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The Quarterly Macroeconomic Bulletin is a regular publication that provides a snapshot of the major
macroeconomic developments in Kenya. It presents information based on analysis of the four sectors of the
economy, real; monetary, external and fiscal. These sectors are interlinked, meaning that developments in one
sector affect the other sectors and inevitably policies aimed at one sector affect the others.

The Bulletin aim is to provide policy makers, civil society organizations, private sector, academics, citizens
and other interested professionals with a comprehensive and concise analysis of the most important economic
development and policy changes in Kenya.

In this respect, we expect that this bulletin will not only promote evidence driven policy discourse but also
elevate economic literacy for improved citizen agency.

This is a publication of the Institute of Economic Affairs — Kenya with financial support from UK International
Development.

Key Takeaways

o Of the five key sectors of the economy, based on the last seven year-GDP deflator trend analysis,
agriculture and the transportation and storage sectors are experiencing a boom while wholesale and retail
trade and financial services are experiencing modest performance. By contrast and the main concern of
this divergence performance is the manufacturing sector that is experiencing a squeeze, a clear signal of
distress.

o  The results are a call for policy makers to address the root causes of the manufacturing
squeeze, particularly the exchange rate and other structural constraints, as a pre-requisite
for sustainable job creating economic transformation.

o  For citizens, GDP deflator trend analysis for sectors of the economy, beyond consumer price
index, helps to interrogate whether economic policies are consistent with Kenya’s goals of
structural transformation.

o Kenya’s foreign exchange rate trend and variations analysis after March 2024 to January 2016 reveals
uncharacteristic stability, suggesting active exchange rate management rather than one purely market
driven movements. This is an indicator of currency overvaluation. Sustaining a rate misaligned with
market fundamental is detrimental to Kenya’s export oriented investment. A more flexible exchange rate




regime that reflects true market is more beneficial to Kenya as it would go a long way to supporting
domestic production and enhancing export competitiveness. Ultimately, this will improve long term
macroeconomic resilience.

o The steady rise in the volume of remittances as well as relative to GDP and total investment is a clear
indicator of the growing influence of diaspora in the economy of Kenya. So far, remittances as the
country’s largest source of foreign exchange is driven by a combination technological disruptions,
strategic policy shifts and changing migrations patterns. Policy makers however need to be cognizant
that heavy dependence of remittance inflows may artificially keep the currency stable making local
exports less competitive (Dutch Disease).

o IEA-Kenya analysis reveals significant inconsistencies between National Treasury published
information on public debt stock and the corresponding debt flows for the period FY 2013/14-FY
2023/24. Overall trend suggests under-reporting of debt, that is, five percent of GDP lower than the
amountimplied by the cumulative debt flow data. To foster corrective measures and fiscal transparency,
the Office of the Auditor General should therefore undertake a comprehensive reconciliation exercise
to verify the magnitude and sources of this misreporting. Such an investigation will ensure that future
policy decisions are based on accurate and reliable data.

o For debt stabilization, the National Treasury should enhance transparency by consistently presenting
information on primary balance, beyond fiscal deficit figures in all budget documents. The primary
balance is the true measure of whether the government’s current policies (independent of past debts)
are contributing to or mitigating a debt spiral. It shows whether current administration is living
within it means. The minimum target for stabilizing public debt is a primary surplus of 0.2% of GDP.

Introduction

Quarter two macroeconomic bulletin like in the previous edition (quarter one), features four thematic
sections on Kenya’s macroeconomic developments aligned respectively to the four sectors of the economy,
real, external, fiscal and monetary. This bulletin is organized as follows.

Section one reveals the underlying performance of Kenyas productive economy through a lens of trends
analysis of GDP deflators for five key sectors of the economy, agriculture, manufacturing, transport and
storage, wholesale and retails and financial services beyond the consumer price index.

Section two discusses the economic implications of Kenya’s exchange rate which shows signs of overvaluation.
Section three presents a trend analysis of the magnitude remittances into Kenya over a twenty-year period and
also in relation to GDP and its components including total investments and consumption expenditure. It also
further provides Kenya’s remittance to GDP ratio in comparison to select peer countries.

