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OB.TECTIVES OF THE CENTRAL BANK OF KEhIYA

The Central Bank of Kenya's objectives are laid down in the Central
Bank of Kenya (Amendment) Act, 7996 as follows:

PRINCIPAL O&'ECTIVES

The first principal objective shall be to formulate and implement
monetary policy directed to achieving and maintaining stability in
the general level of prices

The second principal objective shall be to foster the liquidity,
solvency and proper functioning of a stable market based financial
system

SECONDARY OB'ECTIVES

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

Formulate and implement foreign exchange policy

Hold and manage its foreign exchange reserves

License and supervise authorised dealers in the money market

Promote the smooth operation of payments, clearing and
settlement systems

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

6. Issue currency notes and coins
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KENYA NA.TIONAL ASSEN{BLY

Accession: lOOl'327L
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Economic indicators for the first seven months

of 2A02showthat realGDPgrewat an estimated

annualized rate of 0.7o/o compared with 0.57o in

the same period of 2001. Inflationary pressures

eased further in September 2002, with the 12.

month underlying inflation declining to l.4o/o

from 1.57o in August. The overall l2.month

inflation was unchanged at 1.8%o in September

2002.

Interest rate for the 91day Treasury bills dedined

to 7.60/o in September 2002 from 8.37o in

August. Money supply, M3X, increased by

10.9o/o in the year to August 2002 compared with

0.3o/o decline in the year to July 2001. The

increase in the money suppty in the year to August

2002 was due to increases in both net foreign

assets and net domestic assets of the banking

system.

Assets of the banking sector increased to IGh

45l.2bn at the end of August 2002 from IGh

426.4bn at the end of August 2001. Non-

performing loans (NPLs), net of interest in

suspense, were estimated at lGh 72.9bn inAugust

200?., compared with IGh 77.5bn in August 2001.

Provisions for the NPIs declined from IGh

33.5bn inAugust 2001 to IGh 31.2bn inAugust

2002. After the adjustment for the provisions

and the value of securities held by the banking

sector, which are estimated at IGh 36.lbn, only

IGh 8.2bn of the NPIr were exposed.

Government fucal operations during the first

two months of fiscal year2007/03 resulted in a

deficit, on a commitment basis, of lGh 9.7bn or

l.0o/o of GDP compared with a deficit of lGh

4.5bn or O.So/oof GDP in a similar period in the

previous fiscal year. The stock of public debt

increased to lGh 623.9bn in August 2002 from

XGh 613.8bn in June 2002. The increase was

entirely in domestic debt as external debt

declined.

The IGnya shilling marginally weakened against

the US dollar in September 2002 to exchange at

IGh 78.81 compared with XGh 78.57 in August

ZCf,.Z. The overallbalance of payments improved

to a US$ 96m surplus in the year toAugust}}}}
from a US$ 66m deficit over similar period in
2001. The Central Bank foreign exchange

reserves consequendy increased to US$ 1,119m

or 3.8months of imports cover at the end of
August 2002 from US$ 1,004m or 3.3 months

of imports cover at the end of August 2001.

2 Kenya Monthly Economic Review, October 2002
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SELECTED PERFORMANCE INDICATORS
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SELECTED ANNUAL ECONOMIC INDICATORS, 1997 - 2OO1

IND!CATOR 1997 t99E t9e9 2000 2001'

1

2.

3.

4.

5.

6.

I

17

POPULATION

People in Mllions

Growth (%)

NATIONAACCOUNTS
GDP lvlarket Prices (Ksh bn)

GDP at Factor Cost (US$M):

At Current Prices

At Constant 1982 Prices

RealGDP Growth (o/o)

Per Capita lncome (US Dollars)

GROSS DOMESTIC SAVINGS ( % of GDP at rnkt prs)

GROSS DOilESTIC INVESTMENTS ( % of GDP at r*t prs)

CONSU[I ER PRICE INFLATION

Average Annual lnfl ation

Twelve-month lnflation

STOCK MARKET

NairobiStock Exchange Price lndex (1966=100)

Trade Turnover (o/ol

GO\TERNMENT BUDGET (Keh bn) "
Revenue and Grants

Expenditure

Budget Deficit G) / Surplus (+)

Budget Deficit ( % of GDP)

MONEY At{D CREDIT (Ksh bnXEND PERIOD)

irloney Supply ([AXf)
ltrloney Supply ([AX)

Reserve iloney
Total Dormctlc Credlt

Government

Others

BAAI{CE OF PAYMENTS (Usi m)

Overal! Balance

Current Account
Caplta! and Flnanclal Account

10. FOREIGN EXCHAIIIGE RESERVES (US$ m)

Official"'
Months of impods

Commercial banks & public

11. PUBLIC DEBT (US$ bn)

Domestic

As % of GDP
External

As % of GDP
2. EXCHAT{GE RATE (Krh/US3} AVERAGET

623 691 742 796 895

28.1

2.5

9120
g'.t24

2.4

325

10.5

18.5

31 1 5.1

0.3

155.0

159.8

-4.7

-0.8

370.6

321.8

75.9

327.4

82.7

244.7

20.8

2.4

9825

9285

1.8

322

9.8

17.4

2962.'.|

0.4

29.5

2.2

9090

9417

1.4

319

r0.9

16.2

5.7

10.4

2303.2

0.2

30.2

2.1

9005

9393

-0.2

311

7.4

ts.4

10.0

11.8

1913.4

0.2

182.7

175.2

7.6

1.0

435.5

360.0

77.7

362.1

76.4

285.6

30.8

2.1

9833

9465

1.2

309

6.5

14.5

5.8

1.6

1355.1

0.2

11.2

8.3

6.6

2.5

8.

184.9

195.0

-10.1

-1.6

381.3

333.6

75.0

350.6

91.1

260.6

20't.2

197.3

3.8

0.5

4',t4.4

345.7

79.0

358.5

u.1
274.3

216.4

232.9

-16.5

-2.1

462.1

368.4

79.1

369.1

89.1

280.0

19.

It

-33

-450

417

1,099

788

(2.5)

311

E.5

2.7

29.2

5.8

64.0
58.8

66

-549

615

1,100

783

(2.5)

3',17

8.7

3.0

30.2

5.7

57.7
60.4

-21

-214

193

1,104

791

(2.e)

313

8.0

2.6

24.5

5.4

50.6

-8

-288

219

1,398

897

(2.e)

501

7.7

2.5

23.8

5.2

50.2

147

-229

376

1,459

1064

(3.5)

395

7.7

2.7

25.0

5.0

46.6

'Pro{sional.
" Fiscal year endlng June 30th.

"' FlgurBs in parBnth€s€s relbr to oficial r€rrenBs in months of imports of goods and non-hctor senices.

Sourceg: Central Bureau of Statlrtlcg, Gentral Bank of Kenya and Nalrobl Stock Exchange
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SELECTED MONTHLY ECONOMIC INDICATORS

' Provisional.
,. Cumulatire fiscal year 2001/02 budget out-tum: deficit including grants and on commibnent basis.
... Figures in parentreses refertooffcial resenes interms of montrs of imporb of goods and non-bdorsen'ices.

'..,Edudes lGh 2,028m ltVF disbursements onlent tr the Gor,t. bythe CBK, v/'rich is included in e(emal public debt

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

Inflation has been on a downward trend
beginningJune through September 2002. The
decline in inflation is largely attributed to
sustained prudent monetary policy, stabiliry in
the shilling exchSnge rate and reduced pressures

on food prices occasioned by increased supply.

Overall Inflation

The recent development in the overall inflation
were as follows (Table 1 and Chart 1):

The overall 1Z-month inflation was 1.87o

inAugust and September 2002, compared

wirh2.7o/o inJuly.

In September 2002, overall inflation
declined by 0.3%, compared with a decline

of 0.1%o in August 2002.

Underlying Inflation

Table 2 and Chart 2 shows the following
developments in underlying inflation:

The underlying 12-month inflation declined

to l.4o/o in September 2002 from 1.5% in
the previous month.

a

a

a Underlying average annual inflation fell to
3.4o/" in September 2002 from 3.97o in
September of the previous year.

a

a The overall average annual inflation eased

to 1.8% in SeptemberZ}}Tfrom 1.9% in
August.

a In September 2002, the underlying
infl ation increased by 0.2o/o compared with
a decline of 0.7o/o in August.

