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HIGHLIGHTS OF THE SECOND QUARTER ECONOMIC AND

BUDGETARY REVIEW: zOLl 12012

Recent Economic DeveloPments
Real GDP grew by 3.6 peicent rn the third quarter of 2011 compared to 5'7

percent growth rn ih..u,o" qrrrter of 2010. This grogh was mainly attributed

io contiiued expansion in burlding and construction, wholesale and retail,

financral intermidration and agriculture and forestry as well as hotels and

restaurants. overall, the economic performance was resilient consrdering that

the period under revrew was characterized by delayed rains, high inflation, and

weaker shrlling, which, to some extent, restrained growth'

2. The Overall Fiscal Balance
The cumulatrve overall fiscal balance, on a commitment basis (excluding

grants), amounted to a deficit of KShs. 73.0 billion (equivalent to \2 percet

if Cnrl, as at end-December 201 I , compared with a deficit of KShs 6 I '9

billion (equrval ent to 2.2 percent of GDP) in a similar period in 2010'

3. Total Revenue Collection
The central govemment cumulative revenue collection as at end of December

2011 amounled to KShs. 338.3 billion (equrvalent to 10.3 percent of GDP)

against a target ofKShs. 373.3 billion. This represented and underperformance

of KShs. 35.0 billion.

4 Government Erpenditure and Net Lending
The central goverrrment cumulative expenditure and net lending for the perrod

ending 3 l " becember 201 1 amounted to KShs. 4l I .4 billion. This was KShs'

103.4 billion below the target of KShs. 514.8 billion and was largely attributed

to low absorption in development expenditures amounting to KShs 80'4

billion.

5. Guaranteed Loans
At the end of the second quarter of the financial year 201l112, the central

government paid a total of KShs. 271.9 million against the projected target of

KShs. 708.5 million. The variance is attributed to late payment on behalf of

KBC for the second quarter which was pald in the third quarter'

6. External Finencing
Extemal financing in the first half of FY 201l/12 amounted to a net borrowing

of KShs. 16.0 billion compared to a net borrowing of KShs. 12.4 billion in a

similar period in FY 2010/l l.



7. Net Domestic financing
Net domestic financing amounted to KShs. 62.5 bilion (equivalent b 1.9
percent of GDP) in the first half of Fy 2Ol1l12, compared to the progrrnme
target of KShs. 8 L5 billion (equivalent to 2.5 percenr of GDp). This was
largely attributed to decline in Government deposits in the banking system. on
gross terms, however, domestic borrowing was Kshs l r.6 billion against the
overall annual fiscal year.'s borrowrng target of Kshs I19.5 billion

8. Domestic Debt
Total gross domestic debt stock increased by 4.g percent from KShs. 764.2
billion at end-June 20 I 1 to KShs. g00.7 billion by the end of December 201 I .

Erternal Debt
The total extemal debt stock stood at KShs. 6g5.6 billion at the period eoding
December 201L The debt stock comprised of multilateral debt (62.7/,\,
bilateral debt (34.6%) and Export Credit debt (3.2o/o).

9 1
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I.O RECENT ECONOMIC DEVELOPMENTS

l.l Economic Growth

I . Real GDP grew by 3.6 percent in the third quarter of20l I , compared to 5.7 percent in
the same period in 2010. This slow down was attributed to deteriorating external

environment with sluggish global recovery on account of the sovereign debt crisis in the

Euro Zone, weak growth in the US and a general slowdown in output growth for most of
Kenya's trading partners. Rising inflation and exchange rate depreciation in addition to
prolonged drought (in some parts of the country) have also combined to weaken internal

demand during the period under review (chart I ).

Soure: Data liom KNBS.

'BROP projection fbr 201 I

2. In terms of sectoral performance, agriculture and forestry grew by 4.8 percent in the

third quarter of20l I compared to 5.7 percent in the same quarter of20l0. The growth in
this sector reflected increased production in food, horticulture and industrial crops. Exported

cut-flowers increased by 52.5 percent from I 5,796 metric tonnes in third quarter of 2010 to
24,088 metric tonnes in the same period of 201 l. Vegetable exports expanded by 12.2

percent in the period under review. However, the quantity of l-ruits exported declined from
5,470 metric tonnes in third quarter of 2010 to 5,079 metric tonnes in the same period of
201l, representing a 7.1 percent decline (KNBS,201l).

3. Tea deliveries to the marketing boards expanded by 6.3 percent from 76,461 metric
tonnes in the third quarter of 2010 to 81,307 metric tonnes in 201l, while coffee delivered
grew by 39.6 percent from 7,7 I 0 metric tonnes in the third quarter of20l0 to 10,767 metric
tonnes in the same period of 2011. The increase in production of tea and coffee is

attributable to better international prices which have been rising since 2009. However,
sugarcane deliveries declined by 26.8 percent over the period under review from 1,307

thousand metric tonnes in the third quarter of 2010 to 956.3 thousand metric tonnes in the

same period of 201 l.

4. Chart la shows performance among three key sectors of our economy, namely:
agriculture, industry and services. Agriculnre has registered a remarkable recovery since

recording a 4.3 percent decline in 2008.
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5. The financial intermediation sector growth moderated to 6.0 percent in the third
quarter of 20ll compared to a growth of 10.6 percent in the same quarter of 2010 \rhile
growth ofthe manufacturing sector slowed down from a growth of 5.7 percent in the third
quarter of 2010 to l.l percent in the same period in 2011. Significant decline in
manufacturing ofsugar related foods, soft drinks, and processed sugar, more than offlset the
expansion in all other manufacturing items such as cement, galvanized sheets and mtor
vehicle assembly. The slowdown was also attributable to weaker intemal demand enrmding
from rise in inflation and a weaker exchange rate.

6. The electricity and water sector continued to decline for the second consecutive quarter
in 20 I I . The sector declined by 4.6 percent and 12. I percent for the second quarter and ttird
quarter of20ll, respectively, compared to a growth of 5.8 percent and l7.l percen! in
similar periods in 2010. The decline in the value added in this sector was as a result ofa shift
in electricity generation mix. Arising from drought and decline In water levels, productist of
hydro electricity declined, thus necessitating the use of thermal.

7. The hotels and restaurants sector grew by 3.1 percent in the third quarter of 201 I
compared to a strong growth of 10.8 percent in the same period in 2010. The number of
tourist arrivals through Jomo Kenyatta Intemational Airport (JKIA) and Moi Intemational
Airport (MIA) increased by 28.0 percent. Bed occupancy rate, an indicator of hotel
activities, expanded in all the urban centres recording a growth of3.5 percent. The positive
performance ofthe sector is attributable to continued marketing and govemment's incrcased
investment in security to ensure that Kenya remains a safe tourist destination.

8. Transport and communication sector expanded by 4.5 percent in the third quarter of
201lcompared to a growlh of 3.0 percent in the same quarter of 2010. This growth was
mainly supported by expansion in activities at the port with an increase in the volune of
cargo handled and an increase in consumption of oil fuels for road and air transport.
Communication sub-sector expanded by 1.6 percent in the period under review. This was an
improvement compared to the contraction of0.l percent in the same quarter of 20lO.The
prevailing low calling rates have also contributed to the increased volume olcalls.

9. Construction sector cxpanded by 6.9 percent in the third quarter of20l I comparod to a
growth of5.8 percent in lhe same quarter of20l0. The continued rise in public investmeots
in infrastructure projects especially in roads, energy and water supported growth in this
sector. Cement production and consumption increased by 6.6 percent from 8l 1.5 mitlion
tonnes in the third quarter of 2010 to 865 million ronnes in the same period of 20 I I .