Finally, section four points out transparency gaps in the reporting of Kenya’s stock of public debt and related
obligations which not only weaken accountability but also increase risk of under-reporting of public debt.




1.0 Sectoral Analysis: What GDP Deflators Reveal About Kenya’s Economic
Direction

This section analyses the GDP deflators for five key sectors of the Kenyan economy: Agriculture, Manufacturing,
Wholesale & Retail Trade, Transportation & Storage and Financial Services from 2019 to 2025. The GDP
deflator is a measure of value-added inflation that captures the gap between output prices and input costs.
Unlike a simple price index, it signals a powerful diagnostic of its profitability, its potential for investment and
growth, and the economic forces shaping resource allocation in the country. The analysis highlights a critical
misalignment between Kenya’s stated developmental goals and the underlying macroeconomic realities.

Understanding sectoral deflators allows economic debates in Kenya to draw on evidence rather than broad
narratives. Deflator trends influence the economic experiences of citizens through their effects on employment
opportunities, production costs, and the availability and pricing of essential goods and services. They shape
the incentives that guide private investment and determine which sectors expand while others contract.
When citizens and civil society are able to understand and interpret these trends, they are better positioned to
scrutinise the policy choices that produce them, including decisions on exchange rate management, taxation,
import policy, and sectoral support. Linking deflator analysis to public discourse strengthens accountability
because it grounds policy debates in evidence rather than political messaging. In this way, understanding
the behaviour of deflators is a practical entry point for citizens to interrogate whether economic policies are
consistent with Kenya’s stated goals of structural transformation and the effectiveness of government actions
in shaping growth.

The Deflator as a Measure of Sectoral “Squeeze” or “Boom”

A sector’s GDP deflator acts as a barometer for its economic health. As the conceptual foundation establishes:

o A rising Deflator indicates that a sector’s output prices are rising faster than its input costs. This
signifies expanding profit margins, financial health, and a favourable environment that attracts
investment and labour. In short, it is a sector experiencing a “boom.”

« A falling or Stagnant Deflator signals a “squeeze.” Input costs are rising as fast as, or faster than,
output costs. This erodes profitability, supresses investment, and leads to business distress. It is a
clear indicator of a struggling sector.

The data from 2019 to 2025 paints a simple picture of these dynamics at play across Kenya’s economy. This is
shown in chart 1.1, GDP Deflators for 5 Key Sectors from FY 2019 to quarter 2 of 2025.




Chart 1.1: GDP Deflators for 5 Key Sectors for 2019-2025(Q2)
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Sectoral Performance: A Tale of Two Economies

The analysis of the five major sectors reveals a clear and concerning divergence.
1. The “Booming” Sectors

Transportation & Storage: This sector exhibits the most dramatic growth in its deflator, rising from
approximately 1.32 in Q1 2019 to 2.14 by Q2 2025. This steep, consistent upward trend signifies a highly
favourable environment. The sector has been able to increase its output prices significantly more than its input
costs, suggesting strong pricing power and healthy profitability.

Agriculture: The agricultural deflator also shows a strong overall increase, despite some quarterly volatility,
moving from 1.06 to a projected 2.16 over the same period. This indicates that farmers and agribusinesses
have, on average, successfully passed on cost increases and more, implying increased demand or market
structures that support rising output prices.

2. The “Squeezed” Sector

Manufacturing: In complete contrast, the manufacturing deflator tells a story of persistent pressure. Starting
at 1.08 in Q1 2019, it shows periods of decline and only very modest growth, projecting to 1.34 by Q2 2025. Its
curve is significantly flatter than that of Agriculture and Transportation. This is the clearest signal of a sector in
distress. As the data highlights, from about 2020 onwards manufacturing deflator has actually been dropping.
This might highlight why manufacturing in Kenya is struggling. The sector is caught in a squeeze where it
cannot raise its output prices sufficiently to cover rising input costs, severely hindering its competitiveness
and growth potential.