TABLE 2: UNDERLYING INFLAT|ON (%)

ChART 2

Sources: Central Bureau of Statistics & Central Bank of Kenya

Inflation by Income Groups

In September 2002, inflation in goods and
services purchased by the various income groups

evolved as follows (Tlble 3 and Chart 3):

The lZ-monrh inflation in goods and
services purchased by the Nairobi lower

TABLE 1: OVERALL INFLATION (%)

m1 m2
Jan ltiar Jun Sep Dec Jan t\rlar Jm Jrjl Alq Sep

12<rsrth' 12 o 9.5 4 6 3.1 1 I 0.4 .t 9

Aragearr.d? to2 104 10 1 8.1 58 48 3s

CEEEsosmnfih 09 {6 02 43 42 {5 0.2

]wEBM3rmths 19 03 23 O.t 43 Og {2

2.8 2.2 1.A

2.3 2.1 1.9

1.2 {5 41

3.4 2.7 2.1

1.8

1.8

{.3
.1.0

CHART 1

Sources: Crntral Burcau ol Statistics t Central Bank of Kenya

rThe rate of change in the CPI over rhe sanre nronth in the previous
year, sometimes referred to as the "annual" rare of change.
rPercentage change in the average CPI tbr rhe last 12 monrhs over

the average CPI for the previous 1Z-nronth period.

m1 ru.
Jan lrthr .lm Sep fc Jan ilhr In Jr' A{ Sop

12{ru-lh 8 3

A\ereearld o't
OE€ES o€rqE nslh 1.5

OEgeso€r3ruths 3.0

7.5 67
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1.5 1.6

29
4.6

o0
1.2

a5 51 3.0 3.4

68 6.7 6.2 55
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1.8 0.1 {.6 {.1
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0.7 0.0 0.3
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INFLATION

a

a

a

income Broup, declined to l.60/o from Z.lYo

inAugust.

The l2-month inflation in goods and

services purchased by the Nairobi middle/

upper income group increased to 3.2o/o

ftom l.9o/o in August.

Consequently, the l2-month inflation in

goods and services purchased by combined

Nairobi income groups declined to l.9o/o

from7.0o/o.

The l2-month inflation in goods and

services purchased by consumers in the rest

of urban towrrs remained atl.Tyo inAugust

and September 2002.

1 . 8 % and 0 .9o/o from 2 . 5o/o and 3 .2o/o respectively

in August, while inflation in the food and soft

drinla remained unchanged atZ.lyo in the review

period. Other categories of goods and services

recorded modest increases in inflation as indicated

in Table 4 and Chart 4.

TABLE 4: BASKET WEIGHTS & OVERALL l2-MONTH

INFLATION, AUG. SEP 2(}()2

' tlunbersin paBntEses rB irrm go{ x'dgfis

CHART 4
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Source!: Ccnt rl Burcru ofStrtlrtio & Ccntrrl Brnk ol Kcnyr

Outlook

Inflation is expected to remain within the 5o/o

target in the next tw'elve months supported by

appropriate monetary policy stance, stable

shillingexchange rate and expected adequate food

supply. The current tensions in the Middle East

may, however, exert some inflationary pressures

through increases in the prices of crude oil.

12

TABLE 3: OVERALL 12-MONTH INFLATION BY INCOME

GROUPS(%)

.aDt&l
J.n lb, .ln &p fc Jan t/hr Jrr Jll AIo SeP

\Erdi Lffi
UrEti raddlF
\tsrctihird
bldUfiTo{rs

8.2 1.3

6.0 46

7.8 1.9

106 64

-zo 0.4

12 2.5

-1.4 0.8

17 28

1 1.5

8.7

109

127

't.3 0.2

't.3 't.5

1.3 0.4

42 24

4.5

2.2

41

2.1

2.0 1.6

19 12

20 l.o

17 1.7

3.s

2.1

33

14

CHART 3

Sourcar: Ccntrl Bur.ru of Stilirtict t Ccnt .l Brnk of Keny.

Inflation by Categories of Goods and
Services

Mixed trends were recorded on inflation in
various categories of goods and services in
September 2002 (Table 4 and Chart 4). Inflation
in housing, and alcohol and tobacco declined to

-3
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Money supply increased more rapidly in the

rwelve months to August 2007 relative to
respective targets and developments in the year

to August 2001 (Tables 5 and 6, and Chart 5).

Narrow money supply, M3, comprising currency

outside banking institutions and shillings
denominated deposits held by the private secror

with banks, increased by ll.3o/o compared with
5.60/o target growth and a decline of 2.5o/o in the

year to August 2001. Broad money supply, M3X,
which includes M3 and residents foreign currency

deposits increased by 10.9% compared withl.Zo/o

target growth and 0.3% decline in the nvelve

un
Itibr Jln JrI

NI
Jen hb f,b, Ar tlhy Jm Jd AD

ia
irBX

i&(t

o.1

3.7

4.8

-1.3

2.1

5.3

-2.2 2.0

{.8 0.0

3.1 43

4.4

3.1

7.3

3.9

2.1

5.7

42 6.1

2.0 4.8

6.3 7.5

8.5 A7

6.7 7.6

8.4 &6

11.3

't0.9

'11.6

TABLE 5: ANI{UAL PERCENTAGE CHAI{GE lN MONEY SUPPLY

CHART 5

Source: Cenlral Bank of Kenya

TABLE 6: MONEY SUPPLY AND ITS SOURCES, KSH BN

Absolute and percentage changes do not necessarily add up due to rounding
1/ Broadet money, M3XT, comprises M3X and non banking public holding of Government securiries.
2/ Broader money, M3X, comprises M3 and resldenls foreign currency deposits with local banks.
3/ Brcadmoney,M3, comprisescuffencyoutsidebanking inslilulions, andall privateandotherpublicsectorholdingsol
demand savings and time deposils. lt excludes central and local Govemmen, deposits with banking institutions.
4/ NFA al constanl exchange rate of Ksh 78.95 to the US dollar (Sept. 30th, 2001).
5/ Excludes inleresl ln suspense.

Sourc.: C.ntrrl Brnk of Kcnyr

Mi,r,r/ i,,l{,ry rr,,*lr, M :l

Broader Monoy Supply Crowlh lM ]x I

6

3

0
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M

Annual Change
Absolute

Arg Arg
2001 2002

1. Money supply, M3XT 1l

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

3. Money supply, M3 3l

Of which: M2

4. Net forelgn assets 4/

Central Bank

Banking lnstitutions

5. Net domestic assets (5.1+5.2)

5.1 Domestic credit (5.1.1+5.1.2)

5. 1 .1 Governm ent (net)

Central Bank

Banking lnstitutions

5.1 .2 Private sector and other public sector 5/

5.2 Other net domesic assets (5-5.1)

447.1

35r.4

304.3

287.9

91.1

69.3

21.8

260.3

326.9

74.5

6.7

67.9

252.4

-66.7

73.9

47.6

26.3

499.1

389.8

338.7

323.8

97.4

76.5

20.9

292.4

355.0

102.2

21.8

80.4

252.8

-62.6

77.6

53.2

24.4

52.0

38.4

34.4

35.8

6.3

7.2

-0.9

32.1

28.0

27.7

1s.2

12.s

0.3

4.1

3.7

5.6

-1.9

117.5 118.7 1.3 1.1

11

7

Memorandum items

bills outstandT

11

I

6.

10.3

.4.0

12.3

8.6

37.2

227.8

18

Reserve money

Currency in circ ulation

Banking lnstitutions' deposits with CBK

1

1

,|

0.1

6.1
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MONEY SUPPLY

months to August 2001. Reflecting pardy the

grourth in M3X and partly the increased holdings

of Govemment securities held by the non bank

public, broader money supply, M3XT, increased

by 11.67o comparedwith 8.5olo target growth and

3.6/o increase in the year to August 2001. The

money supply orpansion was also reflected in the

base money, or reserve money, which increased

by 5%o compared with 0.6% fall in the year to

August 2001.

The money measure, M3X, most closelY

monitored by the Cenmal Bank, grew by 10.9o/o

in the twelve months to August 2002 due to

increases in the net foreign assets NFA) and net

domestic assets (NDA) of the banking qntem. The

NFA increased by 6.90/o in the year reflecting

LO.3o/o accumulation of it by the Central Bank

and 4o/o decline in its holding by commercial

banks, while the NDA increased by 12.3o/o largely

due to acceleration in domestic credit to

government. Meanwhile, other domestic assets

net of other liabilities increased by 6.1"/" in the

year to August Z00Z compared with 16.97o

decline in the year to August 2001.

Reserrrc Money

Reserve money, comprising currency in

circulation and deposits of commercial banks and

NBFIs at the Cenmal Bank, increased by 5o/o to

lGh 77.6bn in the t'welve months to August 2002

compared with 0.6% increase in the year to

August 2001 (Thble 7 and Chart 6). The reserve

money expansion during the period under review

was wholly through ll.8o/o increase in currencry

in circulation that fully offset the7.2o/o decline in

deposis of both commercial banks and NBFIs.

The reserve money expansion in the t'welve

months to August 2002 however, remained

within target by lGh 1.1bn. This favourable

performance was attributed to an aggressive

sterilization programme through secondary sale

of repo treasury bills to banks under open

market operations (OMO) by the Central Bank.

TABLE 7: RESE$,E ilOllEY & 1IS SOT RCES (KSH Bll]

CHART 6

Source: Carbd Ernk of KanYr

The reserve money expansion during the trvelve

months to August 2002 was whotly in the net

forergn assets (NFA) as net domestic assets NDA)
of the Central Bankdeclined. The NFAincreased

by 10.3%, largely reflecting purchases of foreign

exchange from the interbank marker Meanwhile,

NDA declined by 75.5o/" as a result of liquidity

mop up operations bythe Bank. Developments

in the components of NDA of the Central Bank

were as follows:

Net indebtedness of commercial banks to

the Central Bank increased by IGh 12.8bn

due to Ksh 12.3bn additional liquidity

sterilization through sales of repo fieasury

bills under OMO to banks.
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MONEY SUPPLY

a Govemment borrowing from the Central
Bank net of deposits increased bv lGh
15.2bn in the year toAugustZ}OZ after Ksh

7.1bn government run down of deposits at
the Bank and Ksh 8bn increase in adrrances.

private households. However, the additional
borrowing was offset by Ksh 28.6bn repaymenrs

bythe real estate, manufacn:ring, trade, consumer

durables, business services, and mining and
quarrying sectors.