I2



1.2 Inflation

10. Inflation picked to reach double digits level in 201 l, mainly due to high food prices, a
spike in the intemational oil prices and the weakening of the Kenya shilling against major
currencies (Chart 2). The annual average inflation for 201 I rose to 13.98 percent compared
to 4.1 percent in 2010.

Chart 2: Inflation
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I l. The l2-month overall inflation rose to reach 19.7 percent in November 201I before
easing to I 8.9 percent in December 201 I and I 8.3 percent in January 2012. The Government
has taken appropriate policy actibns to rein on inflation. A tighter monetary policy was
adopted by the CBK with the CBR rising from 6.25 percent in August 201 I to l8 percent in
December 201 l. Fiscal consolidation is also being pursued tkough expenditure cuts on non
priority and non-productive expenditure items. Going forward, inflation is expected to ease
on account offalling intemational oil prices and as harvests from the long and the short rains
become available.

1.3 Balance of Payments

12. The external payment position weakened in the year to December 201l, reflecting a
faster growth in imports relative to exports. The trade account balance worsenedby 26.3
percent to US$ 9,056 million from US$ 7,169 million (Chart 3 and Table la). The services
sector also registered a decline equivalent to 2 percent based on year-to- year growth from
US$ 4,657 million in December 2010 to US$ 4,567 million in December 201l, resulting in
the widening of the current account deficit from US$ 2,512 million in December 2010 to
US$ 4,489 million in December 201l. The deficit in the current account was more than
offset by the surplus of US$ 4,439 million in the capital and financial account thereby
resulting in the overall balance of payment deficit of US$ 5 I million.

3
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Chart 3: Balance of payments

Source: CBK

Table la: Balance of Pa ents Develo ments S $ Million

Source: Data from CBK

1.4 Foreign Exchange Reserves

13. Reflecting higher fuel and food prices, as well asa weaker than expected globaloutput,
the extemal payment position came under pressure from extemal shocks. However, with
small surplus in the overall balance ofpayments, official foreign exchange reserves held by
the Central Bank of Kenya rose slightly to US$ 4,248 million by end-December 201 l, from
US$ 4,002 million at end-December 2010 ( chart 4). Part of the increase reflected
disbursement of US$ 315 million during the year by the IMF in respect to Extended Credit
Facility arrangement.
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14. However, due to increased value ofmerchandise imports, official reserves, in tenns of
months of imports cover, declined from 3.9 months to 3.7 months. The official reserves held
by the CBK were below the 4 months statutory minimum stipulated by law.

Chart 4: Official International Foreign Reserves

Source: Data from CBK

1.5 Exchange Rates

15. Reflecting increased demand for foreign exchange to finance imports ofmachinery and
capital goods to support investment in infrastructure, larger oil import bill and increased
maize imports occasioned by food shortages in 2010 and 201 l, the shilling exchange rate
weakened against the major currencies from about Ksh 80 per US dotlar in 2010 to exchange
at a low of Ksh 107 per US dollar in mid-October 201 I before regaining its loses by the
close ol the year to exchange at about Kshs 85 per US dollar. The firming up of the
exchange rate reflected the tightening of monetary policy and reversal ofexpectations ofa
further weakening following the disbursement of IMF resources for balance of payments
support. Meanwhile, against the Euro and the Pound Sterling, the Kenya shilling exchanged
at KShs. I 14, and KShs. I 35, respectively for the month ofDecember 201 I , compared to the
KShs. 138.7 and KShs.l59.4 exchanged in October 201I (chart 5).
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1.6 Money and Credit

16. Broad money supply, M3, grew at an annual rate of 19 percent in December 20ll
compared with a growth of 23. I percent in the corresponding period in 2010. The growth in
M3 was lower than the projected M3 growth target of 20.2 percent for December 201 I . Nct
credit to the Government declined by 4.4 percent in the year to November 201 I compared

with an increase of53 percent in the corresponding period in 20l0 Expansion in privatc

sector credit rose to 30.8 percent in the year to December 20I I upfrom21.7percentin0tc
same month in 2010 (chart 6).
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1.7 Interest Rates

17 . Reflecting the tightening of monetary policy, short-term interest rates have increased,

with the interbank interest rate rising sharply to about 30 percent in recent months. This has

raised other interest rates with the 9l -day Treasury bill rates rising to about I 8.3 percent by
the end of December 201l. Similarly, most commercial banks have adjusted their base

lending rates upwards (chart 7).

18. In the short-end ofthe money market, the average interbank rate, rose to the average of
29.0 percent in December 201 l. Average lending rate for commercial bank rates also rose

from 13.9 percent in the period January-June 201 I to reach an average rate of I 6- l8 percent

in July - November 201l. The average deposit rate has remained low at an average of 4.1

percent in 2011. As a result, the spread between the average lending and deposit rate

increased ranged between l2.percent to about 14 percent in 201 l.

6



Chart 7: Trends in Interest Rates
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1.8 Capital Markets

19. The NSE share index lost ground in 201 I, declining by about 27.7 percent from 4,433
points in December 2010 to 3,205 points in December 201 l. Similarly, market capitalization
decreased to KShs. I .035 trillion in December 201 I from KShs. I . 167 billion in December
2010 ( Chart 8 shows the performance ofthe NSE for the period to end ofDecember 201 l).

20. Uncertainty concerning the sovereign debt crisis in the Euro Zone, rising inflation, and

weakening of the exchange rate have all combined to weaken activity in the stock market.
The recent spike in interest rates on govemment bills and bonds also led to a shift in
investor's appetite to government securities and weakening activity in the NSE.

Chart 8: Performance at the NSE
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2.0 FISCAL DEVELOPMENTS

2.1 Fiscal Outturn

21. The overall fiscal balance (on a commitment basis and excluding grants), in the first
halfofthe financial year recorded a deficit ofKShs. 73.0 billion (equivalent to 2.2 percent of
Gross Domestic Product (GDP)), against a target deficit of KShs. 141.5 billion (equivalent to
4.3 percent of GDP). This deficit is higher than the KShs. 61.9 billion recorded in the same
period in the FY 2010/l l. Meanwhile, the fiscal deficit including grants was KShs.66.0
billion (equivalent to 2.0 percent of GDP), against a target ofKShs. 124.7 bitlion (equivalent
to 3.8 percent ofGDP) (Chart 9 and Table 1). I

Chart9. Fiscal Balance December 2011
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Table 1: Budget Outturn, 2011/2012(KShs. Million)
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Domcstic lnr.rcsr

Foreign lnlcrcst Due

Wagcs and Salaries

O & M/Others

2. D€velopment and Net
Lending
], CCF

34,214

3,634

13.4?0

98.395

l2l,1 ?

