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OBJECTIVES OF THE CENTRAL BANK OF, KENYA

The Central Bank of Kenya's objectives are laid down in the Cental
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 O&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 o<change 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
Govemment; and

6. Issue currency notes and coins

1.

2.

3.

4.
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The Monthly Economic Reviews, prepared by the Central B,urk of Kcnya, stan-
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HlcHr-lcHTS oF rHE SEpTEMBER Ecouorrarc RrvlEw

Available economic indicators for the first half of
2002 show that real GDP grew at an estimated

annualized rate of 0.60lo comparedwith 0.57o in

the same period of 2001. Inflationarypressures

eased further in August Z@?.,with the l}month
underlying and overall inflation declining to

1.5oloandt.8o/o,respectirrcly,ft om}o/oandl.To/o

inJuly.

Government fiscal operations during the ftrst

month of fiscal year 2002/03 resulted in a deftcig

on a commitment basis, of IGh 3.8bn or 0.4o/o

of GDP compared with a deficit of lGh 1.9bn or

0.2o/o of GDP in a similar period in the previous

fiscalyear. The stockof public debt increased to

Ksh 618.6bn inJuly 2002 from IGh 613.8bn in

June 2002. The increasewas entirely in domestic

debt as external debt declined .

The IGnya shilling strengthened against the US

dollar inAugust 2002 to exchange at Ksh 78.57

compared with Ksh 78.80 in July 2002. The

overall balance of payments improved to a US$

100m surplus in the year to July 2002 from a

US$ 52m deficit in the year to July 2001. The

Central Bank foreign exchange reserves

increased to US$ 1,119m or 3.9 months of
imports cover at the end of August 2002 from

US$ 1,004m or 3.3 months of imports cover at

the end of August 2001.

Interest rate for the 91day Treasury bills dedined

to 8.3o/o in August Z00Z ftom 8.67o in July.

Monery supply, M3X increased by 7.6"/o in the

year to July 2002 compared with 0.6% decline

in the year to July 2001. The increase in the

money supply in the year to July 2002 was due

to increases in both net foreign assets and net

domestic assets of the banking s1rctem.

Assets of the bankhg sector increased to IGh

449.9bn at the end of July 2002 from XGh

431.1bn at the end ofJuly 2001. Non-performing

loans, net of interest in suspense, were estimated

at Ksh 73.1bn inJuly 2002, comparedwith Ksh

78.6bn in July 2001. Provisions for the non

performing loans declined from XGh 32.8bn in

July 2001 to lGh 31.1bn in July 2002. Thking

into account the provisions and the value of

securities held by the banking sector estimated at

IGh 36.1bn, IGh 8.5bn of non performing loans

were unsecured.

2 Kenya Monthly Economic Reviqy, September 2002
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SELECTED ANNUAL ECONOMIC INDICATORS, 1997 - 2OO1

' Prorisional.
" Fiscal year ending June 30th.

"' Figures in parentheses rebr to official resenes in months of imports of goods and non-hctor senices

INDICATOR 1997 1998 1999 2000 2001.

1, POPULATION

People in Millions

Growth (%)

2. NATIONAL ACCOUNTS

GDP Market Prices (Ksh bn)

GDP at Factor Cost (US$M):

At Current Prices

At Constant '1982 Prices

RealGDP Growth (%)

Per Capita lncome (US Dollars)
3. GROSS DOMESTIC SAVINGS ( % of GDP at mkt prs)

4. GROSS DOMESTIC INVESTMENTS ( % of GDP at r*t prs)

5. CONSUMER PRICE INFLATION

Average Annual lnflation

Twelve-month lnflation

6. STOCK MARKET

NairobiStock Exchange Price lndex (1966=100)

Trade Turnover (o/o)

7. GOVERNMENT BUDGET (Ksh bn) *'

Revenue and Grants

Expenditure

Budget Deficit (-) / Surplus (+)

Budget Deficit ( % of GDP)
8. MONEY Al,lD CREDIT (Ksh bn)(END PERIOD)

irloney Supply (mXf)
illoney Supply (M3X)

Reserve lloney
Total Dornestic Credit

Government

Others
9. BALAI.ICE OF PAYMENTS (US$ m)

Overal! Balance

Current Account
Capital and Financlal Account

10. FOREIGN ExcHAt{GE RESERVES (US$ m)

Official'**
Months of impofts

Commercial banks & public

11. PUBLIC DEBT (US$ bn)

Domestic

As % of GDP

External

As % of GDP
12. EXCHAIIGE RATE (Ksh/US$) (AI{NUAL AVERAGE)

9120

9124

2.4

325

10.5

18.s

31 15.1

0.3

28.8

2.4

9825

9285

1.8

322

9.8

17.4

2962.1

0.4

29.5

2.2

9090

9417

1.4

319

10.9

16.2

5.7

't0.4

9005

9393

-0.2

311

7.4

15.4

-8

.288

279

1,398

897

(2.e)

501

7.7

2.5

23.8

5.2

50.2

76.2

9833

9465

1.2

309

6.5

14.5

1355.1

0.2

28.1

2.5
30.2

2.1

30.8

2.1

623 691 742 796 895

11.2

8.3

6.6

2.5

10.0

1 1.8

5.8

1.6

155.0

159.8

-4.7

-0.8

184.9

195.0

-10.1

-1.6

201.2

197.3

3.8

0.5

414.4

345.7

79.0

358.5

84.',|

274.3

182.7

175.2

7.6

1.0

216.4

232.9

-16.5

-2.',|

370.6

32',t.8

75.9

327.4

82.7

244.7

381.3

333.6

75.0

3s0.6

91.1

260.6

462.1

368.4

79.1

369.1

89.'l

280.0

2303.2

0.2

1913.4

0.2

435.5

360.0

77.7

362.1

76.4

28s.6

-33

4s0
417

1,099

788

(2.5)

311

8.5

2.7

29.2

5.8

64.0

58.8

66

-549

615

1 ,100

783

(2.5)

317

E.7

3.0

30.2

5.7

57.7
60.4

-21

-214

193

1,104

791

(2.e)

313

8.0

2.6

24.5

5.4

50.6

70.3

147

-229

376

1,459

1064

(s.5)

395

7.7

2.7

25

5.0

46.6

78.6

Sources: Central Bureau of Statistics, Central Bank of Kenya and Nairobi Stock Exchange
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SELECTED MONTHLY ECONOMIC INDICATORS

" Cumulatiw fiscal year200'l/02 budgetout-turn: deficit including grants and on @mmitment basis.
"'Figures in parentheses refertoofficial rese^es interms of monhs of impoG of goods and non-factorservces.
t-'*Ercludes lGh 2,028m ltvf disbursemenb onlent to the Govt. bythe CBK, which is included in e{emal public debt.

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

Ibc Jan reb Mar Apr May Jun Jul Arg*
2001 2002

INOICATOR

Orcrall (orcrall l(en)€ inflation)
12-month

Arerage annual

underlying (oerall excluding food)

12-month

Arerage annual

TNTEREiT RATEi (7C

9'ldayTreasury bill

O,erdraft

3. STOCKiIIARGT
Nairobi Stock Erchange Price lndex

Trade Tumoler (%)

4. @VERtlMElTEtLDGEf* (rch bn.)

Rewnue and Grants

Ependiture:
Bu@et lbficit (-) / Surplus (+)

5. MOilETAND CREIT (l(sh bn.)

[bney Supply (fr/l3Xl')

[bney Supply (M]X)

Resene fubney

Tdal Dornestic Credit
Golernment
Priwte Sector

6. MONEI Alt) CREDIT (Atnual %Chango)

hbney Supply (tr,l3Xl-)

ilbney Supply (lr'BX)

Reserve [Vbney

Total Dornestic Credit
Golemment
Prilate Sector

7. BALANCE OFPAItTENTS (ult$ m)

Oprall Balance

Current Accorlnt Balance

Trade Balarrce

Capltal and Fnancial Account
8. FOREGN D(CtlAl{GE RETERVES (uS $ m)

Official"'
lvbnths of impofts

Commercial banks

9. PIELICIET(US$ bn)

Domestic

As%of GDP

External

As%of GDP

10. GROSS tpltlEiTlC IEBT (lGh bn)"'*
ll.AVBAGEXCI{AI{GERAIE

lGhs/tfii$
Kshs/Pound Sterling

Kshs/ 100 Yen

]Ghs/Euro

1.8

5.8

1.1

4.',|

1.9

3.5

0.9

2.8

1.7

2.4

2.8

2.3

2.2

2.1

1.8

1.9

5.1

6.7

2.8

5.8

3.4

5.2

3.5

5.0

2.0

4.3

1.5

3.9

0.4

4.8

3.0

6.2

2.9

4.6

3.4

5.5

11.0

20.0

1355.1

0.17

10.9

19.3

10.1

18.8

10.0

18.9

9.0

18.7

7.3

18.5

10.6

19.2

1313.6 1 183.1

0.16 0.21

8.6

18.3

8.3

1343.0

0.'t5

1129.3

0.23

107't .1

0.23

1082.6 1097.7 1043.4

0.19 0.29

93.8

102.2

€.4

't10.5

122.4

-12.O

127.0

140.4

-13.4

142.3

157.6

-15.3

'161.6

178.3

-16.7

181.0

199.2

-18.'l

203.3

225.6
-22.3

13.6

17.5

-3.8

462.1

368.4

79.1

334.0

89.1

244.9

42
-11

{3
53

1459

1 004
(3 2)

