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ln accordance with n 48 of the CentraI Bank of Kenya Act, it is my pteasu re to present to you, Honourabte

Cabinet Secretary of National Treasury and Ptanning, the 51't Monetary Policy Statement of the CentraI Bank

of Kenya (CBK). lt revi and assesses the imptementation of monetary poticy during the second half of 2022

and outlines the directi of monetary poticy for the next twetve months.
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The rote of the CentraI nk of Kenya (CBK) is anchored in Section 231 of Kenya's Constitution and in the CBK

Act. The CBK is respon bte for formulating monetary poticy to achieve and maintain price stability and issuing

currency

The Bank atso prom financial stabitity through regutation, supervision and [icensing of financiaI institutions

under its mandate. lt
stabitity, and fosters liq
implements the foreign

so provides oversight of the payments, clearing and setttement systems, financial
idity, sotvency and proper functioning of the financiaI system. The CBK formutates and

hange poticy and manages foreign exchange reserves. lt is atso the banker for, adviser

to, and fiscal agent of Government.

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

formutates and cond monetary poticy with the aim of keeping overatI inflation within the target prescribed

at the beginning of the financial year. Currently, this target is a range between 2.5by the National Treas

percent and 7.5 perce

The achievement and intenance of a low and stable inftation rate coupted with adequate tiquidity in the

market, facilitates hi levets of domestic savings and private investment. This leads to improved economic
es and increased emptoyment opportunities.growth, higher real i

The CBK pursues its m ry poticy objectives using the fotlowing instruments

Open Market ons (OMO): This refers to actions by the CBK invotving purchases and sales of etigiblea

securities to regu

to stabilise short-
the money supply and the credit conditions in the economy. OMO can atso be used

interest rates. When the Central Bank buys securities in the open market, it increases

rties, in which one party setls a security at a specified price with a commitment to
back at a later date. Both parties therefore, meet their investment goats of secured

HorizontaI Repos are modes of improving Iiquidity distribution between commercial
conducted under CBK supervision. They are transacted between commerciaI banks on

the reserves of com erciaI banks, making it possible for them to expand their loans and hence increase the
money suppty. To a hieve the desired level of money suppty, OMO is conducted using:

i. Repurchase ents (Repos):A repo is a collateratized loan invotving a contractual arrangement

funding and [i uidity. CBK Repos are conducted through auctlons with tenors of 3 and 7 days and are

for mopping u tiquidity from the market. The Late Repo, sotd in the afternoon, has a 4-day tenor and

basis points below the repo rate of the day. Reverse Repos, on the other hand, are foris issued at
tiquidity inj ns and involve purchase of securities from commerciaI banks. The current tenors for
Reverse are7,14,27,28 and 91 days.

ii. Term Auction Deposit (TAD): The TAD is used when the securities hetd by the CBK for Repo purposes

are exhausted
backed by col
such deposits

or when CBK considers it desirable to offer longer dated tenors. TAD is essentialty not
raI and it is conducted through an auction, similar to Repos. Currently, the tenors for

CBKare 14,2I,2Bor91daysand upon maturityof TAD,theCBKcreditstherespective
commerciaI nk with the deposit and interest

between two
buy the secu

iii. HorizontaI Re

banks and are

THE PRIINCIPAT OBJECTIVES OF THE CENTRAL BANK OF KENYA

INSTRUMENTS AND TRANSMISSION OF MONETARY POLICY

the basis of d agreements using government securities as cottateraI and have negotiated tenors



and yietds. CommerciaI banks, short of deposits at the CBK, borrow from banks with excess deposits
on the security of an appropriate asset, normalty a government security. Horizontal Repos also help
banks overcome the problem of [imits to llnes of credit, thus promoting more efficient management of
interbank liquidity.

Central Bank Rate (CBR): The CBR is reviewed and announced by the Monetary Policy Committee (MPC)

at least every two months. Movements in the CBR, both in direction and magnitude, signal the monetary
policy stance. ln order to enhance ctarity and certainty in monetary poticy implementation, the CBR is the
base for al[ monetary poticy operations. Whenever the CentraI Bank is injecting tiquidity through a Reverse

Repo, the CBR is the lowest acceptable rate by [aw. Likewise, wheneverthe Bank wishes to withdraw tiquidity
through a VerticaI Repo, the CBR ls the highest rate that the CBK will pay on any bid received. However, to
ensure flexibility and effectiveness of monetary policy operations in periods of votatility in the market, the
CBK can raise the maximum acceptabte interest rates on TAD to above the CBR. Movements in the CBR are
transmitted to changes in short-term interest rates. A reduction of the CBR signats an easing of monetary
poticy and a desire for market interest rates to move downwards. Lower interest rates encourage economic
activity and thus growth. When interest rates decline, the quantity of credit demanded shoutd increase.

The efficiency in the Repo and interbank markets is crucial for the transmission of monetary policy decisions.
The CBK monitors the overnight interbank money market. lt responds to the tightness or slackness in the
interbank market tiquidity through OMO. Short-term internationaI flows of capitaI are affected by short-term
interest rates in the country. These are, in turn, affected by movements in the CBR and hence indirectly, the
exchange rate coutd also be affected.

Standing Facilities: The CBK does not have automatic standing facitities with respect to overnight [ending.
The CBK, as lender of Iast resort, provides secured loans to commerclaI banks on an overnight basis at a
penaI rate that is over the CBR. This facility is referred to as the Discount Window. Access to the Window is

governed by rutes and guidelines which are reviewed from time to time by the CBK. Banks making use of this
facitity more than twice in a week are scrutinised closety, and supervisory action taken.

The Cash Reserves Ratio (CRR): ln accordance with the law, the CRR is the proportion of a commercial bank's
totatdeposit [iabitities which must be held as deposits at CBK. These deposits are held in the CRR Account at
no interest. The ratio is currentty 4.25 percent of the total of a bank's domestic and foreign currency deposit
liabitities. To facititate commerciaI banks' liquidity management, commerciat banks are currentty required
to maintain their CRR based on a daily average [evel from the l5th of the previous month to the 14th of the
current month and not to fatl betow a CRR of 3 percent on any day.

