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Risk of external debt distress: Low 

Augmented by significant risks 

stemming from domestic public 

and/or private external debt? 

 

No 

 

Kenya’s risk of external debt distress remains low, while overall public sector debt dynamics 

continue to be sustainable.1 However, margins have generally narrowed, and standardized stress 

tests suggest that the vulnerability to export shocks has increased. Public debt has risen in recent 

years, with most new debt financing infrastructure to address bottlenecks and boost sustainable 

growth. The bulk of Kenya’s external public debt carries concessional terms, but recent commercial 

borrowing entails significant repayment needs in 2017 (2015 syndicated loan), in 2019 and, 

especially, in 2024 (2014 sovereign bond issuance). Implementation of the planned reduction in the 

fiscal deficit over the medium term is essential to limit and eventually reverse the rise in public debt 

ratios. In addition, the composition of fiscal financing between domestic and foreign sources should 

seek to contain risks of public external debt from export shocks while avoiding a crowding out of 

domestic bank credit to the private sector. 

 

                                                   
1 Kenya’s policies and institutions are classified as “strong” under the World Bank’s Country Policy and Institutional 

Assessment (CPIA) Index (average score in 2013–15: 3.83). The relevant indicative thresholds for this category are: 

50 percent for the NPV of debt-to-GDP ratio, 200 percent for the NPV of debt-to-exports ratio, 300 percent for 

the NPV of debt-to-revenue ratio, 25 percent for the debt service-to-exports ratio, and 22 percent for the debt 

service-to-revenue ratio. These thresholds are applicable to public and publicly guaranteed external debt. 
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BACKGROUND 

1.      This DSA consists of two parts: external and public. The external DSA covers external debt of the 

central government and the central bank, as well as of the private sector; stress tests apply to public and 

publicly guaranteed (PPG) debt. The public DSA covers total debt—external and domestic—incurred or 

guaranteed by the central government. Public domestic debt comprises central government debt. 

Government finance statistics are to be expanded to cover the recently created county governments. In this 

analysis, total public debt refers to the sum of public domestic and public external debt, but does not cover the 

entire public sector (e.g., parastatal borrowing without a government guarantee is not covered). 

2.      Kenya’s overall public debt has increased in the past two years. Gross public debt increased from 

44 percent of GDP at end-2013 to 52.4 percent at end-2015. In the baseline, public debt is expected to 

stabilize around 54–55 percent of GDP in 2017–18 and gradually decline thereafter. Half of Kenya’s public debt 

is owed to external creditors. 

3.       Most of Kenya’s external public debt remains on concessional terms, but its commercial 

component has increased. Nominal public external debt at end-2015 was US$16.1 billion (text table), 

equivalent to 26.4 percent of GDP. 

 Multilateral creditors account for just under half of external credit to Kenya as the share of debt from 

commercial creditors has increased. Debt to bilateral creditors is roughly half to Paris Club creditors, and 

half to other bilateral creditors, mainly semi-concessional loans from China to finance construction of the 

first phase (Mombasa-Nairobi) of the Standard Gauge Railway project (SGR). In December 2015, Kenya 

contracted a further semi-concessional loan from China of US$1.5 billion, to be disbursed in the coming 

years, for the second SGR phase (Nairobi-Naivasha). 

 Kenya’s commercial financing has two main elements. In 2014, Kenya issued its inaugural sovereign bonds, 

at 5-year and 10-year maturities, raising US$2 billion in June and a further US$750 million in 

December 2014.2 More recently, in October 2015, Kenya contracted a two-year US$750 million syndicated 

loan at LIBOR plus 570 basis points, equivalent to an effective yield of 8 percent. 

4.      Kenya’s gross domestic public debt was 26 percent of GDP at end-2015. Domestic debt is issued 

mostly in the form of Treasury bonds (66 percent of domestic debt) and Treasury bills (32 percent). 

Commercial banks hold 57 percent of the domestic debt, with nonbanks (pension and trust funds, insurance 

companies and others) holding 43 percent. Rollover risks appear moderate. The average maturity of Kenya’s 

domestic debt shortened, from 5.8 years in June 2011 to 5.2 years in June 2013 and 4.3 years in June 2016. 

  

                                                   
2 The June 2014 issuance comprised two tranches: a five-year $500 million bond at a yield of 5.875 percent, and a  

10-year $1.5 billion bond at 6.875 percent. In December 2014, Kenya added $250 million to the five-year tranche at a 

5.0 percent yield and $500 million to the 10-year tranche at 5.9 percent. 
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Kenya External Public Debt 

Source: Kenyan National Treasury. 

UNDERLYING ASSUMPTIONS 

5.      This DSA is based on macroeconomic assumptions that are consistent with the framework for 

the accompanying staff report. Compared with the previous projections, the growth outlook is modestly 

weaker and external commercial borrowing is lower in light of a slower pace of public investment. 

 Real GDP growth is modestly weaker in the short term, reflecting mainly the expected impact of interest rate 

caps, but recovers in the medium term. Faster growth in the longer term is predicated on the assumption 

that the present infrastructure push successfully addresses key bottlenecks. 

 The primary fiscal deficit peaked in 2015 owing to a frontloading of SGR-related spending, and is projected 

to be brought down in the medium to longer term consistent with the East African Community (EAC) 

Monetary Union convergence criteria.3 The higher primary balance compared with the previous DSA mainly 

reflects delayed SGR spending in FY2015/16 that spilled over to FY2017/18. In the long term, the primary 

deficit would converge to its previously projected level, consistent with keeping the overall deficit below 

3 percent while making room for higher interest payments. 

 The current account deficit narrowed substantially in 2015 owing mainly to lower imports of oil products 

and investment-related imports. Exports were also weaker than expected due to temporary regulatory 

issues with the EU in the horticulture sector and lower tourism following the terrorist attacks. The current 

account is projected to narrow further in 2016 on account of lower oil prices and as exports recover from 

temporary shocks. In the medium term fiscal consolidation as well as a pickup in trade is expected as 

demand in key export markets accelerates, progress is made in regional integration, in part due to 

infrastructure investment, and reforms to the business environment contribute to gains in competitiveness.4 

                                                   
3 The EAC Monetary Union Protocol provides for fiscal convergence criteria, including a ceiling on the fiscal deficit 

(defined including grants) of 3 percent of GDP; and a ceiling on the gross public debt of 50 percent of GDP in present 

value terms. The other macroeconomic convergence criteria include a ceiling on headline inflation (8 percent) and a floor 

on reserve cover (4.5 months of imports). The fiscal plans outlined in the authorities’ budget policy statement are 

consistent with Kenya meeting the EAC convergence criteria by 2021. 

4 Kenya’s ranking in the World Bank’s Doing Business Report (2016) improved 21 places relative to 2015, one of the top 

10 increases across the globe. Ongoing reforms will, amongst other areas, seek to further reduce transportation and 

trading costs. 

