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e Global growth was resilient in 2025, easing slightly to 3.0% on the back of pre-tariff trade, easing
inflation, improving financial conditions, Al investments and fiscal stimulus in some economies.
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e Growth is however projected to slow to 2.9% in 2026 constrained by higher tariffs, fiscal pressures,
policy uncertainty and geopolitical risks, with significant divergences across economies and regions.

e Central banks are expected to continue easing, with the US Fed projected to cut rates by 50bps in
2026, supporting global liquidity. Lower rates are expected to keep the US dollar on the backfoot, a
directional call supported by improving economic conditions outside the US.

e East Africaremains a regional and global outperformer with growth projected at 5.5-6.0% in 2026. The
strong growth will be supported by infrastructure investments, FDIs into and early gains from the
energy and mining sectors — particularly oil and gold in Uganda and Tanzania, improving liquidity,
resilient private sector and low inflation.

e Uganda and Tanzania are expected to outperform while Kenya’s recovery will be steady but slower.
Risks for the region include declining aid, fiscal pressures, volatile external environment and emerging
socio-political risks.

e Kenya’s economic momentum strengthened in 2025 growing at 4.9% and is projected to accelerate
10 5.3%in 2026, supported by low inflation, easing financial conditions, recovering domestic demand,
targeted public spending and stable macros. Recovery will be broad-based, but the pace will vary
across sectors.

e The Central Bank of Kenya is expected to maintain an easing bias, lowering the CBR by a further 50bps
to 8.5%. Inflation should remain within the target, despite gradual rise in demand pressures as the
monetary base expands and demand recovers.

e Despite the easing bias, the direction of interest rates will be hinged on the government’s borrowing
plan with elevated domestic borrowing plans likely to exert some modest upward pressure on yields
in the year.

e Key risks to the outlook include constrained fiscal space, climate related shocks and potential
crowding out of investments if sovereign financing needs intensify. Risks from external shocks may be
somewhat mitigated by the strong and rising FX reserves.

e Bottomline; the outlook for 2026 is broadly positive with improving momentum across sectors. Even
then, execution of public projects, fiscal discipline and management of risks around government
borrowing, climate shocks and global uncertainty, will be crucial to sustaining the momentum.

This report is for information purposes. It represents the views and opinions of DTB Research desk and are not necessarily the position of the bank and 1
may change from time to time. Contact us via research.analysis@dtbafrica.com for questions, clarifications, and any specific requests.
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Global Context
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Global growth was resilient in 2025, slowing
moderately to 3.0% from 3.1% in 2024. Industrial
production and trade were lifted by front-loading
ahead of higher tariffs in the earlier half, while
lower inflation and eased financial conditions
underpinned modest recovery in services.

Moreover, gains from increased investments in
Artificial Intelligence (Al), fiscal stimulus in
countries like China, US, Germany and improved
global liquidity stemming from central bank’s
easing, partially offset the tariffs’ effects on growth.

In 2026, global GDP growth is projected to
moderate further to 2.9%, as higher tariffs, fiscal
strains, ongoing policy uncertainty and fluid
geopolitics dampen investments and trade.

GDP Growth Trends Across Economies

GDP Growth (%)
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Source: IMF, World Bank, OECD, UNCTAD, DTB Research

Even so, growth will continue to diverge across
regions and economies. Whereas advanced
economies are expected to show greater resilience
especially the US, growth in Emerging Economies
is projected to moderate to 4.0% from 4.3% in
2025, primarily due to slower growth in China,
where property market slump has weakened
consumer spending and Trump tariffs threaten the
export-driven economic model.

Key themes for 2026

Trade uncertainty will continue to linger
Trade and capital flows will continue to adapt to the
evolving global trade policies, with the continued
decoupling of US-China relations underpinning

caution. The one-year sunset clause in the US-
China trade deal, which allowed for suspension of
new tariffs on some goods, could reignite tensions
in 2026. For the US, the growing dependency on
tariff revenues weakens the possibility of scaling
back on the tariffs. Further fragmentation of US-
China relations may further realign supply chains
as China seeks other markets for its goods.

