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Executive summary 

Highlights 

March 2008 
 

•  Kenya is on the verge of creating a broad-based government of national unity, 
with Mwai Kibaki as president and his main rival, Raila Odinga, as prime 
minister, although key details still needed to be worked out.  

•  The grand coalition could potentially unravel, with damaging consequences, 
although there appears to be sufficient goodwill and sense of urgency to 
make the deal work. Both sides will need to make further compromises. 

•  Economic reforms will continue to shape policy, but reconstruction will be 
the main priority in the short term. An economic recovery package will be 
put in place after the formation of the new unity administration. 

•  Real GDP growth is expected to subside to 4.1% in 2008 owing to post-election 
disruption in the first two months of the year and a sharp fall in tourism, 
before rebounding to 5.5% in 2009. 

•  The current-account deficit is expected to rise from 4% of GDP in 2007 to 5.1% 
of GDP in 2008, owing to disruption to trade and a sharp fall in tourism 
receipts, before easing to 4.7% of GDP in 2009. 

•  Key legislation to give effect to power sharing, including amending the 
constitution to allow for a prime minister, is currently being fast-tracked and 
could come into force by the end of March.  

•  Interest rates eased during February, as government revenue remains healthy, 
while banks have excess liquidity and are keen on investing in government 
securities. 

•  Kenya!s economy grew by 6.9% in real terms in the first three quarters of 2007, 
year on year, and expansion was broad-based. 

•  Inflation soared to 19.1% year on year in February, reflecting supply 
disruptions caused by post-election unrest, very dry weather and high world 
oil prices. 

•  Banking profits rose by 30% in 2007, while bad debts shrank to 8.4% of loans 
and advances, from 15.4% a year earlier. All major banks posted strong profit 
growth, reflecting the strong economic upturn and the impact of reforms. 

•  The Nairobi Stock Exchange introduced a new all-share index in February, to 
run alongside the 20-share index, providing investors with an alternative 
tracker. 

•  South Africa!s Altech paid US$75m in March for a 51% stake in three 
information and communications technology (ICT) firms in the Sameer 
conglomerate, including Kenya Data Network. 

Outlook for 2008-09 

Monthly review 



Kenya 3 

Monthly Report  March 2008  www.eiu.com © The Economist Intelligence Unit Limited 2008 

Outlook for 2008-09 
Political outlook 
 

Kenya is on the verge of creating a broad-based government of national unity, 
with Mwai Kibaki as president, and his main rival, Raila Odinga (from the 
Orange Democratic Movement"ODM), as prime minister: This potentially 
brings an end to the post-election crisis and the accompanying violence and 
socio-economic dislocation, although some key aspects of the deal, signed on 
February 28th, have still to be worked out in detail"and enacted in law"and 
some of the longer-term issues, such as land reform and a full, new 
constitution, will remain subject to ongoing negotiations that are expected to 
last a year. Kofi Annan, the chief international mediator and former 
UN secretary-general, played a key part in negotiating the settlement and will 
maintain oversight. 

A significant short-term challenge is to define the precise role of the new prime 
minister (and the two new deputy prime ministers, one from each side): the 
president will want to minimise the transfer of executive authority, while 
Mr Odinga will seek to maximise it. Notably, only parliament, not the president, 
can dismiss the prime minister (and his deputies). The exact share-out of 
cabinet portfolios will be another major problem. The deal calls for posts to be 
distributed according to party strength in parliament (meaning that the ODM 
will receive half of them) but also requires portfolio balance, which is trickier: 
arguments over who should be finance minister almost scuppered the peace 
deal, until the issue was set aside.  

The final details will soon become clearer, as parliament is currently preparing 
and debating two important bills"a national accord and reconciliation bill and 
a constitutional amendment bill"to give effect to the power-sharing deal and 
allow for the post of prime minister. These are being fast-tracked and could be 
in place by the end of March, accompanied by the formation of a new 
government. Constitutional amendments need a two-thirds majority to pass, 
but this will be simple to achieve (in stark contrast to the last parliament), 
provided that unity holds. Opponents of power-sharing exist in both the 
president!s Party of National Unity (PNU) and the ODM, but their numbers are 
small. The process may yet unravel"with potentially catastrophic con-
sequences"but there appears to be sufficient goodwill and sense of urgency for 
solutions to be found and the necessary compromises made, although there 
could still be some brinkmanship. 

The Economist Intelligence Unit believes, by a small margin, that the creation of 
a new, grand coalition is the most likely outcome. Assuming that this comes 
into being, the main question will be how it will perform. A unity government 
could see more effective and inclusive government, unhindered by the splits of 
the last administration: Mr Odinga is certainly far more energetic (and, at 65, ten 
years younger) than the "laissez-faire" president. On the other hand, the creation 
of a unity government is no guarantee of a new era of co-operation: it is 
possible that the administration will be characterised by the damaging internal 

Domestic politics 
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bickering that plagued Mr Kibaki!s first term. Splits could emerge over a number 
of issues, ranging from day-to-day administrative functioning to ongoing 
negotiations on contentious issues. The inquiry into the handling of the 2007 
election and the entire electoral system, which is due to report in six months! 
time, may spark recriminations. These factors could threaten the survival of the 
coalition, potentially plunging Kenya into a new bout of tension and 
uncertainty. The settlement foresees the grand coalition lasting a full term, until 
2012, meaning that there is no plan to rerun the election, but if either side pulls 
out, pressure for a new poll (with its attendant risks) would rise strongly. 

A potential area of dispute is the proposed new constitution, which was a 
major factor behind the break-up of the Kibaki-Odinga alliance in the last 
government. The settlement envisages the creation of an executive prime 
minister, but this represents the start, not the end, of the constitutional process. 
The ODM will continue to demand a more fundamental constitutional 
overhaul, covering the presidency, parliament, regions and local councils"with 
the aim of spreading power"and will take advantage of having a sympathetic 
parliamentary speaker (elected from the ranks of the ODM) to pursue this 
agenda. Mr Kibaki and his advisers are likely to resist a significant loss of 
presidential authority, but will probably have to make further concessions to 
keep the coalition intact. The challenge of a new constitution poses perhaps the 
biggest threat to the unity government in the medium term. Politicians must 
also deal with the issue of land reform: although the post-election violence was 
driven mainly by political factors, it also exposed deep-seated tribal grievances, 
particularly over land, that will need to be settled. 
 