Licensing and Supervision of Financial lnstitutions: The CBK uses the licensing and supervision tools to
ensure stabitity and efficiency of the banking system; this inctudes vetting potential managers for suitabitity.

The National Payments System: The modernisation of the National Payments System has continued
to lower transaction costs and enhanced the efficiency of the payments systems. This has ensured the
effectiven ess of m o neta ry po Iicy i n stru ments.

Communication: The increasing use of communication media ensures a wider dissemination of monetary
poticy decisions and background data thereby increasing the efficiency of information transmission and
managing expectations. The regutar interaction between the MPC and the Chief Executive Officers of banks
has ensured that monetary policy decisions are transmitted to the banking sector. The regutar Governor's
Press Conferences have also enhanced the media understanding of monetary poticy decisions. The CBK

website is an important source of up-to-date data on atI aspects of the financial market inctuding interest
rates, exchange rates, resutts of auctions of government securities, and the MPC releases.
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remained strong in e second half of 2022, with real GDP growth estimated at 5.6 percent in 2022. This

EXECUTIVE SUM ARY

This Monetary Poticy S ment provides the direction of monetary poticy in2023.lt atso reviews the outcome
nce adopted in the second hatf of 2022. Monetary policy in the second half of 2022of the monetary policy

was conducted again a backdrop of continued gtobat uncertainties, with votatite financiaI markets, weaker

growth outlook, pe t inflationary pressures, geopotiticaI tensions, and lingering effects of COVID-19

(coronavirus) pandemi lnftation pressures in major economies remained elevated in the third quarter of 2022

but eased stlghtty in t fourth quarter following dectines in oiI and non-oiI commodity prices due to improved

international supply c ains. Votatitity in the gtobal financial markets remained elevated amid significant U.S

dollar strength again major currencies and rapid changes in the poticy stance in advanced economies in

response to inflationa pressures.

The CBK conducted netary poticy in the period with the objective of achieving and maintaining overatI

inflation within the ta range of 5t2.5 percent. The MPC tightened monetary policy in the period to anchor

i nftation expectations buted to the sharp rise in globaI commodity prices on account of supply chain

disruptions following e war in Ukraine, and a surge in domestic food prices following depressed rains. ln its

meeting In Juty 2022,t
tightening monetary p

MPC maintained the Central Bank Rate (CBR) at 7.50 percent, noting that its action of
icy in May 2022was comptemented by Government measures introduced to moderate

the prices of specific s. These measures inctude the subsidy on fertitizer prices, the reduction of the VAT rate

on LPG from 16 percen

8.25 percent in Septem
etevated globat risks, a

to B percent, and subsidies on prices of kerosene and diesel. The MPC raised the CBR to
r, and further to 8.75 percent in November, noting the sustained inftationary pressures,

d their potentiaI impact on the domestic economy

Overall inftation rose
percent in December
inflation stood at 13.8

fotlowing reduced sup
international suppty
in June, mainly due
and increases in tra
December from 2.9

m 7.9 percent in June 2022 lo a peak of 9.6 percent in October before easing to 9.1

he inflation rate in the period was mainty driven by etevated food and fuel prices. Food

t in June and December, [argely reflecting increases in prices of maize and mitk
ly attributed to depressed rains, and edible oits and wheat products due to the impact of
ain disruptlons. Fue[ inftation increased to 12.7 percent in December from 10.0 percent

the scating down of the fuel subsidy, increases in etectricity prices due to higher tariffs,

rt costs. However, non-food non-fue[ (NFNF) inflation rose modestty to 4.1 percent in
in June, reflective of second order effects of rising energy and transport costs. The

deficit of 5.2 percent of GDP in 2027. The CBK foreign exchange reserves, which stood at

months of import cover) at the end of December2022, continued to provide an adequate

CBK contlnued to m itor the overa[[ tiquidity in the economy as wetl as any threats that could fuel demand
driven inftationary p res.

Theforeign exchange arket remained retativety stable in the second half of 2022,despite persistent uncertalnties
in the globat financial arkets and the impact of a stronger US Dotlar. This stability was supported by strong
performance in expo
oiI imports due to hi

of goods and services, as welI as record [eve[ of remittances. Additionatly, the increase in

oiI prices was partly offset by a dectine in imports of infrastructure related equipment
projects. As a resutt, the current account batance is estimated at4.9 percent of GDPon account of comp[

in2022,compared to
USD 7,378 million (4.

buffer against short- shocks in the foreign exchange market.

The banking sector ined stable and resilient in the second half of 2022,with strong tiquidity and capital

adequacy ratios. The ge commerciaI banks' tiquidity and capitaI adequacy ratios stood at 50.8 percent and

19.0 percent, resp in December2022. These were above the minimum statutory ratios of 20.0 percent and

14.5 percent. The ratio gross non-performing loans (NPLs) to gross loans declined to 13.3 percent in December

from 74.7 percent in J ne. Private sector credit increased by 12.5 percent in the 12-months to December 2022

from 8.6 percent in
activities.

ber 2027, supported by improved demand in key sectors with increased economic

The GDP data for the third quarter of 2022 together with leading indicators show that the Kenyan economy



performance was mainly driven by robust activity in whotesale and retailtrade, education, electricity and water,
and real estate sectors. However, growth in agriculture remained subdued due to depressed rains in most parts
of the country during the year.

The CBK continued to implement the reforms outtined in the White Paper on Modernisotion of the Monetory
Policy Fromework ond Operotions, that was published by the MPC in Juty 2021. These reforms are aimed at
enhancing the effectiveness of monetary poticy formulation and implementation.