395

7.7

2.8

23.9

4.9

41.8

220.0

460.2

360.6

73.6

325.8

84.2

24'1.7

4.3

0.0

3.4

-1.2

14.9

-5.9

78.6

112.8

59.3

69.5

467.7

366.5

73.8

325.8

82.7

243.1

7.3

3.1

4.4
-2.9

9.4

-6.5

78.3

111.4

58.6

68.1

466.4

366.1

75.8

329.5

88.6

240.8

5.7

2.1

8.2

{.6
't6.7

-5.7

477.2

373.2

76.6

338.8

94.7

244.1

7.5

4.8

8.0

3.5

32.9

-4.6

8.4

6.7

10.9

5.4

37.9
-3.4

487.9

381.2

83.0

345.4

100.4

245.0

8.6

7.6

16.7

5.5

40.2

4.2

473.1

371.4

75.3

342.6

97.9

244.8

483.9

378.3

76.9

341.8

947
247.2

6.'l

2.3

1.8

0.8

16.5

-3.9

6.3

2.0

2.5

1.3

16.3

-37

-26
-5,l

{3
25

14/,2
I 035
(3 2)

406

7.7

2.8

24.2

4.9

41.5

222.7

24

14

-33

10

1450
1057

(3 3)

393

7.8

2.9

24.7

4.9

41.5

227.6

22
-71

-l't9
94

1479
1077

(3 3)

402

7.8

2.9

24.9

4.9

41.3

229.2

12

€0
-139

102
1511

1087

(3.4)

423

7.8

3.0

25.3

4.8

4',t.1

233.1

2',1

-9
-94

31

't495
1 100

(3.4)

395

7.8

3.0

25.2

48
41.1

231.8

4
-122
{13
118

1463

981

(4 8)

482

7.8

3.0

256
4.8

41.1

236.0

74

6l
492
134

1 588

1112
(5 6)

476

7.9

3."1

24.6

4.8

38.3

242.1

78.7

113.2

61.9

70.2

78.1

111.1

59.5

68.4

78.3

112.9

59.6

69.3

78.3

114.4

619
71.8

78.7
1 16.6

63.7
75.1

78.8

122.6

66.7

78.3

78.
120.

66.

76.
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IruplRrorl

Introduction

Inflation declined further in August 7002. lt
remained within the set target of 5o/o mainly due

to continued implementation of prudent

monetary policy, the stability in the shilling

exchange rate and reduced pressure on prices of

basic food items.

Overall Inflation

The reduced pressure on prices of basic food

items, following their increased supply relative to

demand led to a decline in the overall inflation in

August 2002 as shown below (Table 1 and Chart

1):

The cnrerall l}month inflation fell to 1.87o

fromT.Zo/o in July 2007.

The overall average inflation declined to

1.9% from 2.lo/o in July 2002.

Underlying lnflation

The underlying inflation was as follows,

. Theunderlyingi?.monthinflationdeclined

tol.5o/oinAugust 2002 from 2.0o/o inJuly.

The underlying average annual inflation

declined to 3.9o/o in August 2002 from

4.3o/o inJuly.

In August 7002, inflation declined by

O.lo/o,comparedwith a decline of 0.5%July

2002.

In August 2002, underlying inflation
declined by 0.1% compared with an

increase of 0.lo/o in July 2002.

TABLE 2: U}IDERLYII{G lllFLATOt{ (%}

CHART 2

a

a

a

a

a

TABLE 1: OVERATL NFIATOI{ (%}

CHART 1
aasdffhhstrErqrqsJA[

-l

t

o
A{ta@bbEF-Eryrirs{A

Sorc.r: C.ord &nluof$rilrdcl tCtod 8r*ollktyr

rThe rate of change in the CPI over the sanre month in the previous

year, sometinles referred to as the "annual" rate o{ change.

rPercentage change in the average CPI for the last 12 nronths over

the average CPI fot the previous l2'month period.

Sourco: Crntd &rrcru ol Stdrilcr t Cottnl Ernk of l(atyr

Inflation by Income Groups

Except for inflation in the prices of goods and

services purchased by consumers in the rest of

urban towrrs, inflation in all the goods and

services purchased by the other income groups

declined in August 2002 (Ttble 3 and Chart 3):

NI &,
.hn tlb. .1, Ar 3.p Dc &n li} .h .ff A{

12ftr$ A3 7.5 A7 A8 6.5 51

A\ryrnd 68 7.1 Zl 60 A8 A7

Orgroacrarufi 1.5 o.1 06 (l5 03 (I2

C'EEc.r3nEn0B 30 1.5 1.6 Zl 1.8 01

30 34 2S 20 1.6

6.2 55 48 4.3 13
o.5 05 00 01 {t
{.8 {.1 1.2 07 00

al
Jrn ilbr Jur Atr

&.
Ilc J.n t/b? Jl'r Jra

t2{ustt tzo 9.5 4.0

I'rqearrelz 10.2 't0.4 to.t

OsE6occrDrEtl 0.9 {.6 0.2

ChrnEo\E3rESrs 1.9 o.3 23

{0 3.1 1.6 0.4 1.9 28

a! 8.1 e8 4.E 3.5 23

02 .o.3 0.2 .0.6 0.2 r.2

oi ol o.3 {.0 0.2 3.4

22 1.4

21 1.4

o.5 {Lr

27 21
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INFLATION

a The l2-month inflation in the prices of

goods and services purchased by the

Nairobi lower income grouP, eased toL.lo/o

ftom 3 .2o/o in July, while

The l2-month inflation in the prices of

goods and services purchased by the

Nairobi middle/upper income group eased

to l.9o/o from 7.lo/o.

0.8% in July. The other categories of goods and

services experienced declining inflation in August

ZOO?., as indicated in T[ble 4 and Chart 4.

TABLE 4: BASKET WEIGHIS & OVERATL '|2'tlOllTH

IT{FLATIOI{, JUL. AUG 2OO2

' tt ttanill0.t lr.a im{rrc e,o$xit t

CHARI 
'

Eource : Contlrl Buruu of st.ddlc. t Cm0d BJrl of Kaaya

Outlook

Inflation is forecast to remain within the 5o/o

target through June 2003. This will be possible

with continued implementation of the current

prudent monetary policy stance, fiscal discipline,

stability in the shilling exchange rate and good

supply of food items due to favourable weather

conditions.

a

a Inflation experienced by Nairobi income

groups combined declined to 2.0olo from

3.3o/o over the review period.

a Meanwhile, inflation in the prices of goods

and services purchased by consumers in the

rest of urban towns increased to 1.77o from

l.4o/o inJuly 2002.

TABLE 3: OVERALL l2.ttO]{TH |}IFLAflON BY l]{CO[lE

GROUPE(%)

CHART 3

Sours:Cgrfrl BUtilu of Sll0ldcl lCrnfrl BrnholKmn

Inflation by Categories of Goods and

Services

Inflation in the prices of household goods and

services increased to 0.9% in August 2002 from
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Moxt,i tLn CHt,ntt

Money supply increased more rapidly in the
t'welve months to July 2002 than in a similar
period in 2001 (Tables 5 and 6, and Chart 5).

Money supply, M3, which comprises currency

outside banking instirutions and all private and
other public sector deposits, increased by 8.7"/o

compared with 4.7o/o targer growrh and a decline
o{ ZJYo in the year to July 2001. Broad money

supply, M3X, which includes M3 and residents

foreign currency deposits increased by 7.60/o

compared with 4.4Yo target growth and 0.60lo

decline in the rwelve months to July 2001.

M3XT, which comprises M3X plus non-bank

TABLE 5: ANNUAL PERCET{TAGE CHANGE lN MOIEY SUPPLY

2001

J.n ,lhr Jm Jd

. 2lio2

Jrn hb tJhr AD. t .y Jlrr Jli
8.7

7.6

86

[,13

[BX

[a)c

0.0 -0.'r

3.8 3.7

5.2 4.8

.22 2.0

o.8 0.0

3.1 4.3

4.4

3.1

7.3

3.9

2.1

5.7

6.1

4.E

7.5

-'t.3

2.1

5.3

42

2.0

6.3

E.5

6.7

8.4

CHART 5

9

i
u LG gEP g rov rc xx FEa m M uY 0

2o0t M,
u

,/-

&6&r u.my su@/ G(nili 1il txr

Source: Centrd Bank of Kenya

TABLE 6: MOIEY SUPPLY AND tTS SOURCES, KSH Bl{

parcentage do not necessaily add up due
1/ Broader money, M3XT, compises M3X and non banklng public holcling of Gowmmenl securiries.
?J Broader money, M3X, comprises M3 and rosldenls forcign cunency deposits vith locat banks.
U Broad money, M3, compises cunoncy outslde banking lnstltutlons, and all privatq and other public sector holdtngs of
demand savings and lime daposits. lt oxcludes centnl and local Gowmmor, deposits utth banking institutions.
4/ NFA at constant exchatgo ra,te of Ksh 78.95 to the US dollar (Sept. 30th, 2001).
5/ Excludes intercst ln sutfense.