The power-sharing agreement, if fully enacted, will improve Kenya!s 
international standing, lifting the threat of targeted sanctions (such as travel 
bans) by the West and the possible suspension of crucial donor assistance. Only 
a handful of countries formally recognised the post-election regime, but a grand 
coalition will be widely welcomed. The deal is a particular relief to 
neighbouring states that rely on Kenya!s business and transport networks, and 
will boost efforts towards regional integration, especially within the East 
African Community. Kenya is likely to retain its status as a key US ally, 
especially in the fight against Islamist terrorism. Instability in neighbouring, 
Somalia will remain a major concern. 

Economic policy outlook 
 

Provided that the settlement holds, the new government, with input from the 
IMF, is likely to put an economic recovery package in place. This will be mainly 
based on fiscal stimuli, such as targeted tax cuts and spending increases"
possibly including public-works programmes"although the details have not 
been finalised: the full extent of the damage, and the number of people 
displaced, is still being assessed. Donors may provide funding to support the 
programme, depending on Kenya!s needs. Assuming that the unity government 
remains intact, the policy focus will return to structural reforms, including 
privatisation and deregulation. The ODM appears to have dropped its earlier 
opposition to the sale of 25% of Safaricom (the mobile-phone giant), which had 

Policy trends 

International relations 
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originally been planned for 2007, and this is now likely to go ahead before the 
end of the financial year on June 30th. The ODM is broadly in favour of free-
market principles, and the number of policy clashes between the two sides 
could be comparatively few. However, there will be a new bout of policy 
paralysis if the coalition splits. 
 

The post-election disruption will have a significant impact on the fiscal 
accounts in 2007/08, as pressure for extra spending will rise to fund 
reconstruction, the resettlement of internal refugees, and the likely expansion in 
the size of government to accommodate the ODM and other parties. The 
various new commissions of inquiry will impose an additional burden. 
However, the revenue outlook has improved significantly following the political 
settlement in February. Even prior to the deal, revenue collection met budget 
targets (of KSh34bn"US$528m) in January, and the sale of Telkom Kenya to 
France Télécom in December for KSh25bn was an unexpected bonus. It is also 
now expected that the flotation of Safaricom could raise more than KSh35bn. In 
addition, the peace settlement lifts the threat of donors suspending funding for 
capital projects (and paves the way for possible emergency donor support for 
the recurrent budget). The improved revenue outlook means that fears about an 
uncontrollable rise in government domestic borrowing"pushing up interest 
rates and crowding out the private sector"are largely unfounded (provided that 
power-sharing holds). 
 

Monetary policy will remain geared towards bringing underlying inflation 
(excluding food and energy prices) back below the official 5% target. To assist 
policy implementation, the Central Bank of Kenya (CBK), which enjoys a fair 
degree of autonomy, introduced a new interest rate in 2006"the Central Bank 
Rate (CBR)"which is based on the interbank rate, the repurchase (repo) rate and 
a discretionary margin. The CBR is reviewed every two months in line with the 
Monetary Policy Advisory Committee!s recommendations, and was last raised, 
to 8.75%, in August 2007. The CBR is intended to provide a new benchmark, 
independent of fiscal trends, to replace the 91-day Treasury-bill rate, but it is 
taking time for the financial sector to gain confidence in the new measure, and 
the T-bill rate is still the most used. The T-bill rate rose to 7.4% in early February, 
but fell back to under 7% in early March as worries about heavy government 
borrowing on domestic markets subsided. We forecast that interest rates will be 
higher in 2008 than in 2007, but not by a large margin, before edging back 
down in 2009. 

Fiscal policy 

Monetary policy 
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Economic forecast 
 
 

International assumptions summary 
(% unless otherwise indicated) 

 2006   2007   2008   2009   

Real GDP growth 
World 4.9   4.6   3.8   3.9   

OECD 3.1   2.6   1.6   2.0   

EU27 3.1   2.8   1.9   2.1   

Exchange rates 
¥:US$ 116.2   117.8   104.0   96.0   

US$:� 1.256   1.369   1.458  1.328  

SDR:US$ 0.680   0.651   0.629  0.649  

Financial indicators 
� 3-month interbank rate 3.08   4.27   4.18   4.00   

US$ 3-month Libor 5.19   5.30   2.59   3.16   

Commodity prices 
Oil (Brent; US$/b) 65.3   72.6   79.5   72.0   

Gold (US$/troy oz) 604.5   696.7   827.5   706.3   

Tea (US$/kg) 1.9   2.0   1.9   1.9   

Coffee (Arabica; US cents/lb) 114.4   120.9   119.3   107.5   

Note. Regional GDP growth rates weighted using purchasing power parity exchange rates. 
 

We expect world GDP growth (on a purchasing power parity basis) to ease to 
3.9% on average in 2008-09, partly because of the US slowdown. Growth in the 
key EU27 market is likely to subside to 2% on average in 2008-09. The price 
outlook for Kenyan commodity exports is mixed: coffee prices are forecast to 
fall but tea prices to be stable. We expect international oil prices to rise in 2008, 
to US$79.5/barrel, to Kenya!s detriment as an importer, before easing slightly in 
2009, to US$72/b, as global supply improves. 
 

Real GDP growth is forecast to subside to 4.1% in 2008 (from an estimated 6.5% 
in 2007), owing to the violent disruption to the free flow of goods, labour and 
money that took place in the first two months of the year following the 
disputed election. Tourism suffered the most, with visitor numbers down to 
10% of expected levels. The economy is now returning to normal after the 
political settlement in February, but not all the losses"estimated at KSh100bn"
can be recouped. It may take several months for tourism to recover, while the 
displacement of more than 300,000 people, mainly farm workers and their 
families, will continue to hamper agriculture. The settlement nevertheless 
means that growth is likely to be fairly buoyant in 2008, spurred by transport 
and communications, wholesale and retail trade, manufacturing, construction 
and financial services. Growth may be higher than forecast if the main rains 
(mid-March to June) are favourable, or lower if there is a drought. In 2009 real 
GDP growth is forecast to rise to 5.5% as the economy recovers from this year!s 
traumas. Public-sector investment in capital projects will rise, but constraints 
such as infrastructure bottlenecks and weak governance (including corruption) 
will remain. Drought and terrorism represent ongoing risks. 

