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OB.TECTIVES 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 OB.IECTIVES

The first principal objective shall be to formulate and implement
monetary poliry 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 OEIECTIVES

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

Formulate and implement foreign exchange policy

Hold and manage its foreign exchange reserves

License and supervise authorised dealers in the money market

Promote the smooth operation of payments, clearing and
settlement systems

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

6. Issue currency notes and coins
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It is estimated that real GDP grew at an

annualized ruteo.f0.7o/o in the first eight months

of 7002 comparbd with 0.8% in a similar period

of 2001. The 12-month underlying inflation rose

slightly to l.5o/o in October from l.4o/o in

September 7002. The overall 12-month inflation

also increased marginally to l.9o/oin October from

1.8% in September 2007..

Government fucal operations during the first

quarter of fiscal year 2007/03 resulted in a

deficit, on a commitment basis, of lGh 10.4bn

or l.lo/o of GDP compared with a deficit of lGh

3.0bn in a similar period in the previous fiscal

year. The stock of public debt increased to IGh

626.Zbn in September 2002 from IGh 613.8bn

in June 2007.. The increase was entirely in

domestic debt as extemal debt declined.

The Kenya shilling marginally lost to the US

dollar in October 2007 to exchange at Ksh 79.3

compared with lGh 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.

Interest rate for the 91day Treasury bills increased

to 8.lo/o in October 2002 from 7.60/o in

September. Money supply, M3X, increased by

8.4o/o in the year to September 2002 compared

with 3.0olo increase over a similar period in 2001.

The increase was attributed to increases in both

net foreign assets and net domestic assets of the

bankingsystem.

Assets of the banking sector increased by IGh

76.2bn or 6.20/o to XGh 451.3bn at the end of

September 2002 from Ksh 425.1bn at the end

of September 2001. Non-performing loans

(NPIJ), netof interest in suspense, were estimated

at Ksh 72.5bn or 78.9o/o of total loans in

September 7007, comparedwith XGh 82.3bn or

32.7o/o in September 2001. Provisions for the

NPI-s declined from lGh 32.4bn+n 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

IGh 44.9bn, the banks were covered in excess of

lGh 1.1bn.
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SELECTED PERFORMANCE INDICATORS
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SELECTED ANNUAL ECONOMIC INDICATORS, 1997 .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 rnkt prs)

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

s. coNSUMER PRICE INFLATION (URBAll)

Average Annual lnflation

Twelve-m onth lnflation

6. STOCK MARKET

Nairobistock Exchange Price lndex (1966=100)

Trade Turnover (%)

7. GOVERNMENT BUDGET (Ksh bn) *'

Revenue and Grants

Expenditure

Budget Deficit (-) / SurPlus (+)

Budget Deficit ( % of GDP)
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tr4oney SuPPIY (M3XT)

tr4oney SuPPIY (M3X)
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Total Domestic Credit
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Others

9. BAAIICE OF PAYMENTS (US$ m)
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10. FOREIGN EXCHAI.IGE RESERVES (US$ m)

Official*'*
Months of imPorls

Commercial banks & Public

11. PUBLIC DEBT (US$ bn)

Domestic

As % of GDP

External

As % of GDP
RATE NUAL RAG

'Pro\isional.
tt Fiscal year ending June 30th
..'Figures in parentheses refertoofficial resenes in months of imports of goods and non-hctorsen'ices'

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

" Cumulatlle fiscal year 2001/02 budget out-turn deflcit including grants and on comnrrtment bas js-.. Figures tn parentheses refer to off cral rese^es in terms of months of rmports of goods and non1aclor seryCes.
".'Ercludes lGh 2,028m llzF disbursements onlent to the Gor,t bythe CBK. which rs included in exernal publrc cjebt.

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

Inflation was sustained at below 7%o in the three

months to October 7002. 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 pressurc.

Overall Inflation

In October }Ool,the overall inflation remained

nearly at the same level as in September (Table 1

and Chart 1):

The overall 1Z-month inflation was 1.97o

compared with 1.8% in Scptember 7002.

The overall avcragc annual inflation eased

ro l.7o/o in Octobcr 7002 from 1.8%o in

Scptember.

TABLE 1: OVERALL INFLATION (%)

CHART 1

The overall inflation increased by 0.206 in

October 7002, compared with a decline of

0.3o/" in September 2002.

Underhing Inflation

Developments in underlying inflation which

excludes the impact of food prices is as shown in

Table 2 and Chart 2,

The underlying 12-month inflation
increased slightly to l.5o/o in October 2002

{rom l.4o/o in September.

a

o

a

0

a

3

o
F&Erwhyb&Af8+Oct

a

a The underlying average annual inflation,

however, declined to3.0o/o from 3.47o over

the period.

a Beween September and October 2002,

the underlying inflation increased by0.Z"/o,

same as between August and September

7002.

TABLE 2: UNDERLYING INFLATION (%)

CHART 2
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Inflation by Income Groups

Inflation in goods and services purchased by the

various income groups was as follows (Table 3

and Chart 3)'

Sources: Central Bureau of Statistics & Centtal Bank of Kelya
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The 12-monrh inflation in goods and
services purchased by the Nairobi lower

income group, increased to 2.lo/o from
l.60/o in Septembcr

The lZ-month inflation in goods and
services purchased by the Nairobi middle/
upper income group declined toZ.5Yofrom

3.7o/" in September.

a Consequently, the 12-month inflation in
goods and services purchased by the
combined Nairobi incomc groups increased

to 2.lo/o from l.9o/o.

a Meanwhile, the 12-month inflation in
goods and services purchased by consumers

in the rest of urban towns rcmained at l.7o/o

over the last three months.

TABLE 3: OVERALL l2.MONTH |NFLATION By TNCOME

cRouPS(%)

CHART 3

Sources: Crntrul Bure.u of Stltl3llcs & Centnl Bank of Kenya

Inflation by Categories of Goods and
Services

Inflation in fuel and power increased to 1.87o in
October 2002 from 0,lo/o in September (Table 4

and Chart 4). This was consistent with rhe recent

increase in the prices of crude oil products while
inflation in food and soft drinks increased

m arginally rc Z.7o/o {rom 7.lo/o. S im ilarly, infl irtion

in medicalgoods and services; houschold goods

and serviccs; and clothing and footwear increascd

to 3.0o/o, 7.7o/o and 0.9o/o, respectively, from
2.6Yo,1.0% and 0.8% in Septembcr.

