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Kenya’s Inflation Pressures Limit
Scope for Further Rate Cuts

Kenya's producer price index was up 1.4% in Q2,
the steepest in 4 years driven by rising fuel and
industrial input costs amid renewed global oil-
market volatility. With the economy exposed to
higher energy and fertilizer prices, July inflation
figures set to be released by end of this week are
expected to range between 6-7% YoY, CBK's desire
to cut CBR. CBK is expected to keep its policy rate
at 8.75% at its 11 August MPC meeting as it
balances between keeping inflation in check and
significant economic growth.

Fiscal deficit widens to 6.77% on tax

underperformance

Treasury estimates fiscal deficit for the FY2025/26
to have widened to 6.7% of GDP from 5.9% in the
previous fiscal year. Tax underperformance and
non-compliance are blamed for revenue
underperformance. Government total revenue for
FY2025/26 grew 16% to KES 4.6trn from KES 4trn in
FY2024/25, growth driven by 9% rise in tax revenue
to KES 25trn and 20% growth in domestic
borrowing to KES 1.3trn. Net borrowing rose 227%
to KES 995bn from KES 817bn. Implication: high
borrowing continues to crowd out private sector,
slows down growth.

Fiscal deficit (%)

Spending up 15% as debt service

gobbles 75% of taxes

FY2025/26 Fiscal spending increased 15% to KES
4.6trn from KES 4trn, debt service and pension
payments accounted for 447 of total spending (KES
2trn) being a 14% rise from KES 1.8trn in
FY2024/25. Recurrent spending rose 16% to KES
1.7trn accounting for 37% of total spending.
Development spending accounted for 10% (KES
457bn) up 36%. Disbursement to counties
accounted for 9% at KES 415bn. Debt service as a
percentage of tax revenue increased to 75% in the
FY2025/26 fiscal year from 69% in the previous
year: Implication- small room for development
spending and more borrowing to plug in deficit.

Oil passes the $100 mark then retreats

to $90, dims inflation and fiscal outlook
Crude prices touched a 2-month high of
$100.7/barrel for brent and $107.2/barrel for
murban last week before easing to $92/bbl and
$97/bbl respectively following pausing of strikes by
both sides over the weekend. Higher prices have
rekindled inflation fears and possible monetary
tightening. Situation has been worsened by
the Houthi blockade on Saudi Arabia shipments
through the Red Sea’s Bab el-Mandeb

T-bill yields rise on elevated inflation

fears

T-bill rates rose to 9% in the third auction of the
FY2026/27, the rising yields have been driven by
elevated inflation risks due to renewed fighting
between US and Iran at the gulf that has left the
Hormuz Strait closed and oil prices clawing back
to $90/barrel. Inflation now at 6.47% is expected to
remain above the midpoint of CBK's desired target
but below the ceiling (7.5%). Rising inflation could
trigger CBK to rise CBR, a move that could trigger
higher yields on T-bills.

Kenya's Eurobonds hardest hit amidst war resumption

Yields clawed back to early June levels on renewed fighting in the gulf that has pushed crude prices to 5
weeks high rekindling inflation fears and possible rate hikes. Kenya 2032 traded at 8.1% now 110bps higher
than the lowest touched since the war started and 140bps higher than Rwanda 2031 (6.7%). Soaring yields on
the Kenyan paper indicate investor's concerns on the rising fiscal and current account deficit. Kenyan yields
are among the worst hit by the renewed war even as the US30yr soared to levels last seen in 2027 while the

US10yr trading at 4.7%, the highest since 2025.
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Kenyan Shilling Stable but Faces Growing Pressure
The shilling remains range-bound at around between KES 129.20 to 129.70 per dollar but risks are rising

from higher oil prices and falling remittances. With inflation limiting further CBK rate cuts currency support
is constrained with expectations of gradual depreciation towards KES 130 per dollar by year-end.
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*CBK, Supreme court disagree on section 44 of the baking act
African countries account for 40% of Kenya's exports
*T-bill rates rise above 9% on renewed Middle East war