83.r93

335,122

0

304.359

31.149

3,455

14,93 t

108,0m

140.114

I06 992

4l l33l

0

5t 4,7t3

326,381

31,382

3,455

18.049

I ll,28r
| 56,22t

187,396

I,000

(22,O28\

367

0

(3. r r 8)

(l.l9r )

(r6.086)

(80.404)

(103J32)

( l.000)

1.21

10.33

(4.92)

t0.85

9.85

Il.t8
28.6r

l53 t

9.24

l.t5

0.10

0.45

1.28

4.26

1.25

12.19

0.00

9.91

l.l4
0.t 0

0.55

3.38

4.74

5.69

15.5.4

0.03

9.85

t.23

0.13

0.49

3.54

4.46

1.00

12.t5

0.00

D. DEFICTT INCL,GRANTS
(Cofiftltm.rt brsi!)

E. ADJUSTMENT TO
CASH AASIS

C. DEFTCIT EXCL.GRANT
(ComDlam.trt brllt)

F. DEFICIT INCL.GRANTS
(C.rh b.!i!)

(51,850)

(s3,7s2)

(13.172)

(66,924)

(73,0 r 2)

(6s,994)

(12,496)

(78J91)

(l,l1,,463)

(tx4,10/)l

0

(t21,10/0\

6EJ5l

58,706

(12J96)

46210

18.03

22.1t

(5.r3)

17.2t

(2.22t

(2.00)

(03r)

(236)

(,130)

(3.7e)

(3.7r)

(2.23\

(1.94)

(0.47)

(2.41\

G. FINANCING

L Foreign linancing

Disburscments

hogramme Cash Loans

Projecl Cash Loans

Repaymenr duc (currenl)

ReschedulinS

Change in ancars (currenl)

Repaymenl (arrears)

2 Privatizationprocceds

3. Dom€sdc tlo.DclDg

64,921

t2.446

20.752

0

7,0t7

r 3.715

(9,ri6n)

0

0

1.56t

0

54,47a

1849t

15,979

2t,223

0

8,488

I8.735

(12,996)

0

1,152

0

0

52,512

t24,7N
43,t 8 t

56.t 76

0

t 5.182

40,994

(r2.996)

0

0

0

0

tl,s20

({6110)

(21.2021

(28.953)

0

(6,694)

\22.2s9)

0

0

t.152

0

0

(19,00t)

11.24

28.39

31.t8

20.96

36.40

3 r.70

0

t4.15

23t
0.49

0.83

0.00

o.26

0.51

(0.r9)

0.00

0.05

0.00

0.00

1.90 2.44

3,19

t.lt
L7t

0.46

r.25

(0.39)

2.41

0.45

o.15

0.00

0.25

0.49

(0.t6)

0.00

0.00

0.06

0.00

1.96

MEMO ITEM:
GDP ESTIMATE 2,115,tO0. 3,292,100. 3,292d00

Source: Mlnistry of Finance
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2.2 REVENUE

22. The cumulative revenue collection for the first halfofthe FY 20lll12 amounted to
KShs. 338.3 billion against a target ofKShs. 373.3 billion, resulting in a shortfall ofKShs.
35.0 billion. Ordinary revenue amounted to KShs.3l4.8 billion against a target of
KShs.338.0 billion (Table 2 and Chart I0). This reflects under performance of KShs.23'2
billion and was largely attributed to revenue shortfalls under import duty, excise duty, VAT
local and other taxes categories.

TrLlc l: Govcrrrut Rcvcrrc ma Dttcrarl Grutr' Sccord Qrlrtcr
(Crrrtrtlvo) Drdlrl 3l'r Dcccrbcr 2fll
KSlr. Mllllor

l/ includes land. forest, mining, rent ofbuildings. trade licenses, fines and forf'eitu.es. other taxes, reimbursemfits ard odler

fund contributions. and miscellaneous revenue.
2/ includes receips from Road Mainlenance Lerry Fund
Source: Minlstry of Flnance

23. As a proportion of GDP, total revenue and grants, was 10.5 percent compared to 10.9

percent in the conesponding period ofthe FY 2010/l l. Extemal grants amounted to KShs.

7.0 billion against a target of KShs. 16.8 billion.

(20t,/2012
Quarter II

Tsrget

Devigtion
2010/20r l
Quarter lI

Actual
Actual

373J19

33E,021

2',7,45t

44,259

13,657

67.642

5 t,564

47,657

1,953

1,188

I1,798

t 0.853

35,298

16.761

390,0E2

(34,e80)

(23,r82)

(2,3e6)

(7 2481

2,273

(2,t24)

( 12,433)

(627)

2,630

(30)

616

(3,r43)

(l l,79E)

(9,74s)

(44,726)

294,862

21t,870

22,699

39,5 l6

60,833

s11{S

42,495

39,081

5,088

I,048

8,959

< ?o?

15,992

t,108

302,970

33EJ39

3r4,839

75 055

17,01I

75,930

65.5 r 8

39,131

47,030

4,583

1,158

t2,414

7,009

23,500

7,01t

345,357

Total Revenue

(r) Orditrsry Revenue

Impon Dury

Excise Duty

PAYE

Other Income Tax

VAT Local

VAT lmpons

lnvestment Revenue

Traffic Revenue

Essential Supplies Revenue

Others l/

(b) Approprirtion In Atd 2/

Erternal Grants

Totrl Revenue snd External
Grsnts

10.91 10.49 I1.85
In o/o of GDP

l0
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Chart 10: Total Ordinary Revenue
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2.3 Expenditure

24. Total govemment expenditure and net lending, for the period under review, was KShs.
4l 1.4 billion. against a target of KShs. 514.8 billion. The shortfall of KShs. l03.4billionwas
attributed to lower absorption recorded in both recurrent and development expenditures In
particular, recurrent expenditure amounted to KShs. 304.4 billion, compared with a target of
KShs. 326.4 billion. The KShs.22.0 billion shortfall was mainly in operations &
maintenance, pensions and salaries & wages. The amount collected by some of the
Universities as AIA was not reported by the ministry concemed.

25. Meanwhile, scheduled foreign interest payments amounted to KShs. 3.5 billion
which was slightly lower than KShs. 3.6 billion due in the same period in the FY
20l0lll. Domestic interest payment totalled KShs. 37.7 billion and was more than
KShs.34.2 billion paid in the corresponding period of the previous financial year.
(Table 3 and Chan I I).The development expenditures were also below the target by KShs.
80.4 billion. The lower than expected expenditures are mainly attributed to non capture of
the district expenditures and gaps in reporting by the development partners on dtect firnding
of projects implemented by ministries and state corporations by the time of preparing this
report.

ll
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FISCAL DEVELOPMENTS

Table 3: Expendlture end Net Lending Second Quarter Endlng 31't Decem

2011 (KShs. Mlllion)

Sourte: Mlnbtry of tr'htnce

20rrD0t2
Qrrtcr U

20tonotl
Qmrtcr II

Actud Actlrd Trr?ctr

DGYlrtlon

1. RECT'RRENT

Domestic Intcrcst

Foreign Itrt€rest

Pcnsions

Wagcs and Salarics

273529

342t4

3,634

13,470

98,395

3(xJs9

37,749

3,455

t4,93 r

108,090

3263t7

37,382

3F55

18,049

lll2

(22,02t1

367

0

(3,1l8)

(3,r 91)

Opcration and Maintcnance

OA : Changc ia Parding Bills

: Appropriation-in-Aid

t23,8t7

15,904

140,134

22,733

0

33,185

r56221 (16,086)

(10,452)

2.I'EVELOPMENT

Devclopm€nt Projccb (Nst)

Psyment of Gusrantccd t oans

Appropriation-in-Aid

Changc in Pcnding Bills

3, CCF

TOTAL EXPENDITTJRD

8il,r93

62,935

l,165

19,093

355,7:22

106992

82,68s

| 277

23,030

arrSsr

rt7396

t3t,674

t264

54,459

0

r,000

514,7t3

(r0,.u)

(48,989)

l4

(3r,429)