TABLE 4: BASKET WEIGHTS & OVERALL l2,MONTH
IttlFLATlON, SEP. OCT 2002

Nmbss in paenfEss ae rmffi)e $oup reighB

CHART 4
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Outlook

Inflationary pressure is expccted to remain
subdued in thc next rwelvc months. This will
mainly be due to conrinued implemcntation of
an appropriate monetary policy, stable shilling
exchange rate and cxpccted low prices of food.
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Moncy supply growti-r acccleratccl in thc twclvc

months to Scptenrber 2002 rclativc to both target

cxpirr-rsiot'r und incrcasc in tl-rc yeLlr ro Scptcrnl;cr

2001 (Trrblcs 5 arrcl 6 and Cl'rart 5). Narrow

rn()r)cy strpply, M j, comprising currcncy outsidc

Ixrnking institutions and shilling clcnt>mitratcd

clcposits o1'thc privrttc scct()r hclcl with banks,

incrcasccl by 8.1%, comllarccl witl-r j'1%r targct

growth uncl 0.tJtXr incrcasc ill tllc ycar to

Scptcmbcr 2001. Ilroacl nroncy strpply, M3X,

whiclr ir-rcltrclcs M3 and rcsiclcnts ft>rcigr-r ctlrrcncy

tlcl-rosits incrcasccl lry 8.4%, comparcclwirh 3.OtX,

targct growth ancl 1.87n incrcitsc itr thc rwclve

TABLE 5: ANNUAL PERCENTAGE CHANGE IN MONEY SUPPLY

2002

Jun

2001

Mar Jun Dec Jan Ma, sep

8.1

84

1 1.4

M3

M3X

[,43XT

-0 1

48

.1 3 07

21 17

53 81

25

61

20

00
43

3.9

57

85

67

84

113

109

116
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Source Cenlral Bank of Kenya

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

Absolute and percenlage changes do nol necess arily add up due to rottnding

t/ Broader ntoney. M3XT. conlprlses M3X and non banking public holdtng of Government secur/li es

2/ Broader money. M3X, con)pnses 
^,r3

and residents foreign currency depostts wlh local bank s

3/ Broad money, M3, corTrprlse s curtenc y autside banking /nsl,futlons, and all private and olher public sectar holdtngs of

demand say/ngs an:l ttme c/crposrls. ll exctudes Central and loCal Governmenl depos

4/ NFA at con.slant exchange rale of Ksll 78 95 to lhe US dollar (sept 30th, 2001)

5/ Excludes interesl,n suspense.

Source: Central Bank of Kenya

its with banking lnstitutions

Sept.
200'l

Se pt.
2002

Annual Change
Absolute %

Central Bank

Banking lnstitutions

5. Net domestic assets (5.1+5.2)

5.1 Domestic credit (5.1.1+5'1.2)

5.1.1 Government (net)

Central Bank

Banking lnstitutions

5.1 .2 Private sector and other public sector 5/

5.2 Other net domesic assets (5'5.1)

6. Reserve money

451.4

357.4

310.6

297.6

92.7

73.2

19.5

264.8

330.2

76.7

3.0

73.7

253.5

-65.5

69.8

41 .7

23.3

502.8

387.4

335.9

323.0

97.0

76.2

20.8

290.4

350.7

98.1

17.6

80.6

252.6

-60.4

78.6

46.3

26.7

51.5

29.9

25.2

255

4.3

3.0

1.3

25.6

20.5

21.4

14.6

6.9

-0.9

5.1

8.8

4.6

33

11

120.8 3.9116.8T re asu bills outstandin

Net foreign assets 4/

8.1

8

4.6

41

6.7

9.7

6.2

27.9

487

9

-0

7

1. Money supply, M3XT 1l

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

3. Money supPlY, M3 3l

Of which: M2

Currency in circulation

Banking lnstitutions' deposits with CBK

Memorandum items

12.6

11 .1

14.2
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MONEY SUPPLY

months to September 2001. Reflecting the

growth in M3X and 23o/o expansion in the

holdings of government securities by the non

bank public, the broader money supply, M3XT,

increased by ll.4o/o compared with 8.0% target

growth and 6.5o/o increase in the year to

September 2001.

The 8.4% expansion in the intermediate money

supply target for monetary policy, M3X, during

the welve months to September2007, reflected

increases in both net foreign assets (NFA) and

net domestic assets NDA) of the banking system.

The NFA increased by 4.6%o in theyearwifi build

up of foreign assets at the Central Bank and a

reduction of foreign liabilities by commercial

banks. The NDA increased by9.7o/o largely due

to credit expansion to the Government by both

the Cenrral Bank and the banking instirutions.

At the same time, other domestic assets net of

other liabilities increased by 7.8/o in the year to

September 2002 compared with 14.2o/o 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 12.60/o

to Ksh 78.6bn in the twelve months to
September 2002 compared with ll.4o/o target

increase and 0.2o/o 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 Cenrral

Bank rose by ll.8o/o and 14.7%o. respectively.

The reserve money expansion during the t'welve

months to August 2002 was in both NFA and

NDA of the Central Bank. The NFA increased

bv 4.1% on account of purchases of foreign

exchange from the inter-bank marketwhile NDA

increased by 5.8bn largely in respect of net credit

expansion to government. Developments in the

components of NDA were as follows,

Government borrowing from the Cenrral

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 26.20/o utilisation of
government deposits at the Bank.

o

a

rn&i,lh:

Net indebtedness of commercial banks to

the Central Bank increased by lGh 5.3bn

mainly due to fGh 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.

Kettyu ll4onthly Ec'ononic' Rcyiar', Novantbcr l()()2 9
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a Other domestic assets net of other domestic

liabilities declined by IGh 3.5bn.

Credit Developments

Net domestic credit (NDC) rose by 6.7% in the

twelve months to September 2002 compared

with 0.2% increase over a similar period in 2001.

The credit expansion in thc period under review

was channelled wholly to the govemment as credit

to the private and other public sectors declined.

