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PREFACE

Mr. Speaker 5ir,

On Wednesday, November l6th 201i, following a Motion in

House by the Hon Adan Keynan, M.P. The House resolved

establish a Parliamentary Select Committee on the decline of

Kenya Shilling against other currencies.

1.1

1.2 Mandate of the Select Committee -

1.2.i The mandate of the Select Committee as per the resolution

wa 5:-

i) To comprehensively investigate and inquire into the causes of
drastic and steady decline of the Kenya shilling against foreign

currencies;

ii) To make recommendations on the way forward.

.3 Consequently, the Committee was required to submit a rePort to the

House within 50 days. The Committee subsequently sought extension

for thirty days which was graciously granted by the House.

1.4 Motion Setting Up the Select Committee and its Composition

THAT, aware that Kenya is the East Africa's biggest economy and

regional economic hub, noting that Kenya is facing a spike in inflation

and her currency has plummeted to its weakest level and is now

recorded as the continent's worst performer this year despite being

fairly stable for the last four decades, concerned that the central Bank

of Kenya has maintained a "watch and see attitude" and has publicly

admitted that it could not control the currency slip citing that some

commercial Banks are hoarding foreign currencies and has asserted

that the problem may persist for another six months, considering that

the Task Force established by the Rt. Hon. Prime Minister to help

the

to
the



stabilize the shilling, the efforts by the Monetary Policy Committee
and the interventions by Treasury have not succeeded in addressing

the situation, aware that this depreciation trend has made many
Kenyans and foreign investors incur massive losses and the cost of
transacting business unduly expensive, this House resolves to
constitute a 5elect Committee to comprehensively investigate the
cause(s) of the drastic and steady decline of the Kenya 5hilling against

the foreign currencies and make recommendations on the way
forward and that the Committee shall comprise the following and

shall table its report within sixty days of its appointment.

1)

3)
A\

s)

o)

7)

B)

e)

10)

11)

12)

l3)
14)

is)
16)

17)

18)

le)

Hon.
Hon.
Hon.
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1.5 Meetings

1.5.1 The committee set out to achieve its mandate by holding a series of

meetings both internal and with stakeholders comprising of

institutions, individuals and experts in the industry. ln total, the

committee convened twenty seven (27) sittings with the relevant

covernment agents and other stakeholders in the financial sector.

1.5 Submissions to the Committee

1.6.1 The select committee received both oral and written submissions

from30stakeholdersintheindustry.Thesecomprisedofthe
following:-

(i) Government Agencies
. Central Bank of Kenya
. MinistrY of Finance
. Parliamentary Budget Office, Kenya National Assembly

. Kenya Revenue AuthoritY

. Taskforce on the Decline of the Kenya Shilling (Office of the

Prime Minister)
. Energy RegulatorY Commission
. Capital Markets AuthoritY
. Kenya Tourism Board
. Kenya Ports AuthoritY
. Kenya lnstitute for Public Policy Research and Analysis (KIPPRA)

. Export Promotion Council (EPC)

. Kenya lnvestment Authority (Kenlnvest)

. School of Economics, University of Nairobi

Commercial Banks

' Equity Bank Limited
. Kenya Commercial Bank Limited
. Cooperative Bank of Kenya Limited

. CitibankLimited

(ii)

tx



(iii)

' Family Bank Limited
. Barclays Bank of Kenya Limited
. CFC Stanbic Bank
. Housing Finance Company Kenya Limited
. Standard Chartered Bank Ltd
. Kenya Bankers Association

Economic Experts

Dr. David Ndii - Economist
Mr. Micah Cheserem - Former Covernor of the CBK

Dr. Thomas Kibua - Former Deputy Governor of the CBK

i

(iv) Other Stakeholders
. ForeiSn Exchange Dealers Association
. Kenya Private Sector Alliance (KEPSA)

' Consumers Federation of Kenya
. lnstitute of Economic Affairs (lEA)

Note: National Security and lntelligence Service (NSl5) and

Commercial Bank of Africa were sent letters of invitation but did not
aPpear.

2.1 The Committee received a range of the causes of the fall of the Kenya

shilling which the committee divides into economic, human and

institutional failures. The economic causes such as the wide current

account deficit, Euro crisis, large import bill of non-essential

commodities, the Arab Spring, are still in place even after the shilling

recovered its vaiue in December 2011. The Committee therefore
zeroed on institutional and human failures. These factors include
policy indecisivenes5 and inaction of the CBK which has capacity to
stop the slide, speculative activities of some Banks and individuals, and

inaction by the Ministry of Finance which also has powers in law to
intervene if CBK cannot act. These factors are outlined as follows:

x

SUMMARY OF FINDINGS



2.1.1 Poliry indecisiveness and inaction of the Central Bank of Kenya (CBK)

- The committee finds the following acts as directly linked to the slide

of the shilling:

(i)

(i0

(iii)

(iv)

(v)

(vi)

Creating opportunities for arbitrage

Failure to detect and arrest speculative activities

Unclear Communication to financial markets

lneffectiveness of the Monetary Policy Committee (MPC)

lnadequate policy resPonses

Belated intervention bY the CBK

2.1.2 C:overnor of the cBK - The committee finds that the cBK Governor:

(i) Did not react in good time to the problem of sharp decline of

the shilling which triggered a panic and fertile ground for

hoarding in foreign currencies and speculation'

(ii)KeptCBKDiscountWindowinterestratesbelowtheinterbank
rate and Treasury bill rates that encouraged the commercial

Banks to by-pass the interbank market to borrow from the

Discount Window.
(iii) Allowed communication breakdown between the CBK and the

Banks.

(iv) The Covernor played down the gravity of the problem to the

extent that in various instances and forums' he was quoted

saying that he would not intervene in the foreign exchange

market.

(v) Being less candid enough with information to Kenyans and even

to this Select Committee. For instance' the Covernor claimed

publicly that some Banks, which he refused to name' were

responsible for arbitrage and hoarding of foreign currencies'

(vi) overseeing the rise of the cBR rate to 187o, hence occasioning

Kenyans heavy interest rate Payments.

xi



(vii) ls squarely responsible for creating the opportunity for Banks

and individuals to make quick money through speculation and
hoarding.

(viii) His announcement and release of CBK circular to bypass the
Banking system and deal directly with buyers or sellers of foreign
exchange, although reversed, was in complete disregard of the
financial structures and could have opened opportunities for
rationing of foreign exchange, occasioned parallel markets to
thrive.

2.1.3 Arbitrage by commercial Banks - Various financial players, including
commercial Banks participated in arbitrage. Although this is not illegal
and is a common business practice, the Committee observed that
Banks exploited loopholes in the financial market to borrow funds
from the CBK through the Discount Window and used the funds to
profit from foreign exchange trading or to buy Covernment
securities.

2.1.4 Commercial Banks with increased foreign exchange trading activity -

Three Banks namely: CFC Stanbic Bank, Standard Chartered Bank, and
Citibank were reported to have had increased foreign exchange
trading activity. CBK wrote to them seeking explanation and
clarification.

2.1.5 Suspension of specific financial institutions from participating in the
interbank market or foreign exchange market - the Covernor reported
that CFC 5tanbic Bank had flouted the guidelines issued on October 13,

20i1 regarding the tenor of foreign currency swaps. The Bank was

suspended from participating in the swap market for 30 days and was

also penalized Ksh. 1 million in line with the Banking Act (Section 2(a)
of Legislation No. 77 of 1999: The Banking (Penalties) (Amendment)

Regulations 1999).

I
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2.1.6 Commercial Bank Foreign Exchanging holdings - The committee finds

that l2 major Banks held 87.7o/o of total foreign assets by September

2011.

2.1.7 Conflict of lnterest -The Committee finds that top management and

board members in some Banking institutions hold board positions in

key public policy organs which are tasked with major development

projects in the country. This is a source of disaffection and suspicion

among Banks which feel undue advantage is gained by such Bank

executives. For instance, the cEo of Equity Bank chairs the Vision

2030 board which in the Committee's opinion and that of other

Banking institutions provides undue advantage on present and future

information about inflow

development. SimilarlY, the

National Oil CorPoration.

of funds

chairman of
towards infrastructure

Equity Bank chairs the

2.1.8 Kenya Bankers Association - The Committee found that the interaction

between the regulator and KBA, which is an interest group for profit

seeking Banks, was inappropriate in free markets' This opens up

opportunities for collusion, arbitrage and speculation in foreign

currencies.

2.1.9 lnaction by the Ministry of Finance - The ministry of finance failed to

exercise the provisions of the central Bank Act (cap 491 section 4c)

and take a proactive role to tame the decline of the shilling'

2.1.10 Poor working relationship existed between the cBK and commercial

Banks.

2.1.11 Failure by the fiscal and the monetary policy organs of the

covernment to take timely corrective measures to arrest the slide of

the shilling against major currencies.

il
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2.1.12 Capital Flight - The country suffered capital flight during the period
when the Kenya shilling was depreciating. The uncertainties about the
unpredictable exchange rate of the Kenya shilling fuelled negative
expectations about the economy and key macroeconomic variables.

2.1.13 Clobal economic crisis- The Committee finds factors external to the
domestic economy may have played a role in the decline of the
shilling. These include Euro zone debt crisis, U5 debt crisis, and political

events in the Middle East and North Africa. However, since these
conditions still persist, the committee considers them not to have been
the main causes for the drastic depreciation of the shilling.

SUMMARY OF RECOMMENDATIONS

3.1.1 Monetary Policy

(i) Covernor of the CBK -The Committee finds the Covernor's
conduct and behavior incompatible with the holder of the office
of Covernor of the Central Bank of Kenya and therefore
recommend:

The Covernor takes responsibility for allowing the sharp decline
of the shilling.

The Covernor steps aside to pave way for thorough
investigat io ns

That the President should constitute a Tribunal to investigate the
Covernor's conduct, incapability and incompetence to perform
the functions of the office as per the provisions of the CBK Act
Cap 491 section 14 (2)(f) and l4(3). 

xiv

a

3.1 On the basis of the above findings, the Committee has drawn a range
of recommendations which will ensure that future crisis such as the
sharp depreciation of the shilling is not replicated. The Committees'
recommendations span both economic and institutional changes as

follows:



3.1.3 Supervisory Oversight of Financial lnstitutions

(iii) lndependent forensic audit - That;

Ethics and Anti-Corruption Commission and the Auditor

Ceneral's office to carry out an independent forensic audit on

the operations and transactions of the Discount Window and

foreign exchange trading of twelve Banks which had the largest

foreign exchange holdings by September 201i.

The CMA to conduct a comprehensive investigation of the NSE

to determine susPect capital inflows and outflows from the

Bourse and report to parliament within 90 days from the date

of adoption of this report by the House.

(iv) Review of lnternal Processes - That CB K carries out

audit of what went wrong in monetary operations

supervision with a view to rectifying the problem.

an interna I

and Bank

(v) Banking Penalties Regulations -Amendments be made to the CBK

Act and the Banking Act in order to revise and enhance the

penalties which may be imposed for breach of CBK Regulations to

levels proportionate of the value to the Bank of the malpractice at

that particular time. 5ince the current amount of penalty' Ksh. 1

million is too lenient, the Committee recommends a more

deterrent penalty of 5Oo/o of the amount involved or Ksh. 20

million whichever is greater (regulation 2 of the Banking

(penalties) Regulations, 1999).

il

(i) CBK should develop tools to efficiently monitor financial markets

- Particularly find tools to quickly deal with the adverse effects of
innovations in foreign exchange trades such as the Electronic

Brokerage System, foreign exchange swaps and carry trades.

(ii) That the CBK should increase the speed and responsiveness to
market developments to deal with rapidly changing financial

market behavior.



3.1.4 Fiscal Policy

(i) Reduction of
promotion.

the current account deficit through exports

(ii) Placing tariffs and non-tariff barriers on non-essential imports - the
Ministry of Finance should explore ways through the regional
trading arrangements to increase tariffs on non-essential
commodities so as to reduce the import bill.

(iii) Exercise of powers provided under the law - That the Ministry of
Finance should not hesitate to take policy measures if the CBK
grossly deviates from its monetary policy statement.

(iv) Strong Macroeconomic Fundamentals - The Committee finds the
CB K and the Treasury lacking in strong Macroeconomic
fundamentals in the form of policy. Both institutions appear to
have been overenthusiastic about economic stimulus. The CBK
also maintained the low interest rate regime for far too long. The
CBK should therefore maintain a coherent monetary policy at all
times with a focus on price stability.

(v) Coordination between the Monetary and Fiscal Policy lnstitutions
- The Committee recommends effective policy coordination
between the fiscal and monetary authorities/agencies.

7.3.6 Finally, the current interest rates of slightly over 307o charged by
banks are unrealistic, harmful and untenable. Therefore, the
Covernment, CBK and financial market players should put in place
deliberate mechanisms to reduce the interest rate to affordable rates
within three (3) months of adoption of this report by the House.

xv t
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(ii) Productive communication between CB K and financial market

players - the Committee recommends that CBK should design a

framework of engaging with foreign exchange market players

within the confines of the financial market laws and regulations.

(iii) Coherence of monetary policy - The Committee found that the

CBK may have been overenthusiastic about economic stimulus

and also maintained the low interest rate regime for far too long,

and therefore recommends that the CBK should maintain a

coherent monetary policy at all times with a focus on price

stability.

(iv) Early warning mechanism - CBK should put in place thresholds or

trigger values for which the foreign exchange should fluctuate in

times of extreme crisis and at which the CBK would move in to
restore stability.

(v) Strengthen reserve position of the CBK - That the Covernment

and CBK should take adequate stePs to boost the reserve

position to at least the 4 months of import cover to strenSthen

its ability to respond to market volatility.

(vi) Enforcement of the ln-Duplum Rule - Section 44A of the Banking

Act needs to be enforced and further amended to apply to all

loans - both performing and non-performing.

3.1.2 Legal Amendments

3.1.2.1 Suggested amendments to the CBK Act should target, but are not

restricted, to the following:

(i) Position of Chair and Deputy Chair of the CBK Board-

Amendment to the Central Bank Act (CAP 491 section t1 (l)(a)(b))

to provide that the CBK Covernor and the Deputy Covernor



cannot chair the Board of Directors of CBK which is expected to
review his performance in achieving the CBK core mandates.

(ii) Appointment of the Governor and Deputy Covernor - That the
CBK Covernor and Deputy Covernor be recruited through a

transparent and competitive process.

(iii) Oversight over CBK-lntroduction of an amendment to the CBK

Act to provide that the CBK Covernor appears on a quarterly
basis before a relevant Parliamentary Committee of the National
Assembly to expound on monetary policy and other actions
related to the discharge of the CBK core mandate of price stability
and fina ncia I stability.

(iv) Autonomy of the CBK - Strengthen the autonomy of the two
arms of CBK namely, the Bank supervision,/financial markets on
one hand and monetary policy arm on the other.

(v) Sanctions - lntroduction of amendment to the CBK Act to provide
for punitive sanctions on the Management of the Central Bank for
gross failure in attainment of important monetary policy
objectives or failure which occasions the country huge losses.

(vi) The Monetary Poliry Committee - Amendment to section 4(d) of
the CBK Act to provide for an extra member to the MPC of a

CBK staff responsible for Bank supervision.

(vii) Conflict of interest- That senior managers and board memberr of
Banks should not hold positions in Covernment policy organs or
Covernment commissions with direct impact on financial and
monetary policies.
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CHAPTER ONE

I.O INTRODUCTION

1.1 The Kenya shilling had been stable for nearly a decade, hardly

breaching Ksh. 80 to the U5 dollar since 2003. However, the shilling

depreciated sharply in 2011 to levels seen in the height of the

Coldenberg scandal in the 1990's. By mid-October 2011, the Kenyan

shilling had depreciated sharply against major currencies, hitting a

historic low of Ksh.l07 against the U5 dollar'

1.3 As a result, the House formed the Select Committee to investigate the

rapid decline of the Kenya shilling. Drawing from the Motion, there

was concern that the Central Bank of Kenya had maintained a "watch

and see attitude" and had publicly admitted that it could not control

the currency slip citing that some commercial Banks were holding

foreign currencies and that the problem may persist for another six

months.

.3 The Members were also concerned that effort by a Task Force

established by the Rt. Hon. Prime Minister to help stabilize the shilling,

the interventions by the Monetary Policy Committee, and the

interventions by Treasury had not borne fruit.

1.4 The pressure for the Central

throughout the Year, but it
Bank of Kenya to intervene

was only in October 2011

persisted

that CBK

7

il

1.2 The combined effects of rising inflation and a weakening shilling

presented a toxic risk to Kenya's economy not seen since the 2008

electoral disturbances. lndeed, these problems drastically increased the

cost of living and made life unbearable for majority of Kenyans,

including posing a real risk of economic slump and a rise in Poverty
levels as well as the number of Kenyans that were predisposed to

eminent poverty due to decline in purchasing power. This was a cause

of concern among citizens and their elected representatives'



increased the Central Bank Rate (CBR) to li percent. On November l,
2011 the CBK further raised the CBR rate to 15.5 percent and again to
l8 percent in December. This has contributed to high lending rates,

some as high as 32o/o that are threatening to turn middle class majority
of Kenyans into paupers.

.5 The Committee in its sittings particularly explored the causes of the
drastic fall of the Kenya shilling throughout 20ll but with specific

reference to the most turbulent period: September to October 2011.

The Committee also sought to identify any policy failure or inaction
among key institutions such as the CBK, or any fraudulent and
speculative activities of Commercial Banks or other institutions.