TABLE 8: CREDII TO PRMATE & OTHER pUBLtC SECTORS
(KSH Blt)

,t dta rtdFrr{. dro.. nyd lEgl, d{O d. toqrtE

CHART 7: SHARE lN CREDTT TO PR|VATE SECTOR lN THE t2
ToNTHS TO AUGUST 2002 (KSH Bil)

Source: Ernk of l(cnyr

Other domestic assets net of other domestic

liabilities declined by Ksh 5.8bn.

Credit Developments

Net domestic credit (NDC) increased by 8.60/o

in the nvelve months to August 2002 compared
with 1.7olo decline in the year to August 2001
(Table 8 and Chart 7). The credit expansion in
the review period was wholly to the government
as credit to the private and other public sectors

remained almost unchanged. In the nvelve
months to August ZOO2, net credit to
govemment, increased by 37.2o/o compared with
72.1o/o decline in the year to August 2001. The
credit enparuion in the year under revierv reflected

increased borrowing from the Cedrral Bank and
commercial banks.

After declining from lGh 252.4bn in August
2001 to an all time low of IGh 240.8bn by March
2002, credit to the private and other public
sectors recovered thereafter to a level margin'lly
above that of August 2001. The recovery
reflected pardy 39.5o/o increase in lending to the
telecommunications sub sector in respect of
commercial paper floated by a mobile phone
company in August 2002.

During the period under raniew, the private sector

actMties borrowed an additional lGh 29.4n to
finance miscellaneous activities, private
households, building and constmction, bransport

and communication, finance and insurance and
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Structure of the Financial System

As at the end of September 2002, the Banking

system comprised 46 commercial banks, 3 non-

bank financial instinrtions (NBFIs), 2 mortgage

finance companies, 4 building societies and 48

forex bureaus (Thble 9). The reduction in the

number of institutions from 58 in September

2001 to 55 in September 7007 was due to
mergers and the liquidation of one commercial

bank.

TABLE 9: COMIUIERCIAL BANKS, NBFIS & FOREIGN EXCHANGE

BUREAUS

TyDO ot lnstltutlon/Buraau Seo.2001 Seo.2002
Commercial Banks

(a) Operaling
(b) Under Central Bank slalutory maoagemenl

Burlding Socreties
Mortgage Frmnce Companies
Non-bank Financral hstitutions

(a) Operaling
(b) Under Central Eank stalutory managemenl

Total
Foreion Exchanoe Bureaus

48
47

1

4
2
4
4

58
47

45
45

1

4

2
3
3

48

Source: Cenlnl Brnk of Kenyr

Total Assets and Advances

Total assets of the banking system increased to

fGh 451.2bn at the end of August 2002 from
Ksh 4z6.4bn at the end of August 2001 (Table

10). Total Loans and advances, accounting for

49o/o of total assets, increased by Ksh 2.1bn to

IGh 252.lbn in August7007 from lGh 250.0bn

in August 2001.

TABLE 10: SELECTED ASSETS OF THE BANKING

INSTITUTIONS (Ksh bn)

Asset Q,r"litv

At the end of August 2002, the level of non-

performing loans (NPIr) was estimated at lGh

72.9bn or 28.9o/o of total loans, compared with
XGh 77.5bn or 31.0% of total loans in August

2001 (Table 11). The decline in the ratio of NPI-s

reflects IGh 4.6bn drop in nonperforming loans.

The NPI-s were mainly concenrrated in seven

banks whose ratio of non-performing loans to
total loans was 5Zo/o cr>mpared with only t5%
for the rest of the banking sector. The NPI-s in
the seven banks accounted for lGh 50.8bn or
69% of the industry's total non performingloans.

TABLE 11: NON-PERFORMING LOAl,lS' (NPLs) & PROVISIONS

(Ksh bn)

Arg{l Arg{2
1. Total Loans

2. Spocilic ProvBions

3. General Provisions

4. Total Provisions (2+3)

5. Net Loans (1-4)

5. Total tlon-Performing Loans (NPLS)"

7. llet Non-Perrorming Loans (6-2)

8. Value of securities (estimated)

9. Net Exposure (7-8)

10. Total NPLS as % of fotal Loans (6/1)

1 1. Total Provisions as % ol Tolal Loans (4/1 )

'12. Exposure as % of Total L@ns (9/1)

250.0

30.4

3.1

33.5

216.5

77.5

17.1

375
96

3100.0%

1340.0%

340.0%

252.1

28.6

2.6

31.2

220 I
7?.9

44.3

36.1

4.2

2890.0%

1240.Oo/.

330.0%

August August Chango'
2001 2002 Abiolulo

ASS ETS

Loans and AdEnces
Gowrnmenl Secuntres

Balances at Central Bank

Fixed Assets
Other Assels

126.1

250.0

84. 1

277
1't 8

23.7

451.2

252.1

91 6
24.4

19 0
44.4

21.4

21
75
3.3

12
20.7

5.8

0.8

89
.12.0

6.5
87.3

anges m ay nol up lo tounding.

'The EVseJ e@tiitlg syslem elfectt@ Agtl 2OO2 excludes suspcded Dte6t q lolal
ldns and M-Fdming l@ns (NPL')

Source: Central Bank of Kenya

Meanwhile, the level of provisions decreased from

Ksh 33.5bn to lGh 31.2bn in August 2002 in
line with the decrease in NPI-s while estimated

value of securities marginally declined from lish
37.5bn to [Ish 36.1bn. The extent to which rhe

banking instirutions are exposed on net basis

consequently decreased tc, lGh 8.2bn from lGh
9.6bn in August 2001.

Other Assets

Govemment securities held, by banks increased

by 8.9% to lGh 91.6bn in August 2002 from

XGh 84.1bn in August 2001, and accounted for
70o/o of total assets. Cash deposited with the

' I n clude s inte h an k b ala n ce s.

Sourc!: Centrrl Blnk of Xanya
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Central Bank decreased to lGh l4.4bnfrom IGh

27.7bn and accounted for 5o/o of total assets.

Deposit Liabilities

Deposits, including interbank deposits and

accrued interest, held by banking institutions

increased by 8.3% to lGh 350.9bn in August

2002 from Yrsh3z4.Zbn inAugust 2001. In terms

of market share, the largest eight commercial

banks accounted for72.5o/o of all deposits in the

bankings,ystem.

Capital and Reserrrcs

Capital and reserves of the banking system

decreased by 3.0o/o to IGh 55.9bn in August

2002 from fkh 57.6bn in August 2001 (Table

lZ). Total capital, comprising capital and

reserves excluding goodwill and 7 5o/o of
revaluation reserves of the banking system,

increased marginally by 1.5o/o to lGh 54.4bn in
August 2002 from fGh 53.6bn in August 2001.

Consequently, the level of capitalisation as

measured by the ratio of total capital to total risk
weighted assets ratio increased to 16.50/o at the

end of August 2002 from 13.3o/o at the end of
August 2001, which was above the minimum

requirementof l2o/o.

TABLE 12: SELECTED LIABILITIES OF THE BANKING

INSTITUTIONS (Ksh bn)

Augu3l August Annu!l Chlnge'
20Ol 2002 Ab.olute %

LIABILITIES
Dsposits"
Capital and R€ser\as
Foreign Liabilitieo
Othor Liabilities

36t.t
324.2
57.6
11.1

33.5

305.3
350.9
55.9
't1.1

33.3

26.5
26.7
-1 .7

0.0

4.2

7.2
8.3

-3.0
4.2
4.5

" I nclude s i nlorb ank b ala nce s.

Sourcc: Carbrl Ernh of Karyr

Profitability of the Sector

The unaudited pre,tax profits of banking
institutions decreased by 3.4o/o to IGh 5,883m

lfor 
the eight months ending August 2002 from

pcrcenlagc changes may nol nocossanly sctct up due ,o rcuncling.

Ksh 6,092m for a similar period in 2001. The

deterioration in the banking sector profitability

was mainly attributed to decline in interest

income.

Institutions LJnder Statutory
Management

A scheme of arrangement prepared to revive a

bank currently under stanttory management of
the Central Bank received 817o approval by

depositors of the bank. The scheme is now

awaiting Court sanction before the bank is re-

opened for normal business.

Building Societies

Total assets and deposits of building societies

were IGh 9.2bn and lGh 7.3bn, respectively,

while total advances amounted to IGh 3.0bn at

the end of August 2002. Their income stood at

lGh 892m while their total expenses stood at trGh

731m, giving a profit before tax of lGh 161m for

the eight months endingAugust 2002.