Net credit to govemment 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 0.4o/o in the year to

Scptcmbcr 2002 comparcd with IGh 5.5bn or

Z.7o/o incrcase in thc year to Septe mber 2001 . The

crcdit reduction to thesc sectors during the year

to Septcmber 2002 was reflected in Ksh 1.6bn

rcpayment of outstanding credit by the privatc

scctor and Ksh 0.7bn increase in net lending to

other public sector institutions.

The private sector borrowed IGh 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 llsh 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)
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Structure of the Banking System

The Banking system comprised 45 commercial

banks, 3 non-bank financial instirutions Q.JBFIs),

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 commercialbank.

TABLE 9: COMMERCIAL BANKS, NBFIs & FOREIGN EXCHANGE

BUREAUS

fYDe of lnstitution/Bureau Oct-2001 Ocl-2002
Comrnercial Banks

(a) OperatirE
(b) Under Cer{ral Bank statutory management

Building Societies
Mortgage Finarre Companies
NorFbank Financial lnstihJtions

(a) Operating
(b) Under Central Bank statutory management

Total

Foreign ExclErEe Bureaus

45
44

1

4

3
J

uo

48

48
47

,|

4
2

3

47

Source: Central Bank of Kenya

Assets

Total assets of the banking system incrcased to

Shs.451.3bn at the end of September 2002 from

XGh 425.1bn at the end of September 2001 (Tablc

10). Total Loans and advances, which accounted

for 49Y" of total assets decreased marginally by

llsh 0.4bn to IGh 251.2bn in Septembcr 2002

from lGh Z5l.6bn in Septcmbcr 2001.

TABLE 10: SELECTED ASSETS 0F THE BANKING

INSTITUTIONS (Ksh bn)

Other Assets

Governmcnt securitics held by banks incre:rscd

by 12.4"/" to Ksh 96.0bn in Septembcr 2002

from Ksh 85.4bn in September 2001, ernd

accounted for Zlo/o of total assets. Cash

dcposited with the Cenral Bank incrcased to Ksh

25.8bn from Ksh 74.6bn and accounted {or 6o/"

oftotal assets.

Asset Quality

At the end of Scptcmber, 7007 the lcvcl of non-

performing loans (NPLr) was estimatcd at Ksh

7Z.5bn or 28.9'h of total loans, conrpared with
Ksh 82.3bn or 32.7Yo of total loans in Scptcmbcr

2001 (Table 11). The dccline in the ratio rcflccts

a dccreasc in non-pcrfcrrming loans by Ksh 9.Ubn.

Thc non-performing loans wcrc mainly
concentrartcd in ten b:rnks whose ratio of non-

performing loans to total loans was 507o

compared with only l5o/o in the rcst of rhe

banking scctor. The non-pcrforming loans in the

ten banks accounted for Ksh 50.8bn <>r 70<% <>f

thc industry's totirl non-pcrforming l<>a.ns.

Mcanwhile, thc lc'vclof provisions decrcascd from

Ksh 32.4bn to Ksh 31.3bn in Septcmber 2002

rcflccting the dccreasc in NPLs. Thc banking

TABLE 11: NON-PERFORMING LOANS' (NPLs) & PROVISIONS
(Ksh bn)

Sep.01 Sep-02

1. Total Loans

2 Specific Provisions

3 General Provisions

4 Total Provisions (2+3)

5 Net Loans (1-4)

6 Total Non-Perfoming Loans (NPLS)"

7. Net Non-P€rforming Loans (6-2)

I Value ol securities (estimated)

9 Nel Exposure (7-8)

10. Total NPLS as o/" of Total Loans (&l)
11. Total Provisions as o/o of Total Loans (4/1)

12. Exposurs as % of Total Loans (9/1)

251.6

29.3

31

32.4

219 2

82.3

530
37.5

15.5

32.7%

12.90/o

6.2%

251.2

24.7

26
31 3

219 9

725
438
449
-1 I

28 gVo

12 50/o

-o 4%

'The Gyised Eptlng syslem efieclt@ Apal 2OO2 ercludes susernded r/erst il ldd
l@ns ahd M-@domng lws (NPLS)

Source: Centrel Brnk of Xenyr

Sept. Sept. Change'
2001 2002 Absolute

AS S ETS

Loans and Ad\6nces
Go\ernmenl Secufltres

Ealances al Central Bank

Frxed Assets
Other Assets

425.1

251.6

85.4

24.6

17.E

23.2

451.3
)\1 )

96.0

25.8

18.2
40.4

26.2
-0.4

10.6

0.4
172

6.2
-o2

4.7

2.2
74 0

an Percenlage nges fray nol necessanly add up due lo rcundng
" I nclud e s inte rb a n k b ala n ce s.

Sourcc: Central Ernkof Kenya
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sectorwas adequately cushioned against the NPIs

as the estimated value of securities increased

substantially from lGh 37.5bn to lGh 44.9bn.

Deposit Liabilities

Deposits, including interbank deposits and

accrued interest held by banking institutions,

increased by 7.0o/o to lGh 357.7bt in September

7002 from IGh 329.7bn in September 2001

(Table 12). In terms of market share, the largest

eight commercial banks accounted for 72.60/o of.

all deposis in the banking system.

Capital and Reserves

Capital and reserves of the banking system

decreased by 4.8o/o to IGh 55.6bn in September

ZO02 from Ksh 58.4bn in September 2001.

Total capital, comprising capital and reserves

excluding goodwill and 7 5o/o of revaluation

reserves of the banking system, decreased

marginally by O.4o/oto lGh 54.3bn in September

Z00Z 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"/o at the

end of September 2002 from 16.90/o at the end

of September 2001, and was above the minimum

requirementof l2o/o.

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 lGh 8.1bn for a similar

period in 2001. The deterioration in the banking

sector profitability was mainly attributed to

decline in interest income.

Institutions (Jnder Statutory
Management

The scheme of arrangement for reopening a bank

under statutory management by the Cenual Bank

received an overwhelming 817o 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 lGh 9.2bn and lGh 7.3bn respectivelywhile

total advances amounted to IGh 3.2bn at the end

of September 2002. Income stood at Ksh 957m

while total expenses stood at lGh 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}0o/o

minimum liquidity and 107o cash ratio
requirements in September and October 2002

(Tablc 13 and Chart 9).

l2 Kt'tr.r'tt llontlrl.t' Econontic' Rct'iciv, November 2002



R,I N K I NG S E('TO R DE T E LO P M E N TS

Cash Ratios

In October 7007, the average cash ratio
maintained by banking institutions increased to

I).9o/ocompared with 10.8% in Septemb er 2002.

