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  FOREWORD

Kenya’s monetary policy framework is evolving from monetary aggregate targeting to a 
forward-looking monetary policy approach. This evolution was necessitated by the rapid and 

targeting framework. 

aimed at strengthening the monetary policy framework. These reforms focus on strengthening 

policy framework and operations. The envisaged reforms form a major building block towards 

preparation of this paper.

Dr. Patrick Njoroge
Governor, Central Bank of Kenya
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AML/CFT  
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ESG 
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MPC 
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VISION

To formulate and implement monetary policy 

payment system.

MISSION

i. 
ii. 
iii. 

iv. 
secure against counterfeiting.

v. 

The other mandates of the Bank include:- 

MANDATE

observing high professional standards at all 
times and respecting the rules and regulations 

strategic objectives in pursuit of its core 
mandate.

act in a transparent and accountable manner 

high moral standards.

mandate. be observed internally amongst 
colleagues and when dealing 

will cooperate and collaborate to 
enhance performance and create 
a healthy work environment.

abilities and encourages consultations 
and inclusiveness in pursuit of its mandate 
across departments. This is aimed at 

OUR CORE VALUES

Professionalism and Relevance

Transparency, Accountability and
 Integrity

Commitment

Diversity and Inclusiveness

Mutual Respect and Team Work

Innovativeness

support creativity and the development 
of new ideas and processes for the 
continued improvement of organisational 
performance.
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  EXECUTIVE SUMMARY

monetary aggregate targeting framework towards a more forward-looking framework.  Like 

economic environment. The monetary aggregate targeting framework is anchored on a 

studies on Kenya show that the link has weakened due to transformation of the payments 

framework. The reforms embrace a data centric and transparent monetary policy strategy. 

i. Strengthening the institutional framework for monetary policy formulation through the 

strategy to facilitate wider dissemination of policy decisions and the information 
supporting the decisions. The key facets of the strategy entail regular and timely 

channels including increased use of social media for wider outreach.
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commercial bank loan pricing in order to strengthen transmission of monetary policy signals. 

transmission of monetary policy and slowed down the process of modernising monetary policy 
framework and operations. 

framework. The main objective was to draw lessons that can guide further modernisation of 

adopted a forward-looking framework show varying degrees of success and challenges with the 

requires a framework that can mitigate or minimise the impact of these constraints. 

objective of price stability and the current institutional arrangements for monetary policy 
formulation remain appropriate in ensuring achievement of the monetary policy objective. 
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1.    INTRODUCTION

1. Kenya’s monetary policy framework has evolved over the years with the primary 

2. The Central Bank of Kenya (CBK) has continued to strengthen the monetary policy 

looking monetary policy approach. 

the quantity-based monetary aggregate targeting framework to a forward-looking monetary 
policy framework.

3. However, the pace of transforming the monetary policy framework slowed down 
with the introduction of interest rate caps in September 2016, and the disruptions caused 

of monetary policy transmission.2 

 The introduction of interest 

policy transmission and perverse outcomes.

monetary policy signals through the interbank market.
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4. Following the repeal of interest rate caps in November 2019, the resolution of the 

by sound and ethical practices, the Monetary Policy Committee (MPC) considers the 
circumstances as opportune for progressing with initiatives to strengthen the monetary 
policy framework. The repeal of interest rate caps restored the clarity of monetary policy 

entrench a responsible and disciplined banking sector.

5. Against this backdrop, the MPC held retreats in January 2020 and March 2021 to 
review additional reforms to further strengthen and modernise the monetary policy 
framework. 

strengthen and modernise the monetary policy framework in Kenya. 

6. The singular objective of this White Paper is to chart a course for strengthening the 
monetary policy framework and operations in Kenya. The rest of the paper is organised as 

highlights the implementation status of the forward-looking monetary policy framework. The 
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2.    EVOLUTION OF THE MONETARY POLICY FRAMEWORK

7. Over the last two decades, Kenya’s monetary policy framework has evolved from 
a monetary aggregate targeting framework to a forward-looking monetary policy 

the conduct of monetary policy was based on a monetary aggregate targeting framework. 

assumptions of a stable demand for money and money multiplier underlying the monetary 

aggregates and the price stability objective weakened thus undermining monetary policy 

framework to a forward-looking monetary policy framework entailed changes in the operating 
and intermediate targets from quantity-based operating targets to price-based targets. 
The operating targets under the monetary aggregate framework was reserve money while 
short term interest rates are the operating targets under a forward-looking monetary policy 

policy instruments.  An intermediate target on the other hand is an economic variable that 

the intermediate target under a forward-looking monetary policy framework.

