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OBJECTIVES OF THE CENTRAL BANK OF KENYA

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

PRINCIPAL OBJECTIVES

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

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

SECONDARY OBJECTIVES

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

3. Formulate and implement foreign exchange policy

2. Hold and manage its foreign exchange reserves

. License and supervise authorised dealers in the money market
4. Promote the smooth operation of payments, clearing and

settlement systems

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

6. Issue currency notes and coins
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HiGHLIGHTS OF THE NOVEMBER Economic REviEw

[t is estimated that real GDP grew at an
annualized rate of 0.7% in the first eight months
of 2002 compared with 0.8% in a similar period
of 2001. The 12-month underlying inflation rose
slightly to 1.5% in October from 1.4% in
September 2002. The overall 12-month inflation
also increased marginally to 1.9% in October from
1.8% in September 2002.

Interest rate for the 91-day Treasury bills increased
to 8.1% in October 2002 from 7.6% in
September. Money supply, M3X, increased by
8.4% in the year to September 2002 compared
with 3.0% increase over a similar period in 2001.
The increase was attributed to increases in both
net foreign assets and net domestic assets of the

banking system.

Assets of the banking sector increased by Ksh
26.2bn or 6.2% to Ksh 451.3bn at the end of
September 2002 from Ksh 425.1bn at the end
of September 2001. Non-performing loans
(NPLs), net of interest in suspense, were estimated
at Ksh 72.5bn or 28.9% of total loans in
September 2002, compared with Ksh 82.3bn or
32.7% in September 2001. Provisions for the
NPLs declined from Ksh 32.4bn+in September
2001 to Ksh 31.3bn in September 2002.

Adjusted for the provisions and the value of

securities held by the banking sector estimated at
Ksh 44.9bn, the banks were covered in excess of
Ksh 1.1bn.

Government fiscal operations during the first
quarter of fiscal year 2002/03 resulted in a
deficit, on a commitment basis, of Ksh 10.4bn
or 1.1% of GDP compared with a deficit of Ksh
3.0bn in a similar period in the previous fiscal
year. The stock of public debt increased to Ksh
626.2bn in September 2002 from Ksh 613.8bn
in June 2002. The increase was entirely in

domestic debt as external debt declined.

The Kenya shilling marginally lost to the US
dollar in October 2002 to exchange at Ksh 79.3
compared with Ksh 78.8 in September 2002.
The balance of payments strengthened to a US$
93m surplus in the year to September 2002 from
a US$ 1m surplus over similar period in 2001.
The Central Bank foreign exchange reserves
consequently increased to US$ 1,119m or
3.4months of imports cover at the end of

September 2002 from US$ 1,054m at the end
of September 2001.

Kenya Monthly Economic Review, November 2002



SELECTED PERFORMANE INDICATORS_
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SELECTED ANNUAL ECONOMIC INDICATORS, 1997 - 2001

INDICATOR 1997 1998 1999 2000  2001*
1. POPULATION
People in Millions 28.1 28.8 29.5 30.2 30.8
- Growth (%) 25 24 2.2 21 24
2. NATIONAL ACCOUNTS
GDP Market Prices (Ksh bn) 623 691 742 796 895
GDP at Factor Cost (US$M):
At Current Prices 9120 9825 9090 9005 9833
At Constant 1982 Prices 9124 9285 9417 9393 9465
Real GDP Growth (%) 24 1.8 1.4 -0.2 1.2
Per Capita Income (US Dollars) 327 325 322 314 311
3. GROSS DOMESTIC SAVINGS ( % of GDP at mkt prs) 10.5 9.8 10.9 74 6.5
4. GROSS DOMESTIC INVESTMENTS ( % of GDP at mkt prs) 18.5 17.4 16.2 15.4 14.5
5. CONSUMER PRICE INFLATION (URBAN)
Average Annual Inflation 11.2 6.6 5.7 10.0 5.8
Twelve-month Inflation 8.3 2.9 10.4 11.8 1.6
6. STOCK MARKET
Nairobi Stock Exchange Price Index (1966=100) 3115.1 2962.1 2303.2 19134 1355.1
Trade Turnover (%) 0.3 0.4 0.2 0.2 0.2
7. GOVERNMENT BUDGET (Ksh bn) **
Revenue and Grants 155.0 184.9 201.2 182.7 216.4
Expenditure 159.8 195.0 197.3 175.2 232.9
Budget Deficit (-) / Surplus (+) -4.7 -10.1 3.8 7.6 -16.5
Budget Deficit ( % of GDP) -0.8 -1.6 0.5 1.0 -2.1
8. MONEY AND CREDIT (Ksh bn)(END PERIOD)
Money Supply (M3XT) 370.6 381.3 414 .4 4355 4621
Money Supply (M3X) 321.8 333.6 345.7 360.0 368.4
Reserve Money 75.9 75.0 79.0 77.7 79.1
Total Domestic Credit 327.4 350.6 358.5 362.1 369.1
Government 82.7 91.1 841 76.4 89.1
Others 2447 260.6 2743 285.6 280.0
9. BALANCE OF PAYMENTS (US$ m)
Overall Balance -33 66 -21 -8 147
Current Account -450 -549 -214 -288 -229
Capital and Financial Account 417 615 193 279 376
10. FOREIGN EXCHANGE RESERVES (US$ m) 1,099 1,100 1,104 1,398 1,459
Official*** 788 783 791 897 1064
Months of imports (2.5) (2.5) (2.9) (2.9) (3.5)
Commercial banks & public 31 317 313 501 395
11. PUBLIC DEBT (US$ bn) 8.5 8.7 8.0 7.7 7T
Domestic 2.7 3.0 2.6 2.5 2.7
As % of GDP 29.2 30.2 24.5 23.8 25.0
External 5.8 57 5.4 52 5.0
As % of GDP 64.0 57.7 50.6 50.2 46.6
12. EXCHANGE RATE (Ksh/US$) (ANNUAL AVERAGE) 58.8 60.4 70.3 76.2 78.6

* Provsional.
** Fiscal year ending June 30th.

*** Figures in parentheses refer to official reserves in months of imports of goods and non-factor senices.

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

2001 2002
NDICATOR Dec__Jan Mar _ Apr  May Jun  Jul__Aug  Sep  Oct
. INFLATION (%
Overall (Urban)
12-month 1.8 04 19 09 17 28 22 18 18 1.9
Average annual 58 48 35 28 24 2.3 21 19 1.8 1.4
Underlying (overall excluding food)
12-month 511 3.0 34 34 35 29 20 15 14 1.5
Average annual 6.7 6.2 58 52 50 46 43 39 34 3.0
2. INTEREST RATES (%)
91-day Treasury bill 1.0 109 101 10.0 9.0 73 8.6 83 76 8.1
Overdraft 200 193 188 189 187 185 183 186 185 189
3. STOCK MARKET
Nairobi Stock Exchange Price Index 13551 1343.0 1183.1 11293 10711 10826 1097.7 10434 10434 11164
Trade Turmnover (%) 017 015 021 023 023 019 029 027 036 036
4. GOVERNMENT BUDGET** (Ksh bn.)
Revenue and Grants 938 1105 1423 1616 1810 203.3 136 301 485
Expenditure: 1022 1224 1576 1783 1992 2256 175 398 589
Budget Deficit (-) / Surplus (+) -84 120 -153 167 181 -223 -3.8 97 104
5. MONEY AND CREDIT (Ksh bn.)
Noney Supply (MBXT) 4621 4602 4664 4731 4772 4839 4879 4991 502.8
Money Supply (M3X) 3684 3606 366.1 3714 3732 3783 3812 3898 3874
Resene Money 791 73.6 75.8 9.3 76.6 76.9 83.0 776 78.6
Total Domestic Credit 3340 3258 3295 3426 3388 3418 3454 3550 3507
Government 89.1 84.2 88.6 97.9 94.7 947 1004 1022 98.1
Private Sector 2449 2417 2408 2448 2441 2472 2450 2528 2526
6. MONEY AND CREDIT (Annual % Change)
Money Supply (M3XT) 6.1 43 57 6.3 7.5 84 86 116 14
Money Supply (M3X) 23 0.0 2.1 20 4.8 6.7 76 109 84
Resene Money 18 34 8.2 25 80 10.9 16.7 50 12.6
Total Domestic Credit 0.8 1.2 0.6 1.3 35 54 55 8.6 6.2
Government 16.5 149 16.7 16.3 329 379 402 372 279
Private Sector -3.9 -5.9 5.7 =37 -46 -34 42 01 -04
7. BALANCE OF PAYMENTS (US$ m)
Overall Balance 42 24 25 14 25 43 5 1" 5
Current Account Balance -1 -51 -67 2 26 %3 -69 -55 -69
Trade Balance -83 -83 -119 -44 -69 -45 -159 -135 -159
Capital and Financial Account 53 27 91 12 -1 -30 74 66 74
B. FOREGN EXCHANGE RESERVES (US $ m) 1459 1442 1479 1511 1495 1463 1588 1570 1545
Official*** 1064 1035 1077 1087 1100 1137 1110 1119 1119
Months of imports (32)  (31) (34) (32 (33 (35 (34) (34) (34
Commercial banks 395 406 402 423 395 482 476 451 426
B. PUBLIC DEBT (US$ bn) 7.7 7.7 7.8 7.8 7.8 7.8 79 79 8.0 -
Domestic 28 28 29 30 30 30 31 3.1 32 3.2
As % of GDP 239 242 249 25.3 252 256 246 251 255 255
External 4.9 49 49 48 48 4.8 4.8 48 48
As % of GDP 41.8 415 413 411 411 411 383 383 38.1
10. GROSS DOMESTIC DEBT (Ksh bn)**** 2200 2227 2292 2331 2318 2360 2421 2472 2508 251.2
11. AVERAGE EXCHANGE RATE
Ksh/US$ 787 78.6 781 78.3 78.3 78.7 78.8 78.6 78.8 793
Ksh/Pound Sterling 1132 1128 1111 1129 1144 1166 1226 1208 1225 1236
Ksh/ 100 Yen 61.9 59.3 59.5 596 61.9 63.7 66.7 66.0 65.2 64.0
Ksh/Euro 702 695 68.4 69.3 718 8.1 783 76.9 773 778
Provisional.