3. The Intermediate Sectors

Wholesale & Retail Trade: This sector shows a steady but more moderate rise in its deflator. It faces pressures
from both sides input costs from suppliers and competitive pressures on output prices for consumers resulting
in a less dramatic boom than in transport.

Financial Services: The Financial & Insurance sector’s deflator also trends upward, but its path is more variable.
Its performance is likely tied to interest rate margins and operational costs, showing a less clear-cut story of
either boom or severe squeeze compared to the extremes of Manufacturing and Transportation.

Implications for Kenya’s Development Strategy

The divergence in sectoral deflators is not merely an economic observation; it is a fundamental challenge to
Kenya’s development policy. The data suggests that market and policy signals are actively drawing resources
like investment and labour towards sectors like Agriculture and Transportation & Storage, while systematically
discouraging them from Manufacturing.

This creates a critical paradox, while Vision 2030 emphasizes industrialization and manufacturing-led growth,
the macroeconomic environment is doing the opposite. The data directly links this to exchange rate policy,
noting that manufacturing, as the “quintessential traded sector,” is highly vulnerable to an overvalued or
undervalued currency. A strong shilling caps the prices manufacturers can charge in the face of international
competition, while failing to adequately offset costly imported inputs.

Conclusion

The analysis of sectoral GDP deflators moves beyond headline inflation figures to reveal the underlying
performance of Kenyas productive economy. It demonstrates that the economy is being skewed towards
non-tradable and primary sectors at the expense of the tradable manufacturing sector. For Kenya to achieve
its developmental ambitions, policymakers must look beyond the Consumer Price Index and engage with
the story told by these deflators. Addressing the root causes of the manufacturing squeeze, particularly the
exchange rate and other structural constraints, is not just a matter of sectoral policy but a prerequisite for
sustainable, job-creating economic transformation.

2.0 Currency Overvaluation and Its Economic Implications

Kenya’s foreign exchange market has in recent years exhibited signs of currency overvaluation, with the
shilling maintaining an artificially strong position against major currencies. This overvaluation, often a by-
product of tight monetary policy and deliberate interventions to preserve external stability, has undermined
the country’s export competitiveness while fostering excessive import dependence.




Chart 2.1: Trend of KES/USD Exchange Rate, January 2016 — Present
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As shown in Chart 2.1, the Kenyan shilling has experienced a gradual depreciation against the US dollar
since 2016, with a sharp weakening occurring between late 2022 and early 2024. However, from March 2024
onward, the exchange rate has remained remarkably stable at around Ksh 129 per USD, exhibiting very limited
fluctuations. Over the period shown, the standard deviation of the shilling’s exchange rate after March 2024
is 0.72, compared to 14.6 for the preceding years—indicating an unusually narrow variation. Such stability
is atypical for a currency operating under a free-floating regime and strongly suggests active exchange-rate
management rather than purely market-driven movements. This pattern implies that the shilling is currently
misaligned with market fundamentals, potentially masking underlying pressures from trade imbalances,
capital flows, and inflation differentials.

By sustaining a rate misaligned with market fundamentals, the Central Bank effectively subsidizes imports
at the expense of local production, widening the current account deficit and discouraging export-oriented
investment. Moreover, the perceived stability masks underlying structural weaknesses—such as declining
productivity and limited diversification in the export base—while eroding the natural shock-absorbing
function of a flexible exchange rate. The result is a classic “Dutch disease” dynamic: capital inflows and reserve
accumulation strengthen the nominal exchange rate, but real sector growth remains subdued. To correct
these imbalances, Kenya would benefit from a more flexible exchange rate regime that reflects true market
conditions, thereby enhancing external competitiveness, supporting domestic production, and improving
long-term macroeconomic resilience.

3.0 Note on Remittances

Remittances are funds that migrants send back to their home countries. They are therefore an important
source of income and foreign currency inflow for many low income countries. This note examines the overall
trend and magnitude of remittances into Kenya over a 20-year period from 2005. It also presents a country
comparison to Kenya with her peers (a selection of 8 countries), as well as bringing to the fore the possible
relation between remittances and GDP and remittances to total investment. These trends provide a clear
picture of how dependent a country is on foreign labour and how those funds are being used to drive the local
economy.




