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DISCLAIMER

This review is compiled by The National Treasury. Information contained here may be
reproduced without restriction provided due acknowledgement is made of the source.
Comments, suggestions as well as requests for clarification on information contained in this
report are welcome and should be addressed to the Principal Secretary, The National
Treasury, P.O Box 30007-00100, GPO, Nairobi. or email to: ps@itreasury.go.ke

i




LIST OF ABBREVIATIONS AND ACRONYMS

A-1-A
CBK
FISM
FY
GDP
IMF
KNBS
KShs
Mn
NDA
NFA
NSE
RDL

Appropriation in Aid

Central Bank of Kenya

Financial Services Indirectly Measured
Fiscal Year

Gross Domestic Product
International Monetary Fund
Kenya National Bureau of Statistics
Kenya Shillings

Million

Net Domestic Assets

Net Foreign Assets

Nairobi Securities Exchange

Railway Development Levy

v




The Quarterly Economic and Budgetary Review Report is Published in
accordance with Section 83 of the Public Finance Management Act, 2012. It
states as follows:

83. (1) An accounting officer for a national government entity shall prepare a
report for each quarter of the financial year in respect of the entity.
(2) In preparing a quarterly report for a national government entity, the
accounting officer shall ensure that the report—

(a) Contains information on the financial and non-financial
performance of the entity; and

(b) Is in a form that complies with the standards prescribed and
published by the Accounting Standards Board from time to time.

(3) Not later than fifteen days after the end of each quarter, the
accounting officer shall submit the quarterly report to the Cabinet Secretary
responsible for the entity and the National Treasury.

(4) The Cabinet Secretary responsible for an entity shall forward a copy
of the report to the Cabinet Secretary and Controller of Budget.

(5) Not later than forty five days after the end of each quarter, the
National Treasury shall—

(a) consolidate the quarterly reports and submit them to the National
Assembly and a copy of the reports to the Controller of Budget,
Auditor-General and the Commission on Revenue Allocation;
and

(b) Publish and publicize the reports.
(6) In the case of an entity that 1s a state corporation, the accounting

officer for the corporation shall submit the quarterly report to the Cabinet
Secretary responsible for the corporation who shall, upon approving it, forward a

copy to the Cabinet Secretary.




HIGHLIGHTS OF THE QUARTERLY ECONOMIC AND BUDGETARY REVIEW:
FOURTH QUARTER, 2014/2015
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0.

Recent Economic Developments

The economy grew by 5.3 per cent in 2014 from 5.7 per cent in 2013. The growth in
2014 was supported by improved activities in mining and quarrying (14.2 per cent),
information and communication (13.4 per cent), construction (13.1 per cent), financial
and insurance activities (8.3 per cent), Real estate (5.6 per cent) and transport and storage
(5.0 per cent).

Total Revenue Collection

The National Government cumulative revenue collection including A-1-A for the period
July 2014 to June 2015 amounted to KShs. 1,081.2 billion (equivalent to 18.9 per cent of
GDP) against a target of KShs. 1,170.5 billion or 20.5 per cent of GDP. This represented
an underperformance of KShs. 89.3 billion mainly due to shortfalls in A-I-A collection,
Income Tax, VAT, excise duty and Import duty.

Government Expenditure and Net Lending

The total cumulative expenditure and net lending inclusive of transfers to county
governments for the period ending 30" June 2015 amounted to KShs. 1,616.0 billion.
This was KShs. 205.8 billion below the target of KShs. 1,821.8 billion and was largely
attributed to low absorption levels in operations and maintenance for both the National
and County Governments. Expenditure on foreign financed development
programmes/projects was far below target.

Guaranteed Loans
Between July 2014 and June 2015, the National Government paid a total of KShs.

1,014.9 million on account of guaranteed loans against the projected debt service of
KShs. 1,013.1 million. The small variance is attributed to exchange rate movements.

Overall Fiscal Balance

The cumulative overall fiscal balance, on a commitment basis (excluding grants),
amounted to a deficit of KShs. 534.8 billion (equivalent to 9.4 per cent of GDP), as at
end-June 2015, compared with a deficit of KShs. 287.9 billion (equivalent to 5.7 per cent
of GDP) in the twelve period ending 30" June 2014.