" Cumulative fiscal year 2001/02 budget out-turn: deficitincluding grants and on commitment basis

*** Figures in parentheses refer to official resenes in terms of months of imports of goods and non-factor services.
****Excludes Ksh 2,028m IMF disbursements onlent to the Gowu. bythe CBK. which is included in external public debt.

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

Inflation was sustained at below 2% in the three
months to October 2002. The low and stable
inflation environment was largely due to the
continued prudent monetary policy and the
stability in the shilling exchange rate. The relatively
stable prices of basic food items also reduced

inflationary pressure.

Overall Inflation

In October 2002, the overall inflation remained

nearly at the same level as in September (Table 1

and Chart 1):

° The overall 12-month inflation was 1.9%

compared with 1.8% in September 2002.

e  The overall average annual inflation eased
to 1.7% in October 2002 from 1.8% in
September.

TABLE 1: OVERALL INFLATION (%)

2001 2002

Jan Mar Jun Sep Oct Dec Jan Mar Jun Sep Oct
12-month’ b g R e NG e S W - G e BB - G
Average annual” 102 (104° 101 81 74 68 48 35 23 18, 17
(Changes over onemonth 0.9 06 02 03 02 02 05 02 1.2 403 02
Changes over 3months 19 03 23 01 01 03 09 02 34 10 0.2

CHART 1

Feb Mar Apr May Jun Jul Aug Sep Oect

Sources: Central Bureau of Statistics & Central Bank of Kenya

'The rate of change in the CP{ over the same month in the previous
year, sometimes referred to as the “annual” rate of change.
‘Percentage change in the average CPI for the last 12 months over

the average CPI for the previous 12-month period.

e The overall inflation increased by 0.2% in
October 2002, compared with a decline of
0.3% in September 2002.

Underlying Inflation

Developments in underlying inflation which

excludes the impact of food prices is as shown in

Table 2 and Chart 2:

e The underlying 12-month inflation
increased slightly to 1.5% in October 2002
from 1.4% in September.

e  The underlying average annual inflation,
however, declined to 3.0% from 3.4% over

the period.

° Between September and October 2002,
the underlying inflation increased by 0.2%,

same as between August and September
2002.

TABLE 2: UNDERLYING INFLATION (%)

2001 2002
Jan Mar Jun Sep Oct Dec Jan Mar Jun Sep Oct
124month {3 A B e R R B Bl o i 1 Ll i B (SR K
Average annual 68 71 71.68 69 67 62 55 46 34 30

Changes ower onemonth 1.5 01 06 03 01 02 05 05 00 02 02
Changes over3months 30 15 16 18 09 01 06 o1 102 08 08

CHART 2
9

7+

N

\ — \
3 —g” >~
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Ot MNow Dec Jan Feb Mar Ax May un M Awg Se Ot
2001 2002

o

Sources: Central Bureau of Statistics & Central Bank of Kenya

Inflation by Income Groups

Inflation in goods and services purchased by the

various income groups was as follows (Table 3

and Chart 3):

6
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INFLATION

o The 12-month inflation in goods and
services purchased by the Nairobi lower
income group, increased to 2.1% from
1.6% in September.

e The 12-month inflation in goods and
services purchased by the Nairobi middle/
upper income group declined to 2.5% from
3.2% in September.

e  Consequently, the 12-month inflation in
goods and services purchased by the

combined Nairobi income groups increased
to 2.1% from 1.9%.

° Meanwhile, the 12-month inflation in
goods and services purchased by consumers
in the rest of urban towns remained at 1.7%

over the last three months.

TABLE 3: OVERALL 12-MONTH INFLATION BY INCOME

GROUPS(%)
2001 2002
Jan_Mar Jun Sep Oct Dec Jan Mar Jun Sep Oct
Nairobi Lower 11682 13 81343 (0220 704 486 16, 21

Nairobi midde/upper B7« B0 LAG BTG 08 18 (40 08 (DR AT o
Nairob Combined 0o e 10813098 B4 14 -0B 44010 29
RestfUtanTows . 127 106 | 84 §424.43 24 17 /28 21 17 947

CHART 3

Nairobi
Middle/Upper

Rest of Urban Towns

o

Combined

Nairobi Lower

Oct  Nov Dec Jan Feb Mar Apr May Mn &l Aug Sep Oct
. 2001 2002

Sources: Central Bureau of Statistics & Central Bank of Kenya

Inflation by Categories of Goods and
Services

Inflation in fuel and power increased to 1.8% in

October 2002 from 0.1% in September (Table 4

and Chart 4). This was consistent with the recent
increase in the prices of crude oil products while
inflation in food and soft drinks increased
marginally to 2.2% from 2.1%. Similarly, inflation
in medical goods and services; household goods
and services; and clothing and footwear increased
to 3.0%, 1.2% and 0.9%, respectively, from
2.6%, 1.0% and 0.8% in September.

TABLE 4: BASKET WEIGHTS & OVERALL 12-MONTH
INFLATION, SEP - OCT 2002

Income Groups* Inflation (%)
Goods and Services Nairobi Restof  Combined
Lower  MiddleUpper UrbanTowns weights  Sep  Oct
Weight G19) B0 (60N (100)
Food and Drink 557 319 502 505 21 22
Housing 11.9 317 8 (4t 18 18
Recr & education 46 73 66 60 36 35
Hhold goods & serices 5 47 64 58 10 12
Clothing & footwear 92 74 91 90 08 08
Transport 8Comm 51 102 55 57 07 01
Fuel & Power 35 i 48 42 Q1 18
Medical goods & senices 09 13 2 16 ks 30
|Personal goods & senices 23 19 26 24 15 15
Acohol & Tobacco 18 14 38 30 09 09
* Numbers in parentheses are income group weights
CHART 4
Rgcr & education 35
Medical goods & services 30
ood and Drink 22
Fuel & Power 18
Housing 18
Personal ggods & services 15
Hihold goods & services 12
Alcghol & Tobacco 09
Clothing & footwear 09
Trapsport &Comm 04
-2 -1 £ 1 2 3 4

Sources: Central Bureau of Statistics & Central Bank of Kenya

Outlook

Inflationary pressure is expected to remain
subdued in the next twelve months. This will
mainly be due to continued implementation of
an appropriate monetary policy, stable shilling

exchange rate and expected low prices of food.

Kenya Monthly Economic Review, November 200)2



MOoNEY AND CREDIT

Money supply growth accelerated in the twelve
months to September 2002 relative to both target
expansion and increase in the year to September
2001 (Tables 5 and 6 and Chart 5). Narrow
money supply, M3, comprising currency outside
banking institutions and shilling denominated
deposits of the private sector held with banks,
increased by 8.1% compared with 3.1% target
growth and 0.8% increase in the year to
September 2001. Broad money supply, M3X,
which includes M3 and residents foreign currency
deposits increased by 8.4% compared with 3.0%
target growth and 1.8% increase in the twelve

TABLE 6: MONEY SUPPLY AND ITS SOURCES (Ksh bn)

A e N
N ™
m‘rv_

Kenva Monthly Economic Review, November 2002




MONEY SUPPLY

months to September 2001. Reflecting the
growth in M3X and 23% expansion in the
holdings of government securities by the non
bank public, the broader money supply, M3XT,
increased by 11.4% compared with 8.0% target
growth and 6.5% increase in the year to
September 2001.

The 8.4% expansion in the intermediate money
supply target for monetary policy, M3X, during
the twelve months to September 2002, reflected
increases in both net foreign assets (NFA) and
net domestic assets (NDA) of the banking system.
The NFA increased by 4.6% in the year with build
up of foreign assets at the Central Bank and a
reduction of foreign liabilities by commercial
banks. The NDA increased by 9.7% largely due
to credit expansion to the Government by both
the Central Bank and the banking institutions.
At the same time, other domestic assets net of
other liabilities increased by 7.8% in the year to
September 2002 compared with 14.2% decline
in the year to September 2001.