2.1  Monetary Aggregate Targeting Framework and Challenges

8. Prior to 2008, monetary policy was conducted under the monetary aggregate 
targeting framework in Kenya. The monetary aggregate framework had been improved over 
the years and it involved adjustment of monetary policy instruments to target the growth 

reserve money served as the operating target while broad money was the intermediate 

dependent upon a stable velocity of money and money multiplier.   This is necessary for a 
strong and stable relationship between monetary aggregates and the price stability objective 

monetary aggregate.
bank can control the overall monetary conditions in the economy by keeping reserve money 
at a level that is consistent with desired broad money growth.  
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targeting framework. 
led to widespread use of electronic payments resulting in moderated demand and use of 

have adopted new business models and non-bank players have entered the market leading to 

 

relationship and developments of key monetary aggregates whose stability underlie the 
monetary aggregate targeting framework.

10. Trends in the monetary aggregates show instability in key parameters underlying 
the monetary targeting framework in Kenya.

money demand.  The preference for digital platforms over cash has changed the composition 
  A changing 

targets may not guarantee the attainment of the ultimate price stability goal. The volatility 

due to growth in sectors that were not dependent on credit to the private sector.  The volatility 

framework and hence underpins the continuing reforms in Kenya that are geared towards an 
alternative monetary policy framework.
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Figure 1a: Dynamics of Money Multiplier (Money Supply, M3/Reserve Money)

Source: Central Bank of Kenya

Figure 1b: Velocity of money (Nominal GDP/M3)

Source: Central Bank of Kenya

aggregate targeting framework, the innovations have provided a strong foundation 
for strengthening monetary policy framework.

and savings products imply increased sensitivity of economic agents to the cost of credit 
and return on savings. This is evident in the increased segment of the population accessing 
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has been improved participation in government securities market over the years by retail 

 A forward-looking monetary policy that uses interest rates to guide 

2.2 Reforms Towards a Forward-Looking Monetary Policy Framework
   

14  

 Announcement of the 

of public debate about the direction of monetary policy. The framework therefore has the 
potential to improve communication between policy makers and the public and provides 
increased transparency and accountability for monetary policy.

13. The forward-looking monetary policy framework is underpinned by several key 
elements (IMF, 2015). 

agents around monetary policy direction and actions and for transparency and accountability 

the sale or purchase of their securities in the secondary market. 

insensitive to short-term shocks.



12 | MODERNISATION OF MONETARY POLICY FRAMEWORK AND OPERATIONS IN KENYA, JULY 2021

signals the monetary policy stance. A well-functioning interbank market is therefore critical 

countries.17 

Institutional Infrastructure Reforms

14. The Constitution of Kenya 2010 anchored the independence of the CBK while 
Amendments of the CBK Act have strengthened the institutional infrastructure for 
monetary policy formulation.

15. CBK strengthened modeling and forecasting capacity and adopted the Forecasting 
and Policy Analysis Systems (FPAS) since September 2013. 

quantity-based framework. The framework facilitates provision of an economically coherent 

surveys. 

targeting and forward-looking monetary policy framework.
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demand-side pressure that is distinct from supply-side shocks.
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Communication of Monetary Policy

support from other central banks, particularly the Swedish Central Bank (Riksbank).18 
A comprehensive monetary policy communications strategy has been developed with the 

well-articulated and clear manner.  A key tenet is to ensure that a diverse audience has access 

 

that the market-sensitive information reaches all stakeholders in a timely manner.

international press.

public including social media. 

for enhanced accountability and transparency.

communication.

who report on central bank issues.
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provide consistent information over time to build credibility. Timely communication with 

website. This has minimised the distortion of news by media outlets.

communiqué contains detailed information that is useful to audiences as varied as the 

briefed on a regular basis.
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information content available to the MPC. 

interviews to maintain consistency in key messages.

access information about CBK’s activities was redesigned to facilitate greater access 
to information. 

information are regularly updated on the website to provide quick access to stakeholders. 
Key reports available to the public include the annual and quarterly banking sector reports 

available on the website. 

submits reports to Parliament as required by law.

