnover, expressed as the ratio

of Kenya shilling worth of shares

traded to market capitalization
declined by 71.87" to 0 .157" in
January 2002, compared with a

decline of 10.5% in December 2001.

Foreign Investors Board

Tiading at the Foreign Investors Board

recorded a 93.5% decline in turnover,

to Ksh 3.5m in January 2002 compared

with 160. 67o increase in December 2001.

The counter recorded minimal sales to

foreigners amounting to l/.sh 170,779.

The Bond Market

Turnover at the bond market increased

by 4297" in January 2002 to Ksh 3.7bn,
from Ksh 701m in December 200L,
largely accounting for the improvement
in turnover from Government bonds by
464% to Ksh 3.6bn. The average yield

on traded bonds in January 2002
remained relatively stable for the third
consecutive month, increasing by 1.6%

in January 2002 to 11 .32% from ll.l4%
in December 2001. The trend in the yield

on bonds reflects that of the 91-day
Treasury bill rate that averaged 10.6% in

January 2002 from 10.97" in December
2007.
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Introduction

Real GDP is estimated to have
expanded by 0.8% in 2001 compared
with 0.3% decline in 2000 (Table 25 and
Chart 19). The improved economic
activity was mainly due to favourable
agricultural production, following good
weather conditions. The increased

earnings from the tourism sector,
investment in telecommunications
services and improved power supply
during the year also contributed to the
modest improvement in economic
performance in 2001.

Agriculture

The agricultural sector is estimated to
have Yecovered in real terms by an
estimated 2.37" in 2001 as a result of

TABLE 25: REAL GROSS DOMESTIC PRODUCT AND RELATED AGGREGATES

l, o le s
1 From the Econom ic Survey.2OO1.
2 Eslim rles Dased on sarocled econom ic aclivities.
t lncludos /oroslry and fishing, m ining and guattying. slsctricity and water, and seclors /sss im puted
b a n k c h a tg e s

Sources: Central Bureau of Statistics and Central Bank of Kenya

MAIN SECTORS

S h a re in
ReaIG D P

in 2000 (% )

O u tp u t in

2oool.'

Ksh m
E s t. f o r

2ool12
Agriculture
M a n u f a c tu rin g

B uild ing & C onstruction
Trade, Restaurants & Hotels
Transport, S torage & C om m
Financial Services
G o v e rn m e n t S e rv ic e s
Others ofwhich

Non-m onetary Sector
Dome stlc Services
Ownership of Dwellings
Other

Est. Real G DP (1982 Prices)
N o m in a I G D P (a t F a c to r c o s t)
OverallGDP Deflator
G D P a t M k t P r ic e s
MAIN SECTORS
Agriculture
Manufacturing
B uilding & C onstruction
Trade, Restaurants & Hotels
Transport Slorage & Com m
F in a n c ia I S e rv ic e s
GovernmentServices
O thers of which/3

Non-monetary Sector
Dom e slic Services
O w n e rs h ip o f D w e llin g s
Other

Est.Growth Rate of RealGDP
G ro w th o f N o m in a I G D P
Changes ln GDP Deflator (infla
Growth of GOP atMktPrices

24.0
1 3.'l

2.4
12.7

6.1
1 0.6
14.7
1 6.4
5.6
2.9
5.7
22

't 0 0.0

25,372
1 3 ,5 6 3

2,453
I 3,3 0 1

6,51 2

1 1 ,1 2 7

15,267
1 6 ,6 3 5

5 ,6I0
2 ,9 4 2
5,91 2
2,1 71

0 4 ,2 3 0

ge ChangeAnnua

24
13

2

13
6

'1 0

15
16

5
2
5
2

't03
67 2

788
P e rc

,81 3

,527
,492
,077
,3 2 6
,9 4 5

,1 82
,9I5
826
990
878
301
,3 5 7
,21 I

6.5
,9 17
e n ta

1

tio n )