7 The Committee held sittings to investigate the reasons for the fall of
the Kenya shilling with various institutions and stakeholders among
them, the CBK, Ministry of Finance, Task force at Office of the Prime
Minister, Capital Markets Authority, Kenya Bankers Association, eight
Commercial Banks, Academic and Research lnstitutions. former
Covernor of Central Bank and several economic experts.

8 These factors are explored below including synthesis of findings and
presentations from various witnesses who appeared before the

Committee. Specific recommendations are also put forth to address

the policy failures and other factors and to ensure that this economic
disaster does not recur again.

T
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SUBMTSSIONS TO THE SELECT COMMITTEE

2.O GOVERNMENT IN'TITUTIONS AND ACENCIES

2.1 Central Bank of Kenya (CBK)

Submissions

2.1.i The CBK Covernor presented to the Committee the key causes for the

fall of the shilling. Among these factors include the following: rising

inflationary pressurer, rising fuel prices in over l0 months period at a

price above U5$ l0O, very high fuel import bill that rose from 19'2

percent in January 2011 to 3l percent in August 20ll' huge current

account deficit of about 12 Percent to the CDP, Euro zone and U5

debt problems that contributed to instability in international foreign

currencies. The fall of the shilling was also attributed to prolonged

drought resulting in food shortages and hence high food import bill

(during this time, sugar became an extremely important/expensive

import commodity), and high private sector credit'

2.1.2 The Central Bank singled out the current account deficit as one of the

primary factors driving the fall of the shilling. For example, for the

month of September 20ll alone, the difference between imports and

exports stood at USi 576.7 million, while in November 2011' this

difference amounted to U55 693 million. lndeed, exPorts have been

financing only 51 7o of imports which means that the country was

losing foreign exchange at an alarminS rate. This is a fundamental

problem with the economy which requires stronS export policies (see

other submissions and recommendations). The cBK also blamed the

fall of the shilling on the strengthening of the U5 dollar internationally

following the Euro zone debt crisis.

2.1.3 Further, the covernor in his presentation argued that since Kenya is a

small open economy (with open capital account and floating or

3
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flexible exchange rate) any major international shocks could have a

direct effect on the exchange rate and domestic prices. Apart from the
problem with high import bill relative to exports (large current
account deficit), the exchange rate is also affected by changes in prices

in Kenya's trading partners, the size of Kenya's official foreign
exchange reserves, and the country risk profile. According to the CBK,
countries such as 5outh Africa, Tanzania and Uganda also experienced
steep depreciation of their currencies in the period April to September
20,l1. Most countries around the world intervened to address the fall
of their currencies, but the effectiveness of this was constrained by the
level of foreign exchange reserves available.

2.1.4 With regard to the pertinent issues requested from the CBK, such as

whether the Bank had made any ad hoc visits to commercial Banks

during the time of exchange rate crisis, or whether the Bank had sent

any warning letters to Banks regarding their foreign exchange trading
activities, or whether the CBK had taken any supervisory interventions
such as suspension from the interbank market or any other measures,

the CBK clarified the following:

(i) The use of the Discount Window: The CBK had issued circular to
curtail the capacity of Banks to borrow from the Discount Window
for speculation. The CBK issued circulars specifying the frequency
and amounts that could be borrowed from the Window. The
Banking Circular No. 5 of )une 29,2011 set the Discount Window
rate at B7o (above the CBR rate) and announced stiff penalties for
Banks using the Window to trade in the interbank market. Further,
operations in the interbank and foreign exchange dealings were
checked before commercial Banks could acceis this borrowing. (see

annex 2).

(ii)Regulatory action5 and visits to financial institutions: the CBK made
regular audits of all Banks involved in foreign exchange dealings
particularly relating to their use of the Electronic Brokerage System
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which the CBK believed could cause arbitrage opportunities. The

visits found that commercial Banks had substantial amounts of
foreign exchange assets and that the demand for foreign currencies

by importers of food and oil were causing speculation on the Price

of foreign currencies.

(iii) Warning Letters related to trade in foreign exchange, use of the

Discount Window and Participation in the lnterbank Market: the

CBK clarified that there were no warning letters issued, but there

were letters sent to various Banks requesting clarification and

explanations on various issues in accordance with Section 33F of the

Central Bank of Kenya Act. ln addition all circulars and any changes

to guidelines relating to foreign exchange trading' the use of the

Discount Window and participation in the interbank market were

duly communicated to all commercial Banks. Letters requesting

explanations were issued to three Banks that handle large foreign

exchange reserves and that had increased foreign exchange activity'

lnformation provided by the Covernor shows that the three top

Banks by September 2011 controlled 42.2o/o of total foreign assets in

the Banking system (approximately Ksh. 174.5 billion). The

Covernor reported that adequate explanations were provided by

the Banks during the visits.

(iv) Banks that had high foreign exchange trading activity: The

Covernor provided the names of the Banks that had increased

foreign exchange activity. But, as noted in above bullet, these Banks

provided adequate explanations during the visits (see annex 3).

(v) Suspension of specific financial institutions from participating in the

interbank market or foreign exchange market: The Covernor

reported that one Bank had flouted the Cuidelines issued on

October 13, 2011 regarding the tenor of foreign currency swaPs.

The Bank was suspended from participating in the swap market for

30 days and was also penalized Ksh. I million in line with the
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2.1 .5

Banking Act (Section 2(a) of Legislation No. 77 of 1999: The
Banking (Penalties) (Amendment) Regulations 1999).

(vi) Other Regulatory lnterventions by the CBK: to deal with the
problem of the exchange rate the MPC held a special meeting and
thereafter held monthly meetings to deal with the currency crisis.

The CBK also suspended the use of Electronic Brokerage System by
Banks, limited the tenor of foreign currency swaps where offshore
Banks were involved to not less than one year, and limited the
tenor of swaps between residents to a period not less than seven

days. Apart from reducing the foreign exchange exposure ratio
from 20 to l07o (through a letter to Chief Executive Officers of
commercial Banks on l3'h October 20ll), the CBK also required
Banks to obtain supporting documents for all transactions in the

Nostro accounts of offshore Banks.

To respond to the developing problem of the exchange rate, the CBK

made various policy measures in form of circular issuance to the

Banks, changes in the guidelines and changer to prudential regulations.
The C B K uses various instruments to control the behavior of and

capacity of commercial Banks to adjust their portfolios (for example to
curtail harmful adjustments of portfolio). Normally, the usual deals in

foreign exchange are done on behalf clients, and others are done on
the basis of a Banks analysis or expectations of the movements in the

exchange rate given the knowledge of when they expect the clients

will require or provide the foreign exchange. For example the Banks

could temporarily hold foreign exchange if they expect it to depreciate
further, or to avoid iosses. Commercial Banks adjust their foreign
exchange portfolios relative to their holdings of assets denominated in

Kenya shilling depending on market conditions and liquidity
conditions. This is standard market behavior in competitive foreign
exchange market and is followed up in the recommendations
(supervisory operations, etc) .
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2.1.6 To curtail volatility in the foreign exchange markets the CBK uses or

used instruments that include, the cash re5erve requirements, foreign

exchange exposure limits, guideline5 on tenor limiting hedging, access

to foreign exchange facilities, and liquidity management through the

open market oPerations. The CBK Covernor also provided

information about policy responses that the Bank had taken to address

the fall of the shilling (and also to reduce inflationary pressures). These

response5 include:

(i) Tightened monetary policy; on 5th October 2011, the CBK raised

CBR to 1l%. On I'i November 2011, the CBR was further raised

16.5o/o and the cash reserve ratio was also increased to 5.25o/o from

4.75o/o effective from 15th December 20ll' ln December 2011' the

CBK further increased the CBR rate to 18 o/o (see annex 2).

(ii) The CBK also introduced guidelines on foreign exchange exPosure

and trading. For example, the CBK reduced commercial Banks

foreign exchange exposure from 2Oo/o to l07o to control trading in

foreign exchange.

(iii) The CBK also made sales of foreign exchange. But' sales of foreign

exchange reserves by the CBK were complemented by other

measures in stabilizing the exchange rate. The sales were limited by

the amount of foreign exchange reserves available to the CBK'

2.1.7 lt can be noted that on this, changes to the cash reserve requirements

to 5.75o/o, the rise in the CBR rate to peak at l87o, and changes in the

foreign exchange exposure limits have forced Banks to adjust their

portfolios. These adjustments may include dumping of foreign

exchange denominated assets (thus occasioning the strengthening of

the shilling), shift from treasury bonds and bills to interbank lending or

to foreign exchange credit lines among others. For example, some

Banks hold significant cash surpluses to profit from the interbank

market.
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2.1.8 With regard to the Discount Window of the CBK, the Covernor said

that commercial Banks come to the CBK as a lender of last resort
especially when the interbank market rates are high. High interbank
interest rates often indicate tight Iiquidity especially following the
increase in the CBR rate to I8 percent and the cash ratio from 4.75o/o
in May 2011 to 5.25ok in November 201i. The increase in the CBR

rate increased the lending rates of interest in the country. In response
to the negative effect of the increase of the CBR rate the Central Bank
has met with the Kenya Bankers Association on the interest rates

charged to existing loans and agreed on restructuring the loans in
consultation with the borrowers.

2.1.9 The CBK Covernor also reported that the Covernment had committed
to review its budgeted expenditures to cut down on non-priority area.
This was expected to support the tight monetary policy pursued by
CBK. The Covernor reiterated that the priority was to bring inflation
and inflationary expectations under control and also to protect the
economic growth base. The CBK would also seek to build up foreign
exchange reserves as buffer, but its interventions in the foreign
exchange market will only be done to dampen volatility of the
exchange rate. The Covernor also said that interactions with market
players will be sustained to enhance the effectiveness of the
transmission mechanism of monetary policy and policy actions.

2.1.1OThe Covernor however refuted claims that the CBK favours certain
Banks in the country arguing that the Discount Window was open to
all Banks. He also refuted the allegation that he did not do much to
arrest the fall of the shilling. He explained that the CBK needed to
assess the market before taking any action since some of the market
activities or financial products were new. The Covernor also defended
his competence in running the CBK.
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Observations

2.l.ll Tracking CBKs response to the exchange rate and inflationary Pressures

throughout the year could provide a hint on what may have gone

wrong. The CBK firstly increased the CBR on March 23, 20ll from

5.75o/o to 5Yo and was revised again to 6.25o/o on 4th June, 2011' The

CBR rate was not reviewed again until September 15rh' but this was

raised to only 7o/o. Thus, though the Kenya shilling was rapidly losing

value and inflation was rising, the CBK still kept the CBR fairly flat for

about 9 months.

2.1.l2During this time, the cBK was implementing other measures including

interventions on the Discount Window and interbank market. The

significant raise in the cBR rate came through the circular of october

6,2011: raising the CBR from 7o/o lo 11o/o. Further adjustments came in

November 2,2011 when the CBR was raised to 16'5olo (cash reserve

ratio was also increased Io 5.25o/o from 4.75o/o to be effective in

December 20ll), and again in December 2, 2011 when the CBR rate

was increased to I B7o.

2.1.13 Regarding the use of the Discount window, the CBK corrected the

mismatch between the CBR and Window rate on 29 )une,20ll when

the Window rate was raised to B%o. However' through the Banking

Circular No.6 of llth July,201l the CBK reviewed the Discount

Window downwards from 87o to 6.250/o, though there were

additional restrictions on the use of \X/indow such as barring Banks

that were lending in the interbank market from accessing the Window

the same day. This could have effectively sealed the loophole where

Banks were borrowing at a low rate through the Window and lending

at a higher rate in the interbank market. Successive review of the

window rate and guidelines for accessing it indicate continued adverse

use of the window by Banks (arbitrage).

2.1.14The Committee can infer that in fact Banks were using the Discount

Window to lend in the interbank market the same day or the next day
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since the Banking Circular No. 8 of August 12, 2011 sought to curtail
this practice. Also, the revised formula of the Window rate which
would ensure the rate was higher than the interbank rate plus a

penalty sought to dissuade Banks from using the difference in the

Window and interbank lending rate for profit. AIso, eligibility to
access the Discount Window funds was also determined by the Banks

trading behavior in the foreign exchange markets. Further, measureJ to
strengthen and to close the opportunity for arbitrage created by the
mismatch among major short term interest rates were issued in

successive circu la rs.

2.1.15What we note from these two observations is that the mismatch

between the Discount Window and the interbank lending rate. and

the low rates available through the Discount Window created

opportunities for arbitrage by Banks, which when the funds were used

in the trading in foreign exchange created further volatility in the

exchange rate. This particularly took place from about Nlay 2011 to
about September 2011. This was significant since these activities

worsened the direction of exchange rate expectations: further
worsening the slide of the Kenya shilling. The Committee notes that
lack of quick action to close these opportunities could have caused

this. The problem of the exchanSe rate could have been addressed to
a great extent through a rise in the CBR as early as June 201'l and also

the placement of stringent penalties for the abuse of the Discount

Window.

2.l.l5The mitigating factor is that the movements in the exchange ratecould
have been in other ways fueled by the rising inflation and extei"r,al factors

(such as movements of short term capital due to the Euro crisis). The CBK

Covernor however noted that the CBK needed to act on the basis of
analysis of unfolding developments, so the Bank did not act as fast as

the situation may have required.
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2.l.l7The Committee notes that the CBK ACT (CAP 491)' Section l0
provides that the Board of Directors whose Chairman is the Covernor

of CBK should (a) "keeping under constant review the performance of

the Governor in discharging the responsibility of that office; (e)

keeping under constant review the performance of the Covernor in

ensuring that the Bank achieves its objectives. The Committee observes

that the Board of Directors, for which the Chairman is the Covernor,

cannot effectively review the performance of the Covernor. Also, the

Committee noted the two roles of the CBK: price stability and the

regulation of the financial sector. Are these roles complementary

under the same institution or do best international practices indicate

the need to separate these two roles?

Recommendations

2.l.l8The Committee concurs with some of the reasons for the fall

shilling last year given by the CBK (and also other witnesses) such

of the

as

Euro- zone crisis, US debt crisis, North Africa political turmoil, and

world oil prices among others. That the reasons advanced remained

fairly the same even after November 2011, when the shilling started to

strengthen is a strong pointer that internal dynamics played a role in the

decline of the shilling and that had certain aspects of the Banks behavior

been addressed, the depreciation of the shilling would have been less

violent. The committee therefore isolated three factors as the primary

drivers of the sudden fall of the shilling particularly between May 20ll

and October 2011:

(i) The abuse of the Discount Window and related trades in foreign

exchange;

(ii) Overuse of various foreign exchange trade tools such as

Electronic Brokerage System, currency swaps, and carry trades

(most of them within legal Iimits); and,

(iii) The delay in CBK to detect the problem and respond adequately

in a timely manner.
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2.1.19 Regarding the overuse of various financial innovations to make
profits at the expense of the exchange rate, it is noted that this is in
financially developed markets quite part of standard market
behavior. Civen that Kenya's financial sector is quite sophisticated,
and given that Kenya holds an open capital account and floating
exchange rate, and given the inter-linkages of the Clobal financial
markets. lt would be hard to roll back progress in financial
innovations in foreign exchange or scale down the level of
liberalization. It is therefore the Committees primary assessment that
the CBK needs to develop tools or abilities to properly and efficiently
monitor the financial markets, particularly find tools to quickly deal
with the adverse effects of innovations in foreign exchange trades such

as the Electronic Brokerage System, swaps and carry trades.

2.l.20The CBK should therefore urgently develop or strengthen capacity to
monltor the financial markets 50 ai to redress any sharp deviations
from the normal market trading. The CBK needs to increase the speed

and responsiveness to market developments and also to strengthen
response to control rapidly changing market behavior in a way
without curbing the normal operations of the markets. ln addition,
the CBK should put in place a reasonable threshold or trigger point at
which the CBK could take action if the shilling depreciates or
appreciates by a certain margin. The Committee also suggests the need

to share this information with an active oversight institution during
times of crisis. Penalties for non-adherence to prudential and other
supervisory regulations and guidelinei should be enhanced including
custodial sentences and or stiffer monetary penalties among others.

2.1.21As noted in the Committee observationr, the abuse of the Discount
Window could have been prevented if action was taken in a timely
manner. ln order to uncover any wrong doing relating to the use of
the Discount Window during the period March 2011 to October 2011,

the Committee further recommends a forensic audit of Banks books
during the period when there was massive abuse of the Discount
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Window. This should be instituted if the Banks breached any

regulations at the time and if the required penalties were not applied

2.l.22Though not directly apparent, some of the problems associated with

the fall of the shilling and the lethargic response by the CBK could be

related to the operations of the CBK. The Committee therefore

recommends a review of the structure and operations of the CBK with

a view to making the institution more efficient and responsive to

monetary crisis.

2.1.231n addition, the cBK Act should be amended to provide that the cBK

Covernor cannot chair the Board of Directors of CBK which is

expected to review the office holder's performance in achieving the

objectives of this critical institution. The Committee also recommends

a review of the structure of the cBK so as to strengthen the roles of

maintaining price stability and the role of regulating the financial

sector. Noting that the financial markets are quite critical in the

transmission of monetary policy and performance of exchange rate,

the committee recommends having adequate representation from the

Bank supervisory arm of the cBK in the Monetary Policy committee.

The committee therefore proposes amendment of cBK Act to provide

for an extra member to the MPC of a cBK staff responsible for Bank

su perv ision.