International assumptions 

Economic growth 
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Inflation surged to 19.1% year on year in February 2008, owing to early-season 
drought and supply-chain dislocation resulting from post-election violence, 
which added to pre-existing pressure on food and oil prices. Food prices, which 
account for 50% of the consumer price index, remain the principal inflationary 
driver, and rose by nearly 25% year on year in February. The gradual return to 
normal marketing patterns will ease price pressure, but we now expect 
inflation to average 17% in 2008. This figure is likely to be higher if the main 
rains are poor but lower if they are good. We forecast that inflation will subside 
to 8% in 2009, assuming no new oil- or food-price shocks and a return to 
political normality. 
 

The shilling has been more volatile in 2008 than in 2007 owing to post-election 
disruption and wavering confidence, falling from KSh63.4:US$1 at the beginning 
of January to KSh72.5:US$1 in early February. However, the start of peace talks 
and the subsequent settlement"coupled with US-dollar sales by the CBK 
(which held a record US$3.35bn in foreign-exchange reserves at the end of 
2007)"stemmed the decline. The shilling moved back into the KSh65-67:US$1 
range in the first half of March. The shilling is likely to slide gradually in the 
coming months, partly because of high inflation compared with that of Kenya!s 
trade partners, but US-dollar weakness, combined with improving sentiment (if 
the power-sharing deal holds) means that shilling depreciation will probably be 
slower than earlier anticipated: we now expect the shilling to trade at 
KSh71:US$1 in 2008, before a further modest slide, to Ksh74.5:US$1, in 2009. 

 
 

Post-election unrest and disruption, although fading, is having a negative impact 
on trade in 2008, leading to slippage in both exports and imports. Trade will 
rebound, provided that there is a political settlement, but damage already 
caused suggests that export growth in 2008 will be modest. The recovery in 
imports is likely to be more rapid, given reconstruction needs and high oil 
prices, leading to a wider merchandise trade deficit. We now expect the services 
surplus to fall because of the sharp decline in tourism inflows (which are 
unlikely to recover until the second half, at best). However, trends in current 
transfers, mainly remittances from the diaspora"which are roughly twice the 
size of tourism earnings"are likely to be favourable, especially given the 
political settlement. Overall, we now forecast that the current-account deficit 
will be larger than previously expected in 2008, at 5.1% of GDP. Exports are 
likely to rebound in 2009, while imports will remain on an upward trajectory, 
spurred by GDP growth, which we expect will result in a wider trade deficit. 
Tourism earnings are likely to recover (politics permitting) but perhaps only 
returning to 2007 levels. On balance, we project that the current-account deficit 
will subside to 4.7% of GDP in 2009. 

External sector External sector 

Exchange rates 

Inflation 
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Forecast summary 
(% unless otherwise indicated) 

 2006 a 2007 b 2008c 2009c

Real GDP growth 6.1   6.5   4.1  5.5  

Industrial production growth 5.5   6.1   3.5  4.8  

Gross agricultural production growth 5.4   5.8   4.5  5.0  

Consumer price inflation (av) 14.5   9.7 a 17.0  8.0  

Consumer price inflation (year-end) 15.6   9.6 a 15.5  7.0  

Lending rate (av) 13.6   13.3 a 13.6  13.5  

Government balance (% of GDP) -2.1   -3.7   -4.3  -3.1  

Exports of goods fob (US$ bn) 3.5   3.8   4.0  4.4  

Imports of goods fob (US$ bn) 6.8   7.6   8.3  9.0  

Current-account balance (US$ bn) -0.5   -1.1   -1.6  -1.6  

Current-account balance (% of GDP) -2.3   -4.0   -5.1  -4.7  

External debt (year-end; US$ bn) 6.4   6.6   6.7  6.7  

Exchange rate KSh:US$ (av) 72.10   67.32 a 71.00  74.50  

Exchange rate KSh:¥100 (av) 62.04   57.16 a 68.27  77.60  

Exchange rate KSh:� (year-end) 91.58   91.52 a 102.86  99.72  

Exchange rate KSh:SDR (year-end) 104.4   99.7 a 115.6  117.9  

a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. 



Kenya 9 

Monthly Report  March 2008  www.eiu.com © The Economist Intelligence Unit Limited 2008 

Monthly review: March 2008 

The political scene 
 

The president, Mwai Kibaki, the winner of the disputed election in December, 
signed a historic power-sharing deal with Raila Odinga, the leader of the 
Orange Democratic Movement (ODM) on February 28th, bringing an end to a 
two-month crisis that has left more than 1,000 people dead and over 300,000 
displaced, and caused severe disruption to the economy. Kofi Annan, the 
former UN secretary-general, played a vital role in the mediation process: he 
persuaded Mr Kibaki and Mr Odinga to compromise after negotiations between 
their respective teams stalled. Tanzania!s president, Jakaya Kikwete, also made a 
valuable contribution to the deal. Some important issues have, however, not 
been settled, and those that have been agreed must still be enacted, meaning 
that the deal may not prove durable. However, so far, at least, it is providing a 
solid framework for reconciliation. The key elements of the deal are as follows: 

•  A broad-based government of national unity"a grand coalition"will be 
formed between Mr Kibaki!s Party of National Unity (PNU) and the ODM, 
and the allies of both sides. Cabinet posts will be distributed according to the 
relative strength of parties in the National Assembly. This means that the 
ODM side will fill half the ministries, although the exact distribution has yet 
to be settled and could prove contentious: arguments over the post of finance 
minister almost scuppered the talks until the issue was put aside. A large 
cabinet, of 36 ministers, is likely, given the number of parties to satisfy. 

•  The post of prime minister will be created and filled by Mr Odinga, the leader 
of the largest party. He will have some executive powers"specifically "the 
authority to co-ordinate and supervise the execution of government 
functions""but the exact parameters of the job are still uncertain. Crucially, 
the prime minister cannot be dismissed by the president, only by parliament. 
The president can still sack other ministers, but only if their political party 
consents in writing. There will also be two deputy prime ministers, one from 
the PNU and one from the ODM: competition for these jobs is intense. 