2.3
0.3

-1.6
1.7
2.9
1.7
0.6

-2.1
-2.5
-1 .6
0.6

-5.6
0.8

-2 .4
-1.5
-1.5

1 .0
2.0
0.4
0.7
0.7
1 .2
2.4
1 .4

-4.5
-0.3
5.5
5.6
6.6
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CHART 19: REAL GDP GROWTH RATES, '1996 - 2001

6.0

a,0

3.0

*
2.O

1,0

o.o

-t.o
tm

!@:A@nffib

rm7 lg
I

&rydGdhll.*dlbry.

tm & dl..

good weather conditions. Output of tea,

horticulture, pyrethrum and sisal
increased by 24.7%, 5.67o, 8.6% and
8.2% during the year compared with
declines of 5.07r, 0.77", 74.77" and
2.27o, respectively, in 2000. Food crop
production also increased, leading to
substantial declines in prices, with retail
price of dry maize and beans declining
by 38.67" and 0.67o respectively in
Novemb er 2001 compared with the
price in November 2000. However, in

addition to declining international
prices of major export crops, namely:

tea and cof.f.ee, output of coffee and
sugar cane declined by 43.5% and
29.3% in 2001 (Table 26).

Manufacturing

Manufacturing activity improved in 2001

as indicated by the increased use of raw

materials. Electricity consumption, the

bulk of which is by industrial plants,
increased by 10.9% in 2001 compared
with a decline of 12.0% in 2000 (Table

27)

TABLE 27: CONSUMPTIOI,I OF ELECTRICITY At'lD FUELS

2000 2001 Ch.neca
Tolal Fuels (m l)'
Eleclricily G eneration (kwh)
Elsclricilv sales (kwh)

233
868
147

I,98t
4,339
3.490

-1 1.3
12.2
10.9

Janua,y lo Novambe.

Similarly, the value of imports of key
intermediate products namely:
chemicals and related products; crude
materials; and machinery and transport
equipment increased in dollar terms by
70.37", 75.7 % and 9 .97", respectively in
the first ten months of 2001 (Table 28).

The low price of crude oil products also
helped reduce the operating costs of
many firms within the manufacturing
sector. Activity was further enhanced in
agro-based industries following
increased supply of raw materials from

TABLE 26: PRODUCTION OF MAJOR CROPS (TONNES)

Crop 2000 2001

Tea
Horticu ltu re (exports)
Pyrethrum
Sisal
Coffee
Sugar cane

Tea
Horticu ltu re (exports)
Pyrethrum
Sisal
Coffee

236,286
98,21 0

4,509
21,429
98,030

4,660,970
% Changes

-5.0
-0.7

-14.7
-2.2
52.5
4.2

2

1 03
4

23,1
54

3,161,61

24.7
5.6
8.6
8.2

44.4
-24.6ar cane

Sour6r: C.ntral Brrr..u o, St tlttl6, Py,.th,um Bo.,d of ltnya, lonya Sug.r Authority,
Bo.rd ot Kanya and ltrllA

TABLE 28: IMPORTS OF INTERIIIEDIATE GOODS (US i ll)

'Excluding purchase of planes by Kenya Aimays

Source: Customs Departmsnt

Jan-Ocl
2000 2001 Change

Chemicals Related Products

Crude Materials

Machinery & transporl equip. '
lvlineral fuels and lubricants

368

70

585

702

406

8't

643

649

1 0.3

15.7

99
-7.5
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agriculture. Recovery in industrial
activity, however, continues to be
constrained by reduced credit to the
private sector, insecurity and the poor
state of infrastructure, particularly roads.
The production of selected manufactures
is as shown in Table 29.

17.5% increase in 2000. Similarly,
mobile phone subscribers increased from
20,000 in June 2000 to 720,000 in
February 2002. Cargo handled by the
Kenya Railways, however, declined by
7 .97" in 2001 compared with an
increase of 7 .2% in 2000.

