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NEWS BUSINESS
PHOTO STORY
National Bank acting director for
retail and premium banking Cromwell
Kedemi presents a cheque donation of
Sh350,000 to the Institute of Certified
Public Accountants of Kenya chief
executive Patrick Ngumi in support
of the Icpak Accounting and Finance
Scholarship golf tournament held at
the Muthaiga Golf and Country Club /

EXPERT COMMENT
ALY KHAN SATCHU

Banking Stocks
suffer a carnage at
the bourse

COURTESY

P

resident Uhuru Kenyatta signed into law a bill limiting
how much interest banks can charge for loans and the
minimum they can pay on deposits on Wednesday. The
notice was received after the Nairobi Securities Exchange had
been shuttered on that day. Kenya (which in fact eliminated
interest-rate limits in July 1991) voted for an amendment to
the Banking Act that would require lenders to peg credit costs
at 400 basis points above the benchmark Central Bank Rate.
The law also compels financial institutions to pay interest of a
minimum of 70 per cent of the so-called CBR on deposits.
“I have consulted widely and it is clear to me from those
consultations that Kenyans are disappointed and frustrated
with the lack of sensitivity by the financial sector, particularly
banks,” the president said. Of course, what was crystal clear
is that even if the President sent the Bill back, it would have
boomeranged right back with a Parliamentary ‘’supermajority’’.
My argument is not about the outcome (we all want lower
borrowing rates that’s a given), but around the fact that we
have used a sledgehammer to crack a nut. One of the key
drivers of the recent (October 2015) spike in interest rates
was more about the government’s borrowing appetite and
the need for fiscal consolidation. Before Kenyatta signed
the law, the IMF shared the Treasury’s and the Central
Bank’s preference for the use of other measures, like fiscal
consolidation, to lower commercial lending rates over time.
“That explains the haste by some parliamentarians to find a
short-cut, but unfortunately from international experience
these shortcuts are never as effective as they look on the
surface,” the IMF’s resident representative Armando Morales
said. Therefore, my point is let’s not pop the champagne
just yet because I am not sure that there is a golden flood of
liquidity at a price of 14.5 per cent for all and sundry.
Predictably, Thursday and Friday were days of carnage at the
Nairobi Securities Exchange. The NSE All Share crashed -7.85
per cent lower over the two sessions, the NSE-20 Share Index
slumped 246.06 points and is now -20.4 per cent year-todate, and in a bear market. Of course, banking stocks were at
the ‘’bleeding edge’’ of this downdraft. KCB, the biggest bank,
retreated -17.55 per cent Wednesday through Friday, Equity
fell -18.05% per cent, I&M -18.69 per cent, Co-op Bank -18.49
per cent, Barclays Bank -11.855 per cent while Standard
Chartered outperformed at -6.86 per cent. Co-op Bank
experienced its worst single day drop ever and the majority of
shares have closed at multi-year lows. Through Thursday and
Friday, there were millions of shares for sale at limit down. This
is a very steep drop indeed.
From a purely short-term trading perspective, higher
frequency traders might consider buying if the market opens
down again morning morning. Now, how do we navigate
these choppy waters? For the smaller banks who are unable
to mobilise deposits in the retail markets and operate in the
wholesale markets, I would have thought we ‘’ask not for
whom the bell tolls’’. Their deposit structure makes the corridor
limit too difficult. Investors might analyse and pick those banks
whose business falls most within the corridor versus those
whose business falls outside the corridor. Those who are
outside the corridor are the ones going to have to make the
biggest and most surgical adjustments to their models. I called
this a “Schumpeter moment” for banking a little while ago.
According to Schumpeter, the “gale of creative destruction”
describes the “process of industrial mutation that incessantly
revolutionises the economic structure from within, incessantly
destroying the old one, incessantly creating a new one”. On
Thursday and Friday, a ‘’a gale of creative destruction’’ blew
through the banking sector.
The author is a financial analyst
www.rich.co.ke

LOW EARNINGS

Cement firms feel
the heat of higher
bank interest rates
Bamburi Cement says the rates slowed
construction activity, flattening its sales,
which dropped by 1.08% to Sh19.11 billion
CONSTANT MUNDA
@mundaconstant

Leading cement makers have blamed
the reduction in their net earnings in
the first half of the year on a spike in
interest rates during the second half of
last year.
The firms, in their financial performance reports, said the rise in lending
rates after Treasury Bills rose as much
as 22 per cent, hurt demand for cement
and increased their interest expenses,
eating into their profits as a result.
Bamburi Cement, the giant firm
controlled by France’s Lafarge Group,
said “higher level of interest rates”
slowed construction activity mainly in
the individual home builder segment.

This flattened its sales, which dropped
by a marginal 1.08 per cent to Sh19.11
billion, while net earnings over the
period dropped 5.8 per cent to Sh2.90
billion from Sh3.08 billion in the same
period last year.
“This slight decrease, felt in the first
quarter of 2016, was due to slowed
construction activity, mainly in the
individual home builder segment
in Kenya, which was affected by the
higher level of interest rates experienced in the last half of 2015, together
with the slight reduction in exports
to inland African markets,” managing director Bruno Pescheux said in a
statement.
Real estate sector posted the largest growth in bad debt during the first
quarter, the Central Bank said in quarterly economic review report on July

3. Non-performing loans in the sector
surged 42.3 per cent quarter-on-quarter to Sh19.78 billion due to a slowdown in demand for finished units.
During the quarter, growth in the
construction sector slowed to 9.9 per
cent from 12.6 per cent the year before,
the Kenya National Bureau of Statistics
said in its quarterly report on June 30.
“The deceleration in the growth of
this sector was reflected in the production and consumption of cement
whose growth slowed to 5.2 per cent
and 8.3 per cent during the quarter
compared to expansions of 11.0 per
cent and 17 per cent, respectively, over
similar period,” KNBS said.
Third-largest cement maker, ARM
Cement, reported a 13.26 per cent drop
in revenues to Sh6.67 billion in halfyear period ended June 30.
“During the period, the finance
costs increased to Sh1.5 billion (from
Sh627 million) due to interest costs
previously capitalised in 2015 (and)
now expensed post commissioning of
the Tanga plant,” ARM said.

The Bamburi
Cement factory
in Mombasa
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