(1,000)

(r03,432)

t2
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Chart 11: Expendlture and Net Lendlng

o
-,
E
2

c
t
E

Dec 2010 Doc 2Ol1
l.rlod

000

160.000

140.000

120

'r00.000

80,000

60.000

,+0.000

20.000

a

26. The total cumulative ministerial expenditures stood at KShs. 296.2 billion against a
target of KShs. 344.8 billion. Recurrent expenditures were KShs. 225.5 bitlion against a
target of KShs. 251 .4 billion, while development expenditures stood at KShs. 70.7 billion
against a target of KShs. 93.5 billion. The overall ministerial recurrent and development
expenditures were below the targets by KShs. 48.6 billion. Among the ministries that had

large overall under expenditures (recurrent plus development) against their targets were
Ministries of State for Provincial Administration & Intemal Security, Office of the Vice
President and Ministry of Home Affairs, Finance, and Water and Irrigation amounting to
KShs. l0.9billion, KShs.5.5 billion, KShs.5.l billionand KShs.3.6 billion respectively.
The lower than expected expenditures are mainly attributed to under reporting by ministries
including low coverage of district expendirures.

27. The Ministries of Education; Higher Education, Science and Technology; Medical
Services and Public Health and Sanitation accounted for 45.9 percent of total recurrent
expenditure. The Ministry of State for Provincial Administration & Internal Security
accounted for 8.1 percent oftotal recurrent expenditure. The Ministry of Development of
Northern Kenya and Other Arid Areas accounted for the lowest total expenditures for the
period under review.

l3
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l.tI8
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Table 4: Ministerial Expenditures, Second Quarter
Ending 3l't December 2011

(KShs. Million)
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2.3.1 Guaranteed Loans to Parastatals

28. At the end olthe second quarter offinancial year 201 ll12,the Central Govemment
paid a total of KShs. 271.9 million in guaranteed loans against the projected amount of
KShs. 708.5 million, the variance is attributed to late payment on behalf of KBC for the
second quarter which was paid in the third quarter. The projected amount includes
principal and interest of KShs. 590. I million and KShs. I I 8.4 million, respectively
(Table 5).

TABLE 5: SCHEDULED AND ACTUAL PAYMENTS ON GUARANTEED DEBT
FOR UARTER ENDING 3IST DECEMBER 2OII

CUMULATIVE PROJECTIONS
QUARTER I AND II

CUMULATTVEACTUAL
DECEMBER 20I I*

Borrower Principal lIlterest Totsl Princlprl Interest Total

NCC 3'7 .24 3.64 40.88 40.66 1.84 42.5
TARDA t55.17 3s.2 190.3'l 186.9',7 42.41 229.38
KAC 397.72 '79.s4 477.26 0 0 0
TOTAL (QTR) 590.r3 l t8.38 708.51 227.63 44.25 27l.EE

r Provisional
Sourcer Ministry of Finance

l5
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2.4 Financing the Budget

2.4.1 External Financing

29. The cumulative external financing to end- December 201 I amounted to a net borrowiog
of KShs. 16.0 billion compared to a net borrowing of KShs. 12.4 billion in same period of
the FY 2010i I l. Total loan disbursements (inflows) including Appropriations-in-Aid
amounted to KShs. 27.2blllion by end of the second quarter of FY 201I/12. This amount

includes KShs. 8.5 billion in project cash loans and KShs. 18.7 billion in project loans

(A.I.A). Cumulative principal repayments on the other hand amounted to KShs. I I .2 billion

against the projected KShs. 13.0 billion (Table 6).

Table 6: External Financing, Second Quarter Ending 3l't December 201I (KShs.

Million

* Provisionsl
Source: Ministry of Finance

Quarter Il
Target

20tl/t220t!/l2

Qu.rter II
Acturl

Cumulrtive
Acturl De..

20r l*
2010/l r

Qurrter II
Actual

20tut2

Qurrter I
Actusl

t7,447.1O

| 1.418.54

6 0lIt.56

21.222.75

r 8.715.07

8..{8 7.68

56.176.r'

I5.1n2.r2

40 994.06

9,715.66

1.469 tlProject Cash Ioans

Progmmme loans

Pro.ject loans A-l-A

20,752.01DISBURSEMENTS:

7.0t6 sl

| 1.735.09

12.995.5t

6.869.07

6 126 45

6.E2E.60

2.754.92

4,073.68

4.415.13

t,874. t 6

2.540.97

I t,24-1.73

4.629.01,1

6.61.1.65

EXTERNAL
REPAYNIENTS:

Bilateral

Multilateral

Commercial

Other

6306.12

1.613.72

4,692.10

11.031.97 15.9?9.02 43,t t0.6712.445.E9 2,947.06NET FOREICN
FINANCING
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2.4.2 Domestic Financing

30. As at end-December 201 I , net domestic financing was KShs. 62.5 billion, comprising
of KShs. 61.9 billion from the Central Bank . KShs. 16.4 billion from non-bank financial
institutions, KShs. L0 billion from non -residents and a net repayment olKShs. l6.Sbillion
to the Commercial Banks, (Table 7). During the same period in the FY 2010/l l, net
domestic financing was KShs. 54.5 btllion, which comprised of KShs. I 6.8 billion from the
Commercial Banks, KShs. 40.0 billion from non-banks financial institutions, KShs. l.l
billion from non-residents, and a net repayment of KShs. 3.4 billion to the Central Bank
(chart l2). However, domestic borrowing through government securities (excluding
govemment deposits and overdraft) was only Kshs I1.6 billion against the overall annual
fiscal year's borrowing target of Kshs I 19.5 billion.

Chart 12: Domestic Financing
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ll. The stock of Treasury Bills held by non-banks financial institutions, non- residents
and the Central Bank amounted to a net increase of KShs.4.2 billion, KShs. l.2billionand
KShs. 7.0 billion, respectively. by the end of December 2011. However, the stock of
Treasury Bills held by the Commercial Banks recorded a net decrease ofKShs. 33.9 billion
during the same period. The stock ofFixed Rate Bonds held by commercial banks and the
Central Bank recorded a net increase of KShs. 14.7 billion and KShs. 4.1 billion.
respectively, while those held by thc non-banks financial institutions and non- residents
decreased by KShs. 8l .0 million and KShs. 65.0 million, respectively. (Table 7)-
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Table 7: Domestic Financing, Second Quarter Ending 3l't December 201 I (KShs

Million)

t:t\{ .\t t)l \tt()1,\11.\ ts

DECEMBER JUNE Sf,PTEMBF,R DECEMBER

20t0 201I 201I 201I

I.CENTRAI, BANK (3,446) (13,998) -14,t36 61,870

()vcrdrafl 5.0r6 ( l0.07tt ) l7 ti02 111.600

lMl_ funds onlet to Govt (:41 ) (l{l) 0

Treasury bills \2) 3 l.{64 7 0f1

Stocks 0 0 0

Floating rate T Bonds 0 0 0

Fixcd rate Bonds (,1) t5 0 4.065

Ilems on Transit (246) 9l {27lt) (.]59 )

Frozen Account 0 (555)

Lcss Co!r Deposils (7.97 r ) G.215 ) t 6.405 r l.0Rl

2.COM. BANKS 16.714 22.137 (21.?-16)

( -r0)

(r 6,753)

Advanccs (l) (19)

Stocks 0 0 0

Treasun'bills (2e.r25) (,18.-'t 79) ( I5.t/,5) ( r 1.,186 )