Statement also contains a review of the implementation of monetary policy stipulated in 

24. The communication strategy has resulted in increased understanding of CBK 
actions. 
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borrow from each other.

degree of interbank market activity and reliance on central bank facilities verses interbank market for intermediation of 

Monetary Policy Implementation 

25. To facilitate alignment of short-term rates with the CBR, reduce volatility in the 
interbank rate and improve monetary policy transmission, CBK implemented an interest 
rate corridor in 2012. An interest rate corridor is a framework for guiding short term interest 

adopted forward looking monetary policy frameworks use an interest rate corridor to align 
the policy rate to short-term rates in order to enhance monetary policy transmission. Analysis 

  The interest rate corridor was therefore intended to help 
ensure that money market interest rates move within a reasonably close range around the 

of the corridor system was a precursor for transitioning to a forward-looking monetary policy 

26. However, the interest rate corridor system was disrupted by the placement of three 
banks under receivership and damaged further by the introduction of interest rate caps 
in September 2016. The placement of three banks under receivership heightened interbank 

temporarily disrupted the proper functioning of the interbank market with implications for 

27. Monetary policy implementation on a day-to-day is undertaken by the Monetary 
Policy Management Committee (MPMC) whose operations are guided by the monetary 
policy stance of the MPC.22 

market.

28. Strengthened market conduct through introduction of the Debt Market Forum 
(DMF) and the Bond Market Forum (BMF) to facilitate the development of a vibrant 
and deep Government bond market, and realisation of the domestic debt borrowing 
targets. 

such as banks and pension funds. These developments have fostered best practices in the 
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29. A stable and well-priced yield curve has been developed to support pricing and 
stability of the interest rates on government securities as well as broaden investor access 
and choices. The depth of the market has been enhanced by issuance of benchmark and 

increased liquidity and deeper markets.

Transformation of Kenya’s Banking Sector

30. Working for and with Kenyans. 
Kenya’s banking sector to ensure that it supports the aspiration of shared prosperity for all 

31. Drawing lessons from recent receiverships of banks. The gulf between the banks 

and strengthening the banking sector ensured the necessary continuity and restoration of 

32. Strengthening the banking sector through a New Normal. 

position.

33. Resetting the banking sector. 

concerns and fears were credibly addressed. This culminated in the issuance of the Kenya 
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34. The customer is at the heart of banks.

on their business strategy focus on customer centric innovation. 

35. Making borrowers credit history count. 

considering a borrower’s credit history. 

Banks’ Reference Rate (KBRR) was introduced in July 2014, to facilitate a transparent 
credit pricing framework. 

37. Under the Charter, all banks have developed Risk Based Credit Pricing Models 
(RBCP) that they have engaged CBK on. 

i) Pricing should be empirical and evidence/data based –

The model should distinctly outline 

charges. 

directly related to lending and any other costs should be adequately supported and 

The model should evaluate each individual customer’s 

based on customer’s creditworthiness.
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v) Credit Reference Bureau (CRB) information – 

vi) All-inclusive pricing – 

vii)  Full disclosure of the Annual Percentage Rate (APR) to be charged to   borrowers 
– 

38. Full disclosure to customers. 

incorporated in the website.

Objective: To entrench a responsible and disciplined banking sector that works for 
and with the Kenyans. 
Pillars

Customer centricity
services and practices. 
Risk based credit pricing
of borrowers. 
Transparency 
and services. 
Ethical banking
considerations in banks’ strategies.

 Implementation Progress: 

plans.

39. Doing the right thing. 

must therefore be integrated in the operations of banks. Decisions by banks must balance 
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appraisal and monitoring.

circumstances arising from the pandemic. 

their banks for assessment and restructuring of their loans based on their respective 
circumstances arising from the pandemic. 

to the pandemic.

40. Supporting the economy and borrowers through the coronavirus (COVID-19) 
pandemic.

providing relief to customers to ride through the pandemic as customer centricity was called 

the brunt of the pandemic.

41. The banking sector is no longer the preserve of a few. The green shoots of the 
ongoing transformation of Kenya’s banking sector are already evident. The sector’s assets 
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increase.

