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SELECTED ANNUAL ECONOMIC INDICATORS, 1 99 1_1 996
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SELECTED SIX MONTIIS ECONOMIC INDICATORS
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CHALTENGE TO THE AFRICAN COUNTRIES TO ACHIEVE
MONETARY CO-OPERATION

Remarks by Micah Cheserem, Governor,
Central Bank of Kenya at the Closing Ceremony

of the Monetary Co-operation Seminar on October L4, 1996

Your Excellency, Dr. Eric Kristoffe, Acting German Ambassador to Kenya,
Seminar participants, ladies and genflemen.

It gives me great pleasure to have been requested to come and close this
important regional seminar on Monetary Policy and Monetary Co-operation
sponsored by the Federal Ministry of Economic Co-operation and
Development on behalf of the Government of the Federal Republic of
Germany. May I at the outset thank the German Government through their
Ambassador in Kenya for organising this seminar.

I believe each one of you has been specifically selected to attend this seminar
because of the important responsibilites you hold now and the future potential
that your country sees in you. I am aware you come from various countries
including Uganda, Ethiopia, Ghana, Zimbabwe and Kenya.

As you go back to your countries, I would challenge each one of you to stress

the importance of us Africans having a hands-on approach to the
implemLntation of necessary economic reforms so that we can at long long
last, unlock the economic potential of our continent.

Our challenges are many but, I would like to specifically leave you with the
following ten:

1. We in sub-Saharan Africa should first achieve monetary co-operation
in our region before we seek monetary integration with the rest of t h e
world. The convertibility of the EastAfrican currencies, effective lstJuly,
7996 has set the pace in the convertibility of African currencies.
Regrettably there are still many African countries whose currencies are
noi "respectable". A currency is not respectable if the citizens of the
country prefer foreign currencies instead of their own.

2. Remember that the press can be an ally or an obstacle in the
implementation of economic reforms depending on how we treat it. I

strongly recommend that you work closely with the press in your country
so thatthey can in turn sell the positive aspects of economic reforms to
the general public. It is counterproductive to treatthe press as the enemy.

3. We need to rid our economies of excessive administrative controls



CTIALLENGE TO THE AFRICAN COWTRIES

such as exchange controls, price controls, import controls, exchange rate
fixing and so on. Our economies should instead be market-driven.

4. We Africans should instill discipline in the conduct of public affairs if
we e><pectthe intemational communrty to take us seriously. The challenge
to us in the various African Central Banks is to set the pace in being
disciplined in all our activities.

5. There is an urgent need to have an efficient judicial system in our
counties to speedily deal with commercial disputes. Disputes are bound
to arise from time to time in the course of trade and other economic
transactions. Disputes act as drag on economic progress if they are not
speedily settled.

6. Central Banks can and should play a significant role in economic
development of our continent. The objectives of the majority of the
progressive central banks today are to maintain price stability and to
manage a stable banking system. Countries such as Germany, South
Africa, New Zealand and United States of American have given their
central banks autonomy in the management of their countryl's monetary
policy. The challenge for you is to persuade your countries to give the
Central Banks greater autonomy to achieve the above two objectives.

7 . The past practice of using technical jargon by economic professionals
in explaining economic policies left many stakeholders out of the important
debates. Technical jargon is only acceptable when addressing members
of the same profession. I challenge you to reduce your presentations
into laymans language so that we can convince a greater constifuency
on the benefits of economic reforms.

8. We, as Central Bankers, should collaborate with all interested parties
to fight corruption which has put a major brake on economic growth and
given Africa a bad image.

9. The economic reforms in many Sub-Saharan African countries have
been highly commended and are already bearing ftuit. We should press
on to implement the remaining economic reforms.

10. We should take every opportunity to appeal to the developed
countries to open up their markets to our goods so that we can move our
economies away from aid to trade dependency. We should appeal to
those donors who have imposed quotas on Africa's exports to lift such
quotas.

It is now my pleasant task to officially declare this seminar closed.