The cash ratio for commercial banla averaged

9.7o/o in October up from 9.lo/o in September

2007. while the ratio for NBFIs stabilised at

17.5o/o in September and October 7007.

Liquidity Ratios

Commercialbanks andNBFIs 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

42o/o in October 2002 from 43o/o in September

while that for NBFIs declined to 49o/o ftom 52o/o

over the same period.

The average liquidity ratio for mortgage finance

companies fell to 75o/o in October fromZ6o/o in
September 2002 while that for building societies

increased to 5lo/o from 48o/o over the same

period.

Ken.r'u Monthly Economic Reviev', Novenber 2()()2 l3
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All principal money market nominal interest rates

maintained the downward trend in the year to

September 7002. There was, however, marginal

increase in the 91 days Treasury bill rate in

October and November 2002 (Table 14 and

Chart 9),

The 91 days Treasury bill rate declined to

7.60/o in September 2002 compared with

123% in September 2001. The rate,

however, rose marginally to 8.lo/o 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

liquidiry in the domestic money market

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 5.5o/o in

September 2002 from 6.30/o in September

2001.

The average savings deposits rate increased

to 3.8% in October 7002 from 3.57o in

September 2002while the inter-bank rate

declined to 8.1% in November 2002 from

8.3o/o in October 7002.

The average interest on bank overdrafts,

which had peaked at 20o/o in December

2001 eased thereafter to 18.6% in August

and 18.5 o/o in September 7002.

a

TABLE 14: Ii{TEREST RATES (% per annum)

a

a

a

Ul rab'

rab

rAs (1)

t*(4

12.1

19.7

10.7

't9.3

6.4

7.5

1A

12.4

r9.6

10.7

r9.4

6.3

7.4

4.9

10.9

r9.3

10.3

19.3

5.7

6.9

1.4

10.1

r8.8

r0.1

18.9

5.4

6.9

3.7

11.6

19.8

10.5

19.6

6.2

7.2

4A

1't.0

20.0

10.4

19.5

5.7

6.9

4.4

7.3

18.5

4.2

10.4

5.2

6.1

4.0

7.6

18.5

8.1

'18.9

7.3 E3

18.1 18.3

4.8 4.7

5.5 5.5

3.5 3.8
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CHART 9
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Meanwhile, the average interest rate spread rose

r.o 13.7o/o in October 2007 from 13.3o/o in

September 2002 due to reduction in the average

deposit rate to 4.7"/" from 4.8% as the average

lending rate increased to 18.3o/o from 18.17o over

the same period.
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The Kenya shilling weakened against the US

dollar, the Sterling Pound and the Euro during

the year to October 2007 to exchange at lGh

78.66, XGh 116.28 and Ksh 72.76, respectively,

compared with lGh 78.56, Ksh 113.21 and lGh

70.2 in the year to October 2001 (Table 15 and

Chart 10). The shilling, however, srrengthened

against the Japanese Yen and the South African

Rand by 5.3o/o and32.6o/o to rrade at lGh 6258
and Ksh 7.4 against 100 Japanese Yen and the

Rand respectively in the year to October 700?..

Agairut the regional currencies, the shilling gained

against both the Tlnzania shilling and Uganda

shilling to exchange at Gh12.2 and Ush 22.6 in

theyear to October 2002 compared withTshlo.g
and Ush22.5 in the year to October 2001.

In October 200?.,the shilling similarly lost against

all major international currencies except the

Japanese Yen. Against the US dollar, the shilling

lost by 0.7"/" to rrade at an average of l<lsh 79.3

compared with an average of Ksh78.8 in
September 2007.. The shilling also lost against

the Pound Sterling, Euro and the South African

Rand by 0.8%, 0.76 and 0.3o/o respectively in

October 2002. Meanwhile, the shilling gained

marginally against the Japanese Yen to exchange

at lGh 64.0 per 100 Japanese Yen in October

2002 compared with Ksh 65.2 per 100 Japanese

Yen in September 200?.. The shilling weakened

against the regional currencies in Octob er 7007.

It lost to the Tanzania Shilling and Uganda

Shillingby 1% and 0.5o/o,respectively, to exchange

atTsh12.3 and Ush 23.0.

In the international currency . lrrfet, the US

dollarlost-rnnrginally to the Pound 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 reporrs that the United

States of America's economy slowed down in

September 2002 with latest srarisrics indicating

increased rate of unemployment particularly in

the manufacturing sector. TheJapanese Yen also

continued to weaken following the September

2002 report from the Bank of Japan that the

economic recovery is still sluggish with gross

domestic product (GDP) growing by only O.7o/o

in the third quarter of 2002 down from lo/o in

the previous quarter.

Snllllq/!adlE Poud ,\--

Shilr.CUS bilrr

i.Ii ShdlnO/Euro

Kenya Motttltl.t' Etotrotttit Rct it,tt,,\'ovatnber 2002 l5



In nominal effective terms, that is, whenweighted

against a basket of currencies that reflects the

importance of Kenya's ffade L v countries, the

shilling appreciated by O.Zo/oin theyear to October

2002 (Chart 11). During the month of October

ZOO2, the shilling, however, appreciated in

nominal effective terms by l.TYo. Adjusting for

the inflation differentiil between Kenya and her

trading partners, the shilling depreciated bv 1.8%

in October 2002 but appreciated by 0.2o/o ovet

the year to October 2002.

l6 Ken.t'a Mouthb' Econontic Reviev'. November 2002
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Govemment fiscal operations in the first quarter

of the fiscal year 2002/03 resulted in a deficit,

on a commitment basis, of IGh t0.4bn or l.lo/o

of GDP, compared with a lGh 3.Obn deficit in a

similar period in fiscal year 2001./02 (Table 16

and Chart 12). On a cash basis, the deficit was

klsh 9.4bn, compared with lGh 9.3bn deficit in a

similar period in the Z00l/02 fiscal year.