Billion US$ Share Billion US$ Share Billion US$ Share Billion US$ Share

Mulilateral creditors 5.56 57.6 6.47 60.5 7.07 49.2 7.30 44.3

Bilateral creditors 2.71 28.1 2.84 26.6 3.86 26.9 5.18 31.4

Commercial creditors 0.68 7.0 0.69 6.5 2.82 19.6 3.60 21.8

Others (supplier credits) 0.18 1.9 0.18 1.7 0.18 1.3 0.00 0.0

Total (excluding guarantees) 9.13 94.6 10.18 95.2 13.93 96.9 16.08 97.5

Publicly guaranteed debt 0.52 5.4 0.51 4.8 0.44 3.1 0.41 2.5

Total (including guarantees) 9.65 100.0 10.69 100.0 14.37 100.0 16.49 100.0

Source: Kenyan National Treasury.

2012

Kenya: External Public Debt

2013 2014 2015
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The macro-framework projections do not include potential exports from recent oil discoveries. Both 

exports and imports are lower than previously projected, as a share of GDP. 

Kenya: Selected Macroeconomic Assumptions 

Source: IMF staff estimates. 

1/ For current DSA average 2022–36. For previous DSA, average 2021–35. 

EXTERNAL DEBT SUSTAINABILITY ANALYSIS 

6. External debt indicators remain well below the policy-dependent debt burden thresholds under

the DSA baseline scenario. The PV of PPG external debt as a share of GDP is expected to rise moderately to 

22.6 percent in 2017 from 20.3 percent in 2015. This is lower than projections in the previous DSA reflecting a 

lower rate of externally financed investment projects. The PV of PPG external debt then gradually declines over 

time in line with the planned fiscal consolidation, remaining well below the 50 percent indicative threshold. The 

PV of external debt to exports and revenues both remain well below the indicative thresholds of 200 percent 

and 300 percent respectively. 

7. Under the standard stress tests, all relevant indicators remain below the thresholds with the

exception of one temporary breach. 

 Under most extreme stress scenario of an exports shock, the PV of debt to exports breaches the threshold

for two years by an average of 8.0 percentage points (Figure 1 and Table 2). This is related to temporary

shocks in 2015 which lowered services and horticulture exports resulting in a lower export base. Looking

forward, services exports have already begun to recover due to the removal of travel restrictions reflecting

substantial improvements in counter-terrorism strategies, which have resulted in a decline in security and

crime-related incidents. Horticulture exports have also recovered as the horticulture sector in Kenya has

established systems to ensure EU regulatory standards are met on a consistent basis. Moreover, the

discovery of significant oil and gas resources—which is an important upside to GDP growth, fiscal

balances, and export projections—have not been incorporated into the baseline.

 A one-time nominal exchange rate depreciation of 30 percent is the shock which has the largest impact on

the PV of debt to GDP and debt to revenue ratios. Under both of these scenarios, debt remains well below

the indicative thresholds.

 Shocks to the debt service indicators relative to exports and revenues also remain well below the relevant

thresholds, with peaks reflecting repayment of the 2014 sovereign bond.

2015 2016 2017 2018 2019 Long-term 1/

Real GDP Growth

Current DSA 5.6 6.0 5.3 5.8 6.2 6.5

Previous DSA (March 2016) 5.6 6.0 6.1 6.5 6.5 6.5

Primary Fiscal Deficit (percent of GDP)

Current DSA 4.9 4.1 3.3 1.5 0.4 0.2

Previous DSA (March 2016) 5.4 4.1 2.6 1.3 0.7 0.6

Non-interest Current Account (percent of GDP)

Current DSA 5.8 4.4 4.5 4.3 4.2 4.2

Previous DSA (March 2016) 7.4 7.0 5.5 5.4 5.4 5.9

Source: IMF staff estimates.

1/ For current DSA, average 2022-36. For previous DSA, average 2021-35.

Kenya: Selected Macroeconomic Assumptions
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8. Staff continues to assess that the risk of external debt distress remains low, although risks have

increased. The breach in the threshold of the PV of external debt to exports ratio is small and temporary, and 

therefore staff continues to assess that the risk of external debt distress is low. The increase in public 

investment, in part financed by external commercial borrowing, has led to an increase in vulnerabilities. 

The authorities intend to maximize reliance on concessional borrowing to keep financing costs low and limit 

refinancing risks. In addition, continued commitment to fiscal consolidation will be key to maintaining debt 

sustainability. Risks to export growth remain, particularly from security-related threats. If export growth fails to 

materialize, this could adversely impact Kenya’s risk rating (highlighted in Figure 1, panel c). 

PUBLIC DEBT SUSTAINABILITY ANALYSIS 

9. Total public debt as a share of GDP is set to stabilize in 2017–18 and then gradually decline

over the medium term. In 2016, public sector debt is projected to rise to 54.4 percent, from 52.4 percent 

in 2015. Looking forward, fiscal consolidation will reduce the primary deficit to 1.5 percent of GDP in 2018 

down to 0.4 percent of GDP in 2019 resulting in a decline in debt to 52.9 percent of GDP. In PV terms, the debt 

is stable at 48-49 percent of GDP from 2016-2018 and falls thereafter. The authorities’ medium-term debt 

anchor is 45 percent in PV terms (within the EAC convergence criterion of 50 percent). The PV of public debt-

to-revenue ratio would ease from 241 percent in 2016 to 209 percent in 2020 (Table 4). 

10. Total public debt as a share of GDP remains well below the LIC DSA public debt benchmark.

Under the baseline and all stress scenarios, debt remains below the benchmark of 74 percent of GDP in PV 

terms. This is the benchmark applicable for LICs whose CPIA score for quality of policies and institutions is 

assessed as strong and covers the entire public sector. In Kenya, public debt does not include legacy debts of 

the pre-devolution county governments (whose size is not yet fully clear) as well as borrowings of state-owned 

enterprises. In addition, public debt should include planned annuities intended to finance road construction: 

although the annuity obligations may not necessarily be classified as debt under local law, they nevertheless 

represent public debt obligations according to international (GFS) methodology. 

11. The alternative scenarios and bound tests indicate that the projected paths for public debt

indicators remain within the relevant benchmarks. Under a standard scenario that keeps the primary 

balance unchanged from its 2016 level, the PV of public debt to GDP would remain on a steady upwards 

trajectory but does not exceed the 74 percent benchmark during the projection period. There are risks to this 

outlook linked to a slippage in the authorities’ medium-term fiscal consolidation plans, and possible recourse 

to commercial external borrowing. In addition, fixing the primary deficit at the 2016 level results in a gradual 

increase in the debt to revenue ratio, rising to 254 percent in 2020. 

MAIN FINDINGS AND CONCLUSIONS 

12. This DSA finds that Kenya continues to face low risk of external debt distress. External debt

under the baseline and standard stress tests scenarios show that debt remains within sustainable bounds. 