•  The power-sharing deal will remain in place until either one side or the other 
pulls out, or at the end of the current parliament, in 2012. This means that 
there is no plan at present to rerun the election or hold an early poll. 

•  A commission will be established this month to review the December 
elections and suggest changes in the electoral system. It will comprise seven 
people: three foreigners named by Mr Annan and two nominations each by 
Mr Kibaki and Mr Odinga, and is due to report back within six months: the 
findings will be made public and are likely to include reform of the Election 
Commission of Kenya. A second inquiry will investigate the violence and 
abuse that took place after the poll, while a third body, the Truth, Justice and 
Reconciliation  Commission (JTRC), will deal with historical injustices dating 
back to independence in 1963. 

Mr Kibaki and his main rival 
sign a power-sharing deal 
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Both sides have made concessions to secure the deal: Mr Odinga by dropping 
his demand for an election rerun and accepting Mr Kibaki as the legitimate 
president, and Mr Kibaki by agreeing to share power and hand over some of his 
immense executive authority to a prime minister: this was a key concession 
and finally fulfils a "promise" made to Mr Odinga prior to the 2002 election, 
which the president subsequently reneged on. However, important short-term 
issues still need to be settled, including the precise sharing-out of cabinet posts, 
the preparation of a joint manifesto, and the exact roles of the prime minister 
and his deputies. These issues are generating tension, and could conceivably 
cause the deal to unravel"with potentially catastrophic consequences"
although there appears to be enough goodwill, and a sufficient sense of 
urgency, for solutions to be found and the necessary compromises made. The 
PNU and ODM camps both harbour factions opposed to power-sharing, but 
they represent a small minority. 
 

The Kenyan parliament reopened in early March and is now preparing key 
legislation to give effect to the agreement and amend the constitution. The 
relevant acts consist of a national accord and reconciliation bill (covering power 
sharing arrangements), a constitutional amendment bill (allowing for a prime 
minister and deputies), a truth and reconciliation commission bill and an ethnic 
relations bill (to help to heal tribal divisions). Constitutional amendments need 
a two-thirds majority to pass, but this threshold should prove simple to 
achieve"in marked contrast to the last parliament"provided that the grand 
coalition stays united. The first two bills are likely to be enacted by the 
beginning of April, paving the way for the formation of a new government. 
Notably, for the first time since the reintroduction of multiparty democracy in 
the early 1990s, Kenya will not have an official opposition. 
 

The main objective of the political agreement"the establishment of true power-
sharing"appears to have been achieved, thus settling the immediate dispute 
arising from the December election. However, deeper problems, such as the 
inequitable distribution of land, income and influence, especially between 
different tribes, which were brought to the surface by the post-election crisis, 
remain to be settled. These issues, alongside fundamental constitutional, 
institutional and legal reforms, will remain the subject of ongoing negotiations 
that are expected to last for a year: Mr Annan will continue monitoring the 
process but is taking a well-deserved break, leaving Nigeria!s former foreign 
minister, Oluyemi Adeniji, as the lead mediator in the interim. It is currently 
proposed that a new constitution be drafted within 12 months, before being put 
before the electorate in a referendum. 

Economic policy 
 

Fears that government borrowing would rise uncontrollably, pushing up 
interest rates and squeezing private-sector credit, have faded, especially after the 
February 28th settlement. Even prior to the deal, government coffers were 
bolstered by a KSh34bn (US$528m) tax take in January (meeting budget targets) 
and the KSh26bn received from the sale of Telkom Kenya to France Télécom in 

Longer-term issues still need to 
be settled 

Further compromises will be 
needed to settle differences 

Legislation to effect power-
sharing is being prepared 

Interest rates ease as 
government revenue rises 
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December. At the same time, the banking sector has experienced excess 
liquidity, especially given caution on the part of private borrowers in taking out 
new loans because of political uncertainty, which means that bank demand for 
relatively risk-free government paper has been high. The weekly sale of bills 
and the monthly sale of bonds were marked by heavy oversubscription in 
February, and the government, aiming to subdue interest rates, accepted the 
lowest bids in many cases. The benchmark 91-day Treasury-bill rate hit a year-
to-date peak of 7.4% in the first auction of February, but fell in steps to 7% by the 
end of the month and to 6.9% in the first week of March. Rising inflation (19.1% 
year on year in February) accompanied by falling interest rates might appear 
anomalous, although real interest rates remain positive, by a small margin, 
compared with "underlying monetary" inflation (excluding food and oil) of just 
over 5%. 

Interest rates 
(%) 

 2007   2008
 Aug Sep Oct Nov Dec Jan Feb
91-day Treasury-bill rate 7.3 7.4 7.5 7.5 6.9 7.0 7.2

Sources: Central Bank of Kenya, Monthly Economic Review; Weekly Bulletin. 
 

The Central Bank of Kenya (CBK) has entered the foreign-exchange market 
several times since mid-February, selling US$40m in total, in US$5m-10m 
tranches, in an attempt to forestall a significant decline in the shilling and to 
mop up excess liquidity. The local currency slipped on February 8th, to 
KSh72.5:US$1, down by 16% since the end of 2007"and to KSh105:#1, down by 
26% since year-end"but the CBK!s actions, combined with a steadily improving 
political climate, have fostered a recovery to nearer the KSh70:US$1 mark. The 
peace settlement of February 28th added to the positive sentiment, driving the 
shilling back into the KSh65-67:US$1 range as worries about future tourism and 
export inflows eased. The CBK denies that its actions represent "intervention" in 
the market (which is sanctioned only if there is evidence of speculation), and 
describes the recent US-dollar sales as part of its normal open-market 
operations, designed to mop up excess liquidity. However, this is partly a 
semantic argument, as there is little doubt that the CBK, bolstered by record 
levels of foreign-exchange reserves, acted to forestall any shilling weakness and 
to take a proactive position with regard to possible speculation. 
 

The private sector is pressing the government to rethink new labour laws 
introduced by the departing administration in December 2007 that will add 
significantly to costs, and hinder the creation of new jobs and the recovery 
from post-election dislocation. The new labour laws, contained in five bills, 
impose a range of burdens, including a rise in maternity-leave entitlement (to 
three months), the introduction of paternity leave, stricter rules governing 
annual leave, a bar on employing casual workers for more than three-month 
periods, and a rise in penalties for violating labour laws. Employers must also 
now take out injury insurance for all contract workers, instead of the relatively 
narrow range of workers covered by previous legislation. The new laws 
officially came into force on December 20th, although firms have so far resisted 
applying them in full, and are instead calling for further negotiations. 