Sortr: Cdrd Brnt o0 ltayl

Ju!
2001

Jul
2002

Annual Ghange
Absolute

5. Net donpstlc assets (5.1+5.2;

5.1 Dornostlc credit (5.1.1+5.1.2;

5.1.1 Government (net)

CentralBank

Banking lnstitutions

5.1.2 Private sector and other public sector 5/

5.2 Other net dorpglc a3set3 (5-5.1)

4/,9.2

354.4

306.6

288.4

90.8

68.3

22.5

263.6

327.4

71.6

14.9

56.7

255.8

-63.7

71.2

0.0

23.7

4E7.9

381.2

333.3

318.6

100.6

75.6

25.'.|

280.s

345.4

100.4

19.0

81.4

245.0

64.9

83.0

51.9

31.1

38.8

26.8

20.6

30.2

9.9

7.3

2.6

16.9

18.1

28.8

4.1

24.7

-10.7

-1.2

fi.9
4.4

7.5

1

I

27

5.

5.5

10

't1

9.

31

113.2 118.7

7

8.

4
-l
I

Memrandum ltems

bllls

1. Money supply, M3XT 1l

Money supply, M3X 14+51 2l

Moneysupply, M3 3/

5t *ni"n, uz '

Net forelgn assets 4/

Central Bank

Banking lnstitutions

Reserve monsy

Currency in circulation

Banking lnstitutions' deposits with CBK
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holdings of Government securities increased by

8.60/o compared with 5.7o/o target growth and

3.lo/o increase in the year to July 2001.

The increase in M3X, the intermediate measure

of money supply most closely monitored by the

C*ntral Bank in the period under review reflected

accumulation of both net forergn assets NFA)
and net domestic assets NDA) by the banking

qrutem. NFA ocpanded h 10.9o/o, compared with

an increase of 74.2o/o in the year to July 2001.

NDA increased by 6.4"/" in the year toJuly 2002

compared with 7.0% decline in the year to July
2001 due to an increase in domestic credit.

Meanwhile, other domestic assets net of other

liabillties declined by 1.8% in the year to July 2002

compared with 18.1% decline in the year to July
2001.

The money supply M3X, ercpanded errery month

from April7002 through July 2002 with the

orpansion reflected in both the quasi deposits

and the forergn currency deposits by the residents.

Reserre Money

Reserrre monery comprising currency in circulation

and deposits of commercialbanks and NBFIs at

the Central Bank increased by 16.70/o in the twelrre

montts toJuly 2002 compared with 3.9o/odedine

in the year to July 2001 (Thble 7 and Chart 6).

The ocpansion in the twelve months toJuly 2@2

reflected 31.5o/o increased deposits of both
commercial banks and NBFIs and 9.3o/o

enpansion in currency in circulation. The reserve

money expansion to IGh 83.0bn in the year to

July 2002 orceeded the respective target of lGh

78.6bn. The excess was wholly in deposits of
banking institutions thatborrowed fGh 8.8bn on

an overnight basis to cover shotfalls in the end

month cash ratio requirements. To curb reserve

money expansion, the Central Bank sterilized

excess liquidity through sale of Treasury bills to

banla under open market operations. As a result,

commercial banks' holdings of repo.bills
increasedbv30.l% in theyeartoJuly 2002 from

18.60/o in the year to July 2001.

The expansion in reserve money for the nrelve

months to July 2002 originated in both net

foreign assets NFA) and net domestic assets

(NDA) of the Central Bank. The NFA expanded

by 10.7o/o, compared with an increase of 26.60/o

in the year to July 2001, largely due to purchases

of foreign exchange from the inter-bank market.

NDA increased by 157.9o/o largely due to increased

borrowing by both the Government and

commercial banks from the Central Bank.

Developments in the components of NDA of the

Central Bankwere as followst

Credit to government from the Central

Bank net of deposits increased by ?-7.8o/o in

the year toJuly 2002 compared with 44.3o/o

decline in the year to July 2001 reflecting

lGh 1.0bn run down of deposits at the Bank

as well as IGh 3.1bn increased borrowings.

r | -. 
r {1f,5 t I I I ;

c8x

cax CffidB.nb
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MONEYSUPPLY

a Net indebtedness of commercial banks to
the Central Bank declined by 28.4o/o

reflecting an additional borroudng of lGh

10.6bn. However, this increase was partly

offset by IGh 5.7bn increase in commercial

banla holdings of repo securities underthe

open market operations.

insurance, transport and communication,
agriculture and other activities. Honever, the

borrowing was fully offset by Ksh 76.2bn
repayments by real sstate, manufacturing, trade,

business services, mining and quarrying, and

building and constmction (Iable 8 and Chart 7).

Credit to the private.sector has been increasing

every month since April 7007. The sector

received additional lending in the quarter to June
2002 with credit growing by l.5o/o,0.1%, and

L.3o/o inApril, May and June 2002 respectively

before declining by l.3o/o in July 2007..

a Other domestic assets net of other domestic

liabilities declined by 88.,1%.

Domestic Credit Derzelopments

Net domestic credit (NDC) increased by 5.5o/o

inthe turelve monttrs toJuly 2002 comparedwith

3.0o/o decline in the year toJuly 2001. The credit

expansion resulted from increased credit to
government as credit to the private and other
public sectors declined. Net credit to
govemment, increasedby 40.2o/o in the nrelve

months toJuly 2002 compared with a decline of
18.8% in the year to July 2001. The credit was

from both the Central Bank and the commercial

banks. Net credit to the Govemment from the

Central Bank increased byIGh 4.1bn, comprising

XGh 3.1bn borrowing and drawdov,,n of own

deposits at the Cenral Bank amounting to XGh

1.0bn. Net credit to the Government from
commercial banks increased by 43.5o/o.

Meanwhile, credit to the prirrate and other public

sectors from thebankingqntem decreased bylGh
10.8bn or 4.7o/o in the year to July 2002

compared with IGh 6.4bn or 7.6Yo increase in
the year to July 2001. The repayment of IGh

10.8bn in the year to July 2002 comprised XGh

1.6bn by local government and parastatals, and

lGh 9.2bn bV the private secto:r. The private sector

borrowed Ksh 16.9bn to finance private

households, consumer durables, finance and

Ilnho rhd quE ng

Ldrh.ir[hg

B[l6arrvlot

R{l attat

PdY.t iiouxhold.

Fln.n6 fhd lmunnci

AorlcultuE

Bludlne .nd C@tru(dff

r.-poit.rrc *lruo*
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CNudlr durbLt

O0td

10 Kenya Monthly Economic Review, September 2002



Bnruxrruc Sacron DevElopnaENTS

Structure r:f the trinancial System

At the.:nrl of Arrgust ZA0Z, the bankirrg systeln

conrpriserl {6 cornnrc'rcial barrks, 3 non.-bank

fin an,-ial i r rstirutior u (N B F Is), 2 nror tgage fi nil nce

companies, 4 brrilcling societics and 4tl f,rri:x
burearrs. The declirre fn>nr .59 in:;titutions itr
August 2001 to 55 in Arrgust 2(102 wrs .lue to
merger, licpridation and vclluurlrywirrding up of
:r f'ew instituLions (Table i)). t he itx:reasc in forex

bureaus {r<>n 47 to 48 f.rllowed rc-c,pening of
one forex l;ttre ,rtt.

TABLE 9: COMMERCIAL BANKS, I{BFIS & FOREIGN EXCHANGE

BUREAUS

f voe of ln.lllullon/Eureau Auo-2001 4uo"2002
CommercialEanks

(a) Operating
(b) Not operating
(c) UnderCent al Bank stalulory managomsnt

Building Societies
Mortga96 Finance Companies
Non-bank Financral hstlutions

(a) Op€rating
(b) Und6r Cenlral Bank stalutory managemenl

Total
F016ron Erchanog Buraaus

49
48

4B

45

I
4
2
.t

4

5e
4l 48

Soorcc: Cenhrl Ernl of Xcnyr

Asset Composition

'fotal asscts of tlre banking system increascd to
Ksh 449,9bn at the.'ncl of July 2002 from Ksh

43 i.I bn at thc .:nd ofJuly 2001 (Table 10), Total
irrlvances (ex,:luding inl;r:re st in susp,.:nsc)

,ler:reascd by Ksh 6.8bn to Ksh 246.Bbn in July
2002 fronr Ksh 253,6bn in July 2001. '1 

hi.s prrtly
reflcctetl thc dcpressccl stirtc of the ec<;nomy atrd

the rchrctirnce lry brnks to extenrl cre.lit folk>wing

the unccrtrinties surrouncling the CllK
(Ainendrn.:nt) At:t, 2000. Ilanks h,rl.lings of
(iorcrnrnent sccllritics incrcascd lry 18.6% to Ksh

94.lbn in Jrrly 2002 frorn Ksh 79.41;n irr luly
2001, accounting for2Lo/u and lti% of their rotrrl

.rssctr;, respectivcly. iltrlanccs with thc (lcntral

Ilank increaserl frt-m K-.lr 15.-lbn to Ksh 31.2bn

irn(l acc(runterl ftrr lYo of thc tcral asscrs of halrks.