Standardized stress tests indicate a small and temporary breach under the exports shock. A large exchange 

rate shock continues to represent a significant risk to external debt. The authorities are strengthening their 

debt management capacity to manage and prepare for large repayments on commercial borrowing. At the 

same time, concessional borrowing will continue to play an important role in financing investment projects 
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due to its lower cost and longer maturity profile. Looking ahead, the planned investment in infrastructure will 

be critical to raise growth and export potential, both of which will support Kenya’s external debt sustainability. 

13. Fiscal consolidation is essential to ensure debt remains sustainable. The increase in debt is due to

a much needed boost to public investment. Fiscal consolidation began last year and the authorities will need 

to remain committed to their medium-term plans of gradual adjustment. The baseline public debt path 

remains consistent with the EAC convergence criteria (deficit and debt) and debt indicators are below the 

relevant public debt benchmark in the baseline and stress scenarios, subject to coverage issues. Standard 

stress-testing scenarios show that if the primary deficit were to remain at current levels, public debt would 

remain on an upward path which highlights the need to follow through on the intended medium-term fiscal 

consolidation. 

14. The authorities are committed to their public investment plan to raise growth in output and

exports while ensuring debt sustainability. The increase in infrastructure is continuing and the authorities 

are committed to fiscal consolidation to maintain debt sustainability. They agree that they remain at low risk of 

external debt distress. However, they emphasize that their externally financed infrastructure investments will 

address bottlenecks that have constrained past growth and export performance. 
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Figure 1. Kenya: Indicators of Public and Publicly Guaranteed External Debt under 

Alternatives Scenarios, 2016–36 1/ 

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio on or before 2026. In figure 

b. it corresponds to a One-time depreciation shock; in c. to a Exports shock; in d. to a One-time 

depreciation shock; in e. to a Exports shock and  in figure f. to a One-time depreciation shock

Baseline Historical scenario Most extreme shock  1/

Threshold

0

5

10

15

20

25

2016 2021 2026 2031 2036

f.Debt service-to-revenue ratio

0

5

10

15

20

25

30

35

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

2016 2021 2026 2031 2036

Rate of Debt Accumulation

Grant-equivalent financing (% of GDP)

Grant element of new borrowing (% right scale)

a. Debt Accumulation

0

50

100

150

200

250

2016 2021 2026 2031 2036

c.PV of debt-to-exports ratio

0

10

20

30

40

50

60

2016 2021 2026 2031 2036

b.PV of debt-to GDP ratio

0

50

100

150

200

250

300

350

2016 2021 2026 2031 2036

d.PV of debt-to-revenue ratio

0

5

10

15

20

25

30

2016 2021 2026 2031 2036

e.Debt service-to-exports ratio



KENYA 

8 INTERNATIONAL MONETARY FUND 

Figure 2. Kenya: Indicators of Public Debt Under Alternatives Scenarios, 2016–36 1/ 

Most extreme shock One-time depreciation

Sources: Country authorities; and staff estimates and projections.

1/ The most extreme stress test is the test that yields the highest ratio on or before 2026. 

2/ Revenues are defined inclusive of grants.
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Table 1. Kenya: External Debt Sustainability Framework, Baseline Scenario, 2013–36 1/ 

(Percent of GDP, unless otherwise indicated) 
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Historical 6/ Standard 6/

Average Deviation  2016-2021  2022-2036

2013 2014 2015 2016 2017 2018 2019 2020 2021 Average 2026 2036 Average

External debt (nominal) 1/ 29.4 36.6 42.6 42.9 44.9 47.0 46.7 46.7 46.9 51.7 61.7

of which: public and publicly guaranteed (PPG) 19.4 23.5 26.4 27.4 28.3 28.3 27.2 26.8 26.2 23.9 20.8

Change in external debt 1.0 7.3 6.0 0.3 2.0 2.1 -0.4 0.0 0.2 0.8 1.0

Identified net debt-creating flows 4.7 5.0 3.9 1.3 1.6 0.9 0.5 0.3 0.4 0.7 0.9

Non-interest current account deficit 7.8 9.1 5.8 5.8 2.6 4.4 4.5 4.3 4.2 4.2 4.2 4.3 4.2 4.2

Deficit in balance of goods and services 13.6 15.1 11.4 11.2 10.3 10.2 9.7 9.7 9.7 9.4 9.5

Exports 19.9 18.4 16.5 15.8 16.4 17.0 17.3 17.6 17.7 17.6 18.0

Imports 33.5 33.5 27.9 27.0 26.7 27.2 27.0 27.3 27.4 27.1 27.5

Net current transfers (negative = inflow) -5.6 -5.7 -5.4 -6.1 0.5 -4.8 -4.5 -4.4 -4.4 -4.3 -4.2 -3.8 -3.8 -3.9

of which: official -0.2 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other current account flows (negative = net inflow) -0.2 -0.3 -0.2 -2.0 -1.3 -1.5 -1.2 -1.2 -1.2 -1.3 -1.5

Net FDI (negative = inflow) -1.7 -1.7 -1.7 -1.4 1.1 -1.9 -2.1 -2.3 -2.3 -2.4 -2.3 -2.0 -1.4 -1.8

Endogenous debt dynamics 2/ -1.4 -2.4 -0.2 -1.2 -0.8 -1.1 -1.3 -1.5 -1.5 -1.6 -1.9

Contribution from nominal interest rate 1.0 0.7 1.0 1.1 1.3 1.3 1.3 1.3 1.3 1.4 1.7

Contribution from real GDP growth -1.5 -1.4 -2.0 -2.4 -2.1 -2.4 -2.7 -2.8 -2.8 -3.0 -3.6

Contribution from price and exchange rate changes -0.9 -1.6 0.8 … … … … … … … …

Residual (3-4) 3/ -3.7 2.3 2.1 -1.0 0.4 1.3 -0.9 -0.3 -0.2 0.1 0.1

of which: exceptional financing -0.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ... ...

PV of external debt 4/ ... ... 36.5 37.2 39.2 41.2 40.9 40.9 41.0 46.0 57.2

In percent of exports ... ... 220.8 235.6 239.2 242.8 236.7 232.8 231.9 261.0 317.0

PV of PPG external debt ... ... 20.3 21.7 22.6 22.5 21.4 20.9 20.3 18.3 16.3

In percent of exports ... ... 122.8 137.4 137.9 132.2 124.1 119.3 115.0 103.5 90.6

In percent of government revenues ... ... 107.7 110.1 108.7 104.7 98.9 98.9 94.8 82.8 74.4

Debt service-to-exports ratio (in percent) 52.7 58.4 55.4 29.7 45.8 44.2 41.4 34.8 36.7 53.9 56.0

PPG debt service-to-exports ratio (in percent) 4.4 16.3 7.3 8.3 15.2 9.2 13.8 8.4 8.0 12.2 7.7

PPG debt service-to-revenue ratio (in percent) 4.5 15.5 6.4 6.7 12.0 7.3 11.0 7.0 6.6 9.8 6.3

Total gross financing need (Billions of U.S. dollars) 11.1 13.2 11.8 10.7 13.5 15.0 17.8 18.6 21.0 45.2 143.2

