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In accordance with Section 48 of the Central Bank of Kenya Act, it is my pleasure to present to you, Honorable

Cabinet Secretary of the National Treasury and Economic Planning, the 55th Monetary Policy Statement of the

Central Bank of Kenya. lt reviews and assesses the implementation of monetary policy d uring the second half of

2024 and outlines the direction of monetary policy for the next 12 months.

Dr. Kamau Thugge, CBS

Governor
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THE PRINCIPAL OBJECTIVES OF THE CENTRAL BANK OF KENYA

t

The role of rhe Central Bank of Kenya (CBK) is anchored in Section 231 of Kenya's Constitution and in the CBK

Act. The CBK is responsible for formulating monetary policy to achieve and maintain price stability and issuing

cu rrency.

The Bank also promotes [inancial stability th rough regulation, supervision, and licensing of financia I institutions

under its mandate. lt also provrdes oversight of the payments, clearing and settlement systems, arrd fosters

liquidity, solvency, and proper [unctioning of the financial system. The CBK formulales and implements the

foreign exchange policy and manages foreign exchange reserves. lt is also the banker for, adviser to, and fiscal

agent of the Government.

The CBK's monetary policy is designed to support the Government's objectives with respect to growth. The CBK

formulates and conducts monetary policy with the aim of keeping overall inflation within the target prescribed

by the National Treasury at the beginning of the financial year. Currently, this target is a range hr€tween 2.5

percent and 7.5 percent.

The achievement and maintenance of a low and stable inflation rate coupled with adequate liquidity in the

market, facilitates higher levels of donrestic savings and private investment. This leads to improved economic

growth, higher real incomes, and increased enrployment opportunities.

The CBK pursues its monetary policy oblectives using the following instruments:

Open Market Operations (OMO): This refers to actions by the CBK involving purchases and sales of

eligible securities to regulate the money supply and the credit conditions in the economy. OMO can also

be used to stabilize short-term lnterest rates. When the Central Bank buys securities on the open market, it

increases the reserves of commercial banks, making it possible for them to expand their loans and hence

increase the money supply. To achieve the desired level of money supply, OMO is condrrcted using:

Repurchase Agre€ments (Repos)3 A repo is a collateralized loan involving a contraclual arrangement

between two parties, in which one party sells a security at a specilied price with a commitmerlt to buy the

security back at a later date. Both parties therefore, meet their investment goals of secured funding and

liquidity. CBK Repos are conducted through auctions with tenors of 3 and 7 days and are for mopping up

liquidity from the marker. The Late Repo, sold ln the afternoon, has a 4-day tenor and is issued at 100 basis

points below the repo rate of the day. Reverse Repos, on the other hand, are for liquidity iniections and

involve purchase oi securities from conrmercial banks. The current tenors for Reverse Repos are 7 , 14,21,

28 and 9I days.

ii. Term Audion Deposit (TAD): The TAD is used when the securities held by the CBK for Repo purposes are

exhausted or when CBK considers it desirable to of{er longer dated tenors. TAD is essentially not backed by

collateral, and it is conducted through an auction, simiLar to Repos. Currently, the tenors for such deposits

at CBK are 14,2I,28 or 9l days and upon maturity of TAD, the C BK cred its the respective commercia I bank

with the deposit and interest.

iii. Horizontal Repos: Horizontal Repos are modes oi improving liquidity distribution between commercial

banks and are conducted under CBK supervision. They are transacted beNveen commercial banks on the

basls of signed agreements using government secu rities as collatera I and have negotiated tenors a nd yields.

Commercial banks, short of deposits at the CBK, borrow lrom banks with excess deposits on the security

of an appropriate asset, normally a government security. Horizontal Repos also help banks overcome the

problem of limits to lines of credit, thus promoting more efficient management of rnterbank liquidity.

INSTRUMENTS AND TRANSMISSION OF MONETARY POLICY

t
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Ccntr.l B.nk Ratc (cBR): The CBR rs revrewed and announced by the Monetary Polrcy Commrttee (MPC)

at least every two months Movements rn the CBR, both rn drrectron arrd magnrtude, stgnal the monetary
pollcystance To cn ha nce c la nty a nd certa rnty rn monet.lry polrcy rm plen]entatton, the CBR rs t he base for a ll
monetary polrcy operatrons To enhance monetary polrcy transmrsston the l,4PC adopted a new monetary
polrcy rmplementat on framework rn August 2023 The framework ]s based on tnflatton targetrng and on
lnterest rate corrtdor around the CBR at 150 basrs potnts Conststent wtth lhe ncw framework monetary
pollcy operatlons are atmed at ensurrng the rnterbank rate as an operatlng larget closely targets the CBR

The effrc ency rn the Repo and rn terban k ma r kets rs crucra I ior the transm rssron of monetary polrcy decrsrons
The CBK monrtors the overnrght rntcrbank money market lt responds to the trghtness or slackness rn the
rnterban k ma rket lrqu rd rty th rough OMO Short term rnternatronal llows of caprta I a re affected by short,term
lnterest rales rn the country These are, rn turn, affecled by movements rn the CBR and hence rndrrectly, the
erchange rate could also be affected

Standing Fecilitics: The C BK does not havc au toma [rc stand rng facrlrtres wlth respecl to overn rght lend rng
The CBK, as lender of last resort, provrdes secured loans to commercral banks on an overnrghl basrs at a
penal rate that rs over the CBR Th s fac lrty s referred to as the Drscounl Wrndow To rmprove access to the
discount wrndow the a pplrcable tnterest rate ts currently set at 300 bas s potnts above the CBR

The Cesh Rascrvcs Ratio (CRR):ln accordance wrth the law, the CRR rs the proportron o[ a commercral
bank's totai deposrt lrabrlrLres whrch must bc held as deposrts at CBK These deposlts are held tn the CRR
Accounlatnotnterest Dunnglherevrewpcrrod,theralowas425percentof thctotalof abank'sdomeslrc
and foretgn currency deposrt lra brlrtres To lacrlrlate commercraL banks' lrqurdrty management, commercLal
banks were requtred to marntarn therr CRR based on a darly average level from rhe 15th of the prevlous
mon th to the 14th of the cu rrent month and not to [a]l below a C RR oi 3 percent on a ny day