TABLE 10: SELECTED ASSETS OF THE BAilKlllG
NSTrIUTtOitS

otmayno
"lnclud., inLtb anl D trrnce!

Sourc.: Ctlllrd Bmk of Xrnyr

r\sset Quali.ty

N,.rn-performinq loaus (NPL., was estiutatcJ at

Kslr 73,Ibrr or 29,6a/o of t,rtirl lt)al)s at the ent[,rf

July 2002 c()mpa.red with Ksh 7lJ.6hn or 31.07o

of torel loans inJuly 2.00l. ('l'able I I). fht-',lc,:line
in the ratirl rt:flet:ts Ks[r 5.5bn drop in n,tn-
pcrfr>rming h>ans. 

-[-he non-perlbrnring lolns
were nrainly cr>ncenrratcrl in seven banks whose

NPLs rvcre 49.4'h of their total loirns eomplrcd
with 22.0o/" for the rcst r>f thc banking sector.

The nr;n-perfornting loatrs in the sev.n b:rnks

accorrnted for Ksh 43.4bn or 5996 of the
indusrry's total non-pcrfrrnning loans. 

'Iable 
11

shcrrvs n,;n-perforn r i n g loans,'.rx,:lu.l i n g intcrest
in suspense in line with the reviscd rt:porting
systcm. Thc level of prt>visiorts rlcc.reasctl frt>rn

Kstr l2.Ubn to Kstr lt.lbn in Jrrly 2002 in line
witlr t he dccreasc in N PL s whilc cstimatt:d va lue

of sccurities declined from K-sh 39.?bn to Ksh

36.1 bn. l'tre rrncovered ex[)()sure, wtrere
arlclitional provil;ions may be ne(-essJry, w,rs Ksh

U.5bn.

TABLE 11: i{ON-PERFORMING LOANS'(NPLs) e PROVISIO}IS

(Ksh bn)

Jul{l Jul-o2

1. Total Loans

2. Spocmc Provisbns

3. G€noral Provisions

4. Total Provisions (2+3)

5. I'let Loans (1-4)

6. Total l.,lon-Portorming Loans (NPLS)"

7. l.lot Non-Psrtormino Loans (6-2)

8. Valuo of socuritj€s (astimated)

9. N€t Expo6uro (/-8)
10. Total NPLS as % of TotalLoans (fl1)
11. Total Provisims as % of Total t oans (4/1)

12. Exposure as % o, Tolal Loans (9/1)

253 6

25.8

3.0

32.8

220.8

786
48.8

397
9.1

31 00,(

1290k

3.6%

246.8

?8.5

2.6

3't t

215.7

73. t

44.6

36.,1

8.5

29.6%

12.6%

3.4%

'tJqt Wiming hans ao lhqse lhat m /Dt DeriDg.seMted il ,Et cqtacts add ex,ose
lhe liFalctal inslitLti*.r lo fDlcrl,a, /cses
"Rensen retntling syslem elleLliQ Aptil 2OO2 exchxrcs sGpended lnleEsl lrr NPt s.

Sourco: Ccotrrl Brnk of Kenyr

July
200 t *July Gh.ne.'

l00l Abrolul.

Gov?rnmcnt Sacurillca
Balancra ,t Csntral Eanl
FixGd ArsGt3
Olher Art.lr

att.t
253 6

79.1
25.3
18.a
2d.t

aat.,
246 I

94. I
31 2

te .2
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r a.t
-6.8
I a.8
5.0
OE

r 0.3

a.a

"2.1
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Deposit Liabilities

l)eposits, including inter-bank deposits and
accrucd intcrest, held by banking institutions
increased by 5.7o/o to Ksh 346.4bn in Jtrly 2002
from Ksh 377.61'n in July 2001 (Table 12). In
tcrms of markct slrarc, the top ciglrt cornmercial
bo.l, cach with a minimum assct base of Ksh
101;n, hekl77.2Y" of alldeposits in tlre banking
systcm.

Capital and Reserl,es

Capital and rescrvcs of the banking sysrem

dccreascd by 0.5% from Ksh 56.5bn in Juli, 2001

to Ksh 56.2brr in Julv 2002 (Table l2). l'he
dccreasc in capital and rescrvcs was drre to tlre
dcclirrc in profits made for thc year to July 7002.
Tirtai capital (capital and rcserves, exclrrding
gcrodwill andT 5"/" o{'rcv:rluation reservcs) of ttre
lrarrking systcm increirscd by 4.8'% fr<]rn Ksh

57.4bn in July 2001 to Ksh 54.9bn in July 2002.
Thc levcl of capiurlisation, as mciuured by thc ratio
<;f total capital to total risk-weighted asscts,

increased frorn 16r.07" at thc cnd ofJrrly 2001 to
17.0o/" at thc cnd of July 2002, u'lrich was u'cll
itlrovc drc lTol> nrinimurn rctltrirerncnt.

TABLE 't2: SELECTED LIABILITIES OF THE BANKING

INSTITUIIONS (Ksh bn)
Ju ly
2001

July Annu.lChange '
2002 Ab.olule './.

LIABILITIES
Deposrts"
Caprtal and Reseres
Forergn Llabrllres
Olher Lrabrlrlres

37'1.6

327 6
565
12 1

34S

393.7
346 4

562
85

388

19.1
18 8
-03
-36
39

5.1
57

-05
-30 ,
112

Cash and Liquidity Ratios

Commercial banks and non.trank financial
instirutions 0.JBIrls) continued to operare u,ithin
tlre stafirtory 70o/o mininrurn liquidiry and 10'X,

cash ratio requircments in July and August 2002
(T[ble 13 and Chart 8).

TABLE 13: CASH Al{D LIQUIDITY RATIOS'(%}

- Coimrld b.nl. ..d lBflr io3t ob!.M ,oinleitlr ai abrr!. ol

b.4m. aiacdva ftom la Oaloba. 2000.

CHART 8
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Liquidity Ratios

Commercial banks and NIIFIs contir)ucd to hold
liquid assets largely in fornr of cash balarrccs at
Cental Ilank and govcn)nlent sectrrities irr both
Treasury bills and l.,onds. The average liquidirl'
rati<r for cornrncrcial lranks was 43'h in Arrgrrsr
7007, same as tlre ratio forJrrly, wlrile that of
NRI:ls was 630l, coml',ared v'ith 620/" in July. The
averagc liqtrirliq' ratio for mortgage financc
comprarries u,as 77o/r, in Alrgust 2002 while that
of building socicties w'as 507o .

Cash Ratios

Irr August 2002, lhe average castr ratio
maintainecl hy barrking institutions increased to
I0.8% compared with 10.7% inJrrly. (lonrmercial

barrks lrad an averagc ralio of 9.2"/" in August
2002 cornparcd u,ittr 9.60/o inJulyu'hilc the raticr

for NBFIs averaged 17.4o/o from 11.87o over tlre
same period.

',4bso/ute akd percenlage changes ilt ay nol necessaily add up due to rcuncltng
" 1 nclude s inle tb a n h b ala n ce s

Source: Central Bank ol Kenyr

Profitability of the Sector

IJnarrrlitcd prc-tax profits clc.:reased by 7.9'Yo to
Ksh 6,010m for the scvr:n nrrurttrs enrling Jrrly
2002 fnrm Kstr 6,57in for a sirnilirr pcriod in
2001. Thc rnajor rcas()n firr tlrc clcterioratir)n was

thc cleclinc in intcrcst income on advances and
increased bad delrt cl'rargcs ancl other cxpe lrscs.

Awrago Liquidity
Minimum Liquidity
Cash Ratro - AX Eanks
Mrnimum CaEh Ralio"

NBFIr
Awrage Liquidity
Mlnimum Liquidity
Cash Ralio

48 60 75 57 59 5S 59 62 63
20 20 20 20 20 20 20 20 20

11 5 '10.r 10.4 10I 11.0 t0.9 tl.6 1r.E rz.a

11 12 44 46 .t6 a7
20 20 20 20 20 20

10210.0 97 9S 9.7 9.6
't0 10 10 t0 10 't0

0
I

a1 43
20 20
9.6 9.6
10 10

t2 Kttl'u,\{ontltlt L)conontic Rt,r'i,1, St,ptcnber 20()2
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Nominal interest rates maintained a downward

trend in the first half of 2007 in line with the

decline in the 91day Treasury bill rate. The

Treasury bill rate declined to 7 .3o/o in June 2002

from 11.07o in December 2001 before reversing

the declining trend to increase to 8.60/o in July

and ease to8.3o/o inAugust 2002 (Thble 14 and

Chart 9). The decline in the 91day Treasury bill

rate in the first half of the year reflected excess

liquidity in the banking system as well as strong

competition among major investors who were

atrracted by the relatively high return, safety and

liquidity advantage of the Govemment securities.