Non-interest current account deficit that stabilizes debt ratio 6.8 1.8 -0.2 4.1 2.4 2.1 4.6 4.1 4.0 3.5 3.2

Key macroeconomic assumptions

Real GDP growth (in percent) 5.7 5.3 5.6 5.2 2.2 6.0 5.3 5.8 6.2 6.5 6.5 6.0 6.5 6.6 6.5

GDP deflator in US dollar terms (change in percent) 3.5 5.9 -2.1 6.5 7.7 2.2 3.5 1.7 2.3 1.7 2.1 2.2 2.6 2.6 2.6

Effective interest rate (percent) 5/ 3.9 2.6 2.9 2.7 0.9 2.9 3.2 3.2 3.1 3.1 3.1 3.1 3.0 3.1 3.1

Growth of exports of G&S (US dollar terms, in percent) -2.0 2.9 -7.0 7.6 11.3 3.6 13.0 11.5 10.4 10.1 9.5 9.7 9.1 9.6 9.4

Growth of imports of G&S (US dollar terms, in percent) 3.0 11.5 -13.7 11.0 13.8 4.7 7.8 9.5 7.8 9.5 8.9 8.0 8.9 9.6 9.3

Grant element of new public sector borrowing  (in percent) ... ... ... ... ... 11.7 14.0 24.9 24.2 29.9 30.3 22.5 25.7 19.2 21.3

Government revenues (excluding grants, in percent of GDP) 19.2 19.3 18.8 19.7 20.8 21.5 21.7 21.2 21.5 22.1 22.0 22.1

Aid flows (in Billions of US dollars) 7/ 0.3 0.3 0.3 1.1 1.3 1.4 1.4 1.5 1.6 2.4 4.8

of which: Grants 0.3 0.3 0.3 0.3 0.4 0.5 0.5 0.5 0.5 0.9 2.1

of which: Concessional loans ... ... ... 0.8 0.9 0.9 0.9 1.0 1.1 1.6 2.6

Grant-equivalent financing (in percent of GDP) 8/ ... ... ... 1.0 1.2 1.3 1.3 1.2 1.2 1.2 0.9 1.1

Grant-equivalent financing (in percent of external financing) 8/ ... ... ... 20.4 24.2 38.3 38.3 43.2 43.1 39.2 35.9 35.3

Memorandum items:

Nominal GDP (Billions of US dollars)  55.1 61.5 63.6 68.9 75.1 80.7 87.7 95.0 103.2 160.1 389.0

Nominal dollar GDP growth  9.3 11.5 3.5 8.3 9.0 7.5 8.6 8.3 8.7 8.4 9.3 9.3 9.2

PV of PPG external debt (in Billions of US dollars) 12.3 14.9 16.6 17.9 18.5 19.6 20.7 28.9 62.8

(PVt-PVt-1)/GDPt-1 (in percent) 4.0 2.5 1.8 0.7 1.2 1.3 1.9 0.6 1.1 1.4

Gross workers' remittances (Billions of US dollars)  1.3 1.4 1.6 1.8 2.0 2.1 2.3 2.4 2.6 3.8 9.7

PV of PPG external debt (in percent of GDP + remittances) ... ... 19.8 21.1 22.0 21.9 20.9 20.4 19.8 17.8 16.0

PV of PPG external debt (in percent of exports + remittances) ... ... 106.8 117.7 119.0 114.7 108.0 104.1 100.6 91.3 79.6

Debt service of PPG external debt (in percent of exports + remittances) ... ... 6.4 7.1 13.1 8.0 12.0 7.4 7.0 10.8 6.8

Sources: Country authorities; and staff estimates and projections. 0

1/ Includes both public and private sector external debt.

2/ Derived as [r - g - ρ(1+g)]/(1+g+ρ+gρ) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and ρ = growth rate of GDP deflator in U.S. dollar terms. 

3/ Includes exceptional financing (i.e., changes in arrears and debt relief); changes in gross foreign assets; and valuation adjustments. For projections also includes contribution from price and exchange rate changes.

4/ Assumes that PV of private sector debt is equivalent to its face value.

5/ Current-year interest payments divided by previous period debt stock.  

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability. 

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the PV of new debt).

Actual Projections
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Table 2. Kenya: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed 

External Debt, 2016–36 
(Percent) 

2016 2017 2018 2019 2020 2021 2026 2036

Baseline 22 23 22 21 21 20 18 16

A. Alternative Scenarios

A1. Key variables at their historical averages in 2016-2036 1/ 22 24 25 25 26 27 31 36

A2. New public sector loans on less favorable terms in 2016-2036 2 22 23 24 23 23 23 24 25

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2017-2018 22 23 23 22 22 21 19 17

B2. Export value growth at historical average minus one standard deviation in 2017-2018 3/ 22 24 28 27 26 25 22 17

B3. US dollar GDP deflator at historical average minus one standard deviation in 2017-2018 22 23 24 23 22 22 19 17

B4. Net non-debt creating flows at historical average minus one standard deviation in 2017-2018 4/ 22 23 24 22 22 21 19 16

B5. Combination of B1-B4 using one-half standard deviation shocks 22 24 27 26 25 24 21 17

B6. One-time 30 percent nominal depreciation relative to the baseline in 2017 5/ 22 31 31 30 29 28 25 23

Baseline 137 138 132 124 119 115 104 91

A. Alternative Scenarios

A1. Key variables at their historical averages in 2016-2036 1/ 137 145 147 147 150 153 177 197

A2. New public sector loans on less favorable terms in 2016-2036 2 137 141 141 135 133 132 135 140

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2017-2018 137 135 130 122 117 113 102 89

B2. Export value growth at historical average minus one standard deviation in 2017-2018 3/ 137 173 223 209 200 193 167 128

B3. US dollar GDP deflator at historical average minus one standard deviation in 2017-2018 137 135 130 122 117 113 102 89

B4. Net non-debt creating flows at historical average minus one standard deviation in 2017-2018 4/ 137 139 139 130 125 120 107 90

B5. Combination of B1-B4 using one-half standard deviation shocks 137 159 188 176 168 163 142 112

B6. One-time 30 percent nominal depreciation relative to the baseline in 2017 5/ 137 135 130 122 117 113 102 89

Baseline 110 109 105 99 99 95 83 74

A. Alternative Scenarios

A1. Key variables at their historical averages in 2016-2036 1/ 110 114 116 117 124 126 142 162

A2. New public sector loans on less favorable terms in 2016-2036 2 110 111 111 108 111 109 108 115

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2017-2018 110 109 108 102 102 98 85 77

B2. Export value growth at historical average minus one standard deviation in 2017-2018 3/ 110 116 130 122 122 117 98 77

B3. US dollar GDP deflator at historical average minus one standard deviation in 2017-2018 110 111 111 105 105 101 88 79

B4. Net non-debt creating flows at historical average minus one standard deviation in 2017-2018 4/ 110 109 110 103 103 99 86 74