Cash and Liquidity Ratios

The banking sector comprising commercial banks

and non-bank financial institutions (NBFIs)

operated above the statutory 70o/o minimum

liquidity and was within the 10% cash ratio

requirements in August and September 2002

(Table 13 and Chart 8).

Liquidity Ratios

In October and September 2002,liquid assets

held by commercial banks and NBFIs largely

comprised cash balances at the Cenrral Bank,

balances with commercial banks both locally and

foreign and government securities both in
Treasury bills and bonds. The average trends were

as follows:

t2 Kent,a Monthly Economic Review, October 2002



BANKING SECTOR DEYELOPMENTS

far Jun JulDac

11 46 1A 4l aa 43 /B
20 20 20 20 20 20 20
9.7 9.9 9.7 0.6 9.5 9.0 0.2
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il.5 10.1 t0.4 10.9 11.0 10.9 ',|',|.0 11.8 12.a 12.5
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r0.2 10.0
t0 10
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tilidmm Cash Ft to"

Ar,Brago Liqddity
Midmun Liqudity
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b.{m .lt.i[ ftm la h&.t r0OO.

' TABLE 13: cASH At{D LnutorY RATos'

F{O

unaudited financial resuls on a quarterh basis

in March, June, September and December. This

requirement commenced with the June 2002

financial statements and by the end of August

}Nl,all instinrtions except one which was in the

process of merging with its parent bank,

published their results in the print media. The

objective of the disdosures is to enable customers

of banks make informed decisions about the

general soundness of banks, particularly when

placing large deposits. Thble 14 is an extract from

the financial statements and disclosures showing

major banking sector performance indicators.

The most important indicator of the strength of

a bank is capital, which is measured by the ratio

of total capital to total riskweighted assets. This

ratio shows the amount of capital a bank holds

in relation to the risk of the business being

undertaken. Thble 14 indicates that the banking

sector is generally sound with an actual capital to

risk weighted asses ratio of 17.Zo/o compared to

the prudential requirement of l2o/o. fu at the

end of June 2002, the banking sector had non'

performing loans amounting to lGh 71.6bn or

29.2o/o of total loans and advances' an

improvement compared with XGh 79.0bn as at

end ofJune 2001. During the quarter endedJune

ZOOZ, the sector made a profit of llsh 3.9bn.

Wide differences were, however, observed among

instirutions regarding capital to risk'weighted

assets ratio with some banks not meeting the

m inimu m requ ire me nt of LTo/o. S im ilarly, there

were differences betrveen instititutions on other

performance indivicators of asset quality and

profitability levels.

a

a

Sot,cr: Ccntnl Brtk ol KatYr

The average liquidity ratio for commercial

banks for September was unchanged at

43olo same as inAugust 2002 while that of
NBFIs declined to 52o/o from 630/o in

August.

The average liquidity ratio for mortgage

finance companies.declined to 260/o in

September 2002 from 27 o/o in August while

that of building societies fell to 48% from

507o over the same period.

Cash Ratios

The average cash ratio maintained by banking

institutions decreased to 10.8% in September

2002 compared with ll.0o/o in August.

Commercial banks average cash ratio was 9.17o

in September compared with 9.Zo/o in August

while the ratio for NBFIs averaged 12.5o/o

compared with 12.7o/o over the same period.

Second Quarter Z@Z Banking Sector

Financial Statements and Disclosures

The Central Bankof Kenyanow requiresbanking

instinrtions and building societies to disclose their

ru -.rm UcuE(,

tlblDm
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TABLE 14: SECOND OUARTER2002 BAIIKING SECTOR PERFORiIANCE INDICATORS

NO. BANKS
CAPITAL AOECUACY ASSET QUALITY PROFITABILITY

Total
Capital

(rc)
lGh m

TC/
TRWA

Tdal
Loans

(TL)

lGhm

NPLs

Ksh m

NPLs/

TL
Provisions/

NPLs

.l

PBT

lGhm

PBT/

Tdal
Assets

./,

1 Barclays Bankof Kenya Ltd. 9,203 15.4 49,705 s,366 10.8 26.8 1,202 1.5

2 Kenya ConrrErcial Bank Ltd. 5.442 12.9 36,319 20,676 56.9 32.3 - t.164 -1.S

3 Standard Chartered Bank Ltd. 4,6'10 13.7 16,677 1,470 8.8 15.9 1,653 2.9

4 Otibank, N.A. 4,048 17.2 11.lU 242 2.2 67.3 652 l.t
5 Co-operative Bank ol Kenya Ltd. 3,473 22.8 17,285 6,295 36.4 55.1 134 0.€

6 flational hdustrial Credit Bank Ltd. 2,353 41 6 4,897 834 17.O 63.9 160 1.S

7 t{ational Bank of Kenya Ltd. 2,137 9.1 26,904 1 3,1 38 48.8 61.9 82 0.3

8 CFC Bank Ltd. 1.856 22.9 5,s88 219 3.9 27.7 87 1.C

9 Conrrercial Bank of Arrica Ltd. 1,555 23.8 4,788 526 1 1.0 34.1 207 1.2

10 First AnErican Bank Ltd 1.'15'l 30.3 3,506 912 26.0 42.5 104 1.9

11 hvestnEnt & lvbrtqaqes Bank Ltd. 1,098 20.6 3,885 573 14.7 19.6 60 0.s

12 Danond Trust Bank Kenya Ltd 974 35.7 2,316 302 13.1 3'1.4 38 0.6

13 DevelopnEnt Bank of Kenva Ltd. 845 32.8 '1,900 904 47.6 35.9 38 1.2

14 Credit Agricole hdosuez 773 22.1 2,252 176 7.8 100.5 38 0.8

15 Transnational Bank Ltd. 739 37.2 900 377 41.9 24.9 150 9.0

16 Mddle East Bank of Kenya Ltd. 698 28.4 1,319 342 25.9 14.8 26 0.8

17 K-Rep Bank Ltd 684 635 876 16 1.8 56.7 31 2.4

18 Guardian Bank Ltd. 652 24.5 2,665 1.306 49.0 8.5 43 1.1

19 Akiba Bank Ltd 616 15.6 3.O47 748 24.5 27.2 25 0.6

20 Stanbic Bank Kenya Ltd 610 14.1 2,696 659 24.4 40.3 -49 -0.7

21 hrperial Bank Ltd. 602 19.2 3,091 255 8.3 72.O 85 2.2

22 Consolidated Bank of Kenya Ltd 567 28.0 1.173 808 68.9 35.5 3 0.1

23 Ftna Bank Ltd 537 15.5 2.993 570 19.0 31.4 32 0.6

24 Pri,Ie Bank Ltd. 494 17 .1 1.909 159 8.3 44.3 33 1.0

25 Victoria Conrrercial Bank Ltd. 488 40.8 1,373 302 22.0 27.0 20 0.7

26 Southern Oedit Banking Corp. Ltd. 439 21.5 1,800 709 39.4 42.5 5 0.1

27 Giro CorrrrErcial Bank Ltd. 405 14.2 2,930 932 31.8 11 .7 26 0.6

28 Bank of Baroda Ltd. 397 28.3 1,303 236 18. 1 16.8 28 0.7

29 Biashara BankoI Kenya Ltd. 396 30.2 761 19 2.5 63.3 25 1.0

30 Gty Finance Bank Ltd 3S4 53.3 537 338 62.9 10.0 15 1.8

31 Equatorial ConrrErcial Bank Ltd. 383 3.4 972 197 20.3 26.2 31 1.4

32 Af rican Bankjnq Corooration Lld 380 23.9 1,210 195 16.1 32.1 '19 0.7

33 Credit Bank Ltd. 360 43.8 687 152 22.1 14.3 12 0.7

34 Charterhouse Bank Ltd 3s9 20.8 1,082 81 7.5 46.3 74 3.i
35 Flabib AG Zurich 3M 34.4 625 57 9.2 58.8 52 1.4

36 Chase Bank Ltd. 341 51.3 696 I 0.1 94.5 21 1.7

37 Bank of hdia Ltd. 335 40.8 822 62 7.6 38.2 60 'l .8

38 hdustrial Developn€nt Bank Ltd. 327 20.7 1,673 596 3s.6 54.2 -59 3.1

39 l{abib Bank Ltd. 322 44.4 882 99 11.3 80.9 63 2.4

40 Drbai Bank Ltd. 307 56.8 492 4S 10.0 59.2 16 2.4

41 llararmunt-Lrniversal Bank Ltd. 270 27.8 785 304 38.7 30.s 1 0.1

42 Frdelity ConrrErcial Bank Ltd. 246 25.4 752 230 30.6 39.1 18 1.6

43 Brro Bank Ltd. 104 5.7 2,053 1.727 84.1 '15.1 I 0.4

44 DainE Bank Ltd 31 4.5 650 476 73.2 24.1 -11 1.4

45 Delphis Bank Ltd -808 -64.3 2,373 1,923.73 81.1 61.8 -210 -13.4

St,&TOTAL 51,535 17.2 232,284 65,s57 28.2 40.3 3,888 0.9c/

MFCs/NBFls

1 l-lousing Fin. C.o. of Kenya Ltd 927 10.1 9,312 5,247 56.3 24.6 30 0.3

2 Savings and Loan (K) Ltd 753 31.8 2.436 661 27.1 25.9 7 0.2

3 frine Crpital & Credit Ltd. 435 39.3 722 118 16.4 45.6 26 1.4

4 Bank of hdia Finance Ltd. 238 330.2 91 19 20.9 0.0 23 2.5

5 Devna Finance Ltd s9 87.0 23 0.3 1.3 100.0 -1 -0.7

ST.BTOTAL 2,412 18.8 1 2,586 6,046 48.0 25.1 86 0.5

GRAND TOTAL 53,9218 17.2 2U,E70 7't,603 29.2 39.0 3,574 0.9

TRWA = Total risk weighbd assets
lvFCs = ibrigage frnance companies
NBFIs = Non-bank financial inslifulions