The monetary policy stance in2023 witI aim at achieving and maintaining overall inftation within the target
range of 512.5 percent. The economy is expected to remain resitient in 2023, supported by continued strong
performance of services sector and recovery in agricutture, with real GDP growth projected at 6.1 percent. The
foreign exchange market is expected to remain stable supported by, resilient exports receipts, and buoyant
remittances. The current account deficit is expected to remain relativety stabte at 5.4 percent of GDP in 2023.
The continued coordination of monetary and fiscaI policies is expected to sustain macroeconomic stability and
support economic activity. Consistent with the inftation and economic growth objectives, the 12-month growth
in broad money (M3) and private sector credit are expected at about 10.9 percent and 13.8 percent respectively,
by December2023.

The Bank witl continue to imptement measures outlined in the White Poper, towards modernisation of the
monetary policyframeworkand operations. TheCBKwiltalsocontinueto provide regularupdateson theeconomy
to the media and other stakeholders, to enhance the public understanding of monetary poticy formulation
and imptementation. Additionatty, the Bank will continue to monitor the risks posed by devetopments in the
domestic and global economic environments, particularly the war in Ukraine and the effects of climate change
on the economy.

VI
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1. INTRODUCT N

This Monetary Policy
direction of monetary

ment (MPS) provides the
poticy in2023.lt atso presents

the outcome of the netary poticy stance adopted
in the second hatf of

Price stability remai s the primary objective of
monetary poticy utation and implementation.
The Central Bank (CBR) signats the monetary
policy stance and is e base for atI monetary policy

k monitors targets for key

such as broad money (M3)
operations. The Ba

monetary a

and credit to the p sector, white maintaining
a flexibte excha rate regime. The Bank's

ign exchange market is guided

n an adequate levetof foreign
meeting the Government's

participation inthefo
by the need to mai
exchange reserves,

externaI obtigations,
foreign exchange ma

nd ensuring stability in the
The CBK foreign exchange

reserves provide a bu

The outtook for gl

reftecting the easing

r against short-term shocks.

I growth has improved,
n globaI inflation, and lifting

of COVID-19 restrictio s in China. Gtobat growth is

expected at 2.9 perc tin2023 from an estimate of
3.4 percent in 2022, re resenting an upward revision
of 0.2 percentage poi retative to the October 2022

projections. Growth i the advanced economies is

projected at 7.2 t in 2023 from 2.7 percent

ng market and devetoping

economies, growth is expected to rise modestty from
3.9 percent in2022 to 4.0 percent in 2023, reflecting
strong growth expectations in China after Iifting of
COVID-19 restrictions. ln Sub-Saharan Africa (SSA),

economic activity is projected at 3.8 percentin2023,
which is the same growth rate as in 2022.

The CBK continued to monitor developments
in the domestic and gtobal economies, and the
impact of the poticy measures deptoyed towards
ensuring price stabitity. ln its meeting in July 2022,

the MPC maintained the Central Bank Rate (CBR)

at 7.50 percent, noting that its action of tightening
monetary policy in May 2022 was comptemented
by an additional package of fiscal measures by the
Government to moderate the prices of specific items.

The MPC raised the CBR to 8.25 percent in September,
and further to 8.75 percent in November, noting the
sustained inflatlonary pressures, elevated gtobal

risks, and their potentiaI impact on the domestic
economy.

The rest of this Poticy Statement is organized as

follows. Section 2 reviews the outcome of the
monetary policy stance imptemented in the second
hatf of 2022 while Section 3 describes the externaI
economic environment and outtook for the 2023.

Section 4 conctudes by outlining the specific
monetary poticy path for 2023.in 2022. ln the eme



2. ACTIONS AND OUTCOMES OF THE POLICY STANCE IN THE SECOND HALF OF

2022

During the second hatf of 2022, monetary policy
formulation and implementation was aimed at
achieving and maintaining overatl inftation at the
target of 5.0 percent with a flexibte margin of 2.5

percent on either side. ln view of the sustained
inftationary pressures and the etevated global risks

during the period, the CBK continued to monitor
the overalI tiquidity in the economy as wetI as any
potential threats which could fue[ demand driven
i nflationa ry pressu res.

The MPC raised the Central Bank Rate (CBR) from
7.50 percent to 8.25 percent in September 2022,
and further to 8.75 percent during its meeting in

November, to anchor inftation expectations and
to mitigate any second-round effects of the rise in
fue[ prices on inftation. This poticy stance together
with the CBK tiquidity management minimized the
threat of demand-driven inftationary pressures. The
monetary policy measures were complemented by
fiscaI measures imptemented by the Government to
moderate the prices of specific items and enhance
food prod uction. These measu res inctude the su bsidy
on fertiUzer prices which was announced in August
2022,the reduction of the VAT rate on LPG from 16

percent to B percent in July through the Finance Act,
2022, and subsidies on prices of kerosene and diesel.
The fotlowing are the specific outcomes of the poticy
measures imptemented in the second half of 2022.

Source: Kenya NationolBureou of Stot,stics ond CBK

i. !nflation

Overall inftation remained above the 7.5 percent
upper bound of the target range during the second
half of 2022, mainly driven by suppty side factors.
The inflation rate increased from 7.9 percent in June
to a peak of 9.6 percent in October before easing to
9.1 percent in December. Food inflation remained
elevated dueto u nfavourabte weatherconditions and
high prices of imported food items fotlowing suppty-
side disruptions associated with the war in Ukraine.
The food inftation rate rose from 13.8 percent in June
to 15.8 percent in October, but eased thereafter to
13.8 percent in December, supported by favorable
rains, and easing of international food prices. Fuel

inflation increased to I2.7 percent in December2022
from 10.0 percent in June, in line with the trends
in internationaI oil prices, which resulted in high
domestic prices of energy items and transport costs.
Nevertheless, govern ment i nterventio ns th ro u gh the
energy subsidy programme continued to moderate
the prices.