New labour laws threaten to 
increase company costs 

Central Bank intervenes in the 
currency markets 
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Economic performance 
 

Kenya!s economy grew by 6.9% in real terms in the first three quarters of 2007, 
compared with the same period in 2006, and expansion was broad-based, 
according to the latest data from the CBK. The provisional figures reveal that all 
major sectors"agriculture (26% of GDP), transport and communications (11% of 
GDP), manufacturing (10% of GDP), and wholesale and retail trade (9% of 
GDP)"performed strongly, as did several smaller sectors, including financial 
services (4% of GDP), construction (3% of GDP), utilities (2% of GDP) and hotels 
and restaurants (1% of GDP). Agriculture, the dominant sector, benefited from 
favourable weather, leading to a rise in output of both food and cash crops 
(especially tea and horticulture). Owing to the solid performance in the first 
nine months, the Economist Intelligence Unit has raised its estimate for real 
GDP growth in 2007 to 6.5% (from 6.3%). However, the outlook for 2008 is far 
less certain, as post-election violence and dislocation in January caused losses 
estimated at KSh60bn-100bn. Much of this will not be recouped, despite the 
recent political settlement, and the key tourism sector, in particular, will take 
weeks or months to recover. 

Real GDP growth 
(% real change, year on year) 

 2004 2005  2006 2007a

GDP 5.1 5.7  6.1 6.9 

a First three quarters of 2007, compared with the first three quarters of 2006. 

Source: Central Bank of Kenya. 
 

Inflation continued to rise in February, by 19.1% year on year"a 14-year high--
although the month-on-month increase was significantly lower than the 
massive leap that took place in January, as the flow of goods, labour and 
money started to return to normal after a month of post-election violence. Food 
prices (which account for half the consumer price index) continued to be the 
main inflationary driver, rising by 24.9% in February, reflecting international 
trends, dry weather locally and post-election dislocation in the Rift Valley "grain 
basket". Record high world oil prices are adding extra pressure, which will 
continue to filter through the price system: fuel and power prices rose by 14.1% 
year on year in February and transport prices by 18.5%. We continue to forecast 
that inflation will rise to 17% in 2008 (from 9.7% in 2007) owing to food- and oil-
price pressures. 

Inflation 
(%) 

 2007   2008
 Aug Sep Oct Nov Dec Jan Feb
Month on month -0.3 1.0 0.8 1.4 2.8 8.8 2.1
Year on year 12.4 11.7 10.6 11.8 12.0 18.2 19.1

Annual (12-month) average 10.7 10.6 10.2 10.0 9.8 10.5 11.0

Sources: Central Bank of Kenya, Monthly Economic Review; Central Bureau of Statistics. 
 

Growth was buoyant in the 
first three quarters of 2007 

Soaring food and oil prices 
keep inflation at a high level 
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Kenya!s banking sector reported another good year in 2007, marked by rising 
activity, strong profit growth and a further decline in non-performing loans: 
these fell to 8.4% of total loans and advances in December"below the critical 
10% threshold"from 15.4% a year earlier. At the same time, total loans and 
advances (net of interest suspended) climbed by 18.6% year on year, to 
KSh525.3bn, and total assets rose by 26.1%, to KSh960bn, according to the 
latest CBK statistics. Overall sector profits rose by 30% in 2007, to KSh35.5bn 
before tax, owing mainly to rising interest income on loans and lower bad-
debt charges.  

Banking indicators 
(KSh bn unless otherwise indicated) 

 Dec 2005 Dec 2006 Dec 2007
Loans & advances (net of interest suspended) 377.3 443.1 525.3

Non-performing loans & advances 66.5 68.4 43.9
 % of total loans & advances 17.6 15.4 8.4

Source: Central Bank of Kenya. 

Among the top banks, Barclays Bank (the largest by assets) posted the slowest 
growth in pre-tax profits in 2007"up by 9.4%, to KSh7bn"but this mainly 
reflected the costs of a major expansion programme that added 45 new 
branches (taking the total to 107) and increased the workforce by 4,700, to 
6,900. Barclays is bidding to take a greater slice of the small depositor market, 
currently dominated by Equity Bank. Barclays (Kenya) won three "best bank" 
awards in 2007, and was also named East Africa!s "most respected" finance 
company, while non-performing loans fell to 5% of total loans and advances, 
from 12% in 2006. 

The other two leading banks outpaced Barclays in the profit growth stakes, 
however. Standard Chartered Bank!s profits jumped by 29%, to KSh4.9bn, and 
Kenya Commercial Bank!s profits climbed by 33%, to KSh4.2bn. The smaller 
Equity Bank recorded particularly rapid growth in 2007, owing to continued 
success in attracting small depositors"the bank now has 2m customers, more 
than 41% of the national total, compared with Barclays! 468,000"and the sale 
of a 25% share to foreign investors (Helios Investment) last November for 
KSh11bn (December 2007, Economic Performance). Equity!s pre-tax profits more 
than doubled, to KSh2.4bn.  

Pre-tax profits of the big three banks 
(KSh bn) 
 2005 2006 2007
Barclays Bank 5.4 6.4 7.0 
Standard Chartered Bank 3.5 3.8 4.9
Kenya Commercial Bank 1.9 3.2 4.2
Sources: East African; Daily Nation; East African Standard. 

 

Banking sector records higher 
profits and lower bad debts 
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The outlook for the banking sector in the first quarter of 2008 is less promising 
owing to post-election violence and economic disruption in January. However, 
the sector is expected to emerge from the crisis relatively unscathed following 
the February political settlement. There is a risk of a sharp rise in bad debts, 
stemming from the post-election crisis, although the problem is mainly limited 
to micro-level lenders at present, and major banking houses should be able to 
cope with any "aftershocks" from the crisis. The possible downturn may even 
be overstated: Equity bank is expecting strong first-quarter 2008 results based 
on recent activity. 
 