Lic€nsing end Supervision of Financial lnstitutions: The CBK uses the lrcens ng and supervrsron
tools [o ensure stabrlrty and efftcrency of the bankrng system, th s tncludes vetttng potenlral managers [or
su rtabrlrty

Th! National Payments System: The modernrsal on of the NatronaL Payments System has contrnued
to Lower transact on costs and enhanced the effrcrency of the payments systems Thts has ensured the
effectrveness oI nronetary polrcy rnstruments

Communication: The tncreastng use oI com m u n rcatron med ra ensu res a wrder d lssem rnatron of monetary
polrcy decrsrons and background dala thereby rncreasrng the effroency o[ rnformatron transmrssron and
managlng expectattons The regular rnteractron between the llPC and fhe Ch e[ Execulive Offrcers of banks
has ensured thal mone[ary poLcy decrsrons are transm]tted to [he bankrng sector The regular Governor's
Press Conferences have also enhanced the medra understandrng of monetary polrcy decrsrons The CBK
webstte ts an tmportant source oi up to-datc data on all aspects of the [rnanctal market lncludtng r]lerest
rates, excha nge rates, resu lts of a uctrons oI governmen t secu fl t es, a nd the L4 pC releases
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EXECUTIVE SUMMARY

This Monetary Policy Statement provides the direction of monetary policy ln 2025. lt also reviews the outcome

of the monetary poLicy adopted in the second ha lf of 202+. During the second half of 2024, monetary poLicy was

conducted in the context of an improved globaloutlook for growth supported by resilient growth in lhe tl.S.A

and in some large emerging rnarket economies, particularly India. The growth outlook ls subiect to significant

risks arlsing from escalation of geopolitical tensions particularly the lsrael-Palestinian conflict. Global inflatlon

moderated, but some stickiness in core inflation perslsted in the advanced economies. Food inflation continued

to decline for some key items such as sugar and cereals, but the price of edible oils rose in the Last quarter of

2024, tnternational oil prices moderated on account of subdued demand ln China and increased production by

non-OPEC countries, but its evolution is subiect to geopolitical risks.

The MpC continued to rnonitor the performance of the new rnonetary policy implementation framework

adopted in August 2023 a nd reviewed in the J u ne 2024 M PC tqeeting. The M PC noted that the revised framework

resulted in improved functioning of the interbank rnarket, narrower lnterest rate spreads with reduced market

segmentation, and improved monetary poLicy transmission in the six rnonths to December 2024.

The CBK cond ucted moneta ry policy in the second ha Lf of 2024 with the objective of ma intain ing overatI inflation

within the target range of 512.5 percent. During the lvlonetary Policy Committee (lt/PC) meeting held in August

2024, the MPC reduced the Central Bank Rate (CBR) lo 12.75 percent, noting that its previous measures had

lowered overaLl inflation to below the mid point of the target range, stabilized the exchange rale, and anchored

inflationary expectations. ln October 2024, the Comm ittee nT et a nd lowered the C BR to 12.00 percent citing the

sharp slowdown in private sector credit growth and a deceleration in economic growth in Q2 2024, despite the

low inflation and stable exchange rate. The MPC concluded that there was room for further monetary policy

easing to support economic activity while ensuring exchange rate stability. ln December 2024, the committee

lowered further the policy rate to 11.25 percent, and urged the banks to take necessary steps to lower their

lendlng rates, in order to stimulale credit to the private sector, and in so dorng stimulate economic activity.

Overall inflation remained within the target range from June to December 2024, ptimarily due to low food and

fuel prices. lt declined to 3.0 percent in December 2A24 from 4.6 percent in June 2024. Over the same period,

food inflation declined to 4.8 percent frorn 5.6 percent, mainly on account of significant decreases in prices of

certa in vegetable a nd non vegetable ltems, reflecting seasona I patterns and developments in internationa I food

prices. Meanwhi[e fuel inflation contracted to 1.0 percen t in Decem ber 2024 from 6.4 percent in J u ne 2024.

The foreign excha nge ma rket remained sta ble in the second ha Lf of 2024 despite increased globa l u certainties,

effects of a stronger U.S. Do Lla r a nd geopolitica I tensions in the M idd Le East. The ma rket was main ly su pported by

inflows from agriculturalexports, remittances and portfolio investments, while demand was driven by a pickup

in economic activity specifically n the wholesale and retail sectors. The current account deficit was estimated

at 3.7 percent of cDP in 2024, compared to 4.0 percent of GDP in 2023. The CBK gross foreign exchange reserves

stood at USD 10,091 million (5.1 months of import cover) as at the end of December 2024 ard continued to

provide an adequate buffer against short-term shocks in the foreign exchange market

The banking sector remained stable and resilient in the period ending December 2024, with strong liquidity

and capitaI adequacy ratios. The average commercial banks' liquidity and capital adequacy ratios stood at

55.8 percent and 19.4 percent, respectively, in December 2024 and were above the minimum statutory limits

of 20.0 percent and 14.5 percent, respectively. Credit risk was elevated with gross non performing loans rising

ma rgina lly to 16.4 percent in Decem ber 2024 com pared to 16.3 percent in J u ne 2024. Private sector credit growth

contracted to 1.4 percent in Decem ber 2024 from a growth of 4.0 percent in Ju ne 2024, pa rtly reflecting effects of

exchange rate appreciatlon on foreign currency loans.
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The pace of economic growth slowed down in the third quarter of 2024, primarily due to a contraction in
lndustrial activity and slowdown across most sectors of the economy. The industriaI sector growth contracted
by 0.2 percent, frorn 3.1 percent growth in a similar quarter in 2023, primarily due to a notable reduction in the
growth of construction, and mining and quarrying sub-sectors. The agricultural sector growth was moderate at
4.2 percent compared to 5.1 percent in a similar quarter of 2023, supported by favourable weather conditions
and strategic government efforts to manage in put costs, notably through fertilizer subsidies, which boosted crop
yields. Services sectors growth broadly decelerated to 5.3 percent compared to a growth of 7.8 percent in a
similar quarter of 2023. Ali services sectors recorded slower growth except wholesale and retail trade, public
ad min istration, and ed ucation.