Trade, restaurants & hotels

Activity in the trade, restaurant and
hotels picked up in the period under
review. During the year, tourism
earnings increased by 17.77o compared
with a decline of.25.77" in 2000. In the
same period, tourist arrivals increased
by 14.47" compared with an increase
of 15.3% in 2000.

Building and Construction

The building and construction sector
remained weak for the second
consecutive year, partly as a result of the
high cost of credit and partly due to the
persistent low level economic activip.
As a result, the use of cement, a major
input in the sector, declined by a further
9.67" in 2001 compared with a decline
of 76.57" in 2000. Similarly, total plans
approved by selected urban authorities
declined by 3 .97" during the same
period.

Financial Services

The performance of the financial sector
improved in 2001. Banking institutions
posted pre-tax profits of Ksh 9.9bn in
2001 or 67 .07" higher than Ksh 5.9bn
earned in 2000. The increased
profitability of the sector reflected the
positive effects of the restructuring and
provisioning for bad and doubtful debts
undertaken since 1999. Provisions that
had to be made for bad and doubtful
debts in 2001 were 37 8% lower than
the level made in 2000. Efficiency in
the banking sector in 2001 was also
demonstrated by 18.77" decline in
expenses.

Transport, storage
communications

and

Transport, storage and communications
are estimated to have expanded by
2.97" in 2001 compared with a growth
of.27" in 2000. The improvement in the
sector is reflected by the 16.2% increase
in non-container freight through the
Mombasa port in 2001 compared with

2000

(Actual)

January -

?oo1

Drinks ('000 litres)

% Changes

shoets

881,

sheets

Ash
pIodrrctbn

Vehicles (Units)

Drinks
Ash

produclion

Vehiclos

128,2*
145,42

215,9S0

1,046,871

2,418

5.

11.

24.

-15.

-25.

14.8

5.8
-3.3

-1 3.1

-31.2

TABLE 29: PRODUCTION OF SELECTED MANUFACTURES
(TONNES)

Sourcc: Crntnl Buruu of Strtlrtlcr
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Outlook

Economic recovery is expected to
continue into 2002, but at a much
slower pace than earlier envisaged. Real

GDP in 2002 is projected to grow by
I .47", against 3.2Y" original expectation.
The downward revision on real GDP
growth for the year was necessitated by
the continued high cost of production,
the general slowdown in the global
economy and the persistent low investor
confidence on account of delayed
restoration of external financial support
and uncertainties characterising the run-
up to the general elections.
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REMARI{S BY NAHASHON N. NTYAGAH, GOVERNOR OF THE CENTRAL
BANK OF KENYA, DURING THE I-AW SOCIETY OF KENYA MONTHLY
LUNCHEON HELD AT THE HOTEL INTERCONTINENTAL ON
THURSDAY, FEBRUARY 28, 2002

It is indeed a pleasure and honour for me to be with you this afternoon to

participate in this notable monthly event. I corrsider this a particularly
important occasion as it affords me the opportunity to share with a distinguished

gathering of the learned friends, my thoughts on a topical issue like 'The
Liberalization of the Banking Sector: Probletns and Prospects'.

Ladies and Gentlernen, I intend to present my remarks in fourparts. First,
I will focus on a brief review of Kenya's banking sector during the period

prior to adopting the current reforms; Second, I will discuss the objectives

and the key financial sector reforms that have been undertaken by the Kenya

Government; Third, I shall try to make a fair assessment of how we have

performed in achieving these objectives; and, Finally, I will outline some

emerging issues and problems that we still have to address and thereafteq the

way forward.

Let me start by briefly outlining the evolution of the banking sector in Kenya.

At independence, Kenya inherited a relatively simple banking system

comprising seven commercial banks and two non-bank financial institutions.