Floating rare T. lJonds 0 0 0

Fixcd rate Bonds l0. r l0
(2t9)

57.t81 ( ti.5 7l ) t4.715

Spccial Bonds (781) 0

Zcro Coupon bonds 0 0 0

Infrastructure Bonds t6.16-1 It .lt'-l 0 7 )29

Sa\ ings and Developmcnt Bond 0 0 0

:19Lcss Cor'l Deposils 075) (1.005 ) (969)

3. NON BA\KS 40.022 78.51-1 2.057 l6-353

Slocks ( 751) (751) 0

Treasurv bills 6.165 I79llt (]l9) t.t5l
l'loating Ratc T. Bonds 0

t9.981r

0 0

Fixcd ratc Bonds .{6.917

l4..ll:

(91{) (81 )

Zcro Coupon bonds 0 (r

.).807

1.175

Infiastructure Bonds ll.1t: 0

Savings and Devclopnrent Bond 0 0

t.129NON RESIDENTS 1.79,1 t3l |,0{I
Trcasury bills l.ltl I.t,l8 l.l'l 1.06.1

Floating rate T. tsonds 0 0 {)

Fixed rate Bonds 6 7116 I (ll9) (65)

lnliattructlrre Bond 0 0 0 .i5

Savings and Dcvclopment !|ond 0 0
,7

{)

7

62.512

Zcro Coupon bonds 0 0

9r.745:{E'T CREDIT 51,177 | 2,290

,\ite: Trcaturv hills us ,?ll&1ed h!,? ntr gilttt dt tl)tl \thtL'ut t)ppotl k) T hh 9 tri\'en ut lttt tolut
source: Centrrl Bank ofKenIs
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3.0 PUBLIC DEBT

3.1 Overall Debt Position

32. The gross public debt in Shilling terms decreased by KShs. 826.1 million from KShs.
I ,487. I bitlion at the end of June 201 I to KShs. 1,486.3 billion (45. I % of GDP) by 3 I "'

December 201 I . Out of which, extemal debt comprised of 46. I percent and domestic debt
53.9 percent. The overall decrease is explained by Kshs. 37.3 billion net decrease in extemal
debt (largely on account ofexchange rate movement, which was KShs.89.86 in June, 201 I

as compared to KShs.85.06 in December, 20ll) (Table 8).

Table 8: Kenya's Public and Publicly Guaranteed Debt,
June 2007- December 201I hs. millions

rProvisional external
Source: Mloirtry of Fiorlrce

Dcc-
20llrJuo-07 J'rtr-o8 Jun-09 Jun-10 Juo-l I Scpll

EXTERNAL

256.965 285,991 216,A21BILATERAL I4 |,706 l5l.20l r85.9t3 196.347

MT]I-TII-ATFRAI, 140.259 27 r .134 3ll.l05 I52,3 ]l 440.882 481,202 426,753

COMMERCIAL BANKS 574

22,O21SUPPLIERS CREDIT ltj.4)7 I8,541 23,837 20,458 25,041 26,64t

SUB TOTAI- 400.966 442.6?t 540,8?5 569,r38 7r2,888 799,t34 5ts.607

DOMESTIC

:16 It2 45 862 19,902 50,2t5 10,6s2 58,t27 68,419CENTRAL BANK

:t 55 021 162 676COMMERCIAL BANKS 1ft6,802 t82.905 250.708 15 r,579 t78,176

TOTAI- BANKS 222,9U 224.76 290.61t 401,191 1l t,058 4tt.t11 431,156

NoN BANKS IU1,704 20r.8{,t luo,t2t 2SA 414 346.t 55 I5 t ,127 169.s22

164273 800,678SUR,TOTAL {0.t.6E6 4r0,6r2 521,012 560J58 751221

CRAND TOTAL GROSS 805,654 873,,190 I,051,907 1,229,406 1.487,1I I 1,564,109 r,at6,2t5

LESS ON.LTJNDING (5.701) (5.70r) (5,70 t) (5.r0t) {5.701) (5.701) (s,70r)

(l 19,785) ( 133,773) ( t 05.105) (l l r,038)
LESS GOVERNMTlNT
DEPOSITS

(6s.687) (92,86t ) (lll,lr5)

GRAND TOTAL NET 734,264 114,924 945,091 l,!03,919 1347,637 1,453303 rJ69,5,16

l9
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3.2 Domestic Debt

33. The stock oldomestic debt increased from KShs. 764.2 billion in June 201 I to KShs,
800.7 billion in December 201 I , a net increase of KShs. 36.5 billion (Table 9). The stock of
Treasury Bills held by the Central Bank, commercial banks, non -banks financial institution
and non -residents recorded a decrease of KShs. 19.5 billion liom KShs. 126.6 billion in
June 20 I I to KShs. 107. I billion in December 20 I I . Similarly the stock of Treasury Bonds,
Floating, Fixed Rate, Special and Zero coupon Bonds. increased by KShs.984.0 million
from KShs. 508.3 million in June 201 I to KShs. 509.2 million in Decembcr 201 | (chan l3).

Chart 13: Domestic debt stock by
instruments
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Table 9: Stock of Domestic Debt, Second Quarter 20lll20l2
(KShs. million)

' excl. IMF funds
NOTE: Tre.sury Bllls reflected here rre at f.ce vrluc a! opposed to T.ble 7, given it cosa

Source: Ceotrsl Bank of Kenya

Dec-10 Jlln-l I SeFl I Dec-l I

I.CENTRAL BANK 54,979 39.692 58,t27 68,479

Overdraft 22.666 7 .57 | 25.371 26,171
Frozen Govt Accounts 32.219 3 t ,664 lr r09 31.109
Treasurv Bills II l6 I,480 7,051

Items on Transit 70 409 l3l 50

Fixed rate bonds tl 32 34 4.097
2.COM.BANKS 367.291 37E376 355,021 362,676

I,546 2,241 2,336 2.61q
Stocks

Treesury Bills r06.920 87,716 72.873 54.089

Floating Rate T. Bonds

Fixed Rate T. Bonds 204.140 234.471 218.739 24 |,972
Special Bonds r s.562 r 5,000 15,000 15,000

Zero Coupon Bonds

Savings and Development Bond 7.148 7,t48
lnfrastructure Bonds t]8 s24 38.924 38,924 4l,828

3. NON BANKS 293.E95 33EJ99 343,052 360,454

Stocks

Ireasury Bills 23.659 35.636 3 5,839 41.499

Floating Rate T. Bonds

Fixed Rate T. Bonds 222.093 254 s20 243.999 244,005
Tax Resen'e Cenillcate 69 69 69 69
Zero Coupon Bonds

Infrastrucrure Bonds 48.074 48,0't 4 48,074 59,809
Savings and Developmeni Bond 15,012 t5.012

4. NON RESIDENTS 4,t63 7.856 8.075 9.068

Treasury Bills 3.296 3.2t1 1,546 4.449
Floating Rate T. Bonds

Fixed Rate T. Bonds 460 4,233 4,1t4 4,t68
Zero Coupon Bonds

Savings and Development Bond 9 9
Iniiastructure Bonds 401 407 407 u2

5. TOTAL DEBT 720328 16422r 7U)7s 800,578
6, LESS ON-LENDING 5,701 5,70t 5.701 5,?01

7. Less Govt Deposits t33,429 Bl,77l 105. r05 U r,0l8
8. NET DEBT s81,t9t 624,149 653,469 583,939

2t
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3.3 External Public Debt

34. Indollarterms,externalpublicdebtincreasedbyUS$15.21millionfromUS$8,0214.3
million in June 201I to US$ 8,059.3 million by end of December 201l. This comprised of
debt owed to bilateral (34.5%\, multilateral (62.2%) and suppliers credit (3.2%). TNs

increase is attributed to disbursements during the quarter under review. (Exchange rate end