Fiscal risks to persist

Fiscal strains have risen in both advanced and
emerging economies driven by record public debt,
rising spending needs and a prolonged period of
high-interest rates that have stretched debt service
costs for economies. While some economies are
pushing for fiscal spending to support recovery,
majority will need to consider fiscal retrenchment
to ensure continued debt sustainability. US, China,
Japan and Europe carry the biggest systemic debt
risks for the global economy.

Central banks will continue to ease
financial conditions

Persistent economic uncertainty, moderate
inflation and fiscal strains support the case for
further central bank easing in 2026, but scope and
pace will vary across economies. Labour market
developments will also be key, although changing
immigration policies & uncertain trade policies are
clouding its outlook.

The US Fed, the global policy leader, is projected to
cut rates twice in 2026 by a total of 50bps, although
stubborn service inflation risks a higher-than-
expected terminal interest rates, could trigger a US
dollar rebound.

Major Central Banks Policy Rates
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Changes to the Fed’s Board and the sustained
pressure from President Trump for lower borrowing
costs might not substantively alter the Fed’s path
in 2026, in our view.

Meanwhile, slower growth, moderate inflation and
potential fiscal tightening in Europe and the UK
may support further rate cuts. Easing by developed
economies willenhance scope for growth-oriented
policies in emerging and developing markets as
global liquidity improves and appeal for the major
currencies weaken on unfavourable yield appeal.

US dollar - Volatile with a downward bias

After depreciating by 11% in the last year, baseline
expectations for the US dollar in 2026 remain
bearish - volatility with a downward bias. This is
predicated on the possibility of lower interest rates
by the Fed coupled with improving conditions
outside the US that have increased the appeal of
other currencies as global risk appetite rise.
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However, the dollar could rebound if US inflation
remains stubborn, compelling the Fed to pause
rate cuts, and/or global markets turn defensive
possibly on escalation of the lingering geopolitical
tensions especially in the Middle East or tariff war
with China re-escalate, pushing inflation in the US
higher.

Energy prices to remain subdued

Low energy prices continue to play a catalytic role
in driving global resilience. Median forecasts
project that oil prices will fall below US$ 60 per
barrel in 2026 due to an emerging and persistent

This report is for information purposes. It represents the views and opinions of DTB Research desk and are not necessarily the position of the bank and
may change from time to time. Contact us via research.analysis@dtbafrica.com for questions, clarifications, and any specific requests.

market oversupply, driven by rising supply from
both OPEC+ and non-OPEC+ producers amid weak
globaldemand growth. Risks to the outlook include
geopolitical tensions involving Venezuela, Russia,
and Iran which could cut supply, pushing prices
higher.

Average Crude Oil Price Trend
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Source: OPEC, EIA, IMF, World bank, DTB research

Optimism around Al to persist

Al and its transformative impact will continue to
drive investments and markets in 2026 led by the
US and China. For now, upside from Al is mainly
from the investments although early productivity
gains are being reported in the US & China.

Climate action

Climate adaptation and green finance will remain
core to the global economic resilience. However,
the move by the US to pare back support for the
global climate change agenda could slow
investments in the US and set an unfavourable
precedence for climate investments outside the
US. While other jurisdictions like Europe and China
may step up to fill the shortfall, fiscal constraints at
home may limit scope.
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East Africa Summary Outlook
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East Africa remains a bright spot in Sub Saharan
Africa (SSA), demonstrating strong resilience.
Despite heightened uncertainty, the region is
projected to grow by 5.5-6.0% in 2026, faster than
projected SSA’s and global averages of 4.0% and
2.9% respectively.

Annual GDP Growth (%)
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Source: IMF, World Bank, DTB research

The positive outlook is underpinned by sustained
infrastructure spending, growing FDIs to the energy
and mining sectors, improved domestic liquidity, a
resilient private sector, improving agricultural
productivity, softer global financial conditions, low
domestic inflation and stronger currencies.
Tanzania and Uganda may draw further upside
from record gold exports (US$ 4.4Bn — 2025) and
initial oil exports (21,000 barrels), respectively.