Ihe monetary policy stance in 2025 will aim at rnaintalning overall inflation within the target range ol 512.5
percent. The economy is estimated to grow at 4.6 percent in 2024 and prol-ected at 5.4 percent ln 2025, su pported
by continued strong performance of agriculture and services sectors, anticipated recovery in growth ofcreditto
the private sector, a nd improved exports. The foreign excha nge market is expected to remain stable su pport€d by,
resilient exports receipts, and buoyant remittances. The current account deficit is expected to remain relatively
stabLe at 3.8 percent of GDP in 2025. The continued coordination of monetary and fiscal pollcies is expected to
sustain macroeconomic stability and support economic activity.

The Bank wiLl continue to rmplement reforms outlined in the White Paper on Modernizotion of the Monetory
Policy Fromework ond operotians, to strengthen the monetary policy framework and operations. The Bank wilt
also contirrue to hold regular engagements with stakeholders in the banking sector, as well as with CEOS of
non-bank prlvate sector firms. The Bank will continue to monitor the impact of its policy measures, as well
as developments in the global and domestic economy to mitigate the adverse economic impact and financial
disruptions to safeguard price stabiLity,

vt



1. INTRODUCTION

This Monetary Policy Statement (l/PS) provides the
direction of monetary policy in 2025. lt also presents

the outcome of the monetary policy actions adopted
in the second ha lf of 2024.

Price stability remains the primary objective of
monetary policy formulation and implementation.
The Central Bank Rate (CBR) signals the monetary
policy stance and is the base for all monetary policy

operations. The Bank monitors developments in

inflation, a nd key monetary aggregates such as broad

money (M3) and credit to the private sector, while
maintaining a llexlble exchange rate regime. The

Bank's participation in the foreign exchange market

is guided by the need to maintain an adequate
level of foreign exchange reserves, meeting the
Government's external obligations, and ensuring

stability ln the foreign exchange market. The CBK

foreign exchange reserves provide a buffer against

short'term shocks.

Gtobal growth is expected to lmprove to 3.3 percent

in 2025 from an estimate of 3.2 percent in 2024,

supported by robust services sector and better than
expected economic outturns in United States, lndia,

United Kingdom and some prnsrging economies.

ln emerging markets, growth is expected to remain

stable at 4.2 percent in 2025 and 4.3 percent in 2026.

Mea nwhile growth, ln Su b-Saha ra n Af rica is projected

to increase to 4.2 percent in 2025 and 2026 from 3.8

percent in 2024. However, geopolitical tensions and
policy uncertainty are key risks to the global growth

outlook.

The CBK continued to monitor the impact of
outcomes of its previous decisions and measures

implemented to mitigate the adverse economic
impact and financial disruptions, as well as

developments in the global and domestic economy.

At its meetrngs held in the second half of 2024,

the MPC progressively eased the monetary policy

stance while noting that the previous measures had

lowered overall inflation to below the mid'point of

the target range, stabilized the exchange rate, and

anchored inflationary expectations, In the August

2024 meeting, the MPC reduced the CBR to 12.75

percent from 13.00 percent in June 2024.

ln the subsequent rneetings held in October and

Decem ber, the M PC reduced the CBR to 12.00 percent

and 1l-25 percent, respectively. The MPC noted the

sharp deceleration in credit to the private sector,

and the slowdown in growth in the second quarter

of 2024, and determined that lhere was room for
f urther monetary policy easing to support economic
activity, while maintaining exchange rate stability.

The rest of this Policy Statement is organized as

follows. Section 2 reviews the outcome of the
monetary policy stance implemented in the second

hall of 2024 while Section 3 describes the external

economic environment and outlook for 2025. Section

4 concludes by outlining the specific moneta ry policy
path for 2025.
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2. ACTIONS AND OUTCOMES OF THE POLICY STANCE tN THE SECOND HALF OF 2024

During the second half of 2024, monetary policy
formulation and implementation was aimed at
achieving and maintaining overalL inflation at the
target of 5.0 percent with a f lexible margin of 2.5
percent on either side. During the period under
review, inflationary pressures dissipated, and the
exchange rate was stable following the rightening
of the monetary pollcy stance in the first half of the
year. CBK continued to monitor the overall liquidity
in the economy as well as any potential th reats wh ich
could fuel demand driven inflationary pressures.

During the MPC meeting held in August 2024, the
MPC decided ro lower the CBR to 12.75 percent. The
MPC noted that its previous measures had lowered
overall inflatjon to below the mid-point of the target
range, stabilized the exchange rate, and anchored
inflataonary expectations. The Committee further
noted that non-food,non-fuel (NFNF) inflation
had moderated, while central banks in advanced
economies had lowered interest rates in response to
easing inflationary pressures, with indicatlons that
other central banks would soon embark on a similar
trajectory. 1 The i.,4 PC co ncluded that there was scope
for a gradual easing of the monetary policy stance,
while ensuring continued exchange rate stability.

During the l'/ PC meeting held in Ocrober 2024,
the Committee noted that overall inflation had
declined further and was expected to remain
below the midpoint of the target range in the near
term, supported by stable lood inflation anributed
to improved supply from the harvests, a stable
exchange rate, and lower fuel inflation. Additionally,
the Cornmittee noted that NFNF inflation had
moderated and was expected to remain stable, while
central banks in the majoreconomies had contin ued
lo lower interest rates in response to easing
inflationary pressures, with expectations of further
reductions in [he coming months. The MPC also

noted the sharp deceleration in credit to the private
sector, and the slowdown in growth in the second
quarter of 2024, and concluded that there was scope
for a further easing of the monetary policy stance to
support economic activity, while ensuring exchange
rate stability. Consequently, the lvlPC lowered the
Central Bank Rate to 12.00 percent.

ln Decen'rber 2024, the MPC further reduced the
CBR to 11.25 percent to reinforce previous policy
actions aimed at boosting economic growth and
encouraging private sector credit uptake.