TABLE 16; BUDGET OUT-TURN (Ksh bn)

'Prwssd
- Frgrc rn Esltffi ae dc,t lo GcP RdD (06)

CHART 12: t2-MOI{THS CUMULATIVE BUDGET OUT-TURN (Ksh bn)

to

Revenue and Grants

The Government's receipts from various sources

amounted to kGh 48.5bn during the first quarter

of the fiscal year 7007/03 (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: COilIPOSITION OF GOVERNMENT REVENUE
(Ksh bn)

Source: Treatury

Thx revenue of Ksh 39.7bn or 8I.9Y" of total

rcceipts. This was Ksh 3.3bn lower than

expccted, but Ksh L5bn higher than the

amount collectcd in a similar period in the

2001/02 fiscal ycar. Performancc by the

various tax categorics was as followst

Income tax collections amounting to
Ksh 14.2bn or 36.20/o of total tax

receipts compared with lGh 13.3bn or
34.8o/o of total receipts in a

corresponding period of 7001 / 07 fiscal

year. The receipts were, however, lGh
1.3bn below target, mainly duc to lower

than expectcd corporate performance.

Value addcd tax (VAT) collections
increased by Ksh O.Zbn to IGh 12.5bn

from Ksh 12.3bn in a similar period in
the previous fiscal year and wcrc Ksh

0.7bn lower than expected. VAT
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accounted for 3L.5o/o of total tax

receipts.

Import and excise duty collections

amounting to lGh 14.3bn, lGh 0.5bn

higher than in the first quafter of fiscal

year700l/02. Of this amount, import

and excise duties were IGh 4.6bn and

lGh 8.5bn, respectively.

The Government received a further lish 8.8bn

from the following sources:

a Non tax revenue amountingto Ksh 3.3bn.

This was Ksh 0.7bn higher than in a

corresponding period in fiscal year 7001/

02 and was on target.

a Appropriations inAid of XGh Z.9bn,which

was Ksh 0.6bn lower than in a similar
period in the fiscal yearZ}Ol/02, and lGh

1.4bn below target.

a Extemal grants of IGh 7.6bn,IGh 0.9bn

higher than inflows in a similar period in
fiscal year Z00l/02, and lGh 0.1bn more

than expected.

Expenditure and Net I-ending

Govemment ocpenditure during the first quafter

of the fiscal year 20A2/03 amounted to lGh
58.9bn, lGh 9.9bn higherthan in a similarperiod

in fiscal year 200L/02, but IGh 5.5bn lower than

budget estimate (Table 18). Major components

of expendirure were as follows:

Recurrent expendirure amounted to lGh

50.5bn or 85.8olo 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:

o Wages and salaries amounting Xlsh

19.2bn or 32.7o/o of total goverrrment

expenditure. This was Ksh 0.8bn

higher and lGh 1.3bn lower than in a
corresponding period in fiscal year

Z00l/02 and the budget estimate,

respectively.

o Debt service payments of lGh 9.1bn,

which was Ksh 0.9bn higher than
payments in a comparable period in
fiscal year 2001/02 and Ksh t.3bn
higher than orpected. Of these, interest

payments on domestic debtwere Kshs

7.4bn, an increase of lGh 1.7bn orrer

Ksh 5.7bn in the first quarter of the

fiscal year 2001/02 and Ksh 1.3bn

above target. Forergn interest payments

fell to IGh 1.7bn from lGh 2.4bn in a
similar period in the previous fiscal

year.

o Expenditures by ministries; mainly on

operations and maintenance,
amounting to lGh 22.lbn or 37.60/o of
total expenditure. This was IGh 4.3bn

higher than in the same period in the

prwious fiscal year but Ksh 3.5bn lower

than budget estimate.

o

a

l8 Kcnya Monthb, Economic Review. Novernber 2002
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a Development expenditure was Ksh 8.3bn
or 14.7o/o of total govemment expendirure.

At this level, the cxpendirure was IGh 4.3bn
higher than the first quarter of the fiscal year

7001/02 and Ksh 2.1bn below rarser.

The borrowed funds were used as follows'

o Built-up govemment deposits at the Cenrral

Bank by Ksh2.6bn;

o Make a net repayment of Ksh 1.6bn to
extemal creditors; and

o Finance a Ksh 11.6bn budget deficit.

Government Borrowing from the
Central Bank of Kenya

The Govemment nct borrowing from thc Ccnrral

Bank in the first four monrhs of the fiscal ycar

700?./03, was Ksh 1.0bn, cc>mpared with a net
repaymcnt of Ksh 9.7bn in a similar pcriod in
fiscal yetrr ?.001/02 (Table 20). fu a rcsulr, rhe

stock of debt owcd to thc Bank by the
Govcmment increascd to Ksh 45.9bn in Octobcr
2002 from Ksh 44.9bn in June 7007. Thc net

increasc rcflectcd thc following transactions:

. An incrcase of Ksh 5.9bn in the usc of thc
governmcnt ovcrdraft faciliry at thc []ank;

. A dcclinc of Ksh 4.7bn in itcms on rransit
to the Paymastcr GeneralAccount; and

o A dcclinc of Ksh 0.3bn in the llank's
holdings of rcdiscountcd sccuritics.

TABLE 20: GOVERNMENT GROSS BORROWING FROM THE
CENTRAL BANK (Ksh bn)
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Financing

The financing requiremenr in the first quarrer of
the fiscal year 7007/03 was Ksh 15.9bn (Tablc

i9). This was an improvement compared with
Ksh 19.0bn in a similar period of the previous

fiscal year. The XIsh I 5.9bn govemment financing

was sourced as follows,

IGh 0.lbn was borrowed from the Central
Bank;

IGh 8.7bn was borrowed from commercinl

banks; and

a lGh 7.0bn was borrowed from non-bank
SOUTCCS

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

Sources: Treasury & Central Bank of Kenya
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Overall Debt

The stock of outstanding public debt increased

to lGh 676.Zbn or 63.60/o of GDP at the end of
the first quarter of the fiscal year 2002/03. This

represents air increase of Ksh 12.5bn from June

2002 (Table 21). Of the total public debt, extemal

debt accounted for IGh 375.4bn or 59.9o/o of the

debt stock. The balance of Ksh 250.8bn or

40Jo/owas domestic debt. The increase in public

debt during the first quarter of the fiscal year

2007/03 was attributed to an increase of Ksh

14.8bn in domestic debt, which more than offset

a decrease of IGh 2.3bn in external debt.