Source: Jurp 2002 prtlbhed dlsclocurer

NPLs = Non-pertcrming loans
NPLs = Tobl non-perbrming loans
PBT = Profib bebre tax
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All principal short term nominal interest rates,

except the interest rate on overdraft by

commercial banks, continued on a downward

ffend in the September 2002 quarter (Table 15)

as followst

Afterdeclining to?.3o/o inJune 2002 ftom

Ll.Oo/o in December 2001, the 91'daY

Treasury bill rate rose to 8.60/o in July but

declined to 8.3% in August and 7.6% in

September 2002. The fall in the 91dav

Treasury bill rate reflected excess liquidity

in the domestic market, strongcompetition

among the major investors and limited

competitive outlets for invesrment funds.

The average rate earned on three months

time deposits with banks declined to 5-9o/o

in both July and August from 6.1% in June

7002. This rate has been on the decline

since December 2001.

a

a

TABLE 15: Ii{TEREST RATES (% per annum)

n&llr-ryBlil

CHART 9

Sou.ce: Cantr.l Brnk of KcnYr

The average savings deposit rate eased from

4o/o inJune 2002 to 3.7o/o in August as the

inter-bank rate fell fromS.Zo/o in June 2002

to7.3o/o in September.

Overall, the average lenCing rate remained

unchanged at 18.1% in August 2002 while the

average deposit rate declined marginally to 5.0%

from 5.1% over the same period resulting in an

interest rate spread of l3.lo/oin August 2002 from

l3.Oo/o in July. The average interest on bank

overdraft, however, rose from 18.3o/o in June to

18.6/o in August 2002.

a

Average lending rate

gpr.rd

91dty Troaury bill ralo

lnlerbank

1

J. Fa Xt At It ln Jr/ Attr 3f
N2

2mt AXl,2

fr A{ ScP D.c Jn ltt iAY fI ff A{ S.9

TE yhltsE'

Os(Et€b
hEEt(r*
As4ekdrgr*(1)
As4edeF tr*(2)
3 - nrtldeFil
Sa\ics r*

12.1
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'r0.7

193

6a

41
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19.4

6.3

fl
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'13.2
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193

to3

19.3

6.9

4.1

136

9.0

1&7
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1E5
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,t.0
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tE.3
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The Kenya shilling remained stable at lGh 78.6
against the US dollar but lost to the Sterling
Pound and the Euro to exchange at an average of
IGh 115.5 and lGh 77.7,rcspectively, duringthe
year to September 2002, compared with lGh
113.3 and IGh 69.9 in theyear to September 2001
(Table 16 and Chart 10). The shilling however
gained against the Japanese Yen and the South
African Rand by 6.10/o and24.9o/o, respectively,
to trade at lGh 62.7 per 100 Japanese Yen and
fGh 7.4 per Rand. The shilling also strenghened
against the Thnzanian shilling to exchange at Tsh
12.1 compared with Tsh 10.8 in the year to
September 2001 but remained stable against the
Ugandan shilling to exchange at Ush 22.6 in the
year to September 200Z,same rate as during the
year to September 2001.

In the month of September2@2,the shillinglost
against most major intemational currencies. The
shilling lost marginally against the US dollar by
O.3o/oto trade atan average of lGh 78.8 compared
with an average of lGh 78.6 inAugust 2002. The
shilling also weakened against the Sterling Pound
and the Euro by l.4o/o and 0.60/o, respectively.
Against the Japanese Yen and the South African
Rand, the shilling however gained by 1.2% and
0.4o/o, respectively in September 2002. Against
the regional currencies, the shilling lost by 3.8o/o

against the Tanzania shilling to rrade at Tsh 12.4
but remained stable against the Uganda shilling
to trade at Ush 23.0 in September 2002.

The marginal weakening of the shilling against the
US dollar in September 2002was mainly due to
increased demand for foreign exchange in the
domestic market mainlyfrom.the Central Bank,
the corporate and energy sectors relative to
foreign exchange inflows mainly from tea and
coffee export earnings. The performance of the
shilling against the other major intemational
currencies in September 2002 reflected mainly
the movement of these currencies against the US
dollar in the intemational currency market. While
the US dollar lost against the Pound Sterling and

TABLE l0: SHlLLltlc EXCHAIIGE RATE

'Uft donq FXq.dh
CHART 10

Sourcc: Carbd 8lnk of K.ny.

the Euro, it gained against the Japanqse Yen and
the SouthAfrican Rand.

In nominal effective terrns, that is trade.weighted
against major parrner currencies, the shilling
remained stable in the year to September 2002
compared with an appreciation of 1.37o in a

similar period to September 2001 (Chart 11). In
real terms, however, the shilling appreciated
marginally by 0.2o/o in the year to September 2002
compared with 1.5% appreciation in the year to
September 2001. The appreciation in the real
effective shilling exchange rate in the year to
September 7002 reflected higher domestic
inflation relative to inflation in the tradingpartner
currencies.

CHART ll: l{OillNAL& REAL EFFECTTVE EXCHANGE RATE
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Govemment financial operations over the first

two months of fiscal year 2007/03 resulted in a

deficit of XGh 9.7bn on a commitment basis,

representing 1.0olo of GDP. This was a

deterioration compared with a deficit of Ksh

4.5bn or 0.5o/o of GDP in a similar period in

Zjjl/}}fiscalyear (Table 17 and Chart 12). On

a cash basis, however, government fiscal

perfiormance imprwed to a deficit of IGh 11.0bn,

from IGh 11.7bn deficit in the same period in

200L/02 fiscal year.

TABLE 17: BUDGET OUT-TURN (KSH BN)

'BofiaC
- FigG in fsrft86 m ddt lo@ Rali, e/.)

CHART l2: '|2-ilOilTHS CUMULATIVE BUDGET OUT-TURN (Ksh bn)

rO
TOIDJ'I

II
Sourco: Tmrury rnd Crntsrl Brnk of Kmyr

Revenue and Grants

The government receipts amounted to Ksh

30.1bn during the nro months of fiscal year

2002/03 compared with [Gh 29.9bnin a similar

period in200t/02 fiscal year (Table 18).

TABLE 18: COllPOSltlON OF GOVERNIUIEIIT REVENUE

(KSH Bl{)

Sourcc: Tnrtury

Revenues from taxes were IGh 24.6bnor 81.8%

of total government receipts, representing Ksh

0.3bn increase over tax collections in the first nro

months of the Z00l/02 fiscal year. The various

tax collections were as followst

Income tax collections were IGh 7.9bn or

32.1o/o of taxrevenue, comparedwith IGh

7.}bn in the same period last year.

a

a
m

a

2tr

II

Value added tax (VAD receipts declined by

IGh 0.2bn to Ksh 8.0bn from Ksh 8.2bn

collected in a similar period lastyear. VAT

contributed32.5o/o of total tax revenue.

Import and excise duty receipts decreased

to IGh 8.6bn from lGh 8.9bn in a similar

period in the last fiscal year. Of these,

import and excise duty amounted to lGh

3.2bn and lGh 5.4bn, respectively.AI J

a
JA

Kth bn
ArS{r
K.h bn

Revonue (2+3+4)

Tax Reverue
hcorne Tax
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knport Duty
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n.3
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4.4
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2.3
1.8
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6.0
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B U DG ETA RY D E Y ELO P M E NTS

a

Other govemment receipts were as follows: 12.5bn or 36.30/o of total expenditure

in the previous year.

Other expenditures amounting to lGh

15.3bn, comprising mainly

expenditures on operations

andmaintenance. This was IGh 2.4bn

higher than in a similar period lastyear.

Development expenditure amounting to

lGh 5.3bn, representing IGh 1.8bn increase

over a similar period in 2001r/02. At this

level, development expenditure represented

13.4o/oof total govemment o(penditure, up

from 10.3% lastyear.Expendinrre and Net Lending

Govemment expenditure in the first two months

of 2002/03 fiscal year amounted to IGh 39.8bn

or lGh 5.5bn higher than in the same period in

the previous fiscal year (Table 19). The

expenditure comprised the following:

Recurrent expenditure of Ksh 34.4bn,

representing 86.40/o of total expenditure,

compared with lGh 30.8bn or 89.8% of
orpenditure in the last fiscal year. Major

items of recurrent expenditure were as

follows,

Non tax revenue of lGh 2.1bn compared

with IGh 1.8bn in a similar period lastyear;

User charges, fees and other levies

amounting to XGh 1.7bn down from lGh

2.3bn in a similar period in the last fiscal

year; and

External grants amounted to lGh 1.7bn,

which was lGh 0.2bn higher than lGh

1.5bn. received in the previous fiscal year.

