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Mr. Michael Rotich Sialai, EBS
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Parliarnent Building J

provisiolls of the central Ba,k of Kc,ya Act, )0r5 reqr-rires the cabinet Secretaryonsible for Fi,ance to speciI the pricc rruuirity L;;;r ancr rhe eco,o,ric poricy to beued by the Govern,ent at reast o,ce i, every period of 12rno,ths.

NAIROBI

Dear

RE: NOTICE TO THE CEN.|- RAL BAI\K OF KENYA ON THE PRICESTABILITY TARGE'T AND THB ECONOMIC t,OLICY OF TI{EGO \.ERNMENT FOR THE FINANCIAL YEAR 2O2O/2 1 BUDGBT
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In this regard' the-inflation target shallbe 5.0 pe.cenr, with a flexible,rargin of 2.Sperce,ton either side in the event ol'a-cl'crse shoclis. irrir i,rirrtion targct *iii ;;,easured by thel2-n-ronth change in the consutne. P.ic.e lndex rCpii zrs published by trre Kc,ya Natio.alBureau of statistics (KNBS). ]'he inl1ation targeii, il., li". with the ,r'u*o..o,r,mic targetsurrderpin,ing the 1'-Y 2020/21 budget ani'thzrt .r' trrc Mcdiuur-Tern rixpc.criturcIrrautework (MTEF) per:iod' l'hc rnacroeconrmic targcts Lrnclerpin the econornic poricicsof the Governtrtenl as cletailecl in the 2020 Buctgcr r;"-ri.y ;Loi.ffili'l,i *1.'g 0.,r.11p",
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b1'thc irtcr_Mi.istcrial Macro \vorki.g (iroLrp *'rrirc 1;rcpari,e the cxpercliture ccilirrgs

fbr tlrc l:Y 2020121 budgel'

l-lic centrar Ba,k of Kerrl,tr (cBI() is ther.elbrc expcctecr to achic'c this irrllatior target ztutl

ivi, be erccr)urrtable to tlic (io'er,,rc,r,,]na thc general llLr'lic lbr its attltittmcnt;.A:l]i.:.l.lli

trris targct *,ill rrelp preser'e n-,u-..o...n,i..ric stabirit'a.tl rcduce .,clcsirablc llltclltattotls

i, ec.rouric per{r,-,riance.'r'hc lrexiLilc nrargi, o('2.5 ,crcert or cit'er sicle o['t'c i*(latio,

target is to cater. Ibr cl.rects o1.cxte,ra1 s'o&s suc'as lrre acl'erse el'lccts ol'thc c.r'icl-19

rrarcrcr-r-ric a.ci oil 
'ricc 

,a',tlo.s. rj,-,,-,-,.rti.a[),. srrocr<s rra' e.ra.atc ri'o'r rapid atcl

Sc\/crCcltatlgesirirveatlrer.conclitionsthatrr,olrlciat.ttctirgricultLrraloLrtllttt.

A. E,conomic Policy to be taken by the (ioverltltrcltt

.r.hc cco,.,ric ,olic1, o1.the C.r,crrrre't i, trrc Fy 2020i21 buclgct clLtr*'s [i., thc rati.ual

clcvelo,urcrt agencla ['rhircl Naeciir,,ri][.,.,, Irlan (M]'i) IIr) .r'the vision 2030'l as cletailccl

i. the 2020 IlLrclgct poricy sraler;e;r a.cr acl.iustccr rh'orrgh thc 13Lrclgct Ijsti,ratcs as

aplrro,ecl b,v ,arlia.re,t irr Jurre 2tj20.'r-hc firiarizati.. .['ihc r]y zoz0l21 buclget *'as

agai'st a bacr<crro' o1. a co,tractirg grobal cc.oro,)/ *,i1rr sc'c'e cco'ol'ic dis*rptiorls

occasionecl b1' the covid-1g lranclJnic. l'he I)anclctrlic has clevastatcd man)' cotltltrtcs

causi.g ir-rterr.uptio,s to globar r,o.r.,.ii,rn. srip,rl,crrai's, tracle fru*'s' v.latility' i. llrtarlcial