Non-Food-Non-Fuel (NFNF) inflation increased
modestly to 4.1 percent in December 2022 from 2.9

percent in June, reflective of the second order effects
of rising energy and transport costs (Chart 1a).
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lnflation rates of atl consumer goods categories except Food and Non-alcoholic Beverages, Furnishings,

Household Equipme and Routine Household Maintenance, and Transport were within the 7.5 percent upper

bound of the target nge in December2022 (Chart lb)

Personal care, social

Housi n&

Overall lnflation
and Miscellaneous Goods and

services
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Chart lb: l2-Month lnflation by Broad CPI Categories (Percent)
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ii. Bank Credit

Credit to private

second half of
12-monthsto De

the Private Sector

r remained resitient in the
growing by 12.5 percent in the
ber22compared to 12.3 percent

nce was supported by credit
resitient economic activity.

12.5;

ls.21
I

11.6 i

'-l
13,91

22.2'\

615.

0.5

28.5

6.1

14.7 
,

15.2

57.2,

12.3

Strong credit growth was observed in transport and

communication (23.5 percent), manufacturing (13.8

percent), business services (13.7 percent), trade (11.4

percent), and consumer durabtes (12.9 percent)
(rable r).

in June. This perfo

demand arising

Table 1: l2-Mont Growth in Private Sector Credit across Sectors (Percent)
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Transport and munication

Finance and insu ce

Real estate

Mining and

Private househ

Consumer durab

Business services

Other activities

Total private credit

10.8

16.1

19.2 i

l
15.2

!3'1:
11.9i

13.5

1..2

1.0

97.2

7.8

14.3

15.1.

60.8
:

r2.5

17.01

14.2

16.4:

2L.71,

u.sl
T

15.3r

8'ol

_22.8r

5.4
l

1.6

53.5

5.9,

14.01

13.2

49.8

13.3

20.3

r+.gi

14.3 i

2?,3

13.8

1_5.2.

14.1i

27.0',

2'8,

1.7

78.6

7.6,

14.8,

16.9

59.8,

14.2 i

11 .4

1251

2L.6,

0r2,

0.1

57.4,

7.8.

14.4

12.5,

s3.8

r2.9

6.0 i

21.8,, -t -
4.4

2.81

s8!l
6.or

12,.6,

14.5

4r8,
12.5

8.2t

23.5
I

7,61

3.21

31.3

8.2r

12.9,

13.7

41.8

12.5 i

3

Source: Centrol B of Kenya



Chart 2: The l2-Month Growth in Broad Money Supply (M3) (Percent)

iii. Developments in the other Monetary Aggregates

The 12-month growth of broad money, M3, decreased
stightly to 7.1 percent in December 2022 from 7.4
percent in June 2022,largely reftecting reduced net
lending to government. The resitient growth in credit
to private sector supported growth in money suppty
(chart 2).

Neverthetess, the dectine in net foreign assets of the
banking system moderated the growth in money
suppty. On the tiabitity side, the growth in money
suppty was reftected in growth in deposits. Overal[,
monetary aggregates grew at a retatively stower pace

compared to their respective targets (Table 2).

Source: Central Bonk of Kenyo
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Table 2: Actual and Targets for Key Monetary Aggregates
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7.50 percent in its ngin July, notingthat itsaction
poticy in May 2022wastimetyof tightening moneta

in anticipating eme inflationary pressures, and
its impact was stilltran mitting through the economy
This action was co plemented by an additionaI
package of fiscal res by the Government to
moderate the prices of specific items. The MPC

raised the CBR from
September, and furth

percent to 8.25 percent in
r to 8.75 percent in November,

noting the sustai inflationary pressures, the
nd their potentiaI impact onelevated globaI risks

the domestic econ

b. ShortTerm

a. Central Bank

The MPC maintained

Short-term interest
the second hatf of
policy stance and
market (Table 3). T

(cBR)

Central Bank Rate (CBR) at

generalty increased during
partly reflecting monetary

uidity conditions in the
average interbank interest

iv. !nterest Rates lopments rate increased to s.39 percent in December 2022

compared to 5.06 percent in June. Similarty, the
average 91-day Treasury bilI rate increased to 9.33
percent in December2022from 7.90 percent in June,
whilethe average 182-dayTreasury bitl rate increased
to 9.80 percent from 9.07 percent.

c. Commercial Bank Rates

Commerclal banks average lending rate increased to
12.70 percent in December 2022from 72.27 percent
in June, reflecting the monetary policy stance (Table

3). Simitarly, the average commerciaI banks deposit
rate increased to z.t6 percent in December 2022

from 6.62 percent in June. Consequentty, the interest
spread decreased stightty from 5.66 percent to 5.53
percent.

v. Banking Sector Developments

The banking sector remained stable and resilient
in the second hatf of 2022,with strong Iiquidity and

capital adequacy ratios. The average commercial
banks' liquidity and capitat adequacy ratios stood
at 50.8 percent and 19.0 percent, respectivety

2022 largely attributed to repayments. The major
sectors with decreasing NPLs were Buitding and
Construction, Tourism, Restaurant and Hotels,
Manufacturing, Transport and Communication, and
Agricutture.

11LLt

liq

Table 3: !nterest (Percent)

Source: Central B of Kenya

in December 2022

minimum statutory
percent. The ratio

These ratios were above the
os of 20.0 percent and 14.5

gross non-performing loans
(NPLs) to gross

December 2022.

decreased NPLs

ns stood at 13.3 percent in
economic sectors registered

Central Bank Rate

lnterbank
91-Tbill
182-Tbill
Average Lending

Overdraft/loan
1-5years
Over 5ye_ars

Average Deposit
Demand
0-3months
Over 3months
Savings

d 2

7.50

5.06
7.90
9.07

12.2t
11.86

72.48

72.23

6.62
L.22

6.96
7.39

2.50

5.66

7.50
5.50

8.21

9.29

12.35
12.02

12.56

L2.27

6.74
7.20

7.L3

7.45

2.94
5.61

7.50
5.35
8.s8
9.45

12.43
12.10
12.67

12.35
6.93
1.45

7.30
7.52
3.46
5.50

8.25
4.35
8.92
9.60
t2.4t
11.99

12.66

12.33

6.82
1.44

7.18

7.40
3.44
5.59

8.25
5.44
9.06
9.65

12.39
11.96

12.61

12-36

7.Or
1.59

7.42
7.60
3.46
s.39

8.75

4.61

9.19
9.71.

