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The
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Phenomenon

L

ast Monday I wrote ‘’The
most important currency to
watch right now is the USDCNH [and] It could slice through
7.00 like a hot knife through
Butter.
The Offshore USDCNH market
popped through 7 on Monday
[sending a shiver through Global
markets - The Markets emit
signals and the signal the market
was emitting was that there was
a precise correlation coefficient
between a weaker Yuan and
weaker S&P 500 Futures] and

closed on Friday at 7.0985.
On Thursday, China set its
yuan fixing [onshore] weaker
than 7 for the first time since
2008.
President Trump finally pulled
the Trigger on citing China as a
currency manipulator.
“We’re in that bizarro world
where you can be a currency
manipulator if you fail to manipulate your currency’’ tweeted @
TonyFratto.
It is clear that the Chinese
have been keeping the Renminbi
[Yuan] artificially high.
George Magnus writing in
Bloomberg’s Quint
China allowing the yuan to
slide below 7 to the dollar is a
watershed moment for currency markets that’s symbolically
equivalent to the U.S. and other
countries abandoning the gold
standard in the interwar period,
or the collapse of the postwar
Bretton Woods system of fixed
exchange rates four decades ago.
The implications for the global
economy are equally significant.
The world’s major currencies
aren’t tethered in the way they
were in those periods, but gold
and Bretton Woods both served
as anchors for the world’s monetary system, and their demise reflected the economic and political

disarray of their times.
Today, the yuan is semi-pegged to the U.S. dollar. The
arrangement serves as an anchor
for China’s financial system, now
the world’s largest by assets; for
many currency systems in Asia
and around the world; and for
U.S.-China economic and financial relations.
If that mainstay ruptures, it’s
liable to set off chain reactions
inside and outside China.
That’s why the loosening in
currency policy by the People’s
Bank of China this week, while
it may seem unremarkable for
most people, is an important
development.
Late last year, the view was
“This is all on Xi’s shoulders,”
said Trey McArver, co-founder
of Beijing-based research firm
Trivium China.
“Xi has personally said that he
would handle relations with the
United States and at this point,
he has failed. Those relations are
spiralling out of control.” [Bloomberg]
What is clear is that Xi Jinping
has repelled the US Advance
and this past week’s Yuan Price
Action was a message delivered
with finesse and subtlety and
whose import cannot be ignored.
Given that neither President

Trump nor Xi Jinping have it
seems any desire to back up, the
risks are skewed as follows.
We should expect more volatility in the Feedback Loop that
was characterised by Bloomberg
Businessweek thus the chaos
cycle -Powell speaks -Trump
tweets -China reacts -Markets
freak.
The Point is this the Yuan is
now the catalyst and China has
signalled it will be a shock absorber. Xi Jinping was also signalling
he had control of the console.
The direction of travel for the
Chinese currency is therefore
lower.
The Yen and the Swiss franc
considered safe havens in troubled times have been in demand
and Sterling was described as
‘’drinking at the last chance saloon’’ and closed on Friday with
its nose just in front of 1.2000.
Gold [safe haven] crossed
$1,500.00 for the first time since
April 2013. G7 Sovereign Bonds
tilted further and deeper into
negative territory.
So this bid for Safe-haven assets has intensified and a weaker
Yuan will only intensify this
impulse as it courses through the
veins of the Foreign Exchange
markets.
China has exerted the power

of pull over a vast swathe of the
world over the last two decades.
We can call it the China, Asia, EM
and Frontier markets feedback
loop.
This feedback loop has been
largely a positive one for the last
two decades. With the Yuan now
in retreat [and in a precise response to Trump], this will surely
exert serious downside pressure
on those countries in the Feedback Loop.
To wit, emerging market stocks
closed down for 11 days running ,
12 being an all-time record which
was narrowly missed.
The Purest Proxy for the China, Asia, EM and Frontier markets
feedback loop phenomenon is
the South African Rand aka the
ZAR.
The rand was down 0.4% to
15.1121 per dollar by 12:05 p.m. in
Johannesburg, its weakest level
on a closing basis since September 2018.
The rand is also the most volatile currency in the world, with
the one-week implied volatility
climbing a fourth day.
The Rand is at risk of a further
asymmetric downside move.
Aly-Khan is a financial analyst
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Treasury bill uptake slows as
banks shift back to customers
CBK received bids worth Sh29.5bn for 91, 182 and 364-day state securities

ELIZABETH KIVUVA
@elizabethkivuva

Banks and other investors continued
to shun governement securities with
a slowdown in uptake of the short
term facilities.
In the weekly auction ending August 8, National Treasury received
bids worth Sh29.5 billion for 91-day,
182-day and 364-days Treasury bills,
Sh3.5 billion less compared to Sh33
billion received in the week ending
August 1.
Central Bank’s data showed
that Treasury accepted bids worth
Sh26.63 billion last week.
This was amid falling yields on the
securities especially on the 91-day
and 182- day Treasury bills to 6.45
per cent and 7.15 per cent respectively.
The 364-day Treasury bills increased marginally for the third
consecutive week to 9.15 per cent.
The performance of the fixed income securities indicated a cuffed
demand coupled with Sh26.0 billion
and Sh27.2 billion worth in bids received for auctions ending July 18
and July 25, against advertised Sh24
billion.

This underperformance could be
held to commercial banks shying
away from the treasury notes due
to lower total returns.
During the release of the 2019
half-year results by Stanbic Group,
lending to the government remained
almost flat, with a shift to customers.
In the six months to June, investments to securities increased
by 2.79 per cent to Sh94.09 billion
from Sh91.54 billion set aside in a
similar period last year.
This compared to Sh177.08 billion
in loans and advances to banks and
customers, a 14.96 per cent growth
compared to Sh154.03 billion over
the period.
Equity Bank Group that also announced its financials said it had
cut back its loans to the Treasury
in favour of the mass market. The
bank’s loan book expanded 17 per
cent to Sh320.9 billion in the sixmonth period, as the bank shifted to
small and medium enterprise (SME)
lending.
Loans to the Treasury increased
at a slower pace of 13 per cent to
Sh179.6 billion in the period.
According to Cytonn Investments
weekly report, the government securities’ market has a normal shaped
yield curve currently with the mar-
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ket skewed towards the longer-dated
government securities.
The 91-day, 5-year and 24-year
government securities have yields
of 6.6 per cent on average, 10.2 per
cent and 12.9 per cent respectively.
This while customers borrowed
loans have interest rates of 13 per
cent. “With the normal shaped
yield curve, investors expect a

higher return for a longer period of
investment as it carries greater risk,”
Cytonn stated.
Apart from yields on the shortterm securities in the Kenyan market, there has been slow economic
activity with the equities market
posting a 27 per cent decline in
trading turnover as competition for
market share to intensify.

GETTING STARTED
WITH AI AT YOUR
COMPANY
AI has the potential to do so
much that it can be hard to
know how your company
should use the technology. To
start building an AI strategy,
try a few pilot projects. Your
goal should only partly be to
create value; more important
is showing stakeholders why
investing in AI is worthwhile.
Choose two to three projects
to increase the odds of having
at least one big win, and make
sure they can be done relatively
quickly — within six to 12
months. The projects should be
specific to your company and
shouldn’t be too trivial or too
ambitious. If possible, tie them
to ongoing initiatives, which will
make their results easier for
stakeholders to understand.
Most AI projects create value in
one of three ways: They reduce
costs, increase revenue, or
launch new lines of business.
Focus yours on at least one of
these goals. And if you’re still
building up your company’s AI
team, consider working with
external partners to get the
expertise the projects need.