2.2 Ministry of Finance

5ubmissions

2.2.1 The Ministry of Finance attributed the decline in the value of the

shilling to external factors such as rise of crude oil prices, higher import

bill due to increased spending in infrastructure such a5 ener8y and also

due to internal factors. ln response to the exchange rate crisis the

Ministry took the following stePs:



(i) Sent circulars to all Covernment departments to reduce unnecessary

expenditure such as those on foreign travel and furniture. Savings

amounting to about Ksh. 5 billion were made due to these

measures alone.
(ii) Reducing the budget deficit by I percent in the macroeconomic

fra mework.
(iii) Sought and received an extension of the Extended Credit Facility

(EFC) from lMF. The country has accessed amounts exceeding USD

300 million since early 20.l1, under the three year ECF program
(see annex 4).

2.2.2 ln addition, Treasury participated in meetings with the CBK,
commercial Banks, the Kenya Bankers Association, and a Task force in
the Office of the Prime Minister on the issue of the exchange rate and
to help manage expectations.

O bservatio n s

2.2.3The Committee noted that the Ministry of Finance seemed unaware
that it could legally intervene and take over monetary policy through
the cabinet if it felt that CBK had failed or had pursued unsuitable
policies or had deviated substantially from the Monetary Policy
Statement. This was through the Central Bank of Kenya Act Cap 491

aft)2).

2.2.4The crisis of the shilling and the time lapse in instituting interventions
points at some disconnect between the monetary and fiscal policy
actions. The Committee notes that the monetary policy actions were
not immediately backed by corresponding fiscal actions to stem the
shilling decline. Fiscal spending restrictions were not forthcoming at

the height of the crisis.
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Conclusion and Recommendations

2.2.5The committee is of the view that the Ministry of Finance could have

played more active role to help stabilize the Kenya shilling. Also, it is

apparent that little has been done to address the chronic low export

earnings relative to the import bill. More importantly, was the

observation that the Ministry of Finance has the powers in the Central

Bank Act to take over monetary policy making through the cabinet if

the cBK shows inability or unwillingness to pursue the intended

monetary policies under the Monetary Policy Statement' To help

address the shortcomings in the fiscal side the Ministry of Finance

should make policies to reduce the current account deficit. Secondly,

the Ministry of Finance should familiarize itself with the cBK act and

draw possible grounds for interventions in monetary policy decision

making and execution.

2.3 Kenya Revenue AuthoritY

5ubmissions

2.3.1 The committee met with the Kenya Revenue Authority, on 8th

December 2011. The Committee was informed as follows:

(i)DuringtheperiodJulytoNovember20ll'KRAcollectedKshs
256.7billion(ofwhichKshs252.2billionwasexchequerrevenue)
compared to Kshs 237 billion in a similar period of tY 2O1O/2O11'

(ii) Petroleum taxes recorded a growth rate of 1.2 ok in the period

July - November 2011, compared to a similar period in 2O1O/11'

(iii) During the period July to November 20ll indirect taxes registered

a decline of 3.4o/o compared to a similar period in 2O1O/11'

Principal under performers were VAT, Domestic Excise and Excise

on air time.

(iv) 5ince September 2009, the shilling had been depreciating against

the major currencies and particularly the dollar. This affected the

FOB value eventually influencing volumes purchased for

importation to KenYa.
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(v) The imports and exports volumes over 20ll to the end of
November grew by 11.17o and 14.60lo respectively.

(vi) The taxpayers who heavily depend on imported raw materials or
products and services were caused to increase the cost of
production. This mostly resulted in reduced sales revenues and
VAT collections.

(vii) Banks may have realized foreign exchange gains which impacted
positively on their profitability.

(viii) The central Bank measure to minimize exchange rate volatility
through increased Bank rate caused Banks to increase their lending
rate which may have resulted in bad debts due to defaults,
reduced borrowing, which in the long run would impact their
profitability.

(ix) The weakening shilling piled pressure on sales of used cars whose
orders dropped by 18.2o/o in the third quarter, thus raising the cost
of used cars.

T

Observations

2.3.1 From the interaction with the Kenya Revenue Authority, the
Committee observed the following:

(i) The poor performance in petroleum taxes was attributed to the
rising prices of oil in the world oil markets which undermined
import volumes and depreciation of the shilling against other major
currencies.

(ii) The decline in VAT was largely attributed to the rolling back of
withholding VAT which allowed for the VAT to be withheld and
remitted directly. VAT was also impacted on by the exchange rate
which by raising import values increased the deductions on import
VAT. Excise duty on domestic products was affected by a drop in
production quantities which could not be attributed to the
exchange rate movements. Excise duty on airtime poor
performance was a result of the price war in the
telecommunications.
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(iii) The value of growth in the imports and exports volumes over 20ll
was primarily driven by the depreciation of the currency and unit

price of imports. But, the weakening shilling denied the economy

the benefits of the ongoing fall in global crude prices, despite the

fall in the international oil markets.

(iv) The depreciating shilling resulted in higher revenue outrun as

importers paid more shillings for foreign currencies. There was

however a decline in volume of imports as was shown by lmport

Declaration Fees and in addition, the high inflationary environment

and the exchange rate gains were eroded by inflationary prersure-

(v) Companies who heavily depend on imported raw materials

increased the cost of production thus impacting negatively on

domestic taxes.

(vi) Those tax payers with loans denominated in foreign currency

incurred foreign exchange losses which affected profitability. When

businessmen suffer exchange rate losses these are deductible

expenses which undermine corporation taxes.

(vii) The key requirement for revenue performance is stability of key

economic parameters so that business does not adopt a wait and

see attitude with respect to investment and expenditure.

2.4 Taskforce on the Decline of the Kenya Shilling (Office of the Prime

Minister)

Submission

2.4.1 The taskforce had been set up by the Prime Minister to investigate the

causes of the decline after it was evident that measures being

undertaken by the CBK and the Treasury were not bearing fruit. lt was

comprised of Dr. Edward Sambili, Mr. M. lsihakia' Dr' Chris Kiptoo,

Mr. Mugo Kibati, Mr. Cerald Nyaoma, Mr. Habil Olaka, Mr. Anthony

Weru and Mr. A.K.M. Kilele.

2.4.1 The Committee met with the Taskforce on the Decline of the Kenya

Shilling, on 25th January 2012.The Committee was informed that the

causes of the fall of the Kenya shilling were as follows:
17



(i)

(ii)

(iii)

(iv)

(v)

Deterioration of current account: the rise in the current account

has been gradual and sustained reaching a peak of about 11.9 o/o

of 6DP by July, 20i.I, thus exerting considerable pressure on the
exchange rate. The widening of the current account emanates

from a growing 8ap between exports and imports of merchandise

goods. This mainly reflects the impact of higher prices for oil and

chemicals imports.
Domestic demand driven by private sector credit expansion as

well as increase in public invertment in 2010/11 also increased

pressure on the current account. Also, credit that grew at about
32o/o had grown faster than average for real estate, consumer

durables and domestic trade components that are highly
correlated with domestic demand. These developments have been

reflected in the deterioration in the current account deficit.

Unrest in Arab States led to rise in oil prices and the import bill.
High oil prices domestically also drove inflation in 2011.

The Euro zone debt crisis especially in Creece. Portugal and Spain

also made investors (local and foreign) sell their securities (shares,

bonds) to buy foreign currencies as a relatively safe haven.

The depreciation of shilling was also driven by the sentiments of
the financial markets rate - speculators may have read the market

and taken the position that the shilling will weaken further thus

raising demand for more foreign currency in order to make a

profit.
Also, the response by the CBK was not clear and was inconsistent.

The CBK's inefficiency in dealing with the problem at its onset

could have been a major cause of the continued depreciation.

There was no dialogue between the CBK and the commercial

Banks yet the CBK is their regulator (see annex 5).

(vi)

O bservations

2.4.2 From the interaction with the Taskforce on the Decline of the Kenya

Shilling, the Committee had the following observations:
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(i) There should be more effective dialogue between the CBK and

the private sector, more specifically the CBK and corporate

player's in the foreign exchange market and Covernment. The

Committee observed that credibility is of critical importance on

the part of the regulator and that this credibility could be

enhanced through engaging in more effective dialogue.

(ii) The Covernment should make efforts to increase spending

capacity of its ministries so as to increase absorption of donor

funds that in turn will help build foreign exchange reserves.

(iii) The CBK's announcement that it will sell foreign currencies

directly to importers and bypassing Banks is a violation and

disregard to financial structures.

Recommendation

2.4.3The announcement and release of CBK circular to bypass the Banking

system and deal directly with buyers or sellers of foreign exchange,

although reversed, was in complete disregard of the financial

structures. This could have opened opportunities for rationing of

foreign exchange, occasioned parallel markets to thrive and creation

of multiple currency practices. ln addition' the capacity of the

Covernor was found wanting (see annex 6).

2.5 Energy Regulatory Commission (ERC)

(i) The present high cost of fuel was being experienced globally since

the international prices of crude oil had Sone uP. The increase was

partly due to the political crisis in the Arab oil producing states

like Libya. Since the imported petroleum products are paid for in
US dollars, when the prices of fuel increased lnternationally'
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2.5.1 The Committee met with the Energy Regulatory Commission, on 6th

December 20i1. The following are the key submissions from the

Commission:



Kenya had an increase in the import bill. This led to an increase

demand for foreign currencies and could have escalated the
deciine of the Kenya shilling.

(ii)That there has been an increase in pump prices of 32.0o/o for super
petrol, 3O.7o/o for diesel and 25.1o/o for kerosene and these changes

reflects the increases in the cost of products.

O bservation

2.5.2From the interaction with the ERC, the Committee observed that
indeed external factors attributed to have caused the decline of the
shilling still persisted and did not therefore contribute significantly to
the decline of the shilling. The Committee however observes that the
ERC pricing mechanism is a major concern within the economy since

contributing to the high cost of oil 75oh of the crude oil cost at source.

2.6 Capital Markets Authority (CMA)

5ubmission

2.6.1 The Committee met with the Capital Markets Authority, on 28th

November 2011. The Committee was informed as follows:

(i) There was a decline in the stock market index depicting a decline in

the capital gains of the companies listed in the stock market in

Kenya. Quite a number of these companies heavily rely on
imported Soods and when the exchange rate increased, there was

an increase in the cost of production. This reduced their potential
profits.

(ii) Capital flight from the stock market caused by political uncertainties

and ICC cases, and in the second round the rapid fall of the shilling
could have been caused by subsequent inveitors dumping the
shilling for the foreign currencies.

(iii) Though there was a high capital outflow, some of the money seems

to be coming back since the total inflows from October 2010 to
October 20ll net amount of Ksh5.1 billion.
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(iv) lnrespondingtoquestionsbytheCommitteeaboutinsiderdealings
and foreign exchange hoarding' CMA affirmed that there were no

casesofinsiderdealingthattheAuthoritywasinvestigatingor
aware of in relation to the depreciation of the Kenya Shilling'

Further, there was no evidence that foreign exchange fluctuations

were as a result of investments at the capital markets' There was no

consistent indication of a link between the depreciation of the

shilling and net foreign equity flows' At the point when the net

outflow was highest (3.3bn)' the Kenya shilling was at 85'70 to the

USD. As the Shilling continued to depreciate' foreign equity flows

did not move commensurately in the same direction'

Themarketinforrnationdidnotshowthattheweakshilling
increased foreign investor flows into the country' The correlation

between the depreciation of the shilling and net foreign equity

flows was weak, unpredictable and inconsistent' The equity market

experienced net foreign equity portfolio outflows when the shilling

wasrelativelystable.Attheshillingweakestpoints'betweenAugust
and November 2011 the equity market experienced positive (but

not highest) foreign equity portfolio flows'

The weaker shilling had more significant impact on foreign investors

(whoaremostlyinstitutions)whoseassetvaluationdeclinedasa
result of exchange rate losses and not local individual (retail)

investors (see annex 7).

(vii)The depreciation of the shilling affected yields on already held

bonds (by Diaspora or foreign investors who had to convert

periodic returns from bond investment into their host country's

currency) leading to lower returns and discouraging investment in

fixed income securities.

(v)

(vi)

Observations

2.6.2FromtheinteractionwiththeCMA'theCommitteeobservedthe
depreciation of the Kenya shilling affected the cost structure of listed

companieswhichrelyonimports.Higherimportcostsaffectedtheir
projected earnings which further triggered the fall in the price of the
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listed shares. In addition, the decline of the shilling caused companies to
postpone conducting lnitial Public Offers (lPO) fearing under-
subscription. Thus, the shilling decline was partly to blame for the drop
in the N5E 20-share index. Also, ordinary retail investors may have sold
their shares to cope with the high cost of living associated with the weak
shilling and inflationary pressures.

2.6.3 Even though the capital markets are central in the financial sector and
are highly exposed to fluctuations of the shilling and global financial
events, the Committee found minimal interactions between this market
seSment with the CBK and Treasury regarding prevailing economic
conditions and monetary policy. The huge erosion of investor wealth
which could be associated with the shilling volatility should be of great
interest to policy makers in the three institutions.

2.5.4 The CMA was not forthcoming with specific information requested by
the Committee and did not appreciate the role of parliament and
section 125 of the constitution.

Recommendations

2.6.4 Owing to the importance of the capital markets in Kenya's development
procets, and as a source of affordable non-Bank capital for listed
companies, the Committee recommends the need for the Ministry of
Finance, CMA and CBK to consult regularly regarding unfolding
economic conditions and ways to redress them so as to secure investor
wealth.
Amend Capital Market Authority Act to provide that the CMA chief
executive briefs a relevant Parliamentary Committee of National
Assembly on a quarterly basis.

The CMA to conduct a comprehensive investigation of the N5E to
determine the institutions involved in huge capital inflows and
outflows from the equity market.

2.6.5

2.6.6

T
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2.7 Kenya Tourism Board

Submission

2.7.1 The Committee met with the Kenya Tourism Board, on 6th December

201 1. The Committee was informed that the causes of the fall of the

Kenya shilling were as follows:

(i) Widening current account deficit due to a high oil import bill and

increased importation of infrastructure for development.

(ii)The shilling's depreciation also could have been caused by the

global economic volatility attributed to the Euro zone sovereign

debt crisis and currency speculation activities within the foreign

exchange market.

Observations

2.7.2From the interaction with the Kenya Tourism Board, the Committee

observed the following:

(i) Though the rapid decline in the shilling hurt the aSSregate

economy, the depreciation was beneficial to both foreign tourists

and the tourism sector since foreign tourist products are priced in

foreign currency and this means that local destinations and

Kenyan products were viewed as affordable in terms of direct

expenditure. There was increased revenue once the hoteliers, tour

operators and airlines converted the currencies into shillings'

(ii) There were negative effects also in the sector since domestic

tourism had reduced revenue margins. The high domestic rates

reduced the appeal for domestic tourism in leisure, business and

conferencing as individuals and organizations shifted adjusted

their spending priorities to coPe with the high inflation rates'

(iii) The CBK's monetary policy actions measurer in the foreign

exchange market helped restore confidence in the market and

stabilized the shilling.

il
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2.8 Kenya Ports Authority (KPA)

Submissions

2.8.1 The Committee met with the Kenya Ports Authority, on 8th

December 2011. The Committee was informed as follows:

(0 The amount of imports coming through the port of Mombasa has

been on the rise. Port traffic was heavily skewed in favour of
imports, a trend that had been growing from year 2001. This share
was84o/o imports and14.5o/o exports in 2011.

(ii) There was a slight decline in the in imports as the shilling became
weaker. This was because the imports became expensive as the
shilling weakened and the cost of importation increased since they
are paid in foreign currency. This could have increased the demand
for foreign currencies in the market.

(iii) The country has been importing a lot of grains as depicted by a

steady rise in volume of grain imports over the years. This shows
that the country has been depending a lot on imported food.

(iv) To cushion Kenyans against the effects of the decline of the shilling,
Kenya Ports Authority provided 24/7 porl operations to ensure that
cargo do not incur charges, maintained the same charges as per the
tariff effective l( of February 2008 with minor amendments,
removed scanning verification charges, contracted eight CFSs that
helped to decongest the Port and facilitate cargo movement.

(v) The Authority hoped to upgrade the port to an E-port by 2012 and
also submitted proposals for development of additional port
capacity. The Authority's recurrent expenditures such as fuel for
equipment and maintenance of spare parts that are purchased

oversees were also affected.

O bservations

2.8.2 From the interaction with the Kenya Ports Authority, the Committee
observed the following:

T
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(i) There is a relationship between currency fluctuation and the volumes

of imports. Notably, the weakening of the shilling led to a marginal

drop in imports, but overall the demand for imports has remained

high. This implies it is not possible to reduce the import bill through

currency depreciation: rather the Covernment needs to put in place

tariff and non-tariff barriers to deal with the problem of huge

imports.

2.9 Kenya lnstitute for Public Policy Research and Analysis (KIPPRA)

Submission

2.9.1 The Committee met with KIPPRA on l't
Committee was informed that the causes of

shilling were a, follows:

December 2011. The

the fall of the Kenya

(i) Large current account deficit due to fast growth in import

payments relative to slow Srowth in export receipts' This put

pressure on the shilling to depreciate.

(ii) Covernment introduced a fiscal stimulus package in 2009 causing

Covernment expenditure to rise rapidly. The budget deficit also

increased showing that the Covernment was relying more on

CBK's advances and by September 2011, the CBK's overdraft

facility stood at 25.4 Billion. lncreased spending by the

Covernment may have played a big part in the depreciation of

the shilling.