Following the dedine in the major money market

rates, banks' average overdraft rate declined to

lS.3%oinJuly 2002 from 20YonDecember 2001.

The average lending rate also declined to 18.1%

inJuly 2002 from 19.5o/o in December 2001. At
the same time the average savings deposit rate

declined to5.lo/o inJuly ftom5.7o/o in December

2001. The average lending and deposit rates

resulted in the narrowing of interest rate spread

to 13.0% from 13.8olo in December 2001.

A[n!r l.ndlng nb

Se.r.d

Tltury bll nb

\e+
lnnia d.f.atnf

lnterbrnlret.
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Srrrt.uruc Exr-rmxcr [Lrrr

Durlng the year to August 2002, the Kenya

shilling remained stable against the US dollar but

lost to the Sterling Pound and the Errro to
exchange, on average, at IGh 78.6, lGh 114.9 and

Ksh 71.8, respectively, compared with IGh 78.5,

Ksh 113.0 and Ksh 69.5 in the year to Augr.rst

2001. The shilling, however, gained against the

Japanese Yen and thc South African Rand by

6.7% and 74.5o/u to rrade at llsh 62.8 per 100

Japanese Yen ar-rd Ksh 7.6 per Rand. The shilling

also strengthened against thc'] anzanian shilling
to cxchange at l'sh 12.I compared with I'sh 10.7

in thc year t() Atrgrrst 2001. It however, lost

against thc IJgandan shilling to trarle at []sh 22.5

in thc )'ear t() Atrgrrst 2002 conrparcd with L)sh

72.6 irt tlrt' yeat to AupSrst 2001.

Irr Augtrst 7001, the shilling gaincd agairrst all

nrajor irrtcrnational crrrrcncies, It gaincd against

thc t)S cl,rllar lry 0.3%, to fradc, ()r) averagc, at

Ksh 78.6 c,,n'rprrrt:rl with Ksh 78.8 in Jtrly 2002

(-tablc I5 arrtl (lhart 10). I lrr shillirrg also

strcngtht:rrc<l against thc Stcrling I)otttrrl, tlrt'
Ettnr, tlx'Jal''arrt:sc Yctt antl tltr Sorttlr Afi'icarr

I{arrd lry 1.4%', l.8tX', 1.1%r ancl 4"4"t'", rcslrcctivt:I1,

in Arrgr rsf 2001. Agair rst rt:giolral r:lrrlcrr('ics, tltc
shillirrg girirrt:rl l>y 7.?.'X, against the' '[irrtzirrtia

slrillinll to trirtli' at 'Ilsl, 12.8 bttt I'crttaitrt'tl statrlc

ag.rirrst thc'[ ]garrda shillirrg lo trutk'at I )slr 21.0

irr Arrgtrst 200;.

'l Iri' st i r t rgtlrt'r ri r rg r,1 t hc shillirrg agairtst thc tJS

,l.rllar irr ,A.rr11u"t 2C02 v!'as rnirirrly tluc' t(l
r <,rrtirrri. rl ('xix)r't rc('(ril,ts frotrr thc agric'trlttrrc

scct()r, l',.rt I icttlitt.iy tca, u'lrilc c()rl)()rat(' clcm:rn<l

rctrraitrr'rl slrb,lttt'ti . "l hc :tl)lrr('( iitt.ir'tr t,f rht

slrill ir,5i aqlillsl tirt' otlrt'I Initjt,r ii,'.t rtratitri'ral

c--rrrrcncirr, irl ,^rLigittt 2tXl2 r,'{lt'ctcrI rr.,iiini,v thc

d<;urnu,ar.l IIl()'.'(:nlctlt (){ ti rcs,l ('ttrl( Ilt'ies agiiinst

dre US doiiar in thr: htrcntln()llalcutren.y mattr.ct.

TABLE t5: SHILLING EXCHANGE RArE

Uil dq.E F lct.r-e

Sourct: Cenllrl B.nk of Kenya

In nominal effective terms (rrade-wcighted), tlre

shilling exchange rate appreciated by 0.1% in the

year to August 2002 conrpared with 1.8%

appreciation in a similar period in 2001. In real

effectira terrns, however, the shilling depreciated

by 2.6%, irr thc year t() Augtr,;t 2002 compared

u'ith 7.4!%r appreciation itr thc ycar to Augttst

2001. Tl're deprct:iation reflet:ted higher inflatior r

in tlrc tratlitrg paltrr(ts thatr thc d'rrrtcstit-

inflatitxr (Ohart 1l).

CHART 11: t{Ottllt{AL & REAL EFFECTIVE EXCHANGE RATE
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Buncrrnnv DevsloPMENTs

Govemment's budgetary operations in the first

month of fiscal year 2002/2003 resulted in a

deficit of lGh 3.8bn on a commirment basis. This

represente d0.4"/"of GDP compared with a IGh

1.9bn deficit or O.2o/o of GDP in a similar period

in 200l/7002 (Table 16 and Chart 12). On a

cash basis, however, fiscal operations resulted in

lGh 6.8bn budget deficit.

TABIE ll: 8uOCEt firT.nnt (lAH Eill

Revenue and Grants

The Govemment collected Ksh 13.6bn from

various sources in the first month of fiscal year

7OO?./ZOO3. This was Ksh 1.7bn higher than in

a comparable period in 7001/7002 (Table 17).

The improved revenue performance was due to

a Ksh 0.9bn and Ksh 0.6bn increase in tax

revenue and extemal grants, respectively. 'fhe

revenue comprised the following:

Tax revenue at lGh 11.0bn accounted for

80.5o/o of total government receipts.

Performance by various tax categories was

as follows,

a

Income tax was Ksh 3.2bn or 79.1o/o

of tax revelrue compared with Ksh

3.2bn or 31.70/" of tax revenue in a

similar period of 7001/2002.

Value added tax (VAf) improved by lGh

0.6bn to stand at N:sh 3.9bn compared

with XIsh 3.3bn in a comparable period

in the previous fiscal year.

Import and excise duties increased to

Ksh 3.9bn from Ksh 3.5bn in a

comparable period in 2001r./2007. Of

the lGh 3.9bn, import duty was Ksh

1.4bn and excise duty was Ksh 2.5bn.

The Government received a ftrrther Ksh 2.7bn

from the following sources:

. Non-tax revenue amounting to IGtr 0.9bn-

This was Ksh 0.4bn higher than in a

comparable period in the previous fiscal

year.

Appropriations-in-Aid revenue of Ksh

i.lbn, lGh 0.1bn l,tu'er than &in-A revenue

irr a similar period in70il/2A02; and

il,o{n trm
riy rry

tr3 fla
lal, &il
fio 't68

or8 1.2

t.t 1l
07 13
fl.$ z2
fi.r €2
la ao
.E e,r'

$4 .({.q

{r o,
{t el
{4.4 {{q
{r{l
rtl,
ea 2?
{s , {a;

fi.'
ItE
r(I1

o5
12

ot
fl,
f,.$
lo
4I

{{a.
ira
{t
d5
It
*t
B3

trra
hfru
lgrhmtl'
|FEFHmfl.i|5

Lrdd
rorr:.sgorrfiE}orsrrgmP
turtlaE+lrfn
hetrrEofif,t

EmratAootrnE{rEd3$q

Iolmrtocr'laln
ffinftACriltlr

Erpenditum

Ooflcit

Kenl'a Vonlhll' Economic Reviev', .Septembcr 2()02 l5



BUDGETARY DE VELOPMENTS

a External grants of Ksh O.?bn compared
with lGh 0.1bn in the same period in the
previous fiscal year.

Ksh 3.8bn debt service payments. The
payments were Ksh 0.2bn higher than

in a comparable periodin200l/Z@2.
IGh 3.1bn or 81.67o of the debtservice

was in respect of domestic debt while
IGh 0.7bn was interest payment on
foreign debt.

Other recurrent expenditures, mainly
on operations and maintenance,
amounting to Ksh 4.4bn. This was lGh
0.9bn higher than in a comparable
period in 2007/?002.

Development expenditure amounting to
lGh 1.8bn or L}.Zo/o of total expenditure.
At this level, dwelopment ocpendinrre was

IGh 0.8bn higher than in a similar period
in 2001/7002.

a

a

Expenditure and Net bnding

Government expenditure and net lending
increased to IGh 17.5bn in the first month of the
fiscal year 2007/2003 from IGh 13.8bn in a

similar period in 200L/7002 Clable 18). Major
components of the expenditure were as follows:

Recurrent ocpenditure stood at lGh 15.Zbn

or89.7o/oof total orpenditure andwas XGh

2.9bn higher than in a similar period in
2001/2002. The ocpenditure comprised
the following:

- Wages and salaries payments
amounting to lGh 7.4bn, accounting
for 42.3o/o of total government
expenditure. At this level, the
expenditure on wages and salaries was

IGh 1.7bn higher than ercpenditure in
a comparable period in the prwious
fiscal year.