Reserve Money

Reserve money, comprising currency in
circulation and deposits of commercial banks and
NBFIs at the Central Bank, increased by 12.6%
to Ksh 78.6bn in the twelve months to
September 2002 compared with 11.4% target
increase and 0.2% increase in the year to
September 2001 (Table 7 and Chart 6). Of the
two components of reserve money, currency in
circulation and banks deposits at the Central
Bank rose by 11.8% and 14.2%, respectively.

The reserve money expansion during the twelve

months to August 2002 was in both NFA and

NDA of the Central Bank. The NFA increased
by 4.1% on account of purchases of foreign
exchange from the inter-bank market while NDA
increased by 5.8bn largely in respect of net credit
expansion to government. Developments in the

components of NDA were as follows:

e  Government borrowing from the Central
Bank net of deposits increased by Ksh
14.6bn in the year to September 2002. This
credit expansion reflected Ksh 4.9bn
increase in gross advances to government
and Ksh 9.8bn or 26.2% utilisation of

government deposits at the Bank.

e Net indebtedness of commercial banks to
the Central Bank increased by Ksh 5.3bn
mainly due to Ksh 10.4bn sterilization of
additional liquidity through sales of repo
treasury bills under OMO to banks which

~ wholly offset Ksh 5.1bn in overnight

advances to commercial banks.

TABLE 7: RESERVE MONEY & ITS SOURCES (Ksh bn)

2001 2002  Annual Change
Sept._ Sept _ Absolute %l
1. Net Foreign Assets g o B W 30 41
2. Net Domestic Assets -34 24 58 -1721
2.1 Govemment Borrowing (net) SE300 478 146 4876
22 Advances & Discounts -100 -153 53 534
2.3 Other Domestic Assets (net) 36 02 35 -949
3. Reserve Money €88 788 | 8B . 126
3.1 Banks & NBFs Deposits at CBK 232 264 83, 142
3.2 _Currency in Circulation 465 519 ' 55 118

CHART 6

Ne(angn Assets :

Reserve Money

CBK Credit to Government (net)
0
CBK Credit to Commercial Banks

&P ocT  Nov DEC AN FEB  MAR AR MAY LN L
2001 2002

AG s

Source: Central Bank of Kenya
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MONLEY SUPPLY

. Other domestic assets net of other domestic

liabilities declined by Ksh 3.5bn.

Credit Developments

Net domestic credit (NDC) rose by 6.2% in the
twelve months to September 2002 compared
with 0.2% increase over a similar period in 2001.
The credit expansion in the period under review
was channelled wholly to the government as credit
to the private and other public sectors declined.
Net credit to government during the review period
expanded by 27.9% compared with 5.9% decline
in the year to September 2001.

Credit to the private and other public sectors
declined by Ksh 0.9bn or 0.4% in the year to
September 2002 compared with Ksh 5.5bn or
2.2% increase in the year to September 2001. The
credit reduction to these sectors during the year
to September 2002 was reflected in Ksh 1.6bn
repayment of outstanding credit by the private
sector and Ksh 0.7bn increase in net lending to

other public sector institutions.

The private sector borrowed Ksh 15.5bn in the
current year to finance activities in agriculture,
building and construction, transport and
communication, finance and insurance, private

households, real estate and consumer durables.

The additional borrowing by the private sector
was, however, more than offset by Ksh 17.4bn
repayments by the manufacturing, trade and

business services sectors, and other activities

(Table 8 and Chart 7).

TABLE 8: CREDIT TO PRIVATE & OTHER PUBLIC SECTORS

(Ksh bn)
2001 202 Aonual Crange Sep01 - Sep 02
Sept Sept %dst ofann change n
| Kshbn _Share Kshbn _Share Kshbn cedtt
1. Credit to other public sector 9.0 35 97 38 07 79
Local govemment 01 00 03 01 03 5779
Parastatals 90 36 94 37 04 43
2. Credit to private sector 2446 %5 2429 %2 16 07 100.0
Agnculture 42 95 %7 102 15 63 924
Manufactunng 559 20 504 200 55 98 3321
Trade ar? 188 428 169 49 102 261
Building and construction 183 72 195 77 12 66 739
Transport & communications 101 40 136 54 35 7 2128
Finance & insurance 146 58 179 7 33 24 -1989
Real estate 200 79 206 82 06 32 389
Mining and quarrying 24 09 19 08 05 191 a1
Private households 104 41 152 60 49 48 2953
Consumer durables 48 19 54 21 06 131 384
Business services 275 108 253 100 22 81 1348
Other activibes 88 35 45 18 43 485 2598
3 TOTAL (1+2) * 2535 100.0 2526 100.0 09 04

* Absolute and percentage changes may not necessanly add-up due 1o rounding

CHART 7: SHARE IN CREDIT TO PRIVATE SECTOR IN THE 12
MONTHS TO SEPTEMBER 2002 (Ksh bn)

Share %

Other activities 3321

Transport and communication 296.1
259.9
134.“

277

Private household
Finance and insurance
Building and construction

Mining and quarrying

Agriculture
Consumer durables

Business activities

6 -4 -2 0 2 4 6

Source: Central Bank of Kenya
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BANKING SECTOR DEVELOPMENTS
Structure of the Banking System

The Banking system comprised 45 commercial
banks, 3 non-bank financial institutions (NBFIs),
2 mortgage finance companies, 4 building
societies and 48 forex bureaus as at end of
October 2002 (Table 9). The decline in the total
number of institutions from 57 in October 2001
to 54 in October 2002 was due to mergers and

the liquidation of one commercial bank.

TABLE 9: COMMERCIAL BANKS, NBFls & FOREIGN EXCHANGE

BUREAUS
Type of Institution/Bureau Oct-2001  Oct-2002
Commercial Banks 48 45
(a) Operating 47 44
(b) Under Central Bank statutory management 1 1
Building Societies 4 4
Mortgage Finance Companies 2 2
Non-bank Financial Institutions 3 3
(a) Operating 3 3
(b) Under Central Bank statutory management -
Total 57 54
Foreign Exchange Bureaus 47 48

Source: Central Bank of Kenya

Assets

Total assets of the banking system increased to
Shs.451.3bn at the end of September 2002 from
Ksh 425.1bn at the end of September 2001 (Table
10). Total Loans and advances, which accounted

for 49% of total assets decreased marginally by
Ksh 0.4bn to Ksh 251.2bn in September 2002
from Ksh 251.6bn in September 2001.

TABLE 10: SELECTED ASSETS OF THE BANKING
INSTITUTIONS (Ksh bn)

Sept. Sept. Change*
2001 2002 Absolute %
ASSETS 425.1 451.3 26.2 6.2
Loans and Advances 251.6 251.2 -0.4 -0.2
Government Securities 85.4 96.0 10.6 12.4
Balances at Central Bank 246 25.8 r2 4.7
Fixed Assets 17.8 18.2 0.4 2.2
Other Assets 23.2 40.4 2 74.0

*Absolute and percentage changes may notnecessarily add up due to rounding.
**Includes interbank balances. i

Source: Central Bank of Kenya

Other Assets

Government securities held by banks increased
by 12.4% to Ksh 96.0bn in September 2002
from Ksh 85.4bn in September 2001, and
Cash
deposited with the Central Bank increased to Ksh
25.8bn from Ksh 24.6bn and accounted for 6%

of total assets.

accounted for 21% of total assets.

Asset Quality

At the end of September, 2002 the level of non-
performing loans (NPLs) was estimated at Ksh
72.5bn or 28.9% of total loans, compared with
Ksh 82.3bn or 32.7% of total loans in September
2001 (Table 11). The decline in the ratio reflects
a decrease in non-performing loans by Ksh 9.8bn.
The non-performing loans were mainly
concentrated in ten banks whose ratio of non-
performing loans to total loans was 50%
compared with only 15% in the rest of the
banking sector. The non-performing loans in the
ten banks accounted for Ksh 50.8bn or 70% of

the industry’s total non-performing loans.

Meanwhile, the level of provisions decreased from
Ksh 32.4bn to Ksh 31.3bn in September 2002
reflecting the decrease in NPLs. The banking

TABLE 11: NON-PERFORMING LOANS* (NPLs) & PROVISIONS

(Ksh bn)
Sep-01 Sep-02
1. Total Loans 2516 2512
2. Specific Provisions 293 Ry
3. General Provisions 3.1 26
4. Total Provisions (2+3) 324 313
5. NetLoans (1-4) 2192 2199
6. Total Non-Performing Loans (NPLs)** 823 725
7. Net Non-Performing Loans (6-2) 53.0 438
8. Value of securities (estimated) 375 449
9. Net Exposure (7-8) d 155 -11
10. Total NPLs as % of Total Loans (6/1) 32.7% 28.9%
11, Total Provisions as % of Total Loans (4/1) 12.9% 12.5%
12. Exposure as % of Total Loans (9/1) 6.2% -04%
*The revised eporting system ffective April 2002 i interst on total
. loans and non-performing loans (NPLs)

Source: Central Bank of Kenya
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sector was adequately cushioned against the NPLs

as the estimated value of securities increased

substantially from Ksh 37.5bn to Ksh 44.9bn.