(iii) Monetary expansionary since 2008 is related to fast growth in

private sector credit which caused inflationary pressures in the

economy. This indirectly contributed to the fall of the shilling'

(iv) The Europe debt crisis forced jittery investors to shift from Euro to

dollar denominated assets. This caused the dollar to apPreciate

against other currencies including the Kenya shilling'

(v) cBKs announcement that it would sell foreign currencies directly

to importers caused panic in the market.
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(vi) When the shilling started falling, individuals and Banks could have
taken speculative positions so as to benefit from the declining
shilling through hoarding of foreign currencies. This could have
escalated the decline of the shilling.

Observation

2.9.1 From the interaction with KIPPRA, the Committee observed the need
to closely monitor fiscal policy so as to reduce expenditure on non-
essential and non-priority items in the short-term. Loose monetary
policy was a major catalyst of the fall of the shilling and so it should
be tightened to reign on inflation and excesJ money in the economy.
ln addition, the problem of the wide current account deficit was
structural; hence the need to change Kenya's production structure
towards increased export production.

2.l0Export Promotion Council (EPC)

5ubmission

2.l0.lThe Committee met with EPC on 6th December 2011. The Committee
was informed that the causes of the fall of the Kenya shilling were as

follows:

(i) Limited export product range and reduced foreign exchange
inflows. This has reduced the national capacity to cover the
import bill from the exports proceeds and also constrained the
capacity of the treasury and CBK to employ effective monetary
and fiscal policies that will ensure a stable exchange rate.

(ii) Uncertainty over the Arab spring in the Middle East and North
Africa states caused a rise in oil prices, which resulted in a larger
import bill.

(iii) Kenya had been in a heated political environment for the better
part of 2011 with the upcoming elections and the ICC trials
debate. This has made investors who anticipate election violence
to take off causing capital flight.

I
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(iv) Speculation by importers so as to get favorable forward purchases

in the wake of a depreciating shilling.

(v) The oscillating shilling created an uncertain environment for

production and other structural issues. lt was conducive for

planning for production. This has negatively impacted on long

term investments and also induced capital flight.

2.1O.2 The EPC also informed the committee that the weak shilling had a

positive impact on exports earnings. But this advantage has not been

fully felt in the market since the Kenya exports raw products with

limited valued addition. Kenya lacks high value capital products'

Observation

2.10.3 From the interaction with EPC, the committee noted that the

Covernment had not created adequate domestic business environment

that can lead to rapid export growth. This is causing capital flight and

disinvestment by foreign investors. Since increased fuel prices

contribute to the fall of the shilling, the Covernment should invest in

alternative energY resources.

2.11 Kenya lnvestment Authority (Kenlnvest)

(i) There

inflows
major

have been unsteadY Foreign Direct

to the country over the recent years.

source of financial and technological

lnvestment
Though this

resource to

(FDr)

l5 a

the

country, no agency has been mandated to record the FDI inflows

in Kenya making their role undocumented.

(ii) The ease of doing business in Kenya has deteriorated with Kenya

being ranked i09 for the year 2012. This affects FDI directly since

investors want to be assured of security, conducive business
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2.i1.1 The committee met with Kenlnvest on l4th December 2011. The

Committee was informed as follows:



environment and most importantly minimal bureaucracy and
corruption.

(iii) The cost of doing business in Kenya is also worrying since some of
the essential 5erviceJ like energy are very expensive and
unreliable. The 6overnment should provide the necessary

infrastructure and services so as to encourage foreign investors to
come invest in the country.

(iv) Many foreign investors are unable to startup businesses in Kenya
due inability to access land. The Covernment should create land
Banks in each and every county specifically for investors.

2.12 School of Economics, University of Nairobi

(i) Lack of clear monetary policies. CBK Covernor intervened from
the demand side ignoring the supply side.

(ii) The Central Bank of Kenya should have predicted possible failure
and act fast but there was some laxity on the part of CBK.

(iii) Market distortions. The level of exchange rate is determined by
the forces of demand and supply of foreign currency. Under
normal circumstances, there should not be a sharp rise in the
exchange rate. Something else, therefore, may have caused the
sharp decline of the shilling.

(iv) The international forces like Euro crisis and the Arab spring may
have been a driver at the onset but could not warrant the sharp
decline of the shilling.

(v) Pressures from the increased import bill could have contributed to
the fall of the shilling. There had been an increase in importation
of commodities that should not ordinarily be imported like
foodstuff.
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2.l2.1The Committee met with the School of Economics, on l December
2011. The Committee was informed that the causes of the decline of
the shilling were as follows:
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2.12.2 The School of economics further furnished the Committee with the

fol Iowing information :

(i) The intervention measures taken by CBK will have serious impact

on the growth of the economy as people will not have money to

invest although the inflation will be tamed in the short run.

(ii) Long term borrowing for development is likely to lead to undue

expectation by the public. The Covernment will have to make

substantial borrowing to meet those expectations'

3.0 coMMERCIAL BANKS

3.1 Equity Bank Limited

Submissions

3.1.1 On the causes of the decline of the shilling, Equity Managing Director

blamed it on: large oil import bill (oil constitutes 25 percent of

imports), prolonged low interest rates which were used to import

construction materials and overt consumption, large and growing

middle class with a taste for imported goods, heavy infrastructure

investments in the country, panic buying by importers, sell'off of

shares by foreign investors at the Nairobi Stock Exchange, among

other factors. He attributed the recovery of the shilling to the cBKs

decision to raise the cBR rate to l8 percent, but also blamed this for

current high lending rates and interbank lending rates. Equity Bank is

one of the most caPitalized Banks.

Observations

2.12.3 The committee observed that the primary causes of the depreciation

of the Kenya shilling exchange rate were economic and also market

distortions due to ineffective intervention and monitoring in the

foreign exchange markets.



3.1.2 During their submissions to the Select Committee, Equity Bank

Managing Director responded to the questions raised by the
Committee regarding its participation in the interbank market, the
Discount Window of the CBK, and whether the Bank had received
any warning letters or other interventions from the CBK. The
Managing Director reported the following regarding those issues:

(i) That Equity Bank had not received any warning letters regarding
its foreign exchange trading activities, the use of the Discount
Window, or participation in the interbank lending market

(ii) The Bank had also not been suspended from participating in the
foreign exchange market, the use of the Discount Window, and
participation in the interbank lending market,

(iii) Equally, the Bank had not received any ad hocvisits from the CBK

regarding the same matteri and had not been subject to other
regulatory interventions from the CBK.

The Bank further presented information and data showing the level of
the Bank's participation in foreign exchange trading and foreign
exchange exposure. Notably, the Bank argued that its foreign currency
operations were negligible relative to the national foreign exchange
reserves or the monthly import bill, which means that the Bank has

Iimited capacity to influence the exchange rate. Between January 2011

and September 2011, the Equities Bank reserves ranged between U5$

16.22 million to U55 49.98 million. lts reserves were about O.Ol

percent ofthe reserves held by the CBK for the period January 20ll to
September 20i1. Foreign exchange trading income of the Bank had
risen from Kshs 208 million in March 20ll to Ksh.508 million in
September 2011, but its proportion to the total operating income
remained at about 3 percent during the same period. Even though
Equity Bank is one of the largest Banks in terms of assets, the Bank

reiterated that it was not a major player in the foreign exchange
trading relative to other Banks whose foreign exchange trading could

T
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represent 10 to 30 Percent of their total operating incomes(see annex

8).

3.1.4 Responding to a question about foreiSn exchange trading for clients,

the Bank argued that it does not participate in deal transactions, did

not hold any major client accounts in foreign exchange, and therefore

had not noticed any unusual fluctuations in foreign exchange trading

volumes. The Bank however clarified that it held foreign exchange

denominated funds (equivalent to Ksh. l4 billion) lent to Equity by

several international institutions (for example the lnternational

Finance Corporation) at Iow interest rates for on-lending to local

institutions involved in infrastructure developments. ln fact Equity had

extended foreign exchange denominated loans to a few institutions,

such as u5$ 70 million to the KPLC. Transactions regarding these funds

have minimal impact in weakening the shilling exchange rate since the

funds are not exchanged to Kenya shillings, instead these funds would

help strengthen the shilling.

3.1.5 The Managing Director refuted claims that he had in any way

participated in any Covernment policy or given opinion to the CBK

regarding the fall of the Kenya shilling. lnstead, the Managing Director

said that being the Chair of the Vision 2030, he often expressed his

opinions regarding Kenya's development. He pointed out that his

participation in this initiative could not give Equity undue advantage

or influence in covernment contracts since much of the information

on Vision 2030 programmes is in the public domain, and further that

his role in this initiative was not for profit but to be of service to the

country.

3.1.5 The Bank also discounted the view that it was favoured in the

awarding of covernment contracts or covernment funds to the Youth

for example. lndeed, the Bank clarified that though it had received

Ksh. 400 million from the Covernment for on-lending to target
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3.r.8

groups such as the youth, it had always multiplied the amount it lends

under this program (as required under the arrangement)at a low rate.

Observations

3.1.9

It was however apparent that the Managing Director of Equity Bank,

owing to his prominent role in financial services sector both locally
and internationally, was closely associated with the Vision 2030, a

Covernment Policy program with substantial impact on the direction
of Covernment spending priorities. lt is felt that sitting in such a
commission could provide grounds for conflict of interest or cause

disaffection among other Banks. lt is therefore difficult to remove the
tag that Equity Bank is favoured by the Covernment or is privileged if
the CEO continues to advise Covernment through the Vision 2030
secretariat.

That despite the submission asserting that the Bank was a net lender to
the interbank market. the Bank went to the Discount Window 14

times in 2010 and slightly over 50 times in 2011 (annex of Equity

Bank) this is a contradiction to the claim that the Bank is a net lender
and against the reasons for resorting to the window. The Bank

borrowed from the Discount Window in excess of the stipulated
guidelines of twice a week. lt is evident that the Bank borrowed funds

from the Discount Window despite its submission that it had not. The

Bank was therefore not candid in its information to the Committee.

T

Recommendation

3.1.10From the foregoing, it is recommended that senior Banking officials in

the country should be excluded from directly sitting in Covernment
policy Committees or Covernment commissions to avoid conflict of
interest, or to cause disaffection amonS other Banks.
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3.2 Kenya Commercial Bank Limited

5ubmission

3.2.1 The committee met with the management of Kenya Commercial Bank

(KCB) on l4th December 2Oll. The Committee was informed that the

causes of the fall of the Kenya shilling were a5 follows:

(i) Political crisis in the Middle East and North Africa (MENA) countries

resulted in a spike in the Prices of oil internationally' Kenya's

consumption of oil remained unchanged so the spike created a strain on

the balance of payment and foreign currency requirements to pay for

oil imports.
(ii) The crisis in Egypt disrupted the tea auction since Egypt buys 309o of

Kenya's tea thus reducing the foreign exchange to Kenya'

(iii) There was a sell-off in the eguities market globally and especially

affecting emerging and frontier markets. Foreign investors also sold-off

their shares at the N5E thereby putting more Pressure on the Kenya

shilling as the investors bought foreign currency.

(iv) The cBKs reduction of the cBR rate early 20ll lo 5.75o/o may have

increased credit expansion and increased demand for imported goods.

(v) Drought in Kenya had an effect on food and hydroelectricity

production. 5o the country had to import food and more oil for power

production increasing demand for foreign currency (see annex 9)'

Observation

3.2.2Upon interrogation of the KCB manaSement, the committee made

the following observations:

(i) That the CBK's intervention in the market was long overdue

(ii) There was capital flight in the economy and this could have been

an additional cause of the decline of the Kenya shilling

(iii) The Bank denied involvement in any speculation stating that it

participates in the foreign exchange market according to rules and

regulations in place.
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(iv) The Bank has always held capital in foreign assets at below the
maximum limit of the CBK even before the regulator revised the
limit downwards.

3.3 Cooperative Bank of Kenya Limited

Submission

3.3.1 The Committee met with the management of Cooperative Bank of
Kenya on two occasions, l4th December 20ll and 25th January 2012.
ln the meetings, the Committee was informed that the some of the
causes of the fall of the Kenya shilling include the presence of a wide
current account deficit, building of reserves by CBK, and servicing of
external debts. The reasoni for the wide current account deficit were:

(i) Large and growing imports bill due to: high dependency on oil
imports whose international prices are unstable, increased

importation of second hand cars which have caused an increase in
fuel consumption, importation of foodstuff due to drought,
importation of non-essential commodities, increased importation
of machinery and equipment for ongoing constructions, amonS
others.

(ii) Stagnant supply of foreign currency due to the following: reduced

earnings from sale of tea, coffee, horticulture due to the financial
crisis in the European Union and political instability in the MENA
region which are our main trading partners; and, reduced
remittances from the Diaspora.

3.3.2 ln the presentations, Cooperative Bank proposed the following to the
Committee that could help in mitigating the problem of the
depreciation of the shilling:
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(i) The country should develop initiatives to mitigate the import bill
in the following areas:



Encourage more fruitful local production of food and use it to
enhance strategic food reserves

Develop Government policies to hinder importation of non-

essential commodities and mass importation of second hand cars

Enhance Covernment investments in renewable energy (see annex

l0).

Observation

3.3.3 The committee instructed the Bank to furnish information on a

number of interactions the Bank had with the CBK during the period

when the shilling was in a crisis and the shareholding of the Bank. The

committee established the following from the Cooperative Bank

management:

(i) That the Bank did not receive any warning letters from the CBK

regarding their foreign exchange trading, use of the Discount

Window of the CBK and participation in the interbank market'

(ii) The Bank was not suspended from the foreign exchange market,

Discount Window of the CBK and participation in the interbank

lending market.
(iii) The Bank received a team of two CBK staff who carried out an

onsite review of their foreign exchange trading activities but the

Bank did not receive a formal report of the review'

(iv) That the Bank has a total of 13 directors who holds 4olo

shareholding in the Bank; 7 of the directors were elected by the

cooperative holding society, 2 are elected by the ordinary share

holders, I is the commissioner of cooperatives, 1is the

representative of the Permanent Secretary in charge of Treasury

and I is the Managing Director of Cooperative Bank of Kenya'

(v) The Bank stated that there was no staff sacked during the period

of June to December 2011. The only staff that left during the

period retired voluntarilY.
(vi) That the Kenya Cooperative Coffee Exporters Ltd is not owned

by Cooperative Bank though some of the export company's
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directors were also directors in the Cooperative Bank board.
These directors were elected by the coffee farmers who are

shareholders in both companies (see annex Il).
(vii) lt was further observed that this company is owned whole by

cooperative farmers and so there is no evidence to connect them
with any malpractices related to foreign exchange trading.

(viii) The Bank admitted to have seconded two of its staff to the
Kenya Cooperative Coffee Exporters Ltd for technical support in
administration of the Company.

(ix) The Co-operative holding society held 65% of the total shares of
the Bank while the remaining 35olo shares are held by investors

through the Nairobi Stock Exchange. Of the 35% shares held by
investors at the NSE, 4o/o are held by the Bank directors. The
Committee noted that the information was publicly available.

(x) That some of the directors of the Bank sold their shares of the
Bank in the NSE including the MD of Cooperative Bank who had
sold one third of his shares in the Bank (approximately worth
Kshs.320 Million in the course of the year 2011). However, these

sales were not related to the volatilities of Kenya's shilling
exchange rate.

(xi) That the Bank operates on a foreign currency limit of
approximately 3.5o/o against a foreign exchange exposure Iimit of
2Oo/o (10 o/o after review of foreign exchange exposure limits).

Reco mmendations

3.3.4 Based on the submissions by the Cooperative Bank management, and

the fact that the Bank maintains a very Iow foreign exchange

exposure, the Committee found no information to show that the Bank

had committed any malpractices regarding trading in foreign
exchange.
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3.4 CitiBank limited

Submission

3.4.1 The Committee met with the management of Citibank on l9th

December 2011. The manaSement team of the Bank outlined before

the committee the causes of the fall of the Kenya shilling as follows:

(i) Perceptions about Kenya's forthcoming elections and rising

political activity may have caused jitters in the foreign exchange

market.
(ii) The global economy was also in turmoil and passing through

uncertaintimes'Therewasasteadyincreaseinthedemandof
foreign currencies.

(iii) The loose monetary policy was a major cause since the interest

rateswereextremelylowandtheinflationratewashighmaking
it unattractive to hold assets in shillings, hence the huge demand

for foreign currencies.

(iv) Strong economic growth and fiscal spending continued to suck in

imports, widening the current account deficits'

(v)Thedepreciationwasacceleratedbyasharpriseininflationin
early 20ll caused by poor rains against a background of rising

food prices and fuel Prices.
(vi) when the shilling started to weaken, modest speculative flows

increased the pace for depreciation as the CBK seemed not to

have an appetite to intervene in the market'

Observations

3.4.2FromtheinteractionwiththemanagementofCitibank'the
Committee observed the following:

(i) That the CBK's delayed intervention could have been a major

contributing factor of the sharp depreciation of the shilling'

(ii) The Bank's foreign exchange trading was questionable since it

received 2 letters from CBK for inspection and the cBK made four
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(4) unscheduled visits to the Bank upon which the regulator
inspected the foreign exchange trading by the Bank.

(iii) The Bank did not access the interbank lending window during the
period of the fall of the shilling since it was Iiquid enough.