Trends in Remittances

There has been a steady rise in the amount of remittances into the country as is shown in the chart 3.1. It
shows that there has been a ten-fold increase in remittances into the country over the 20-year, rising from Ksh
425 million in 2005 to Ksh 1,569 million ten years later in 2015, and further up to Ksh 4,228 million at the end
of 2024. Rise in absolute quantum of remittances is an indicator of increase in the number of migrants and/
or their income levels, economic growth in the host country, digitalization boom, strategic policy shift by the
government regarding diaspora, among other factors.

Chart 3.1: Remittances, 2005 - 2024
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Remittances to GDP

The gross domestic product (GDP) is one of the common methodologies used to to measure the size of an
economy and its growth trajectory. On the other hand, remittances are a source of income that contributes to
a country’s overall GDP, and whose input is often calculated as a share of GDP. As noted earlier, remittances
are a critical source of income for low and middle-income countries and sometimes comprise a significant
percentage of their GDP, indicating their dependence on workers abroad. In addition, it accounts for a huge
portion of the financing needed for investment purposes in those countries.

Chart 3.2 shows that for Kenya, the share of remittances has been growing steadily since the year 2005. The
data points show an alignment of remittances with the economic profile of Kenya, where this has become an
increasingly vital pillar of the national economy over the period in focus. Remittances as a percentage of GDP
more than doubled during the period, rising from 1.6 percent in 2005 to a peak of 3.9 percent in 2023. A dip
is notable from 1.9 percent in 2007, to 1.5 in 2010, which could be attributed to the global financial recession,
meaning migrants sent less amounts back home due to constrained disposable income.




Chart 3.2: Remittance as a share of GDP in % (2005 — 2023)
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It is important to note the steady rise from the year 2011, when the share of remittances to GDP rose to 2.0
percent, peaking at 3 percent in 2018 before dipping the following year to 2.8 percent. This constant increment
is attributed to the launch and entry of mobile money in Kenya, more specifically, M-Pesa, and other digital
financial models which made transfer of money much easier, faster, accessible and reliable across borders.

Remittances and Peer GDP Country Comparison

Whereas remittances to Kenya have performed well, a peer comparison further enlightens us on their effects
across boundaries. Chart 3.3 shows Kenya remittances as a share of GDP, and makes a comparison of the same
to ' peer countries.

Chart 3.3: Remittance as a share of GDP, Peer Country Comparison.
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'Peer countries were selected based on their GDP performance compared to Kenya’s over the period under focus. The 7 selected countries are Bangladesh, Bhutan, India, Cabo
Verde, Cambodia, Nepal and Vietnam. The East African countries are Tanzania, Uganda and Burundi.




Chart 3.3 shows that the share of GDP for the peer countries has been rather flat, less than one percent over
the period. Also, Kenya’s remittances as a share of GDP had been on a steady positive trend, with notable
upward rise from 2.4 percent of GDP in 2017 to 3.9 percent of GDP in 2023. The trendline over the same
period for Tanzania, Uganda and Burundi also, despite having begun at a lower baseline, comparatively, show
a steady rise on a linear scale, surpassing that of Kenya in the year 2010 before falling below Kenya’s numbers
in subsequent years. Notably, this share plateaued in the following years until the year 2017 when the drop
recorded at 1.3 percent, rises in the following years, a trend similar to that of Kenyass.

The decline noted for Kenya from 2006, and further dipping between 2008 to 2010, can be as a result of
the post-election violence experienced in the country then (subdued GDP), and at the macro level, can be
attributed to the global recession effects, limiting remittances (lowered migrant incomes).

Opverall, the chart infers a strong and growing remittances regime, against an equally growing GDP value which
reflects growth in the economies for Kenya, and that of Tanzania, Uganda and Burundi, while a stagnating one
for the neighbourhood countries. In addition, the widening gap post 2017 for Kenya depicts, comparatively,
a faster rate for Kenya.