12.64
12.16

L2.94
t2-54
7.11
1.93

7.57
7.68
3.51

5.53

8.75
5.39
9.33
9.80

12.70
L2.2t
13.03
12.58
7.r6
1.93

7.38
7.93
3.55
5.53

(1)

(2)

Dec (Prov.)NovOctJun

2022

n June 2022 and December



The Credit Guarantee Scheme (CGS), which was
operationatized in December 2020, has continued to
support additionaI credit uptake by the vutnerabte
Micro Smat[ and Medium-sized Enterprises (MSMEs).

As at December2022, seven banks were participating
in the CGS. Cumulativety, the seven banks had

advanced loans supported by the CGS amounting
to Ksh.4.4 bittion as at December 2022. The CentraI
Bank of Kenya (Amendment) Act, 2021, empowered
CBK to [icense and oversight the previously
unregulated digitat credit providers. Foltowing the
Amendment, CBK issued the Digital Credit Providers
(DCP) Regutations, 2022, thal were gazetted and
operationalized on March 78,2022. As at December
2022,ten (10) DCPs had been Iicensed to conduct
DCP business. Many other applications were being
processed.

The banking sector is expected to remain stable and
resitient as it utilizes opportunities from emerging
innovations and technologies and minimizes the
attendant risks. Credit risk is expected to continue
easing in the short to medium term. OperationaI
risk is expected to remain etevated particutarly with
increased digitatization of the sector.

vi. lmpact of COVID-19 Mitigation Measures

CBK continues to monitorthe impact of the COVID-19

pandemic foltowing expiry of the emergency
measures introduced in 2020, to mitigate the
adverse economic effects and financial disruptions
from the pandemic. The emergency measure for
banks to consider restructuring customer loans,
which expired on March 2, 202I, provided relief
to borrowers, supported continued operation of
business inctuding essential sectors, and mitigated

more severe loss of jobs and livetihoods. The

measure also provided space for the banks to build
capitaI and liquidity buffers, thereby strengthening
resilience of the sector. As at December 2022, there
were outstanding restructured loans amounting to
Ksh.330.9 biltion (9.0 percent of the gross toans).

vii. Exchange Rates and Foreign Exchange

Reserves

The foreign exchange market remained resitient in

the second half of 2022 despite increased gtobat

uncertainties, votatile international oil prices and
effects of a stronger U.S. Doltar. The market was
supported by suppty from the agricutturat, financial
and insurance sectors white demand was driven
by economic activity which picked-up mainly in

the manufacturing, whotesate and retaiI sectors.
The resitience of the foreign exchange market
cushioned the currency against rising commodity
prices and a slowdown in globaI growth fotlowing
Russia's invasion of Ukraine. Nonetheless, [ike other
regionaI and major currencies, the Kenya shllting
weakened against the U.S. Dollar(Chart 3a and 3b).
This weakening largely reftected the impact of the
appreciation of the U.S. Doltar foltowing monetary
poticy tightening in the U.S., with the dottar index
appreciating by 9.0 percent in the third quarter of
2022.

The CBK foreign exchange reserves, which stood
at USD 7,378 mittion (4.13 months of import cover)

as at end December 2022, continued to provide an

adequate buffer against short-term shocks in the
foreign exchange market (Chart 3c).
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Chart 3a: Exchange rates of currencies
in the region against the U.S. Dollar

Chart 3c: CBK usable foreign exchange reserves (as at end December)
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viii. Balance of payments developments

The current account balance was estimated at 4.9

percent of GDP in 2022, compared to a deficit of
5.2 percent of GDP in 202I. This narrowing of the
deficit was mainly due to strong performance in
exports of goods and services as well as record level

Source: Kenya Nationol Bureau of Stot stics

The goods account deficit widened to 10.5 percent
of GDP in 2022 from 10.0 percent of GDP in 2027.

lmports grew by5.B percent in2022compared to25.4
percent in202I, with lower imports of infrastructure
retated equipment due to compteted projects. Oil

imports increased by 60.3 percent in20220n account
of elevated internationaI prices which moderated in

of remittances. Additlonally, imports grew by 5.8

percent in2022 compared with 25.4 percent in202I,
attributed to a dectlne in imports of machinery and

transport equipment (Chart 4 and Table l).

the fourth quarter of 2022. The value of merchandise

exports improved by 10.9 percent to USD 7,464

miltion in2022. Receipts from tea and manufactured
goods exports increased by 16.1 percent and 22.L

percent, respectively, duringthe period. The increase
in receipts from tea exports reflects improved prices

attributed to demand from traditionaI markets.

(
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2023 prol2019

Secondary lncome a Current Account Balance
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Chart 4: Components of the Current Account Balance (Percent of GDP)
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Table 4: Annual B lance of Payments (Percent of GDP)

Source: Centrol of Kenyo

Exports to Africa a unted for 40.4 percent, with
COMESA and the region accounting for 27.0 and
25.8 percent, resp

Union were the
ly. China and the European

jor importers, accounting for
20.0 percent and
respectivety. (Table

0.1 percent of total imports,

The balance on th secondary income improved
supported by

accounted for 3.6 percent of GDP in 2022.
Remittances totatted USD4,02B million in 2022, and
were 8.3 percent higher compared to 202I. Service
exports improved by 33.a percent in 2022 boosted
by the continued recovery in international travel and
transport.