Recommendations

3.4.3 The Committee observes that the Bank had increased amount of
trading in foreign exchange, probably well within the legal limits (at
that time, the foreign exchange exposure limit was 2Oo/o of core
capital) at the time. However, the Committee recommends that the
CBK should increase its monitoring tools to ensure that excessive

trading in foreign exchange does not affect the general stability of the
shilling.

3.5 Family Bank Limited

5ubmission

3.5.1 The Committee met with the management of Family Bank on l4,h

December 20ll and 25th January 2012.The Committee was informed
that the causes of the fall of the Kenya shilling were as follows:

(i) That the core problem facing the economy was supply side

inflation. The Bank observed that Kenya's population has been

rising while local production of essential goods can hardly match
the demand, leading to rising imports. The export earnings from
the country also cannot support the needed imports thus creating
a current account deficit. This causes an increase demand for
foreign currencies.

(ii) High dependency on rain-fed agricuiture also affects availability of
food locally making the country resort to importation. The
country'r export market is dominated by agricultural produce and
a shift in the rain pattern affects production. lncreased import of
food increases demand for foreign currency.



(iii) The slow action by the Covernment and specifically the CBK

could also have been a caused since it failed to arrest the inflation

problem early enough.

3.5.2fo address the problem of the shilling exchange rate, the Bank

proposes the following:

(i) The country should manage its food security situation by

developing agricultural policies to encourage irrigation agriculture

and modernized agricultural practices. Also agricultural lands

should be protected and housing projects be directed deliberately

towards semi-arid areas unsuitable for agriculture.

(ii) The country should also invest in renewable energy and reduce

overreliance of rainfall relied hyd roelectricity and the expensive

thermal energy.

(iii) The country should also learn from the Euro zone on the effects

of uncontrolled debt since Kenya presently has a huge debt and is

paying a lot in interest. This is consuming quite a chunk of the

foreign currency.
(iv) The Bank also noted that the exchange rate still remains

vulnerable to depreciation until the primary drivers of the

depreciation such as huge current account deficit are addressed'

3.5.3 On whether the Bank had received any warning letters, ad hoc visits

by the CBK, suspension from the interbank market, or had been

subject of other regulatory interventions, the Management of Family

Bank clarified the following:

(i) There were unscheduled visits to the Bank by CBK officials who

came to review their foreign exchange trading activities but no

formal report was Presented to Family Bank concerning the visit'

The Bank reported to have no problem with its ratios (see annex

12).
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(ii) That the Bank went to the CBK Discount Window three times in a
week, against the maximum 2 times stipulated in the new CBK

guidelines, thus inviting steeper or punitive interest rates on such

borrowing. The Bank used the window due to prevailing liquidity
problems in the Banking system following CBKs measure to raise

the CBR.

(iii) With regard to the foregoing, the Bank noted that it was not easy

for small local Banks to obtain funds from the interbank Bank

market during the time of the liquidity crunch since they did not
have credit lines with the Banks with liquidity. Hence, the Banks

went to the CBK which is a lender of last resort.

(iv) The larger Banks and those with excess Iiquidity often mark credit

lines with other Banks on the basis of risk management practices

among other policies. Thus, the interbank market is not essentially

a purely fair market.
(v) The Bank also noted that small local Banks faced very expensive

branch network, maintained a larger customer base, and therefore
faced higher operating costs.

O bservatio n

3.s.4 The Committee noted that the interbank market was not working
efficiently particularly after the liquidity problems that followed the

spike in the CBR rate in November to December 2011. Specifically, the

market is far from perfect: small Banks face expensive borrowing in

the interbank market and when those funds are unavailable, the only
option is to go to the CBK Discount Window for funds at punitive

interest rates. The Committee noter that Banks cannot at times obtain
credit from the Banks with liquidity if they do not maintain credit

lines. The larger Banks and those with excess liquidity often mark

credit lines with other Banks on the basis of risk management practices

among other policies. The Committee also observes that the seamless

and efficient operation of the interbank market and the Discount

Window are critical for the stability of the financial sector and the
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transmission of monetary policy decisions. What then can be done to

make the market more flexible and efficient?

3.5.5 The Committee observes that
quite candid and honest with
issues sought.

management of Family Bank was

Committee regarding most of the
the

the

Recommendations

3.5.6 The CBK should use necessary tools and work with Banks to improve

the operations of the interbank market so as to insure against

unnecessary liquidity problems and unnecessarily high interest rates.

3.6 Barclays Bank of KenYa Limited

Submission

3.6.1 The committee met with the management of Barclays Bank of Kenya

on l4th December 2011. The committee was informed that the causes

of the fall of the Kenya shilling were as follows:

(i) Kenya is a net importer, that is, Kenyans consume a lot of

imported goods. Excessive imports of goods coupled with an

increase in global prices of commodities like oil piled more

pressure on the local currency to depreciate.

(ii) Drought and sporadic rainfall in early 20ll saw a reduction in

food production and increased importation of food commodities'

This increased the current account deficit'

(iii) Due to the debt problems and slow growth in the European

Union and U5, foreign investors sold off shares at the NSE to

address shortfalls in their incomes in their home countries' This

caused a heavy demand for foreign currencies.

3.6.2 From the interaction with the manaSement of Barclays Bank of Kenya,

the Committee observed the following:
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(i) The Bank did not undertake any speculative trading positions. All
currency purchased and sales were supported by underlying
customer orders.

(ii) The Bank's foreign currency levels were between U5$230 million
and U5$340 million during the year 2011, but generally showed
an increasing trend though there was a slight peak during the
month of March and July (see annex l3).

(iii) The response by the CBK to increase the CBR rate to llTo and

eventually 16.5olo caused the Banks to increase their base lending
rate. This has made the cost of borrowing high.

Observations

3.6.3 The Committee observed that Barclays Bank is one of the largest

holders of foreign currency, holding foreign currency in excess of Ksh.

26 billion. However, the Committee found no evidence of any
trading malpractices by the Bank.

3.7 CFC Stanbic Bank

Submission

3.7.1 The Committee met with the management of CFC Stanbic Bank on
l5rhDecember 2011. The Committee was informed that the causes of
the fall of the Kenya shilling were as follows:

(i) Huge import bill and low exports due to massive importation of
machinery and equipment to the country for infrastructural

development increased the demand for foreign currency. Drought
also led to increased food imports but decreased exports of
agricultural produce. Other factors that affected the export
markets include: the Arab uprising in the Middle East which is a

major export destination for Kenyan tea, and Europe debt crisis

which is a major destination for Kenyan horticulture and

floricu lture market.
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(ii) With the shilling weakening, importers panicked and bought

foreign currencies in advance to facilitate for their future

importation while individuals and Banks with speculative

tendencies held on to their foreign currencies with the aim of

making profit from the situation.

(iii) The increase in the international price of fuel could have been a

cause since Kenya is a net importer of fuel and the demand did

not decrease even with an increase in prices.

3.7 .2 The Bank representatives observed that Kenya lacked a clear

institution to regulate the foreign exchange trading market and the

Kenyan foreign exchange trading was done on a supply and demand

basis. once the shilling had shown signs of weakening, speculative

behavior set in, acting as the major catalyst of the depreciation given

that Kenyan foreign exchange trading is an open syitem'

3.7.3 Following queries bY

received unscheduled

the Committee,
visits from the

the Bank admitted to have

CBK to inspect its foreign

exchange trading. The cBK found out that the Bank had flouted some

regulations and the Bank was suspended from the interbank exchange

window (see annex 14).

Observations

3.7.4CFC Stanbic Bank is one of the Banks with large foreign exchange

holdingswhichmeanthatithadsignificantimpactintheforeign
exchange market. From information available, the Banks trading

apPeartohavebeenwithintherequiredlimitsuntiltheCBKplaced
new guidelines on foreign currency swaps' The Bank suffered

suspension from the interbank market for 30 days and was fined Ksh.

1 million for flouting a new guideline issued by the CBK on 13th

October, 20ll on the tenor of foreign currency swaPs'

3.7.5 The committee notes that since the interbank market is regulated by

Kenya Bankers Association, there is no adequate intervention to
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control abuse of market power by big players. AIso, the penalty for
flouting regulatory guidelines is very light relative to the potential
economic cost of the malpractice. The penalties could be enhanced.

Recommendatio n s

The Committee is of the view that Banks could have made a lot of
money from foreign trading which also contributed to the fall of the
shilling. Civen that part of this trading is within legal limits, the
Committee recommends the reduction of opportunities for such

trading through CBK monitoring and also enhancement of penalties
for flouting the regulations. The monetary penalty on breach of a

regulation should be proportionate to the value to the Bank of the
malpractice at the given time. ln the wake of the magnitude of the fall
in value of the shilling, the Kshs. I million penalty on the Bank could
be only a very srnall fraction of the gains made by this Bank.

Therefore, the penalty should be revised upwards to be commensurate

of the value to the Bank of the malpractice.

3.8 Housing Finance Company Kenya Limited

3.7.6

Submission

3.8.1 The Committee met with
Company Limited, on 14th

informed as follows:

the management
December 2011.

of Housing Finance

The Committee was

(i) The weak shllling affects the housing sector due to high cost of
imported construction materials. Kenya imports raw material and

equipment for construction in the housing sector and the

weakening of the shilling caused these imports to be costly.
(ii) Remittances from the Diaspora helped offset reduced investment

in housing associated with the weakening shilling.
(iii) The Managing Director also regretted that the irregularly acquired

titles in places such as Syokimau and other parts of the country
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could increase default rates in future. About two clients had their

houses demolished in Eastleigh area of Nairobi.

Observation

3.8.2 The committee observed that as a result of the increasing in cBR rate

to l8o/o, Banks arbitrarily increased their lending rates on existing loans

to between 24o/o and 32olo.Further insider knowledge played a part

during the period of the crisis with Banks raising the interest rates way

before the rise in the CBR rate.

3.9 Standard Chartered Bank Ltd

Submission

3.9.1 The Committee met with the management of Standard chartered

Bank on 6th February 2012. The committee was informed that the

causes of the fall of the Kenya shilling were as follows:

i)MacroeconomicinstabilityinboththelocalandglobaleconomY.
The international economy was facing tough times while

internally,thecountrywasfacingahighinflationregime'awide
current account deficit, and increasing budget deficit'

ii) The fall of the Kenya shilling was preceded by a period of low

interest rates caused by an expansionary monetary policy' High

liquidity in the financial sector contributed to cheap credit that

fueled domestic consumption. A bigger proportion of the

borrowing was used to finance consumer demand rather than

corporate investments' Part of consumer spending was geared

towards imported goods which further worsened the difference

betweenexportsandimportsandthecurrentaccountdeficit.
Thus, the growth in domestic credit did not therefore fully lead to

increased production in the country.

iii) Uncertainties about the direction of the Kenya shilling exchange

rate caused widespread panic among market players such as

importersandexporters.Theexpectationswerethattheshilling
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could slide further, and this caused exporters to hold their foreign
currencies positions while importers bought foreign currencies to
cushion their planned future importation. The importers could
have even borrowed from the Banks due to the cheap credit so as

to buy the foreign currencies.

3.9.2 On whether the Bank had received any warning letters, ad hoc visits
by the CBK, suspension from the interbank market, or had beeh
subject of other regulatory interventions, the Management of Standard
Chartered Bank clarified the following:

(i) That the Bank did not receive any warning letters from the CBK

reSarding their involvement in the foreign exchange market, the
CBK's discount lending window or the interbank window.

(ii) That the Bank did not borrow from the Discount Window at the
time that Banks were accused of involvement in arbitrage. The
Bank further clarified that it was never involved in arbitrage.

(iii) The Bank was never suspended from participating in the interbank
market or the CBK's Discount Window.

(iv) The Bank did not receive any ad hoc visits from the CBK

regarding its participation in the foreign exchange market during
the period when the shilling was depreciating.

(v) The Bank only holds foreign exchange on behalf of its clients and
not for foreign exchange trading purposes or speculation. Thus,
the buildup of the foreign exchange balances was due to
individual customer holdings of foreign currencies.

Observations

3.9.2From the interaction with the management of Standard Chartered
Bank, the Committee observed that maintaining of an expansionary
monetary stance with the inflation rate going up could have been a

major cause of the fall of the Kenya shilling. The CBK interest rate at
some point was as low as 6 percent when inflation was l0 percent.
This situation would definitely encourage arbitrage.
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3.9.3 Though the Bank in its submissions before the Committee denied that

it had received letters and ad hoc visits by the CBK, evidently the

correspondence between the CBK and Standard Chartered Bank

demonstrates that the Bank was one of those inspected by the CBK.

Correspondence between the CBK and the Bank revealed that CBK

officials visited the Bank to carry out related investigations. Clearly the

Bank was not honest with information.

3.10 Kenya Bankers Association

5ubmission

3.l0.lThe Committee met with the cEo, Kenya Bankers Association, on l5'h

December 2011. The Committee was informed that the causes of the

fall of the Kenya shilling were as follows:

(0 There was an increase in the world fuel price and since Kenya is a

net exporter, this worsened the current account deficit.

(ii) The Euro zone debt crisis worsened the situation with the capital

flight by investors to US dollars which was deemed to be a safe

haven. This made the dollar appreciate against most currencies.

(iii) The private sector credit had risen faster than economic activity

implying that credit expansion was financing more of

consumption than productive economic activities. This exerted

inflationary pressures from the demand side which needs to be

contained by monetarY PolicY.
(iv) The depreciation was further worsened importers and exporters

who went into panic buying of foreign currencies for their future
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Recommendation

3.9.4 The Commercial Banks took advantage of the frequent upward

revision of the CBR rate and increased their lending rates without
proper cause and notification thus hurting the borrowers. This should

be reduced to preemPt an eminent rise in default rate (see annex l5).



I
needs in anticiPation of a weakened shilling'. 

'O:::]:I:. """
came into the market creating a shortage of foreign currencles'

4.O SUBMISSIONS BY ECONOMIC EXPERTS

4.1 Dr. David Ndii

Submission

4.1.1 The Committee met with Dr' David Ndii on 8'h December 2011' The

Committee was informed that the causes of the fall of the Kenya

shilling were as follows:

(i) The instability of the shilling nu1 t*o drivers' the underlying

causes and ii" ir,rr"r. The underlying causes were to do with

fiscal and ;;;.ffi policies and the trigger was the Euro zone

Titl''or",rur" on the shilling could be traced back to the fiscal

stimulus packages ""to"rrt]tO 
after multiple economic shocks

namely, post-elections ''oitnt"' 
drought and global financial crisis

in 2008/09 financial year' The fiscal stimulus was rolled out in the

(ii)

2OOg/10 and 2010/11 budgets'

(iii) The CBK also ''OOo""j 
a monetary stimutus by creating an

accommodati'u rnon"tu'y stance similar to that of monetarY

authorities all over tnu wo'ta' The benchmark 91-day Treasury bill

rate was a'iv"n ao*nwards from 7 o/o in November 2009 to a

Iow of 1.60lo in l'fyiOf O' and kept below 3olo until the middle of

2011' r:--^r ^^r 'n^netarv- enabled importation of
(iv) The stimulus, both fiscal ""d 

nt::tt::]: 
.:

capital and consumer goods' in effect causing the widening of the

trade deficit' fn" *te"ning trade deficit and excessive cheap credit

created an opportunity to speculate against the shilling'

48



Observation

4.1.2 From the interaction with Dr' David

the fotlowing:

Recommendations

4.1.3 The Committee finds tha

about economic stimulus

regime for far too long'

the CBK should maintain

a focus on Price stabilitY'

(i) The fiscal stimulus Programme should have been rolled back in

2010/2011 since it wJs evident that the economy was more

resilient to shocks "";;;" 
country had been recovering strongly'

(ii) The monetayti*ul'l *u' imprudent since the Banking sector

was strong ""d 
n";i;' rrtt csi( should have waited to see the

impact of the fiscallt]mutus first before acting to expand money

suPPlY.

Ndii, the Committee observed

Cheserem on 6rh December 2011' The
Mr.
that the causes of the fall

t the CBK may have been overenthusiastic
'und 

uir" maintained the low interest rate

fi" C...ittee therefore recommends that

a coherent monetary policy at all times-with

;;t ; the kev objective of the CBK' Other

4.2

goals should be secondary'

Micah Cheserem - Former Governor of the CBK

Submission

4.2.1 The Committee met with

Committee was informed

shilling were as follows:

of the KenYa

(i) There was a deteriorating current account deficit' This was due to

food shortagt' uno'ru"i'o'i*'"t'""ses.that 'cT.:::^l:ttt"t"o
importation and a surge in the deman::::"j':::,:il!l'i,'i* 

,n"
(ii) il" move by the CBK to purchase toretgt

market to str"ng*,Il its foreign exchange reserves when the

shilling had alreadf ,tu't"a attt-'i"'."1i"9.,:"Y:1 a window for

sp".uluto's to start hoarding the foreign currencles' 
4s
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(iii) The Pronouncement 
by the CBK that it would not intervene tn

the market -o""n"d speculative activity and the shillings

continued with its free fall'

(iv) Purchase una 'uiui'iution 
of fo':i.g.,n currencies by foreign and

Iocal investorr'u1.. ,i. Treasury bills had very row interest rates

compared to overseas interest rates'

4.2.2 Fromthe interaction with Mr' Cheserem' the Committee observed the

following:

(i) The CBK could only be responsible for managing underlying

causes which ut" 
'uUj"tt 

to monetary policy while all other causes

are outside the control of the CBK'

(ii) The CBK had tupubi *nomists yet it allowed an expansionary

regime of money supply to eersil.f.or.lo..ru'-

(iii) r;: cBK's move:"::1":.*:]i:'J:"J,[Xmp it in again within

a short time sent m

(iv) The CBK's public Pronouncement 
of its intentions to intervene or

not in the market '""ti 
rn'""d signals to the players in the market

(see annex l6)'

4.2.3 On his Part Mr' Cheserem

consideration to address the P

suggested the following measures for

roblem of the exchange rate:

(i) The CBK should maintain a high but not too excessive CBR rate

that would not damage the economy' 
..