E



INFI.ATION

General Trend

The rise in inflation experienced the previous month continued in November
1996. The month-on-month inflation rose to 1 1 .47o in November from lO.8Y"

in October 7996. The average annual inflation rose to 8.77" from 8.47"
during the same period. The 3-months annualised inflation however, declined
to 3.87" in November from 4.47" in October (Table 1 and Chart 1). The
increase in inflation was more pronounced in the lower and middle income
groups and affected mainly motor fuels and other lubricants as well as

tansportation charges (Chart 2).

TABLE l: INFLATION RATES (CPD(%)

l995 Mar Jun S"p Oct Nov Dec

3 Months Annualised

Month-on-Month

Average Annual
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1996
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Factors Behind the Rising Inflation

The upward adjustment in the prices of petroleum and peholeum related
products was a significant factor in explaining the rising trend in inflation.
This had a pass-through effect on inflation since petroleum is an important
input in various production processes especially in agriculture, industrial, and
transportation sectors.

CHART 2: CHANGES lN CONSUMER PRICES (NOV 1995 TO NOV 1996)

Recreation, entertainment and education
Clothing and footwear
Drinks and tobacco
Transport and communication

INFLATION

I care

All consumer items

0 2 4 6 B 10
Source: Central Bureau of Statistics and CBK calculations

12 14

The increase in money supply also influenced the rising trend in inflation.
Money supply (M3) rose by 78.27" in the year to October 1996 compared to
the targeted increase of 73.77" during this fourth quarter of the year.

Outlook and Current Measures to Combat Inflation

Inflationary presssure is expected to ease towards the first quarter of 7997 on
account of expected slowdown in monetary expansion. In particular, growth
in money supply (M3)is expected to slow down considerably to the targeted
73.1Y" in the early part of 1997. To improve the effectiveness of the current
monetary policy stance, fiscal policy is geared towards increasing revenues
and reducing expendifures, thus reducing demand and lowering pressure on
inflation.
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MONEY AND CBEDIT

Liquidity increased more rapidly in the twelve months to October 1996 with money
supply (M3) rising by 18.27o compared with 16.1Vo in the year to Septembet 1996
and 1L.6V" in the year to October 1.995 (Table 2 and Chart 3). The monetary
expansion was supported by both net foreign assets (NEA) and net domestic assets

(NDA). However, in absolute terms the money supply at shs 257 .8bn at the end of
October 1996 was shs 4.2bn within the December 7996 target of shs 262.0bn
(Table 3 and Chart 4).

The NFA of the banking system rose by shs 19.5bn to shs 25.2bn in the twelve

months to October 7996. The NFA of the Cenhal Bank rose by shs 22.1bn to shs

Z}.2bnwhile that of commercial banks fell by shs 2.7bn and that of NBFIs rose by
shs 0.1bn. Foreign exchange accumulation at the Central Bank continue to reflect
inflows of donor aid andpurchases of foreign exchange in the local interbankmarket.
The NFA movement accounted for 49.2V" of the increase in the money supply

during the year and the stock at shs 25.2bn in October 7996 was shs 2.7bn less

than the target of shs 27.9bn for December 1996.

TABLE 2: MONEY SUPPLY (M3): annual percentage change 1995-1996

1995 1996
s"p Dec Mar Jun Snp Oct Nov Dec

M3 18.1 12.5 19.0 18.4 16.1 78.2

M3
Target

13.1

Source: Central Bank of Kenya
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MONEY AND CREDIT.

The NDA of the banking system rose by shs 20.2bn or 9.57o in the twelve months
to October 1996. Domestic credit rose by shs 26.1bn or 10.97", and wholly offset
the decline of shs 5.9bn in other assets net of other liabilities. The new lending was
channelled primarily to the private and other public sector as credit to Government
declined by shs 0.4bn to shs 75.8bn in the year to October 1996. Central Bank
lending to Government fell by shs 9.0bn or 22.67o, and fully offset shs 8.5bn credit
expansion from commercial banks and NBFIs.

