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Members of tihe Monetory Policy Committee;

Researchers;

Dutinguisied Guests;

Ladies and Gentlemen,

Goode Morning. I+ gwes me great pleasure to- be here tHhis morning
ot the official opening of He Research Sevmuinar on ‘Public Debt,
Fiscal Policy and Forward Looking Monetary Policy’ organized by

the Reseorciv Centre at KSMS.

Ay yow are awore Huiy B the second time we are gothered here to-
discunssy the researciv findingy of owr researchers. A look at the
popery uv fodey’'s program shows that thwey ore ay a resudt of
collaborative effort of researchers in the Bank and other esteemed.
wutitutions. Collaborative and comprehensive researchv U key to-
good. policy adnice work.

Ladies and Gentlemen, the title of iy researciv seminar touncies
on a very umportant and current topic: Looking globally, a
number of countries are gong thuoughh a time of havdsiiip:
Public debt iy o real economy proplem wiven not swstainable.
When public debt s wnsustainable, U creates o dept overhang



government wlll ralse taxes U future to- pay thve public debt: The
effect Uy onv prvete westment since the prvate sector acquines a
waiting option and finally, these effects slow doww growtv Tha,
the most important challenge to- debt sustoinability and Hus will
restore growtiv trajectory to- dislodge tive market from iy waiting
option.

To achuenve Husy objective many diffleudt and  for-reaching
decistony howe to- be taken. Agaivust Huis backdrop, forums suci as
this one are esysential for sharung wleas: After all, scientifie
researchv iy o central pillar of good decision-making. Therefore, |
wowld Like to- Hhank the Kenya School of Monetary Studies for

orgoanising thiy event:

Why public debts fiscal policy and forward looking monetary
policg? My sarting point s to- draw owr affention to- Hhe
principal objective of macroeconomic policy, which i to- achieve
suwstoinaiple economic growthv v a context of macro- stablity. To
achieve this, monetary and fiscal policies hhave to- play their roles
and their suecess  largely dependent on how they anchor

Ladies and gentlemen, there ove ntferestung studies on fuscal
policy and economy growing withv debt; and monetary policy and



fuscol dominance. They come to- intferestng conclusions, but He

Why s policy coordination umportont?

o Monetory policy W abowt short-run decisionsy on the
fucal policy affects real variabples.

o It makes U easier for policy makery to- achieve their stated
policy objectives i o colerent and efficient manner.

o Engures commitment to- mutually agreed upow objectives,
tHwy helping to- eliminate the problem of time tincovsistency
Ln the design of policy.

o It enhancesy the crediblity, anchhory public expectations,
ensines sustainapility of fiscal and monetory policies, Hurs

Ladies and gentlemen, to- ensure success of policy coordination we
need eitiver of tie following:

o A continumouy uinferaction between the fucal and monetary
aunthorities to decide jointly on aspects relating to- policy
design and implementation, or;

o A set of rudey and procedures thot minimize the need for
frequent interactiov

But we know-all these, wiry was He EU zone not successful?
Ay noted. by Sargent and. Wallace un theilr famows article “ Some

wnyppleasandt monefarist arithmetie’, ‘Hghvter money today leads to-
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higher inflation not only eventually but sfoarting today’. The
poradox for Hght monetary policy and heavy debt expansion will
lead to- economic stagnation, Eddie Buffie has demonstrated tHhis
for o number of countriey Uv s region. Moveover, ladies and
gentlemen, the lack of crediblity of the overall policy framework
cansed by the long-ferm ncorsistency of suchh mix v signaly
diminishes the effectiveness of monetary policy.

Owr experience witiv fighting unflation unv Kenya suggests thoat
wnflation may be occasioned by demand side asy well as supply
stde factors. Monetory policy wses interest rate as o instrument to-
fight inflation and anchor nflationary expectations. Fucal
policy on tihe otiver hand raising dept domestically and using a
mix of debt Uutruments drives the domestic ntferest rate
structure. How policy makery coordinate and consolidate Hreir
efforts not only affects expectations concerning future policies and
owteomes but canw also- affect the outcome of economic actvity.

Ladies and gentlemen, several poapery that Unk fucal policy,
monetory policy and  inflation have been lined wp  for
presentotion today. Ay yow Wsten to- the presentations and the
discussions, U U umportant that we flter the conclusions furst fo-
reach fo- the frontier of thus subject matter and provide renewed
tHuinking un the policy arena:. The recommendations of trese
papersy showld fit in the policy dialogue and policy making
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process to- support growtiv and employment as envisaged un Viglon

2030 i Kenyo.

Ay | conclude, | wouwld Uike to- thank all tive portucipants present:
| hope the Usunes addiressed v today’s contributionsy will provide
Hre basis for a reworoing discussion.

Once agoun— yow are alb very welcome!

I+ v my pleasre to- declare Hus worksiop officially opevv

Thank yow



