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Be open on interest
plan, state urged
BY CONSTANT MUNDA
THE National Treasury and the
Central Bank have come under
heavy criticism for not clearly
communicating strategy to
steer the country out of the
wracking high interest rates amid
a weakening shilling.
This may have led to speculative
trading in the foreign exchange
market, research economists said,
compounding the depreciation
of the shilling against the globally bullish US dollar in recent
months.
John Randa, a senior economist
with the World Bank Group, said
the Treasury and CBK officials
should move fast and make public their strategy on containing the
spiking interest rates.
This should include the implementation time frame to help rid
the market of speculations.
“The market has to know ‘for
how long we are likely to remain
in this situation [high interest
rates]’. No one has come out to
tell us the strategy,” Randa said
last Thursday. “That communication is important and they should
come out and tell us where we are,
where are going and how long is it
likely to take.”
The weakening of the shilling
by 15.56 per cent year-on-year
through Friday’s 103.05 units
against the US dollar – linked to
some degree of speculative trading – has jolted plans to borrow
Sh570.2 billion to plug the deficit
in the Sh2.1 trillion.
This greatly overshot government’s forecast of an average of
90 units when crafting the budget,
Treasury CS Henry Rotich said on
September 16.
The depreciation of the shilling
has led to increased payments towards dollar-denominated debt,
while high interest rates to check
on its volatility has resulted in
high cost of borrowing.
“I think we need to see more
communication coming through
to avoid market interpretation

LAST week’s surprise placement
of mid-tier Imperial Bank under
statutory management has sent
shivers down the spine of some
bottom-tier lenders.
The closure of the bank that
controls 1.8 per cent market
share and which has been on an
aggressive expansion drive, left
thousands of depositors stranded.
Small banks are worried the

Can YOU outsmart
the expert?

ALY KHAN’S
STAR
PORTFOLIO

“STORM CLOUDS
GATHERING’’ IN KENYA

ADVICE: World Bank’s senior economist John Randa.
which may be incorrect,” Nicholas Malaki, chief investment officer at Pinebridge Investments said
on September 8.
Rotich told the Parliament last
Thursday the government was
looking at floating another Eurobond next year, in addition to
the $750 million syndicated loan,
to ease the pressure on interest
rates.
At last week’s auction, the CBK
borrowed Sh13.0 billion through
the 91-day Treasury bills at 22.1
per cent interest.
The Treasury is however caught
between a hard place [keeping the

interest high and stabilising the
shilling] and a rock [lowering the
interest rates and weakening the
shilling further].
Micah Cheserem, the chairman
of the Commission on Revenue
Allocation and a former CBK governor, said keeping interest rates
low is paramount.
“A lower interest rate is better
because it will support growth,”
Cheserem said last Thursday during the launch of World Bank’s
Kenya Economic Update report
that downgraded growth projection to 5.4 from six per cent due
to depreciation of the shilling.

Small banks feel pinch of Imperial’s closure
BY STAR REPORTER

Monday, October 19, 2015

depositors could snub them in
favour of bigger lenders seen to
be “safer”.
“Post this move on Imperial
Bank we are going to see a massive flight to quality and this will
place intolerable pressure on the
smaller banks,” Aly Khan Satchu,
the CEO of consultancy firm
Rich Management, told the Star.
The Kenya Bankers’ Association, last week reassured customers the closure was “isolated and

not systemic” to the sector.
KBA asked its members to
“continue to … make available
information and customer service
support to address any concerns
that customers may have”.
Sharia-compliant Gulf African
Bank has moved to reassure customers its practices were sound.
“This was a unique development and has no bearing on Gulf
African Bank in any way,” the
bank said.

THE latest Economic Update by the World Bank, which was released
last week, was captioned ‘’Kenya Economic Update : Storm Clouds
Gathering – the economy facing strong headwinds’’.
The Headline is the story and evidently some deliberation went into
its choosing.
In this economic update, the World Bank cuts its 2015 Gross
Domestic Product projection to 5.4 per cent [I believe we will post a
sub-five per cent full-year GDP print this year] from six per cent. The
bank also cut its 2016 margin by a similar amount to 5.7 per cent.
The report said: “The revisions reflect the reassessment of risks associated with macroeconomic instability resulting from exchange-rate
volatility, inflationary threats associated with concerns about currency
depreciation and delayed fiscal consolidation, balance of payment pressures, and the poor transmission of the effects of low oil prices.”
The World Bank was as forthright as its headline caption in its
report.
The bank said: ‘’The current expansionary fiscal path is not sustainable and presents a risk to growth. Although heavy infrastructural
spending is a boon for Kenya’s production space and future growth,
the short- to medium-term macro-fiscal framework is vulnerable to
macroeconomic shock as fiscal space has been wiped out. The overall
fiscal deficit of 8.3 per cent of GDP in 2014/15 and a budgeted 8.7 per
cent of GDP in 2015/16 is high by any standard.’’
Of course, the World Bank’s report was issued before the news
around Imperial Bank was received.
Bloomberg carried a story on Friday and I quote: “The near-term
outlook has deteriorated rapidly, There is an acute liquidity squeeze,
which we expect to hurt second-half 2015 performance.”
In the same Bloomberg article, a fellow named Brickman is quoted
saying: “Given how aggressively the Central Bank of Kenya has been
tightening its monetary policy conditions, this could be the start of
skeletons falling out of the closet. Some marginal lenders may find
themselves in trouble.”
And this is surely an issue. Smart money does not wait and debate.
It moves real quick and I would have thought plenty of it has already
moved in what is called “The flight to quality’’ the world over.
“It is not looking like there will be an inflexion point for the better any
time soon,” Bryan Carter said.
The bottom line is this. The “go-go days” of last year when we could
lift our hand and request a billion dollars and get $2.75 billion are long
gone.
Today, when we request a billion, the market is responding: ‘’Hey!
We gave you $2.75 billion last year. What did you do with it? Give us a
satisfactory explanation before we proceed.’’
No satisfactory explanation [as far as the market is concerned] has
been forthcoming yet and that’s why yields on 91-day Treasury bills
jumped to 21.4 per cent at an auction on October 8, a record high.
The point is, we are going to have to act decisively now on the fiscal
side otherwise we will cede control to the market.

Today, when we request a billion, the
market is responding: “Hey! We gave
you $2.75 billion last year. What did
you do with it? Give us a satisfactory
explanation before we proceed.’’
Shares go up and down and readers are advised that this column represents Mr Satchu’s personal opinions.