Despite low incomes and purchasing power
weakness, a rising consumer base is supporting
aggregate spending in the region. That said, the
pace of growth will vary, led by lower-base Uganda
(7.6%) and Tanzania (6.3%), driven by public
spending, while Kenya (5.3%) will continue to lag
primarily due to fiscal constraints.

The resilience is despite fluid global trade,
declining aid, volatile commodity prices, growing
fiscal strains, debt pressures and emerging social
political concerns in the region.

Inflationis easing and is expected to remain
subdued.

Inflation has eased and converged below the
region’s medium-term target of 5.0%. Across the
economies, food security has improved, energy
prices and exchange rates have stabilised, and

demand pressures remain moderate, as income
growth lags pre-pandemic levels. Monetary policy
is increasingly responsive to inflation risks, with
improved coordination with fiscal policy,
supporting price stability. However, with steady
and continued easing, we expect demand
pressures to gradually rise, causing mild increases
in inflation from the current low base, but will
remain below the medium-term target of 5.0%. For
EAC, average inflation is projected to rise
moderately to 4.2% in 2026 from 3.7% in 2025.

Annual Average Inflation (%)
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Source: CBK, BoU, BoT IMF, World Bank, DTB research
Financial conditions have eased, but risks
remain elevated

Financial and liquidity conditions across the region
have improved, with double digit rise in M2 (Cash +
near cash assets) across Kenya (+11%), Uganda
(+17%) and Tanzania (+26%), driven by a
combination of central bank easing and public
spending especially in Uganda and Tanzania.

Liquidity continues to expand
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Credit to the private sector has also accelerated to
10%, 18% and 6% in Uganda, Tanzania and Kenya
respectively.

Private Sector Credit Trends
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Across the region, we expect policy makers to
maintain policies aimed at supporting further
recovery, reducing the cost of living and driving
sustainable growth.

However, an increased shift towards domestic
deficit financing could redirect some of this
liquidity back to the sovereign, crowding out
development.

Central Bank’s Policy Rates
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Exchange Rate stability to persist, barring any
fresh shocks

Regional exchange rates have strengthened and
stabilised over the last 18 months supported by
improved balance of payment positions and robust
financial accounts. Current account deficits
across East Africa have narrowed sharply
underpinned by low energy prices, stronger export
performance and favourable commodity dynamics
especially gold. At the same time, steady inflows
of FDIs, portfolio capital and external funding have
comfortably offset higher capital goods imports
linked to the large-scale infrastructure projects in
the region. Moreover, central banks have also
continued to rebuild foreign exchange reserves,
reinforcing external buffers and reducing
vulnerabilities to shocks.

Uganda Tanzania Kenya

2024 2025 2024 | 2025 2024 2025
Currency/USD -2.7% -1.7% -5.1% | 3.1% | -17.4% -0.2%
C/A deficit (%) -8.0 -5.4 -2.6 -2.2 -1.3 -2.3
Bal of payment
(US $Bn) -4.3 2.4 2.4 -2.0 -1.5 -1.9
FX Reserves
(US$) 3.3 6.0 5.5 6.3 9.2 12.4
Months of
Imports 2.3 4.3 4.4 4.9 4.7 5.3

Source: CBK, BoU, BoT, DTB research

These supportive fundamentals are expected to
extend into 2026, providing a solid backdrop to the
currencies. While portfolio flows may moderate
with yield compression, FDIs could gain
momentum as governments prioritise private and
collaborative funding structures to ease debt
pressures. Importantly, strong FX reserves should
continue to anchor investor confidence limiting the
risk of disruptive capital outflows due to short term
volatility. Additional upside to the outlook stem
from expanding export capacity in mining and
potential oil exports, in a softer US dollar
environment, which should enhance sentiment
towards the regional currencies.

This report is for information purposes. It represents the views and opinions of DTB Research desk and are not necessarily the position of the bank and 5
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Kenya Economic Outlook
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The economy gained momentum in 2025, growing
by an estimated 4.9% from 4.7% in 2024. The
recovery was largely driven by strong agricultural
performance, resilient services and a rebound in
construction, supported by increased public
spending and investments linked to the partial
repayment of pending bills.