,rar.,<ets a'd tigrrte.ing ol.global fira.cial urarliet co'critiors. corsequentll" global grou'1h

is 1lro.!ectccr to contrac-t by--4.9 p.,".,-,1in 2020. At thc cro,rcstic scerc, grou'tl-r ol'Ketiya's

ecorlollly itt202ois pr:ojectecl to.decline to 2.5 r)crccrt *o, 5.4 r)ercerlt in 2019 lbllorving

thc erdvcrse i.rpact of tr-," covid-19 panden-ricthat scvcrely af ibctcd rnost scottlrs ol'the

ecol.lorl.ry. Trre 
'arious 

co,tair.r,e,t ureasures i.-rplc*reried by thc co'e'nr,ent that

incluclccr restrictio, 01. uro,e,.nt, i,-,to a,cr out .1'surne cou,tie-s a'cl right tiure curl'eu'

simiIarll' afl'ectecl ecottotnic activity'

r, ordcr to rri,irnize tl.re acrversc cfrccts of tric pa.clcrnic orr pcoprc a,cl busir-resses, thc

Gove.r,re't outli,ecl var.i,us llscar a,cr r.r-ro.otary poricy lneasures' l, adclititl,' thc

Governrne't tr_rror-rgh the rrv zotiotzl buclget ,"iti i,nptcu-,cril a, Ircononric StirnulLrs

progra,rre to sti,rulate eco,o,ric activities i, ,rcrcr'to sal-eguard livelihoods. -lobs'

businesses a,d suppor.t inclustr-ial recovcry'. 'l-he Gove,r-rme,t is also dcvelolring a

corn,reheusive ,rosico,icl-19 lrco,omic Itecovery Strategy that,will rc-position the

oconolll), on a stead), and sr,rtui,.,nbie gro$,th tla-icct<tr1,al1cr thc Pattdemic'

'fhcrelbre. ecouotnic llolicf is tttnecl to sttllptlrt thcse Govertttrerit initiativcs irlcluding

itrpletnctltationol'theprioritl"'uifi;t*'"Agerlcla'[-hc(iovcrrttnctttrvillals<lcotltinuettr
proviclc a conclucive .,.,t'iro,',".'"i't fbr ttrtt llriVatc scctclr to tlirivc by prcscrYitrg

lracroccollollllcstabilitl''exparlclirlsinll'astrtrctr-rrc'itlrllrovitrgscourity'inrlllenrentirlg
br-rsirtess regulat<l11're{brtus't*1'o'1ii'.'g acccss ttl lltlattce and institr-rting governallce

rclortns.



il'o i,lprove the blrsi,ess ettviron,ert. rnac'oecoro,ric stabirity a,<i i, parr.icurar.pricestability rernain critical enablers. l-he fiscal p"lil, ,lraerpinnil! the f,y 202yl2l buclgerand that o{'the MTEF period ivill targer to gracllalll, 1..6r.e the fiscal deficit so as tostabilize grorvth of public clebr and .d;; ;ffii'r*r*., to tu,.,,l Gover.nurenr pr.ogra,rmes.This rvill in theptrocess complet,e,t the nrur.turl,';;;;.y or.trre Bank. r-he frscar crefrcit isprojected to decline fiorn 7.d percent o1'ciDp i, Fy 2"0r gn9 to T .5percent of GDp in Fy2020/21 and below 4'0 percent ot'i;op over tlie n',.Ji,,r',-, te,,. l'ire fiscar consoridationpla, will be supported by reverlucr rnobilizatio, a,d ratio,alizatio, of ,o,-coreexpenditures particularly r.eciu-r.ent.