December 2011 Ksh/US$= 85.06)

Table l0: Kenya's External Public and Publicly Guaranteed Debt
June 2007- December 20ll S $ Million

Jun-07 Jun-0E Jun-09

*Provisional
r* IMF debt serviced by CBK
Source: Ministr,v of Finrnce

Dec-
20llr

Sept-
201I

Jun-10 Jun-l ICREDITOR

21.45

100.57

t 4.2

_15.4

1.47

44ti.98

296.78

4tt.8l
1.244.5r,i

11.52

?5.91

65.66

521.ltt

19.41

95.5 r

Ilt.65

28.91

t.42

43lt.3 ft

21i0.3

45.76

r.289.10

42.02

25.\2

64.82

5 t5.1

18.t0

91.10

llJ.20

26.50

t.30
409.20

272.80

34.?0

t.21t.40
31.10

24.80

64.20

5 14.00

50.26

73.41

21.64

36.11

l.{t5

354.02

243.67

98.06

| ,125.98

3 5.83

f7.99
75.16

214.05

28.74

9t.13

20.60

30.52

l.67

364.22

2 t 3.08

74.53

1,t17.40

21 .11

30.5 t

73.48

275.7 |

22..11

82.70

t9.60
28.00

t.45

341.93

t9ti.20

53.07

1,206.li0

22.9t

26.00

69.94

322.3 |

45.60

69.60

22.15

32.25

1.77

217.75

t98.1 I

107.6t

1.006.00

15.60

19.5 5

70.90

164.60

BILATERAL
AUSTRIA

BELGIUM

CANADA
DENMARK

FINLAND
FRANCE

CERMANY

ITALY
JAPAN

NETHERLANDS

UK
USA
OTHERS

2.a64.11 2,7E4.002,409.93 2)91.05 2.859.532,011.49 2368.05TOTAL BILATERAL

760.50

r20.20

3.461. t0
561. | 0

110.70

500.5 r

r28.r5

3,I 75.10

4t6.40

80.77

585.81

139.06

0

3,55 2.ti0

529.49

98.91

642.15

t27.66

0

3,160.ti I

5'7 4.',71

91r.95

153.09

150.4 t

2,867.69
.212.16

21.06

465.80

t't 3.66

1,239.00

7'71.24

42 63

413 t1

143.38

1. t94.50

244.60
"t 4.92

MULTILATERAL

ADB/ADF

BADEA

EEC/EIB

IBRD

IDA/IFAD
IMFTT

OTHERS

L

4,906.t l 4,804.51 5.0t 6.604,19233 4,080.57 4301.13TOTAL
MULTILATERAL 3,6t l.0r

COMMERCIAL BANKS 4:t0

218.65

E,044.29

266.85

7,936.09

25Ii.90

8,059.50

108.90

6,199.40

249.14

6,947.92

21t.02

5,957.82

286.61

6,E47.0r

EXPORT CREDIT

GRAND TOTAL
16.10

60.54

.1.36

t00.00

31.54

61.24

3.2 t

r 00.00

15.44

60.01

4.54

100.00

34.50

61.91

3.59

r00 00

15.55

60 99

1.46

100.00

34.71

60.61

0.07

4.5 5

100 00

14.59

61 23

4.t9
100.00

BILATERAL
MULTILATERAL
COMMERCIAL BANKS I/
EXPORT CREDIT
TOTAL

22



Chart 14: Extemal Public Debt
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3.3.1 External Debt Service

35. At the end of December 201l, the total central government external debt service
amounted to KShs I 5.6 billion. This comprises of principal and interest repaymorts of KShs.
12.0 billion (includes KShs. 0.78 billion to IMF serviced by CBK) and KShs. 3.6 billion,
respectively. Total payments to bilateral creditors were KShs.6.2 billion (39.5 percent),
while payments to multilateral creditors amounted to KShs. 9.4 billion (60.5 percurt\. (Tabk
I I and chart 15).

Chart 15. External Debt Service by
G reditor, Decembe J, 2O', 1

t(}t6
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ljlSCAL t)EVH.OPMl,Nl S llTable I l: External Debt Service, July 201 I - December 201I
(KShs. Million)
CATEGORY PRINCIPAL* INTERESTT TOTAL*

BILATERAL

AUSTRIA 164.88 t706 t 81.94

FINLAND

FRANCE 53 5.36 t72.62 '707.98

ITALY 55.11 2.27 58.04

JAPAN 2,67 4.90 548.12

SAUDI FUND 27 4.42 32.65 307.01

SPAIN 7 4.'7 5 26.91 t01.66

USA 8t.02 46.42 127.44

CANADA

BELCIUM 348.r0 42.12 390.22

GERMANY

CHINA 267.63 601.78 E69.4t

KUWAIT 64.62 l6 95 81.57

NETHERLANDS 978 9.78

SWEDEN

SWITZERLAND

DENMARK 87.63 87.61

KOREA I 1.90 | 1.90

I'K
TOTAL BILATERAL 4.629.08 1,526.78 6,t57,E6

MULTILATERAL

ADB/ADF 430.22 ,185. r 0 9r5.32

BADEA 42.58 t0.76 53.34

EEC 202.22 26 04 228.26

EIB 340.89 95.63 416.52

IDA 5,243.72 r,l33.l I 6,576.81

OPEC 307 .3 t 47.75 355.06

NDF r 2.89 | 2.89

IFAD 41 7t 13.4'7 6t.18

*'IMF 179.50 719.50

TOTAL MULTILATERAL 7)94.15 2,021.15 9,4t 8.90

GRAND TOTAL t2,023.23 3553.53 15576.76
*provislonal
r*IMF d€bt serviced by CBK
Source: Ministry of Flnsncc,

24
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4.0 coRE POVERTY PROGRAMMES (CPP)

36. The Core Poverty Projects/Programmes (CPP) are programmeyprojects that impact
positively on the lives ofthe poor by: (i) increasing their incomes or improving their quality
of life or enhancing security; (ii) empowering them or improving govemance; and (iii)
promoting equity and equality in our society. These programmes are given high priority by
the Govemment and are cushioned against budget cuts to ensure that the goals are achieved
as planned. The overall expenditure on these programmes by the end ofsecond quarto ofFY
20ll/12 was KShs. 35.1 billion equivalent to 34.0 percent of the total budget allocation to
CPP. Most of the projects are being implemented at the districts and their expenditure
returns are not captured in the report. The improvement in the timely capture of the data
from the district will be possible once IFMIS is rolled out to all districts and linked to the
ministries.

4.1 RecurrentExpenditures

37. The total recurrent expenditure (non-wage) ofthe Core poverty progftunmes was KShs.
26.2 billion during the first halfofFY 20llll2, this was equivalent to 49.7 percent of the
total CPP recurrent budget allocation. Table 12 below shows a summary of the
ministerial/Departments recurrent expenditures on CPP.