B5. Combination of B1-B4 using one-half standard deviation shocks 110 115 126 118 118 114 96 78

B6. One-time 30 percent nominal depreciation relative to the baseline in 2017 5/ 110 150 145 137 137 132 115 103

PV of debt-to GDP ratio

Projections

PV of debt-to-exports ratio

PV of debt-to-revenue ratio
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Table 2. Kenya: Sensitivity Analysis for Key Indicators of Public and Publicly Guaranteed 

External Debt, 2016–36 (continued) 
(In percent) 

 

Baseline 8 15 9 14 8 8 12 8

A. Alternative Scenarios

A1. Key variables at their historical averages in 2016-2036 1/ 8 15 9 13 9 8 13 13

A2. New public sector loans on less favorable terms in 2016-2036 2 8 15 8 13 8 8 9 11

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2017-2018 8 15 9 14 8 8 12 8

B2. Export value growth at historical average minus one standard deviation in 2017-2018 3/ 8 18 13 20 13 12 20 12

B3. US dollar GDP deflator at historical average minus one standard deviation in 2017-2018 8 15 9 14 8 8 12 8

B4. Net non-debt creating flows at historical average minus one standard deviation in 2017-2018 4/ 8 15 9 14 9 8 13 8

B5. Combination of B1-B4 using one-half standard deviation shocks 8 17 12 18 11 11 17 10

B6. One-time 30 percent nominal depreciation relative to the baseline in 2017 5/ 8 15 9 14 8 8 12 8

Baseline 7 12 7 11 7 7 10 6

A. Alternative Scenarios

A1. Key variables at their historical averages in 2016-2036 1/ 7 12 7 11 7 7 10 11

A2. New public sector loans on less favorable terms in 2016-2036 2 7 12 7 11 7 7 7 9

B. Bound Tests

B1. Real GDP growth at historical average minus one standard deviation in 2017-2018 7 12 8 12 7 7 10 7

B2. Export value growth at historical average minus one standard deviation in 2017-2018 3/ 7 12 8 12 8 8 12 7

B3. US dollar GDP deflator at historical average minus one standard deviation in 2017-2018 7 13 8 12 8 7 11 7

B4. Net non-debt creating flows at historical average minus one standard deviation in 2017-2018 4/ 7 12 7 11 7 7 10 7

B5. Combination of B1-B4 using one-half standard deviation shocks 7 12 8 12 8 7 11 7

B6. One-time 30 percent nominal depreciation relative to the baseline in 2017 5/ 7 17 10 15 10 9 14 9

Memorandum item:

Grant element assumed on residual financing (i.e., financing required above baseline) 6/ 17 17 17 17 17 17 17 17

Sources: Country authorities; and staff estimates and projections.

1/ Variables include real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows. 

an offsetting adjustment in import levels). 

4/ Includes official and private transfers and FDI.

5/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.

6/ Applies to all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.

Debt service-to-exports ratio

2/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline., while grace and maturity periods are the same as in the 

baseline.

3/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after 

Debt service-to-revenue ratio



Table 3. Kenya: Public Sector Debt Sustainability Framework, Baseline Scenario, 2013–36 

(Percent of GDP, unless otherwise indicated) 
Estimate

2013 2014 2015
Average

5/ Standard 

Deviation

5/

2016 2017 2018 2019 2020 2021

2016-21 

Average 2026 2036

2022-36 

Average

Public sector debt 1/ 44.0 48.6 52.4 54.4 54.7 54.4 52.9 51.2 49.1 41.3 29.7

of which: foreign-currency denominated 19.4 23.5 26.4 27.4 28.3 28.3 27.2 26.8 26.2 23.9 20.8

Change in public sector debt 2.3 4.6 3.8 2.0 0.3 -0.3 -1.5 -1.8 -2.1 -1.7 -1.2

Identified debt-creating flows 1.5 2.9 4.1 1.4 1.9 -0.2 -1.4 -1.9 -2.3 -1.9 -0.2

Primary deficit 3.0 4.7 4.9 2.2 1.7 4.1 3.3 1.5 0.4 -0.1 -0.3 1.5 0.0 1.2 0.2

Revenue and grants 19.7 19.8 19.3 20.2 21.4 22.1 22.3 21.7 22.0 22.6 22.5

of which: grants 0.5 0.5 0.5 0.5 0.6 0.6 0.6 0.5 0.5 0.5 0.5

Primary (noninterest) expenditure 22.7 24.4 24.2 24.3 24.6 23.6 22.7 21.6 21.7 22.6 23.7

Automatic debt dynamics -1.5 -1.7 -0.8 -2.7 -1.4 -1.7 -1.8 -1.8 -1.9 -1.9 -1.4

Contribution from interest rate/growth differential -0.9 -1.5 -1.8 -1.5 -1.4 -1.6 -1.9 -1.9 -1.8 -1.6 -1.2

of which: contribution from average real interest rate 1.3 0.7 0.8 1.5 1.3 1.4 1.3 1.3 1.3 1.0 0.7

of which: contribution from real GDP growth -2.2 -2.2 -2.6 -3.0 -2.7 -3.0 -3.2 -3.2 -3.1 -2.6 -1.9

Contribution from real exchange rate depreciation -0.6 -0.2 1.1 -1.2 0.0 -0.1 0.1 0.1 -0.1 ... ...

Other identified debt-creating flows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Debt relief (HIPC and other) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Residual, including asset changes 0.8 1.7 -0.3 0.6 -1.6 -0.1 -0.1 0.2 0.2 0.2 -0.9

Other Sustainability Indicators

PV of public sector debt ... ... 46.3 48.7 49.0 48.6 47.1 45.3 43.2 35.6 25.2

of which: foreign-currency denominated ... ... 20.3 21.7 22.6 22.5 21.4 20.9 20.3 18.3 16.3

of which: external ... ... 20.3 21.7 22.6 22.5 21.4 20.9 20.3 18.3 16.3

PV of contingent liabilities (not included in public sector debt) ... ... ... ... ... ... ... ... ... ... ...

Gross financing need 2/ 14.8 18.9 17.5 17.5 18.0 15.2 14.6 12.9 12.0 10.1 6.6

PV of public sector debt-to-revenue and grants ratio (in percent) … … 239.9 241.1 229.2 220.1 211.5 208.7 196.6 157.5 112.1

PV of public sector debt-to-revenue ratio (in percent) … … 245.7 247.2 235.7 226.6 217.4 214.1 201.4 161.4 114.9

of which: external 3/ … … 107.7 110.1 108.7 104.7 98.9 98.9 94.8 82.8 74.4

Debt service-to-revenue and grants ratio (in percent) 4/ 29.1 39.2 31.6 32.0 34.8 29.6 32.5 28.4 26.5 23.7 12.8

Debt service-to-revenue ratio (in percent) 4/ 29.9 40.2 32.4 32.8 35.8 30.5 33.4 29.1 27.1 24.3 13.1

Primary deficit that stabilizes the debt-to-GDP ratio 0.8 0.0 1.1 2.1 3.0 1.8 1.9 1.7 1.8 1.6 2.4

Key macroeconomic and fiscal assumptions

Real GDP growth (in percent) 5.7 5.3 5.6 5.2 2.2 6.0 5.3 5.8 6.2 6.5 6.5 6.0 6.5 6.6 6.5

Average nominal interest rate on forex debt (in percent) 1.4 2.4 2.6 1.6 0.5 2.9 3.2 3.2 3.1 3.1 3.1 3.1 2.9 3.2 3.0

Average real interest rate on domestic debt (in percent) 6.3 2.6 1.7 1.4 4.0 4.4 3.8 4.5 4.3 4.5 4.5 4.3 4.0 3.8 4.1

Real exchange rate depreciation (in percent, + indicates depreciation) -3.2 -1.2 4.7 -3.0 8.0 -4.7 ... ... ... ... ... ... ... ... ...