Current account -5.3 -4.6 -5.2 -4.9

l.l Goods baliance -10.6 -8.3 -10.0 -10.5

Goods:exports, f.o.b. 5.8 6.0 6.1 6.6

olw Tea 1.1 1.2 1.1 7.2

Horticulture 1.0 0.9 1.0 0.8

Manufactured C oods 0.4 0.4 0.5 0.6

Other 3.3 3.5 3.6 4.0

Goods: imports, f.o.b 16.5 14.3 76.2 17.7

o/w Oilproduct 3.3 2.2 3.2 5.0

Other 13.2 12.2 13.0 12.2

Machinery &' ransport equipment 4.8 3.9 4.2 3.4

1.2 Services balance 1.7 0.4 0.9 t.4
Services, Credit 5.6 3.7 4.5 6.0

Transportation 2.2 1.1 1.5 1.8

Travel 1.0 0.5 0.8 1.0

Services, Debit 3.8 3.3 3.6 4.6

1.3 Primary income, balance -1.6 -1.8 -1.7 -1.6

Credit n') 0.1 0.1 0.1

Debit 1.8 1.8 1.1 1.7

1.4 Secondary incor n, balance 5.3 4.9 5.5 5.8

Credit 5.3 5.0 5.7 5.8

o/w Remittances 2.4 3.1 3.4 3.6

Debit 0.1 0.1 0.1 0.1

Capital account o.2 0.1 0.2 o.2

Financial Account -5.9 -2.9 -5.3 -5.1

Foreign Direct lnve ;tment batance -0.9 -0.5 0.0 -0.5

Portfolio Investme rt balance 1.3 1.3 0.2 0.6

Other lnvestment alance -3.7 -3.7 -5.4 -6.2

ProvProvAct

2022202t20202019

cl
-l

remittance inflows, which



Table 5: Kenya's Direction of Trade
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ix. Economic Growth

The economy recorded a strong growth of 5.5

percent in the first three quarters of 2022 compared
to 7.5 percent in a simitar period of 202l.ln the third
quarter of 2022, the economy grew by 4.7 percent

compared to 9.3 percent in a simitar quarter of 202I.
The strong performance was supported by resilient

activity in industry and services sectors.

Services sector which remains the dominant driver
of economic activity grew by 7.7 percent in the first
three quartersof 2}22compared to 10.0 percent in a

simitar period of 2027, reftectingstrong performance
of accommodation and food services, whotesale and

retail trade, professional, administrative and support
services, financiaI and insurance, and education
sectors. The sector grew by 6.2 percent in the third
quarter of 2022 compared to 11.7 percent in a similar
quarter of 20L, and contributed 3.6 percentage

points to real GDP growth. The industrial sector

expanded by a.B percent in the first three quarters
of 2022 compared to 7.4 percent in a simitar period
of 202l.ln the third quarter of 2022, the sector grew

by 3.1 percent compared to B.g percent in a similar
quarter of 2021 and contributed 0.6 percentage
points to real GDP growth.

Howevel the performance of the agrlcutture sector
remained subdued due to the unfavorabte weather
conditions experienced in most parts of the country.
The sector contracted by 0.9 percent in the first three
quarters of 2022compared to a growth of 0.1 percent

in a similar period of 2027.|n the third quarter of
2022,ihe sector contracted by 0.6 percent compared
to a growth of 0.6 percent in a simitarquarter of 2027.
Crop and livestock activities were negativety affected
by below average rainfatl received in most parts of
the country during the period (Table 6 and Chart
s).
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Table 6: Kenya's I GDP Growth across the Main Sectors (Percent)

Source: Kenyo Bureau ofStotrstics ond Centrol Bank of Kenyo

Source: Kenya Bureau of Sfot stics

x. Domestic ment Borrowing

The coordination
policies continued

n monetary and fiscal

xi. Modernisation of the Monetary Policy
Framework

The CBK continued to imptement reforms outlined
in the tVhife Poper on Modernizotion of the Monetory
Policy Fromework ond Operotions,that was published
in July 2021. The reforms are aimed at enhancingthe
effectiveness of monetary policy, and are focused on
refining macroeconomic model[ing and forecasting
frameworks in line with changing structure of the
economy, improving the functioning of the interbank
market to strengthen monetary policy transmission
and operations, and continued improvement of
communication of monetary poticy decisions.

to support macroeconomic
ment's borrowing plan in the
ensured that the buitd-up in

nsistent with the thresholds set

itions and prudent budget
sed on rationalisation of

gthening of revenue collection

stability. The
second half of
domestic debt was

Government contin
in line with market
management that

in the Medium-Term Ma nagement Strategy. The
to review its borrowing plan

expenditures and

measures.

1l I f.l(iNi i{llr i'()i lr , sT/1 li l,ll T [)t 1 i l]i:tf.l(,)i).,'l

1. Agriculture 0.6 -1.2 -0.7 -L.4 -0.6 0.1 -0.9

2. Non-Agricutture (o/v ) 11.1 9.2 8.6 6.9 5.6 9.4 7.0

2.1 lndustry 8.8 6.6 5.5 5.6 3.1 7.4 4.8

2.2 Services 11.7 9.2 9.2 t.t 6.2 10.0 7.7

2.3 Taxes on Products 72.5 15.7 11.4 4.6 7.6 10.4 7.9

ReatGDP Growth 9.3 7.4 6.7 5.2 4.7 7.5 5.5
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xii. Stakeholder Forums, MPC Surveys, and

Communications

The MPC members hetd virtuaI stakehotder
meetings with the Chief Executives of Commercial
and Mlcrofinance Banks to apprise them on the
background to its decisions and to obtain feedback.
The Governor atso hetd virtual press conferences
after each MPC meeting to brief the media on the
background to MPC decisions, and measures taken

by the CBK to support macroeconomic stability
as wetI as mitigate the lmpact of COVID-19 on the
economy.

ln addition, MPC Members hetd virtuaI meetings with
investors to brief them on economic devetopments
and the outtook for the economy.

The MPC continued to improve on the scope and
information gathering processes through the CEOs,

Market Perceptions, and the newly introduced
Agricutture Sector Survey. The CEOs Survey seeks

to capture information on top firms' perceptions,

expectations and decisions and supporting key

poticy decisions, including monetary policy. The
Agriculture Sector Survey was introduced in July

2022to facilitate cotlection of indicative information
on the most recent trends in prices and output of
agricuttural commodities in various markets and
farms across the country. The Survey replaced the
Hotels Survey which was discontinued in September
foltowing recovery of the sector.