Deposit Liabilities

Deposits, including interbank deposits and
accrued interest held by banking institutions,
increased by 7.0% to Ksh 352.7bn in September
2002 from Ksh 329.7bn in September 2001
(Table 12). In terms of market share, the largest
eight commercial banks accounted for 72.6% of

all deposits in the banking system.

Capital and Reserves

Capital and reserves of the banking system
decreased by 4.8% to Ksh 55.6bn in September
2002 from Ksh 58.4bn in September 2001.
Total capital, comprising capital and reserves
excluding goodwill and 75% of revaluation
reserves of the banking system, decreased
marginally by 0.4% to Ksh 54.3bn in September
2002 from Ksh 54.5bn in September 2001.
Consequently, the level of capitalisation, as
measured by the ratio of total capital to total risk-
weighted assets ratio, decreased to 16.5% at the
end of September 2002 from 16.9% at the end
of September 2001, and was above the minimum

requirement of 12%.

TABLE 12: SELECTED LIABILITIES OF THE BANKING
INSTITUTIONS (Ksh bn)

Sept. Sept. Annual Change*

: 2001 2002 Absolute %

[CIABILITIES 366.7  395.7 29.0 7.9
|| Deposits** 329.7 3527 23.0 7.0
| Capital and Reserves 58.4 55.6 2.8 4.8
| Foreign Liabilities 1.1 9.1 WO - AT.8
‘| Other Liabilities 25.9 33.6 ot 29.8

*Absolute and p tage changes may not
**Includes interbank balances.

Source: Central Bank of Kenya

rily add up due to rounding.

Profitability of the Sector

The unaudited pre-tax profits decreased by 18.5%
to Shs.6.6bn for the nine months ending
September 2002 from Ksh 8.1bn for a similar
period in 2001. The deterioration in the banking
sector profitability was mainly attributed to

decline in interest income.

Institutions Under Statutory
Management

The scheme of arrangement for reopening a bank
under statutory management by the Central Bank
received an overwhelming 81% approval by
depositors in a meeting held on 27th September
2002. The High Court approved the Scheme
on 24th October 2002 and the bank is set to re-
open in December 2002.

Building Societies

Total assets and deposits of building societies
were Ksh 9.2bn and Ksh 7.3bn respectively while
total advances amounted to Ksh 3.2bn at the end
of September 2002. Income stood at Ksh 957m
while total expenses stood at Ksh 848m giving a
profit before tax of Ksh 109m for the nine
months ending September 2002.

Cash and Liquidity Ratios

Commercial banks and non-bank financial
institutions (NBFIs) continued to meet the 20%
minimum liquidity and 10% cash ratio

requirements in September and October 2002
(Table 13 and Chart 9).
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TABLE 13: CASH AND LIQUIDITY RATIOS* (%)

2001 2002
Mar Jun Sep Oct Dec Jan Mar Jun Sep Oct

Commercial Banks
Average Liquidity
Minimum Liquidity
Cash Ratio - All Banks

44 42 44 45 46 46 47 44 43 42
<0 720 20 20 202420, 20020 20 - 20
102 100 98 101 99 97 98 95 91 92

Minimum Cash Ratio** 5 100420780 1 40 gl 30 - S0 STHY R0
NBFls
Average Liquidity 48 60 56 55 57 659 59 59 52 49

Minimum Liquidity <0 +20: 2020020 . 20020 <20 .20 20
Cash Ratio 1156 101 105 10.7 109 110 109 116 125 125
Minimum Cash Ratio** w0 40510 < 10°- 10 - 40790210 10
* Monthly average liquidity and cash ratios
** Commercial banks and NBFIs must observe fortnightly an average of
10% cash ratio and a daily minimum of 8%. The requirement
became effective from 1st October 2000.

CHART 8

Minimum Liquidity
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Source: Central Bank of Kenya

Liquidity Ratios

Commercial banks and NBFIs continued to hold
liquid assets largely in form of cash balances at
the Central Bank and Government securities in
both Treasury bills and bonds. The average
liquidity ratio for commercial banks declined to
42% in October 2002 from 43% in September
while that for NBFIs declined to 49% from 52%

over the same period.

The average liquidity ratio for mortgage finance
companies fell to 25% in October from 26% in
September 2002 while that for building societies
increased to 51% from 48% over the same

period.

Cash Ratios

In October 2002, the average cash ratio
maintained by banking institutions increased to
10.9% compared with 10.8% in September 2002.
The cash ratio for commercial banks averaged
9.2% in October up from 9.1% in September
2002 while the ratio for NBFIs stabilised at
12.5% in September and October 2002.

Kenya Monthly Economic Review, November 2002
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INTEREST RATES

All principal money market nominal interest rates
maintained the downward trend in the year to
September 2002. There was, however, marginal
increase in the 91 days Treasury bill rate in
October and November 2002 (Table 14 and
Chart 9):

e  The 91 days Treasury bill rate declined to
7.6% in September 2002 compared with
12.4% in September 2001. The rate,
however, rose marginally to 8.1% in
October and was 8.3% in early November
2002. Despite the marginal interest in the
Treasury bill rate, the downward trend in
other rates continue to mirror excess

liquidity in the domestic money market

TABLE 14: INTEREST RATES (% per annum)

2001 2002
Jun Sep Oct Dec Jan Mar Jun Sep Oct

Treasury bill rate” 18324 SAteT 1107 108, 100 LR TR 8
Overdraft rate 197 196 198 200 193 188 185 185 189
nterbark rate 1074103106 104 - 103 - 10,3 82+ T3 83
Average lending rate (1) 193 194 198 195 193 189 184 181 183

Average deposit rate (2) BA B BRGABT £ BTACEA BRI 48 AT

3 - month deposit 75 T4 S 8 69080 81ii:58 ) 55
Savings rate 44 49; 44 44 ;44 37 40 ' .35° 38
(1-2) 129 132 136 138 136 134 132 133 137

* 91-Days Treasury bill rate

CHART 9

22

Average lending rate

P ——

16+ -
4 Spread
91-day Treasury bill rate

10 4= ~ R —

Interbank rate’

Average deposit rate
— " 4 N i

" e

Ot N Dec Jan Feb Ma Ax Mgy Jm W Ag Se O
2001 2002

Source: Central Bank of Kenya

occasioned by limited competitive outlets
for investment funds. This was partly due
to the prevailing low investor confidence.
In addition the deliberate Government
policy to reduce the volume of short dated
domestic debt in preference for the
relatively longer dated Treasury bond debt
effective May 2001 also facilitated the

decline in the short-term rate.

. The average rate on three months time
deposits with banks declined to 5.5% in
September 2002 from 6.3% in September
2001.

e  The average savings deposits rate increased
to 3.8% in October 2002 from 3.5% in
September 2002while the inter-bank rate
declined to 8.1% in November 2002 from
8.3% in October 2002.

e The average interest on bank overdrafts,
which had peaked at 20% in December
2001 eased thereafter to 18.6% in August
and 18.5 % in September 2002.

Meanwhile, the average interest rate spread rose
to 13.7% in October 2002 from 13.3% in
September 2002 due to reduction in the average
deposit rate to 4.7% from 4.8% as the average
lending rate in_preased to 18.3% from 18.1% over

the same period.

14
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SHILLING EXCHANGE RATE

The Kenya shilling weakened against the US
dollar, the Sterling Pound and the Euro during
the year to October 2002 to exchange at Ksh
78.66, Ksh 116.28 and Ksh 72.76, respectively,
compared with Ksh 78.56, Ksh 113.21 and Ksh
70.2 in the year to October 2001 (Table 15 and
Chart 10). The shilling, however, strengthened
against the Japanese Yen and the South African
Rand by 5.3% and 32.6% to trade at Ksh 62.58
and Ksh 7.4 against 100 Japanese Yen and the
Rand respectively in the year to October 2002.
Against the regional currencies, the shilling gained
against both the Tanzania shilling and Uganda
shilling to exchange at Tsh12.2 and Ush 22.6 in
the year to October 2002 compared with Tsh10.9
and Ush22.5 in the year to October 2001.

In October 2002, the shilling similarly lost against
all major international currencies except the
Japanese Yen. Against the US dollar, the shilling
lost by 0.7% to trade at an average of Ksh 79.3
compared with an average of Ksh78.8 in
September 2002. The shilling also lost against
the Pound Sterling, Euro and the South African
Rand by 0.8%, 0.76 and 0.3% respectively in
October 2002. Meanwhile, the shilling gained
marginally against the Japanese Yen to exchange
at Ksh 64.0 per 100 Japanese Yen in October
2002 compared with Ksh 65.2 per 100 Japanese
Yen in September 2002. The shilling weakened
against the regional currencies in October 2002.
It lost to the Tanzania Shilling and Uganda
Shilling by 1% and 0.5%, respectively, to exchange
at Tsh12.3 and Ush 23.0.