42. Much more remains to be done. 

therefore focus on the unserved and underserved segments of the population particularly 

leverage on technology to adopt real time supervision of banks. As new players emerge 

43.  The banking sector working for and with Kenyans. The transformation of Kenya’s 

working for and with Kenyans. 

2.3  Current Monetary Policy Framework

44. The current monetary policy framework in Kenya has elements of a forward-
looking approach. 

45.  The Central Bank Rate (CBR) is formulated using a Taylor rule that is inbuilt in the 
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from those based on any data revisions and conceptual changes in the measurement of the 
output gap.         

46. The FPAS model used by CBK in macroeconomic forecasting is consistent with 
international best practices. 

development of alternative policy scenarios. 

47. MPC considers a wide range of information in monetary policy decision making. 

 

48. The CBR is used to signal the monetary policy stance and is the reference rate for all 
monetary policy operations. 

interest rates to move downwards. Lower interest rates encourage economic activity and thus 

broad monetary supply and credit to private sector are part of the indicative parameters. 

49.  The MPC monetary policy decisions are communicated to the public through 
various channels.  
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over the years and enhanced the information content. The press release covers current 

of diverse communication channels has facilitated a wider dissemination of monetary policy 

As part of the communication 

51. The monetary policy decision is implemented by the MPMC mainly through 
open market operations.
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3. SELECTED COUNTRY EXPERIENCES AND LESSONS  

demand function rendering monetary targeting framework untenable as well as the 
23 

the public.
towards adopting a forward-looking monetary policy framework.   

25  

measurement is limited.
enhances transparency. 

including unconventional monetary policy in responding to such shocks.   Kenya has also 

54. Reviewed countries have adopted diverse forecasting frameworks that are 
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The reviewed countries have strong communication strategies 

besides observing strict accountability frameworks. They also communicate to the public that 

  A key insight from 

  Kenya has already 

similar to the reviewed countries.  

56. Reviewed countries in Africa adopted a gradual approach in modernisation of 
monetary policy frameworks.31  

analysis indicate that transition to a forward-looking monetary policy framework is a gradual 

similar gradual process and is at an advanced stage of implementing the necessary reforms 
for further strengthening a forward-looking monetary policy framework.  

for their monetary policy decisions and for forecasting purpose. 

 

The main reasons behind publishing voting records include strengthening accountability of decision-makers and supporting 
markets’ understanding of the decision-making process.
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59. To facilitate alignment of short-term rates with the policy rate and improve 
transmission, countries implement a band of the interbank rate around the policy 
rate. 

corridor that allow interest rates to remain higher than the policy rate on the upper bound 
compared to the lower bound. A wider interest rate corridor in the initial period allows for 

be narrowed to further enhance the transmission from the policy rate to short term rates.

operating target.32  

operating target depends on the level of segmentation in the market and volatility of the 

noted that most countries that have adopted a forward-looking framework use the overnight 
interbank rate as the operating target since most transactions are overnight.  

3.3  Limitations of Forward-Looking Monetary Policy Framework 

61. Supply-side shocks.

shocks. 

1).

 

computed based on weighted averages or trimmed means. The weighted interbank is calculated as the weighted average 
of the interest rate at which overnight unsecured funds are transacted by all banks in the domestic interbank market. The 

transacted. 
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similar challenges to those highlighted above. The review showed that countries in Africa 

 

3.4  Lessons from IMF Technical Assistance  

65. Following a request from the CBK, the IMF provided Technical Assistance (TA) 
on monetary policy design and implementation in February 2020. The TA reviewed the 
current monetary policy framework alongside the elements of alternative frameworks that 

assessment of each recommendation.   

Monetary Policy Decision-Making Process

66. The CBK has a clear price stability mandate, a strong commitment to an announced 
 

macroeconomic forecasting model and good technical capacity for forecasting and that the 

67. CBK has institutionalised a Forecasting and Policy Analysis System (the FPAS) 
consistent with international best practices.
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68. Communication on monetary policy is largely consistent with international best 
practices. 

Monetary Policy Transmission

69. The traditional monetary policy transmission channels work but could be 
strengthened by aligning short term market rates to the policy rate. This will enhance 

cost of credit website will minimise the disparities between the policy rate and the other rates. 