External Financing

Between July 2014 and June 2015, external financing amounted to a net borrowing of
KShs. 217.8 billion, compared to a net borrowing of KShs. 106.1 billion in the same
period of 2014,

Net Domestic Borrowing

Net domestic financing amounted to a net borrowing of KShs. 251.1 billion (equivalent
to 4.4 per cent of GDP) in the period ending 30" June, 2015, compared to net borrowing
of KShs. 201.7 billion (equivalent to 4.0 per cent of GDP) in a similar period ending 30"
June 2014.
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8. Domestic Debt
Total gross domestic debt stock increased by 10.6 per cent from KShs. 1,284.3 billion as
at end-June 2014 to KShs.1,420.4 billion by the end-June 2015.

9. External Debt
The total external debt stock, including the International Sovereign Bond, stood at KShs.
1,423.3 billion at the period ending June 2015. The debt stock comprised of multilateral
debt (48.1 per cent), bilateral debt (31.3 per cent), Export Credit debt (1.2 per cent), and
Commercial banks™ debt (19.5 per cent- incl. International Sovereign Bond)
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RECENT ECONOMIC DEVELOPMENTS
1.0 RECENT ECONOMIC DEVELOPMENTS

1.1 Economic Growth

s The economy grew by 5.3 per cent in 2014 from 5.7 per cent in 2013 (Chart 1). The
growth in 2014 was supported by improved activities in mining and quarrying (14.2 per cent),
information and communication (13.4 per cent), construction (13.1 per cent), financial and
insurance activities (8.3 per cent), Real estate (5.6 per cent) and transport and storage (5.0 per
cent). Manufacturing (3.4 per cent), agriculture, forestry and fishing (3.5 per cent), electricity
supply (5.7 per cent) and wholesale and retail trade (6.9 per cent) had a slowed growth as
compared to their growths in 2013. The accommodation and food services (hotels and
restaurants) sector contracted further in 2014 while all the other sectors recorded positive
growths but of varying magnitudes.

Chart 1: Comparison in GDP Growth Rates
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Source: KNBS.

2. In the first quarter of 2015, the economy registered an improved growth of 4.9 per cent
compared to a growth of 4.7 per cent in the corresponding quarter in 2014, Growth in the first
quarter of 2015 is attributed to expansion in activities of construction (11.3 per cent), financial
and insurance (9.1 per cent), Electricity and water supply (8.4 per cent), transport and storage
(6.0 per cent) and agriculture and forestry, and fishing (4.4 per cent) (Table 1). All the other
sectors of the economy recorded positive growths of varying magnitudes except the hotels and
restaurants whose growth contracted during the period.

3. The construction sector improved to a growth of 11.3 per cent in the first quarter of 2015
against a growth of 7.6 per cent in a similar period in 2014. This growth was supported by the
on-going mega infrastructure projects and is mirrored in the increased cement consumption.

4. The Financial and insurance sector had an improved growth of 9.1 per cent in the first
quarter of 2015 compared to 8.3 per cent growth in the same period in 2014. This growth was
mainly driven by increased uptake of loans and advances, increased earnings from fees and
commissions and government securities due to the improved accessibility to the financial
services.
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Table 1: Sectoral GDP Growth (constant 2009 prices)

Gross Domestic Product by Activity 2011 2012 | 2013 | 2014 2014 2015
Q1 Q1
Agriculture, forestry and fishing 2.4 29 5.2 3.5 2.2 4.4
Mining and quarrying 19.0 19.0 -8.9 14.2 10.5 4.6
Manufacturing 7.2 -0.6 5.6 3.4 6.4 3.5
Electricity and water supply 9.4 9.5 6.6 5.7 3.9 8.4
Construction 4.0 11.3 5.8 13.1 7.6 11:3
Wholesale and retail trade; repairs 8.3 7.0 8.5 6.9 9.7 6.7
Accomodation and restaurants 4.1 3.1 -4.6| -17.2( -14.1 -7.5
Transport and storage 7.1 2.7 1.2 5.0 3.8 6.0
Information and communication 22.1 2.4 12.3 13.4 12.7 9.4
Financial and insurance activities 4.6 6.0 8.1 8.3 8.3 9.1
Public administration 2.4 4.0 3.1 5.8 -4.2 8.4
Professional, admin and support services 2.0 4.0 3.6 2.7 3.2 4.2
Real estate 5.1 4.0 4.1 5.6 6.3 2.0
Education 7.5 1.1 6.3 7.4 6.6 3.3
Human health and social work activities -2.6 -2.8 7.7 7.2 54 7.4
Other service activities 1.5 2.3 4.6 4.2 5.5 3.0
FISIM 9.1 10.1 5.2 11.2 8.3 14.0
All economic activities 5.3 4.1 5.3 5.4 4.6 5.0
Taxes on products 12.6 1.7 8.7 5.2 5.9 4.5
GDP at market prices 6.1 4.6 5.7 53 4.7 4.9
Source: KNBS
. The electricity and water supply sector had an improved growth of 8.4 per cent in the