TABLE 21: KENYAS PUBLIC DEBT (Ksh bn)

The following changes accounted for the lGh

15.2bn increase in net domestic debt between

June 2002 and October 2002:

Increase of Ksh 14.4bn in government

outstanding securities.

Increase of lGh 0.8bn in non securitised

debt.

TABLE 22: GOVERNMENT DOMESTIC DEBT (Ksh bn)
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TABLE 23: ANALYSIS OF DOMESTIC DEBT (Ksh bn)

' Ercludes REPO Tro.erry bllls
- lncludes ovordrafl ltomt ln tranCt commerclal bsnks edEnceE and trx

Source: Central Bank of Krnys

Treasury Bills

The stock of outstanding Treasury bills increased

to IGh 83.3bt'r in October 2002 from lGh 82.1bn

in June 2002 (Table 24 and Chart 13). The

distribution of the Ksh B3.3bn stock was as

follows'

Commercial banks held Ksh 32.5bn or

39.0o/o;
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Domestic Debt

The stock of outstanding govcrnment domestic

debt increased to Ksh 251.2bn in October 7002,

from Ksh 236.0bn in June 2002 (Tables 22 and

Z3). The debt represented ?.5.5o/o of GDP in

October 2002 compared wirh 75.60/o in June

7002.
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Non-bank financial institutions held lGh
1.1bn or 1.47o; and

Insurance companies, other corporate

investors and individuals held the balance

of lGh 49.7bn or 59.60/o.

Treasury Bonds

The stock of Treasury bonds increased by Ksh

13.2bn from IGh 106.3bn in June 2002 to l3h
119.5bn in October 2002. The Ksh 13.2bn

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

a

a

Issues of lGh 25.6bn; and

Redemptions worth lish 12.4bn.

During October 2007, a rwo-year fixed rate

Treasury bond and a five-year fixed rate Treasury

bond were issued, from which lGh 3.7bn, and

Ksh 0.8bn, respectively, were realised. The
coupon rates for the two- and five-year bonds

TABLE 24: OUTSTAI{DING TREASURY BILLS BY HOLDER (Ksh bn)

' E<cludes repurcha3e order bills

CHART'13: OUTSTANDING TREASURY BILLS BY HOLDER (Ksh bn)
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were 11.25% and 13.50o/o, respectively. The

distribution of the Treasury bonds stock of lGh

119.5bn among investors was as follows'

Commercial banks held bonds worth N:sh

51.Zbn;

Non-bank financial institutions held bonds

worth lGh 2.0bn;

Other investors comprising mainly
individuals and corporate investors held

Ksh 66.3bn worth of bonds.

Government l,ong Term Stocks

In October 7007, outstanding govemment long

tcrm stocks rcmained unchanged from the June

2002 stock of lGh 1.5bn. Of these, the National

Social Security Fund (NSSF) held stocks worth

IGh 0.8bn, whilc the balance of Ksh 0.7bn was

hcld by the non-bank investors.

External Public Debt

At the end of September 200?., cxternai public

dcbt stood at Ksh 375.4bn, equivalent to US$

4.8bn and was lGh 2.3bn lower than the debt

stock in June 2002. As a proportion of GDP,

external debt declined to 38.1o/" as at end

September 2002, from 41.0% as at the end of

June 2002.

The decrease of lGh 2.3bn in extemal debt over

the first quarter of the fiscal year 2002/03 was

explained byt

Disbursements of IGh 2.8bn from external

creditors, and

Repayments of Ksh 5.Obn to external

creditors; of which lGh 4.5bn was Cenrral

Government secured debt, and lGh 0.4bn

Government Guaranteed debt;

Multilateral institutions remained the major

creditors accounting for 59.0o/o or IGh 221.4bn

of the external debt (Chart 14). Debt owed to

bilateral creditors stood at lGh 129.0bn or 34.4o/o

while commercial loans and export credit

accounted for Ksh 25.0bn or 6.6Yo of the

external debt stock.

a

a

CHART 14: EXTERNAL DEBT DISTRIBUTION

Souroe: Treasury
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The overall balance of payments position was a

surplus of US$ 93m in the rwelve months to
September 2002, an improvement of US$ 92m

compared with a surplus of US$ lm in the t'welve

months to September 2001. The favourable

balance of payments outcome reflected the
surplus in the capital and financial accountwhich

more than offset the widening current account

deficit (Table 75 andChart 15).

The Current Account

The current account deficit widened to US$

4l4m (3.4o/o of GDP) in the year to September

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

to September 2001. The deterioration in the

current account was atffibuted to the decline in

the services account surplus bv US$ 389m as the

trade deficit narrowed bV US$ 275m.

TABLE 25: BALANCE 0F PAYMENTS (US$ m).

Revised to roflect the new BoP presontation format
Provie ional

Year to
Sep

2001

Quarte.s in Year to September 2002
Ql Q2 Q3 Q4

Ocl-Oec Jan-Mar Apr-Jun Jul.Sep..
Year to

sep
2002"20022001 2001

1

-250

-l 555
1 905

108
457
2.53
172
917

1 305
581
298

-123
-l'l 6
847
731
116

25'l
60

192
-270
257

-527
110
23
87

290

OVERALL BALANCE

I. CURRENT ACCOUNT
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Tea
Horticullure
Oil products
Other
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oit
C hem ica ls

Manufactured goods
Machinery & transport equipment
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Services
Non-factor services (net)

Of which: tourism receipts
lncome (net)

Of which: official interest income
Current Transfers

Private (net)
Public (net)

II. CAPITAL & FINANC:AL ACCOUNT
Capltal Tranfers (net)
FinanclalAccount

Oflicial, medium- & long-term
lnflows

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

Commercialbanks (net)
Other private, medium- & long-term (net)

Short term and errors & ommissions (net)