70. Increased monetary policy credibility in Kenya.  The analysis showed a declining 

which points to an increase in monetary policy credibility in Kenya.

Monetary policy implementation

71. The interbank market, which plays an important role in the transmission 
mechanism, is functioning in Kenya. 

The short-term volatility in the interbank market is mainly driven by liquidity conditions. 

grow the secondary market for government securities.

72. Transparency over banks’ loan pricing policies could be enhanced. The pricing of 

robust reference interest rates as yardsticks for pricing such loans. The reset frequency should 
be set at the origination of the contract and not at the discretion of the bank. Loan rates 

reputation.
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4. IMPLEMENTATION OF THE FORWARD-LOOKING MONETARY POLICY FRAMEWORK 

4.1 Current Status of Implementing the Monetary Policy Framework 

73. Kenya is at an advanced stage of implementation of a forward-looking monetary 
policy framework (Table 1). All the prerequisites for a forward-looking framework are 

framework. Some of the major achievements towards the modernisation of the monetary 
policy framework are highlighted in Table 1 below and the details of the focus areas to further 

Table 1: Status of Forward-Looking Monetary Policy Framework

Pre-requisite Status

-
tive of monetary policy

and remedial action. 

forecasting framework decision process. Quality of forecasts continue to improve with regular capacity 

such as the hotel industry survey.

Accountability and transparency

for monetary policy signals that short-term interest rates are coordinated by the policy rate.

the banking sector.

decisions.

segmentation is still of concern.

monetary policy transmission.

access and savings.
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framework. 

of price stability. Kenya strengthened the institutional framework for monetary policy 

consistent with international best practices.

4.2 Strengthening Implementation of the Monetary Policy Framework

75. CBK has initiated a number of reforms to strengthen the monetary policy 

Monetary Policy Decisions

the economy.

the structure of the Kenyan economy has continued to evolve particularly with widespread 

to evolve with increased shocks and uncertainties with possible implications on price stability 

frameworks to support monetary policy decision making process.  

Monetary Policy Implementation 

77. Improving the functioning of the interbank market.

of short-term rates (Figure 2).
short-term rates to the policy rate in order to reduce volatility and enhance monetary policy 
transmission.
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Figure 2: Short-term Interest rate

Source: Central Bank of Kenya

78. Narrowing the interest rate spreads in the interbank market.  Small banks 
continue to face relatively higher borrowing rates attributed to asymmetric information 
on counterparty credit risk (Figure 3).  Due to the uncollateralised nature of lending in the 

Figure 3: Interbank rates by bank size

Large to Large Large to Small

Source: Central Bank of Kenya

79. Skewed liquidity distribution and volatility in the interbank market. Liquidity 
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(Figure 4).  

Figure 4: Liquidity holdings by banks size (percent) 

Large Small

Source: Central Bank of Kenya

 Monetary Policy Transmission Mechanism

80. Continue to enhance transparency in pricing of credit by banks.  

Monetary Policy Communication

81. Need to strengthen CBK’s education role. 
 the levels of the requisite numeracy and ability to 

comprehend and analyse economic data is much lower.  This is a problem that is not unique 

continuously update and broaden the focus of the communication strategy to strengthen 

stakeholders. 
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5. SPECIFIC MEASURES  TO STRENGTHEN THE MONETARY POLICY FRAMEWORK

83. CBK has made notable progress in implementing the requisite elements of a 
forward-looking monetary policy framework.

the monetary policy stance. The operating target will be a short-term interest rate while the 

economic agents around monetary policy direction and actions and enhance transparency 
and accountability.    

  A forward-looking 

pressures. 

85. This section provides an action plan in addressing remaining issues to fully 
transition to a forward-looking monetary policy framework. The required reforms include 

Monetary Policy Decision making process 

analytical tools.

87. Broaden the coverage of MPC Surveys to supplement the macroeconomic 
forecasting framework. 

regions in the country. 
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88. CBK continues to diversify its data sources and to collect more granular and high 
frequency data to support forecasting and monetary policy decision making as well as 
enhance its supervisory mandate.
management and business intelligence practices by way of employing emerging and modern 

facilitate near-real time data capture and analysis. 

Monetary Policy Transmission and Implementation 

89. Build on the current monetary policy operation framework through enhanced 
measures to align short term rates to the CBR. 

the interbank rate would provide a more balanced representation of an operational target.   
   