These institutions were foreign owned and largely focused their attention on

foreign trade financing and offered, if any, limited service to business enterprises

owned by indigenous Kenyans. To channel bank credit to the neglected

African businesses and thereby bring indigenous Kenyans into the economic

mainstream, the Government adopted various interventionist measures,

including the establishment of government-owned/controlled commercial
banks, imposition of interest rate controls, introduction of mandatory lending

to agriculture, and policies to promote establishment of privately owned local

financial institutions.

It is in this context that the Government set up the National Bank of Kenya

(1968), and the Kenya Commercial Bank (1970) after acquiring the business

interest of Gridlays International Ltd. With regard to interest rates, the

Government required the Central Bank to fix the minimum interest payable

on savings deposits and maximum interest chargeable on bank loans. The

oJ

+
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control of interest rates was justified, in the prevailing circumstances, in terms

of promoting savings, encouraging investment by making credit aflordable,

and protecting small-scale businesses. In addition, banking institutions were

directed to lend at least l7o/o of their deposits to the agricultural sector. This

directive was intended to ensure that farmers, given the importance of
agriculture in the Kenyan economy, accessed adequate credit from the banking

sector.

Moreoveq the Government adopted various policies that were intended to

encourage the establishment of private locally-owned banking institutions,

and, in particular, the type of financial institutions that have come to be

known as non-bank financial institutions (NBFIs). First, the statutory

minimum capital for non-bank fin'ancial institutions was set at a much lower

level than that for commercial banks. Second, non-bank financial institutions

were subject to less stringent prudential regulations than commercial banks.

Moreover, unlike commercial banks, NBFIs were not required to maintain

any minimum cash balances with the Central Bank. And they were allowed

to freely determine their operational interest rates. Consequently, there was a

proliferation of locally owned non-bank financial institutions in the l9B0s.

Ladies and Gentlernen, the question we should ask ourselves is: How

eflective were those intervention and control measures in achieving their

intended objectives? Yes, it is a fact that the two government-owned banks

expanded and assumed a dominant place in the country's banking sector.

However, even with this branch network expansion all over the country,

empirical evidence indicates that the establishment of the state-owned banks

only helped in mobilizing deposits from the rural areas whilst rural credit did

not increase commensurately. Indeed, the banks were simply channeling

funds from the rural to the urban areas.

With regard to control of interest rates, it became increasingly clear that the

measure was adversely aflecting savings and investment. First, deposit rates

remained lower than inflation, thereby discouraging saving in form o[ financial

instruments. Second,lending rates also remained below inflation thus making

it less attractive for banks to lend. Indeed, because the direct control of
interest rates made it difficult for banks to price risk, banks were reluctant to

extend credit to the small-scale businesses because of the higher risk involved

in lending to such enterprises. As a matter of fact, some commercial banks

were circumventing the controls by levying other indirect charges and fees.

6

7
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oo As concerns agricultural credit guidelines, they not only proved difficult to
imltlement, but were also ineflective in promoting economic development.
Banks altlteared to achieve their target lending to agriculture on paper as many
of them nrisreported their credit operations, either deliberately or through the
influencc of borrowers rvhose intention was not any way to use the loan
proceeds Ibr financing agriculture. Compounding the problem was the absence
of penalties for non-compliance and the difficulties of having a watertight
oltcrational definition of agricultural credit. It is, therefore, doubtful that the
mandatory lending to agriculture led to any improvement in credit availabiliW
to tl-re f,armers.

Let me say a few words on the policy of encouraging locally owned private
financial institutions. Yes, there was a proliferation of such institutions in the
late 1970s and early l9B0s, but the problems associated with this growth came
to the fore ir-r mid- l9B0s when the banking system suflered its first crisis triggered
lty the collzrpse of one non-bank financial institution in 1984. The situation
worscned itr 1986 when auother two locally- owned non-bank financial
institutions and one commercial bank collapsed. Towards the end of the
l9B0s, it rvats clear that the system was plagued with a large number ofinsolvent
institutions, nrany of which were locally owned. Inevitably, the general public
lost conficletrce in the locally - owned financial institutions, thereby triggering
a flight o[ savings back to the older and more established banks. It was obvious
that the strategy of encouraging local interest in the banking sector was
miseuided and it did not, contrary to what would have been expected, improve
zlccess to bzrr-rking tacilities for the majority of the population.