The following are the specif ic outcomes of the policy
measures implemented in the secon d half of 202a.

i. lnflation

Overall inflation remained wilhin the target range
from June to December 2024, mainly on account of
low food and fuel prices. lt declined to 3,0 percent
in December 2024 lrom 4.6 percent in June 2024.
Over the same period, food inflation declined to 4.8
percent from 5,6 percent, primarily due to significant
decreases in prices of selected vegetable and non
vegetable items reflecting seasonal patterns and
developments in international food prices. Fuel
inflation recorded a deflation of -1.0 percent in
December from 6.4 percent in June, mainly driven
by a sharp decline in pump, electricity, and cooking
gas (LPG) prices attributable to developments in
international oil prices and a stable exchange rate.
NFNF inflalion declined to 3.2 percent in December
20?4, f @m 3.4 percent in June, reflecting continued
muted demand pressures and impact of residual
effects of monetary policy tightening (Chart la and
1b).

2

lDuringtheperodunderrevlew,theKenyaNationd Bureau oI Statistrqs and the Central Bank of Keflya inifiated discussions on core dnd
non-core measures of lnllation. The outcome oi th€,deliberatlons will be repo(ed in the next Monelary poircy Statement



Chart 1a: lnflation in Broad Measures (year-on-year, percent)
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lnflation rates for the'foodl 'aLcoholic beverages, tobacco and narcoticsl and'housing, water, electricity, gas

and fuelsl categories in the consumer basket were lower in December 2024 compared to June 2024 (Chart 1b).

Chart 1b: 12-Month lnflation by Broad CPI Categories (Percent)
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ii Bank credittothe Private Sector

Growth in credit to the private sector declined further
in the second half of 2024, contracting by 1..4 percent

in the 12-months to December 2024 cornpared to

4.0 percen[ in June 2024. The decline was partly

due to the impact of exchange rate appreciation
on foreign currency loans and higher lending rates

due to the lagged effects of previous n'lonetary

policy tightening. Foreign currency loans, which

account for about 26 percent of total private sector

credit are largely concentrated in manufacturing,
trade, transport, and comrnunication sectors. These

sectors recorded signifrcant declines in credit during
the period (Table 1). The pace of private sector

credit growth is expected to improve in 2025 relative

to 2024, partLy reflecting the easing of the monetary
poLicy stance. The resiLience in economlc activity and

de'risking of lend ing to the NISM Es through the cred it

guarantee scheme ls also expected tosupportcredit
demand.
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Table 1: l2-Month Growth in Private Sector Credit across Sectors (percent)

l.{ainsedors De(-23 Jan-21 Feb-21 Mar-24 Apr.24 May.24 Jun.24 Jul.24 Au -24 Sep-24 0ct.24 tlov-24 Dec.24

Agricuhure 23.4

l,lanufacturing 20.9

Trade 13.1

Building and conSrudion 8.6

Transpon and com mun ication 20.8

tinaffe and insuran(e 50.2

Realestate 7.1

Llining and quanying l5.l
Private households 2.5

Comumerdurables 9.9

Busin€ss s€rvices 1.1

0th€ractMti6 16.4

lot l Fint. rcdor (rdit 13.9

Source: Centrol Bonk of Kenyo
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iii. Oevelopments in the other Monetary
Aggregates

nrainly refLecled in reduced credit to the private
sector. and decreased contribution of the net foreign
assets o[ the banking system. This was mainly on
account of reduced cornnrcrcial banks' foreign
assets partly relating to effects of appreciation of
the exchange rate (Chart 2 and Table 2). tn the
near tcrm, growth in money supply is expected to
improve, to reflect the anticipated recovery in private
sector credit growth.

The 12-month growth of broad money, M3,

contracted by 0.2 percent in December )A24 from
6.8 percent ln June 2024, largely reflecting reduced
deposits, partly due to the irnpact of exchange rate
appreciation on foreign currency deposits. On the
asset side, the decLine in money supply growth was

Chart 2: The l2-Month Growth in Broad Money Supply (M3) (percent)
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Table 2r Key Monetary Aggregates

Dec-23 Ma.-24 Jun-24 Ju!24 Nrg'24 SeP-24 Oct-24 Nov-24 Oec-24

Broad Money,l,l3 5,498.6 5,204.4
(Ksh Billion)

Reserve Money 595.5 578.1
(Ksh Billion)

Cr€dit to private 3,911.2 3,829.0

sector (Ksh Billion)

Memorandum
Items

l2-month growth 15.3 13.7

in actualReserve
Money (Percent)

l2-month growth 21.2 11.5

in actual Broad
Money, M3
(Percent)

Source: Centrol Bonk of Kenyo

5,381.3 s,424.9 5,404.5 5;8r.4 5,374.3 5,490-3 5,488'7

579.7 587.8 600.0 580.2 607.3 613.0 671.t

3,791.5 3,780.0 3,776.1 3,789.1 3,814.3 3,813.3 3,857.7

6.8 5.7

tv, lnterest Rates DeveloPments

a, Short Term Rates

Shodterm interest rates decreased during the
second half of 2024, reflecting easing of n]onetary
policy stance and liquidity conditions in the money
markets (Table 3). The average interbank interest

r8.7

1.6 0.8 1.6 (0.2)

rate decreased to 11.45 percent in Decen]ber 2024

from 13.14 percent in June 2024 and was within the
prescribed interest rate corridor around the CBR

(Chart 3). Similarly, the average 9l-day Treasury bill
rate decreased to I0.32 percent in December 2024

from 15.97 percent in June 2024, while the average

182 day Treasury bill rate decreased to 10.39 percent

f rom 16.67 percent.