Interest payments amounting to lGh

6.3bn, IGh 0.9bn higher than in the

same period last year. These

represented 15.7o/o of total
o<penditure, the same proportion as in

the previous year. Interest on domestic

and foreign debt was lGh 5.1bn and

lGh 1.2bn, respectively.

Expenditure on salaries and wages

amounting to IGh 12.9bn or 32.3o/o of
total expenditure, compared with XGh

TABLE 19: COfPO$rloil OF GOVERIIIEXT EXPEIIDIIURE
(KSH Blr)

'lncludes commission and othsr charges paid to CBK

Sourca: Traraual

Financing

The budgetary performance in the first nvo

months of fiscal year 2002/03 resulted into a

borrowing requirement of lGh 12.3bn. This was

IGh 6.7bn lower than in a similar period in}Cf,l/
02 fiscal year (Table 20). The borrowing was

wholly from domestic sources and comprised the

following:

. IGh 2.8bn from the Central Bank;

. Ksh 5.2bn from the commercial banla; and

. lGh 4.Lbnfrom nonbanksources.

a

a

a

a

Arg{t Shrrc Atg{2 Sherc
K3h bn % Krh bn ta

Salarie6 & Wages
Total lntorest

Domestic'
For€ign

Devslopmsnt
Othsrs

TOTAL EXPENDITURE

12.5
5.4

3.8

t.0
3.5

12.0

34.3

30.3
15.7

1 1.0

4.7
10.3
37.8

100.0

12.4

8.3
5.1

12
5.3

15.3

30.t

32.3
15.7

12.8
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13.4

3E.5

,00.0
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B IJ DG ETA RY DEVELOPM ENTS

The borrowed funds were used to make a net

repayment of lGh 0.5bn to extemal creditors,

increase govemment deposits at the Central Bank

bv lGh 1.0bn, and finance a lGh 10.7bn budget

deficit.

TABLE 20: GOVERNIilEIT FtNAllCll{G REQUIREilIEI{TS &

souRcEs (KsH BN)

Sourcer: Trercury & Crnttrl Brnk of Kenyr

Government Borrowing from the

Central Bank

Government net borrowing from the Cenmal

Bank in the first trvo months of the 2ffi2/03 fiscaJ

year amounted to lGh 2.8bn compared with a

net repayment of lGh 9.4bn over a similar period

in the previous fiscal year (Table 21). The stock

of govemment indebtedness to the Bank therefore

stood at lGh 47.7bnas at the end of August 2002

from lGh 44.9bn inJune 2002.

The lGh 2.8bn net borrowing was as a result of

the following transactions:

Ksh 8.1bn increase in the use of the

overdraft facility at the Bank by the

Govemment;

IGh 5.0bn decline in cleared items awaiting

debitingto the Paymaster General account;

and

rch 0.2 decline in the Bank's holdings of

rediscounted government securities.

a

a

a

TABLE 21: GOVERNilIENT GROSS BORROWING FROltl THE

cEilTRAt BANK (KSH Bl{)

Source: Cantnl Brnl of l(eny.
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Overall Debt

Public debt stood at IGh 623.9bnat end August

2002. This repiesented 63.40/o of GDP and was

lGh 10.1bn higher than the debt stock in Junr:
2002 (Table 22). Domestic debt was Ksh

747.Zbnor39.60/o of the total stockwhile foreign

debt amounted to XIsh 376.8bn, or 60.40/o of the

total debt stock.

TABLE 22: KENYAS PUBLIC DEBT (KSH BN)

" Portbnal
"'hcludts IMF Loans.
F.om January2001 dofi!slic dabl i3 r.potd on a !.o5a br6ra. hat is. wiihout nGtring out CoEm-
mant arapoaiB and T,aasuryadEo@s b parasbbls. f hc dabt aa. howaEr nct ol 6hs 2.02Em tM[

ditbu,ramGnb onlcol b ,E Go( by CBK and which are coniidcrcd a3 pan of el(tsrnal dcbl
sdrc.r: Y.o.u.t,l Cadral Ba.l ot lbnya

Sourcc: Trlltury & Cantr.l B.nh of Kcnyt

Domestic Debt

The stock of domestic debt increased to Ksh

247.Zbn as at end August 2002 from lGh 236bn

in June 2002 and Ksh 211.8bn in June
2001(tbles 73 and 74). The lGh 11.2bn net

increase in the stock of debt in the first twcr

months of fiscal year 2002/03 was througtr

holdings of govemment securities, which rose by

xGh 8.1bn from Ksh 226.8bn in June 2002 rct

IGh 234.9bn inAugust}}}Z. In addition, other

TABLE 23: GOVERNMEIT DOMESTIC DEBT (KSH BN)

(fficd breoE mrgE ttdir a srulr*I of lorEf d0db
,dTE yd/.6bp-&s

Sourcc: Cantnl Ernkof Kcnyr

TABLE 24: ANALYSIS OF DOMESTIC DEBT (KSH 8N)

' Erclud.r REPO T..rr.y blllr
- lncludaa ovardn'l' ltams ln trandl, commarclal banls tdnncaa rnd Lr

resrya carollcatat

Sourcc: Crntnl Btnk of Kcnyr

forms of debt increased h XGh 3.1bn mainlybeing

the overdraft atthe Central Banh which increased

by fGh 8.1bn. The increase in the overdraft at

the Bank was, however, partially offset by a decline

of Ksh 0.2bn in the Bank's holdings of
rediscounted government securities, and lGh

5.0bn decline in uncleared items on transit to
the Pay Master General account.

Treasury BiIIs

The outstanding stock of Tieasury bills increased

to lGh 86.7bn in August 2002 from lGh 84.5bn

and Ksh 82.1bn in July and June 2002,
respectively (Table 24 and chart 13). The
distribution of the lGh 86.7bn outstanding stock

of Treasury bills among various investors was as

follows,
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PI.]BLIC DERT

a

a

Banking institutions held lGh 33.7bn or

38.9o/oof the bills. Of this, the commercial

banks and nontank financial institutions

held lGh 37.3bn and XGh 1.4bn worth of
bills, respectively.

lGh 53bn or 6l.10/o of the bills were held

by the non-bank sector comprising

insurance companies, parastatals,

individuals and other corporate entities.

Treasury Bonds

The outstanding stock of Treasury bonds

increased to lGh 109.8bn in August 2002 from

Ksh 106.3bn in June 2002, respectively. The

increase followed the issuingof bondswofth l3h
14.1bn and redemption of lGh 10.6bn worth of

bonds in July and August2002.

Holdings of the outstanding stock of Treasury

bonds by various investors was as follows,

TABLE 25: OUTSTANDING TREASURY BILLS BY HOLDER (KSH BN)

' E<cludes repurchase order bills

CHART 13: 'OUTSTANDING TREASURY BILLS BY HOLDER (KSH BN)
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PUBLIC DEBT

a

a

a

Commercial banks held bonds wofth Ksh

46.4bn;

Non$ank financial institutions held lGh
2.0bn worth of bonds; and

Other investors, including parastatnls, held

bonds worth lGh 61.5bn.

Gorrcrnment Long Term Stocl<s

The outstandinggovemment long.term stocks as

at end August 2002 was lGh 1.5bn, unchanged

from June 2002. Of the lGh 1.5bn outstanding

stocks, the National Social security Fund NSSF)
held Ksh 0.8bn worth of stocks while the balance

of IGh 0.7bn was held by the non-bank sector.

External Public Debt

Kenya's extemal public debt declined marginally

in the first two months of the 2007,/03 fiscalyear

from XGh 377.8bn as at end June 2@2 to IGh
376.8bn in August 2002. As a proportion of
GDB extemal debtdeclined to 38.3olo inAugust
2002 from 4l.lo/o inJune 2002. The [Gh l.lbn
net reduction in extemal debt arose from:

Repayment of Ksh 2.9bn to external
creditors.

Disbursements of lGh 2.1bn from bilateral

and multilateral creditors.

Decrease of IGh 0.3bn in extemal debt sto&
in shilling terms owing to appreciation of
the shilling.

Multilateral debt accounted for lGh 224.4bnor
59 .60/o of the debt stock while bilateral debt stood

at lGh 1 15bn or 30.5o/oof the stock. Commercial

loans and orportcredit accounted for Ksh 33.6bn

and lGh 3.8bn or 8.9o/o and 1.0%.of the debt

stock, respectively (Chart 14).

a

a

a

CHART 11: EXTERNAL DEBT DISTRIBUTION
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BI\I-AN(.E OIT PAYMLN I.S

The overall balance of payments position
recorded a surplus of US$ 96m in the year to
August 2002 compared with a deficit of US$

66m in the year to July 2001. The improvement

in the overall position was attributed to the

increase in the capital and financial account. The

current account deficit however widened during
this period (Table 76 and Chart 15).