TABLE 15: SHILLING EXCHANGE RATE
w2 02

October
mw““”““”vklvklvk!mldﬂu
US Dollar 790 787 786 781 787 788 786 788 791 792 73 M4 796 793

Found Sering 1147 1132 128 1111 1166 126 1208 1225 1239 1236 1230 1230 1239 1235
100 Japanese Yen 651 619 53 5 637 667 660 652 643 639 635 640 646 640
U.)rdam 21 19 22 27 29 29 80 29 230 80 20 282 21 230
Tavana Shilng* M3 M6 M8 124 122 120 128 124 123 123 123 123 123 123
Euo 716 702 693685 751 783 769 773 779 779 773 776 783 78

Nomna Blecive Exchange Rae 796 804 811 &1 805 811 812 812
Red Bectve Exchange R 61 69 944 %3 %1 %3 %4 W5

" Unis d aumercy par Karya shilng
CHART 10
oY)
L Shilling/Sterling Pound PN
4 F\’\/\/\_\/\/
100.0

Shilling/US Dollar

——
4, Shilling/Euro ;
700 fZ—— Vo D e
~ h g e~ T S—

P T T AR Y N Y B R e
L 2001 S|

e s

2002
e

Source: Central Bank of Kenya

In the international currency market, the US
dollarlost-marginally to the Pour‘ld Sterling, Euro
and the South African Rand but gained against
the Japanese Yen in October 2002. The dollar
weakened against the Pound Sterling, Euro and
South African Rand amid reports that the United
States of America’s economy slowed down in
September 2002 with latest statistics indicating
increased rate of unemployment particularly in
the manufacturing sector. The Japanese Yen also
continued to weaken following the September
2002 report from the Bank of Japan that the
economic recovery is still sluggish with gross
domesti¢ product (GDP) growing by only 0.7%
in the third quarter of 2002 down from 1% in

the previous quarter.
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In nominal effective terms, that is, when weighted gy 14. NOMINAL & REAL EFFECTIVE EXCHANGE RATE

against a basket of currencies that reflects the 19952100

importance of Kenya’s trade L. countries, the M
shilling appreciated by 0.2% in the year to October o\ v

2002 (Chart 11). During the month of October

2002, the shilling, however, appreciated in "

nominal effective terms by 1.2%. Adjusting for W

the inflation differential between Kenya and her ™ STETATET AT T TaTaTS a1 ATETaTa TR TaT AT a1 STeIaTelaTeI= 2318

2000 2001 2002

trading partners, the shilling depreciated by 1.8%
in October 2002 but appreciated by 0.2% over i cprtios g
the year to October 2002.
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BUDGETARY DEVELOPMENTS

Government fiscal operations in the first quarter
of the fiscal year 2002/03 resulted in a deficit,
on a commitment basis, of Ksh 10.4bn or 1.1%
of GDP, compared with a Ksh 3.0bn deficit in a
similar period in fiscal year 2001/02 (Table 16
and Chart 12). On a cash basis, the deficit was
Ksh 9.4bn, compared with Ksh 9.3bn deficit in a
similar period in the 2001/02 fiscal year.

TABLE 16: BUDGET OUT-TURN (Ksh bn)

FY 2001/02 FY 2002/03

Sept.  Sept. Over(+)]

Actual  Actual*  Target Below(-)

1. TOTAL REVENUE & GRANTS 460 485 531 46|

Revenve 42 459 505 47|

Tax Revenue 32 BT 480 33
Non Tax Revenue 26 43 33
Appropriations-in-Aid 35 29 42
Extemal Grants 17 26 26
2. TOTAL EXPENDITURE AND NET LENDING 490 589 644
Recurent Expenditure 444 505 540
Development Expenditure 46 83 10.4
3. DEFICIT ON ACOMMITMENT BASIS (1-2) 30 404 113
(03 (1) (12
4. ADJUSTMENT TO CASH BASIS %3 1.0 1.2
5. DEFICIT ON ACASH BASIS 93 94 125
(100 1)
6. DISCREPANCY: Expenditure (+) / Revenue (-) 0.8 22 0.0
7. FINANCING 85 16 . 125
Domestic (Net) 10.1 133 149
Extemal (Net) 15 16 .24
Capital Receipts (privatisation) 00 00 00

* Prousional
** Figures in parentheses are deficit to GOP Ratio (%)

CHART 12: 12-MONTHS CUMULATIVE BUDGET OUT-TURN (Ksh bn)

Expenditure and Net Lending

Deficit

Revenue & Grants

Sources: Treasury and Central Bank of Kenya

Revenue and Grants

The Government’s receipts from various sources
amounted to Ksh 48.5bn during the first quarter
of the fiscal year 2002/03 (Table 17). The receipts
were Ksh 2.5bn higher than in a similar period
of the previous year and Ksh 4.6bn below target.

The receipts comprised the following:

TABLE 17: COMPOSITION OF GOVERNMENT REVENUE

(Ksh bn)

Sep-01  Share Sep-02 Share

Ksh bn %  Kshbn %

1. Revenue (2+3+4) 44.2 96.3 45.9 94.6/
2. Tax Revenue 38.2 83.0 39.7 81.9
Income Tax 133 289 14.2 29.2
Value Added Tax 123 26.7 12,5 287
Import Duty 59 129 46 94
Excise Duty 6.7 14.5 85 17.6

3. Appropriations-in-Aid 3.5 FATA 29 59
4. Other Revenue 26 56 33 6.8
5. External Grants 1.7 37 2.6 54
TOTAL RECEIPTS (1+5) 46.0 100.0 48.5 100.0

Source: Treasury

e  Taxrevenue of Ksh 39.7bn or 81.9% of total
receipts. This was Ksh 3.3bn lower than
expected, but Ksh 1.5bn higher than the
amount collected in a similar period in the
2001/02 fiscal year. Performance by the

various tax categories was as follows:

¢ Income tax collections amounting to
Ksh 14.2bn or 36.2% of total tax
receipts compared with Ksh 13.3bn or
34.8% of total receipts in a
corresponding period of 2001/02 fiscal
year. The receipts were, however, Ksh
1.3bn below target, mainly due to lower

than expected corporate performance.

¢ Value added tax (VAT) collections
increased by Ksh 0.2bn to Ksh 12.5bn
from Ksh 12.3bn in a similar period in

the previous fiscal year and were Ksh

0.7bn lower than expected. VAT

Kenya Monthly Economic Review, November 200)2
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accounted for 31.5% of total tax

receipts.

¢ Import and excise duty collections
amounting to Ksh 14.3bn, Ksh 0.5bn
higher than in the first quarter of fiscal
year 2001/02. Of thisamount, import
and excise duties were Ksh 4.6bn and
Ksh 8.5bn, respectively.

The Government received a further Ksh 8.8bn

from the following sources:

Non tax revenue amounting to Ksh 3.3bn.
This was Ksh 0.7bn higher than in a
corresponding period in fiscal year 2001/

02 and was on target.

Appropriations in Aid of Ksh 2.9bn, which
was Ksh 0.6bn lower than in a similar
period in the fiscal year 2001/02, and Ksh
1.4bn below target.

External grants of Ksh 2.6bn, Ksh 0.9bn
higher than inflows in a similar period in
fiscal year 2001/02, and Ksh 0.1bn more
than expected.

Expenditure and Net Lending

Government expenditure during the first quarter
of the fiscal year 2002/03 amounted to Ksh
58.9bn, Ksh 9.9bn higher than in a similar period

in fiscal year 2001/02, but Ksh 5.5bn lower than
budget estimate (Table 18). Major components

of expenditure were as follows:

Recurrent expenditure amounted to Ksh
50.5bn or 85.8% of total expenditure,
which was Ksh 6.1bn higher than the
amount spent in the first quarter of 2001/
02 and Ksh 3.5bn below the budget

estimate. The recurrent expenditure

comprised the following items:

¢ Wages and salaries amounting Ksh
19.2bn or 32.7% of total government
expenditure. This was Ksh 0.8bn
higher and Ksh 1.3bn lower than in a
corresponding period in fiscal year

2001/02 and the budget estimate,

respectively.

¢ Debt service payments of Ksh 9.1bn,
which was Ksh 0.9bn higher than
payments in a comparable period in
fiscal year 2001/02 and Ksh 1.3bn
higher than expected. Of these, interest
payments on domestic debt were Kshs
7.4bn, an increase of Ksh 1.7bn over
Ksh 5.7bn in the first quarter of the
fiscal year 2001/02 and Ksh 1.3bn
above target. Foreign interest payments
fell to Ksh 1.7bn from Ksh 2.4bn in a
similar period in the previous fiscal

year.