Gross Reserves
Oflicial

in months of goods and non-factor services
Commercial Banks

-l 58
613

32
104
64
13

399

346 0

839
460
427
806
835

838
166
142
105
210
215

771
168
126
99

225
153

3254
671
525
397
787
874

-23

-'t42

-381
431

15
88
57
38

233

812
130
118
99

20i
260

239
117

71
-43
-26

165
143
22

120
17

102
-8

42
-50
21
15

7

89

13

-l 80

.334
504

23
123
75
28

255

155
88
74

-37
-33
103
86
17

83

101

20

-1 93

456
377

15
46
64
20

232

833
208
138
94

148
245

414
-t 330
1924

85
362
260

99
1118

260
162
68

-'t 6
-17

113
96
17

263
220

82
-27
-28
70
53
17

916
588
295
-123
-1 04
451
378

73

193
24

168
-1 1

56
-67
-23

_1 3
-10
203

-'t 9
17

-36
9

61
-53
-'t 6
.1 I

1

-28

213
19

194
-2

48
-50
37
59

-21
159

507
78

429
.13

207
-220

20
43
-23

422

1487
1 054

3.2
4

I 459
1 064

3.4
39s

1 479
107 7

3.2

1 553
1 137

3.3
427

1 545
1119

3.5

1 545
'l 119

3.4
4263 4 2

Source: Crntnl Bank of Kenyr

Keny'a Monthly Econr.tmic Reviex, Novenbar 2002 23



tl.I l. l,\( l: ( )l: l'.1),1rr,\17 \

Trade Balance

Thc trade balancc improvcd to a dcficit of US$

1,330m in the year to Scptember 2002 from US$

1,555m in the ycar to Septembcr 2001' The

relativcly narrow trade deficit reflcctcd both the

increase in thc vtrlue of cxports and dccline in the

value of imporrs. The dccline'*'as in all categorics

of imports cxccpt 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'

Seruices

Thc services account surplus declined by US$

389m during the period under review following

dccrease in nct inflows related to current transfers'

CHART 15: TRENDS lN PRICES & VOLUMES OF MAJOR EXPORTS
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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$ 7* 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 bv US$ 257m to US$ 507m following

decline in net official outflows bv US$ 770m.

Private capital flows similarly declined by US$

110m to a net outflow of US$ 23m from net

inflows of US$ 87m. Foreign direct investmcnt

ileteriorated from a net inflow of US$62 m in

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

Foreign Exchange Reserves

The officiirl foreign exchangc rcserves increased

bv US$ 65m to US$ i,119m at the cnd of
September 2002 equivalcnt to 3.4 months of
imports of goods and not factor serviccs from

US$ 1,054m at the cnd of September 2001

(Chart 16). Foreign cxchangc rcserves hcld by

the commercial banks, however, dcclincd

marginally bv US$ 7m to US$ 426m from US$

433m ovcr the period. Thc overall forcign

exchange rcscrves hcld by thc banking systcm

therefore rosc to US$ I ,545m at thc end of
Septcmbcr 2002 from US$ 1,4t]7m at thc cnd

of Scptcmbcr 2001

CHART 16: FOREIGN EXCHANGE RESERVES (US$ m)

Source: Contral Bank of Krnys
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Trading af the Nairobi Stock Exclange (NSE) was

mixed in October 2002. While trading at the

equities market improved, activity at the bonds

market declined. No activitywas 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.

The NSE share index increased by 7o/o to

close at 1116.36 in October from the

previous level of 1043.40 in September

2002 (Chart 17).

The Bond Market

Turnover at the secondary market for bonds

decreased by IGh 1.5bn in October, compared

with September 2002. This lower turnovet

largely reflected IGh 1.4bn or 35o/o decline in

secondary mading of gwernment securities. The

average yield maded on bonds declined to LL.39%

in October from lL.97o/o in September 2002,

reflecting the downward trend in the 91 day

Treasury billrate.

a

a

o Market capitalisatioh increased by lGh

5.5bn or 6.40/o to lGh 91.3bn in October

from lGh 85.8bn in September 2002.

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

to share issuance, was 0.31o/o in October

compared with 0. 287o in Septemb er 2002.

Activity in October 2002 was largely dominated

by the industrial and allied sectors, which

represented610/o of total traded tumover.

\
\

\
\ ;
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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 thc
economic recovery reflect the adverse effects of
the prevailing low investor confidence related to
the general elections and the failure ro resrore i06

'fto,*d
'Alrdaad -nata

TABLE 26: REAL GROSS DOMESTTC PRODUCT AND RELATED AGGREGATES

Rt'nl Secron

Ag ric u ltu re
[V'l anufacturing
Trade, Tourism & Hotels
F i n a n c ia I S e r vic e s

Building & Construction
Transport & Communications
Government
Others of which

Non-monetary Seclor
Domesllc Seryices
Ownership of Dwellings
Other

Est. RealGDP (1982 Prices)
Nominal GDP (at Factor cost)
Overall GDP Deflator
GDP at Mkt Prices
MAIN SECTORS
Agriculture
Manufacturing
Trade, Tourism & Hotels
F r n a n c ia I S e r vi c e s

Building & Construction
Transport & Comm unlcations
Government
Others

Non-monetary Sector
Dom esllc Servlces
Ownership of Dwellings
Other

Es row th
A, o les

1 From lhe Econom ic Survey, 2002.
2 Based on selected econom ic aclivities
Sources: Central Bureau of Statistics and Central Bank ot Kenya
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0.5

04
0.6
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REALECONOMY

cxtcmal financial support. The adverse effects of

thc weak infrastructure particularly poor roads,

inefficient telecommunications and high cost of

powcr also contributed to the slowdown in

cconomic rccovery. The estimated annualised

growth in rcal GDP for thc first eight months of

2002 was 0.7"/ocomparcd with 0.8% in the same

pcriod of 2001.

Agriculture

Thc pcrformancc of major cash crops in the first

cight months of 2002 was as follows:

Exports of horticultural produce increased

by 8.0% comparcd with an incrcase of

i.lo/o in a similar period of 2001, while

sugar canc output incrcased by 38.7"/"

comparcd with a clcclinc of 25.4%" in the

samc pcriod (Tablc 27). Thc incrcase in

outpLrt in thcsc sul>scctors followcd the

favoural>lc wcathcr cttnditions and new

markcls fcrr horticulturc in the Middle East,

USA and Ausrralia.

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

relativelystable due to increased production. The

ongoing short rains are expected to further boost

production in the subsector.

Manufacturing

The manufacturing sector continued to recover

during the first eight months of 2002 as indicated

by the following:

The consumption of elecrricitY, an input

mostly utilised by industrial plants,

increased by Z.8o/ocompared with a decline

of 5.0o/o in a similar period of 2001.

o

a

a

o

a

Output of tca, pyrethrum and sisal

dcclincd by 6.60/", 19.9o/o and Z.to/"

rcspcctivcly in thc first eight months of

2002 comparcd with 38.60/o,88.2% and

3.8% increascs in thc same period in 2001.