10.3 7.t (1.2) 8.3 5.6 4.5

3-3
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Chart 3: lnterbank rate, interest rate corridor and Overn ight Discount Window

rate (percent)
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b. Commercial Bank Rates

Com mercia I banks average lending a nd deposit rates
remained elevated in the second half of 2024, partly
reflecting the residual effects of the tightening of
the monetary policy stance However, the weighted
average lending rate declined to 16.89 percent in

Table 3: lnterest Rates (Percent)

CentralBank Rate

December frorr| 17.22 percent in November but
remained eLevated conrpared to 16,85 percent
in June 2024. The weighted average deposit rate
decreased to i0.45 percent in December kom 11.48
percent in )une 2024.

lnterbank

9r-Tbill
182'Tbill

Awr.tc Lsding R.te (r)
overdrafvloan
l-5years

Oversyears

Avcrat. Deposit Rat€ (2)

Demand

0-3months

Over3months

Savings

t-2

10.50

9.,18

1t.49

11.54

13.31

12.83

13.79

13.06

7,80

1.97

8.32

8.54

3.92

5.5r

10.50

12.36

14.38

14.42

13.98

13.62

14.48

r3.67

8.64

2.37

9.76

8.96

4.00

5.33

12.50

t1.65

15.70

1s.80

It,63
14.65

15.r6

14.14

10,10

2.5r

11.42

10.19

4.24

4.95

r3.00

13.42

16.68

16.86

,.6r8
15.97

16.82

15.90

r0,52
2.57

12.08

t1.27

3.90

5.75

13.00

13.14

15.97

16.57

16.85

15.78

17.52

16.25

ll.a8
2.45

12.56

11.92

5.1r

5.37

13.00

13.17

16.00

r6.82

16,84

16.43

r7.59

16.32

11.28

2.58

12.38

12.08

4.56

5.55

12.75

13.01

1s.85

16.74

r6,84
16.39

17.66

16.27

lr.l4
2.75

12.03

4.62

5.71

t2.75

12.61

r5.75

16.62

16.91

r6.83

17.69

16.18

ll.2'l
1.62

r7.28

12.04

3.57

5.67

12.00

12.01

14.97

15.85

17.15

16.60

18.t2

16.52

tl.0!
2.88

1t.87

u.98
4.48

6.ll

12.00

1r.99

r3.06

13.41

77.22

16.53

18.21

16.53

10.{l
2.98

11.28

11.42

3.54

6.81

11.25

11.45

r0.32

10.39

16.89

15.75

t1.72

16.59

10,45

2.90

tt.21
11.04

4.25

6.iL

Source: Centrol Bonk of Kenyo

v, Banking Sector developments

The banking sector remained stable and resilient
in the period ending December 2024, with strong
liquidity and capital adequacy ratios. The average
commercial banks liquidity and capital adequacy
ratios stood at 55.8 percent and 19.4 percent,
respectively in December 2024. These were above
the minimum statutory limits of 20.0 percent and
14.5 percent, respectively.

Credit risk remained elevated, with the ratio of gross
non-performing loans (NP[s) to gross loa ns standing
at 16.4 percent in December 2024, a maeinal
increase from 16.3 percent in June 2024. Gross NPLs
increased by Ksh 15.0 billion or 2.3 percent from
Ksh 657.6 billion in June 2024, ro Ksh 672.6 billion in
December 2024, ma in ly d ue to a cha llenging business
environment. The main sectors with increased NPLs
were, transpon and communication, building and
construction, personal and household, real estate
and trado.

Customer deposits remained the main source oI
funding to the banking sector, accounting for 75.0
percent of the banking sector's total liabilities and
shareholders'funds as at December 2024. This was
a slight increase from 14.0 percent in June 2024.
Customer deposits increased by Ksh 150.5 billion or

2.7 percent to Ksh 5,739.6 billion in December 2024,
lrom Ksh 5,589.1 billion in .lune 2024.

The Credit Guarantee Scheme (CGS) established
in Decen'lber 2020 continued to support additional
credit uptake by vulnerable Micro, Small, and
Medium sized Enterprises (MSMEs). As at the end of
December 2024, the seven banks participating ln the
CGS had cumulatively disbursed guaranteed loans
to MSMEs amounting to Ksh 6.3 billion in December
2024.

The banking sector is projected to remain stable.
ln the short and medium term, interest rate risk
is expected to decline due to stabilizing interest
rates, while liquidity risk is projected to remain
slable. However, credit risk and operational risk are
expected to remain elevated.

vi. Exchange Rates and Foreign Exchange
Reserves

The foreign exchange market renrained stable in
the second half of 2024, despite increased global
uncertainties, effects of a stronger U.S. Dollar and
geopolitical tensions in the Middle Easr (Chart
3a and 3b). The market was mainly supported by

2023
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Chart 3a: Exchange rates of currencies
in the region against the U.S. Dollar

Chart 3b: Exchange rates of major
international currencies against the
U.S. Dollar
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inflows irom agricultural exports, remittances and portfolio investments, while demand was driven by a pickup
in economic activity, specifically in the wholesale and retail trade sectors.

The CBK foreign exchange reserves remained adequate. Official gross foreign exchange reserves stood at

USD 10,09i million (5. t mo nths of import cover as at end December 2024) and contin ued to provide an adequate
buffer against short ternl shocks in the Iorergn exchange market (Chart 3c).
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Chart 3c: CBK Foreign Exchange Reserves as at December 2024 (USD Million)
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vii. Balance of Payments Developments

The cu rrent accou nt deficit was estimated at 3.7 percent of GD P in 2024, compared to 4.0 percent oF GDP in 2023.

This narrowing of the deficit was mainly due to lower impons of energy and non-energy goods, a recovery in the
growth ofexports in the second halfof2024, and strong performance of remittances. lmportsgrew by9.9 percent

in 2024 compared with a decline of I0.9 percent in 2023, attributed to an increase in imports of intermediate and

capital goods despite the decline in imports of food and fuels (Chart 4 and Table 4).