+ Expenditures by ministries, mainly on
operations and maintenance,
amounting to Ksh 22.1bn or 37.6% of
total expenditure. This was Ksh 4.3bn
higher than in the same period in the
previous fiscal year but Ksh 3.5bn lower
than budget estimate.

TABLE 18: COMPOSITION OF GOVERNMENT EXPENDITURE

(Ksh bn)

Sep-01 Share  Sep-02 Share

Kshbn % Kshbn %

Salaries & Wages 18.4 37.5 19.2 32.2
Total Interest 8.2 16.7 9.1 15.5
Domestic* 5.7 11.7 74 125
Foreign 2.4 5.0 1.7 3.0
Development 4.6 9.4 8.3 142
Others 17.8 36.4 221 376
[TOTAL EXPENDITURE __ 49.0  100.0 58.9  100.0

*Includes commission and other charges paid to CBK
Source: Treasury
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e  Development expenditure was Ksh 8.3bn
or 14.2% of total government expenditure.
At this level, the expenditure was Ksh 4.3bn
higher than the first quarter of the fiscal year
2001/02 and Ksh 2.1bn below target.

Financing

The financing requirement in the first quarter of
the fiscal year 2002/03 was Ksh 15.9bn (Table
19). This was an improvement compared with
Ksh 19.0bn in a similar period of the previous
fiscal year. The Ksh 15.9bn government financing

was sourced as follows:

e  Ksh 0.1bn was borrowed from the Central
Bank;

e  Ksh 8.7bn was borrowed from commercial

banks; and

e Ksh 7.0bn was borrowed from non-bank

sources.

TABLE 19: GOVERNMENT FINANCING REQUIREMENTS &
SOURCES (Ksh bn)

L. FINANCING REQUIREMENTS Sep01  Share Sep02 smj
Ksh bn % Kshbn
1. Budget deficit 85 449 16 732
2 Externdl debt reduction 15 82 16 104
3 Domestic debt reduction 89 470 00 00
31 Certrdl Bark (incl. ftems in transit) 89 470 00 00
32 Commercia banks (net of deposits) 00 00 00 00
33 Nor-bank sources 00 00 00 00
4. Increase in GoK deposits at CBK 00 00 26 164
TOTAL 190 1000 159 1000)
1L FINANCING SOURCES Sep01  Share Sep02 Share)
Ksh bn %  Kshbn Y
1. Budget surpius 00 00 00 o0
2 Extemd debt increase 00 00 00 00
3 Increase in domestic debt 179 2 159 1000
31 Central Bark 00 00 01 O
32 Commercia banks 162 856 87 5
33 Non-bark sources 16 87 70 4
4. Reduction in GoK deposits & CBK 11 58 00 O
5 Privatisation proceeds 00 00 00 0
TOTAL 190 1000 159 1000

Sources: Treasury & Central Bank of Kenya

The borrowed funds were used as follows:

e  Builtup government deposits at the Central
Bank by Ksh2.6bn;

e Make a net repayment of Ksh 1.6bn to

external creditors; and

e  Finance a Ksh 11.6bn budget deficit.

Government Borrowing from the
Central Bank of Kenya

The Government net borrowing from the Central
Bank in the first four months of the fiscal year
2002/03, was Ksh 1.0bn, compared with a net
repayment of Ksh 9.7bn in a similar period in
tiscal year 2001/02 (Table 20). As a result, the
stock of debt owed to the Bank by the
Government increased to Ksh 45.9bn in October
2002 from Ksh 44.9bn in June 2002. The net

increase reflected the following transactions:

e An increase of Ksh 5.9bn in the use of the

government overdraft facility at the Bank;

e A decline of Ksh 4.7bn in items on transit
to the Paymaster General Account; and

e A decline of Ksh 0.3bn in the Bank’s
holdings of rediscounted securities.

TABLE 20: GOVERNMENT GROSS BORROWING FROM THE

CENTRAL BANK (Ksh bn)
Jun02 Sep-02 Oct02  Movement

Total Government Credit (1+2+3+4+5) 449 451 459 1.0

1 Owerdeft 00 30 59 59

2 Redscounted secunties 03’ 00 00 03

Treasury bills 03 00 00 03

Tressury bods 00 00 00 00

3 Nondnterest beanng Thalls & bords %9 %9 %9 00

4 IVF funds anlent to Govermiment a1 21 21 00

5 Clesred tems in transit &7 b 10 47
Memorandum

Adhonsed overaraft limit 28 a8 88 00

Amount utihsed to date 0.0 30 59 59

Amount avalabie 88 58 29 £9

Source: Central Bank of Kerya

Source: Central Bank of Kenya
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Overall Debt

The stock of outstanding public debt increased
to Ksh 626.2bn or 63.6% of GDP at the end of
the first quarter of the fiscal year 2002/03. This
represents an increase of Ksh 12.5bn from June
2002 (Table 21). Of the total public debt, external
debt accounted for Ksh 375.4bn or 59.9% of the
debt stock. The balance of Ksh 250.8bn or
40.1% was domestic debt. The increase in public
debt during the first quarter of the fiscal year
2002/03 was attributed to an increase of Ksh
14.8bn in domestic debt, which more than offset
a decrease of Ksh 2.3bn in external debt.

Domestic Debt

The stock of outstanding government domestic
debt increased to Ksh 251.2bn in October 2002,
from Ksh 236.0bn in June 2002 (Tables 22 and
23). The debt represented 25.5% of GDP in
October 2002 compared with 25.6% in June
2002.

The following changes accounted for the Ksh
15.2bn increase in net domestic debt between
June 2002 and October 2002:

e Increase of Ksh 14.4bn in government
outstanding securities.

e Increase of Ksh 0.8bn in non securitised

debt.

Treasury Bills

The stock of outstanding Treasury bills increased
to Ksh 83.3bri in October 2002 from Ksh 82.1bn
in June 2002 (Table 24 and Chart 13). The
distribution of the Ksh 83.3bn stock was as

follows:

e Commercial banks held Ksh 32.5bn or
39.0%;

20
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Non-bank financial institutions held Ksh
1.1bn or 1.4%; and

Insurance companies, other corporate
investors and individuals held the balance

of Ksh 49.7bn or 59.6%.

Treasury Bonds

The stock of Treasury bonds increased by Ksh
13.2bn from Ksh 106.3bn in June 2002 to Ksh
119.5bn in October 2002. The Ksh 13.2bn

TABLE 24: OUTSTANDING TREASURY BILLS BY HOLDER (Ksh bn)

increase in bonds during the period was due to
the following:

Issues of Ksh 25.6bn; and

e Redemptions worth Ksh 12.4bn.

During October 2002, a two-year fixed rate
Treasury bond and a five-year fixed rate Treasury
bond were issued, from which Ksh 3.7bn, and
Ksh 0.8bn, respectively, were realised. The
coupon rates for the two- and five-year bonds

2001 2002

Holders Jan % Sep % Dec % Jun % Sep % Oct* %ol
Banking Institutions 483 4305 B8 7% AT.T 493 46.8 30.5 372 34.0 393 336 404
Central Bank 0.0 0,04 0,07 50,0 ¥ 0.2 0.2 0.3 0.3 0.0 0.0 440.0 0.0
Comm. Banks 45.6 40.6:: /531 i 4614+ 43,3 4.7 28.7 35.0 328 3090325+ 30.0
NBFls 2.6 23 LAgNrE 1.8 1.8 1.5 1.9 e 1.3 e 14
Insurance Companies 9.8 8. DR 8. S 185 8.7 10.6 89 10:2' BB S 0.7
Parastatals 47 2% =804 chin ey 27 4.6 56 34 40:.:26 21
Of which: NSSF 0.8 0<% 0.2 0225 0% 0.5 1.1 14 41 e g b 14
Building Societies 26 23 5026 T, 9.0 4.5 1.6 0.4 0.5 0.5 06 04 0.5
Others 46.9 418 405 347 343 354 37.8 46.1 39.8 459 378 454
- |Total* 1123 100.0 1169 100.0 96.8 100.0 821 100.0 86.6 100.0 83.3 100.0

* Excludes repurchase order bills
CHART 13: OUTSTANDING TREASURY BILLS BY HOLDER (Ksh bn)
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were 11.25% and 13.50%, respectively. The
distribution of the Treasury bonds stock of Ksh
119.5bn among investors was as follows:

e Commercial banks held bonds worth Ksh
- 51.2bn;

e Non-bank financial institutions held bonds
worth Ksh 2.0bn;

e Other investors comprising mainly

individuals and corporate investors held

Ksh 66.3bn worth of bonds.

Government Long Term Stocks

In October 2002, outstanding government long-
term stocks remained unchanged from the June
2002 stock of Ksh 1.5bn. Of these, the National
Social Security Fund (NSSF) held stocks worth
Ksh 0.8bn, while the balance of Ksh 0.7bn was

held by the non-bank investors.