(ii) The Covernment lnt"'O Put austerity measures to reduce

borrowing from the market' This will ease the interest rates'

(iii) The CBK Governor and Deputy Covernor should be appointed

through a comPetitive Process'

(iv) The CBK should be required to appear before an appropriate

Parliamentary Co"rn*iit* on a regular basis to explain the

performance "f 
th"i; ;;" core mandates of price stability and

iinancial stability of the Banking system' 
s0



il

Observations

4.2.4 As a former CBK Covernor' Mr' Cheserem submissions were quite

useful. Firstly, ,n. Jo*.,ttee notes the importance of strengthening

the operation"' "''it"*'" "i 
tn" C'f including the need to recruit the

toP officials such as the Covernor and Deputy Covernor

competitively' M;;" important is the need to "n'urg 
that the

management tf C;K is answerable to the Kenyan public not only

through tn" t"ti-iut iut u"o through an appropriate parliamentary

Committee'

Recommendations

4.2.5 From the foregoing' and to strengthen the'sovernance of the CBK' the

committee '"tJ;:;;;" 
in"t 

"tn" cBti co'"'nor and Deputv

Covernor o" 
'"t'u'ita'tfnough 

a competitive process' The Committee

also recomm""o;';;;;';;""c'* Act should also be amended to

provide the CBK ;;;"';;; aPPears before a relevant Parliamentarv

Committee of tf'" Nutional Assembly on a regular basis to explain the

performance of CgK concerning the core mandates of price stability

and financial "";;;;' 
i; additLn' there ought to be put in place a

mechanism that guarantees oversight over the CBK by a parliamentary

Committee'

Committee.

4.3 Dr. Thomas Kibua - Former CBK Deputy Governor

Submission

4.3.1 The Committee met with

Committee was informed

shilling were as follows:

Dr. Kibua on

that the causes

December 2011' The

the fall of the KenYa

'I't

of

4.2.6 Amend the law to review and restructure the composition' selection

process una q'uiti*tions of members of the Monetary Policy
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(i) The world economic situation was deteriorating with America

and the Eu'o 'on" 
ioth in a debt crisis' .The 

Middle East and

North Africa countriell'rier" ftu'ing political instability' Since most

of these countries u,. t,uaing Partners with Kenya, there was a

drop in tftu tu'ning' f-"rn "'Ot'1 
causing a current account deficit'

(ii) The countrY was facing supply constraints; inadequate food

supply and 'i'ing 
t'"ip'i;'' in" 

''nt'"u'ed 
the import bill creating

unt deficit.

;';;" Z;;.,tment in 2011 were equivalent to fiscal

il" economic stimulus programme' women

ir"o ""1 vouth development fund n1! bec,ome

since the money sPent was not equal to the output'

found its way to consumption rather than

a current acco

(iii) The actions o

indisciPline'

develoPment
un Product ive

This money

,,r, *:":"J,lill .l,""tto an environment of weak monetarv policv'

creating "*t"" 
tiquiJi*' ;;; in credit to the private sector' and

inflation' ffi' rnonJy'intr"u'"d inflat.ion,and could have been

used for speculatiori' W"n tn" drop in the interest t"t"t--lill

Kenyan decided to transfer their money into foreign currencres

with the aim of 'p"*f"ting 
since the returns would be more

I ucrat iv e t' u n i nu" sli n g 1 
rrr i s "'": :T:0, ::::il[i :nt',:,:,t5

needed their money in foreign currencles' 
'

individuals "..o '";'o;';;] 
intt to hoard foreign currencies with

anticipation that prices would go up'

rrf if,.r" had been heightened political
t"' 

."."t "f 
an election year and the lc

were divesting and foreigners were wl

shares at the Nairobi Stock Market'

(vi) There was a drop in tf'u inflows from export and remittances

from the Diaspora' fufuny of the external investors felt Kenya was

,r,,,llti1?ii"ns and omission from the CBK were a clear cause of the

problem' The CBK''i"''J ensure that the market is stable' Once

the CBK "nt ''*"0 '"''nu"-'n 
tn" market' speculators positioned

temPeratures with the

C cases debate' lnvestors

thdrawing their stakes in
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themselves to take advantage of the reactioY ]n" 
CBK also did

not engage tf'" torn*""iai ganks early enough but it tried to

compete with them 
'"t'ti-tit"ld 

be their regulator' not

comPetitor'

4.3.2 From the interaction with Dr' Kibua' the Committee had the following

recommendations to address of the Kenya shilling:

(D Legislation should be put in place to'discourage conspicuous

consumption lite lmportation of non-essential goods and basic

nr) ;"i,:T'dd1::1r";,l::t'?i""u"L'u'u" 
shlurd deverop good

macroeconomit tinuntiul o';';;;t i3 e-uia" the economv' There

should be ,urr" ro', .1n., iro. a,..overnment expenditures'

The Covernm"tt 'it"id ot'oritize public projects in a manner tn

which the economy doesn't overheat'

(iii) The CBK should tt";; t;t'ol of the financial market as a

regulator' Since tnelrl is u cleu' problem'of cartels in the market'

the CBK 'fto'fa 
Jaa"" titt' through its Bank supervision

dePartment'

N I iil c s r, !:'' 1o1.'l;";ilJ :['/,il,nil}il:H ! [:li
:tlX:.'U::.[Ti""t'ii'" uanking industrv since its timerv

interventions toufa I"" tftu count'y from a similar economtc

downturn'
(v) The independence of central Bank should be upheld and the

institution sftoufa r<n"ow its responsibilltV;nd the consequence of

not undertaki"g i.,:;;; ai:ul"rv. The c.overnment should stop

frequent interferences with its CBKs operations'

;T;il::mmi*ee notes that :T::lJ?,,11;J::lJ:l:i:fi "'
financial markets ;;;t;" time of the'exchange rate crisis and was

not up-to-dat" ;;'tn-'"'rn"'O* operations of the Banking industry
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Recommendations

4.3.4 From this observation' the Committee recommends that an external

organization'"'n;:;' ;: l':::1^::fl : il*il:"|,ff 1: :J.",li'l:
mJn"tury operations and Bank supervlslc

the problem' The Committee also ProPoses amendments to the CBK

Act to providt fo' puni'''" meaJures on the Management of the Bank

for gross failure in uttuinttnt of important monetary policy objectives

or failure which occasions the country huge losses'

5.0 OTHER STAKEHOLDERS

5.1 Foreign Exchange Dealers Association

which could have slowed down its resPonse to the crisis' While the

independence or thte cii' i' fu'urnouni' tt" csr should execute its

mandates effectively "rrd 
tn"'" should be sanctions for failure to do so

effectivelY'

Submission

5.1.1 The committee met with a representative of the Foreign Exchange

Dealers 'qssociation' 
on 15th December- 2011' The Committee was

informed th"t th; :;ses of the fall of the Kenva shilling were as

follows:

(i) The ICC decision on the "Ocampo six" led to uncertainty on

Kenya's political ;;;;' l"J "' l.ol:lt' 
investor started

divesting and taking up foreign currencies as a safe haven

increasing the demand for foreign currency'

(ii) The drought tnat iit parts of the country affected export

produces like tea and' coffee causing a reduction in their

production' fnis reduced the country's exports while import bill

was ,ising thurefo'u widening balance of payment' This'

compounded UV titlutt that one of Kenya's major tea export
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market. Egypt' was in a political crisis significantly reduced the

income from tea exPorts'

(iii) The turmoil i" N;;; Africa and the Middle East caused

uncertainty in tt't" iii"'national oil market' Prices had risen to

over 5100 per barrel' tMF World Economic Outlook forecasts

for 2011 were 585'50 per barrel' Oit imports constitute over 25

Per cent of f"nyu'i-tuirent account' Thus the increase in prices

in.r"ur.d the imPort bill directlY'

(iv) The NSE had to't qqZ points since .J"1:"1 
2011 -about 

10 per

cent. The foreign ;;"" of this.directly affects the demand

and supply "f Uil"lf"'s' which directty affects the USD/KES

have been resPonsible for the

speculation is standard market

international markets' Like in the

ul.r, in foreign exchange are in the

i" ,in.. this is the waY theY make

price.

(v) 5Peculative behaviour maY

problem with shilling' but

behaviours in domestic and

case of N5E stock trading' de

market to trade and sPecula

money.
(vi) With all the fundamentals causing jitters in the foreign exchange

market, the CBK tti"O it *Oriowledge the facts and instead

dismissed them as short term in nature or supply side shocks'

(vii) Treasury i*pr"t""ntla iit etonorn't Stimulus Programme (E5P)

while the centrai'*B;n-k impremented^ an accommodative

monetary policy' ritZSK reduced the CRR and the CBR so as

to encourage gunt' to tow"' tn"ir lending rates and make credit

cheap' This pofity 
'nu"a"-tn" 

rnu'tttt liquid' making it possible for

the Treasury bill' ;;;'i'"u'u" bond-s interest rates to fall

drastically una *urtilf it easy for.tle 6-:-vernment to borrow'

The interest 'utu' 
*"1" below inflation rates' The Covernment

started und.rtat<ing ,i_l*rir" a"r"topment pro)ects and there was

need to import rnLjt' tt"u*ction materials' Furthermore' the

country *u' rutinii"ro"'ni t"O it embarked on importation of

food. The tr'tuup ?'lait luent into importation of second hand
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vehicles, non-essential Soods and basic foodstuff' All this added

to a Srowing imPort bill'

5.1.2 ln its sittings the Committee also heard from the Foreign Exchange

Dealers Association that:

(i) That the long-term structural problems in Kenya's economy'

including the ratio of exports to imports' high cost of crude oil in

the past ten months Ut''a"' drought had sparked inflation and

also the depreciation of the local currency'

(ii) ifre built up of the Central Bank foreign currency reserves'

mainly from actual purchases of USD UoT.tn". *t]:e.t.^::::

2008 to early 2011 reduced the amount of foreign currency ln

the market.

(iii) When the crisis was at its onset' the signals from the CBK to the

market *"'" t"uting more confusion in the market' For

example' its failure to intervene caused panic buying by

importers and increased speculation' The Central Bank did not

inject its foreign currencies to the market early enough'

Observations

5.1.2 The Committee notes that while foreign exchange trading and taking

positions witi'in teg;t limits is not.illegal' the CBK should be in a

position at operatLnal level to devise tools and regulations and

guidelines ,o tn'u'u 
"ubility 

in the foreign exchange market and to

curb excessiv. trua., tr.'ut may drasticalry affect the direction of the

shilling.

Recommendations

5.1.3 The Committee recommends that the CBK should focus on ensurlng

the efficient op"'*on of the foreign exchange market and respond in

a timely manner to major fluctuations in the exchange rate' The

guidelines to curb unu'uul and illegal trades should be deterrent'

I
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5.2 Kenya Private Sector Alliance (KEPSA)

Submissions

5.2.1 The Committee met with the Kenya Private Sector Alliance' on 8th

December 2011' The Committee was informed as follows:

57

(i) tt is important to have an improved and efficient infrastructure to

the growth of the economy' There is a need to have policy

guidelines on how the projects towards infrastructural

development u" irnfltrn"nted' There should be a mechanism to

look into the mega projects and their execution processes'

(ii) That the cost of 
"n-ning 

the Government is too high putting

pressure on the "u"" '"'outces' 
The overall budget is widening

due to both an t*'"u'" in the development and recurrent

expenditures' The revenue collected is not growing enough to

counter the recurrent "xpenaitu'" 
and- there is need for reforms to

manage it' With 'i" "nu*".r"nt 
of the constitution and the

implementation of ii" Vision 2030' there has been increased

development expenditure so as to deliver the required conducive

environment to tf'e-funyans' This is in the backdrop of a not so

good perform'tg ;;t;'" collection' 5o the Government has to

resort to u"*"_,"g- u"ih from the internally and externaily

increasing the pubLiciebt and the amount of interest to be paid'

(iii) The increased ''i-Jgooas 
in partly.caused by inefficiency in

' ' 
produ.tion which is then passed on to the consumer'

(iv)There is need to nu'*oniz" companies involved in energy supply

and target tariffs to avoid competition in the energy sector'

(v) The Central B""k;;K;tya Covernor chairs the MPC as the policy

making organ and he is also the implementer' The nomination of

the members ot'iftt ft'f pC is also shrouded in secrecy hence

bringing in the suspicion' . . !^- ^-r rho f,orprnmeflt
(vi)Foreign funded o'";; "t" 

not fully paid for and the Covernment

has to buy 
'o"'gl"u';ncies 

to pay for its part' ln liSht of the



increaseinthenumberofsuchprojects'thisraisesthedemandfor
the foreign currencies hence pushing inflation further up'

(vii) The Central Bank should have a working relationship with Banks

and other foreign exchange dealers in order to share information'

Competition in the foreign exchange markets and other money

markets should be encouraged so as to limit cartels'

(viii) Covernment projects sftouta U" sub-let to local contractors to

reduce the demand for foreign currency' Any foreign contractor

should work in conjunction with local contractors so as to

enhance knowledge transfer'

(ix)The Covernment should identify what can be imported for the

projects and what should be produced locally' That is' need to

look at the ratio of inflow and outflow in the projects' Some

machinery from local companies should be used to avoid using

foreign currencies to import machinery which are locally

available. 5ince most of the development is in preparation for the

devolved Government' this should be effected in phases for cost

efficiency and to maintain stability'

(x) Energy cost is an i"u" in the country and should be addressed

effectively. The efficiency of Kenya pipeline as well as the entire

supply chain should be improved to cut on energy cost' The

harnessing of coal should be fast-tracked to enhance development

of power in a different way' lt should also be fast-tracked so as to

cut on the energy costs incurred through importation'

(xi) lnfrastructure etticiency and capacities should be improved by

giving incentives to to*puniu'whose vehicles reduce congestion

on tt u roads, such as double-decker buses'

(xii) The education sector should set up standards of education to be

able to supply the 
'"gion -itn skills needed for efficiency as well

as enable Kenyans t?quit" international contracts as a way of

earning foreign currency'

(xiii) The Kenya Tourist Board should promote education tourism to

boost the economY'
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(xiv) That the import storage facility t: Y-'t'tb"t" 
needs to be

commissioned to t"'"" t"* additional costs imports incur at the

store.

t*i-1." independent Commission to monitor Central Bank should be

formed.

;::11':T e r a ct i o n w it h t h e *::l:'j::1': i::' 

'.l 

i:ll 1'.: : 1l': ::, I T''" 
ouo,,. o:'l:y ]",;'n."t ji:ti,l":'":'ff ".0,","u., .n"^::..1 "'
Kenya shilling' The to*ll"IIu'..].riinution of economic policy

accountabilitv in Government and t"tt:'i':;;;'l' *u' to deal with

making with other agencies so as to t:""a:,t:;;"'tt'i'' 
the Kenva

and to avoid economic crisis such as tl

shilting' r rL^ --orl to divide the roles of cBK policy

5.2.3Thecommittee 
also noted the need t" 

il;";";;,trl. curr"nttv tr'"

making and oversight of the t'l[]t,,:i;;;:; 
in s"crecv' *'is

no m inat i on'"0"T o3' "t 
*" " 

t " :n: ^11ti;'I-""*:')" t 
j'li? t' 

"o

m*i::'ffi?:: if i.' :Hi';5;r'r.:t
*,Xru: l" : : J':"" H: :i'1-}' i "LT I o''l' 

" "I " "o 
u nt a b i t i tv ( s ee

annex 17) '

:::T", 
j#,n.:11:*r'"T:'^"j"',ti:TI,TJ::ff :.,:i'::I":T;

a review of the CBK -::y:j:.:;;;- 
organ and the oversight or

the autonomy of the CBK policy making

,uP"-i'i"n of the Banking sYstem'

5.3 Consumers Federation of KenYa

Submissions .., !L^ /-an<rrrnpr Federation of Kenya' on 6th

5.3.1 The Committee met with the Consumer

December 
'011' 

-'n" iottittt" was informed as follows: 
se



(i)

not able to access

commodities.
(ii) lmports have become expensive making them unaffordable'

5.4 tnstitute of Economic Affairs (tEA)

Owing to the devaluation of the Shilling against major currencies'

the cost of living of Kenyans has sky rocked and consumers are

Submissions

5.4.1 The Committee met

basic needs due to the high cost of

with the lnstitute of Economic Affairs' on 1'r

December 2011. The Committee was informed as follows:

(i)

(ii)

A rise in interest rates tends to contract the economy by

appreciating the currency and reducing net exports' On the other

hand a decline in interest rates tends to expand the economy by

depreciating the currency and raising net exports'

Fiscal policies often affect interest rates and international capital

flows to Kenya. For example, fiscal expansion pushes up interest

rates. At higher interest rates' Kenyan securities become more

attractive to foreign investor, which appreciates the shilling'