Accelerated economic growth, well managed
inflation, strengthening labour markets and the
accommodative stance of the central bank are
expected to support a gradual acceleration in
household incomes and spending.

Kenya's GDP Growth rate (%)
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More broadly, improving liquidity, recovery in
domestic demand, a firm exchange rate, smoother
supply chains and easing finance costs lifted
industrial activity. However, despite some positive
trends, manufacturing remained soft as high
business costs weighed on competitiveness.

Services showed modest improvement, helped by
easing inflation and enhanced access to credit
following the continued easing of financial
conditions by the central bank, although overall
performance remained below historical trend due
to lingering household income strains.

Outlook

Looking ahead, the outlook for 2026 is broadly
positive. We expect growth to accelerate to 5.3%,
faster than the estimated 4.9% in 2025. In the
short-term growth will be underpinned by recovery
in domestic demand, low inflation, improved
financial conditions and targeted government
spending. Renewed access to international capital
markets and effective public-sector divestures
should help finance this spending while keeping
public debt growth manageable, in the short term.

Source: BMI

However, recovery will be uneven. Higher income
households are likely to lead spending, buoyed by
additional wealth from rising equity and bond
prices. However, mass-market consumers are
expected to remain cautious and value-driven,
prioritising essentials, as incomes recover more
slowly, although the base is likely to widen.
Business surveys already point to rising
employment, which should gradually lift incomes,
broaden the consumer base and support demand.

Meanwhile, business spending will also track the
strengthening sentiment, rising domestic demand
and credit market upturn.

Improving confidence among businesses

Kenya's PMI

53.7 53.7

48.8
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Source: Stanbic PMI
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Public spending

Fiscal Expenditure, KShs Bn
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Fiscal policy has remained supportive of economic
activity although the associated multiplier effects
have been modest. Debt service has continued to
place pressure on public finances, accounting for
nearly 40% of total expenditure over the last three
years. Public debt estimated at 68% of GDP has
stabilised but remains high, leaving the country at
high risk of distress, in the event of macro-
economic shocks.

JAN-21 JAN-22 JAN-23 JAN-24 JAN-25

m Debt/GDP m Debt Service/Revenue m Debt service/Total Expenditure

Source: National Treasury, DTB Research

That said, short term risk of distress has been
mitigated by recent debt restructuring initiatives
including maturity extension of commercial debt. It
is on this backdrop that Fitch & Moody’s upgraded
Kenya’s sovereign credit rating and outlook in
January 2026. However, the government may have
to sustain reforms including a durable build-up of
FX reserves and revenue growth to strengthen
overall debt resilience.

Recent sociopolitical developments will continue
to influence the pace of consolidation as the
government recalibrates its revenue-raising
measures. Revenue has continued to miss
government estimates, staying below 18% of
GDP. While ongoing improvements in tax
administration and efforts to broaden the tax base
may yield gradual revenue gains, higher spending
envisaged for FY2026/27 will the deficit widen to
about 5.3% of GDP in FY2026/27.

Deficit as a % of GDP
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Source: National Treasury

While debt accumulation has slowed and fiscal
buffers improved, economic conditions remain
strained. As a result, the government intends to
scale up development spending to support growth
and ease some of the economic pains. While this
policy shift could provide a near term lift to activity,
it may add to fiscal risks in the medium term if not
accompanied by substantive revenue growth.

Risks

The outlook is not without risks. Constrained fiscal
space, coupled with a volatile global environment
and increasing exposure to climate-related shocks
continue to pose challenges to the outlook.
Moreover, while business and consumer
confidence has strengthened, sentiment could
swing with political developments ahead of the
2027 general elections, though disruptions are
expected to be minimal. Effectively managing
these structural and cyclical risks, while
supporting the ongoing recovery will be critical to
sustaining the economic momentum.