The above policy r'vas outlined in the llLrdgct Sterterne,r deli'erecl to the National Assenrblyon 1l'r'June 2020' it is therefbre ex;tectecl tlrat the CIIK rvilr ,rai'tai, irrfration rvithin thetarget range during the Fy ZOiilil'Ur-rclger periocl.

Please hnd herewith atlached to tliis letter, the Notification on the price stability target andeconomic PolicS' of the Govemt,ent-elahrorating ilre sPeciflc ,rr.rrrr., on price stabilityand the accountability of the Central Bank ,rt fJnyu. 
''

Yours

HON. (AMB.) UKUR YATANI, B.G.H.
CAB T
Encls.

Copy to

TI I\ T GY

.iChairperson
,I,-inance and National planning Cornrnittee
r National Assernbl;, of Ker-rya

' NaIROBI

I Chairperson
Budget and Appropriatiorrs Comrnittee

r National Assernbly of Kenya
NAIROBI



REPUBLIC OF KEI{YA
TTIE NATIONAL TREASURY AND PI.ANNING

NOTICE TO THE CENTRAL BANK OF KENYA ON THE PRICE
STABILITY TARGET AND THE ECONOMIC POLICY OF THE
GOVERNMBNT FOR THE FINAIICIAL YEAF.IOIOILI BUDGET

As you are aware, the principal objectives of the Central Bank of Kenya (CBK) as
captured uoder section 4 (subsections 1-3) of the Central Bank of Kenya Act,Z0l5,
ate:

1. To formulate and impiement monetary policy directed to achieving and
maintaining stability in the general level of prices;

2. Torfoster the liquidity, solvency and proper functioning of a stable market-
based financial system; and

3. Subject to subsections (1) and (2), to support the economic policy of the
Government, including its objectives for growth and employment.

.

In addition, subsections 4 and 5 provide that the Cabinet Secretary responsible for
Finance shall specit, at least once in every period of l2months:

a. The price stability target of the Govemment, in consultations with the Central
Bank; and,

b. Econornic policy to be taken by the Govemment.
l

Further, under subsection 6, the Act requires the Cabinet Secretary to publish the
Price Stability Notice in such a manner he considers fit and lay a copy of the Notice
before the appropriate committee of the National Assembly.

In compliance with the provisions of the CBI( Act (2015), this notification sets out
the price stability target and the economic policy to be undertaken by the
Govenrment in the FY 2020lzl as follows:
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A. Price Stability Target

The inflation target sha1l be 5.0 percent, with a flexible margin of 2.5 percent on

either side in the event of adverse shocks. This inflation target will be measured by

the 12-nonth change in the Consumer Price Index (CPD as published by the Kenya

National Bureau of Statistics (KNBS). The inflation talget is in line with the

macroeconomic targets underpinning the FY 2020121 budget and that of the

Mediuryr-Term Expenditure Framework (MTEF) period. The macroeconomic

targets underpin the economic policies of the Goverrment as detailed in the 2020

Budget Policy Statement and were developed by the inter-agency Macro Working

Group while preparing the expenditure ceilings for the FY 2020121 budget.

The Central Bank of Kenya (CBK) is therefore expected to achieve this inflation

target and will be accountable to the Government and the general public for its

attainment. Achieving this target will help preserve macroeconomic stability and

reduce undesirable fluctuations in economic performance. The flexible margin of
2.5 percent on either side of the inflation target is to cater for effects of external

shocks such as the adverse effects of the Covid-19 Pandemic and oil price variations.

Domestically, shocks rnay emanate fi'om rapid and severe changes in weather

conditions that would affect agricultural output.

In the event that inflation rate published by KNBS, deviates from the target by more

than 2.5 percentage points in either direction, the CBK will provide a letter

indicating:

i. The factors driving inflation away from the specified target by more than

2.5 percentage points in either direction;

ii. The measure(s) which the CBK is taking to address the deviation; and

iii. The time period within which the CBK expects inflation to retutn to the

target.