first quarter of 2015 compared to a growth of 3.9 per cent in the first quarter of 2014. The
improved growth was as a result of increase in geothermal power generation supported by the
commissioning of new plants in 2014, notably Olkarial and 1V with capacity of 280 megawatts
despite contraction in hydro and thermal generation.

6. The transport and storage sector recorded an improved growth of 6.0 per cent in the first
quarter of 2015 compared to 3.8 per cent growth in the same period in 2014. The sector's
increase in growth was attributed to increased demand for transportation of cargo as trade
activities expanded as well as a fall in oil prices leading to a general increase in commuter
services.

T Agriculture, forestry and fishing sector recorded an improved growth of 4.4 per cent in
the first quarter of 2015 compared to a growth of 2.2 per cent in the first quarter of 2014. The
sector’s increase in growth was boosted by increased export of tea and cut flowers despite a
decline in production of tea as a result of inadequate rains and frost that was reported in some tea
zones and improved international prices of tea driven by increased demand and low global
production of the crop. Coffee and vegetable sales declined during the review period.

8. The Manufacturing sector recorded an overall growth of 3.5 per cent in the first quarter
of 2015 compared to a 6.4 per cent growth over a similar period in 2014. The slowed growth was
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attributed to a decline in manufacture of tobacco, processing of canned fruits, maize meal and
sugar. On the positive side, this growth was mainly supported by assembly of motor vehicles,
production of beer, manufacture of galvanized sheet, production of soft drinks and cement.

. The Hotels and Restaurants sector recorded a fifth consecutive quarter contraction of 7.5
per cent in the first quarter of 2015 compared to a contraction of 14.1 per cent in the first quarter
of 2014. This is an indication of some improvement in the sector. The contraction is attributable
to both internal and external shocks mainly, insecurity concerns and negative travel advisories by
some key tourist source countries.

1.2 Inflation

10.  Overall month on month inflation rose to 7.0 per cent in June 2015 from 6.9 per cent in
May 2015. The rise in the overall inflation in June 2015 is attributed to higher food and Non-
food Non-fuel inflation. Food inflation rose from 12.4 per cent in May 2015 to 12.6 per cent in
June 2015 reflecting a rise in 12-month inflation in the ‘food and non-alcoholic beverages’
category of goods and services (Chart 2). On average, the annual inflation rate was 6.6 per cent
in June 2015 compared to 7.1 per cent in June 2014, and was therefore, within the current
allowable margin of 2.5 per cent on either side of the target of 5.0 per cent.

Chart 2: Inflation
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1. The non-food-non- fuel (NFNF) inflation has risen over the last four months from 3.2 per
cent in March 2015 to 3.5 per cent in April 2015, 4.2 per cent in May 2015 and 4.6 per cent in
June 2015. Fuel inflation, however, eased from 0.3 per cent in May 2015 to 0.24 per cent in June
2015.

13 Balance of Payments

(678 The overall balance of payments surplus increased to USS$ 1,013 million in the year to
May 2015 from a surplus of US$ 305 million in the year to May 2014 (Chart 3). The improved
surplus reflected an improvement in the capital and financial account surplus that more than
offset the widening of the deficit in the current account.
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Chart 3: Balance of Payments (USS Million)
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13.  The current account deficit worsened by 22.7 per cent to USS 5,992 million in the year to
May 2015 from a deficit of USS 4,882 million in the year to May 2014. As a share to GDP,
current account deficit amounted to 9.8 per cent from 8.9 per cent over the same period. The
deterioration reflects an 8.0 per cent worsening of the merchandise account and a decline of 3.0
per cent in the surplus of the services account (Table 2).