TABLE 3: MONEY SUPPLY AND ITS SOURCES ON AN ANNUAL BASIS KSHS. BN

* Provisional
Source: Central Bank of Kenya
t Broad money, )vfi, is the moner supplied by Central Bank, commercial Banks and ,\BFIs. It comprises currencv outside Banking
instituliorrs' other non-bank inslitutions' deposits with Central Bank, demand. savings and time deposits as well as certificate of tleposits iettl bv thc
privateandotherpublicsectorswiththebankinginstiturions. ItexcludesCentralGovernmentdepositswithbankinginstilulions.
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MONEY AND CREDIT

The fall in Central Bank lending to Government comprised:

a decline of shs 1.9bn in gross lending.o

o a build-up of shs 2.7bnin deposits from receipts of Tieasury bills sales and shs

4.4bn in proceeds from the on-going sales of Government stake in public

companies.

The decline of shs 1.9bn in Central Bank gross lending to Government during the

twelve months to October 1996 reduced the outstanding credit to shs 38.0bn as at

end October 7996 which was shs 4.4bn above the December t996 target of shs

33.5bn. However, the Government managed to finance redemption of Tieasury

bills from the proceeds of Treasury bills sales during the year to October 1996. In
the process the outstanding stocks of Tieasury bills rose to shs 84.7bn by October

1996 from shs 68.7bn in October 1995.

Developments in money supply and credit on a financialyear basis are shown in

Table 4

GHART 4: MONEY SUPPLY (M3) AND ITS SOURCES (SHS BN)
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IABLE 4: MONEY SUPPLY AND ITS SOURCES (FISCAL YEAR 96/97\ IN KSHS. BN

Source: Central Bank of Kenya * Provisional

Reserve Money

Reserve money, comprising notes and coins issued by the Central Bank and deposits
of both commercial banks and NBFIs with the Cenhal Bank, rose by shs 12.7tn or
20-97" to shs 73.4bn in the year to October 7996 (Table 3 and Chart 5). Deposits
of commercial banks and NBFIs at the Central Bank rose by shs 10.4bn or g4.SVo
and contributed 82.3V" of the increase in reserve money. These instifutions are
required to deposit at least 78Vo of their deposit liabilities at the Cenhal Bank for
liquidity control purposes. Currency in circulation rose by shs 2.2bn or 7. Voin the
year. The reserve money growth was supported by net foreign assets (NEA) as net
domestic assets (NDA) continued to fall. The NFA of the Central Bank rose by shs
22.7bn to shs 23.2bn in the twelve months to October.
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The build up of foreign exchange reserves reflects official programnte inflows as

well as p,rr.hurns of foreign exchange from the local interbank market. Meanwhile,

NDA of the Central Bank fell by shs 9.4bn or 15.8% to shs 50.2bn in the twelve

months to October 1996. In the NDA, credit to Government der:lined by shs

9.0bn or 22.6% during the twelve months to October 7996, while credit to

commercial banks fell by shs 0.9bn or 8.77". Other assets net of other liabilities

rose by shs 0.4bn during the same period.

The decline in credit to Government was wholly in the overdraft, which fell by shs

9.8bn or 24.8Toto shs 29.6bnduring the year to October 7996. The lower overdraft

was largely on account of shs 7.3bn dividends paid to Government by the Central

Bank during financial year 7995196. Meanwhile, Central Bank holding of

Government securities rose by shs 0.8bn during the twelve months to October

1996. The increase comprise shs 0.5bn in rediscounted Treasury bills and shs

0.3bn in outstanding Repurchase Agreement (REPO) Tieasury bills (lrom an initial

stock of shs 2.5bn worth of Treasury bills acquired from the primary market for

Repo transactions that commenced in September 1996).

Reserve money fell by shs 0.3bn in the month of October \996. The decline was

wholly in the NDA as NFA rose by shs 2.9bn. NDA fell by shs 3.2bn in the month

largely on account of shs 6.3bn and shs 0.1bn decline in credit to Go'vernment and

to commercialbanks, respectively. The decline in credit was however, parfly offset

by an increase of shs 3.2bn in other assets net of other liabilities in the month.

