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Shilling hits a new
low, focus on MPC
BY CONSTANT MUNDA
THE shilling slumped to a 48month low last Friday, portending
a headache for the policy makers
ahead of their scheduled meeting that happens after very two
months.
The currency last Friday closed
trade at an average of 105.65
against the bullish dollar, mirroring the levels last seen on October 12, 2011, when it averaged
at 105.96. Traders said they expected the weakness to spill over
to this week, citing increased demand for the greenback – mainly
from from telecommunications
and energy sectors – amid reduced
dollar inflows.
The Central Bank’s top decision making organ, the Monetary
Policy Committee, is expected to
meet later in the week going by
the tradition of reviewing monetary policy stance after every two
months.
During its unscheduled meeting
on August 5, the MPC left the indicative interest rate – the Central
Bank Rate– unchanged at 11.50
per cent to allow the impact of the
cumulative 300-basis point raise
on June 9 and July 7 to transmit
into the economy.
With the shilling heading towards October 11, 2011, intraday historic low of 107, researchers see the MPC increasing the
benchmark interest rates further.
“We still think there is a bias
for the MPC to tighten its policy
stance further to curb inflationary expectations from rising while
also ensuring that the currency
pressures subside even though
the August headline inflation
print declined,” CfC Stanbic Bank
economist Jibran Qureishi said in
a statement. “Cost pressures(for
businesses) remained elevated rising to a 17-month high which is
not surprising as the currency still
remains under pressure.”
Inflation last month eased for
the second straight month to
5.84 per cent from 6.62 per cent
in July on a 0.26 per cent slide

THE Kenya Bureau of Standards is planning to develop 12
new standards for the domestic
leather industry and six for the
East African Community market,
the agency announced last week.
Kebs said the new standards
will help improve the competitiveness of the industry through
value addition.
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IN CHARGE: CBK governor Patrick Njoroge gestures at a past event.
in food prices, but is expected to
edge higher in the coming months
largely on trickle-down effects of
the depreciating shilling.
Although companies reported
increased orders last month, according to monthly surveys by
CfC and Standard Chartered
Bank, many of them see challenges coming from the weakening of
the shilling, inflationary pressures
and difficulties in securing loans.
Stanchart’s chief economist for
Africa, Razia Khan, however said
the conditions are not as adverse
as they were in 2011, when the
CBR was increased by 11 percentage points in three months to rem-

edy the situation.
“We see only another 100 bps
of policy tightening in this cycle, although more exaggerated
FX (foreign exchange) weakness
would pose an upside risk to our
CBR forecast,” Khan said.
The weakening shilling will also
result in increased interest payments by the government in servicing the overall debt that stood at
Sh2.79 trillion as at May, Sh420
billion rise from Sh2.37 trillion in
June 2014. About 56.3 per cent of
the debt was dollar-denominated,
up from 40 per cent in June 2014.
Treasury spent Sh109.8 billion in
the 11-month period to May.

Kebs plans new standards for leather industry
BY MERCY GAKII
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“For Kenya to attain its goal of
becoming a manufacturing hub
in Eastern Africa, standards must
be employed and observed,”
Managing director Charles Ongwae said in a statement. “This
will mainly be done through a
value addition process that adheres to laid out standards.”
He spoke during a sensitisation workshop for the leather
industry players in Naivasha,

where dealers were trained on 90
existing standards.
Acting secretary of Kenya
Leather Development Council
Charles Ndung’u said players in
the industry have little information on grading processes, ending
up with low quality products.
“The middle class are very
conscious when it comes to quality. Businesses must work with
this in mind,” he said on phone.

CHINA put on quite a swanky show last week to commemorate the
end of the second World War on the V-day parade.
Brazillian journalist Pepe Escobar opined in the Asia Times: “And
then, there it was, strutting its lethal stuff on the Tiananmen catwalk:
the Dongfeng-21D. A cracking land-based anti-ship ballistic missile
capable of destroying one of those multibillion-dollar US aircraft
carriers with a single hit.’’
All the major missiles were labelled with their English abbreviations
in big white letters, and this was surely because there was a message
and the recipients of this Chinese message, speak English.
In particular, one of the key elements of the Pentagon’s pivot to
Asia is the air-sea battle concept. This concept envisages the battle
beginning with a “blinding attack” against Chinese anti-access facilities
and incorporates “distant blockade” operations. The Dongfeng-21D is
China’s riposte to the ‘’blinding attack’’ component of the pivot to Asia.
President Nicolas Maduro of Venezuela turned up and Venezuela
was slotted $5b. President Omar Bashir of Sudan was welcomed
as ‘’an old Friend of China’s’’ by President Xi Jinping. Other African
presidents have been beating a path to China from President Eduardo
Dos Santos of Angola to President Joseph Kabila of DRC and even
South Africa’s Jacob Zuma. These Folks are nursing ‘’blinding’’ hangovers.
The challenge for the Chinese leadership remains one of stabilising
its economy. However, The negative spill-over has already infected the
commodity markets.
Crude oil remains below $50.00 in New York, copper is at multi-year
lows and it was the commodity markets which have proven the early
warning signal.
The rout in the commodity markets has in turn routed the ‘’monoline’’ African economies. Zambia’s Kwacha, for example, has crashed
34% this year. 70% of Zambia’s exports [Copper] go to China. The rand
is back at levels just below 14.00 to the dollar.
The cause of China’s slowdown and the effect - a routing of
commodity related currencies - is as plain as day and for all to see.
Some African countries like Angola are loading the balance sheet
with debt because this unprecedented and disjunctive slow-down is
increasing ‘’regime-change’’ risks.
The problem with this strategy is that if the commodity markets
do not rebound, they could end up like South Sudan which at the last
count had debts on the balance sheet of $4.1 billion [versus 0 in 2011]
with very little to show for it.
This strategy of adding more leverage in the down-market could
compound the situation big time, down the road.
The commodity markets move in broad sweeps. Those hoping for a
‘’Hail-Mary’’ pass and betting their countries on that pass, look to me
like they are making a bad bet with potentially outsize tail-risks.
As Nassim Taleb points out: “Debt increases tail-risk, whether it’s
personal, corporate, or governmental.”
A rise in debt, he warns, implies nothing less than a rise in “the risk
of catastrophe”.

The problem with the strategy is that
if the commodity markets do not
rebound, they could end up like South
Sudan which had debts of $4.1bn with
very little to show
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