Table 12: Recurrent Ex riditures 20llll2 Non-Wa e KShs.
MINTSTR}'/DEPARTMENT ESTIMATES

20tut2
PAYMENTS COMITMENTS PAI'+COMII

EDUCATION.SCIENCE & TECHNOLOCl'
28.361.110.081 t 4.812.840 .812 | 4.1\'72.8r'D.a'72

MEDICAL SERVICES 2.627.3 ,0t7 91.190,769 48t,195,111 575, r 86,486

AGRICULTURE
t.804.944.852 1.231..149,887 21.t49,760 I .254.599 .641

ETHICS AND ANTI-CORRUPTION
COMMISSION t.617,030.000 647.116.9t I 18.250.661 665.587 .57 4

RoADS
9.810.000,000 4.5t 1.015.606 4.511.015.606

CENDER , CHILTJREN AND SOCIAL
DEVELOPMENT t.027.060.275 124,ri81,200 124.8t3.200

WATER AND IRRICATION
863, r03.707 90.715.2 t0 90.715,2 r0

KENYA NATIONAL AT]DIT OFFICT:
50.t.240.000 205.411.546 205.431.546

STATE LAW OFFICE
12.259.710 t2.2t5,317 t2,215,3t1

COOPERATIVE DEVELOPMENT AND
MARKETING t58.075,300 4,195.874 4,t95,814
MINISTRY OF STATE FOR PROVINCIAL
ADMINISTRATION & INTERNAL
SECTJR ITY 50.59t.t l2 I1.195..194 I1, t95,104

MINISTRY OF STATE FOR SPECIAL
PROCRAMMES 1,652,827,084 t,206,613,c74 | 206.633 .91 4
MINISTRY OF PUBLIC HEALTH AND
SANITATION 2.188.895.8 

'6
t,598,544,148 866,t 39,888 2.4U.6U.236

ENVIRONMENT & NATURAL
RESOIJRCI]S 16.723.M2 2,792,67q 2,192.619

CRAND TOTAL
s2.133.271.9 24,E16,661585 1J87J35,028 26J03,997,613
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4.2 DevelopmentExpenditures

38. Under the development budget, the total expenditures on CPP tn the fust halfofFl
20ll/12 amounted to KShs. 8.9 billion, equivalent to 17.7 percent of the total development
CPP allocatron. Under-performance was attributed to low absorption and also due to ndr-
captures ofthe expenditures from the distncts. Table l3 below grves summary detarls ofthc
mrnrstenal development CPP expenditures.

Teble l3: Development Expenditures (KShs.)

MINISTRY/DEPARTMENT
ESTIMATES
20tl/t2

PAYMENTS COMITMENTS PAYT{OI}trT

MINISTRY OF STATt, FOR PROVIN( IAL
ADMTNISTRATION & INTERNAL
SECURITY

t,262.t01r,181
251,202,482 t01,608.981 352,' t ,46'

MINISIRY OF AGRICULTURI 2.758,821.9 t6
t48.905.t?0 4.708,974 I 5 3 .6 l,l. l.L

MINISTRY OF MEDICAL SERVICES ,1.917.801,594
r 71,566,211 r 71.565,213 ,4',t,t32,M

MINISTRY OF ENVIRONMENT AND
NATIJRI.L RESOURCES

2.788.r45,260
390.456,801 190.156,803

MINISTRY OF EDUCATION t,148,000,000
171,8.'1,37E l7 r.ri6l,l7l

MINISTRY OF WATER AND IRRICATION 1,661.691,21:
2,215 ,}0/,,404 2.235.3U,4U

ENER.GY 5,11t4,1tI,950
I,251,890,54? 1,253.890.5{7

ruDICIARY SERVICES 390,55J.000 40,965,r5r 10.965,1I

HOUSING 482,351,112 5.t95,994 2,&6,524 7,842,5 ll
MINISTRY OF ROADS 5.000,000

s25.000 525.0d)
GENDER, CHILDREN AND SOCIAL
DEVELOPMENT

t,le2,lu9,E t2
t 75,749,r 2{ 17s,149.|U

OFFICE OF THE DEPUTY PRJME
MTNISTER AND MINISTRY OF LOCAL
C,OVERNMENT

6.175.r40.000
830,97t,024 ti10,971,02,4

MTNISTRY OF STATE FOR SPECIAL
PROGRAMMES

4,609.709,9E0
1,229,878,800 r.229.878,8m

MINISTRY OF PUBLIC HEALTH AND
SANITATION

I 4.829 ,697 .872 r,425,054.280 r.5r9.5$.765

MINISTRY OF TRADE t05,9 t0.0m
3,16.1,000 3.264.0d)

GR,AND TOTAL 50Jr3J22.132 1J05212,605 t,707Jt5,002 t.9 I 3.t57.60'
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FISCAL RESULTS, 2004t05 -201U2012 (KShs. Millions)
2004,()5 :005/06 2006/07 2007/0E 200n/09 2009/t0 2010/ll. 20111t2..

A,TOTAL RIVENT]E

Irromc Tu

lmpon Dury
lxcr* Duty
(ih Rc\.nu.

2 At,proDnahon in Aid
B EXPENDITLIRE & NET
LENDINC

wa8.s and Sale.s
Inr.resr Paymcnls

Domesti.lnlerc(
Fo..rgn lnt.r.i Du.

Cilils.n'.. Rcfom
O& M Orh.^

Of *hrh Approp.iar0n,in- rd
: I).!.br,menr & Nd l-.nding

D.v.lopm r Proj.cls
Apprcpnallon,in-Aid
Parhcnr of 8!dorcol Ioar

.r rnought D.r.lorlm.nt

D DEFI(]T EXCL (;R,AN]S

E.GR NTS
F DETI(IT INCL,CRA\TS

C ADJUSTMT.NT To CASII
BASIS
H DIiIIICIT INCL (JRANTS (C8h

loreisn t_,necn8
rr)m.{'. r,.dch8

Ofwh'.h Domcstic

Cxhcrs

A ToTAL RIVENUI:

lncome Tax

lmpon Dury
Iixcis. Dury
1)rh.! R.!.nu.

l.ApDroDiarion rn Aid
A EXPI:NDI'I'URE & NET
LENI)INC

Wag.s a Salr,.s
lnrcr.{ Pavmmls

Donl.snc lnrresl
For.!8n lnt.r.sl Duc

C!!rlSctu,c. R<fom
o&U Ofi.h

ofwhrh A rn-A
I l)c!.lopm.nr & Nci Lcndins

D.r.loro.nr P.oj.cls
APprolnar'on !n Ad
Plym.nr of sudar..d loans

I IrouShr Erp.ftlrturcs
D DDT'ICIT EXCL. (iRANTS

!] CRANTS
T,DE!'ICIT IN('L,CRANTS

(J AD.'IiSTMENT To ('ASII
RASIS
ll DtflClI lNCl- (iRANTS tcash

l89,lio:
:65.715

:t.5ll
44, r 51

:7,9.{r
t4,0lr7

tl0l.l71

ll I.l5l
181.,127
t08.891
76.16.1

20.5ll
J0.104

27.824
lti2.lll8

:106.515

I12.21',l

I l.:145
9.E01

19.759
1,100

lL9tl
21.891
67,691
:18,017

18,607
:1.000

l.l t6
15.15r
7,000

20.llt

:.71
2.01

ll0
0.0.r

1.57

I 16

I 2.1

0:6
0.07

(4.?l)