90. Enhance the functioning of the interbank market through roll out of a modern 
Central Securities Depository (CSD). 
provide both domestic and foreign investors greater access to the capital market and promote 

collateral for repo transactions.

91. Strengthen market intelligence and engagement to improve functioning of the 
This will be achieved through direct 

interaction and dialogue with market participants in order to improve policy and operational 

transmission. 

credit across customers and banks. This will enhance monetary policy transmission.
 
Monetary Policy Communication

93. Enhance CBK’s public education role and broaden the set of stakeholders.  The use 

conferences and introduction of public forums across the major towns in Kenya. 
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communication.
make use of web statistics to measure the quantity and quality of communication. The results 

95. The measures for implementation are presented in Table 2.

Table 2: Measures to Strengthen Kenya’s Forward-Looking Monetary Policy Framework 
Issues to be addressed Action Progress

Monetary Policy Decision Making Process
1.

modeling and forecasting 
frameworks in line with 
changing structure of the 
economy.

Diversify forecasting and analytical tools

New surveys introduced with 

presence.

2. Availability of timely and 
reliable high frequency and 
granular data. 

system.

Monetary Policy Transmission and Implementation
3.

market. already initiated.

Developments of a trimmed mean to 

the calculation of the interbank rate to 
provide a more balanced representation 
of an operational target.

Various measures of interbank rate 

4.
short-term rate. operations through introduction of a band 

the interbank rate.    

functioning of the interbank market.

5.
pricing. banking charter and risk-based loan 

pricing.
of loans by banks

information sharing

Monetary Policy Communication
6.

understanding of monetary 
policy decisions.

-
ferences with other stakeholders.

communication to the public 
including social media.

towns in Kenya.

communication
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6. THE MONETARY POLICY COMMITTEE’S COMMITMENT

transitioning  the monetary policy framework from a monetary targeting framework to 

implementation and transforming the communication strategy. Some of the critical steps 

of a cost of credit website which provides information on fees and charges relating to loan 

enhancement of its communication strategy in line with international best practices.

identifying areas that need further reforms. The reforms mainly relate to the monetary 

the functioning of the interbank market in order to strengthen monetary policy transmission 

policy decisions. 
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I. South Africa

1. The primary objective of monetary policy in South Africa is to achieve and maintain 
price stability in the interest of sustainable and balanced economic development and 
growth.

monetary-aggregate targeting and an eclectic approach. 

2. SARB has full operational autonomy. Monetary policy is set by the Bank’s 

monetary policy response to the shocks.

3. On the institutional framework, SARB has a Monetary Policy Committee comprising 

Bank. 

rate that signals to the market the stance of monetary policy. 

liquidity are handled by a centralised unit- the Financial Markets Department. The bank 
seeks to align the operating target – the South Africa benchmark overnight interbank rate- to 

rate. An appropriate liquidity requirement or structural money market shortage is created by 
levying a cash reserve requirement on banks. The cash reserve requirement is enforced based 

prudential liquid asset requirement. 
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conducted at the repo rate and an automated standing facility whereby the end-of-day 

points below or above the policy rate. A range of open market operations are also conducted 
to manage the liquidity in the market in order to enforce the monetary policy stance. The 

shocks. 

choice of the central bank. 

forecasting tools.

was used in case of failure to achieve the target to inform the public about the nature 

and the projected time for returning to target range.

penalty rate was also added.
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II. Ghana

6. The monetary policy objective of the Bank of Ghana (BoG) is price stability – low 

including those for growth and employment. 

7. On the institutional framework, BoG has a Monetary Policy Committee (MPC) 
comprising seven members - 5 internal members and 2 representatives from Treasury. 

on the policy interest rate.

and monetary policy frameworks as well as supporting legal and regulatory reforms. 

the policy rate. 

9. As part of the transition arrangement, a framework was put in place to ensure 
A joint 

other goals are subordinated.

10. The BoG used the transition period to strengthen its monetary policy 
implementation capacity and to close some key data and information gaps that are 
critical to the IT process. 
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12. BoG also started to build its modeling and forecasting capacity with the help of 
the IMF and the Bank of England to provide support to IT implementation

monetary policy. 