(iii) Contradictory monetary policy reduces aSSregate demand' which

lowers both real CDP and prices' A monetary contraction raises

interest rates; hence a tighter monetary policy attracts foreign

capital into Kenya in search of higher rates of returns' The

exchange rate therefore ris es '

(iv) Kenyan exPorts were dampened due to the euro zone crisis since

Europe is a big consumer of Kenyan products

(v) The lnstitute recommended the tightening of monetary policy'
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6.0

6.1

POLICY RESPONSES

The signs that the Kenya shilling.t*:nung"l,us facing sustained fall

due to the current "tlunt 
imbulut'tt' and rising inflation was

aDDarent as early 
'zot1' 

il;";rtJ"'s' tt"-cBK still resisted calls to

intervene instead' th"''M;;";";y Policy Committee of the Central

Bank of Kenya mainta';;;;" CBR rate flat (minimal changes were

made in Mav to .l"1i'''oiii i'ntnungta from Februarv 2011 to

september zorr at'pi'i]ti" tjttln"t uJtr' inflution and depreciation

of the Kenya shilling *"' 'Ot"t 
at alarming' rates' Clearly' there was a

i jo, p o i.v' "''t i: nj:l ffi**1,:l:[.' x..:i:"ii::
ff":Til:':ilJ#J;; 'i" ito and the Ministrv or Finance to

stem the fall of the shilling'

6.2 The MinistrY of Finance took the foltowing stePs to deal with the fall

of the KenYa shilling:

(i) The Ministry of Finance for example sent circulars to all

Government a"pu"rn"rlt' to reduce unnecessary expenditure such

as those on fo'"ign t"'uu"i una furniture' These were meant to

address co"'nrn"tit'';;;; for foreign exchange and also to

curb inflationu" o'""u'"'' Treasury :"P::ttd 
that it had made

savings u'oun''ni"i" ";";;- 'i';n' 
s'u"tion owing to these

measures alone. ,_^ -^-^"rpd that the Covernment had

t i rl in.'r"r* r't', :l -tl:il::;l'.';"::ffi o'13',"0, i",n" u,"o u n' o'

changed its macro

budget deficit bv 1 percent bv end ":1?::^ an extension of the

fiiiliil l'ri"istrv also sought and recerveo. 
o'"*.i.i the fall of

Extended Credit Facility (EFC) from lMl-

shilling *u' tu'g"tfl''"" ou balance of 
'payments 

problems' the

c ov e rn m e nt' "''Jn'"'; 
;;; i: l 

" 

T "lI:r':T ::T, 
jXi:l t:

Credit Facility to shore up the local currt

country's ou'untt''Ji'o'u;;;;;' '"n.tined 
stable' The countrv has

since accessed t;;;;"';-:"eaing usD 300 million since earlv

I



6.2

2011, and could access additional funds under the three year ECF

fir)?:::;,il;, action to curb non-essential imports could do

something to address the huge import bill' but this needed

permission from EAC Partner states to change any tariffs on

imPorted Products'
(v) In addition, CBK' Treasury' Banks or their representatives' the

Kenya Bankers Association' and a Task force in OPM held various

consultations *nitn irnp'o'ed communication between CBK and

Banks and also helped coordinate the response and also manage

exPectat ions '

The CBK responded to the early problem of arbitrage by increasing

restrictions on the use of the Discount Window' lt is believed that

Banks were using the Discount Window to access funds to invest in the

Covernment securities 

-in't"ua 
of using their dollar holdings' This

therefore reduced dollars available in the foreign exchange markets'

Following are the primary responses that the CBK took:

(i) The CBK injected U5$ 1tB'25 million in the market between July

and Novemb er ZZ-'Z'Ol't' Civen that the Bank also bought foreign

currency from the markets amounting to USD 95' 8 million' the

net injection was s*ull and could not have reversed the direction

of the Kenya 
'hif 

f i"g' Tl't" intervention through the sale of foleiqn

exchange was limiled by the amount of reserves available in

Kenya. ., - ^-.-L--d6 6wn^( rrP

(ii) The CBK also reacted by lowering the foreign exchange exposure

limit of Commercial Banks from 2Oo/o to 10o/o: This measure

servedtomakeforeigncurrencymorereadilyavailableand
therefore cheaper (in relation to Kenya shilling) by forcing Banks

to hold less foreign currency assets' which also reduces foreign

currency dealings and speculation'

(iii) Successive increments in the CBR rate and the Cash reserve ratio

to reduce money supply: The most significant policy response
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came in october 2011 when t1"-:-t*::1":::::i:t:# il1?:
;";i; i'; ..::.,1 |;jf ,:ffi::,1,'li?. ;;',,ing rrom the

percent' "::r:ils .::'il 5"i;";'i"" *,n' 6o'at 
'o 

the us dorrar bv

!i1-"i',1;l?1";:J[t; ti"oi"*u"' 2o11"the rate was raised to

1 8 p e rce nt ca u s i n g t' ;;' ;' ;'","* n 
" " I :I-: 

t 
]l :"LT: L'iJli : L 

" " "'
(iv) ri lou grr *"":: j::::i::'}, ::'::"T:ll;'i", I 

" 
:; nt,u r e u nr or

among other aPPro

KenYa).

6.3 \X/hile some of the measures such as the sale of foreign exchange and

inrerventions to r"o"" 6overnment lo",#lt,nI:':.J:',,t"'::

'*ii ffi ui=* ilq*:{iitt*,** 
= 

*
PrimarilY, the shock in

Dercent lend to a sharp rise of lendint- lI:t"J;*, -.*.r.iur eunL,

::::il;tt credit to the private sector' rvro"v;0t""" 
to about

i.r. .oi"r,.o their base rates from an average "ru*lr-l* uuou, 3o

24 percent. For some Banks' actual lending 
;l[.in;'-il;. rates

oercent. Business people and consumers ut"."'or"*3n"y. 
burin",'"'

exorbitant' una *ithoJian alternative source of money' businesse:

"ith". 
Po'tPone investments'

4 u tt i m at etv' hi gh'::,:t*'::;',Xll.', 
3l'" 

"iot"'f ":1. 
: :: Tlt:Irit' 

.o,,"n the unemplo'*"* tlt'lil:::^;; 
reduced subscription of

increase of CBR has also contributed. t-"J;;;;.;r" 
und prudent

:"1j: * :;r:lffi i[:: ff :I "[:J [ff ""' 
;';; e"r nl gn'l r e n d n g

,i""'t*"ntrrt in T- bills and T-bonds'

6.
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CHAPTER FOUR

coMMIfiEE FIN

7.0

7.1

DtN G5 AN DRECOMMEN DAT roN5

FINDIN6S

The Committees sittings were quite fruitful and helpful in isolating the

primary drivers of th" ;;;l"p'"tiuti"n of the Kenva shilling' The

committee received ;;';; 'ufti"ion' 
and explanations of the

possible causes of tn" d;;; itt"n" of the shilling which it divided

into economic, human and institutional failures' The economic causes

such as the wide tu""nt uttount deficit' Euro crisis' large import bill of

non-essential commodities' the Arab Spring' are still in place even after

the shilling recovered ';;;"i"; 
since December 2011' The Committee

therefore zeroed on institutional and human failures' These factors

include policy indeci"'un"" and inaction of the CBK' speculative

activities of some e""k' ;";-iJividuals' and inaction by the Ministry

of Finance'

7.2 The Committee's findings on the cause of the sharp decline of the

shilling are as follows;

7.2.1 Policy indecisiveness and inaction of the Central Bank of Kenya (CBK)

- The committ.. tina, the foilowing acts as directly linked to the slide

of the shilling:

(i) Creating opportunities for arbitrage - Failure by the CBK to detect

and close in time the gap between the interest rate on Discount

Window ot if'" CSf' 
"th" 

'ut" 
on the interbank lending market

and rates t"-'"t''"' bills and bonds' The Committee is

convinced tn"t t"t""'cial Banks 
' 
exploited this loophole for

monetary ,"';;' ;" o'oblem of the exchange rate could have

been addreirul'o u great extent.through a rise in the CBR as

early as 
'""" 'oii 

uni ut'o the placement of stringent penalties

on the abuse of the Discount Window' 
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( i i ) F a ir u re t 
" I ":"-1 ill H;it,; ; J' il'.T::[:: J[:. :;ili:[:

also found that the

activities of the financi-a]'"tt'Ott players'throu gh several f inancial

instruments tnut 
'u"i"J''rt;;t'; 

volatility and sudden fall of the

shilling in 2Of f ' T-his is related to weak monitoring and

,u.r.'ituntt of financial markets'

Unclear Communication to financial markets'- The Committee felt

that CBKs communicatio;ffi;;;as 
ineffective during part of

the year, and this nrj; 
';;;":"'t'a 

'iilions 
ror rurther

soeculative activities o' 'un"'Oon'iveness of market players to

CBKs policv signals' '";;I; 
signals from the CBK to the

market and failure to in;;; werJ creating more confusion in

the market sparking #;;;;.bY.'.1:'i"'s 
and increased

speculation backed o' ;;;tt ot ti'*tu" issued by CBK'

(iii)

(iv)

(v

lneffectiveness of the Monetary Policy Committee (MPC) -The

1",i.", . .n: o::,.":r,l 
r};;1. li! il;: ;li::1:'j,,:::Y,i:

January 2011' but tnl t"),,,,'"o"Lr" it "uth"d 
its peak The

signals and stem the ttls': :-=^;^:,,.,."",, on the part of the

:t#;il observes there is ineffectiveness o'

MPC, esPeciatty its taill'Je t" rnt"t '""orly' 
its composition' and

its inadequat" '"'oon'l'i""tn" 
lni'u"t's decline as one of the

;;"il.'hut to"tn"d the situation last year'

) lnadequate policv responses - The :-tT:t:t;"t'l::'[t'T:i
' 
h'""'-5; ;:T: J:l ;::l' :' ?J'I'"'' i " 

p tu r ","."u''"

exchange rat" proutl-'I" 'on"i "* 
of 

-'control' 
Tracking CBKs

;;;;,o,he ::':# :t:".T1J:fHTI"r:itil:
throughout the vear 

i#:ilo"n'rurur.r' 23.2011from 5'75olo to

CBK firstly increased the LUK "-'l':;;;;n 4rh June, 2011. The

60lo which was revised again to 6'250/o 
'on,

cBR rate was not '::il:;'";;in 
until September 15th 2011 but
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this was raised to only 7o/o despite the fact that the Kenya shilling

was rapidly losing value and inflation was rising' The CBK kept

the CBR fairly flat for about 9 months'

(vi) Belated intervention by the CBK- CBKs resPonse through hiking

the CBR rate to 18o/o was too drastic and costly to the economy'

This has forced the Banks to hike their lending rate to more than

30 percent for new and old loans' Kenyans are now at risk of

becoming pauPert due to high interest rate paymentr'

7.2.2 Govetnor of the CBK - The Committee finds that the CBK Covernor:

(i) Did not react in good time to the problem of sharp decline of the

shilting which trilgered a panic and fertile ground for hoarding in

foreign .,""nti"i and speculation' This was corroborated by

several commercial Banks' the Taskforce' all the economic experts

and other organizations'

(ii) Kept CBK Discount Window interest rates below the interbank

rate and Treasury bill rates that encouraged the commercial Banks

to by-pass the interbank market to borrow from the Discount

Window'
(iii) Allowed communication breakdown between the CBK and the

Banks.

(iv) The Covernor played down the gravity of the problem to the

extent that in various instances he was quoted in the media saying

that he would not intervene in the foreign exchange market'

(v) Being less candid with information' For instance' the Covernor

claimed public in the media that some Banks' which he refused to

name, were responsible for arbitrage and hoarding of foreign

currencies' The Covernor was therefore not candid enough and

honest to the Kenyans and even to this Select Committee'

(vi) Overseeing the rise of the CB R rate to 18?o' hence occasioning

Kenyans heavy interest rate payments'
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(vii) The Committee is of the view that the Covernor ls squarely

responsible'"' **tt""'lhe opportunity for Banks and individuats

to make quick monev' 
BK circular to bypass the

(viii) His ."""1".:::T ;:i J:::i; Jlr'il;,;,-,"ri.,, oi iore6n

:::[:?i::iil:;; ' 
JJ"* "a' 

* u' 
I : ::::'i' i I:1T#: 1::

financial structures' rhis could t"'-: ;::;;ili markets to

';H:, : :. :1"::[f :, 
*'n -'" 

" 
;:'""j;"J';.' :;; i ; ;; an n ex 5 )

7.2.3 Arbitrage by commercial Banks - Various financial players' including

commercial r."o' o"'i'tioated in u'uit'ust.'ffi:h.}:ff:itt:fi:l
and is a common business otltt't-tli";il;,; borrow funds
"eul; 

"'proited 
loopholes in the t'"'l::i;;';"0 

""0 
in" funds to

from the cBK th;:;;"'i" o"-"tt Window and used the fund

r"J',::il[::::*i#i:*ryi9"'.t'9,"'i;:i#u;
Window to lend in the interbant< ma'r\et 

;t;r" ,O'' 
''""Oing Circular

since the Banking circular No' 5 ofJunc* 
*..-t "t August 12.2011

Hft ".'"'"#i'*.:l';il?''::tl:^;pyl*iil[ jr::?:
Bankers Association' in a meeting *"l-.,lt),jtt"; il interbank

about the '*"ii 'i"ount 
\I/indow rate relative to the inte

market 'ut"' 
*nith *as opening up opportunities for arbitrage'

7.2.4 Commercial Banks with increased foreien exchange trading activity -

rhree B anks "'H; ;;;' u*:'' 
: "l:i;n::::"5t',U:':-xf,l

citibank were rePorted to have rt}#;;;natiori. 
(see annex

trading activity' CBK wrote to them s

18).

7 2. 5 su spen sion or,,f:*:.Hl::H:::"1::;"f ["T:l'iqHI
interbank market "t l"t"tqn :::ll'-t* 

"'uj"ftnes 
issued on October

that CFC Stanbic Bank had flouted the guid

he

ed

13,
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7.2.6 Commercial B

that 12 major

2011 regarding the tenor of foreign currency swaps' The Bank was

suspended from particip"atr'U r" ti" swap market for 30 days and was

also penalized Ksh' 1 rn'''t""t" 
""" 

with the Banking Act (Section 2(a)

of Legislation No' 77 ti i"'' in" euntting (Penalties) (Amendment)

Regulations 1999)'

ank Foreign Exchange holdings- The Committee finds

Banks held 87 '7o/o of total for"ign assets by September

201l (see annex 3)'

7.2.7 Conflict of lnterest-the Committee finds that top management and

board membt" 
'n''ornt 

ganking institutions hold board positions in

key public pofity o'"gun;' tn'tn-u'" tasked with major development

projects in the country' This is a source. of disaffection among Banks

which feel una'""ua*ntugt i' gained by such Bank executives' For

instance, the CEO "t 
g;'fty Bank chairs the Vision 2030 board which

in the Committt"i t"a other Banking institutions provides undue

advantage on O'otni und future information about inflow of funds

towards inrr"r,ruliur" Jevelopment. Similarly, the chairman of Equity

Bank chairs the National Oil Corporation'

7.2.8 Kenya Bankers Association - The Committee found that Kenya Bankers

Association 6t;;;;;;ed the problem of monetarv policv in a

meeting *itn fsf' The Committee found that the interactions

between the regulator and KBA' which is an interest group for profit

seeking gunk'' ';;u'- inappropriate in free markets' This opens up

opportunities for collusion' arbitrage and speculation in foreign

currencies'

7.2.9 lnaction by the Ministry of Finance - The Ministry of Finance failed to

exercise tf'" p'o'iiion"oi tn" Central Bank Act (Cap 491 section 4c)

and take u o'outuul''oi" io tu'''t" the decline of the shilling' Under

the law, T'uu'u'y *n intervene (take over monetary policy) upon
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approvaro'l::,,:,;:"::1,'""i:,,|'Jii:.l"llffi H":JT'T[':f 
-'

inabilitY or unwlllln

7210workins"i:j"",,,il'T,:,"Jl"T+:'iq#i#;:$*"I:
ffi"t"";t a taskforce in the office of 1l-

this did little to "'II'*"'o';;aion 
ot the Kenva shilling'

7 2 1 1 Fa*ure jl",li:,:l'jl, i:,i tr,,*:d#;U:i*,,i1"ili
the shilting against major currencttt ,1n:t;';;"',nui'"t which triggered

was far too slow to react to the problem;J t," ili;; currencies and

a panic t"o *nit' 
"l'"a 

foi hoarding in foreign currencre

sPeculation '

7 2 1 2 c a p i'i a r. 

l ",lll;l li" ;: : TI {ffi :Tf, JJ ill['t''$:.:J..,*utt
unpredictable exchange rate of 

'n"_,o;'J".;.ro.7ono.i. variables.