10. Ladies and Gentlernen, it was against this background that the Kenya
Governtnt'trt in the late l9B0s adopted a comprehensive economic reform
prograrnnre, of which one important element was the liberalization of the
banking sector. The reform of the banking sector was aimed at strengthening
tl-re internrediation function of the banking institutions so that funds could be
chatrtreled efficiently from the savers to productive users of these financial
resources. The financial reforms gathered momentum in the 1990s and targeted
the following areas:

. Abolition of credit controls;

. Freeing up of interest rates O,rly I99l);

o Strengthening the legal supervisory framework and banking supervision

9
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capaclty;

Restructuring of insolvent institutions - nine insolvent institutions
were merged to form the Consolidated Bank of Kenya in 1989;

Establishment of a deposit insurance fund to protect small savers;

Government divestiture from the banking sector (GoK shares in KCB
Iimited to 35o/o while in NBK to 22.5o/o);

Strengthening of prudential regulations:

Raising of the minimum capital required to establish a bank;

Restriction of the amount any one person can borrow to 20o/o of
core capital; for insider borrowers, and in particular Directors, their
loans are now required to be approved by a full board and must be

reported to the Central Bank;

Adoption of computer data system to enhance off-site surveillance
and increased frequency of on-site inspections;

Institution of monetary penalties for non-compliance;

. Adoption of universal banking in 1995; and,

. Granting some limited autonomy to the Central Bank in 1996.

I l. Ladies and Gentlernen, let me now say a few words on how we have

faired so far particularly in the context of our financial stability objective.
After going through a rough patch in the late l980s and the first half of
I990s, we have seen the banking sector enjoy some degree of stability,
particularly in the last three years - thanks to the reforms undertaken by
the Government and the strict enforcement of prudential regulations by the
Central Bank.

12. I would not like to give the impression that all has been well since the advent
of the liberalization process in the banking sector. There still exist many
difficult challenges in the sector that require to be addressed if the sector is
to make any meaningful impact in the economy. The first problem, wh,ich is
a major threat to the stability of the banking industry and which requires
immediate attention in terms of both thought and action, is to resolve issues

a

a

a

o
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pertaining to the escalating level of non-performing loans. A major factor

that continues to make it difficult to resolve this problem pertains to the grorving

number of court injunctions that lead to delays in resolving commercial-related
cases within a reasonable timeframe. On this particular aspect, may I take

the liberty to appeal to you as the learned rren and worren of the land to
come up with appropriate legal reforms that can help us to tidy up the

enforcement of commercial contracts.

The second problem is lack of effective competition in the sector; in spite of
the large number of banking institutions we have in the country. This problem
is partly a result of the banking crisis that we experienced in the past that has

eroded public confidence in small and fragile locally - owned banks. AIso

contributing to this problem is the persistently large Government borrowing
requirement and the relatively higher return oflered on government paper.

The third, and perhaps the most serious one, relates to the persistence of
high real lending rates even when deposit rates are coming down with the

rate of inflation. The consequence of this development has been the high

interest spreads. This has led commentators on the performance of the Kenyan

economy to rightly or wrongly, point their accusing finger to interest rates as

one of the most significant contributory factors to the country's dismal

economic performance. They hold the view that interest rates in Kenya are

'too high' to allow any meaningful investment to take place. This situation is,

in their view, the reason why investment and growth have dropped to
historically low levels. They, therefore, have welcomed the passage of the

Central Bank of Kenya (Amendment) Act, 2000, arguing that regulating

interest rates will provide the miracle we need to spur the urgently needed

investment and growth. They contend that fixing interest rates at low levels

will encourage the business community to expand its business undertakings

as cheap credit becomes available.