The Surveys conducted in the second half of 2022

ahead of the MPC meetings reveated sustained
optimism on growth prospectson accountof positive
sentiments and renewed investor confidence
foltowing the conctusion of the etections, increased
business activity post-election, and the Government's
focus on specific sectors such as agricutture, ICT

and MSMEs. Neverthetess, respondents remained

concerned about reduced consumer spending,
domestic inftation, and subdued agricutturaI
performance due to unfavorable weather patterns,

as wetl as increased gtobat risks including inflation,
recession, and the continued war in Ukraine.

The MPC continued to monitor the implementation
of MPC decisions by the CBK and interacted with
other government agencies such as the National
Treasu ry a nd KN BS on various policy a nd data issues.
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Source: lMF, World omic Outlook

3. THE EXTER ECONOMIC ENVIRONMENT AND OUTLOOK FOR 2023

i. lnternational nomic Environment

Growth in the adva ced economies is projected
to stow from 2.7 pe

2023. Growth in m

recent IMF Wortd Economic

, globat growth is expected
compared with 3.4 percent
an upward revision of 0.2

to the Octob er 2022 VtlEO,

averages. The expected
h in 2023 is largely driven

ic activities in the advanced

nt in 2022 to 7.2 percent in

economies in this group is

Asia

ing Europe

e Caribbean

Asia

2023,an increase of 0.3 percentage points compared
to the October 2022 WEO projections, reftecting
strong growth expectations in China after the lifting
of COVID-19 restrictions. ln Sub-Saharan Africa (SSA),

economic growth is projected at 3.8 percent in 2023

and 4.1 percent in2024. Nigeria and South Africa are

expected to grow by 3.2 percent and 1.2 percent in

2023, respectively.

Globat financiaI conditions though improving
are expected to remain volatite, mainly due to
uncertainities with regard to the pace of monetary
potlcy tightening in major economies as major
central banks. However, commodity market
pressures are expected to ease as prices of non-fuel
and fue[ commodity continue to fall. Wortd trade
growth is expected to decline in2023 to 2.4 percent,
despite an easing of supply bottlenecks, before
rising to 3.4 percent in 2024.

According to the
Outlook (WEO) u

at 2.9 percent in

in 2022, representin
percentage points re
but below the hi

stowdown in global
by depressed econ
economies.

Emerging and
China

lndia
Emerging and

Russia

Latin America and

Brazil

Sub-Saharan

South Africa

Nigeria

Middle East and

forecast to stowdown in 2023, inctuding the U.S. (1.4

percent), Euro Area 7 percent), UK (-0.6 percent),

and Japan (1.8 . ln the emerging market and

, growth is expected to risedeveloping econom
modestty, from 3.9 p rcent in 20221o 4.0 percent in

Table 7: Growth

World Output
Adurncod
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The batance of risks to global growth remains on

the downside even after the moderate upgrade.

There is a [ot of uncertainty around the gtobal

growth forecast, reftecting risks with regard to the
pandemic, extent of suppty disruptions, behavioural

changes and spending patterns, confidence effects,

and votatile commodity prices.

ii. Domestic Economic Environment

Economic growth prospects for2023 remain robust,

supported by continued strong performance of
services and recovery in agricutture, despite the
gtobat uncertainties. ReaI GDP growth is projected

to grow by 6.1 percent in 2023 compared to the
estimate of 5.6 percentfor 2022, atso supported by

the expected faster imptementation of Government

infrastructure projects, macroeconomic stabitity,

and decline in international oil prices. The main

risks to growth relate to unpredictabte weather
conditions due to the impact of climate change,
spiltovers of any further escalation of geopotitical
tensions particularty the war in Ukraine, and any

spillover effects in case of resurgence in COVID-19

infections in China.

The domestic overall inftation is expected to return

to the target range of 5 percent with a margin of
2.5 percent on either side in the first hatf of 2023,

supported by the prudent monetary policy and
government interventions to moderate prices of
key food items particularty maize, sugar and rice.

Neverthetess, supply side shocks are expected to
continue to pose a risk to domestic inflation during
the year.

The forelgn exchange market is expected to remain

stable in2023,supported by retatively stabte current
account deficit projected at 5.4 percent of GDP

from the estimate of 4.9 percent of GDP in 2022.

The stabte current account deficit is expected to be

supported by Iower internationaI oiI prices even as

non-energy imports increase, strong export growth,
continued recovery in services receipts and resitient

remittances, and improvement in financiaI inftows

which is expected to support foreign exchange
reserves.

The CEOs and Market Perceptions Surveys

conducted in the second hatf of 2022 revealed

sustained optimism about business activity and

economic growth prospects for2022 and 2023. The

optimism was attributed to increased economic
activity fottowing conctusion of the etections,

oppor'runities for growth in sectors such as lCT,

and the Government's renewed focus on MSMEs.

Neverthetess, respondents were concerned about
reduced consumer spending, domestic inftation,
and subdued agriculturaI performance due to
depressed rainfatl, as welI as increased gtobaI risks

including inflation, recession, and the continued
war in Ukraine. Surveys of the Agriculture Sector

conducted in the period reveated expectations of
increased output for most agriculturaI products in

the next harvest, on account of improved weather
conditions and increased acreage. However, there
were concerns with regard to transport costs due to
high fuet prices, unpredictable weather conditions,
and the cost of inputs such as seeds and fertilizers as

m ajor factors co nstra i n i n g a gri cu ltu ra I prod u ction.

The execution of the budget for FY 2022123 has
progressed wetl with strong tax revenue coltection,
reflecting enhanced tax administration efforts, and
increased economic activity. The ongoing fiscal

consolidation th rou gh i mptementation of measu res

to lower fiscal deficit as percent of GDP will lead

to stability in growth in pubtic debt and support
macroeconomic stabi Iity.

i
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4. DIRECTION F MONETARY POLICY IN 2023

aggregates in 2023
Government policy
Government Budget

framework and ope
enhance the CBK's fo

framework.