TABLE 26: BALANCE Of PAYMENTS (US$ m)'

' Rovbsd to rollsct the now BOP pre3ontation tormat
" Provlglonal

Current Account

The current account deficit widened to US$

308m in the year to August 2002 from USg

137m in the previous year. The deterioration in
the current account was atrributed to a decline

in the services account surplus by 39.0o/o which

more than offset the?4.3o/oreduction in the trade

deficit. The decline in rransfer inflows and

increase in net income payments also conributed
to the reduction in the services surplus.

Quart.rs ln Yoar to Auoust 2002
Yaar to Ol Q2 Q3

Aug Sep.Nov Dec-Feb Mar-May
2001 2001 2001 2002

Q4
Jun-Aug"

2002

Year to
Aug

2002"

5

-249
542

15
86
79
17

346

790
148
13l
96

174
242

254
191
65

-36
-36
99
82
17

22
't7

5

42
-58
-30
-49
19
51

1 570
1119

3.8
451

OVERALL BALANCE

I. CURRENT ACCOUNT

Morchandise
Exports (fob)

Coffee
Tea
Horticulture
Oil products
Other

lmports (ci0
oir
C hem ica ls

Manufactured goods
Machinery & transport equipment
Other

Servlces
Non-factor servicos (n6t)

Of which. tourism receipts
lncome (net)

Of which: oflicial interest income
Current Transfers

Private (net)
P ublic (net)

II. CAPITAL & FINANCIAL ACCOUNT
Capltal Tranfers (net)
Flnanclal Account

Official, medium- & long-term
lnflows

Outflows
Private, medium- & long-torm (net)

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

Short term and errors & ommissions (net)

Grosr Rerervec
Official

in months of goods and non-factor services
CommercialBanks

688
116
127
89

173
182

148
84
67

-46
-34

'I 10
92
18

85r
526
273

-148
.129
473
399

74

-66

-137

-29

-213

"480
424

't8

88
44
41

233

904
164
't 19
103
260
258

267
134
73

-30
-25
164
142
22

40

-51

.199
489

12
109

71

28
268

57

-50

-232
553

32
114

71
14

322

785
't82
126
104
217
156

182
1't8

68
-35
-34
100

83
16

107
19
88

-36
50

-87
-34
-5

-29
158

96

.308

.1 159
2007

77
396
264
101

1't 69

31 67
610
502
392
824
838

404
72

331
-r 68
't 84

.352
11

12
-1

488

28

.1 532
1 909

114
462
255
'173

905

3441
845
467
427
743
959

1 395
617
294

-,t24
-1 18
902
752
150

70
61

10
-213
286

-500
62

-43
104
't62

1 469
100.1

3.3
466

184
17

167
-86
43

-1 30
88
86

1

165

1 391
't01'l

3.3
380

91
't9
72

-30
48
-78
-13
-21

I
114

I 450
1057

3.6
393

1 495
1t01

3.8
395

I 570
ttt9

3.8
151

-16

Sourc.: C.ntrd Brnk of Kcnyr

Kenya Monthly Economic Review, October 2002 23



II,1 I./ N(' E O F PA Y M E NTS

Mercltandise

The merchandise account deficit narrowed tcr

US$ 1,159m in the year to August 2002 from

US$ 1,532m in the year to August 2001. This

performancewas mainly due to decline in imports

by US$ ZT4mand a growth of US$ 98m in export

earnings. All categories of imports fell except

chemicals and machinery and transport

equipment. The increase in the export earnings

was attributed to rise in receipts from horticulnrre

and non-traditional exports. Receipts from

traditional exports, particularly tea and coffee

however declined following reduced export

volumes and prices.

CHART 15: TRENDS lN PRICES & VOLUITES OF lrA,OR EXPORTS
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BALANCEOF PAYMENTS

Seruices

The surplus in the services account declined to

US$ 851m from US$ 1,395m in the year to

August 2001. The decline in the services account

surplus was caused by a reduction in grant inflorvs

to both the private and public sectors bV US$

429mand an increase in net income outflows by

US$ 24m.

Capital and Financial Account

The capital and financial account surplus

increased to US$ 404m in the year to August

2002 from US$ 7O- in a similar period of the

previous year. This was mainly due to a decline in

official outflows from US$ 500m to US$ 352m

and an increase to US$ 488m in short term capital

inflows (including errors and omissions) from

US$ 162m. Private medium and long,term capital

flows however declined to US$ 11m in the year

to August 2002 compared to a net inflow of US$

62m in the previous year.

Foreign Exchange Reserrres

Following the improvement in the overall balance

of payments position, official foreign exchange

reserves increased to US$ 1,119m, equivalent to

3.8 moruhs of imports of goods and nonfactor

services at end of August 2002 compared with

US$ 1,004m or 3.3 months of import cover in

August 2001 (Chart 16). Foreign exchange

reserves of commercial banks, however,

decreased from US$ 466matend ofAugust 2@1

to US$ 451m at the end of August 2002. Foreign

exchange reserves held by the banking system

therefore stood at US$ 1,570m at the end of
August 2002 compared with US$ 1,469m at end

of August 2001.

CIIART l0: FOREIGI{ EXCHANGE RESERVES (US$ m)
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Srocx Mnmsr

Activity at the Nairobi Stock Exchange (NSE)

improved in September 2002 compared with

Augustwith increased tumover at all the counters.

The main dorelopments atthe three counterswere

as followst

Equities Market

Trading at the equities market increased in

September 2002 with leading market indicators

increasing as follows,

The NSE share index increased marginally

to 1043.4 from 1043.38 in August 2002

Market capitalization increased by0.4% to

lGh 85.8bn;

Total outstanding shares in September

remained at 4.3bn recorded in August

2002.

The number of shares maded increased by

43.8o/o to 17.2m shares while the value of
shares traded increased by 36.40/o to lGh

310.9m.

CHART 17: t{SE 20 SHARE INDEX (19668100)

t600

r5(x)

lztOO

r3q)

tm

tlo0

t(Iro

\,,A.
\E\.

\
\

t--\{
AD S.p Oct t$Y DE Jj F.b lvh AC. iiby &n Jlj Arg S.p

2001 *L

a

a

a

Reflecting the above developments, the

tumover ratio, being the value of shares

traded to market capitalization increased to

0 .3 60/o kom 0.27 o/o in August, while average

value per transaction rose by 45.9o/o to IGh

158,931.

Foreign Inrrcstors Board

Activity at the Foreign Investors Board increased,

resulting in a total turnover of Ksh 81.4m in

September 2002 compared with IGh 30.9m in

Sourcr: llrkobl Stock Erdungo

the previous month. The tumover increase of XGh

81.4m comprised IGh 49m in foreign capital

inflows and XGh 1.5m in forergn capital outflows.

The foreign capital inflows was largely to the

industrial and allied sector.

The Bond Market

The turnover at the bond market, which has

maintained an upward trend since May 2002,

rose by 160/o or lGh 566m in September from

lGh 3.5bn inAugust Z@Z.Trading in September

2002 was dominated by govemment Treasury

bonds, which accounted for IGh 4.0bn of total

turnover as corporate bonds amounted to lGh

0.1bn.

The average yield on bonds raded in September

2002 increased to ll.97o/o in September from

ll.7?o/o in August, reflecting the high yields on

the fixed rate Treasury bonds traded during the

month.

a

a
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Introduction

The economy has been on a recovery path since

2001 largely due to favourable weather

conditions, which has increased agricultural

production and supported economic activities in

other sectors. The pace of economic recovery has,

however, been sluggish mainly due to inefficient

infrasrrucrure and reduced investor confidence

paftly caused by the uncertainties associated with

the outcome of the forthcominggeneral elections.

CHART lE: REAL GtP GROWTH RATES, 1996 . JULY 2002
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TABLE 27: REAL GROSS DOMESTIC PRODUCT AND RELATED AGGREGATES

Al o las

1 From the Economic Survey,2002.
2 Based on selecled econom ic activilies

Sources: Centrrl Bureau of Statistica and Central Bank of Kenye

tqt6: EdodJc erY., rd Cdfd 8nk ot Xny.
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Others of which
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Other
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I 6.3
5.7
2.9
5.7
2.0

1 00.0
7 7 2,893
7.4
895,278

25,121
1 3,56 3

13,27 3

10,915
2,452
6,3 53

1 5,243
17 ,1 51
5,8 56
3,000
5,955
2,340

104,07 2

25,245
13,631
13,300
10,990
2,442
6,495

15,323
17,253
5,8 91

3,0 51

5,996
2,31 4

104,679

Annual Percentage Change
0.6 0.s
0.2 0.5
0.7 0.2
0.8 0.7
-1.2 -0.4
2.9 2.2
0.6 0.5
0.8 0.6
0.6 0.6
0.9 1 .7
1.0 0.7

-1.5 -1.1
0.7 0.6

Kenyu Motrthlv Economic Reviex', October 2()()2 27



Rt:Al. Ii('ONOnlY

Agriculture

Among the cash crops, horticultural produce

increased by 5.8% during the first seven months

of 2007 compared with an increase of 6.70/o in a

similar period of 2001 while sugar cane ourput

increased by 32.9"/" compared with a decline of
26.2o/o. Output of tea, pyrethrum and sisal,

however, declined by 5.7"/o, 20.40/" and 1.17o,

respectively, during the period compared with

39.3o/o,87.5o/o and 3.3% increases in the same

period in 2001. Coffee production declined by

18.7o/o in the first seven months of 2002

compared with a decline of 37.4"/o in the same

period of 2001.