CHART 5: LI'SItRVIT I\/I()N[aY /\NI) I'l's s()uRCI1S (sHS I]N)
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Credit to the Private Sector

Combined credit to the private and other public sectors rose by shs 26.6bn or

16.77o compared with an increase of sh 43.9bn or 36.3Vo in the year to October



MONEY AND CREDIT

1995. The slowdown is athibuted to the high cost of bank credit as reflected in the
increase in the overdraft interest rate charged by commercial banks. The overdraft
interest rate rose to 28.47" in October L996 from 25.7Vo in October 1995. The
slowdown in credit growth was how ever, below expectation as the outstanding credit
at shs 191.3bn as at end October 1996 was already shs 4.0bn above the December
expectation of shs 187.3bn. The new lending was largely from commercial banks
as outstanding credit from NBFIs declined by shs 7.0bn. Tiade, manufacturing,
building and construction, business services and real estate sectors accounted for
70.27o of the new borrowing while credit to other public sector rose by shs 0.4bn or
6.8Vo to shs 5.6bn (Table 5 and Chart 6).

TABLE 5: CREDIT TO THE PRIVATE AI{D OTHER PUBLIC SECTOR (sHS BN;**
CHANGE

-15.8

8.5

16.5

-2.2

13.8

1e.51

ol/o

74.5

70.7

2.5

13.5

1.4

6.6

4

15.1

28.0

3.2

7.4

0.1

2.3

0.0

0.7

-0.3

2.7

6.0

28.5

75.2

2.9

20.3

3.0

11.0

-6.1

27.9

27.3

x Provisional
** Absolute and percentage changes may not necessarily add-up due to rounding up
Source: Central Bank of Kenya

1995

Oct

t996

Oct* Aboolute

I Credtt to other publlc sector

2 Credtt to private sector

Agriculture

Manufacturing

Tmde

Building and construction

Tmnsport and communication

Financial institution

Real estate

Mining and quamTing

Private households

Consumer dumbles

Business services

Other activities

3 TOTAL (1+2)

5.3 5.6 o.3 6.8
0.4

4.9

0.3

5.3

0.1

0.4

159.5

15.3

35.9

28.2

185.7 26.2

74.9

40.9

33.7

-0.3

5.0

5.5

0.7

2.2

25.3

0.8

1.5

31.3

0.2

-0.7

6.0

27.9

-30.2

23.5

11.3

9.3

2.4

Lt.2

1.3

5.9

4.3

72.4

22.0

164.8 191.3 26.5 l6.l

E



MONEY AND CREDIT

CHART 6 DISTRIBUTION OF COMMERCIAL BANK AND
NBFIs CREDIT TO PRIVATE SECTOR (SHS M)
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LIQUIDITY

Banking institutions continued to maintain high liquidity in October 1996. The
ratio of the liquid assets to deposit liabilities for commercial banks and NBFIs
averaged 40% and347o, respectively, compared with 25V" minimum requirement
(lhble 6 and Chart 8). Tieasury bills and balances held at the Cenhal Bank for
cash ratio purposes dominated the liquid asset holdings of commercial banks and
NBFIs.

TABLE 6: LIQUIDITY AND CASII RATIOS (y")*

* Monthly average liquidity and end month cash ratios
** Cash ratio as atZ}thNovember,1996
*** Eligible deposit-taking institutions in addition, must observe an average lsYocash ratio after
every l4 days, subject to a daily minimum of l5%o with effect from lst May, 1996.