Inflation rate (GDP deflator, in percent) 5.4 8.0 9.1 9.1 3.6 6.0 5.8 5.4 5.5 5.3 5.1 5.5 5.1 5.1 5.1

Growth of real primary spending (deflated by GDP deflator, in percent) 12.1 13.2 4.6 3.0 5.3 6.4 6.8 1.5 1.9 1.4 6.8 4.1 6.7 8.1 7.1

Grant element of new external borrowing (in percent) ... ... ... … … 11.7 14.0 24.9 24.2 29.9 30.3 22.5 25.7 19.2 ...

Sources: Country authorities; and staff estimates and projections.

1/ Refers to gross debt of the central government, including CBK obligations to the IMF, excluding government deposits.

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period. 

3/ Revenues excluding grants.

4/ Debt service is defined as the sum of interest and amortization of medium and long-term debt.

5/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

Actual Projections
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Table 4. Kenya: Sensitivity Analysis for Key Indicators of Public Debt, 2016–36 

Table 4. Kenya: Sensitivity Analysis for Key Indicators of Public Debt 2016-2036

2016 2017 2018 2019 2020 2021 2026 2036

Baseline 49 49 49 47 45 43 36 25

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 49 48 49 49 50 51 54 56

A2. Primary balance is unchanged from 2016 49 50 52 53 55 57 63 70

A3. Permanently lower GDP growth 1/ 49 49 49 48 47 45 42 43

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2017-2018 49 50 52 52 51 49 45 39

B2. Primary balance is at historical average minus one standard deviations in 2017-2018 49 50 51 50 48 46 37 26

B3. Combination of B1-B2 using one half standard deviation shocks 49 49 51 50 49 47 41 33

B4. One-time 30 percent real depreciation in 2017 49 59 58 56 53 51 42 32

B5. 10 percent of GDP increase in other debt-creating flows in 2017 49 58 57 56 53 51 42 29

Baseline 241 229 220 211 209 197 157 112

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 241 225 220 221 230 230 237 247
A2. Primary balance is unchanged from 2016 241 233 234 239 254 257 281 312
A3. Permanently lower GDP growth 1/ 241 231 223 217 216 207 184 191

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2017-2018 241 236 237 232 233 224 199 175
B2. Primary balance is at historical average minus one standard deviations in 2017-2018 241 232 232 223 220 207 166 117
B3. Combination of B1-B2 using one half standard deviation shocks 241 231 231 224 224 213 182 147
B4. One-time 30 percent real depreciation in 2017 241 274 261 250 246 231 186 141
B5. 10 percent of GDP increase in other debt-creating flows in 2017 241 272 260 249 246 232 185 129

Baseline 32 35 30 32 28 26 24 13

A. Alternative scenarios

A1. Real GDP growth and primary balance are at historical averages 32 35 29 33 29 29 33 28

A2. Primary balance is unchanged from 2016 32 35 30 34 31 31 36 35

A3. Permanently lower GDP growth 1/ 32 35 30 33 29 27 27 21

B. Bound tests

B1. Real GDP growth is at historical average minus one standard deviations in 2017-2018 32 36 31 35 31 29 28 20

B2. Primary balance is at historical average minus one standard deviations in 2017-2018 32 35 30 33 30 28 25 13

B3. Combination of B1-B2 using one half standard deviation shocks 32 35 30 34 30 28 26 17

B4. One-time 30 percent real depreciation in 2017 32 38 33 38 32 31 31 20

B5. 10 percent of GDP increase in other debt-creating flows in 2017 32 35 32 37 33 31 27 15

Sources: Country authorities; and staff estimates and projections.

1/ Assumes that real GDP growth is at baseline minus one standard deviation divided by the square root of the length of the projection period.

2/ Revenues are defined inclusive of grants.

PV of Debt-to-GDP Ratio

Projections

PV of Debt-to-Revenue Ratio 2/

Debt Service-to-Revenue Ratio 2/



KENYA 
FIRST REVIEWS UNDER THE TWENTY-FOUR MONTH 
STAND-BY ARRANGEMENT AND THE ARRANGEMENT 
UNDER THE STANDBY CREDIT FACILITY AND 
REQUESTS FOR WAIVERS OF APPLICABILITY, 
REPHASING OF DISBURSEMENTS, AND MODIFICATION 
OF PERFORMANCE CRITERIA—SUPPLEMENTARY  
INFORMATION, SUPPLEMENTARY LETTER OF INTENT  

This supplement provides information that has become available since the Staff 

Report was circulated to the Executive Board on December 28, 2016. The information 

does not alter the thrust of the staff appraisal. 

Recent macroeconomic data releases indicate continued robust economic growth 

and contained inflation. GDP growth in the third quarter of 2016 came at 5.7 percent, 

compared to 6.1 percent registered in the first half of the year, bringing growth in the first 

nine months of the year to 5.9 percent. While strong growth continues in the electricity, 

transportation, construction, and tourism-related sectors, agriculture experienced a 

slowdown (to 3.9 percent in 2016Q3 compared to 5.5 percent during the same period last 

year). Inflation fell to 6.3 percent in December (from 6.7 percent in November), due to the 

phasing out of base effects related to excise tax increases introduced in December 2015.  

As reported in the attached supplement to the Letter of Intent, all end-December 

2016 quantitative program targets for which data are available have been met. This 

includes the performance criterion on net international reserves, the inflation target under 

the monetary policy consultation clause, and the indicative target on net domestic assets 

of the Central Bank of Kenya.  

January 23, 2017 
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Supplement to Letter of Intent 

January 18, 2017 

Ms. Christine Lagarde 

Managing Director 

International Monetary Fund 

Washington, D.C. 20431 

United States of America 

Dear Ms. Lagarde: 

Information that has become available since the Letter of Intent dated December 23, 2016 

requesting completion of the first reviews under the 24-month SBA and SCF shows that for the end-

December 2016 test date we have met: (i) the performance criterion on net international reserves; 

(ii) the inflation target under the monetary policy consultation clause; and (iii) the indicative target 

on net domestic assets of the Central Bank of Kenya (Table 1). Information assessing performance 

against the other end-December 2016 quantitative targets under the program is not yet available. 