Table 2: Balance of Payments (US $ Million)

Year to May 2015
Year to Year to Year to Absolute Percentage
ITEM MAY 2013 | MAY 2014 |MAY 2015 Change Change

A. CURRENT ACCOUNT (1+2) -4,760 -4,882 -5,992 -1,110 22.7%

1. MERCHANDISE ACCOUNT -10,867 -11,427 -12,341 -913 8.0%

1.1 Exports (fob) 6,150 6,018 5,789 -230 -3.8%

Collee 222 203 234 30 15.0%

Tea 1,283 1,113 1,062 -51 -4.6%

Horticulture 729 771 764 -8 -1.0%

O1l products 71 47 76 28 60.2%

Manufactured Goods 691 677 528 -149 -22 0%

Raw Materials 386 431 435 4 0.9%

Chemicals and Related Products (n.e.s) 511 461 426 -35 -7.6%

Miscellencous Man. Articles 573 619 600 -19 -3.0%

Re-exports 487 777 753 -24 -3.1%

Other 1,197 918 911 -7 -0.7%

1.2 Imports (cif) 17,018 17,445 18,129 683.8 3.9%

Public 119 128 269 141.1 110.6%

Private 16,899 17,318 17,861 542.7 3.1%

il 4,046 3,852 3,308 -544.4 -14.1%

Chemicals 2,116 2,317 2,464 147.2 6.4%

Manufactured Goods 2,418 2,651 2,728 77.6 2. 9%

Machinery & Transport Equipment 4,954 4,884 6,128 1,243.3 25.5%

Orther 3,364 3,613 3,232 -381.0 -10.5%

2. SERVICES 6,107 6,545 6,349 -196.3 -3.0%

B. CAPITAL & FINANCIAL ACCOUNT 6,032 5,187 7,005 1,818.0 35.0%

B.1 Capital Account 172 66 a7 31.0 47 1%

B.2 Financial Account 5,859 5,122 6,909 1,787.0 34.9%

OVERALL BALANCE (A+B) 1,272 305 1,013 708.3 232.2%

Gross Reserves 7,887 8,230 9,799 1,568.5 19.1%
Official 6.128 6,498 7.469
Commercial Banks 1,758 1,732 2,330
Imports cover (calender yvear) 4.03 4.15 4.51
Import cover (36 mths imports) 4.40 4.32 4.73

Source: CBK
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4. The deficit in the merchandise account worsened by US$ 913 million to US$ 12,341
million in the year to May 2015 reflecting a larger growth (3.9 per cent) in the value of

merchandise imports relative to the value of merchandise exports, which declined by 3.8 per cent
(Chart 4).

15, The value of merchandise imports increased in May 2015 reflecting increase in imports
of chemicals, manufactured goods and machinery and transport equipment. The 25.5 per cent
increase in the value of Imports of machinery and transport equipment was largely in industrial
transport equipment component. On the other hand, merchandise exports decline reflected
decreased earnings from tea, horticulture, manufactured goods, miscellaneous manufactured
articles, re-exports and chemicals and other related products that more than offset increased
earnings from coffee, oil products and raw materials.

Chart 4: Merchandise and Service Account (US$ Million)
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16.  The services account recorded a declining surplus of US$ 196.3 million or 3.0 per cent to

USS 6,349 million in the year to May 2015. The decline reflects a deficit in receipts from non-
factor services, which was driven by low receipts in transportation, travel and other government
services despite increased receipts from other private services (insurance and communication
services; royalties and license fees). The income account also deteriorated in the year to May
2015. However, current transfers account recorded an improvement with the surplus reflected in
both net private transfers and net public transfers.

7. The capital and financial account surplus improved to USS 7,005 million in the year to
May 2015 from USS 5,187 million in the year to May 2014. The improvement reflects 34.9 per
cent rise in the financial account surplus on the back of increased inflows of official medium to
long-term financial flows and a 47.1 per cent increase in the capital account surplus.

18. Commercial bank flows declined by 21.5 per cent in the year to May 2015 on account of
an increase in foreign assets of Commercial Banks comprising of loans advanced to non-
residents and shares and other equity. Short term flows (including net errors and omissions) also
decreased by USS 2,564 million during the period under review.
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1.4 Foreign Exchange Reserves

19. Gross foreign exchange holdings of the banking system increased by 19.1 per cent from
USS$ 8,230 million in May 2014 to USS 9,799 million in May 2015 (Table 3 and chart 5). Gross
official reserves held by the Central Bank increased to US$ 7,469 million (4.7 months of import
cover) in May 2015, an improvement from US$ 6,498 million (4.3 months of import cover) in
May 2014 due to purchases from interbank money market and receipt of proceeds from the
sovereign bond issuance. The commercial banks’ reserves also increased from USS$ 1,732
million to 2,330 million over the same period.