Source: Central Bank of Kenya

1995

Dec

1996

Mar Jun Sep Oct Nov
Commercial Banks

Avg.Liquidity

Minimum Liquidity

Cash Ratio - All Banks

Minimum Cash Ratio***

NBFIs
Average Liquidity

Minimum Liquidity

Cash Ratio

Minimum Cash Ratio*{'*€

Mortgage Companies
Average Liquidity

Minimum Liquidity

Building Societies
Average Liquidity

Minimum Liquidity

4t
25

19.7

18

38

25

18.2

18

29.9

20

59.9

10

43

25

19.9

18

42

25

78.4

18

42

25

18.3

18

40

25 25

18.3 79.2**

18 18

34

25 25

18.9 1g.g**

18 18

30

20 20

39

25

18.5

18

27.2

20

67.9

10

38

25

19.9

18

29

20

35

25

18.8

18

31

20

58

10

57.6

10

57

10 10
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LIQUIDITY

Liquidity ratios for mortgage finance companies and building societies were 307o

and 57Vq respectively in October 7996 compared with their statutory minimum

requirements of 2OVo and 10% respectively. Deposit taking institutions which are

subject to cash ratio requirement on average met the 78To requirement in November

1996. Commercial Banks and NBFIs cash balances with the Central Bank averaged

18.27o and 18.87o of their deposit liabilities, respectively, by the 20lh November

7996. Commercial banks and NBFIs relied largely on own reserves to meet the

cash ratio requirements. However, some banks turned to the Central Bank to bridge

their financial shortfalls when the interbank money market was tight. Institutions

facing cash ratio shortages sought accommodation through the two over-night

borrowing windows and the Repurchase Agreement Facility. Banks utilised their

entiflement to the relatively cheaper windoq namely the Lombard facility. The

turnover in repurchase agreement rose to shs 15,450m by 21st November from shs

8,000m in October. The turnover under the Lombard facility on the other hand fell

to shs 686.2m by 21st November 7996 from shs 904m in October 7996.

CHART 8: COMMERCIAL BANKS LIQUIDITY
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TREASURY BILLS AND STOCK MARKETS

Tieasury Bills Market

Treasury bills continued to play an important role as a tool for raising funds for
budgetary financing as well as sterilising liquidity injected in the economy through
increased Government borrowing from the Central Bank and the Bank's purchase
of foreign exchange from the interbank market. Consequenfly, the stock of Treas-
ury bills increased to shs 83.0bn in November from shs 81.1bn in June 7996. The
91 days maturity accounted for 98.87" of the stock, reflecting the high interest rates
on them (Table 7 and Chart 9).

TABLE 7: OUTSTANDING TREASURY BILLS BY HOLDERS (SHS BN)

* Provisional as at November 22. 1996.

Source: Central Bank of Kenya

1996
Mar 7o Jun Yo S"p Yo Nov*Holders d

lo

lnsurance Companies

Parastatals

of which NSSF

Building Societies

Others

7.5

6.5

7.4

1.6

8.6

8.1

51.5

46.3

5.2

8.0

9.4

4.8

2.7

10.1

64.3

57.8

6.5

10.1

11.8

6.0

2.6

72.7

53.2

4,g.7

4.7

8.9

6.6

0.5

2.7

11.5

64.6

59.6

5.0

10.8

8.1

0.6

2.5

49.0

3.5

r i.s
4.2

1.2

7.2
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4.2
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5.1

7.4

7.4
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TREASURY BITLS AND STOCK MARKETS

Banking instititutions continued to dominate the market, holding bills valued at shs

52.5bn or 63.2V, of the stock. Insurance companies and private investors held

stocks worth shs 11.Sbn and shs 13.3bn respectively.

The Stock Market

Tiading at the Nairobi Stock Exchange (NSE) improved substantially in October

1996 compared with the decline in September 1996. The upswing was boosted by

the successful NIC Banks' sale of 4.9 million shares valued at shs 277 million in

October 1996. The market capitalization rose by shs 1.1bn to shs 100.1bn in Octo-

ber while the NSE 20 share Index lost 34 index points to 3056.

The number of shares traded rose by 4.5 million to 13 million while the value of

shares traded rose by shs 196.1m to shs 497.8m in October 7996. However, total

shares outstanding in October 1996 remained at2.5 billion as in the previous month.

The number of transactions fell to 5283 from 5998 in September 7996. As a result

of these developments:

turnover, here defined as the ratio of value of shares traded over market capi

talization rose to 0.57" in October from 0.3V" in September 7996.

o

o

a

the ratio of shares traded to outstanding shares also rose to 0.5Vo in October

from 0.3V" in September 1996.

the average value per transaction rose by 87V" to shs 94,232 from shs

50,310 in September 1996.

