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NEWS BUSINESS
PHOTO STORY
KBL Head of
Innovation, Fred
Otieno (right),
interacts with
Harold Ocholla
(left), owner of
Roan Rooftop
Restaurant&Bar
in Kisumu on
Tuesday night
during the
company’s
regional launch of
Tusker Premium
Cider, the newest
innovation under
the iconic brand.

EXPERT COMMENT
ALY KHAN SATCHU

Shilling slumps
-2.16% against Dollar
since US Election

T

he Kenya Shilling closed out the week trading
around the 103.70 Level and that makes a -1.17
per cent slide versus the Dollar since the start
of the year. That slide created a flurry of media
demand for comment and it never ceases to amaze me
how relatively small moves in the Shilling create such an
outsize hullabaloo. I am always tempted to preface any
comment or opinion with the following comment.
Please note you can pretty much walk into a bank
or bureau and change your Shillings with a 50 cent
bid-offer spread. Today across vast swathes of Africa
this is not possible. Take a look at how many countries
are running official [typically overvalued] and parallel
currency markets. Nigeria and Angola spring to my
mind. Furthermore, The Shilling exhibits less volatility
than nearly all of its Sub Saharan Africa peers. Our forex
markets are visible, liquid and transparent which is
commendable.
So the Shilling has fallen -1.17% versus the Dollar
since the start of 2017 and -2.167% since November 8.
I cite November 8th because that was when Donald J.
Trump was elected US president and his election was
the starting pistol for a sharp ‘’Trump’’ rally. The Dollar
Index [The Dollar versus a basket of currencies] has
been on a tear and rallied +6.185% between November
8th and its January high last week. The Shilling has been
facing down a very vibrant Dollar, others have been
capitulating. The Mexico Peso [sits at the bleeding edge
of Trump’s policies] and the Turkish Lira [finds itself at
the epicentre of Syrian blow-back] have slumped to
all time lows during this period. In fact since November
8th, the Kenya Shilling has outperformed the fall in the
Dollar Index by a very wide margin. If we had matched
the Dollar Index rally since Nov 8th, The Shilling should
be trading at around 107.00, it is this thinking that
might be informing the bearish Shilling view. 107.00 is
a key chart level [It was an intra-day low in 2011] and a
violation of that level would be problematic from a chart
based analysis.
If you were to look at a trade-weighted Shilling, you
will note that the Shilling has appreciated against nearly
every currency in that trade-weighted index.
I am not privy to the thinking at the Central Bank of
Kenya but market participants are of the view that they
might look to dial down the level of their interventions.
We are in an election year and whilst I appreciate this is
an election for the president to lose, election years tend
to lop off 1.4 per cent off the Gross Domestic Product
as folks take a ‘’wait and see’’ approach and position
themselves defensively. This defensive posture tends
to weigh on the Shilling. Sub-optimal precipitation
[evidenced in water-rationing] is also a concern.
Weather shocks like drought typically send food prices
higher and that feeds into inflation very quickly. The
Inflation outlook is not looking as benign as it was
previously. The biggest single expense item for Kenya
and in fact for East Africa is in fact the fuel import Bill.
Lower crude oil prices have been a significant tail-wind
for East Africa. Of course the lower oil price structure
crashed SSA Economies from Luanda to Abuja
and many other places in between. Crude oil prices
have been pushing higher on OPEC quota discipline
optimism. I expect crude oil prices to hold below
$60.00 a barrel in New York through 2017 and that this
recent uptick to fade.
We also need to watch the government’s bond
auction data carefully now. The Interest rate cap bill
stampeded banks into government’s paper. That
demand appeared to be tapering at the year-end.
All is not lost though going by some of the
commentary you might think it was.
Aly-Khan is a financial analyst

PARTNERSHIP

ISK members to benefit
from Britam cover deal
CYNTHIA ILAKO/ Institution of Surveyors of Kenya
has partnered with financial services group Britam
to roll out discounted insurance rates to its members.
The partnership between the two companies will see
over 3,000 members of the institution access motor
private, motor commercial, professional indemnity
and domestic insurance covers at discounted rates of
up to 10 per cent. “Britam, with its expansive range of
products across its various business lines in Insurance,
Asset Management and property is well positioned to
add value along the supply chain to members of the
Institution by offering them very competitive rates,”
Britam Group principle executive director Stephen
Wandera said.

ECONOMIC OUTLOOK

Stable shilling lowers
2016 producer costs

Central Bank of
Kenya /JOSEPH
NDUNDA

Manufacturers were also favoured by a drop in the cost of utility
such as electricity. However, the cost of water rose
RICHARD MUNGAI
@Richiymungai

The cost of manufacturing in the country fell significantly last year helped by
a stable shilling that allowed industries
to cut the cost of importing raw materials.The fourth quarter Producer
Price Index published by the Kenya
National Bureau of Statistics showed
year-on-year producer inflation was
negative 0.47 per cent in 2016 compared to 6.74 per cent in 2015.However, quarter-on-quarter producer
inflation stood at 1.79 per cent in the
fourth quarter (October-December)
compared to 0.94 per cent in the third
quarter (July-September).PPI measures the average change in selling
prices received by manufacturers.
KNBS said this was the first time
since 2012 that year-on-year producer
inflation was in the negative territory.

That was mainly caused by a drop in
the cost of manufacturing chemicals,
textiles, apparels, non-metallic minerals, food products, motor vehicles, furniture, and the repair and installation
of machinery and equipment.
Manufacturers were also favoured
by a drop in the cost of a utility such
as electricity. However, the cost of water rose.There was also an increase in
the cost of manufacturing beverages,
tobacco, leather, wood, paper, rubber,
plastics, basic metals and fabricated
metal products.
“The stable exchange rate of the
Kenya shilling against major foreign
currencies led to the slow increase in
‘year on year’ producer prices,” KNBS
said in the analysis of the Producer
Price Index.
The Central Bank of Kenya’s data
shows the shilling remained relatively stable between 100-102 against the
dollar throughout 2016.
CBK’s hard currency reserves were

recorded at $6.97 billion (Sh723.83 billion), or the equivalent of 4.56 months
worth of import cover in the first week
of December 2016.The CBK says the
foreign exchange market continues to
be supported by the narrowing of the
current account deficit mainly due to
lower prices of imported petroleum
and machinery and equipment.
The local currency is further supported by resilient diaspora remittances and improved tourism earnings and
export receipts from tea and horticulture.According to the KNBS, the overall quarter-on-quarter producer prices increased mainly due to increases
in the manufacture of food products,
manufacture of rubber and plastic
products and manufacture of basic
metals and fabricated metal products.
However, producer prices of manufacture of textiles, mining and quarrying and manufacture of chemicals and
chemical products declined over the
same period.
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