A copy of this Notice will be shared with the appropriate Cornmittee of the National

Assembly, and in case of deviation fiom target, CBK will be expected to share a

copy of the letter explaining the deviation to the Chairperson of the same Committee.

If the deviation persists for tluee consecutive months after the initial letter, CBI( will

be expected to send another letter further explaining the deviation from the target.



In assessing the inflation developments, the Govenunent will consider the prevailing
economic conditions at the tirne.

B. Economic poricy to be taken by the Government

The econornic policy of the Govenunent in the Fy 2020/21 budget draws fi.om thenational development agenda [Third Medium Term plan (MTp rlr) of the vision
20301 as detailed in the 2020 Budget Policy Statement and adjusted through the
Budget Estirnates as approved by Parliament in June 2020. The final izationof theFY 2020/2L budget was against a backdrop of a contracting global economy with
severe economic disruptions occasioned by the Covid- 19 pandemic. The pandernic
has devastated many countries causing interruptions to global production, supply
chains, trade flows, volatility in financial markets and tightening of global fina,cial
rnarket conditions. Consequently, global growth is projected to contract by -4.9percent in 2020' At the domestic scene, growth of Kenya's econom y in 2020 isprojected to decline to 2.5 percent frofir 5.4 percent in 2019 following the adverseimpact of the covid- 19 Pandemic that severely affected most sectors of the
economy' The various containment measures irnplemented by the Govemment thatincluded restriction of movements into and out of some counties and night tirne
curfew similarly affected economic activity.

In order to minirnize the adverse effects of the pandemic on people and businesses,
the Governrnent outlined various fiscal and monetary policy measures. In addition,the Govemrnent ttu'ough the FY 2o2o/21 budget will irnplement an Economic
stimulus Progratnme to stimulate economic activities in order to safeguard
livelihoods, jobs, businesses and support industrial recovery. The Govemment is
also developing a cornprehensive Post-covid- l9 Economic Recovery strategy thatwill re=position the economy on a steady and sustainable growth trajectory after the
Pandemic.

Therefore, economic policy is tuned to support these Gove*ment initiatives
including implementation of the priority "Big Ftr." Agenda. The Gover-nment will
also continue to provide a conducive environment fbr the private sector to thrive bypreserving macroeconotnic stability, expanding infrastructure, irnproving security,
implementing business regulatory refoms, expanding access to finance ancl
instituting govelxance reforms.
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To improve the business environment, ntact'oeconomic stability and in particular

price stability remain critical enablers. The fiscal policy underpinning the FY

2O2Ol21 budget and that of the MTEF period will target to gradually reduce the fiscal

deficit so as to stabilize growth of public debt and create fiscal space to fund

Government programmes. This will in the process complerrent the monetary policy

of the Bank. The fiscal deficit is projected to decline from 7.8 percent of GDP in FY

201gllg to 7.5 percent of GDp in Fy 2020121 and below 4.0 percent of GDP over

the medium terrn. The fiscal consolidation plan will be supporled by revenue

rnob i lization and r atronahzation o f non- core expenditure s parlicularly recurrent'

The above policy was outlined in the Budget Staternent deiivered to the National

Assernbly on 1lth June 2O2O.It is therefore expected that the CBK will maintain

inflation within the target range during the FY 2020121 budget period'

Accountability

The Central Bank of Kenya and the Monetary Policy Committee is accountable to

the Government for the price stability target set out in this Notice' In this respect'

the accountability fiamework in terms of regurar reporting will remain as outlined

in sections 48, 4C and 4D of the cBK Act, 201 5. The format of reporling to the

National Assembly remains as previously stated'

Revision of the Target

The revision of the inflation target will be set out in the budget for the FY 2021122

and will take into account updates of the Government's economic policy objectives

in the 2021Budget Poiicy Statement'

HO UKUR YATANI, E.G.H.

ABINE S TARY NA ONAL T Y PL G

July 6, 2020