Activity was also high at the foreign transactions board in October 1996 with a total

turnover of 3.6m shares valued at US$ 2.4m compared with 7.2m shares worth

US$ 0.9m in September 1996.

Total capital inflow in October 7996 fell by US$ 0.1m to US$ 0.7m while capital

oufflow rose by US$ 0.6m. Consequenfly cummulative net foreign capital inflows

since January 1995 dropped to US$ 7.9m in October from US$ 8.4m in Septem-

ber 1996.

lr



BALANCE OF PAYMENTS

The overall balance of payments registered a surplus of US$ 403m in the
year to Octob er 1996 compared with a deficit of US$ 382m in the year to
October L995. The strong external payment position resulted from the fa-
vourable performance in both the current and capital accounts.

Current Account

The current account recorded a smaller deficit of US$ 62m in the year to
October 7996 compared with a deficit of US$ 589m in the year to October
1995 (Table 8 and Chart 10). This is a reflection of the remarkable improve-
ment in the merchandise deficit from US$ \,204m in the previous year to
US$ 665m in the period under review. The improvement in the merchandise

TABLE 8: CURRENT ACCOUNT BALANCE oN A t2-MoNTHs BASrS (uS $ M)

" Provisional
Source: Central Bank of Kenya

balance was wholly attributed to the fall in imports from US$ 3,009m to US$
2515m as exports improved slighfly from US$ 1,805m to US$ 1850m.

The services account surplus however, declined from US$ 615m to US$ 603m.
The lower surplus recorded in the services account in the year to October
7996 reflecting a decline in tourism earnings from US$ 480m in the year to
October 1995 to US$ 4.31m, a development athibuted to unfavourable fac-
tors in the industry.

1994/95

Dec Jun sep
395 -L22 -56 60

Oct*
-62

1995./96
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Trade Balance -1190 -959 €11 -674 -665

Account (net) 755 6L4795 837 603
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1884

2558
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25L5
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310

(33
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476
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BALANCE OF PAYMENTS

Capital Account

The capital account continued to improve, registering a surplus of US$ 465m in the

year to Octob er L996 from a surplus of US$ 207m in the corresponding period in

1995. The increase in the capital account surplus is mainly atkibuted to an in-

crease in private and short term capital inflows from US$ 277m to US$ 651m and

a decrease in official capital outflows from US$ 455m to US$ 442m. Meanwhile,

official capital inflows however, fell from US$ 387m to US$ 318m.

The favourable private short-term capital inflows is attributed to the relatively
more atiractive interest rates compared to intemational interest rates, and to the
prevailing conducive macro-economic environment in general.

GHART 10: CURRENT ACCOUNT BALANCE (US $ M)
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BALANCE OF PAYMENTS

Overall Balance

The improvement in the country's overall balance of payments in the year to
October 7996 reflects (Table 9 and Chart 11):

significant improvement in the current account from a deficit of US$
589m to a deficit of US$ 62m.

an increase in the capital account surplus from US$ 207m to US$ 465m

a

a

TABLE 9: OVERALL BALANCE OF PAYMENTS (US $ MILLIONS)

* Provisional
Source: Central Bank of Kenva
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In relation to GDB the country's overall balance of payments improved remarkably
from a deficit of 5.0V" of GDP in the year to October 1995 to a surplus of 5.07o of
GDP in the year to October 7996, while the current account deficit declined from
7 .87" of GDP to 0.8% of GDP over the same period.
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BALANCE OF PAYMENTS

Foreign Exchange Reserves

In line with the improvement in the balance of payments position, the country's
foreign exchange reserves increased from US$ 921m at the end of October 7995
to US$ 1221m at the end of October 7996. Out of the total, official reserves
increased from US$ 460m to US$ 832m, while commercial banks reserves de-
clined from US$ 461m to US$ 389m over the same period (Table 10 and Chart
12).