Source: Central Bonk of Kenyo

o,o

-1.0

-2.0

-l.o

-a.o

-t.o

-5,0

-r.o

-t,0

-9.O

r S.Go0drry lncoma acurrltt.ccosr lraLn<aa mary lncorna .lLwk.t

,6/.

or

-2016

.loyt

.€oit

-lot
2021 202!zoxt

ktu.t
2024

Eitlm.t.
202!l

Pror..tlon

Chart 4: Components of the Current Account Balance (Percent of GDP)

I



Table 4: Annual Balance of payments (Percent of GDP)

Other investment

Source: Centrol Bonk of Kenyo

Oil irnports cost decreased by 2.3 percent in 2024 on
account of relatively lower ir'rternational oil prices.
The value of merchandise exports increased by
15.4 percent in 2024 from a decline of 2.6 percent
in 2023. The increase was occasioned by improved
earnings from exports of tea, horticulture and re-
exports which grew by 3.8 percent, I5.7 percent, and
85.8 percent, respectively. However, manufactured
goods, especially to the region, declined by 6.0
percent in 2024. Exports to Africa accounted for 38.0
percent, wlrh coM ESA and rhe EAC region accou nting
for 25.4 and 28.6 percent, respeclively. China, UAE

and lndia were the major importers, accounting for

2I.5 percent, 12.6 percent and 9.7 percent of total
imports, respectively (Table 5).

The balance on secondary income improved
supported by remittance inflows, which accounted
for 4.0 percent ol GDP in 2024. Remittance inflows
in 2024 totaled USD 4,945 million con'tpared to USD
4,190 million in a similar period in 2023, an increase
of 18.0 percent. Services exports improved from a

decline of 16.4 percent in 2023 to a decline of 2.3
percent in 2024, reflecting an increase in transport
receipts, despite the Iower travel receipts.

9

Current account (3.7)(5.11 (4.0)

l.l Trade balance (r0.4) (e.3) (8.6)

Coods erports, f.o.b 6.5 6.7 6.8

Tea 1) 1.2 1.1

Hortrculture 08 0.9 09

lVanu[actured Goods 05 0.6 05

Ot her 3.9 4.0 4.3

Coods inrports, I.o.b 16.9 16.0 15.4

Oil Products 4.8 4.4 3.8

Other i 1.9 115 ll7
Machinery and Transport 3.3 3.0 3.5

1.2 Services balance 1.1 o.6 0.5

Services Credit \1 5.0 45

Tra nsport 2.\ 1.9 L9

Travel 1.0 0.9 O,B

Services Debit 4.5 4.046

Transport 1.9 1.4

1.3 Primary income, Baiance i1.5)

1.6

(1.8) {1.8)

Credit 0.1 0.30.2

Debit 17 t.9 2.0

I.4 Seconda ry income 5.7 6.5 6.2

Cred it 5.7 6.6 5.3

Remiltances 3.5 4.0

Debit 0.0 0.1 O,I

Capitat account 0.1 0.1 01

FinancialAccount (3.6) (2.4) (5.0)

Foreign Direct investment (0.2) (o.3)

Portfolio investment 06 06

(0.2)

(0.s)

(4.01 (2.91 (4.2)

2024 Est.20232022



Table 5: Kenya's Direction of Trade

Source: Kenyo Revenue Authority ond Centrol Bonk of Kenyo

viii. Economic Growth

Economlc growth deccleratcd in the third quarter of
2024, largely dur. to a contraction in industrial activity
and slowdown across most sectors of the economv,
lndustrial sector grou/th contracted by .0 2 percent

frorn a growth of 3.1 percent in a simi ar quarter n

2023, attributed to a notable contraction in grolvth
of construction, and mining and quarrying sub
sectors. Agricullure secror growtfr remained rcsilient
at 4.2 percent compared to a growth o[ 5.1 percent

n a simiLar quartcr of 2023. Growlh of the scctor
was supported by favorable weather conditions
and governrrL.nt inlerventior-rs [o n']oderate lnput
costs, panicularly fertilizer subsidy which resultecj ln
increased crop production. Servlces sector's growth
decelerated to 5.3 percent compared to 7.8 perccnt

in a similar quarter oi 2023. All servlces recorded

slornrer growlh, except vrholesale and retail trade,
pLrb ic admrnistratlon, and education (Table 6 and
Chart 5),
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2. Non-Agr culture (o/w) 6.2 4.9 4.1 4.5 4.0 5.5 4.4

2.l lndustry 3.1 1.4 0.1 0.2 2.O 0.)0.6

2 2 Services 7B 65 6) 5.5 53 11 5.7

2.3 Taxes on products 1.9 2.4 4.5 5.8 3.4 2.2 4.5

6.0 5.1 5.0 4.6 4.0 4.5

Main Sectors 2023Q3 2023Q4

Table 6: Xenya's Real GDP Growth across the Main Sectors (Percent)

l Agricullu re 5.1 6.) 51

5.r 5,O
4.6

4.O

2024Q3

x. Modernisation ofthe Monetary Policy
Framework

The MPC continued to implement the reforms
outlined in the White Paper on Modernizotion ol the
Monetory Policy Fromework and Operdtlons aimed at
enhancing the effectiveness of monetary poticy and
supporting the anchoring of inflation expectations.ln
lhis regard, in the six months to December 2024, the
MPC assessed the monetary policy implementalion
framework and noted fhat it continued to facilitate
improved functioning oI the interbank market,
narrower nterest rate spreads with reduced market
segmentation, and lmproved manetary policy
transmission.

5l 4.8 4) 6.6

Real GDP Growth

Source: Kenyo Notionol Bureou of Stotistics ond Centrol Bonk of Kenya
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tx. Domestic Government Borrowing

2O23Q1

The coordination between monetary and fiscal
pol,cies continued to suppon macroeconom;c
stability. The Government's borrowing plan in the
second half of 2024 ensured that the build-up in

domestic debt was consistent with the thresholds
set in the l'4edium'Term Debt Management Strategy.
The Governnrent continLred to review its borrowing
plan in line with market conditions and prudent
budget management that focused on ralionalisation
of expenditures and strengthening oI revenue
collection measu res.

2O23Q2 2O23Q3 2O23Q4 2O24QL 2O24Q2

a Agricultr,rre a lodustry . Services r Taxesonproducts

2024Qr 2024Q2 2024Q3 2023 Ql-
Q3

2024 Q1.
Q3

Chart 5: Contributions to Real GDP (Percentage points)
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xi. Stakeholder Forums, MPC Market
Perception Surveys, and Communications

The MPC members held virtua lstakeholder meetings
with the Chief Executives of Commercial Banks and
Microfinance Banks and other non-bank players to
apprise them on the background to its decisions and
to obtain feedback. The Governor also held virtual
press conferences after each MPC meeting to brief
the media on the background to N4PC decisions,
and measures taken by the CBK to support
macroeconomic stability. ln addition, MPC Members
held virtual meetings with investors to brief them
on economic developments and the outlook lor the
economy.