Remittances as a Share of Total Investment

The use of remittances varies, and could form part of funds used for investment purposes. Total investment
refers to funds spent by the country for development of infrastructure that is aimed at future production
e.g. roads, houses, and new equipment. This analysis is aimed at showing the share of remittances used for
development (productive growth) over the period in focus.

It is important to note that remittances as a share of total investment is an indicator of a country’s economic
structure on the one hand, and its economic health on the other. An increasing share of this metric shows
reliance on diaspora funds for investment, whereas a decreasing share indicates either diversification of
sources of funds for investment, a reduction in remittance inflows, or a shift from investment to consumption.
A constant share implies consistency of remittances used for investment, and probably, a balanced funding
structure. In addition, a volatile movement could indicate enhanced sensitivity to global economic
developments, or currency shifts due to exchange rate fluctuations.

Chart 3.4: Remittances as a Share of Total Investment
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Chart 3.4 shows that for Kenya, remittances as a share of total investment, comparatively, begun at a higher
value of 9.6 percent in 2005, dipping to 7.1 percent in 2010. The drop could be attributed to the post-election
violence in 2007 and 2008, which saw a freeze in investments in the country due to the unstable economic and
political environment experienced then. Since then, the share has been on the rise, recorded at 8.4 percent in
2014, 15.2 percent in 2018, and further rising to 23.8 percent in 2023.

The trendline for countries with GDP per capita in Kenya’s neighbourhood show that in 2005, the share of
remittances to total investment was 6.4 percent, dipping slightly to 6.2 percent in 2006, before making a huge
positive shift to 9.1 percent in 2007. As noted earlier, this could indicate that investments in these countries is
not dependent on remittances, also depicted by reading the slope of the curve.

In contrast, the chart shows that over the period, Kenya’s dependence on remittances for investment purposes
has been on a steady rise, akin to that of Tanzania, Uganda and Burundi, though at a slightly higher rate. The
peer countries show overall decline, though the share has remained below 10 percent over the entire period.

Conclusion

Remittances are an important component of a country in terms of its contribution to GDP, notably for Kenya,
which has been on the rise over the period. There is a positive correlation between remittances and economic
growth of a country. Comparatively, the neighbouring countries share of remittances to GDP growth shows a
similar trend, albeit a bit slower and starting at a lower base than Kenyass.

4.0 Transparency gaps in Public Debt reporting and related obligation which

weaken accountability and increases risk of debt being understated

a) Understatement of the stock of Kenya’s Public debt

The Institute of Economic Affairs (IEA) — Kenya, conducted a stock-flow reconciliation exercise to evaluate
the accuracy of Kenya’s records on published public debt. The exercise was designed to verify consistency
between the reported public debt stock found in the National Treasury’s official records and the corresponding
debt flows, while factoring in, the impact of currency valuation changes. The analysis utilized 10 years’ time
series data from the National Treasury’s Statistical Annex Reports for the period FY 2013/14 to 2023/24.

Findings from this analysis revealed significant inconsistencies, particularly in the initial two years of the
study period. In FY 2013/14, a positive reporting discrepancy was uncovered, amounting to Ksh 187.8 billion,
or 4% of GDP. This figure surprisingly reversed and worsened in FY 2014/15, showing a negative discrepancy
of Ksh 456.3 billion, equivalent to -8 % of GDP. Subsequent financial years exhibited less volatility, but still
notable, variations, with discrepancies typically ranging between 1% and 2% of GDP. The overall trend
suggests a persistent pattern of public debt under-reporting, with most of the financial years showing negative
discrepancies near 1% of GDP. Cumulatively, the reporting gap widened significantly over the entire analysis
period. The initial positive difference of Ksh 187.9 billion shifted to a negative cumulative discrepancy of
Ksh 839.4 billion. This final negative figure means that the officially reported stock of debt for the period is
ultimately 5% of GDP lower than the amount implied by the cumulative flow data.