This conclusion begs the question: Will the Central Bank (Amendment) Act,

2000 deliver to the Kenyan public what appears literally speaking, as a free

lunch? Will the Act alone liberate Kenyans from the bondage of poverty?

My considered answer to these questions is 'Not at all' and that what
proponents of this Act say is pure conjecture. Why do I say this?

16. Madarn Chairperson, while we share the concerns raised in respect to the

'high interest rate problem' and the likely adverse eflect on the performance
of our economy, we in the Central Bank do not consider; from both empirical
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and theoretical basis, the regulation of interest rates as the right prescription

to deal with the issue. I am surprised Madarn Chairperson that some

professionals have been supporting this approach. They fail to appreciate

that the approach may precipitate passage of similar legislations aimed at

controlling other sectors, including the legal sector. More importantly, they

fail to appreciate that regulating interest rates contradicts the market-based

policies that we have been implementing for some years now. Moreoveq

control of interest rates only addresses itself to the symptoms and not the

causes of the interest rate problem.

17 . What are the consequences of controlling interest rates? If we go ahead to

implement control on interest rates, it will have the following serious adverse

consequences on the economy:

It will send out the wrong signals that the country is going back to the

days of economic controls, and thereby destroy investor conftdence.
This will undermine the flow of investment particularly from the rest

of the world.

a

a

a
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Banks will discrirninate against small-scale savers because

controls will force them to resort to increasing the minimum amounts

that can earn interest or even increase other fees and charges.

Controls will not allow for the pricing of risk by banks. Banks will,
therefore, concentrate their attention on the relatively big businesses

and shut out srnall borrowers whose loans involve higher risks and

higher administrative costs, and indeed whose contributions to bank

revenues is only 20o/o of the total revenue.

The controls will restrict financial institutions from charging fees except

those stipulated in the Act. The weaker institutions will most likely

collapse and the stronger ones will consider other alternatives that may

include retrenchrnents and withdrawals frorn the rural areas
in a bid to cut down costs.

The Act will hinder the developrnent of rnicro finance
institutions that provide support to small scale and informal
enterprises because such institutions have to charge relatively higher

interest rates due to the nature of their business.

I

o
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Controlled rates will trigger capital flight as banks and businesses

with surplus funds seek alternative investments outside the country
where they can earn a better return on their funds. The capital flight
triggered by the controls will lead to instability in the shilling
exchange rate. In turn, this will make Kenya less attractive as an
investment destination - at a time that we are unable to attract adequate
flows of foreign direct investments.

Control of interest rates will stifle rnediurn and long terrn
frnancing. The restriction that interest earned on a loan should not
exceed the principal amount will render mortgage finance companies
and building societies inoperable.

IB As I indicated earlieq we in the Bank are equally concerned with the high
sinterest rate problernt in the country and are taking steps to address the
issue. However; there are no quick fixes or instant prescriptions. Our strategy
locuscs on:

Enhanc'ing our supervision and surveillance of the industry to ensure
that our banking institutions are sound so that Kenyans will feel
confident to bank with any of the existing institutions. This way, we

hope to promote eflective competition that should lead banks to reduce
their interest margins significantly.

Pursuing in place other alternatives such as private-sector-based debt
buy-back initiatives to help clean the balance sheets of banking
institutions. Of course, this will require to be accompanied by
appropriate legal reforms to strengthen, as I said earlier, enforcement
of comnrercial contracts.

I}rcourage the private sector, and particularly the Kenya Bankers
Association, to establish credit reference bureaus, which, when fully
operational, should help in reducing the size of bad loans.

Continue to encourage banks to adopt appropriate Information
Technology and Communication systems that facilitate the reduction
of their operational costs.

Cor-rtinue to encourage the Government itself to balance its books. It
is encouraging that the Government has indeed shown its commitment

a

a

a

a
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in the recent past months to reduce its domestic borrowing requirements.