Financing

Govemment receipts and expendinrres led to a
IGh 7.9bn financing requirement in tlie first
month of the fiscal year 2002/2003. This
represented a dedine oflGh6.5bn mmparedwith
a ffnancingrequirement of IGh 14.4bn in a similar
period in7ctrl/7002 clable 1g).

l6 Kenya Monthly Economic Review, September 2002



B U DG ETA RY D E Y ELOP M E NTS

a

a

a

a

The Ksh 7.9bn shortfall was financed by
borrowing of XGh 6.4bn and lGh 1.5bn from
commercial banks and non.bank sources,

respectively. The borrorved funds were used to:

Make a net s<ternal repayment of Ksh
0.8bn;

Make a net repayment of XGh 0.4bn to the
CentalBanL;

Increase govemment deposits with the Bank

bv Ksh 0.7bn; and

Finance a lGh 6.0bn budget deficit.

Gonernrnent Borrowing from the
Central Bank of Kenya

The Govemmentrepaid lGh0.4bnto the C.entral

Bank in the first month of fiscal year ZOOZ/}Cf.3,

compared with a repayment of lGh 7.8bn in a

similar period in 2Nl/2002 (Table 20). As a

result, the stock of government debt due to the
Central Bank fell to IGh 44.6bn in July ZOOZ,

from lGh 44.9bn inJune 2002. The decline in
govemment debt at the Bank was due to the
following:

A Ksh 4.9bn debt reduction in the process

of being effected through government
accounts;

a

a

a

An increase of Ksh 4.4bn in overdraft at
the Bank; and

An increase of lGh 0.1bn in the Bank's

holdings of rediscounted securities.

Kenya Monthly Economi<: Review, September 2002 t7



Pusllc Dasr'

Total public debt increased by lGh 4.8bn to Ksh

618.6bn in July ZOOZ, from IGh 613.8bn in June

ZOO7. The stock of dcbt represented 62-9"/o of

GDP and followed an increase of Ksh 6.1bn in

domestic debt and a decline of IGh t.3bn in

extemal debt Ctable 21). Extemal debt accounted

for Ksh 376.5bn or 60.90/o of the public debt

while domestic debt represented Ksh 242.1bn or

39.1o/" of the debt stock.

TABLE 21: KENYAS PUBLIC DEBT (KSH BN)

A decrealse of lGh 0.5bn in non-securitised

Govemment debt.

ENNAL"'
Bdaleral

irullilateral

Commsrc€l Banks

Export Credtl

Sub-Totll
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Public Debt

(irvcrnment dr>mcstic ,lclrt incrcasccl to Ksh

217.lbr. at the cntl trI Jrrly 200] ['r'.'rtr K''[r

2l6.0bn in Jrtnc 7001 (Iahlcs ll a11il l1). Ilrc
following accountt-tl ftrr the incrt:'asc of K.lt 6.1 l'rt

in dtrmcstic ..'l.:bt t"',c['wctn Jrrrre 2002 ,rrrd July

2002:

.{n incr.-irse of Ksh 6.6lrn itr s':t--t.riliscrl

govcl nmcnt,1cl,'t; a ntl

IABLE 22: GOVERNMENT DOI,IESTIC DEBT (KSH Bll)

FEn-fn y 2ml EE'.e *tulrdr!dgIFEl@6

Sourcc: Cmtnl Bank of KenYl

TABLE 23: ANALYSIS OF DOMESTIC DEBT (KSH Bl'l)
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Treasury Bills

The outstanding stock i,f 'lieasury bills rose to

Xsh 84.5bn inJuly 2002 from Ksh 82.1bn inJune

2002. (Table 24 andChart 13). The distribution

of Treasury bills holdings was as follows'

Banking instinrtions held bills worth Ksh

i?.Jbn t,r 1l|.1Y,, of thc r;tock, out ol'ivhiil'r,

thc Central llank helci bills worth Ksh

0.4t-,n, ,.11rile ct;rtttttercial ltanks ancl Nt>r-r'

r',.r,,I 
il n ;r ncirrl in stitr rti,;rts hcld l'il ls u',:rtlr

l0.5hn rnd Ksh l.Jbn, tt'spectivcly.

()thcr c()rp()ratc itx'estors,rnd irr,iivirhrals

held Ksh 52.11-''n or (r1.()')6 of the stot.k trf

bills.
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Treasury Bonds

The stock of Jieasury bonds increased to lGh

110.4bn at the end July 2002 from IGh 106.3bn

in june 2OO2.This followed the successful issue

of a fc>ur-year and oneryear fixed rate bond at

13.7 5o/" and 17.7 5o/o, respectively. The
Govemmentraised [Gh Zbn and lGh 5.2bn from

the mro bonds, respectively. Treasury bonds

worth XGh 3.1bnwere, however, redeemed during

the first month of fiscal year 2007/2003. The

T.A&E ION.OER 0(8ll Eto

' E(chrd€ rGp.rchrge qrbr bil3

CHART 13: OUTSTAIIOING TREASURY BILLS BY HOLDER (KSH Blt)

Ksh 110.4bn Treasury Bonds were held by

various investors as follows:

Commercial banks held bonds worth IGh

49.Obn;

Non-bank financial institutions held bonds

worth lGh 1.7bn; and

Other investors, including insurance

companies, other corporate investors and

individuals held bonds worth Ksh 59.7bn.
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Long-Term (]overnment Stocks

()ustrurrli ng ll()vcr l) rrlcr t t l<.,rt g,ltn n slor lc s i r r j r r ly

2002 were Ksh 1.5bn, the samc levcl as i'n Junc

2007. J'he Ksh I.5lrn orrrst.rrxling g()vcn)I)){.'rr[

stocks were hcld cntircly l>y the ttc;tt-b,tnk sc( t1)r,

of w'hich rhc NirtionalSocialSccurity Irrrnrl lrt,ltl

Ksh 0.Bl-''n.

External Debt

Extcrnal <lclrt wus cstirnirt.r.:rl ,rt Ksh 176.;lxr,

cquivrilcnr tt> I-JS$ 4.tilrn, at tl're crr.l,rl July ZOO7.
-['his 

rcprcsentcd a dccr.':usc,>f K..;[r l.Jlrn in the

stock of cxternirl tlelrt frr:,m thc Jrrr-re 2002 lcvt,l.

Thc dcbt was ccltrivalcnr r<> 38. )% of t iDP. The

Ksh 1.3bn decrcuse in cxtcrnal clctrt tluring the

revicw peri<>d followed:

K.sh 0, 5lrrr l,r,rn,lis;burst'tnt'rrt.s;

Ksh l.trlrn loan repaynrer)ts; iln(l

Kstr 0.Jbn decr',.'ase itt extt,,rnal tlclrt stot k

owing to valuatiorr cfranges in the slrrlling

exchange r,tl.c.

Mult,lateral cletrt rcrounted for Ksh )24,Zbn or

59.6')6,rf t Irc t'xl.r'r'rirrI,lt br,'r. hilc' biliitrr.rI d,'l;t

r('pr(rs(:r)1...1 Ksli I 14.9lrn or ']0. rt')L ,:f ihc rlt:lrt

srock (Chart I4). Comrnercial loans ancl expc,rt

cr,:clit amotrntr:tl to Ksh )7.41n r:r 9.1)"1't of rlre

,.lebt.

a

a

a

CHART 14: EXTERNAL DEBT DISTRIBUTION
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BnlRruca or Pnyruarurs

T[rere was an overall balance of paynrents surplus

of IJS$ 100rn in tl-re ycar to July 2002 compared

with a deficit of IJS$ 5 2m in the year to July 2001 .

The improvement was in increased cal,ital and

financial account as tlre current account deficit
widened (Table 25 and Chart 15).

TABLE 25: BALAI{CE 0F PAYiIEIITS (USf m)

' Provlrional.

" An lncrears ln an aatcl ls denoted by r nogstlvo 8ign.*' Flguror ln parenlhetu refer to olllclal rororves ln monthr ol lmpoilr ol goodr tnd non.frctor cerylcet.

Current Account

The current account deficit widened to US$

773m in tlre year to Jrrly 2002 from [JS$ 188m

in the previous year. T'he deterioration in the

current account was mainly in a decline in the

services account srrrpltrs lry 33.1o/o which more

tlran offset a73.7o/o reduction in thc trade de{icit.

A decline in rransfers inflows and increased net

income payments also contributed to the

reduction in the services strrphrs.