Table 4.1: Discrepancy in the public debt records

7013/14 2014/15 2015/16 7016/17 ”017/18 2018/19 7019/20 2070/21 ’7021/27 7 2023/24*

Flows
Adjusted Debt

Stock

Discrepancy 187,847  -456,306  -99,406 142,051  -53,173 8,777 -76,351 -58,456 -122,623  -112,553  -199,154

(Ksh
Million)

Cumulative % of 4% -5% -3% -3% -3% -3% -4% -4% -4% -5%
Discrepancy ~ GDP

Recommendation

The principle of sovereign control over debt acquisition posits that, since the burden of future tax liability falls
upon taxpayers, they should be the primary decision-makers in this process®. In Kenya, the public exercises this
control through parliamentary approval of the annual budget. The above finding raises serious questions about
the accuracy of borrowing information transmitted to the public. A comprehensive reconciliation exercise
should therefore be undertaken to verify the magnitude and sources of misreporting. Such an investigation
would not only facilitate the implementation of corrective measures but also foster fiscal transparency and
accountability, ensuring that future policy decisions are based on accurate and reliable data.

b) Focus on Primary Balance for debt Stabilization

Over the medium term, the government is pursuing a fiscal consolidation agenda aimed at increasing domestic
revenue mobilization and rationalizing government spending to ensure a downward trajectory of public debt.
The overall goal is to reduce fiscal deficit by 3.9 % of GDP over the medium term. The broader plan is to align
the deficit with the EAC target of 3% of GDP by 2030. Fiscal deficit (surplus) is a measure of governments
fiscal position which shows the gap between total government outlays and revenues. A better way however
of depicting governments fiscal position would be the use of primary deficit(surplus). The primary deficit
(or surplus) represents all government outlays except interest payments, less all government revenue. The
primary deficit is also called the noninterest deficit.

Primary Deficit=Noninterest Outlays-Total Revenue

The standard fiscal deficit is considered to be a narrow measure of fiscal position since it only captures the
shortfall between total revenue and total expenditure and is a flow variable measured per year. Primary deficit
(or surplus) however allows policymakers to focus on the balance excluding interest payments and, more
importantly, links the annual fiscal effort directly to the multi-year debt stock target. It allows differentiation of
interest and non-interest outlays highlighting the role of public debt in the budget. For instance, since interest
has to be paid on outstanding debt, the overall budget will be in deficit unless these interest payments are more
than matched by a primary surplus. If there is a primary deficit, then the total budget deficit will keep growing
as debt grows because of the deficit while interest payments rise because the debt is growing.

*See Tempelman, Jerry H. “James M. Buchanan on Public-Debt Finance.” The Independent Review, vol. 11, no. 3, 2007, pp. 435-49. Available on JSTOR, http://www.jstor.org/
stable/24562381




For Kenya to stabilize its public debt-to-GDP ratio over the next ten years, the required debt-stabilizing
primary balance is estimated to be a surplus of approximately 0.2% of GDP>. This modest requirement is due
to a projected favorable interest-growth differential (where the real GDP growth rate is expected to exceed the
real interest rate on debt). In contrast to this sustainable target, the country recorded a primary deficit of -0.3%
of GDP in FY 2024/25. However, the fiscal outlook for FY 2025/26 shows significant improvement, with the
primary balance projected to reach a surplus of 0.7% of GDP, which comfortably exceeds the recommended
0.2% surplus needed for debt stabilization.

Table 4.2: Trends in Primary Balance as % of GDP

T —e L

Primary Balance % of GDP  -0.7 -0.3

Source: IEA-Kenya Quarterly Macroeconomic Bulletin: Issue No. 1

Recommendation

Focusing solely on the total deficit allows rising interest payments (a predetermined cost from past borrowing)
to obscure a weakness in the government’s current-period spending and revenue choices, thereby undermining
the credibility required for successful and sustained debt reduction. The government should therefore shift
its focus by officially prioritizing the primary surplus over the next decade, with a minimum target of 0.2%
of GDP to effectively stabilize the public debt-to-GDP ratio. The National Treasury must equally enhance
transparency by consistently presenting the Primary Balance figures, alongside the standard Fiscal Deficit, in
all major budget documents to clearly link annual fiscal effort to the long-term debt stabilization goal.

3See IMF staff Country Report Available at: https://www.elibrary.imf.org/view/journals/002/2024/013/002.2024.issue-013-en.xml
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