The Nairobi Stock Exchange (NSE) suffered in the first two months of 2008 as 
post-election disruption dented confidence. Trading was briefly suspended (for 
15 minutes) on January 29th"owing to a sharp fall in the NSE 20-share index 
during morning trading (as allowed for under the NSE rules)"but the market 
subsequently stabilised. However, the NSE 20-share index ended January at 
4,713"18.4% down year on year and 13.4% down month on month. The market 
remained weak throughout February but rebounded strongly on the last day of 
the month, to 5,072, following news of the political settlement. The 20-share 
index continued rising, to 5,355 on March 7th, but the rally ended and the 
market subsided to 5,159 on March 12th. A bigger recovery needs an irreversible 
political reconciliation and some new listings: the proposed Safaricom initial 
public offering, possible the largest ever on the bourse, remains on hold 
pending political agreement. 

Nairobi Stock Exchange 
(end-period) 

 2007        2008   

 Aug  Sep Oct  Nov  Dec Jan  Feb 

NSE 20-share index 5,372 5,146 4,971  5,215  5,445 4,713 5,072 

 % change, year on year 19.8  5.5 -6.4  -7.1  -3.6 -18.4 -5.8 

Sources: Central Bank of Kenya, Monthly Economic Review; Nairobi Stock Exchange. 
 

In a bid to boost business, the stock exchange introduced a new NSE all-share 
index (NASI) on February 25th, based at 100 on January 1st 2008. The NASI did 
not exceed the baseline until March 7th, when it stood at 102. The new NASI 
index includes all 53 counters (including the main and alternative market 
segments) and is weighted by market capitalisation: this totalled KSh831bn at 
the end of February. The 20-share index will remain a key tracker, but critics 
who pointed out its failure to keep pace with overall market capitalisation will 
now have another tool to use. Big swings in blue-chip stocks will have a much 
smaller influence on the NASI, which will be re-weighted quarterly to 
accommodate new listings. 
 

Investor confidence was hurt by post-election violence, but activity is rising 
again following the February 28th peace settlement. In a major deal, on 
March 1st Altech (listed on South Africa!s JSE) acquired 51% and control of three 
information and communications technology (ICT) firms under the Sameer 
conglomerate"Kenya Data Networks (KDN), Swift Global and Infocom"for a 
combined price of US$75m, although US$10m will be held in an escrow 
account, to be paid if profits hit a certain target in 2008. In addition, Altech will 

The stock market has been 
weak and volatile 

South Africans invest in the 
telecommunications sector 

New NASI offers an alternative 
tracking mechanism 
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fund 51% (US$10.2m) of the planned US$20m investment programme"geared 
towards a new international submarine fibre-optic cable"while Sameer will 
provide the rest. KDN is a major telecommunications infrastructure provider, 
and has laid more than 1,500 km of internal fibre-optic cables in Kenya; Swift 
Global is an Internet service provider geared to the corporate market; and 
Infocom operates in Uganda. The deal follows the completion of a due-
diligence process, and has already secured approval from company boards and 
the relevant telecommunications and banking authorities. The link-up between 
the two "family-owned" firms makes sense: Sameer has a strong regional 
presence, while Altech has better access to technology and capital. 
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Data and charts 
Annual data and forecast 

P ro d uc t io n  to  rem o v e 

 2003a 2004a 2005a 2006a 2007 b 2008c 2009c

GDP                

Nominal GDP (US$ m) 14,987  16,249  19,132  22,779  27,373   31,244  33,518  

Nominal GDP (KSh bn) 1,138.1  1,286.5   1,445.5  1,642.4  1,842.7   2,218.3  2,497.1   

Real GDP growth (%) 2.9  5.1   5.7  6.1  6.5   4.1  5.5   

Expenditure on GDP (% real change)                

Private consumption 2.2  2.4   6.5  8.1  8.8   4.5  6.0   

Government consumption 6.0  0.8   -1.7  -0.4  7.6   9.5  7.0   

Gross fixed investment -8.0  7.3   27.9  18.3  10.5   8.0  7.0   

Exports of goods & services 7.2  13.1   9.5  0.7  5.0   4.5  5.5   

Imports of goods & services -0.1  12.3   15.1  18.1  16.0   11.5  10.0   

Origin of GDP (% real change)                

Agriculture 2.4  1.7   6.9  5.4  5.8   4.5  5.0   

Industry 6.2  4.2   4.5  5.5  6.1   3.5  4.8   

Services 2.3  6.9   5.5  6.6  6.7   4.0  5.8   

Population and income                

Population (m) 33.8  34.7   35.6  36.6  37.5   38.5  39.5   

GDP per head (US$ at PPP) 1,239  1,272  1,375  1,466  1,562   1,632  1,718  

Fiscal indicators (% of GDP)                

Central government revenued 20.8  22.3   22.3  21.9  21.3   20.6  20.5   

Central government expenditure 24.1  22.7   22.2  24.0  25.1   24.9  23.6   

Central government balance -3.3  -0.4   0.1  -2.1  -3.7   -4.3  -3.1   

Public debt 65.1  60.9   51.5  46.3  40.5   39.2  35.3   

Prices and financial indicators                

Exchange rate KSh:US$ (end-period) 76.14  77.34   72.37  69.40  62.68 a 74.00  77.00   

Exchange rate KSh:� (end-period) 96.04  104.71   85.36  91.58  91.52 a 102.86  99.72   

Consumer prices (end-period; %) 8.4  16.2   7.6  15.6  9.6 a 15.5  7.0   

Stock of money M1 (% change) 29.5  8.4   10.3  26.4  26.8   32.5  23.8   

Stock of money M2 (% change) 11.9  13.7   10.0  18.0  18.2 a 26.0  18.2   

Lending interest rate (av; %) 16.6  12.5   12.9  13.6  13.3 a 13.6  13.5   

Current account (US$ m)                

Trade balance -1,156  -1,630  -2,147  -3,266  -3,869   -4,279  -4,511  

 Goods: exports fob 2,412  2,721  3,455  3,502  3,760   3,999  4,448  

 Goods: imports fob -3,569  -4,351  -5,602  -6,768  -7,629   -8,278  -8,959  

Services balance 507  618   742  1,030  1,033   943  1,114  

Income balance -89  -127  -108  -70  -109   -151  -168  

Current transfers balance 870  1,002  1,253  1,781  1,860   1,880  2,000  

Current-account balance 133  -137  -261  -526  -1,085   -1,607  -1,565  

External debt (US$ m)                

Debt stock 6,869  6,914  6,434  6,381  6,635   6,691  6,723  

Debt service paid 579  356   538  433  363   340  372   

 Principal repayments 446  271   447  340  248   224  248   

 Interest 133  85   91  94  115   117  124   

International reserves (US$ m)                

Total international reserves 1,482  1,520  1,799  2,416  3,355 a 3,115  3,400  

a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. d Period is fiscal year. 