Q1
Arg.Oct

Q2
J{ ov.Jrn

2001

Q3
F.b.Apr

2002

Q4
il ry*lul'

2002

Yaar to Yoer to
July

OVERALL BALANCE

I. CURRENT ACCOUNT

ilerchandlse
Exports (fob)

Coffee
Tea
Horticulture
Oil products
Other

lmports.(cif)
oit
Chemicals
Manufactured goods
Machinery & transport equipment
Other

Servlces
Non-fiactor services (net)

Of which: tourism receipts
lncome (net)

Of which: official interest income
C urrent Transfers

Private (net)
Public (net)

II. CAPITAL & FINANCIAL ACCOUNT
CapltalTranfers (net)
Flnanclal Account

Official, medium- & long-term
lnflows

Outflows
Private, medium- & long-term (net)

Commercial banks (net)t'
Other private, medium- & long-term (net)

Short term and errors & ommissions (net)

Grogs Reserves
Official"'

CommercialBanks

3472
874
462
420
757
960

I 375
612
292

-125
-122
888
746
142

350
190

79
-33
-27
193
171
22

132
85
68

-40
-39
87
70
17

122
20

267
193
64

-31
-31
105

88
16

9ls
556
279
-147
-127
510
435

75

-r 88

-t 563
1 909

120
466
249
't77
897

t.163
9E1

(3.2 )
482

-2

-97

-268
472

13
103
69
35

2s2
740
123
't28

93
196
200

t00
-273

-1192
I 052

77
402
261
109

1102

3111
634

'095
409
808
798

373
72

30t
.t 51
1E4

.335
12
-38
4

'095

I 588
11'.12
(3.e)
178

.166

.516
423

20
90
43
43

229

939
176
120
113
253
278

1431
1021
(3.3)
410

58

-6/t

-195
524

26
115

74
14

293

719
155
116

94
20'l
't 53

t 5l0
1 087
(3.8)

11

5tl

-213
532

18
94
75
17

328

745
180
131
109
157
168

-12
17

-29
7

45
-38
-45
-51

6
9

I 588
11 12
(3.e)
4

17',l

,t37

62
75

-219
285

-504
93

-39
132
113

r6E
17

15'l
-102

41
-1 42

43
36

7

209

95
18
77

-1 0
46

-56
36
17
19
51

-46
53

-99
-76
-41
-35
225

88
68

-43
-29
126
105
20

1412
't 035
(3.4 )

102
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(a) Merchandise

The merchandise accour)t deficit narrowed to

US$ 1,192m in the ycirr to July 2A07 fr<>rn IJS$

1,563m in the ycar toJrrly 2001.'I lris was rnainly

due to a dccline in iurports bv I.JS$ 128mlntl a

growth of US$ 43rn in export earnings. r\ll
categories of irnports, exccpt r:hc,micals ancl

rnachinery and transport cquipmcnr, fell. 'fhe

increlrsc in the cx-lx)rt earniruls w:r.s irttributed rc'r

a rise itr rccciltts fr,.rtn lrt,rtir:uhrtre ,,nd n,rn-

tra,litional cxl)()rts. I{-et:cipts fit;m tra,lirionll
(-'xlx)rts, p:rrtitrrlarly rcrt anr-l coflee htrweve r

,le, lirretl f,.rll.;wilrg rcdutetl exl)ort vr,hrrncs and

prices.

CHART 15: TRENDS lN PRICES & VOLUMES OF MAJOR EXPORTS
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(b) Services

The surplus in the servit:es account cleclined to

US$ 91gm in the year ro July 2002 frorn I-JS$

1,375m in the year to July 2001. J-he tlcclinc in

the scrviccs account surplus was causcd by a

recluction in grants inflows to both the private

ancl public sect(.)rs bv LIS$ i78m and an incrcase

in net inconre payrnents by US$ 22m.

Capital ancl F'inancial Account

The capital and financial accolrnt surlrlrts

increased to US$ 373m in thc ycirr to jtrly 2.002

frc,rn I iS$ lj?rn in a simiiat pericxi of thc previous

yc.rr. 'fhis was nrainly drrc: to a decline in official

outfk,ws frorn [ )S$ 504rn to US$ 335rr, ancl an

incrc:ase to l.lS$ 495n-, in slrrlrr-tcrrn capital

inflo'x,s ( inclurlirrg crrors tr rrcl or n issic-'ns) frc,m

tlS$ 1 l3m Private rrrerlitrm arrd lcuigtcrrn capital

flows lr<-rwcv'cr worscrrc'cl, recording a net ourfli'rw

of US$ 42m in the year to July 2002 compared

to a net inflow of US$ 93nr in the previous year.

Foreign Exchange Reserves

Follou'ing the improvement in the orcrall balance

of pa1'rnenrs, official forcign exchange reser\vcs

inc:reased to US$ 1,112m, equivalent to 3.9

months of inrports of goods and non-factor

services at end ofJuly 2002 comparcd with L)S$

981rn or 3.2 rnonths of in'rgrort colcr inJuly 2001

(Chart 16). Irorcign exchangc rescrvcs of
commercial [,anks, h{',\trevr,r, dcclincd fronr L]S$

4tl2m at cncl c,f July 2001 to US$ 470. at the

errd crf July 7007. Forcign exchatrge reservcs held

by thc banking systcm ttrerefcrre stoc,d at US$

1,58tim at thc end of July 2002 conrpared with

US$ 1 ,463m at thc encl ofJuly 2001.
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Trading in the Nairobi Stock Erchange NSE) was

mixed in August 2002 compared with July 2002.

Turnover improved in the bonds market but

declined in the equities market.

Equities Market

Trading at the equities market declined inAugust

2002 compared with Julv 2002 as follows:

The NSE share index declined by 5.0% to

close at 1043.38 from 1097.73 inJuly2002
(Chart 17);

The Bond Market

Secondary rading in the bonds market stabilised

in August 2002 with turnover increasing by

0.9lo/o to IGh 3.53bn from lGh 3.50bn in July.

The turnover in August 2002 largely reflected

trading in Treasury bonds, which accounted for

IGh 3.3bn. Corporate bonds traded IGh 0.18bn.

The averageyield onbonds traded inAugust 2@2

declined a Ll.L7o/o.The decline reflected the fall

in the 91 daln Treasury bil[.

a

a

a

Market capitalization decreased by 3.3o/oto

IGh 85.4bn from IGh 88.3bn inJuly;

Total outstanding shares declined by L.So/o

to 4.3bn from 4.4bn resulting in an average

value per transaction of IGh 10,899 from

IGh 121,417 inJuly after the Ksh. Valueof

shares traded declined by LL.To/o, from Ksh

757m in July to lGh 228m.

Consequendy, the ratio of the value of shares

traded to market capitalization dedined a0.77o/o

from0.79o/o inJuly.

Foreign Inrrcstors Board

Tumover at the Forergn Inrrestors Board declined

to lGh 30.9m in August 2002 from IGh 54.5m

inJuly. Thededine comprised IGh 20.8m foreign

capital outflows and lGh 10.1m forergn capital

inflows.

\..,\-
\E\^
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Introduction

The modest economic recovery which began in
2001, continued into the first half of 2002. Real

GDP is estimated to have grown at an annualised

rate of 0.60/o during this period (Table 26 and

Chart 18). This growth was largely supported by

improved activity in agriculrure, manufacturing

and services sectors. However, the recovery

remains weak with the other sectors of the
economy still depressed.

TABLE 26: REAL GROSS DOiIESTIC PRODUCT AND RELATED AGGREGATES

ll a les

1 F rom lhe E conom ic S u rv ey , 2002.
2 Based on se/ecled econom ic activities

Souru: Cond Bunru olStrtlr0o rnd Cartd Bmf dKoyr

Share in
Real GDP

tn 2001 l% |

Annuallsed Estimates
June June

2oo1t1 zoo2tzMA TORS
Agriculture
Manufacturing
Trade, Tourism & Hotels
FinancialServices
Building & Construction
Transport & Communications
Government
Others of which

N on-m onetary Sector
Dom estic Seryices
Ownership of Dwellings
Other

Est. Real cDP (1962 Prlcea)
Nomlnal GDP (at Factor cost)
Overall GDP Deflator
GDP at Mkt Prices
Tf,AIN SECTORS
Agriculture
Manufacturing
Trade, Tourism & Hotels
Financial Services
Building & Construction
Transport & Communications
Govern m e nt
Others

Non-monetary Sector
Dom estic Seryices
Ownership of Dwellings
Other

Real GDP

24.7
13.0
2.4

12.7
6.2

10.6
14.7
16.3
5.7
2.9
6.7
2.0

100.0
772,E93
7.4
E95,27E

24,951
1 3,550
1 3,1 99
10,925
2,462
6,358

15,231
'17,116
5,8 41
3,035
5,946
2,295

103,792

25,070
13,600
13,225
1 1 ,001
2,452
6,501

15,318
17,230
5,895
3,0 53
6,037
2,246

104,397

Annual Percentage Ghange
0.4
0.1
0.6
0.8

-1.3
2.8
0,.6

0.6
0.6
1.0
1.0

-2.0
0.5

0.5
0.4
o.2
0.7

-0.4
2.3
0.6
0.7
0.9
0.6
1.5

-2.1
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CtUff tt: nEA0P0f,0f,It{RATE8, IOC'.Iri82002 The production of crops and livestock is ercpected

to increase during the year following improved

weather conditions.

Manufacruring

The performance of the manufacturing sector

continued to impibve during the first half of

2002 as reflected by the following developments:

Electricity consumption, a major industrial

input, increased by 7.3o/o benveen January

andJune 2002 compared with a decline of

4.8"/" in a similar period of 2001.