13. A new communication strategy was introduced at BoG to increase transparency and 
accountability.

recorded in fully incorporating real sector developments into monetary policy decision 
making due to lack of quality and high frequency real sector data. 

III. Uganda

15. The primary policy objective of the Bank of Uganda’s monetary policy is to hold 
 A secondary policy objective 

of monetary policy is to ensure that real output is as close as possible to the economy’s 

modernisation following a number of challenges in macroeconomic management generated 
by the transformation of the economy that made monetary aggregates targeting untenable. 

policy to support policy communication to the public and clear separation of the domestic 

the central bank. 

16. The Monetary Policy Committee (MPC) makes decisions on the stance of monetary 
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17. In the implementation of the decisions of the MPC, the main objective is to steer 

points range corridor. 

18. BoU has reported some success with implementation of its IT-lite framework.

19. BoU acknowledges that the main challenges in implementation of IT lite include 

rate. 

the economy.

structural policies.

forward-looking monetary policy framework.

internal balance between aggregate demand and supply in the economy. The fact that 

policy signals. 

central bank.

IV. Mauritius

20. The Bank of Mauritius Act (2004) stipulates that the primary object of the Bank is to 
maintain price stability and to promote orderly and balanced economic development. 
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stability stemming from shorter-term economic developments and longer-term monetary 
developments. This ensures that the conduct of monetary policy does not overlook important 
information relevant for assessing future price trends.

22. In this framework, the repo rate is used as the policy rate, in place of the Lombard 
rate, to signal monetary policy stance. 

supply of reserve money such that the overnight interbank money market interest rates move 

its discretion and in whatever volume required to hold the overnight interbank interest rates 

overnight interbank interest rates. 

24. The BOM reviewed the minimum Cash Reserve Ratio Requirement (CRR) and its 
Standing Facilities to support the ‘corridor framework’.

25. Challenges with the interest rate corridor framework implemented in Mauritius 
mainly is the constant need for BOM to enhance its ability to deal with structural 
liquidity.

V. Georgia

26. The main objective of the monetary policy is to maintain price stability, where price 
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necessary precondition for long run economic growth. 

27. Monetary Policy committee formulates and implements the monetary and 

to announce and monetary policy rate. The monetary policy rate is the interest rate on 

website on the same day. 

28. Under the IT framework the short-term interest rates are used as the operational 
tools.

target in Georgia and like all central banks, the NBG activates its monetary policy tools 
when the shock is from the demand side.
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VI. Brazil

of Brazil (BCB). 

32. Monetary Policy committee (Copom), created in June 1996, is responsible for 
setting the target for the policy interest rate – the Selic rate.

achievement of monetary policy objectives. The decision is then disclosed on the internet 

outlook.

public.

34. The implementation of the Real Plan has managed to accomplish sustainable price 
stability in the long term. 

 



 | 51MODERNISATION OF MONETARY POLICY FRAMEWORK AND OPERATIONS IN KENYA, JULY 2021

 Anchoring 

VII. Indonesia

36. The overriding objective of monetary policy in Indonesia is to create and maintain 
rupiah stability that contains two salient aspects, namely stability in relation to goods 

37. MPC comprising the Governor, three Deputy Governors, and some Directors in 
BI’s monetary stability wing is responsible for monetary policy decisions. 

38. Monetary policy decisions are implemented with the aim of achieving monetary 

operations are conducted in a conventional manner and also based on sharia principles. 
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VIII. Sweden

41. The objective for monetary policy in Sweden is to maintain a low and stable rate of 

target. 

the monetary policy meeting.

43. To implement its monetary policy, the Riksbank uses its operational framework 
with the assistance of market operations and standing deposit and lending facilities. 

standing deposit and lending facilities are aimed at ensuring that the overnight rate on the 
market for Swedish krona is close to the repo rate.
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on household debt levels were large. Negative interest rates boosted property prices and 
household debt levels to new record levels relative to income.

45. The Swedish economy is highly integrated with the European economy. About half 

IX. New Zealand

46. The primary objective of monetary policy is to maintain stability in general level 

monetary policy committee (MPC).

47. The Monetary Policy Committee (MPC) is responsible for formulating monetary 
policy directed towards the economic objectives of achieving and maintaining stability in 

employment.