Source: IMF, International Financial Statistics. 
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Quarterly data 
P ro d uc t io n  to  rem o v e 

 2006         2007          

 1 Qtr   2 Qtr  3 Qtr  4 Qtr  1 Qtr   2 Qtr   3 Qtr  4 Qtr  

Central government finance (KSh m)                         

Revenue & grants 83,922  105,457  77,730  92,425  98,842   123,528   99,255  n/a  

Expenditure & net lending 92,286  103,710  97,584  108,920  97,339   122,675   102,086  n/a  

Balance -8,364  1,747  -19,854  -16,495  1,503   853   -2,831  n/a  

Prices                   

Consumer prices (2000=100) 167.8   167.3  162.7  169.7  180.2   180.1   183.1  189.2  

Consumer prices (% change, year on year) 17.8   13.0  11.8  15.3  7.4   7.7   12.6  11.5  

Financial indicators                   

Exchange rate KSh:US$ (av) 72.10   72.16  73.13  71.02  69.60   67.45   67.01  65.21  

Exchange rate KSh:US$ (end-period) 71.87   73.88  72.68  69.40  68.78   66.56   66.97  62.68  

Deposit rate (av; %) 5.61   5.11  4.85  4.98  5.16   5.10   5.29  5.11  

Lending rate (av; %) 13.27   13.75  13.63  13.89  13.66   13.32   13.07  13.32  

Treasury bill rate (av; %) 7.89   6.69  6.16  6.20  6.26   6.70   n/a  n/a  

M1 (end-period; KSh bn) 242.3   257.5  266.1  291.7  295.1   339.2   350.1  n/a  

M1 (% change, year on year) 17.3   18.6  20.5  26.4  21.8   31.8   31.6  n/a  

M2 (end-period; KSh bn) 569.1   594.2  620.9  645.6  669.5   699.4   723.6  n/a  

M2 (% change, year on year) 12.4   17.2  17.9  18.0  17.6   17.7   16.6  n/a  

Stockmarket NSE 20 (1996=100) 4,102  4,260  4,880  5,646  5,134   5,147   5,146  5,445  

Stockmarket index (% change, year on year) 27.8   7.3  27.3  42.1  25.2   20.8   5.5  -3.6  

Foreign trade (KSh m)                   

Exports fob 56,342  61,098  68,072  62,388  68,607   68,325   68,840  68,824  

Imports cif 118,871  132,019  133,920  142,053  151,039   145,289   154,255  154,539  

Trade balance -62,528  -70,921  -65,849  -79,665  -82,432   -76,964   -85,415  -85,715  

Foreign reserves (US$ m)                   

Reserves excl gold (end-period) 1,982  2,353  2,403  2,416  2,590   2,723   2,821  3,355  

Sources: IMF, International Financial Statistics; Central Bank of Kenya, Monthly Economic Review; Bloomberg. 
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Monthly data 
P ro d uc t io n  to  rem o v e 

 Jan   Feb  Mar   Apr  May   Jun   Jul   Aug   Sep   Oct   Nov   Dec   

Exchange rate KSh:US$ (av) 
2005 77.99   76.94  74.80   76.15  76.40   76.68  76.23  75.81   74.10   73.71   74.74  73.11   

2006 72.21   71.80  72.28   71.30  71.76   73.41  73.66  72.87   72.87   72.29   71.13  69.63   

2007 69.88   69.62  69.29   68.58  67.19   66.57  67.07  66.95   67.02   66.85   65.49  63.30   

Exchange rate KSh:US$ (end-period) 
2005 76.73   75.62  75.02   76.60  77.06   76.21  76.04  75.70   74.08   73.61   74.49  72.37   

2006 71.98   73.20  71.87   71.16  72.27   73.88  73.62  72.62   72.68   72.02   69.95  69.40   

2007 70.54   69.73  68.78   68.31  66.97   66.56  67.51  66.99   66.97   67.10   64.42  62.68   

Central government revenue (KSh m) 
2005 28,199   22,131  24,251   24,906  22,534  38,131  16,299  22,994  29,411   26,418   21,187  32,526  

2006 34,905   20,988  28,029   24,615  33,069  47,773  22,910  24,988  29,832   30,134   29,452  32,839  

2007 31,328   30,723  36,791   36,459  34,679  52,390  34,172  31,792  33,291   n/a   n/a  n/a  

Central government expenditure (KSh m) 
2005 24,789   21,489  26,617   20,914  31,574  35,264  24,391  30,116  34,220   29,325   25,852  30,503  

2006 29,689   26,908  35,689   23,128  37,114  43,468  34,197  34,860  28,527   39,790   36,616  32,514  

2007 26,156   38,111  33,072   32,349  31,678  58,648  29,296  40,316  32,474   n/a   n/a  n/a  

Central government balance (KSh m) 
2005 3,410   642  -2,366   3,992  -9,040  2,867  -8,092  -7,122  -4,809   -2,907   -4,665  2,023  

2006 5,216   -5,920  -7,660   1,487  -4,045  4,305  -11,287  -9,872  1,305   -9,656   -7,164  325   

2007 5,172   -7,388  3,719   4,110  3,001  -6,258  4,876  -8,524  817   n/a   n/a  n/a  

M1 (% change, year on year) 
2005 8.2   5.3  8.8   10.1  9.3   12.1  10.9  11.4   10.2   8.0   10.3  10.3   

2006 14.3   17.9  17.3   26.8  21.7   18.6  18.5  17.0   20.5   23.3   25.2  26.4   

2007 23.0   21.9  21.8   11.2  29.3   31.8  28.6  33.7   31.6   25.1   26.8  n/a  

M2 (% change, year on year) 
2005 13.5   13.5  13.7   12.8  11.7   11.3  12.1  11.9   10.8   9.8   10.7  10.0   