Sincerely yours, 

 /s/ /s/ 

Henry Rotich 

Cabinet Secretary  

The National Treasury 

Patrick Njoroge 

Governor 

Central Bank of Kenya 



Table 1. Kenya: Quantitative Performance Criteria and Indicative Targets, 2016-17 
y

End-Dec

Act. Prog. Prel.
Met / 

Not Met
Prog. Prel. Adj Prog.

Met / 

Not Met
Prog. Prel.

Met / 

Not Met
Prog. Rev. Prog. Adj. Prog. Act.

Met / 

Not Met
Proposed Proposed

Quantitative performance criteria 
1

Fiscal targets

Primary budget balance of the national government (-=deficit, floor) 
2, 3 -99.5 -164.1 -83.8 Met -206.0 -206.9 -220.7 Met -46.0 -7.9 Met -82.9 -100.0 … … … -169.5 -211.5

Monetary targets 
4, 5

Stock of central bank net international reserves (floor, in millions of US$) 6, 7 6,367 5,784 6,535 Met 5,900 6,846 5,941 Met 5,852 7,105 Met 6,283 6,283 5,633 6,788 Met 6,266 7,230

Public debt target

National government external payment arrears (ceiling, millions of US$) 
8

0 0 0 Met 0 0 0 Met 0 0 Met 0 0 … … … 0 0

Monetary policy consultation clause

Upper band … 8.5 … … 7.5 … … 7.5 … 7.5 7.5 7.5 … 7.5 7.5

Center inflation target 9 7.4 5.0 7.0 Met 5.0 5.4 … Met 5.0 6.3 Met 5.0 5.0 5.0 6.5 Met 5.0 5.0

Lower band … 2.5 … … 2.5 … … 2.5 … 2.5 2.5 2.5 … 2.5 2.5

Indicative targets

Stock of net domestic assets of the central bank (ceiling) -246 -169 -268.5 Met -151 -303 … Met -139 -330 Met -165 -165 -99 -279 Met -193 -289

Priority social expenditures of the national government (floor) 
3 25 41 44 Met 60 57 … Not Met 14.5 14.6 Met 20.5 10.5 … … … 30.0 57.4

Stock of all guarantees issued by the national government (ceiling)
 3 50 50 0 Met 50 0 … Met 50 0 Met 50 50 … … … 50 50

Change in the stock of national government domestic bills pending for 90 days or more 
3 … … … … … … … … … … … … … … … 0 0

Memorandum items:

Maximum upward adjustment of the primary deficit ceiling owing to

excess in concessional loans relative to program projections 3 42.0 36.7 -17.5 … 37.7 14.4 … 13.6 -16.6 … 27.1 27.1 27.1 … … 30.0 39.6

Programmed project loans 
3, 10 69.5 61.6 64.5 … 86.4 84.6 … 20.0 20.0 … 56.8 56.8 56.8 … … 85.7 96.0

Budgeted project loans 
3, 10 111.4 98.3 47.0 … 124.1 99.0 … 33.6 3.4 … 83.9 83.9 83.9 … … 115.7 135.6

Programmed external commercial debt
 
(millions of US$)

 3 750 1,350 733.6 … 1,350 1,431 … 0 100 … 1,000 750 750 100 … 750 1,500

Program grants 3 2.9 4.5 4.3 … 6.4 4.3 … 1.5 0.2 … 2.7 2.7 2.7 … … 3.5 6.1

1
 Performance criteria for end-December 2016 and end-June 2017, and indicative target for end-September 2016 and end-March 2017.

2 
The primary budget balance of the national government and related adjusters are defined, respectively, in paragraph 6 and paragraph 7 of the TMU. The adjusted target for end-June 2016 reflects the shortfalls in program grants 

(KSh 4.3 billion actual versus a programmed level of KSh 6.4 billion) and higher project loans relative to the program (respectively, KSh 99 billion and KSh 86.4 billion), as indicated in the memorandum items of this table.

3 
All targets are cumulative flows from July 1, 2016, except for government pending bills that are cumulative from January 1, 2017. 

4
 For program monitoring, the daily average for the month when testing dates are due.

5
 The adjustors to the NIR and NDA targets are specified, respectively, in paragraph 8 and paragraph 13 of the TMU.

6
 Excludes encumbered reserves. Includes Kenya's reserve tranche position in the Fund starting from March 16, 2016.

7
 Using exchange rates as at end-January 2016 (see TMU ¶9).

8
 Continuous. Payment on an external obligation of US$0.321 million was made with a delay of 11 days in August 2016. Kenya has since been current on all external payment obligations.

9
 Compliance will be evaluated based on the 12-month inflation average of the latest three months.

10
 Excludes the first phase of the Standard Gauge Railway (Mombasa to Nairobi).

End-Jun 

(PC)
End-Mar (IT) End-Jun (PC) End-Sep (IT) End-Dec (PC)

End-Mar 

(IT)

20172016

Performance Criteria (PC)/Indicative targets (IT)

(In billions of Kenyan shillings; unless otherwise indicated)

2015 
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STATEMENT BY 

MR. MKWEZALAMBA, EXECUTIVE DIRECTOR FOR KENYA 
AND 

MR. SITIMAWINA, SENIOR ADVISOR TO THE EXECUTIVE DIRECTOR 

JANUARY 25, 2017 

Introduction 

1. We thank staff for the constructive dialogue with our Kenyan authorities during the

recent program review mission. As our authorities pursue the objective of sustaining an 

investment-driven inclusive growth, they appreciate the candid advice from the Fund. They also 

find the Stand-By Arrangement (SBA) and the arrangement under the Standby Credit Facility 

(SCF) instrumental in anchoring the macroeconomic policy framework and backstopping the 

foreign exchange reserve buffers.  Our authorities broadly concur with the staff assessment and 

conclusions.   

2. The Kenyan economy remains strong and has continued to show robust growth supported

by strong macroeconomic fundamentals. As a result, our authorities’ performance under the 

economic program supported by the SBA and SCF arrangements has been satisfactory. With this 

performance and on the basis of an existing track record of program implementation, our Kenyan 

authorities request Executive Directors’ support for completion of the first reviews under the 24- 

month SBA and SCF arrangements. In addition, they request for: (i) waivers of applicability for 

the end-December 2016 quantitative performance criteria, given the unavailability of data for 

assessment; (ii) a re-phasing of the second and third reviews under the SBA and SCF 

arrangements to allow sufficient time for the completion of the reviews; and (iii) a modification 

of the performance criterion on the primary budget balance for end-December 2016, consistent 

with the higher fiscal deficit target for 2016/17.  

Performance under the SBA and SCF Arrangements 

3. The authorities met all continuous and end-June 2016 performance criteria (PCs) and the

end-June inflation target under the Monetary Policy Consultation Clause (MPCC). In addition, 

they met all end-March, end-June, and end-September quantitative indicative targets with the 

exception of the end-June target on priority social spending, which was missed by a small margin 

due to delays in disbursement of donor commitments on social cash transfers. Performance on 

structural benchmarks was slower than expected. However, steps have been taken, including 

through utilization of additional technical assistance, to ensure completion within the revised 

timeframe.  