Thc modest decline in tea production

followcd the delay in the longrains in major

tea gtowing areas.

Coffee production declined by 23.9o/o ro

the first eight months of 2002 compared

with a decline o{ 35.1o/" 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

Exports of manufactures increased by 8.1%

during the first half of 2002 compared with

an increase of 6.90/o in the same period of

2001. The improved performance was

partly in exports of textiles and fabrics,

which increased by L96%o following access

to the United States market through the

28 K ( t t.r' d il I ( ) il I lt l.t' E t' o t t t t tt r i c' Rt't'ic'lr'. N' t tvc n b e r ] () 0 2



REALECONOMY

a

African Growth and Oppornrnities Act
(AGOA). Other exports particularly steel

products, paper and paper products;

vegetable oils to the East African
Community and COMESA also increased.

Imported inputs for the sector, namely

chemicals and related products increased

by 8.2o/o in the first half of 2002 compared

with an increase of tl.3o/o 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 relativelycheap imported

units of second handvehicles (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.lo/o 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

govemment budgetary constraints.

Transport, Storage and Communications

The performance of keysubsectors over the first

eight months of 2002 was as follows (Thble 29),

Cargo handled through the Port of
Mombasa (KPA) declined by l.7o/o

compared with a g[owth of 26.20/o in the

first eight months of 2001 (Thble 30).

a

a

a

a

o

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

similar period of 2001.

Passengers through Jomo Kenyatta

Intemational Airport (KIA) declined by

7.0o/o compared with an increase of L7.3o/o

in the first eight months of 2001.

Cargo carried by the Kenya Railways

Corporation (KRC) increased by 2.2o/o

during the first eight months of 2002

compared with a decline of 6.50/o during

the first eight months of 2001.

The consumption of petroleum products

rose by 6.30/o in the first eight of 2002

compared with a dedine of 0.5o/o in the same

period of 2001.
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a

a

Trade, Restaurants and Hotels

The tourism subsector slowdown during the first

eight months of 2002 as follows,

Tourists arriving atJKIA declined by9.5Vo

compared with an increase of 5.9o/o in the

same period in 2001. Tourists arriving at

Moi International Airport, Mombasa

(MIAM) also declined by 2.6%o in the first

eight months of 2002.

debts, however, declined to lGh 4.9bn from lGh

5.4bn in the period. As a result of restn'rcturing

and other cost cutting measures, total expenses

of the banking sector declined to lGh 34.3bn in

the first eight months of 2002 compared with

lGh 3?.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 2.3o/o in

2003. The expected growth will continue to be

driven by agriculrure and other related sectors'

The increased access to regional markets within

the EastAfrican Community (EAC), COMESA,

and other preferential arrangements such as

AGOAwill 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.

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 IGh

5.9bn in the first eight months of }}}}compared

with pre-tax profits of lGh 6.1bn in the same

period of 2001. Provisions for bad and doubrful

30 Kenl'a Monthb' Economic Rewetv, November 2002



Bnlnruce SueEr oF rHE Csrurnnl Bnrur op IGruyn

(Amounts in IGh Millions)

Sept.
2001

Sept.
2002 M ovemen

ASSETS

Foreign Exchange

Advances and Discounts to Banks

lnvestment in Government Securities

Government Accounts

Overdraft to Government of Kenya
Clearing Account
IMF funds onlentto Government
Non-interest Bearing Government Debt

Debtors

Retirement Benefits

Property and Equipment

Other Assets
Revaluation Account
Times Tower

LIABILITIES

C urrency in Circulation

Repo Securities

Deposits
Government of Kenya
Commercial Banks

Kenya

External

Non -bank Financial lnstitutions
IMF

Other Public Entities and project A/Cs

Other Liabilities and Provisions

Capitaland Reserves
Capital
General Reserve Fund

Period's Surplus

145,671

80,455

700

1,402

40,205

501

819

1,969

36,917

1,936

289

591

20,193
18,642

1,551

159,966

87,206

5,794

1,387

45,041

2,952
3,091

2,091
36,91 7

1,683

287

826

17,642
17,642

14,195

6,7 51

5,094

-15

4,836

2,451

2,272

113

0

-153

-2

235

-2,551
-1,000
-1,551

14,1 95

5,482

10,129

-7,429
-9,772

3,295
-5

21

-861

-106

145,671 159,966

46,456

12,250

79,792
37,263

22,916
27

423
10,450
8,713

6,235
1,500
4,248

487

51,938

22,379

72,364
27,491

26,211
22

444
9,599
8,607

11 ,435
1,500
7,979

1,957

812

5,200
0

3,730

1,470

938 1,750

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

balance sheet of the Central Bank betrpeen

September 2001 and September 70072

Assets

Forergn exchange increased by lGh 6,751m to

lGh 87,206m from IGh 80,455m mainlv due to

purchase of foreign exchange from the interbank

market.

Advances and discounts to commercial banks

increased by IGh 5,094m to lGh 5,794m'

Government irccounts increased by IGh 4,836m

to lGh 45,041m in September 2002, mainly on

account of increases in the overdraft to

Govemmentof Kenya and clearinghouse bvKsh

7,45lmand XGh 2,27 2m, respectivelY'

Other assets, comprising rerraluation account and

Times Tower, decreased bv Ksh Z,55lm to lGh

17,642m.

Liabilities

Currency in circulation increased by Ksh

5,482mto IGh 51,938m ftom XGh 46,456m'

The stock of repo securities increased by IGh

10,129m to XGh 77,379m.

Deposits decreased by Ksh 7,478m to XGh

72,364m due to a decrease in deposits of the

Gorrcmment of Kenya by IGh 9, 7? 2m' Similarly'

deposits of IMF and other public entities and

projects declined by IGh 861m and lGh 106m'

respectively. Deposits of commercial banks'

however, rose bY IGh 3,295m'

Other tiabilities and provisions increased by

lGh 812m to trGh 1,750m.

Capital and reserves increased by XGh 5,200m

to lGh 11,435m in the year to September 2002

due to IGh 3,730m increase inthe generalreserve

fund and IGh 1,470m increase in the period's

surplus.

32
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