Ladies and Gentlernen, in concluding my remarks, I would like to ask

Kenyans to appreciate one thing: that the world today has become a global

village and the era of government controls is over. Kenya is not an island on

its own, and we cannot, therefore, expect to succeed by adopting policies that

have been discarded the world-over. If we take just one wrong turn, the

consequences are likely to be disastrous, as potential investors will not know

how far we intend to go in the wrong direction. We have been forewarned.

The choice is ours!!

20. With these remarks, I rest my case for a liberalized banking sector.
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Bnlnrucr SHucr-oF THE Cerurnnl Bnrux op IGruyn

(Amounts in Ksh Millions)

Jan
2001

Jan
2002 M ovement

ASSETS

Foreign Exchange

Advances and Discounts to Banks

lnvestment in Government Securities

Government Accounts

Overdraft to Government of Kenya

Clearing Account

IMF funds onlent to Government
Non-interest Bea ri ng Government Debt

Debtors

Retirement Benefit Asset

Property and Equipment

Other Assets
Revaluation Account
Times Tower

LIABILIT!ES

Currency in Circulation

Repo Bills

Deposits
Government of Kenya

Commercial Banks
Kenya

External

Non -banks Financial lnstitutions
h/lF

Other Public Entities and Project A/Cs

Other Liabilities and Provisions

Capitaland Reserves
Capital
General Reserve Fund

Period's Su US

145,636

71 ,396

519

1,245

46,920
7,397

578

2,028
36,917

2,557

703

22,296
19,642
2,654

47,731

11,705

72,339
26,391

22,687
103

794
12,054
10,309

8,951

1,500
3,841

147,100

81,334

2,093

1,437

39,600

715
1,968

36,917

1,881

289

606

19,860
18,642
1,218

50,055

19,100

70,439
28,753

1

9,938

1,574

192

-7,320
-7,397

137

-60

0

-676

289

-97

-2,436
-1,000
-1,436

145,636 147,100

23,142
28

409
9,757
8,350

1,464

2,324

7,395

-1,899

2,362

455
-75

-385
-2,297
-1,959

-4,504

-1,952

0

407

-2

4,911 407

7,099
1,500
4,248

3 10 1 51

42 Kenya Monthly Economic Review, March 2002

59

Source: Central Bank of Kenya



Nores oN THE Bnlnruce SHeer

The following changes occurred in items
of the balance sheet of the Central Bank
between January 2001 and January
2002

Assets

Foreign exchange increased by
IGh 9,938m to Ksh 81,334m from
Ksh 71,396m mainly due to
revaluation associated with the
depreciation in the shilling
exchange rate and purchase of
foreign exchange from the
interbank market.

Advances and discounts to
commercial bank increased by IGh
1,574m to lkh 2,093m.

Government accounts decreased
by IGh 7,320m to Ksh 39,600m in
January 2002 mainly on account
of Ksh 7,397m repayment of
overdraft facility.

Other assets, comprising
Revaluation account and Times
Tower, decreased by IGh 2,436mto
IGh 19,860m.

Liabilities

Currency in circulation
increased by Ksh 2,324m to Ksh
50,055m from lGh 47,731m.

The stock of repo bills increased
by IGh 7,395m.

Deposits decreased by Ksh
1,899m to IGh 70,439m due to a
decrease in liabilities to IMF by IGh
2,297m and projects accounts by
Ksh 1,959m. Deposits of the
Government of Kenya and
commercial banks, however,
increased by Ksh 2,362m and lkh
455m, respectively.

Other liabilities and provisions
decreased by IGh 4,504m to Ksh
407m.

Capital and Reserves decreased
by tGh 1,852m to IGh 7,099m in the
year to January 2002, mainly due
to Ksh 2,259m decrease in the
period's surplus, which offset Ksh
407m increase in General Reserve
Fund.
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