TABLE 10: FOREIGN RESERVES (US $ MILLIONS)

* Provisional
Source: Central Bank of Kenya

1995

Dec Mar Jun sep Oct*

897 1005 7246 1779 1221

806 777 832Official 458
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BUDGETARY DEVELOPMENTS

Budget Outturn

During the four months to October 7996197 financial year, the Government budget
deficit on a commiffnent basis was shs 7.8bn or 7.77o of GDP compared to shs
0.4bn or 0.7o/o of GDP in a similar period of 7995196 financial year. On a cash
basis, the respective positions were deficit of shs 7.1bn for the current year and a
surplus of shs 1.3bn for the previous year (Table 11 and Chart 13). The large
deficit was attributed mainly to rising recurrent expenditure as a result of high
interest payments on domestic and external debt.

TABLE 11: BUDGET OUT-TURN (SHS BN)

* Provisional
Source: Treasury and Central Bank of Kenya
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BU DG ET ARY DEVELOPM ENTS

GHART 13: 12 MONTHS CUMULATIVE BUDGET OUT-TURN (SHS BN)
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Govemment revenue and grants for the period under review was shs 49.0bn in

1996197 financial year compared with shs 45.8bn for 7995196 financial year. Of

this, shs 43.7bn was ordinary revenue compared with shs 41.7b:n for the same

period of last year. Receipts from grants and appropriations in aid amounted

to shs 5.3bn, an improvement of 297" over the previous year.

Expenditure and Net Lending

Government expenditure and net lending amounted to shs 56.8bn for the first

four months of 7996197 financial year compared with shs 46.2bn for the comparable

period of 7995196 financial year. The increased expenditure comprised shs 9.2bn

domestic interest, shs 4.2bn foreign loan interest and shs 31.5bn for wages and

salaries and other net issues compared with shs 7.0bn, shs 4.0bn and shs 26.3bn

respectively for the same categories in the corresponding period of 7995196

financial yean Development expenditure for the respective periods was shs 11.5bn

in the 1996197 Financial year and shs 7 .4bn in 7995196.
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TABLE t2: LITILTZATION OF GOVERNMENT BORROWING

BU DGET ARY DEVELOPMENTS

Financing

Govemment borrowing for the four months to October 7996 was shs 10.5bn,
with shs 3.Obn, shs 4.9bn and shs 2.6bn borrowed from the Central Bank,
commercial banks and non-banking sector respectively (Table 12 and Chart 14).

The shs 10.5bn borrowed was used to

o finance shs 8.5bn purchase of goods and services
o make shs 2.0bn net repayment of external debt.

(sHS BN)

* Provisional

Source: Central Bank of Kenya

GHART 14: UTILIZATION OF GOVERNMENT BORRO\^/INGS F'ROM
CENTRAL BANK (SHS BN)
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INTEBEST RATES

The behaviour of the principal interest rates was mixed in November 1996. The

average interest rate on the 91 days Tieasury bill, declined by 1.99 percentage

points lo 22.17o as at 22nd November while the average interbank rate rose by

2.65 percentage points to 18.\V" \n the first twenty-one days of November.

Reflecting the decline in the Tieasury bill rates, total outstanding Treasury bills fell

by shs Z.lbn to shs 82.9bnby 22nd November. Commercial banks interest rates

also registered mixed behaviour in October 1996. The average overdraft rate

gained 0.23 of a percentage point to28.47o compared with an increase of 0.13 of

a percentage point in September. The average deposit rate however, fell to 14.2V"

in October from 74.37" in September while the savings rate remained at the

September level of.10.7vo(Table 13 and Chart 15).