This report is for information purposes. It represents the views and opinions of DTB Research desk and are not necessarily the position of the bank and 7
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Thematic areas into 2026
Broad-based growth, cutting across sectors

In our baseline case, growth is expected to broaden
and accelerate across most sectors in 2026, led
primarily by services and industries.

Sectoral Growth (%)
6.0
54 58
4.6
4.3 3.9 4.0 4.3
0.8
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Source: KNBS, DTB research

Construction

The sector s

expected to

T= 6.0% .
remain a key

Growth powered by engine of

infrastructure & housing growth,
supported by

investments

increased
infrastructure and housing investments.

The government plans to more than double
spending on roads to over KShs 500Bn in
FY2026/27, partly funded by the KShs 204Bn
Safaricom divesture and the expected KShs 160Bn
from Kenya Pipeline privatisation, alongside
continued settlement of pending bills and
investments in affordable housing.

Although private construction has slowed due to
weaker demand for commercial and office space,
improving credit conditions could support a
recovery especially in residential space. While
value of approved building plans in Nairobi
declined by about 20% in 2025, stronger funding
conditions should help to accelerate completion of
ongoing projects. Net lending to the sector
increased by KShs 66Bn (25%) in the year to June
2025, signalling improving momentum.

Manufacturing

Manufacturing is

h 2.4% expected to
post modest

Gains from higher gains,  with
demand, spillover growth
accelerating
from 2.0% to
24% in 2026,
supported by stronger domestic demand,
spillovers from construction activities, improved

effects of construction

access to credit and relatively stable input,
transport and logistics costs. Growth is likely to be
led by the non-food segment reflecting increased
construction related demand.

Leading indicators already point to rising activity,
including a 16% increase in cement consumption
in 2025, higher imports of industrial input and
stronger demand for transport equipment. While
adverse weather conditions in late 2025 and early
2026 may weigh on the food segment, improving
credit conditions, evidenced by an 11% (KShs
59Bn) increase in credit to the sector should
provide some support. Nonetheless, competitive
pressures and uncertain global trade dynamics
remain key risks to investments.

Energy

The sector could
ﬁ 1 0% see increased
investments,

Electricity consumption not only in

grew by 10% in 2025 to renewable
12Bn KwH power but
also thermal

energy following

Parliament’s decision to lift the moratorium on new
independent power producers as demand for
power rises, and the need for reliable supply
become critical. In 2025, electricity consumption
increased by 10% to 12Bn KwH and could remain
in double digits as economic momentum picks up.

This report is for information purposes. It represents the views and opinions of DTB Research desk and are not necessarily the position of the bank and 8
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Similarly, mining activity may gain traction, with
gold emerging as a key area of potential growth as
exploration and extraction efforts intensify.

Sustained recovery in services

The service sector, which has lagged historical
trends since Covid is expected to extend its
recovery into 2026. After being constrained by
weak consumer spending, tight financial
conditions and elevated operating costs, the
sector closed 2025 on a firmer footing.

Gradual improvements in purchasing power and
labour markets conditions are set to broaden the
consumer base, supporting higher incomes and
demand for services.

Trade

Despite global trade

6.0%

Growth supported by
stronger demand, credit
markets & spending.

uncertainty,
muted credit
conditions
and subdued
consumer
demand in 2025,
the trade sector
bounced off its 2024 low growth of 3.8% to an
estimated 5.0% growth in 2025, with momentum
strengthening in the second half as the political
environment stabilised.

Activity is expected to gain traction as consumer
confidence and consumer base strengthens,
credit markets improve and government spending
boost cashflows along value chains. Growth is
expected to accelerate to about 6.0% in 2026.
Retail expansion is likely to be led by the Middle &
upper-income households, while wholesale trade
should benefit from rising economic activity,
moderate inflation and improving sentiment.

The extension of the AGOA agreement with the US
is expected to support exports and investments
even as producers seek new & competitive export
pathways. Continued digital adoption will remain a
key enabler of trade. However, evolving tariff
policies and shifting domestic policies, including
additional payslip deductions, remain a key risk to
sentiment. Credit to the sector expanded by less
than 10Bn while household credit rose by under
5.0%. The sector has one of the highest NPL ratio at
22% as of June 2025.