The MPC continued to improve on the scope and
information gathering processes through the
CEOs, Market Perceptions, and the Agriculture
Sector Survey. The CEOs Survey seeks to capture
information on top [irms' perceptions, expectations
and decislons and supportrng key policy decisions,
lncluding monetary policy. The Agriculture Sector
Survey collects indicative information on the most
recent trends in prices and output of agricultural

commodities in various markets and farms across

the country. The Market Perceptions survey, on

the other hand, seeks views on the performance
of the economy, access to credit, and optirnism on

the country's prospects from banks and non-bank
players includ ing hotels.

The Surveys conducted in the second half of 2024

ahead of the l/PC meetings revealed continued
optimism about economic growth prospects

fot 2024. The optimism was attributed to the
stable macroeconomic environment reflected in
lclw inflation and stabitity in the exchange rate,

expectations of a decline in interest rates, continued
strong performance of agriculture sector, resilience

of the services sectors, and improved global growth
prospects, Nevertheless, respondents expressed

concerns about the high cost of doing business,
taxation, subdued consumer demand, and high cost
of cred it.

The N4PC continued to monitor the im plen]entation
of MPC decisions by the CBK and interacted with
other government agencies such as the National
Treasury and KNBS on various policy and data issues.

12 
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3. THE ECONOMIC ENV!RONMENT AND OUTLOOK IN 2025

i. lnternational Economic Environment

The January 2025 update oIthe IMF World Economic
Outlook (WEO) projects global growth to improve to
3.3 percent in 2025 from an estimated growth of 3.2
percent in 2024. This growth will be driven by strong
performance in the United States and lndia, along
with improved prospects in the United Kingdom,
despite weaknesses in the Euro Area and subdued
demand in China. Growth in advanced economies
is expected to remain stable at I.9 percent an 2025
betore slightly moderating to 1.8 percent in 2026.
The U.S. growth outlook was revised upward by
0.5 points from the October 2024 WEO report,
reflecting increased consumer spending, industrial
production, and robust labor markets. Conversely,
growth projections [or the Euro Area were revised

downward by 0.2 percentage points due to weaker
manufacturing activity and reduced economic
activity. The Euro Area and the UK are expected to
grow by 1.0 percent and 1.6 percent, respectively, in
2025.

ln emerging markets and developing economies,
growth rs projected to remain stable at 4.2 percent
in 2025 and 4.3 percent in 2026, according to the
Januaty 2025 WEO. This reflects resilient activity in
Asia, pa rticu larly in lndia. However, China's econom ic

prospects remain weighed down by weak demand,
especially in the property market, unfavorable
demographics, and slower productivity growth. ln

sub-Saharan Africa (SSA), growth is expected to rise

from an estimated 3.8 percent in 2024 to 4.2 percent
in 2025 and 2026. However, the 2026 projection was
revised downwards by 0.2 percentage points due to
weaker growth prospects in Nigeria and South AFrica,

due to subdued domestic economic activity. Nigeria
and Soulh Africa are projected to grow by 3.2 percent
and 1.5 percent in 2025, respectively.

Global financial conditions remained
accommodative, supported by positive corporate
valuations and increased risk appetite for equity
assets in major economies. Global headline inflation
is prolected to decline from 5,7 percent in 2024 to 4.2
percent in 2025 and 3.5 percent in 2026. However,
this decline has slowed in major economies due to
persistent core inflation, driven by rising wages and
strong dema nd for services, prom pting central banks
to reassess the pace of monetary policy easing.
lnternataonal oil prices have moderated, though
risks of volatility remain high due to adverse trade
poticies and geopolitical tensions, Food inflation
has increased, mainly due to higher edible oil prices.
World trade is expected at 3.2 percent in 2025 and
3.3 percent in 2026. Oil price is projected to contract
by 11.7 percent while non-fuel commodity price ls

expected to rise by 2.5 percent in 2025. The main risks
to the global growth outlook include: uncertainty on
trade policies and escalating geopolitical rensions,
pa rticularly in the M idd le East and the Russia-U kra ine
conflict. However, a fa ster-th a n -expected decline in
inflation could help stimulate global demand.
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Table 7: Growth Performance and Outlook for the Global Economy (Percent)

Source: lMF, World Economic Outlook, Jonuory 2025 updote

ii. Domestic Economic Environment

Economic growth is estimated to be lower in 2024

compared to 2023, reflecting a slowdown across
most sectors. The economy is expected to perform
better in 2025 con'rpared to 2024, supported by
recovery of the industrial sector through the planned
increase in developmcnt spending in FY20?5126,

envisaged recovery oI growth in privato sector
credit with lhe easing of monetary policy stance,

and resilient agriculture arrd services sectors. The
downside risks to growth oLrtlook include potential
escalation of geopolitical tensions, mainly the lsrael'
Palestine conflict and war in [..lkralne, heightened
policy uncertainty due to adverse US policy shifts,
and wea kness in global demand.

The macroeconomic environment s expected to
rernain stable, with overall inflation remaining within
the target range of 5.0 percent with a margin of 2.5
percent on either side, supported by lower food
prices and stable energy prices. Su pply of food items
is expected to be adequate, supported by lavorable
weather conditions. The foreign exchange market
is expected to remain stable, supported by the
narrowing of the current account deficit, which was
estimated at 3.7 percent of GDP in the twelve months
to December 2024 a nd projected at 3.8 percent to GD P

in 2025, comp.rred to 4.0 percent of GDP in a similar
perrod in 2023. The CBK foreign exchange reserves

are projected to remain adequate in 2025, consistent
with the posiliv€ outlook ofthe balance of payments.

The reserves will continue to provide a buffer against
externalshocks in the foreign exchange market. The

coordination of monetary and fiscal policies will also
su PPort macrocconomrc sla brlrtY.