TABLE 13: TREASURY BILL, OVERDRAFT, DEPOSIT, SAVINGS AND INTER-BANK
LENDING RATES

Overdraft

Treasury Bill*

Inter-bank

3-Month Deposit

Savings

1995

Dec

1996

Mar Jun sep Oct Nov

29.2

27.7

20.6

74.3

9.5

28.4

26.7

11.4

15.5

70.2

28.6

27.9

13.3

75.4

70.7

28.1

22.5

79.6

15.6

70.7

28.4**

24.7

15.1

15.8*

10.7*

22.7

18.1*

** 9l-daysTreasury bill yield
Source: Central Bank of Kenya
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THE SHILTING E}THAhIGE RATE

In the foreign exchange market, the shilling continued to remain buoyant in
November L996,, a reflection of the stable underlying economic conditions
prevailing since the begining of the year. On average, it remained fairly stable
against the US dollar and the 100 Japanese Yen exchanging at shs 55.60 and shs
49.50, respectively. The shilling, however, lost against the Found Sterling and the
Deutschemark by 3.97o and 1 .lvo respectively in November, a development
reflecting the weakening of the US dollar against these currencies in the
intemational currency market. (Table 14 and Chart 16)

TABLE 14: SHILLING EXCHANGE RATES

* Units of currency per Kenya Shilling
Source: Central Bank ofKenva

Month
US Dollar Pound Sterling I)eutschemark 100 Japanese Yen Uganda Shilling. Tanzania Shilling'

19B/5 19p6 19p5 t% 195 t% 1995 t% 1995 19D6 1995 t%

Mar

Jur

Sep

Nov

Dec

4.14

53.62

55.43

55.54

55.80

5841

57.9

%.43

55.62

70.62

85.55

86.35

E6.9

85.97

8925

w.42

88.02

92.44

3124

38.14

31.91

39.24

38.77

3935

37.97

37.50

36.79

48.69

63.50

55. l8

54.51

il.u

55.19

5327

51.39

49.55

2l.m

17.99

17.g

18.59

1834

17.43

t7.79

19.03

19.57

t2.33

ll.l0

l1.07

10.56

l0.m

928

1033

toA'7

10.74

GHART 16: SHILLING EXCHANGE RATE
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Consequenfly, the nominaleffective exchange rate index, that is the trade weighted

average of the shilling exchange -rale against all the above currencies remained

more or less constant since June 1995. In real terms, however, that is after

accounting for inflation differences between Kenya and her major trading partners,

the shilling exchange rate appreciated by 9.2Y".

Among the regional currencies, the Kenya shilling lost slighfly against the Uganda

shilling but gained against the Thnzania shilling to exchange at Ushs 19.60 and

Tshs 10.70 in November, respectively. Meanwhile, currency trading in the

international market showed continued fall of the US dollar against the Yen and

a drop for the first time in two months against the Deutschemark. These

developments have occured against the background of a strong belief among

traders that the Japanese Government would not let the Yen fall much lower

against the US dollar after falling far enough in the last 18 months. This belief

was also intensified by the low expectations of the likely increase in US interest

rates (Chart 17).

GHART 17: EXCHANGE RATE INDICES AGAINST THE US DOLLAR
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NOTES ON THE BAI,.ANCE SHEET

The following changes took place in items of the balance sheet between October
1995 and October 1996

Assets

Gold and foreign exchange increased by shs 20,854m to shs 45,297m mainly
due to improved inflows of foreign exchange.

Advances and Discounts to banks decreased by shs 871m to shs 9,728m mainly
due to recovery of money owed by banks under liquidation.

Uncleared effects, these are cheques which had not been cleared as at the
Balance Sheet date, decreased by shs 1,083m.

Fixed assets increased by shs 826m mainly due to the on-going construction of
CBK Towers and Kenya School of Monetary Studies and acquisition of office
equipment particularly computers and note sorting machines.

Government of Kenya overdraft decreased by shs 8,667m to sh 29,l35mmainly
due to improved revenue collection by Kenya Revenue Authority.

Liabilities

Currency in circulation increased by shs 2,245m to shs 32,752m mainly due to
increased inflow of foreign reserves.

Deposit liabilities increased by shs 9,230m to shs 68,498m due to increase in
the deposit base of banks and non-bank financial institutions observing cash

ratio requirement.

Other liabilities and provisions decreased by shs 289m to shs 7 ,87m.
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