External Public Debt

At the end of September 2002, external public
debt stood at Ksh 375.4bn, equivalent to US$

4.8bn and was Ksh 2.3bn lower than the debt
stock in June 2002. As a proportion of GDP,
external debt declined to 38.1% as at end
September 2002, from 41.0% as at the end of
June 2002.

The decrease of Ksh 2.3bn in external debt over
the first quarter of the fiscal year 2002/03 was
explained by:

e Disbursements of Ksh 2.8bn from external

creditors, and

e Repayments of Ksh 5.0bn to external
creditors; of which Ksh 4.5bn was Central
Government secured debt, and Ksh 0.4bn

Government Guaranteed debt;

Multilateral institutions remained the major
creditors accounting for 59.0% or Ksh 221.4bn
of the external debt (Chart 14). Debt owed to
bilateral creditors stood at Ksh 129.0bn or 34.4%
while commercial loans and export credit

accounted for Ksh 25.0bn or 6.6% of the

external debt stock.

CHART 14: EXTERNAL DEBT DISTRIBUTION
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BALANCE OF PAYMENTS

The overall balance of payments position was a
surplus of US$ 93m in the twelve months to
September 2002, an improvement of US$ 92m
compared with a surplus of US$ 1m in the twelve
months to September 2001. The favourable
balance of payments outcome reflected the
surplus in the capital and financial account which

more than offset the widening current account

deficit (Table 25 and Chart 15).

TABLE 25: BALANCE OF PAYMENTS (US$ m)*

The Current Account

The current account deficit widened to US$

414m (3.4% of GDP) in the year to September

2002 from US$250m (2.3% of GDP) in the year

to September 2001. The deterioration in the

current account was attributed to the decline in

the services account surplus by US$ 389m as the

trade deficit narrowed by US$ 225m.

Quarters in Year to September 2002

Year to Q1 Q2 Q3 Q4 Year to

Sep Oct-Dec Jan-Mar Apr-Jun  Jul-Sep** Sep

2001 2001 2001 2002 2002 2002**

OVERALL BALANCE 1 -23 13 83 20 93

I.CURRENT ACCOUNT -250 -142 -180 101 -193 -414

Merchandise -1555 -381 -334 -158 -456 -1330C

Exports (fob) 1905 431 504 613 ar 1924

Coffee 108 18 23 32 15 85

Tea 457 88 123 104 46 362

Horticulture 253 57 75 64 64 260

Oil products L2 38 28 13 20 99

Other 917 233 290 399 232 1118

Imports (cif) 3460 812 838 Ll 833 3254

Oil 839 130 166 168 208 671

Chemicals 460 118 142 126 138 525

Manufactured goods 427 99 105 99 94 397

Machinery & transport equipment 806 204 210 229 148 787

Other 835 260 216 153 245 874

Services 1305 239 1556 260 263 916

Non-factor services (net) 581 117 88 162 220 588

Of which: tourism receipts 298 | 74 68 82 295

Income (net) -123 -43 -37 -16 -27 -123

Of which: official interest income -116 -26 =33 -17 -28 -104

Current Transfers 847 165 103 113 70 451

Private (net) 731 143 86 96 53 378

Public (net) 116 22 5 4 37 17 73

1. CAPITAL & FINANC!AL ACCOUNT 251 120 193 -19 218 507

Capital Tranfers (net) 60 17 24 17 19 78

Financial Account 192 102 168 -36 194 429

Official, medium- & long-term -270 -8 -11 9 -2 -13
Inflows 257 42 56 61 48 207

Outflows -527 -50 -67 -53 -50 -220

Private, medium- & long-term (net) 110 21 -23 -16 37 20

Commercial banks (net) 23 15 -13 -18 59 43

Other private, medium- & long-term (net) 87 7 -10 1 -21 -23

Shortterm and errors & ommissions (net) 290 89 203 -28 159 422

Gross Reserves 1487 1459 1479 1563 1545 1545

Official 1054 1064 1077 13T 1119 1119

in months of goods and non-factor services 3.2 34 3.2 3.3 3.8 34

Commercial Banks 433 395 402 427 426 426

*  Revised to reflect the new BOP presentation format
~*  Provisional
Source: Central Bank of Kenya
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BALANCE OF PAYMENTS

Trade Balance

The trade balance improved to a deficit of US$
1,330m in the year to September 2002 from US$
1,555m in the year to September 2001. The
relatively narrow trade deficit reflected both the
increase in the value of exports and decline in the
value of imports. The decline was in all categories

of imports except chemicals which increased by

US$ 65m. The major decline was in oil imports
which fell by US$ 168m. Except for coffee, tea

and oil, all other categories of exports increased.

Services

The services account surplus declined by US$
389m during the period under review following

decrease in net inflows related to current transfers.

CHART 15: TRENDS IN PRICES & VOLUMES OF MAJOR EXPORTS
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Source: Central Bank of Kenya,Central Bureau of Statistics, Coffee Board of Kenya,

and Africa Tea Brokers
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BALANCE OF PAYMENTS

Net current transfers fell to an inflow of US$
451m in the year to September 2002 from a net
inflow of US$ 847m in the year to September
2001, reflecting reduced grants inflows to
support famine relief programmes. Non-factor
services, however, rose by US$ 7m from US$
581m in the year to September 2001 to US$
588m.

Capital and Financial Account

The surplus in the capital and financial account
increased by US$ 251 m to US$ 507m following
decline in net official outflows by US$ 220m.
Private capital flows similarly declined by US$
110m to a net outflow of US$ 23m from net
inflows of US$ 87m. Foreign direct investment

deteriorated from a net inflow of US$62 m in

CHART 16: FOREIGN EXCHANGE RESERVES (US$ m)

the year to September 2001 to a net outflow of
US$ 20m in the year to September 2002.

Foreign Exchange Reserves

The official foreign exchange reserves increased
by US$ 65m to US$ 1,119m at the end of
September 2002 equivalent to 3.4 months of
imports of goods and not factor services from
US$ 1,054m at the end of September 2001
(Chart 16). Foreign exchange reserves held by
the commercial banks, however, declined
marginally by US$ 7m to US$ 426m from US$
433m over the period. The overall foreign
exchange reserves held by the banking system
therefore rose to US$ 1,545m at the end of
September 2002 from US$ 1,487m at the end
of September 2001
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StocKk MARKET

Trading at the Nairobi Stock Exchange (NSE) was
mixed in October 2002. While trading at the
equities market improved, activity at the bonds
market declined. No activity was recorded at the

Foreign Investors board.

Equities Market

Activity at the equities markets improved in
October 2002 compared with September 2002,

as shown by the following key indicators.

e  The NSE share index increased by 7% to
close at 1116.36 in October from the

previous level of 1043.40 in September
2002 (Chart 17).

e  Market capitalisation increased by Ksh
5.5bn or 6.4% to Ksh 91.3bn in October
from Ksh 85.8bn in September 2002.

e The turnover ratio, defined as the
proportion of the number of shares traded

to share issuance, was 0.31% in October
compared with 0.28% in September 2002.

Activity in October 2002 was largely dominated
by the industrial and allied sectors, which

represented 61% of total traded turnover.

CHART 17: NSE 20 SHARE INDEX (1966=100)
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The Bond Market

Turnover at the secondary market for bonds
decreased by Ksh 1.5bn in October, compared
with September 2002. This lower turnover
largely reflected Ksh 1.4bn or 35% decline in
secondary trading of government securities. The
average yield traded on bonds declined to 11.39%
in October from 11.97% in September 2002,
reflecting the downward trend in the 91 day
Treasury bill rate.
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REAL SECTOR
Introduction

The economy continued on the recovery path
during the first eight months of 2002 though at
a reduced momentum than earlier envisaged
(Table 26 and Chart 18). The slow pace of the
economic recovery reflect the adverse effects of
the prevailing low investor confidence related to

the general elections and the failure to restore

CHART 18: REAL GDP GROWTH RATES, 1996 - AUGUST 2002
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TABLE 26: REAL GROSS DOMESTIC PRODUCT AND RELATED AGGREGATES

MAIN SECTORS

Share in Annualised Estimates
Real GDP August August
MAIN SECTORS in 2001 (%) 2001/’ 2002/°
Agriculture 24.1 25,050 28,219
Manufacturing 130 13,573 12.852
Trade, Tourism & Hotels 127 13,200 13,242
Financial Services 10.6 11,000 11,082
Building & Construction 2.4 2,450 2,501
Transport & Communications 6 2 6,360 6,488
Government 14,7 15,240 AL
Others of which 16.3 17,149 17,264
Non-monetary Sector 5.7 5,990 6,011
Domestic Services 2.9 3,053 P72
Ownership of Dwellings Il 6,000 8,07t
Other 2.0 2,106 2 0
Est. Real GDP (1982 Prices) 100.0 104,023 104,764
Nominal GDP (at Factor cost) 172,893
Overall GDP Deflator 7.4
GDP at Mkt Prices 895,278

Annual Percentage Change

Agriculture 0.8 QT
Manufacturing 0.5 0.6
Trade, Tourism & Hotels 0.8 0.3
Financial Services 0.8 O 7
Building & Construction 0.1 2.
Transport & Communications 2.8 2.0
Government 0.6 0.9
Others 0.8 087
Non-monetary Sector 0.5 0.4
Domestic Services 0.8 0.6
Ownership of Dwellings 0.8 17574
Other -1.0 Q.2
Est. Real GDP Growth 0.8 0.7
Naotes

1 From the Economic Survay, 2002,
2 Basedon selected economic activities.

Sources: Central Bureau of Statistics and Central Bank of Kenya
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REAL ECONOMY

external financial support. The adverse effects of
the weak infrastructure particularly poor roads,
incfficient telecommunications and high cost of
power also contributed to the slowdown in
cconomic recovery. The estimated annualised
growth in real GDP for the first eight months of
2002 was 0.7% compared with 0.8% in the same
period of 2001.