*CBK raise weekly T-bill target to KES 28bn
Policy unpredictability tops investors fears
*Treasury slashed FY2026/25 domestic borrowing target by KES 132bn
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https://www.businessdailyafrica.com/bd/economy/cbk-and-supreme-court-differ-over-bank-loan-rates-5531920
https://www.businessdailyafrica.com/bd/economy/africa-contributes-over-40pc-of-kenya-s-export-earnings-5531880
https://www.businessdailyafrica.com/bd/markets/capital-markets/treasury-bill-rates-rise-above-9pc-as-us-renews-iran-strikes-5531868
https://www.businessdailyafrica.com/bd/markets/market-news/cbk-raises-weekly-treasury-bill-target-to-sh28bn-5533652
https://www.businessdailyafrica.com/bd/economy/unpredictable-policies-now-biggest-investor-concern-in-kenya-5535380
https://www.businessdailyafrica.com/bd/economy/unpredictable-policies-now-biggest-investor-concern-in-kenya-5535380
https://www.businessdailyafrica.com/bd/markets/market-news/treasury-cuts-domestic-borrowing-by-sh132bn-5535678?st=rZLgvQ7B1J_piZnTgtN3e66Z5yYSL3pL1L4p-F64lbpZhKioaQ7hXxzzWgT0OIkam--DWGQ3zBsxsQKztM2lPObGo8wdbIhMW2-m3aE4dkby03XNgFD3tTKm-_KqnDT5d9XnSYIR6cINtCTpwQT8-ol1TjUIdE8qdexOTNXTkWz9qWo61qut1whkV01o-LCdz0dGtUsjBApDbD0Lb4IDy_voV3KSX9i5Qz4AaH6dQVyaw6e9XSsT_x76zcNBgUtlqS9rZ71beY6Kuww7LSbkGSsOOdUEyNzVqKOf1JR0YgWj8j_mLSFQ20MtixY45Y5BxlXFVviYLCmyy_K6RJRePaLyqwdRFwmRpQsxdCHq5mJvSfzFG5E3MD01faiLTKlEHnGcl-yUGB1DPd46jiqN8aWYs4WEru6eiPyegZ-5XEng6jyPdU-t1CVFzD7SZcCBVQaPzURXnckpR9z4gHqTABnCMOBiM0g7uZZcRHhvjZ2NyQLrojqeJIc3QQ4v0q4kc_enY4LUZzuqC-KPmytGe5IwFkC7FL-K7NLd3_CAAvgv4c-ksxF4QAHJmRToNU0JwJPkzLPYbSYiIsr5yXNDCSR_UfFxCNQ6m7YJUnHfyQ1zZkTrCEsL4cOXaHIeuMaWfcXNGcW6gmJyIulJzwlj1G1wABiCPSkYScGDkapwVrei34vgsX5ovMu6arImMzRepbIP7QXiFRCxB_aURSsXITlAvHXiZ0p4awBxSYv4RhwDPHNyD4GaUWEHdu6971-WMYurRPzpMZ1kRRwz81f_0zmVpaf1gko-8Ot8zUJCoXDJc7VHVrqEf0LbJMI-JRAsAk-biRSZHpxlt1jEuP9tW9GqL0m7gaPeHU_ql5g6dt9_640YZEQgodkIV5SC-I4CMtFC62nm0y_za2cnolPVFBjiGRlYNLL7OlZ26mU-7YcaPfsiCj7sk16nHc7g_PVDORrYZPagcq6ShJ4qo6tLu3QvEIqDkssV70JYS-rTuduAgWIkj8iQWu8Uer-e_b6DUor8LihEvRVZb_NZrpSGrDrddArEceWGLTLnlvpk9lo8uVC2fKs84_mzYyF44HAyTlKwgr0e_piMoV26nyhz2__Z629xtrvYvh0ArPTDR9yxufQeLDumPMCLrdTQsG7vo9J41V9V1Bc1b6hzL3J0DFugH1vvzLB3JObyMd7I0Nxu9U7pCpqIbopu9n9jz00XXbVq3blCE0js_3cexeSc7YrYEvm4stP0evE9oH8hr_54xAHub-VHYCggR0d0sPPhWAc9pH-b7Er9e7EAQIkoAmykyGaZp3DFSJI1bdigWlDk1rTZUdWn17u9vJiNHyXUyU8o-Sz8bA&xp=2592000
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Key Financial and Economic Calendar Month Events & Dates

27 July Potential KAWU Aviation Strike / JKIA

29t July FOMC meeting

30st July US Core PCE data

31st July July YoY inflation

11t August Monetary Policy Committee (MPC) Decision

Kenya Unveils Ambitious 30-Year Blueprint to Become a High-Income Industrial
Economy by 2060

Kenya has unveiled a preliminary 2030-2060 National Development Plan that aims to transform the country
into a politically stable, high-income and industrialised economy by 2060. The strategy centres on raising
agricultural productivity, expanding export-oriented manufacturing, accelerating technology and innovation,
strengthening institutions and investing in transport infrastructure and higher education. While the vision
reflects a long-term commitment to structural transformation, its implementation will depend on restoring

fiscal space, maintaining macroeconomic stability, attracting sustained private investment, and managing a
heavy public debt burden that continues to constrain development spending.

Kenya High Court Strikes Down Ruto’s Debt Audit Panel

Kenya's High Court has declared President William Ruto's public debt audit task force unconstitutional,
ruling that its mandate unlawfully infringed on the powers of the Auditor-General. The decision comes amid
mounting fiscal pressures with high public debt and debt-servicing costs limiting government spending
while reinforcing constitutional oversight of public debt management.

CBK increases weekly T-bill allocation by KES 4bn

Treasury increased the weekly amount offering on T-bills to KES 28bn from KES 24bn with the extra
allocation of KES 4bn going to the 91-day T-bill. The move now increases possible weekly collections for the
year by KES 208b2n. Domestic borrowing target for the FY2026/27 stands at KES 1.1trn up from KES 634bn

in the FY2025/26 budget. The extra collections are also expected to help manage money supply and manage
inflation.

Kenya Unveils Blended Financing Plan for JKIA Expansion

Kenya has finalised a KES 116 billion financing plan for the expansion of Jomo Kenyatta International
Airport (JKIA). The project will be funded primarily through an KES 81 billion (USD 625.5 million) loan
covering 70% of the total cost while the remaining KES 35 billion will be raised through a securitised bond
backed by the USD 50 air passenger service levy and contributions from the National Infrastructure Fund.
The financing structure is intended to mobilise long-term capital for a strategic infrastructure project while
limiting the government's reliance on direct budgetary financing.
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