Recent Economic Developments and Macroeconomic Outlook 

4. Real GDP growth in Kenya remains strong, recording 5.3 percent and 5.6 percent in 2014

and 2015, respectively. It is expected to have grown by around 6 percent in 2016. This growth 



 
 

has largely been driven by a continued strong expansion in the construction sector, in particular 

public investment in the Standard Gauge Railway linking Mombasa and Nairobi. The favorable 

weather conditions also boosted agricultural production with record yields in tea and coffee. In 

addition, there has been some recovery in tourism on the back of improved security. In the period 

ahead, growth is expected to remain robust, supported by resilient exports, continued 

infrastructure investments, and benefits from ongoing regional integration efforts.  

5.      Inflation remains within the authorities’ target range of 5±2.5 percent and therefore 

within the monetary policy consultation clause. Headline inflation, after falling to a record low of 

5 percent in May 2016, trended upwards to 6.7 percent in November 2016 but slowed down to 

6.4 percent in December 2016. These developments reflected price increases in food that masked 

a slowdown in housing, utilities, and transport prices. Overall, inflation is expected to remain 

within the target range in the near to medium term. 

6.      The current account deficit has continued to narrow in the past two years, reflecting 

largely lower international oil prices; improved tea, coffee and horticulture exports; strong 

remittance inflows; and higher tourism earnings. The improvement of the current account deficit 

coupled with strong capital inflows have led to a stabilization of the exchange rate and an 

accumulation of international reserves which stood at 5.3 months of prospective imports at end-

December 2016.  

Fiscal Policy and Public Financial Management  

7.      The authorities are committed to fiscal consolidation over the medium term as well as 

ensuring that public debt remains sustainable. While the 2015/16 overall fiscal deficit was 

0.5 percent of GDP lower than programmed, the 2016/17 budget deficit will be slightly higher 

than under the program to accommodate one-off election related expenditures. However, 

consistent with the fiscal consolidation objective, the authorities plan to put in place additional 

revenue and expenditure measures, including reducing tax expenditures, improving tax 

administration, and cutting low priority spending, in order to return to the original program target 

of 3.7 percent of GDP by 2018/19 fiscal year. This pace of fiscal deficit reduction would also 

bring the country closer to the East African Monetary Union deficit ceiling of 3 percent by 

2020/21. In addition, our authorities remain focused on the public debt fiscal anchor set at 

45 percent of GDP. In this regard, they will further strengthen the debt management framework, 

and are taking steps to begin capturing all public debt payments in IFMIS. 

8.      Additional measures to improve public financial management will also be taken, 

including stricter selection and monitoring of public investment projects to ensure value for 

money, establishing a Treasury Single Account (TSA), and improving the monitoring and 

reporting of government pending bills. With respect to public investment projects, the authorities 

plan to separate the project approval process from the annual budgeting process by adopting 

guidelines on the appraisal and monitoring of new investment projects. To further enhance fiscal 

transparency, the authorities are also taking steps to start publishing consolidated financial 

statement (CFS) for the entire public sector.  

 



 
 

Monetary and Financial Sector Issues 

9.      The primary monetary policy objective remains to bring headline inflation towards the 

midpoint of the target range in the context of a floating exchange rate regime. As noted earlier, in 

2016, the Central Bank of Kenya (CBK) accumulated foreign reserves and the exchange rate 

remained relatively stable, thereby positively impacting headline inflation. The current monetary 

policy stance is broadly appropriate. However, the CBK stands ready to take further action 

should it become necessary. 

10.      Effective September 2016, the Kenyan Parliament introduced a new law on interest rate 

controls aimed at reducing the cost of borrowing and increasing the return on savings. While this 

law somewhat constrains the conduct of monetary policy, our authorities remain committed to 

strengthening the monetary policy framework. Consistent with this objective, the monetary 

authorities reiterate their intention to establish an interest rate corridor when conditions permit. 

In addition, the CBK is taking action to improve liquidity distribution among banks and to 

reduce structural rigidities in the government securities market. The latter will entail authorities’ 

support to ongoing work in the capital markets through the development of an efficient primary 

and secondary market for government securities, including taking steps to broaden participation 

and lower transaction costs.  

11.      Furthermore, to reduce borrowing costs and barriers to competition in the credit markets, 

the CBK, with technical assistance from the World Bank Group, is strengthening the credit 

reference system to enhance borrower monitoring, data quality and integrity, and conducting 

sensitization to promote use of credit reference for credit-risk pricing. It will also adopt, in the 

course of this year, a single annual percentage rate (APR) methodology that includes all fees and 

charges in a single rate, and require banks to post APRs for all of their credit facilities.   

12.      Kenya’s banking sector remains adequately capitalized and profitable.  However, in view 

of the increased complexity of the financial sector, the authorities continue to take steps to 

further strengthen prudential regulation and supervision with a view to safeguard financial 

stability. In the course of 2016, the CBK addressed emerging risks to financial stability by 

resolutely intervening in banks deemed unviable. They also quickly stepped in to provide the 

necessary liquidity facilities to smaller banks that had been cut off from the highly segmented 

interbank market. In the period ahead, the implementation of the action plan on banking 

regulation and supervision will increase the authorities’ capacity to monitor credit and liquidity 

risks and insider lending. Overall, the CBK is closely monitoring developments and stands ready 

to take necessary steps as needed to ensure continued financial stability.   

Structural Reforms and Data 

 

13.      The authorities are continuing with various efforts in structural reforms to improve the 

business environment and remove any impediments to an investment-led inclusive growth. 

Consequently, Kenya’s ranking in the World Bank’s Doing Business Report (2016) improved 

21 places from the 2015 position and was one of the top 10 reformers across the globe. In the 

period ahead, ongoing reforms will seek to further strengthen governance in business operations 

through the introduction of anti-bribery legislation; reduction of transportation and trading costs; 

and improvement in procurement procedures and frameworks at the national and county levels.  



 
 

14.      The authorities are also making considerable progress in improving macroeconomic 

statistics. Currently, the Kenya Bureau of National Statistics (KNBS) is conducting a foreign 

investment survey to collect data for 2014 and 2015 and will be publishing the first estimate of 

the annual International Investment Position (IIP) within this year. 

Conclusion 

15. The authorities reiterate their commitment to strengthening macroeconomic stability and 

enhancing resilience to shocks.   In this connection, they will implement an appropriate policy 

mix aimed at sustaining an inclusive and investment-led growth. They also remain committed to 

a gradual consolidation of fiscal policy, maintaining low and stable inflation, further improving 

public financial management, strengthening the financial sector supervision and regulation, and 

deepening structural reforms aimed at further improving the business environment. Thus, they 

count on Executive Directors’ support in completing these first reviews and approval of the 

associated request.  

 
 