Agriculture

The performance of major cash crops in the first

cight months of 2002 was as follows:

e  Exports of horticultural produce increased
by 8.0% compared with an increase of
3.8% in a similar period of 2001, while
sugar canc output increased by 38.7%
compared with a decline of 25.4% in the
same period (Table 27). The increase in
output in these subssectors followed the
favourable weather conditions and new
markets for horticulture in the Middle East,
USA and Australia.

. Output of tea, pyrethrum and sisal
declined by 6.6%, 19.9% and 2.1%
respectively in the first cight months of
2002 compared with 38.6%, 88.2% and
3.8% increases in the same period in 2001.
The modest decline in tea production
followed the delay in the long rains in major

tea growing areas.

e Coffee production declined by 23.9% in
the first cight months of 2002 compared
with a decline of 35.1% in the first eight
months of 2001. The decline in coffee
output in the review period, largely reflect

the low prices that have persisted for some

time and mismanagement of cooperative

societies.

Among the food crops, maize production is
expected to fall slightly lower than the output in
2001, but prices for the crop are expected to
remain relatively stable due to inflows of imports.
Prices of other basic food crops have remained
relatively stable due to increased production. The
ongoing short rains are expected to further boost

production in the sub-sector.

Manufacturing

The manufacturing sector continued to recover
during the first eight months of 2002 as indicated
by the following:

e The consumption of electricity, an input
mostly utilised by industrial plants,
increased by 2.8% compared with a decline
of 5.0% in a similar period of 2001.

e  Exports of manufactures increased by 8.1%
during the first half of 2002 compared with
an increase of 6.9% in the same period of
2001. The improved performance was
partly in exports of textiles and fabrics,
which increased by 196% following access
to the United States market through the
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REAL ECONOMY

African Growth and Opportunities Act
(AGOA). Other exports particularly steel
products, paper and paper products;
vegetable oils to the East African
Community and COMESA also increased.

e Imported inputs for the sector, namely
chemicals and related products increased
by 8.2% in the first half of 2002 compared
with an increase of 11.3% in a similar period
of 2001.

The performance of some selected manufactured

items, were favourable except for assembled
motor vehicles, which declined due to strong

competition from the relatively cheap imported
units of second hand vehicles (Table 28).

Building and Construction

The consumption of cement, the main input in
the sector, increased by 8.1% in the first eight
months of 2002 compared with an increase of
2.1% in a similar period of 2001. The increase
was largely in private sector building and
construction projects. Public sector projects,
however, continued to be slowed down by the

government budgetary constraints.

Transport, Storage and Communications

The performance of key sub-sectors over the first
eight months of 2002 was as follows (Table 29):

e Cargo handled through the Port of
Mombasa (KPA) declined by 1.7%
compared with a growth of 26.2% in the
first eight months of 2001 (Table 30).

° Throughput by the Kenya Pipeline
Company (KPC) declined by 3.8%
compared with an increase of 5.0% in a

similar period of 2001.

e Passengers through Jomo Kenyatta
International Airport (JKIA) declined by
2.0% compared with an increase of 17.3%
in the first eight months of 2001.

e Cargo carried by the Kenya Railways
Corporation (KRC) increased by 2.2%
during the first eight months of 2002
compared with a decline of 6.5% during
the first eight months of 2001.

e The consumption of petroleum products
rose by 6.3% in the first eight of 2002
compared with a decline of 0.5% in the same
period of 2001.
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REAL ECONOMY

Trade, Restaurants and Hotels

The tourism sub-sector slowdown during the first
eight months of 2002 as follows:

e Tourists arriving at JKIA declined by 9.5%
compared with an increase of 5.9% in the
same period in 2001. Tourists arriving at
Moi International Airport, Mombasa
(MIAM) also declined by 2.6% in the first
eight months of 2002.

e Consequently, earnings in the sector
declined by US $ 39.5 to US $ 141.1m in
the first eight months of 2002 compared
with US $ 180.6m in a similar period in
2001.

The slowdown in the sector largely reflects the
deterioration in the global economic
environment, fear of terrorist activities and the

uncertainty in the run up to the general elections.

Financial Services .

Banking institutions made pre-tax profits of Ksh
5.9bn in the first eight months of 2002 compared
with pretax profits of Ksh 6.1bn in the same
period of 2001. Provisions for bad and doubtful

debts, however, declined to Ksh 4.9bn from Ksh
5.4bn in the period. As a result of restructuring
and other cost cutting measures, total expenses
of the banking sector declined to Ksh 34.3bn in
the first eight months of 2002 compared with
Ksh 37.5bn in a comparable period in 2001.

Government Services

Provision of government services continues to be
hampered by financial constraints partly due to
the failure to restore support from external

development partners.

Economic Prospects in 2003

The economy is expected to expand by 2.3% in
2003. The expected growth will continue to be
driven by agriculture and other related sectors.
The increased access to regional markets within
the East African Community (EAC), COMESA,
and other preferential arrangements such as
AGOA will also continue to be pivotal to higher
growth. Investor confidence is also expected to
be restored after the general elections and the

likely resumption of external support by middle
of 2003.
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BALANCE SHEET OF THE CENTRAL BANK OF KKENYA

(Amounts in Ksh Millions)

Sept. Sept.

2001 2002 Movement

ASSETS 145,671 159,866 14,195
Foreign Exchange 80,455 87,206 6,751
Advances and Discounts to Banks 700 5,794 5,094
Investment in Government Securities 1,402 1,387 -15
Government Accounts 40,205 45,041 4,836
Overdraft to Government of Kenya 501 2,952 2,451
Clearing Account 819 3,091 2202

IMF funds onlent to Government 1,968 2,081 113
Non-interest Bearing Government Debt 36,917 36,917 0
Debtors 1,836 1,683 -153
Retirement Benefits 289 287 -2
Property and Equipment 591 826 235
Other Assets 20,193 17,642 -2,551
Revaluation Account 18,642 17,642 -1,000
Times Tower 1,551 - ©-1,551
LIABILITIES 145,671 159,866 14,195
Currency in Circulation 46,456 51,938 5,482
Repo Securities 12,250 22,379 10,129
Deposits 79,792 72,364 -7,428
Government of Kenya 37,263 27,491 -9,772

Commercial Banks

Kenya 22916 26,211 3,295

External 27 22 -5

Non -bank Financial Institutions 423 444 21

IMF 10,450 9,589 -861
Other Public Entities and Project A/Cs 8,713 8,607 -106
Other Liabilities and Provisions 938 1,750 812
Capital and Reserves 6,235 11,435 5,200
Capital 1,500 1,500 0
General Reserve Fund 4,248 7,978 3,730
Period's Surplus 487 1,957 1,470

Source: Central Bank of Kenya
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NOTES ON THE BALANCE SHEET

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

Assets

Foreign exchange increased by Ksh 6,751m to
Ksh 87,206m from Ksh 80,455m mainly due to
purchase of foreign exchange from the interbank

market.

Advances and discounts to commercial banks

increased by Ksh 5,094m to Ksh 5,794m.

Government accounts increased by Ksh 4,836m
to Ksh 45,041 m in September 2002, mainly on
account of increases in the overdraft to

Government of Kenya and clearing house by Ksh
2,451m and Ksh 2,272m, respectively.

Other assets, comprising revaluation account and
Times Tower, decreased by Ksh 2,551m to Ksh
17,642m.

Liabilities

Currency in circulation increased by Ksh

5,482m to Ksh 51,938m from Ksh 46,456m.

The stock of repo securities increased by Ksh

10,129m to Ksh 22,379m.

Deposits decreased by Ksh 7,428m to Ksh
72,364m due to a decrease in deposits of the
Government of Kenya by Ksh 9,772m. Similarly,
deposits of IMF and other public entities and
projects declined by Ksh 861m and Ksh 106m,

respectively. Deposits of commercial banks,
however, rose by Ksh 3,295m.

Other liabilities and provisions increased by
Ksh 812m to Ksh 1,750m.

Capital and reserves increased by Ksh 5,200m
to Ksh 11,435m in the year to September 2002
due to Ksh 3,730m increase in the general reserve
fund and Ksh 1,470m increase in the period’s

surplus.
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