TABLE 2E: GROUYTH lN OUPUT OF KEY CROPS (%)

The consumption of electricity, an input

mostly utilised by industrial plants,

increased by 19% during the first seven

months of 2002 compared with a decline

of 4.8o/o in a similar period of 2001.

Exports of manufactures increased by 8.1%

during the first half of 2002 compared with

an increase of 6.90/" in the same period of

2001. The improved performance was

partly in exports of textiles and fabrics,

which increased by 1960/o in the period

following access to the United States market

through the African Growth and

Opportunities Act (AGOA).

Imports of inputs for the sector, namely,

chemicals and related products increased

by 8.2o/o in the first half months of 7007

compared with an increase of 11.3% in a

similar period of 2001.

Source: Certnl Bunau ot Statlruct rnd KGnyr Sug.r Authority

a

a

a

C rop 2000

Jan -Jul
2001 2002

Tea
H o rticulture
C offee
Sugar cane
P yre thrum

Sisal

-5.0
0.2

52.4
-10.7

-5.0
-2.3

39.3
6.2

-37.4
-26.2
E7.5

3.3

-5.7

5.8
-1 8.7
32.9

-20.4
-1 .1

Sourcu: Contnl Eurcru of Strtirtlcr, Pyrcthrum Borrd of Kenyr, Kcnyr Sugar

Authority, {ii1rl Bogd ol Kcnyr rod HCDA

The production of major food crops improved

over the period following favourable weather

conditions. Among the food crops, the average

prices of dry maize and beans from selected

markets declined to Khs 11.53 and IGh 28.09,

respectively, in August2007 from IGh 11.76 anrl

Ksh 29.07 in June.

Manufacturing

Latest data on the performance of the

manufacturing sector during the first seven

months of 7007 continued to point to a modest

recovery:

The performance of some selected manufactured

items were favourable except assembled motor

vehicles which declined due to strong competition

from the relativelycheap imported units of second

hand vehicles (Table 29).

TABLE 29: PRODUCTION OF SELECTED }IANUFACTURES (%)

January - July

Item 200 t 2002

Gahanised sheets (MT)

Mineral water ('000 litres)

Soda ash (MT)

Cement (MT)

Assembled lehicles (units)

Processed Sugar (MT)

2.2

7.7

24.6

I 5.3

-14.3

-zt o

5.4

12.0

4.9

4.3

-21 .O

3',t.7
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Building and Constnrction

Main indicators in the building and constmction

sector remain wealc The consumption of cemeng

the main input in the sector, declined bV 37.TYo

in the ftrst senen months of.lD} compared with

a decline 30.8o/o in a similar period in 2001. The

depressed activity in the sector pardy reflects

limited public sector works due to budget

constraints and the slowdown in economic

activity.

Transporq Storage and Communications

Economic activity in key subtectors over the first

seven months of 7002was as follows (Thble 30)t

Cargo handled through the Port of
Mombasa (KPA) declined by l.5o/"

compared with a growth of 34.2o/o in the

first seven months of 2001.

REALECONOMY

TAILE !O PERFORIArcE H IA'OR ST'}8ECIOMft}

Souo: Cril lrur oa$ddo, fXm Polbfdtott, lhr. lrlmf rd
lhryl Pb.fr.Coreq

Trade, Restaurants and Hotels

Economic activity in the tourism subsector

slowed down during the first seven months of
2002 as follows:

The number of tourists arriving at Jomo

Kenyatta International Airport (KtA)
declined by L3.lo/o compared with an

increase of 8.9o/o in the same period in 2001.

a

a

a

o

a

a

a

Throughput by the Kenya Pipeline

Company (KPC) declined by 4.9o/o

compared with a grouth of 6.80/o in a similar

period of 2001.

The number of passengers through Jomo

Kenyatta Intemational Airport (JKIA) grew

marginaft by 0.04% compared with an

increase of 20 .5o/o in the first half of 2001.

Cargo carried by the Kenya Railways

Corporation (KR) grewh 1.3olo duringthe

first seven months of 2002 compared with

a decline of 7.4o/o during the first seven

months of 2001.

Tourists arriving at Moi International

Airport, Mombasa (MIAM) declined by

6.40/o in the first seven monttrs of 2002.

Consequently, earnings in the sector

declined to US $ 141.1m in the first eight

months of 7002 compared with US $
180.6m in a similar period in 2001.

. The consumption of petroleum products

increased by 4.6"/o in the first half of 2002

comparedwith a decline of 0.9o/o in the ftrst

half of 2001.

The slowdown in the sector largely reflects the

deterioration in the global economic and political

environment and the uncertainty in the run up

to the general elections.

Financial Seruices

Banking instinrtions realised pretaxprofits of XGh

6.0bn inthe ftrstseven monthsof 2002 compared

with Ksh 6.3bn in the same period of 2001. The

modest decline in the profiabilitywas attributed

to the high level of non-performing loans.
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RE.ILECONOMY

Provisions for bad and doubfrrl debts increased

to lGh 3.7bn from XGh 3.5bn in the period.

Hourcver, as a result of restnrcnrring and other

cost cutting measures, total o(penses of the

banking sector declined to lGh 28.7bn benveen

January and July ZO0Z compared with Ksh

31.9bn in a comparable period in 2001.

Govemment Serrrices

The provision of gorrcrnment senices continues

to be hampered by financial constraints partly

due to the failure to restone support from e,(temal

danelopment partners.

Oudook iD,2@2

hospects for the economywill remain farrcurable

and will continue to be propelled largely h th.
agricultural sector following the prevailing

farourable weather conditions. Similarly, grmlt}r

will continue to be supported by th" increased

access to the wider regional markets within the

EastAfrican Community (EAC) and COMESA

and other prefer:ntial trade arrangemene, suclr

as ACTOA. Economic growth, hov,rerar, continues

to be hampered by the struchral inefftciencies in
the economy and the perceived uncetainties

associated with the forttrcoming general electioru.
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ASSETS

Foreign Exchange

Advances and Discounts to Banks

lnvestment in Government Securities

Government Accounts

Overdraft to Government of Kenya

Clearing Account

IMF funds onlent to Government

Non-interest Bearing Government Debt

Debtors

Retirement Benefits

Property and Equipment

Other Assets
Revaluation Account
Times Tower

LlABILITIES

Currency in Circulation

Repo Securities

Deposits
Government of Kenya

Commercial Banks
Kenya

External
Non -bank Financial lnstitutions

IMF

Other Public Entities and Project A/Cs

Other Liabilities and Provisions

Capitaland Reserves
Capital
General Reserve Fund

Period's Surplus

Source: Central Bank of Kenya

147 ,620 161 ,357 13,737

(Amounts in IGh Millions)

August
2001

147,620

76,933

2,493

4,377

39,735

501

349

1,968

36,917

2,911

289

606

20,276
18,642

1,634

47,583

14,285

77,602
33,114

25,622
28

663
10,450
7,725

740

7,410
1,500
5,538

372

August
2002 M ovement

161 ,357

86,775

5,079

1,377

47,729
8,094

633

2,095
36,917

1,648

287

820

17,642
17,642

53,186

27,453

68,505
25,924

23,948
22

449
9,608
8,554

593

11 ,620
1,500
7,951

1,059

',3,737

9,842

2,586

-3,000

7,994
7,593

284
117

0

-1,263

-2

214

-2,634
-1,000
-1,634

5,603

13,168

-9,097
-7,190

-1,674
-6

-214
-842
829

-147

4,210
0

2,413

687
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Nor-as oN THE Bnlnrucn SHerl

The following changes occurred in items of the

balance sheet of the C-errtral BankbetrnrcenArgust

2001 and August 20022

Ascets

Foreign exchange increased h Kth 9,842m to

IGh 86,775m from Ksh 76,933m mainlydue to

purchase of foreignenchange from the interbank

market

Adranceo and diccounts to commercial banks

inceased by lGh 2,586m to Ksh 5,079m.

C'orrcrnment eccounts increased by IGh 7,994m

to xGh 17,729m in August 2002, mainly on

account of IGh 7,593m increase in the orrcrdraft

to Gorrcmment of Kenya.

Other aeceto, comprising rerraluation account and

Times Toveq decreased h lGh 2,634m to Ksh

L7,642m.

Liabilities

Currency in circulation increased by Ksh

5,603m to lGh 53,186m from XGh 47,583m.

The stock of repo securities increased by IGh

13,168m to XGh 27,453m.

Depooie decreased by lGh 9,097m to IGh

68,505m due to a decrease in deposits of the

Govemment of lGnya by Ksh 7,190m. Similarln

deposits of IMF and commercial banks declined

hlith 842m and IGh L,674m,respectirrcly.

Other liabilitiec and pnovisions decreased by

IGh 147m to Ksh 593m.

Capital and resetves increased h IGh 4,210m

to Ksh ll,620m in the )rear to August 2002 due

to IGh 2,4L3m increase in the general teserve

fund and XGh 687m inctease in the period's

surplus.
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