Transport & Logistics
The sector has a

strong link to
-F g
()

roum growth in real
economic

Volumes at the Port +12% activity
Vehicle registrations +25% given  the
multi-

sectoral

dependency. Faster
growth in the sector will be supported by recovery
in trade, construction, manufacturing and travel &
tourism, with notable increase in water, road and
air transport. Volume of goods handled at the
Mombasa Port surged by 12% in 2025 and
expected to gather steam this year. Improved
household incomes are also expected to boost
demand for travel, motor vehicles and logistic
services. In 2025, motor vehicle registrations rose
by 25%, reflecting strong demand for personal and
commercial vehicles. Meanwhile, international
travel is also set to rise, with a projected 10% rise
in tourist arrivals, while the relocation of some UN
offices to Nairobi is expected to further lift
business and diplomatic travel. Credit to the sector
stagnated in 2025, partly due to the 17% NPL ratio
for the sector.
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Finance and Insurance

The finance and
m 6.3% insurance

sector will

Growth fueled by easing benefit from

conditions, deepening easing
liquidity and upbeat financial
financial markets conditions,

improving

financial markets sentiment, deepening global
liguidity and enhanced economic confidence, all
of which should drive higher demand for financial
services. The effects of recent interest rate
reduction are expected to be more pronounced in
2026, both by stimulating demand and reducing
borrowing costs for households and businesses.
After an estimated growth of 5.7% in 2025, the
sector is projected to grow by 6.3% in 2026
reflecting stronger financial intermediation.

Real estate

Real estate has remained one of the more resilient
sectors supported by continued investments amid
persistent supply gaps in certain areas, especially
the middle-lower market segments. The rapid
growth of short-term accommodation, the need for
smaller shops (by SMEs) has helped to sustain
activity.

Rental yields and house prices continue to recover
from Covid-lows while demand for mixed-use
developments and industrial and storage space is
rising alongside the recovery in trade and
economic activity. Public investments in affordable
housing have added momentum particularly in the
underserved low-income segment and improving
credit conditions may also unlock stalled
developments, while lifting demand for home

Agriculture

Agriculture is

e expected to
% 4.0% maintain
solid growth

Government subsidies, supported
productivity gains, by
improving liquidity to sustained
support resilience. government
subsidies,

productivity gains from improved farming practices
and seed varieties and recovering demand as
incomes improve, despite persistently high input
costs. Government interventions will support
growth in grains and a gradual recovery in sugar
output. After expanding by an estimated 4.2% in
2025, growth could moderate slightly to about
4.0% in 2026 due to weather-related risks.
However, early IGAD’s indications of above normal
rainfall in the Mar-May season should present
upside potential particularly for tea, grains and
horticulture supporting output and export growth.

Inflation will rise moderately but remain
within target

Inflation was somewhat sticky through the second
half of 2025, anchored by the combination of
moderate food and fuel price increases, a stable
exchange rate and subdued demand pressures;
factors we expect to persist into the earlier part of
2026.

Kenya Inflation Rate (%)
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may gradually improve as oversupply pressures Source: KNBS. DTB research
ease and economic activity strengthens, although
gains are expected to be modest.
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Moreover, price pressures at the production levels
have continued to ease with deflation in the
Producer Price Index over last year, while transport
costs have remained stable, indicating limited
price pressures at the production level. Although
there are risks to the outlook from potential
weather-related shocks and a gradual recovery in
domestic demand, driven by an expanding
monetary base, we see overall inflation holding
below the 5.0% midpoint at an average 4.8% in
2026, although this will be higher than the 4.1%
average for 2025.

Average Inflation (%)
Average 2025 4.1%
Q1-2026 4.6%
Q2-2026 4.9%
Q3-2026 4.8%
Q4-2026 4.9%
Average Inflation 4.8%

Source: KNBS, DTB Research

Monetary policy will keep interest rates low
and stable

The central bank extended its easing cycle through
2025 as policy focus shifted towards supporting
economic growth in an environment of stable
inflation, with decent success. Short-term interest
rates have declined to their decade average, base
lending rate have slowed by over 200bps to under
15%, credit growth has pivoted from contraction,
rising to 6.3% by end of 2025 and liquidity as
measured by broad money (M2) rose 11% in 2025.