Price stability witt
monetary poticy in
continue supporti
post COVID-19 peri

is therefore consistent with
bjectives articulated in the
licy Statement published by

the National Treasu The Bank witI atso continue
to imptement measu
towards modern

the overriding objective of
23. Monetary poticy wilt atso

economic recovery in the
. The outlook for monetary

outtined in the White Paper,

of the monetary poticy
ns. These measures wi[[

rd-tooking monetary poticy

for the vutnerable Micro Small and Medium-sized
Enterprises (MSMEs). The CBK foreign exchange
reserves are expected to remain adequate in 2023,
consistent with outtook of the batance of Payments.
The reserves witl continue to provide a buffer against
external shocks in the foreign exchange market. The
coordination of monetary and fiscal policies will also
su pport macroeconomic stability.

The price stability objective and growth in monetary
projections are subject to risks emanating from both
the domestic and globatfronts. On the externatfront,
the key downside risks include: uncertainty about
the gtobal outlook, reftecting geopolitical tensions
particutarly the ongoing war in Ukraine, and the pace

of the monetary policy response in the advanced
economies. Monetary developments wit[ therefore
be ctosety monitored in tight of these risks, in order
to provide necessary reviews to inform the decision-
making process in the MPC. Additiona[ly, the CBK

wi[[ continue to monitor the outcomes of poticy
measures in place as well as other devetopments
in the domestic and gtobal economies to safeguard
price stabitity.

at about 10.7 percent June 2023 and 11.2 percent
by December2023,w ile private sector credit growth

Considering the in

objectives, the proj

aggregates in 2023
12-month growth in

is expected at 13.1

by December 2023.
expected to remain

implementation of

Table 8: Outlook

n and economic growth
growth in the monetary

presented in Table 8. The
road money (M3) is expected

e Credit Guarantee Scheme

r Key Monetary Aggregatesin2022

June 2023 and 13.8 percent
rivate sector credit growth is

ust, supported by, among
other factors, resilie economic activity, and the

Source: Central Bank Kenya

Broad Money, M3 (Ksh [ittionl 4,664.9 4912.3 4,920.2 5,046.2

Reserve Money, RM (K{h Billion) 519.3 534.9 543.3 563.6

Credit to Private Sectorl(Ksh Billion) 3,s80.3 3,681.9 3,814.1 3,906.8

NFA of CBK (Ksh Billiorf 440.5 432.8 317.8 317.0

l2-month growth in n{ (Percent) 8.3 2.5 (2.1) 9.1

l2-month growth in Ml (Percent) 10.5 10.7 11.1 17.2

l2-month growth in Crfdit to Private Sector (Percent) 12.7 13.1 13.4 13.8

Med i u m-Term tZ-mon{h overa tt I nf lation (Percent) 5.t, 5.0 5.0 5.0

Dec-23Sep-23Jun-23Mar-23
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ANNEX

Juty Release of the July 2022lMF Wortd Economic Outlook (WEO) Report showing increasingty

gtoomy devetopmenlsin 2022 as risks began to materiatize. The report showed that global

output contracted in the second quarter of 2022, owing to downturns in China and Russia,

while US consumer spending undershot expectations.

The MPC retained the CBR at 7.50 percent.

Admission of the Democratic Repubtic of Congo (DRC) into the East African Community
(EAC).

August Peaceful conclusion of the Kenya GeneraI Etections

September The MPC raised the Central Bank Rate (CBR) to 8.25 percent. The Committee noted sustained

inflationary pressures, etevated globaI risks and their potentiaI impact on the domestic
economy and concluded that there was scope for a tightening of the monetary policy in

order to further anchor inftation expectations.

October Retease of the October 2022lMF WEO Report reveating a broad-based and sharper-than-

expected slowdown in economic activity, with inflation (especiatty in the United States

and major European economies) higher than seen in several decades. The cost-of-living
crisis, tightening financiaI conditions in most regions, Russia's invasion of Ukraine, and the

lingering COVID-19 pandemic attweighed heavity on the outlook.

November CBK announced the rottout of a Credit Repair Framework (the Framework) by commerciaI
banks, microfinance banks and mortgage finance companies (the institutions). The

Framework seeks to improve the credit standing of mobile phone digitat borrowers whose

loans are non-performing and have been reported as such to Credit Reference Bureaus

(CRBs).

The MPC raised the CBR to 8.75 percent. The Committee noted sustained inflationary
pressures, elevated globaI risks and their potential impact on the domestic economy and

concluded that there was scope for a further tightening of the monetary policy in order to
a nchor i nftation expectations.

December China ended its "zero-COVlD" poticles that hetped suppress the spread of the coronavirus
in the country through mass lockdowns, robust contact tracing programs and international
travel bans.

EVENTS OF PARTICULAR RELEVANCE TO MONETARY POLICY (JULY - DECEMBER 2022)

a;

)

I
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GLOSSARY OF Y TERMS

OVERALL INFLATIO
OveratI inflation is a m sure of price change in the economy catculated as the weighted year-on-year movement
of the indices of the p
in a base year. The in

charged to consumers of the goods and services in a representative basket established
ices are derived from data collected monthly by the Kenya National Bureau of Statistics.

RESERVE MONEY

Reserve Money is co puted as the CBK's monetary [iabitities comprising currency in circulation (currency
outside banks and h hetd by commercial banks in their titts) and deposits of both commercial banks and
non-bank financial in tions (NBFls) hetd by the CBK. lt exctudes Government deposits

MONEY SUPPLY
Money supply is the s m of currencyoutside banks and deposit Iiabilities of commerciaI banks. Deposit Iiabitities
are defined in na r and broader senses as follows: narrow money (M1); broad money (M2); and extended
broad money (M3) ese aggregates are computed as foltows:

Narrow Money
M0: Currency o the banking system
Ml: M0 + deman deposits of banks (or depository corporations)

Broad Money
M2: M1 + quasi (

institutions.
ng term) money deposits i.e. time and savings deposits of banks and non-bank financial

Extended Money
M3: M2 + reside foreign cu rrency deposits.

Overall Liquid
L: M3 + non-ban holdings of Government Paper. This however, is not a monetary aggregate
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