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Central Bank told to
gradually ease rates
Top economist
says expectations are that
Kenya will
adopt a slower
pace for bank
rates though
there is still difficulty in determining the
CBR

PROCESS: Standard Chartered Regional head of Research for Africa Razia Khan.
plus.
“Obviously the concern
was that that was a very
high, substantive real interest rate gap. The reason
why CBK had to make an
outright move was simply
to keep the interest rate
policy relevant (by signalling easing on the CBR),”
said Khan.
The economist said expectations are that the CBK
will adopt a more gradual
pace of easing, though there
is still difficulty in determining the CBR.
She said moving the
Monetary Policy Committee meetings from monthly
to bi-monthly would obviously compensate for the
aggressive move in the last
meeting.
“This tells us how much
easing we should anticipate
going forward and the pace
of the easing.

“Most of the people I’ve
talked to in Nairobi seem
to be expressing some level
of nervousness about the
potential of further aggressive interest rate cuts,
the concession being that
‘you’ve got a good situation going, don’t disrupt
that by taking interest
rates down very aggressively’,” Khan said.
She said there’s no indication of intention to cut aggressively in the future as
inflation slows.
“We see that inflation is
going to be well-behaved
through 2013, almost certainly remaining singledigit. And unless something
should go very wrong either
on the exchange rate or oil
prices, it will take a substantive external shock now to
move Kenya away from that
single-digit inflation trajectory,” observed Khan.

Khan said these signs say
something about the sustainability of low inflation,
with StanChart’s forecast
suggesting that it could dip
further to fairly low levels –
even to three per cent – in
the near term “because the
basics are going to become
more powerful”.
So, how fast should the
CBR come down?
“Possibly
150
basis
points in next meeting in
November rather than the
350 we saw last time, and
possibly another 150 two
months later to take us to
10 per cent – that’s in January – and thereafter a moderation of easing, down to
about 8.5 per cent and nine
per cent,” said Khan.
“Any lower than that
would expose the economy
to external vulnerability...
don’t do too much in one
go.”

Insurance companies told to be innovative
BY MARTIN MWITA
INSURANCE companies
in East Africa have been
challenged to be innovative
and adopt technology to
develop appealing products
for the new generation.
Association of Insurance
Brokers of Kenya chairman Muchemi Ndung’u on
Friday said insurers must
exploit the opportunities
and challenges arising from
political, economic, social,
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BY JAMES WAITHAKA
THE CBK should gradually
ease its rate going forward
to avoid possible external
shocks on the economy, a
top economist on Africa
said last week.
Razia Khan, Standard
Chartered’s regional head
of research for Africa, said
while there is a strong argument in favour of gradualism the aggressive rate cut
by the CBK on September
5 was necessary to close the
gap between headline inflation and the policy rate.
“A lot of people were surprised by the extensive easing we saw from CBK ... our
own forecast was as much
as 300 basis points, not so
much because we thought
there was a strong case for
aggressive easing but because of the gap that had
opened up between headline inflation and the policy
rate,” she said.
While the CBR was at
16.5 per cent, inflation had
come down to about six per
cent, creating a huge gap of
about 10 percentage points-
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technological, environmental and legal frame work
changes.
Speaking at the association’ annual seminar in
Diani, Mombasa County,
Ndung’u said customers are
increasingly demanding for
simple, transparent, speedy
and convenient services.
He said technological
changes are influencing
customer expectations and
perception.
“The fundamental shift

will force us to rethink and
re-examine our role in the
insurance value chain if we
are to remain relevant to
the customer. We need to be
more innovative in product
design and delivery to add
value to our clients,” said
Ndung’u.
He urged insurers in the
region to target low income
earners by designing appropriate insurance products.
He called for a speedy
harmonisation and stand-

ardisation of the legal and
regulatory framework in
the East African Community member states.
“We need to lobby our
regional governments to
fast track standard measures in order to achieve
a favourable business
environment. This will enable the insurance industry
to increase the penetration
levels into the regional market to a higher percentage,”
said Ndung’u.

“The Tipping point is that magic moment when an
idea, trend, or social behaviour crosses a threshold,
tips, and spreads like wildfire,” says Malcolm Gladwell
in the book The Tipping Point: How Little Things Can
Make a Big Difference.
Today, There are seven billion of us and what is
clear is that the crowd or crowds are interconnected
in a way that is simply unprecedented and off the
charts. The shock wave reaction to a movie made by
Sam Bacile called the innocence of muslims which
has been viewed 3,260,587 times on YouTube compared to Kony2012 which has been seen 92,788,272
times, has been felt from Jos to Khartoum to Benghazi and Cairo and as far as Bangladesh. The United
States ambassador to Libya J Christopher Stevens
was killed in Benghazi but that appears to have
been a well calculated revenge attack for the drone
strike on Al-Libi which used the wildfire reaction as a
smokescreen.
Now set these events alongside these comments
from the US army war college quarterly 1997. The US
officer assigned to the deputy chief of staff (Intelligence), charged with defining the future of warfare,
wrote “One of the defining bifurcations of the future
will be the conflict between information masters and
information victims.”
This information warfare will not be couched in the
rationale of geopolitics, the author suggests, but will
be “spawned” - like any Hollywood drama - out of
raw emotions. “Hatred, jealousy, and greed - emotions, rather than strategy - will set the terms of
[information warfare] struggles”.
Now what are the consequences of this new 21st
century madding crowd? A madding crowd which
can be inflamed by a fellow with a camera and an
account with YouTube. For president Obama, it poses
significant risks. You will recall the Iranian invasion
of the US Embassy in Tehran and how that stand off
sapped support for president Jimmy Carter. We have
now entered a similar period for Obama.
There are plenty of flame throwers in a population
of seven billion. Bacile has shown that the 21st century equivalent of throwing the match is a camera
and the knowledge of how to upload content onto
Youtube. The consequences of throwing a Match
onto a tinderbox are entirely unpredictable, by their
nature. This extreme unpredictability is evidenced
by the fact that we have parked two gun boats off
the Benghazi coast, ready to bomb the very folks to
whose help we went to stop Gaddafi from bombing
them.
It’s rather peculiar. Now what are the consequences of this new normal? I think it adds beta and volatility into a situation which is blinking amber again.
Food prices are at a record and food and revolution
have a sky high correlation coefficient.
The geopolitical tail risk. Tail risk is “really, really bad
outcomes.’’
Shares go up and down and readers are advised that this
column represents Mr Satchu’s personal opinions.