Trends in CBR, Lending rate and credit growth

Shorterm Market Rates & M2 Growth (%)
14% 0.2%

9.3%

6.3%

In 2026, the CBK will have to balance the need to
further stimulate credit growth against the risks to
exchange rate stability and inflation expectations.
Undoubtedly, monetary policy is currently better
positioned to absorb shocks, supported by foreign
exchange reserves of US$12.4Bn, equivalent to 5.3
months of imports, which is comfortably above the
EAC convergence threshold of 4.5 months, limiting
risks to the exchange rate. Credit growth has picked
up but remains below levels consistent with
optimal economic output. Meanwhile, the risk of
capital flight remains moderate, global uncertainty
continues to pose a key downside risk.

With inflation projected to remain within the target
band of 2.5-7.5%, we expect the Central Bank to
maintain its easing bias through Q2-2026, lowering
the CBR further to a terminal rate of 8.50% from the
current 9.00%.

CBR (%)
Dec- 2025 9.00%
Mar - 2026 8.75%
June - 2026 8.50%
Sept - 2026 8.50%
Dec - 2026 8.50%
Average Inflation 8.50%

Source: CBK, DTB Research

The path of US monetary policy will be
consequential for global interest rates, although
stronger economic prospects and enhanced
buffers for emerging and developing economies,
may allow for faster easing.

Interest rate outlook hinges on Government
borrowing

Fiscal policy has been a key driver of interest rates,
at times offsetting the impact of monetary policy.
More recently, however, fiscal actions have
complemented CBK’s easing stance with liquidity
injection to the system through the partial

2% 0200 s YYYTTIIL LY payments of pending bills. Despite the state’s
4% T T S T YN WD Ty d T . L .
§375535538338882585¢8 fiscal consolidation plan, the fiscal deficit is
expected to widen in 2025, largely reflecting
Lending rate CBR PSC M2 .
weaker than expected revenue performance amid
persistent spending pressures.
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Even then, fixed income markets have delivered
strong returns since late 2024, supported by the
central bank led decline in interest rates, that
pushed bond prices higher.

Market conditions remain broadly supportive of
further yield compression, with tame inflation,
ample system liquidity, and the possibility of
further central bank easing. Moreover, a stable
exchange rate and improved foreign exchange
reserves should continue to underpin investor
confidence and support capital inflows.

Treasury Bill Rates

T-Bill Rates (%)
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However, fiscal dynamics present a key risk to the
outlook. Preliminary government estimates point
to a wider fiscal deficit of about KShs 1.1 trillion. To
finance this gap, the Treasury plans to borrow a
record KShs 1.0Trillion from the local market, up
sharply from KShs 635 Bn in FY2025/26. Elevated
local issuance could tighten liquidity conditions
and reintroduce upward pressure on Yyields,
particularly in the latter half of the year. However,
enhanced spending on local projects could
mitigate some of these risks.

Exchange Rate

After trading within a narrow range of KES 128.50-
130.50 against the US dollar in 2025, the shilling is
expected to remain broadly stable in 2026. The
outlook is underpinned by a strong external
position, with a rising balance of payment surplus
driven by resilient export growth and a strong
capital account that should offset higher imports.
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At the same time, improved global appetite for
emerging market assets and a weaker US dollar
could support durable portfolio inflows while early
exploitation of gold reserves could lift export
earnings and support the currency.

The strong foreign exchange reserves will provide
an important anchor for exchange rate, improving
predictability in the year. At the same time, debt
service costs are expected to ease in the short
term, providing further relief to the shilling.

While limited FX purchases by the CBK to build
reserves could allow for mild appreciation of the
shilling, the outlook is not without risks. Growing
reliance on capital flows, lingering risks of debt
distress, and volatile global markets present a
degree of uncertainty around the otherwise stable
outlook.

FX Reserves
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Source: CBK, DTB research
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