2006 10.9   12.4  12.4   16.4  15.7   17.2  18.6  16.1   17.9   18.2   17.8  18.0   

2007 18.1   16.6  17.6   14.4  16.4   17.7  14.6  17.6   16.6   15.6   15.7  n/a  

Deposit rate (end-period; %) 
2005 3.9   4.6  4.7   4.8  5.1   5.2  5.2  5.5   5.5   5.6   5.5  5.6   

2006 5.6   5.5  5.7   5.3  5.0   5.0  5.1  4.8   4.7   4.9   4.9  5.1   

2007 5.2   5.1  5.2   5.1  5.1   5.1  5.2  5.3   5.3   5.1   5.1  5.2   

Lending rate (end-period; %) 
2005 12.1   12.3  12.8   13.1  13.1   13.1  13.1  13.0   12.8   13.0   12.9  13.2   

2006 13.2   13.3  13.3   13.5  14.0   13.8  13.7  13.6   13.5   14.0   13.9  13.7   

2007 13.8   13.6  13.6   13.4  13.4   13.1  13.3  13.0   12.9   13.2   13.4  13.3   

Stockmarket NSE 20 (1996=100) 
2005 n/a   3,213  3,209   3,228  3,505  3,972  3,982  3,939  3,833   3,939   3,974  3,973  

2006 4,172   4,057  4,102   4,025  4,350  4,260  4,259  4,486  4,880   5,314   5,615  5,646  

2007 5,774   5,387  5,134   5,199  5,002  5,147  5,340  5,372  5,146   4,971   5,235  5,445  

Consumer prices (av; % change, year on year) 
2005 14.8   13.9  14.2   16.1  14.8   11.9  11.8  6.9   4.2   3.7   6.1  7.6   

2006 15.4   18.8  19.1   14.9  13.1   10.9  10.2  11.5   13.8   15.6   14.6  15.6   

2007 9.7   6.8  5.9   5.6  6.4   11.1  13.5  12.4   11.7   10.6   11.8  12.0   

Goods exports fob (KSh m) 
2005 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   18,643   18,141  18,187  

2006 17,178   18,040  21,124   17,909  21,400  21,789  23,208  23,309  21,555   19,910   22,852  19,626  

2007 20,878   24,217  23,513   20,467  25,044  22,814  23,685  23,891  21,264   24,684   26,074  18,066  
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 Jan   Feb  Mar   Apr  May   Jun   Jul   Aug   Sep   Oct   Nov   Dec   

Goods imports cif (KSh m) 
2005 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   36,200   36,567  40,126  

2006 39,630   38,542  40,698   47,275  42,434  42,310  39,870  49,881  44,169   47,887   49,152  45,014  

2007 48,294   56,917  45,827   43,589  51,499  50,201  53,191  52,604  48,460   59,050   57,732  37,757  

Trade balance fob-cif (KSh m) 
2005 n/a   n/a  n/a   n/a  n/a  n/a  n/a  n/a  n/a   -17,558   -18,426  -21,939  

2006 -22,452   -20,503  -19,573   -29,366  -21,034  -20,521  -16,663  -26,573  -22,613   -27,977   -26,300  -25,388  

2007 -27,417   -32,701  -22,315   -23,123  -26,454  -27,387  -29,506  -28,713  -27,196   -34,366   -31,658  -19,691  

Foreign-exchange reserves excl gold (US$ m) 
2005 1,468   1,477  1,436   1,441  1,545  1,587  1,672  1,729  1,708   1,749   1,732  1,799  

2006 1,929   1,919  1,982   2,124  2,162  2,353  2,432  2,431  2,403   2,401   2,441  2,416  

2007 2,466   2,501  2,590   2,685  2,683  2,723  2,809  2,780  2,820   2,854   2,972  3,355  

Sources: IMF, International Financial Statistics; Haver Analytics. 
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Annual trends charts 
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Annual trends charts

Public debt
(% of GDP)

Current-account balance
(% of GDP)

Source: Economist Intelligence Unit. Source: Economist Intelligence Unit.

Source: Economist Intelligence Unit. Source: Economist Intelligence Unit.
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Monthly trends charts 
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Monthly trends charts
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Country snapshot 

Political structure 

Republic of Kenya 

Unitary republic 

Based on English common law and the 1963 constitution; new draft constitutions were 
published in 2002 and 2005 (the latter was rejected in a referendum) 

Unicameral National Assembly of 210 elected members plus 12 nominated members, the 
attorney-general and the speaker; a multiparty system was introduced in December 1991 

December 2007; next presidential and legislative elections are to be held in 
December 2012  

President, directly elected by simple majority and at least 25% of the vote in five of 
Kenya!s eight provinces 
 

The president and his cabinet, composed of members of the Party of National Unity 
(PNU) and allied parties 

Orange Democratic Movement (ODM), Party of National Unity (PNU), ODM-Kenya 
(ODM-K), Kenya African National Union (KANU); Safina; National Rainbow Coalition-
Kenya (NARC-Kenya), National Rainbow Coalition (NARC), Democratic Party, Forum for 
the Restoration of Democracy-Kenya (Ford-Kenya), New Ford-Kenya, Ford-People, Ford-
Asili; Sisi Kwa Sisi; Mazingira 

President & commander-in-chief Emilio Mwai Kibaki 
Vice-president & home affairs Kalonzo Musyoka 

Agriculture Vacant 
Defence Yusuf Mohamed Haji 
East African & regional co-operation Wilfred Machage 
Education Sam Ongeri 
Energy Kiraitu Murungi 
Environment & natural resources Vacant 
Finance Amos Kimunya 
Foreign affairs Moses Wetangula 
Health Vacant 
Information & communication Samuel Lesuron Poghisio 
Internal security George Saitoti  
Justice & constitutional affairs Martha Karua 
Labour & manpower development Vacant 
Lands & housing Vacant 
Local government Uhuru Kenyatta 
Planning & national development Vacant 
Regional development Vacant 
Roads & public works John Njoroge Michuki 
Tourism & wildlife Vacant 
Trade & industry Vacant 
Transport Chirau Ali Mwakwere 
Water & irrigation John Munyes 
 

Njuguna Ndung!u 

Official name 

Form of state 

Legal system 

National legislature 

National elections 

Head of state 

Political parties in parliament

Key ministers 

National government 

Central Bank governor 