tr7l.0l0
140,0t0
l2:1,855
96.:lt)
27,5t0

ll,0t0
419.5r0

106.E4?
t:?.25ri
42,511
l6.Em

t.l9l
ll5.2 r r

28.70t
E0.l5.r
6:.121
t6.750

ll 6l
19.72
724
5.58

t?1
t0l
1.92

l4:ll

211
2.14
0l:l

0 olt

0.91

412.:10

t56.812
I I1,919
lt,9rH
6l.8ili
l:,916
l5,7tl

5t4.8,r1

401.16,i

41,E77
42.lEl

24.01i9

800

12.141
t1l.47l
86.: tl
42,932
l.llr

lt.0:
20 20

l6N
I l5
l.6u
r.E2

2,:5

20 55

444
:,I5
0:9
l.2l
0.0.1

1.65

219
0ll

487.891
455,780
144.447
I16.854
.16,r8r
69,E12
18..126
t2.r ll

595 719

415.542
r55J2o
52.05Ii

6,t09
27,r9r

lll
too,95:
40.61I

160.t 77
r l l.%2
:15,842

t.l7l

6 9-r

:.ll
1.05
0:7
l 2l
001
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ANNEX ll: ESTI|iATES OF GOVERNMENT GRANTS (RECURRENT &
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REAAARKS BY PERMANENT SECRETARY, AATNISTRY OF FINANCE, AT THE
AFRICA BOND MARKETS CONFERENCE ON 7TH NOVEAABER, 2011

The PS/T said that he was delighted to officiate at the opening of the Africa Bond Markets
Conference and noted that the conference objectives included sharing intemational experiences
on the development of bond markets and lessons from the work of Efficient Securities Markets
institutional Development (ESMID) in Africa with various stakeholders, as well as discussing
emerging issues relevant to bond market development. The conference had participation by
stakeholders from the entire spectrum ofthe bond markets in Africa including issuers, investors,
policy makers and infiastructure providers.

He said that the ability of governments to mobilize resources to achieve development
objectives depended on the capacity to mobilize both short and long term financial resources for
investment and sustained economic growth. Bond markets provide an important source ofsuch
funding and therefore, in many countries, development of vibrant bond market is often a key
government objective. In Kenya, under the first medium Term Plan under the Vision 2030,
covering the period 2008-20l2,there is a target to raise gross savings as a percentage ofGDP
from 16.2%o to 27.2%o and gross investment as a percentage of GDP from 23.2o/o to 32.6%o.
Achievement ofsuch targets is predicated on robust and vibrant securities markets.

In Kenya, the Bond market is relatively well developed compared to the other countries in
the region. However, this is true for the government bonds. The Corporate bond segment has
grown but it is still far behind what was envisaged in policy documents setting out the country's
development agenda. This is an area that needs concerted efforts from all the relevant
stakeholders to remove any impediments that may be constraining its growth. It is expected that
if corporate bonds become a significant source of financing, the high interest rate margin in
excess of l0% in the banking system in Kenya and indeed the other countries, could reduce.

The capital markets are a potential source oflong term funding for infrastructure and some of
the countries represented in the conference, he said, may have issued infrastructure bonds.
Special Purpose Vehicles (SPV) could be established to issue bonds to firnd projects with income
streams that would be utilized to service bond repayments. In Kenya, issuance of infiastructure
bonds has been quite successful since 2009 when program started and a total ofKshs 82 billion
(US$82million) has been raised for projects in Energy, Roads and Water sectors. However, since
the repayments of these bonds are still from the Govemment Budget, they are strictly not true
infrastructure bonds. He urged various public enterprises with strong balance sheets and healthy
cash flows to venture into capital markets to raise funds. Kengen, one of the companies in the
energy sector, successfully issued an infrastructure bond and raised Ksh 25 billion
(US$250million) and urged others to follow the example.

For development of the bond market to be achieved, he said, a stable macroeconomic
environment is a prerequisite. Most countries are facing serious imbalance due to high inflation
and volatility in exchange and interest rates. In Kenya, the l2 month overall inflation has reached
18.9o/opa; exchange rate has reached over Ksh 100 to IUS$ on some days and interbank rates
have fluctuated reaching 24Yo p.a. This instability has impacted adversely on the govemment
ability to raise the budgeted domestic resources since there are few takers for Govemment
securities. The volatility has also affected the performance of both equities and bonds in the
Nairobi Securities Exchange. The Govemment, together with other stakeholders, is taking
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measures to stabilise the market but the lesson learnt from thrs rs that there rs need for a very
close coordrnatron in execution of monetary, fiscal and debt policres and a framework to ensurc
that the coordrnatron happens should be put in place.

Many of the African economies are small wrth shallow capital markets. It rs for thrs reason
that the efforts belng taken through assistance of ESMID to rntegrate the secunties markets rs in
the rrght direction. In the process of integratron, challenges wtll be encountered but we must
soldrer on and as much as possible strive to leam from the expenences ofsuccessful rntegration
in other parts of the world

He sard that there are many reforms berng undertaken rn the financral and capltal markets in
Afncan countries being supported by vartous development partners. The lead supporter ts thc
World Bank tfuough vanous programs rncludrng the Efficrent Secultres Markets Instrtutronel
Development (ESMID) program which had organrzed the conference, The Ftnanctal and Legrl
Sector Program (FLSTAP) and the Global Emergtng Markets Local Currency (GEMLOC) Bod
program. He also recognized the work berng undertaken by Organization for Economic
Cooperatlon and Development (OECD) rn Afrrcan Central Governmenl Bond Market srncc
2006. In June thrs year, a centre was established housed tn the Development Bank of South
Africa which wrll be playing a major role tn encouraging cooperatton among various
stakeholders in burldrng strong secunhes market tn Afnca. The Centre has produced a
publrcatron on African Cenlral Governnlent Debl - Slalrsttcal vear bookfor the penod 2003-
2009 which provrdes useful comparisons for the partrcipating countnes The US Treasury has
also been provrdrng valuable support and there is a resrdent Advtsor housed at the Central Bank
of Kenya. The Govemment ls grateful for the asslstance but request that thcse lnltlatlves are

coordinated to avoid duplications and overlaps tn order to get maxtmum value.

He was encouraged by the wrde range ofrefonns and prolects that have been undertaken and

those rn the pipeline. To name but a few are: the benchmark bond program; Bond swrtches and
buy backs, Automated Trading System, Prtmary Dealers/Market Makers, Govemment Bond
Index; Over the counter Tradrng; Demutualtzatton of the Secunties Exchange and the laws and
regulations to facilitate development ofthe varrous products. The momentum for reforms should
be contrnued and even accelerated where posstble.

Before he concluded hrs remarks he highhghted a l'ew ofthe Afircan countnes that have
already rssued bonds in the Intematronal caprtal markets whrle others were making preparatton to
rssue The oblectrves for rssuance rnclude drversrfyrng the sources offundrng and cstablrshing a
pricing benchmark for future lssuance by both the pubhc and prtvate sector As our countnes
pursue thrs route, we should be cautrous and cnsure that the borrowtng ts wtthtn the debt
sustarnabrhty benchmarks ofeach country We are awareof thedebt overhang that some of our
countries were faced *'rth untrl the developed world came to their assistance under the Htghly
Indebted Poor Countries (HIPC) Inrtratrve and the Multrlateral Debt Relref lnrtratrve (MDRI).
We are also ahve to the ongolng debt cnsrs rn the Euro Zone and we should adopt pohcres and
measures to ensure prudent borrowtng.

10. He thanked all those rnvolved ln the organrzatron of the conference and wrshed them
successful dellberatrons.
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