4.6

t
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i.0

0.0
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tm lm am 2001' Jt*, l}l-
a
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&coa.r ttsafils t{tur, ua qfif lili d Xirl

Performance by Sector

Agriculture

The performance of agriculture was mixed during

the first half of 2002 (Tabl e }7\.Among the cash

crops, horticultural produce increased by 5.lo/o

during the period compared with3.4"/o increase

in a similar period of 2001 while sugar cane

ou tpu t incre ased by 24 .0Y" co mp ared wi th 24 .8o/o

decline. Output of tea, pyrethrum and sisal,

however, declined by 7.5%",29.7o/o a;nd 2.3%o,

respectively, during the period compared with

42.6o/o,88.3% and 5.4o/o increases in a similar

period in 2001. Coffee production declined

further by 15.4% in the first half of 2002

compared with a decline of 38.60/" in the same

period of 2001.

TABLE 27: BRffiIH ltlOlrFUT Or xEY CROP8 (%)

G rop 2000

Jrn . Jun

200i 2002

Tea
Herticulture
C offe c
I ugar cane
Pyrethrum
I isal

-5.0

Q.?
62:a

-10.7

-5.0
-2.9 _

' 12.9
3'4

-30.6
-21.8
EE.3

6.1

'-7.6

6.t
-1 5.'t
21.0

-29.7
-2.3

Solrcr; CnrFrl Fnil ol ]i$c., Py$lwm fcm ei xirr xrn aryr
filorry, abd lo,tl.f ll.rf nd ]5DA

Manufactured exports increased by 10.4%

during the first five months of 2002

compared with 6.9% increase in the first

five months of 2001. The imProved

performance was partly in expors of textiles

and fabrics, which increased by 209.3% in

the period compared with a decline of

ll.9o/o in the first five months of 2001. The

increase was as a result of access to the

United States market through the African

Growth and Opportunities Act (AGOA).

Imports of goods used in the sector,

particularly chemicals and related products,

and machinery and transport equipment

increased by 9.7o/" and 14.4"/o respectively

in the first five months of 2002 compared

with an increase of 8.4"/o and 37.6% in a

similar period of 2001.

The production of some selected manufactured

items is shown inTable 28 below. Production of

cement, soda ash, galvanised sheets, mineralwater

and processed sugar increased by 7.lo/o,7.2o/o,

6 .Oo/o, 14 .lo/o and 73 .lo/o during the first half of

a

a
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2002 while assembled motor vehicles declined

by ?0.2Vo due to strong competition from the

relatively cheap imported second hand vehicles.

The recorcry in the sector is expected to benefit

from the favourable tax measures introduced in

the Budget for fiscal year 7007/03, particularly

the removal of duty on capital equipment and

other raw materials. The increased accessibility

not only to the wider regional markets in EAC

and COMESA, but also to the United States

market is also expected to strengthen the

performance of the manufacturing sector.

Building and Construction

Activity in the building and construction sector

remained depressed through the ftrst hdf of 2W2.

Cement consumption, the main input in the

sector, declined by 5.1"/o in the firsthalf of }Cfz
compared with a ?9.1o/odedine in a similar period

in 2001. The value of building plans approved

by the Nairobi City Council also declined by

39.4ohin the first half of 2002 compared with a

decline of 8.60/o in a similar period of 2001. The

depressed activity in the sector, partly reflects the

limited construction projects undertaken by the

govemment due to budgetary constraints, and

the slow pace of economic recovery.

Traneport, Storage and Communications

Activity in the sector' as shornrn in Table 29,

slowed down during the first half of 2@7 as

follows:

Cargo handled through the Port of
Mombasa (KPA) decreased by 3.3o/o

compared with 33.506 grourth in a similar

period in 2001.

a

a

a

Cargo carried. by the Kenya Railways

Corporation (KR) dedind by Z.4%oduring

the first half of 2002 compared with 8.006

decline during the first half of 2001.

Passengers through Jomo KenYatta

International Airport (lCA) declined by

3.4o/"during the first five montts of }CfZ

comparedwith an increase of 30.Lo/o in the

first five months of 2001.

Throughput by Kenya Pipeline Company

(KPC) declined by 6.60/o in the first half of

2002 compared with 7.9o/o increase in the

first half of 2001. However, the

consumption of petroleum products

increased by 4.6a/o in the first half of 7@7

comparedwith a decline of 0.9o/o in the first

half of 2001.

Trade, Restaurants and Hotels

Performance in the tourism sub'sector slumped

in the first half of 2@2 following deterioration

in the global economic and political environment.

Visitors arriving at JKLA declined by l8.2Yo

comparedwith L1,s%increase in the same period

in 2001, while those arriving atMoi lntemational

Kenya Monthly Economic Review, September 200'2 27
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Airport, Mombasa also declined W9.6% in the

firsthalfof 200?. Consequendy, eamings inthe
Eector declined WZL.6% in the first half of 2@2

compared with Z4.g%incr€arc in a similar pedod

in 2@1.

Financial Scrvic€r

Pre,tan profia, of banking instihrtions, for the

Beven months ending July 2002 decreased by

79% to X3h 6,010m from Kch 6,527m in a

similar period in 2001. The main reason for the

drop in proflability was the decline in interest

income on adrranceo as well as increalcd bad debt

charges. In the eame period, nonperforming
loans (NPII) were e$lmatcd at IGh 73.1bn or
29,6%of totalloans comparedwith Ksh 78.6bn

or 31.0% of total loans in July 2001.

Gorrcrnment Seryic€s

Public inrrcstment in grouth promotirg activitic
such as maintenance and building of physical

infrdstruchrc remained deeressed in the first tnlf
of 2002 due to budgetary constraints l"rg.h
related to the delayinthe resumption ofoaemal
ftnancial assi*ance'&y dwelopment partnerE.

Outl,ook tn Z&Z

The economy is ercpected to stey on the recorrcry

path throughout the year. This ocpectation is

based on the agriculnrral and manufacnrring

sectots continuing to perfornr relativety wel[. The
prospects for stronger $ourth wi[, howerrcr,

continue to be remote due to the pogr state of
phyaicd infiastnrcnrre, [ou, irwestor confidence,

delay indonor ftnance andconcems arisingfrom

the forttrcoming general elections.
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Bnr-nrucr SHrpr oF rHE Crrurnru, Bnm or Krwn

(Amounts in IGh Millions)

July
2001

July
2002 Movement

143,664

76,203

568

1,672

41,051

1,515

651

1,968

36,917

2,905

289

616

20,360
18,642

1 ,718

47,539

19,270

69,161
26,498

22,976
16

680
10,797

8,194

563

7,131
1,500
5,538

93

163,909

86,334

11,124

1,674

44,190
4,425

763
2,085

36,917

1,830

287

828

17,642
17,642

51,936

24,870

74,827
25,539

30,680
23

433
9,607
8,545

577

11,699
1,500
9,043

1,156

20,245

10,131

10,556

2

3,139

2,910
112
117

0

-1,075

-2

212

-2,718
-1,000
-1 ,718

4,397

5,600

5,666
-959

7,704
7

-247
-1 ,190

351

14

4,568
0

3,505

1,063

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 Bearing Government Debt

Debtors

Retirement Benefits

Property and Equipment

Other Assets
Revaluation Account

Times Tower

LIABILITIES

C urrency in C irculation

Repo Securities

Deposits
Government of Kenya

Commercial Banks
Kenya
External

Non -bank Financial lnstitutions

IMF

Other Public Entities and Project AiCs

Other Liabilities and Provisions

Capitaland Reserves
Capital
General Reserve Fund

Period's Surplus

143,664 163,909 20,245

Source: Central Bank of Kenya
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The following changes occuned in items of the

balance sheet of the Cenmal Bank benreen July

2001 and July 2002:

Assets

Forergn exchange increased bv lGh 10,131m to

NGh 86,334m from lGh 76,203m mainly due to

purchase of foreign orchange from the interbank

market.

Advances and discounts to commercial banla

increased bv lGh 10,556m to lGh ll,L?4m.

Gorrcrnment accounts increased h IGh 3,139m

to XGh 44,190m inJuly 2002, mainly on account

of lGh 2,910m increase in the overdraft to

Govemmentof Kenya.

Other assets, comprising revaluation account and

Times Tower, decreased by [Gh 2,718m to IGh

t7,642m.

Liabilities

Currency in circulation increased by Ksh

4,397m to XGh 51,936m from lGh 47,539m.

The stock of repo securities increased bV XGh

5,600m to Ksh 74,870m.

Deposits increased by Ksh 5,666m to Ksh

74,877m due to an increase in deposits of

commercial banks bv IGh 7,704m. This was,

however, partially offset by a decline in the

deposits of IMF and Govemment of Kenya by

XGh 1,190m and lGh 959m, respectively.

Other liabilities and provisions increased by

IGh 1,1m to XGh 577m.

Capital and reserrres increased by Ksh 4,568m

to lGh 11,699m in the year to July 2002 due to

IGh 3,505m increase in the general reserve fund

and XGh 1,063m increase in the period's surplus.
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