The CEOs a nd Market Perceptions Surveys cond ucted
in the second ha lf of 2024 a head oF the M PC meetings
revealed contirrued optinrism about economic
growth prospecls for 2025. Respondents attributed
rhls optimism largely to the stable macroeconomic
environment reflected in the low inflation, stability
in the exchange rate, and the continued strong
performance of the agriculture sector. Nevertheless,
respondents' concerns included the high cost

oI doing business, high inlerest rates, taxation,
subdued demand and potential impact o[ increased
geopolitical tensions on the econonry. Surveys

of the AgricultLrre sector conducted in the period
revealed expectations o[ ]ncreased output for most

agricultural products on account of improved
weather condltions. However, there were concerns
about increased labor costs, transport costs,

unpredictable weathcr conditions, and the high cost
ol inputs such as seeds and fertilizers.

2023 lo24 2025 207.6country/Reglon
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The overall fiscal deficit including grants amounted to Ksh 455.5 billion (2.5 percent of GDP) against a target of
Ksh 339.7 billion (L9 percent of GDP) by end of December 2024. Total revenue including grants increased by
1.6 percent to Ksh 1,334.7 billion in December 2024 compared with a growth of 14.5 percent by end December
2023. Over the same period, total expenditures and net lending increased by 5.3 percent to KSh 1,795.8 billion.
Nonetheless, both total revenues and total expenditure were below their respective targets. The Government
remains committed to fiscal consolidation over the medium term to reduce debt-related vulnerabilities. The
fiscal deficit is projected to decline from 5.3 percent of GDP in lhe FY 2023124 to 2.7 percent of GDP over the
medium term.
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4. DIRECTION OF MONETARY POLICY IN 2025

Price stabil ty will be the overridine oblective of
mo neta ry policy in 2025. Moneta ry policy form u lat ion

and inrplenrenta tlo n will airll at maintaining overall

Table 8: Outlook for Key Macro-Economic lndicators

inflatlon around the mid-polnt of the targct range of
512.5 perce r'r l.

2020 2021 2012 2023 2024 Prov 2025 Proj

RealGDP grov/th (YoY, percent)

overall lnfl ation (YoY, percent)

Current Account d€ficit (Percent ofGDP)

ExportsolGoods and S€rvices (Percent ofGDP)

lmponsofGoods and Services (Percentol GoP)
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fixalDeficit (Pe(entofcDP) 83 6.2

Source: Centrol Bonk of Kenyo ond Notionol Treosusry

The Bank will continue to implernent nleasures
outlined in the White Paper, towards modernrzatiorr
of the monetary policy iramework and operations.
lmplementation oi the interest rate corridor
framework wiLlensure n'raintenance ol the interbank
interest rate within a prescribod band/corridor
around lhe CBR and subsequently enhance the
transmiss on of monetary policy to the short'ternr
interest rates. Further, banks lvill cort nue to .rcLess

the Discount Window, which serves as a backup
source of liquidity for the banking systenr. Thcse

measures w l1 errhance the CBK's forward-looking
monetary policy f ramework.

The ba n king sector is projected to rcflrain sta ble and
resilient. Private sector credit growth is expected
to pick up on the back of improved economic
cond itions, wit h the easing of monela ry policy sta nce

and improved liquidity positions by banks.

5.6 5.1 4.3

The price sta[:ility objectivc and growth in monetary
aggregates are subject to risks emanating from both
the dorneslic and globalfronts. On the ext€rnal front,
the key downside risks include heightened poiicy
Lrncertainty and escalafrng geopoliticaL risks, and

their potential impacl on international oi1 prices

and global supply chains and comnrodity prices.

Monetary developments will therefore be closely
monitorcd considering these risks, to provide
neccss.lry reviews to inform the decision'rnaking
process rn the flPC. Additionally, the cBK will
continue to monitor the cconomic impact and lhe
outcomes of policy measures put in place as wel

as other developn'rents in the dornestic and global

econo ries to safeguard pricc stability.
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ANNEX

EVENTS OF PARTICULAR RELEVANCE TO MONETARY POLICY (JUtY - DECEMBER 2024)

August 2024 CBR reduced to 12.75 percent from 13.00 percent

October 2024 CBR rcdJced to 12.00 percent [ro']' 12.75 perce,,rt

Release of October 2024 IMF World Economic Outlook (WEO) Report showing that global
growth was expected to remain slable at 3.2 percent in 2024 and 2025, same as the 2023

growth. Global inflation was lorecasted to continue declining steadily, with advanced
economies returning to their inflation targets sooner than emerging market and developing
economies. Core inflation was generally prolected lo decline more gradually.

December 2024 CBR reduced to 11.25 percent fronr 12.00 percent

l1



GTOSSARY OF KEY TERMS

OVERALL INFTATION
Overall inflation is a measure of price change in
the economy calculated as the weighted year-on-
year movement of the indices of the prices charged
to consumers of the goods and services in a

representative basket established in a base year The

indices are derived from data collected monthly by
the Kenya National Bureau of Statistics.

RESERVE MONEY

Reserve Money is computed as the CBK's monetary
lia bilities com prising currency in circu lation (currency

outside banks and cash held by commercial banks
in their tilLs) and deposits of both commercial banks
and non-bank financial institutions (NBFls) held by
the CBK. lt excludes Government deposits.

MONEY SUPPLY

Money supply is the sum of currency outside banks
and deposit Liabilities of commercial banks. Deposit
liabllities are defined in narrowerand broadersenses
as follows: narrow money (Ml); broad money (M2);

and extended broad money (N43). These aggregates
are computed as follows:

Narrow Money
M0: Currency outside the ban king system
Mt: l\,10 + demand deposits of banks (or depository
corporations).

Broad Money
I.42: N/ I + quasi (long term) money deposits i.e.

trme and savings deposits of banks and non'bank
financial institutions.

Extended Broad Money
i.,13: M2 + residents' foreign currency deposits

Overall Liquidity
L: l\43 + non-bank holdings of Government Paper

T his however, is not a monetary aggregate.
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