Table 3: Foreign Exchange Reserves (US$ million)

May-14{ Jun-14 | Jub14 |Aug-14) Sep-14] Oct-14] Nov-14{ Dec-14] Jan-13 | Feb-135) Mar-13{ Apr-13 | May-I3
Gross Foreign Fxchange Reserves | 8,30 | 10,399 | 10,029 ] 9,731 9,336 | 9400 | 8,964 | 9,738 | 9,620 | 9.873 | 9.834 | 9.806 9,799
Official 6498 8555 8I28| T84 TeTo| TRO| 24| 85| 1390 | 137| 17B| T39| T4
Commercial Banks 72| 184 1902| 1917|1659 L6l | 1e91| 1843 | 2007{ 2137] 2IT| 229 2330
Import cover (6 mihs imports) | 434|  370]  837{ SI5| S01| S06) 470) S0I| 48] 488) 4%0)] 475) 4%

Source: CBK
Chart 5: Official Foreign Reserves ((US$ million)
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Source: CBK.

1.5 Exchange Rates

20.  The Kenya Shilling exchange rate weakened against major international currencies. The
currency depreciated against the US dollar to Ksh 97.7 in June 2015 from Ksh 96.4 in May 2015
mainly due to the global strengthening of the US Dollar on the international market, and high
dollar demand by importers in the domestic market (Chart 5).

21. Against the sterling pound, the shilling depreciated to Ksh 152.2 in June 2015 from Ksh
149.1 in May 2015 and against the Euro, the exchange rate also depreciated to Ksh 109.7 in June
2015 from Ksh 107.5 in May 2015. However, the Kenya shilling has continued to display
relatively less volatility compared with the major regional currencies due to diaspora

6
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remittances, increased foreign investor participation in the NSE and enhanced confidence
following successful issuance of the sovereign bond.

Chart 5: Kenya Shilling Exchange Rate with major currencies
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Source: CBK

1.6 Money and Credit

22, Broad money supply, M3, grew by 18.6 per cent in the year to June 2015 compared to a
growth of 18.2 per cent in the year to June 2014 (Table 4).The growth in M3 in the year to June
2015 was due to an improved growth in the net domestic assets (NDA) of the banking system
that more than offset the contraction in growth of the net foreign assets (NFA) of the banking
system.

Table 4: Money Supply, M3 and its Sources (Annual basis), KSh billion

Absolute Change percent change
2013 2014 20015 | 2013-2014 | 2014-2015| 12 months to [ 12 months to
JUNE | JUNE | JUNE | JUNE JUNE Jun-14 Jun-15
Money supply, M3 (1+2) 1,820.9  2,152.1| 2,553.0] 3313 400.9 18.2 18.0
1. Net foreign assets (1.1+1.2) J61.2| 5294|4355 168.2 93.9 46.6 -11.7
1.1 Central Bank 402.1 6154 5652 2133 -50.3 530 -8.2
1.2 Banking Institutions -40.9 -86.0)  -129.6)  -45.1 -43.6 110.2 507
2. Net domestic assets (2.1+2.2) 1,459.7 1,622.7) 21175 163.1 494.8 11.2 30.5
2.1 Domestic credit (2.1.142.1.242.1.3) | 1,783.0) 2,0429| 2,639.0/ 2599 596.1 14.6 292
2.1.1 Government (net) 379.5 283.1 52211 -960.4 239.0 254 84.4
2.1.2 Other public sector 36.2 40.0 447 38 47 10.5 1.7
2.1.3 Private sector 1,3672)  1,719.8] 22,0722 3526 3524 258 20.5
2.2 Other assets net -32330 42020 5215 969 -101.3 30.0 4.1

Source: CBK

23.  Growth of the NDA of the banking system was at 30.5 per cent in the year to June
2015(Chart 6), an improvement from the growth of 11.2 per cent over a similar period in
2014 due to a pickup in the growth of domestic credit.