Statements every quarter.
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changes in interest rates on economic activity through various channels is two years in New 

Zealand.
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1. Monetary policy implementation has evolved in tandem with the evolution 

have transitioned from direct instruments to indirect instruments of monetary policy 

monetary policy objectives by encouraging market participants to take particular actions in 

liquidity in the banking sector. The principle therefore is to sell securities in order to 

banks can come for secured loans from the central bank on an overnight basis at a 

not have automatic standing facilities with respect to overnight lending.

2. Monetary policy implementation is broadly guided by the MPC’s monetary 
policy stance.

 the interbank market
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on money market liquidity conditions.

3. The CBK OMO actions are advertised on Reuters, including the amount it intends 
to inject or mop up.

4. The CBK began modernising monetary policy implementation by aligning the 
interbank rate with the CBR as part of transition to forward-looking monetary policy 
framework in 2012. 

spreads and improved interbank volumes (Figure 5)

markets. The strengthening of the functioning of the interbank market is key to enhance the 
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Figure 1: Volume and Value of mobile transactions
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Source: Central Bank of Kenya

Figure 2: Currency outside banks to deposit ratio 

Source: Central Bank of Kenya
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Figure 3: Currency Outside Banks as a Ratio of Reserve Money and Broad Money, M3

Source: Central Bank of Kenya 

 

South Africa Kenya

Source: Various Central Bank Websites
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Figure 5: Interbank market 

Spreads have continued to narrow                                   
 

Spread

 
  Source: Central Bank of Kenya

The interbank market has remained vibrant

Source: Central Bank of Kenya
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The strategy requires 

outcomes. The distinguishing features of the framework are summarised in Table 1. 

Monetary Targeting

Short term interest rate e.g interbank 
rate

2. Under the forward-looking framework, the policy rate (CBR) is used to signal 
monetary policy stance.

in output from its potential.  The Taylor rule is the basis for the interest rate setting behaviour 
by central banks that have some autonomy over monetary policy.

 

 t

t
yt

operational target as opposed to the reserve money in monetary targeting framework. The 

to long term rates with a view to changing the behavior of economic agents in response to the 
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The 
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Recommendations by the IMF CBK Action

Monetary Policy Decision Process

cross-check current estimates.
theoretical foundations important for establishing 
causal relationships.

Develop a methodology to assess macroeconomic forecast 
quality. forecasts to minimise the forecast errors 

rate.

category.
survey.

alternative scenario.

Already implemented as a component of output and 

Test the sensitivity of the baseline interest rate path using 

markets are critical in the assessment of the economy 
and monetary policy decision process.  

decisions. population with unique information requirements. 

Monetary Policy Transmission

Stabilise the short-term rates close to the policy rate.

banking sector charter and risk-based loan pricing.

rate would provide a more balanced representation of 
an operational target.

price variable rate loans.
banking sector charter and risk-based loan pricing.

harmonisation of contractual documentation based on 

contracts.

enhance the functioning of the interbank market.
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Recommendations by the IMF CBK Action

Monetary Policy Implementation

monetary policy framework with interbank rate as an 
operating target.

term rates close to the policy rate.
allotment.

shocks.

regular reviews of forecast accuracy.

with the National Treasury on projections of 

including a weekly liquidity forecast and daily liquidity 
conditions data. the National Treasury.

demand for open market operations based on medium-
term liquidity forecasts

 
Allow full averaging and the remuneration of the local 

short-term autonomous factor swings on short-term rates.
 

Allow the reserve requirement on foreign currency 
requirement based on the banks’ total local and foreign 
currency deposit liabilities.

and open market operations scheduling to avoid policy 
rate changes within a maintenance period.

up to date data. 

standing deposit and credit facilities. 
This is important for monetary policy signaling and 
transmission.
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monetary policy transmission channels (Mishkin, 1996)

1. Interest rate channel:

will in turn lead to increase in aggregate demand and prices. 

attractiveness of foreign denominated deposits compared to deposits denominated in local 
currency leading to a fall in the value of domestic currency relative to other currency deposits. 
The lower value of the local currency makes domestic goods cheaper compared to foreign 

and aggregate demand.

3. Bank lending channel: 

credit markets. Thus certain borrowers will not access credit markets unless they borrow from 
banks. So long as there is no perfect substitutability between bank deposits and other sources 
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