"-i..i",,."r 
about the economv 11i;';r;.;;oint, in January 2010

,i" ot, of the NsE 20 share index tron'--- 
o.,*"0 with the increased

to 3120.88 in December 2011 was o1t'11,."':;;"l,artet. The capital

activity among foreign investors .3.nu ao.*ittee the magnitude of

market author:rty failed to 
'n"1" 

*ltLt 
Uors involved'

capital flight from the NSE and major i

7 2.136robar economic crisis- rhe t"iT'l'fi lliiJl::i:"':'fl["ffi"'[
domestic economY to have *]::'"'i;:tbt'tt"n' and Political events

These inctude Euro zone aeu] c1y|s.-u;;;;r, 
since these conditioru

in the Middle East and *'un-1t:::;,',;;";;, have been the main

still persist' the Committt"'t:t5.t1?

causes for ,n",i,"-,i. J.preciation of the shilling'

tl
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T

7.3 RECOMMENDATIONS

7.3.1 On the basis of the above findings' the Committee has drawn a range

of recommenautionl *hith will ensure that future crisis such as the

sharp depreci"ti; 
'"; 'i;; 

shilling in 2011 is not replicated' The

Committees' '"t;;;;";tt'on' 'o* 
both economic and institutional

changes as follows:

7.3.2 Monetary PolicY

(i) Governor of the CBK -Failures attributable to the CBK during the

period of tn"'a"tfi"" of the shilling' and the Covernors own

conduct bordering on incompetenc"e created panic and fertile

ground '"' 
;";;: Jo *1'::11i':.'': Tff":''':"f1?;";::

Committee finds the Covernor

incompatible *ni tn" n"lder of the office of Covernor of the

Central Bt"k ;; K";a and therefore recommend:

I

T

I

I

The Covernor takes

decline of the shilling'

The 6overnor stePs

responsibility for allowing the sharp

aside to Pave waY for thorough

. il:tifl:t';:sident should constitute a.Tribunal to investigate

the covernor's 
' 
t;;;;t' incapability' connivance and

incompetence to o"-*'- *" t:::tl:::of the office as per the

provisions of tn" Cgf Act Cap 491 section 14 (2)(f) and l4(3)'

(ii) Productive communication between CBK and financial market

players 'th'e commi;;;";;t'1ot tL:] cBK should design a

framework of tnguging with foreign,:::nuntu market players

within the confines o?itiu tinuntial market laws and regulations'

(iii) Coherence of monetary policy - The' Committee found that the

cBK may rluuu u""'i l"l"'"nittu'iu'tic about economic (imulus

and also maintaineJ the low interest rate regime for far too long'



The Committee therefore recommends that the CBK should

maintain a coherent monetary policy at all times with a focus on

price stability.

(iv) Early warning mechanism - CBK should put in place thresholds or

trigger values for which the foreign exchange should fluctuate in

times of extreme crisis and at which the CBK would move in to

restore stabilitY.

(v) Strengthen Reserve Position of the CBK The Committee

recommends that the covernment should take adequate steps to

boost the reserve position to at least the 4 months of import

cover to strengthen its ability to respond to market volatility'

(vi) Enforcement of the ln-Duplum Rule - The ln-Duplum rule as

provided under section 44A of the Banking Act needs to be

enforced. ln addition, the Act needs to be amended to apply to

all loans - both performing and non-performing'

7.3.3 Legal Amendments

Suggested amendments to the CBK Act can

restricted to the following:

(i)

target, but are not

Position of Chair and deputy Chair of the CBK Board - The

Cenilal Bank Act (CAP 491 section 11 (t)(a)(b)) should be

amendedtoprovidethattheCBKCovernorandtheDeputy
Covernor cannot chair the Board of Directors which is expected

to review his performance in achieving the CBK core mandates'

(ii) Appointment of the Covernor and Deputy Governor

Committee recommends that the CBK Covernor and

Covernor be recruited through a competitive Proceis'

- The

Deputy

I
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(iii) Oversight over CBK - The Committee also recommends that the

CBK Act should be amended to provide that the CBK Covernor
appears on a quarterly basis before a relevant parliamentary
Committee of the National Assembly to expound on monetary
policy and other actions related to the discharge of the CBK core

mandate of price stability and financial stability.

(iv) Autonomy of the CBK-Strengthen the autonomy of the two arms

of CBK namely, the Bank supervision/financial markets on one
hand and monetary policy arm on the other.

(v) Sanctions - To provide for punitive sanctions on the Management
of the Bank for gross failure in attainment of important monetary
policy objectives or failure which occasions the country huge

losses, the Committee recommends the introduction of
amendment to the CBK Act.

(vi) The Monetary Policy Committee - To include the input of
supervisory arm of CBK in monetary policy decision making, the
Committee proposes amendment of CBK Act to provide for an

extra member to the MPC of a CBK staff responsible for Bank

supervision. The performance of the MPC during the crisis and in
particular the handling of the sharp depreciation of the shilling
was found to be wanting. The Committee recommends a

reconstitution of the current MPC to reflect the requisite expertise

that will inform the monetary policy direction in the country.

(vii) Conflict of interest- To provide for a fair and level playing field in
the Banking sector and to avoid conflict of interest, the
Committee recommends that senior managers and board
members of Banks should not hold poiitions in Covernment
policy organs or Covernment commissions with direct impact on
financial and monetary policies.
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7.3.4

(i)

Supervisory Oversight of Financial lnstitutions

Tools to efficiently monitor financial markets - CBK needs to

develop toolr to properly and efficiently monitor the financial

markets, particularly find tools to quickly deal with the adverse

effects of innovations in foreign exchange trades such as the

Electronic Brokerage System' foreign exchange swaps and carry

trades.

(ii) Responsiveness to market develoPments The CBK should

increase the speed and responsiveness to market developments to

deal with rapidly changing financial market behavior'

(iii) tndependent forensic audit - Possible speculation and abnormal

tradinginforeignexchangecouldhavebeenpreventedifaction
was taken in a timely manner' The Committee also recommends

Ethics and Anti-Corruption Commission (EACC) and the

Auditor Ceneral's office to carry out an independent forensic

audit on the operations and transactions of the Discount

Window and foreign exchange trading of twelve Banks which

had the largest foreign exchange holdings by September 20ll'
(see annex 3).

(iv) Review of internal procestes - The Committee recommends that

the CB K carries out an internal audit of what went

monetary operations and Bank supervision with a

rectifying the Problem.

wronS

view
ln

to

il
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The CMA to conduct a comprehensive investigation of the

N5E to determine whether there were institutions that

involved in suspect capital inflows and outflows from the

bourse and report to parliament within 90 days from the

date of adoption of this report by the House'



(v) Banking penalties regulations - The Committee recommends

amendments be made to the CBK Act and the Banking Act in
order to revise and enhance the penalties which may be imposed

for breach of CBK regulations.Such penalties should be

proportionate of the value to the Bank of the malpractice at that
particular time. The Committee found the amount of penalty,
Ksh. i million too lenient and therefore recommends a more

deterrent penalty of 5Oo/o of the amount involved or Ksh. 20
million whichever is greater (regulation 2 of the Banking

(penalties) Regulations, 1999).

7.3.5 Fiscal Policy

(0 Reduction of the current account deficit through exports
promotion.

(ii) Placing tariffs and non-tariff barriers on non-essential imports - To
reduce the import bill, the Ministry of Finance should explore

ways through the regional trading arrangements to increase tariffs

on non-essential commodities.

(iii) Exercise of powers provided under the law - The Committee
recommends that the Ministry of Finance should not hesitate to
take policy measures if the CBK grossly deviates from its monetary
policy statement.

(iv) Strong macroeconomic fundamentals - The Committee finds the

CBK and the Treasury lacking in 5tron8 macroeconomic

fundamentals in the form of policy. Both institutions appear to
have been overenthusiastic about economic stimulus. The CBK

also maintained the low interest rate regime for far too long. The

Committee therefore recommends that the CBK should maintain a

coherent monetary policy at all times with a focus on price

stability.
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(v) Coordination between the monetary and fiscal policy institutions

-The effectiveness of the monetary policy in a country must be

matched -itn lrr equatty effective fiscal policy' particularly so

when dealing *itft u t'i'i''of the magnitude the decline in value of

the shilling' fi*"i 'p""ai"g 
remained high before some austerity

measures *t'" i"'"d' The Committee recommends effective

policy coordination between the fiscal and monetary

authorities/agencies'

7.3.6 Finally, the current interest rates of slightly over 30Vo charged by

banks are unreJstic' harmful and untenable' Therefore' the

Covernment, CBK and financial market players should put in place

deliberate mechanisms to reduce the interest rate to affordable rates

within three (3) months of adoption of this rePort by the House'
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Table 1: Foreign Exchange Holdings by Select Commercial Banks by

September 2011

CfC Stanbic Bank (K) Ltd

Kenya Commercial Bank Ltd

Standard Chartered Bank (K)

Ltd

Citibank N. A. KenYa

Barclays Bank of KenYa Ltd

Commercial Bank of KenYa

Ltd

l&M Bank Ltd

Diamond Trust (K) Bank Ltd

N lC Bank Ltd

Equity Bank Ltd

Co-Operative Bank of KenYa

Ltd

Bank of Africa (K) Ltd

Source: Central Bank of KenYa

17 .Oo/o

3O.9o/o

42.2o/o

49.2o/o

55.60/o

61 .9o/o

67 .60/o

7 2.9o/o

77.80/o

81 .5o/o

T

Cumu lative
Percentage

Bank Holdings as Percent of
Total lndustry Holdings

Total Holdings
(Kh'000)Bank

70.425.709

57,476,699

46.561.144

29.179,720

26.562,409

26.O86.714

23.252.309

22.O94.803

20.295,571

15.372,270

84.8o/o

17 .Oo/o

13 .9o/o

11.3o/o

7 .10/o

6.4o/o

6.30k

5.60/o

5 .3o/o

3.2o/o

2.9o/o

4.9o/o

3.7o/o

13.355.225

12.O81.122
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B anks
Central Bank Window Borrowing
(Ksh. Billions)

Profit before tax
(Ksh. Billions)

2 011 2010 2011

Kenya Commercial Bank Ltd 0.960 148.420 6.500

Standard Chartered Bank (K) Ltd t-tlu 7.555 6.185 q AQ)

2.329 146.555 7.O15 8.867

Commercial Bank of Africa Ltd 0 3.150

Cooperative Bank of KenYa Ltd 2.296 186.481 4.302 5.544

Citibank N.A KenYa 0.700 o

Bank of Africa (K) Ltd 1.280 23.7 68

CfC Stanbic Bank (K) Ltd 0.701 1.920 1.505 2.378

NIC B ank Ltd 0 3.980 2.0O4

l&M Bank Ltd 22.7 44

Diamond Trust Bank (K) Ltd 0 2.280 2.3 5l 3.110

Equity Bank Ltd 1 .664 53.336 6.464 8.246

Table 2: commercial Banks Borrowing from CBK and Profits, 2010-2011

Source: CBK data, Financial Statements of listed banks
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9.100
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Figure 2
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Figure 3

Commercial Banks Net Foreign Exchange Assets (Ksh. Billions)
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PROPOSED AMENDMENTS

lnsertion of
new section

l2A in Cap.

485A.

Report to
committee
of
National
Assembly.

Limit on
interest
recovered

on loan5.

l. The Capital Markets Act is amended by

inserting the following new section immediately

after section 12-

2. The Banking Act is amended bY

deleting section 44A and substituting therefor the

following new section-

l2A. The AuthoritY shall' on a

quarterly basis, aPPear before

the relevant committee of the

National AssemblY to exPound

on its mandate under this Act.

44A. (l) An institution shall be

limited in what it maY recover

from a debtor with resPect to a

loan to the maximum amount

under subsection (2).

(2) The maximum amount

referred to in subsection (1) is

the sum of the following-

(b)interest, in accordance with the

contract between the debtor

81

Deletion of
section 44A
of Cap.

488.

(a)the princiPal owing;

lr



and the institution, not
exceeding the principal owing:
and

(c) expenses incurred in the

recovery of any amounts owed
by the debtor.

(3) This section shall not apply
to limit any interest under a

court order accruing after the

order is made.

(4) ln this section-

(a) "debtor" includes a person

who becomes indebted to an

institution because of a

guarantee made with respect to
the repayment of a n amount
owed by another person; and

(b)"loan" includes any advance,

credit facility, financial
guarantee or any other liability
incurred on behalf of any

Person.

(5) This section shall apply with
respect to loans made before
this section comes into
operat ion.

3. The Banking Act is amended bylnsertion of
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new section

49A in CaP.

488.

Amendment
of section

4D of Cap.

491.

inserting the following new section immediately

after section 49-

Penalty for
non-
compliance
with
Central

Bank

directions.

(a) in subsection (2)' bY deleting

appearing in ParagraPh (c)

therefor the word "three";

(b)in subsection (2A). bY-

49A. Any institution or other

person who fails or refuses to
comply with anY directions

given by the Central Bank

under the Act shall be liable to
a penalty of twentY million

shillings or, if the directions

relate to monetary transactions,

a penalty equivalent to fiftY Per

cent of the amount of moneY

transacted.

the word "two"
and substituting

4. Section 4D of the Central Bank of

Kenya Act is amended-

(i) deleting the word "two" and substituting therefor

the word "three";

(ii) inserting the following new paragraph

immediatelY after ParagraPh (b)-
"(c) one shall be a person with executive

responsibility within the Bank for supervision of

banks.":
(c) in subsection (5)' by deleting the word "six"

appearing immediately before the word "months"

and substituting therefor the word "three"'

il
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Amendment
of section 1l

of Cap.491.

Insertion of
new section

4E in Cap.

491.

5. Section ll of the Central Bank of
Kenya Act is amended-

(a)in subsection (l), by deleting the words "who shall

be the chairman" appearing in paragraph (a);

(b)bV inserting the following new subsection

immediately after section (l )-
"(lA) The chairman of the Board, who shall be a

person who is qualified in economics or finance,

shall be appointed by the President."
(c) in subsection (2), by inserting the words "through

a competitive process" immediately after the word
"President".

6. The Central Bank of Kenya Act is

amended by inserting the following new section

immediately after section 4D-

Report to
committee
of
N at iona I

Assembly.

4E. The Covernor shall, on a

quarterly basis, appear before
the relevant committee of the

National Assembly to expound

on the monetary policy
formulated by the Bank, and to
report on other actions related

to the mandate of the Bank.
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MINUTES OF THE IST SITING OF THE PARLIAMENTARY SELEECT COMMIfiEE ON
THE DECLINE OF THE KENYA SHILLINC AGAINST OTHER CURRENCIES HELD ON
FRIDAY. ISTH NOVEMBER, 2OI1 IN THE MAIN CONFE RENCE ROOM. COUNTY HALL
AT IO.OO A.M

PRESENT

The
The
The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
H on.
Hon.
Hon.
Hon.
Hon.
Hon.

Adan Keynan, M.P.
Rachel Shebesh, M.P.
Benjamin Langat. M.P.
Moses Lesonet. M.P.
Emilio Kathuri, M.P.
Ntoitha M'Mithiaru, M.P.
Martin Ogindo, M.P.
Abdul Bahari, M.P.
Adan Bare Duale, M.P.
(Prof.) Philip Kaloki, M. P.

Chairperson
Vice Chairperson

ABSENT WITH APOLOGY

Charles Kilonzo, M.P.
Shakeel Shabbir, M.P.
Peter Kiilu. M.P.
Benedict 6unda, M.P.
Shakila Abdalla. M.P.
Yusuf Chanzu, M.P.
(Dr.) Erastus Mureithi, M.P.
Jakoyo Midiwo, M.P.
Chris Okemo, M. P.

The
The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

IN ATTENDANCE NATIONAL ASSEMBLY

Mr. Ceorge Otieno - Clerk Assistant

MtN. NO.01/20r1: PRELIMINARY

The meeting started with a word of prayer. The Clerk Assistant informed the Members
that the meeting had been convened pursuant to Standing Order No.l63 which states

that:-

"The Clerk shall arrange a time for the firtt meeting of a Committee within seven

days of itt conttitution and as soon as the quorum it pretent, the Clerk shall
conduct the election of the Chairperson and vice Chairperson."

I

il

MIN. NO.02l2011: ADOPTION OF AGENDA
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The Agenda of the sitting was adopted by the Members preient as follows:-

(i) Election of the Chairperson
(ii) Any Other Business
(iii) Adjournment and date of the next meeting

MtN. NO.03,22011: ELECTION OF THE CHAIRPERSON AND VICE
CHAIRPERSON

The Clerk called for nominations for candidates for the position of Chairperson; The
Hon. Adan Keynan, MP was proposed for the position of Chairperson by the Hon.
(Prof) Philip Kaloki, MP and was seconded by the Hon. Benjamin Langat, MP.

There being no other proposal, the Clerk declared The Hon. Adan Keynan, MP as the
duly elected Chairperson of the Committee.

The Clerk congratulated the Chairman on his election and then handed over to the
Chairman to assume the Chairmanship.

Subsequently, the Chairperson called for nominations of candidates for the position of
Vice Chairperson; The Hon. Rachel Shebesh, MP was proposed by The Hon. Adan
Duale, MP and seconded by The Hon. Abdul Bahari, MP. There being no other proposal
for the Vice Chairperson's position, the Chairman declared The Hon. Rachel Shebesh, MP
as the duly elected Vice Chairperson of the Committee.

MIN. NO.04l201 t:

The Chairman thanked the Members for the confidence they had bestowed in him by
electing him the Chairman. He further underscored the importance of the Committee
and the immense work ahead arising from the tight schedule and urged the members to
be prepared for the task ahead.

The Vice-chairperson also thanked the Committee Members for the confidence they had
shown in her and confirmed that she ir up to the challenge.

MrN. NO.05/2011 ANY OTHER BUSINESS

After lengthy deliberations, the Committee resolved as hereunder:-

(i) That the Committee gets a brief from the Parliamentary Budget office on
the issues to be addressed.
That a draft proSramme be presented to the Committee during its next
ritting.

2

(ii)

BrMAnrs gY THE CHATP$AN AND VICE
CHAIRPERON



(iii) That the following organizations appear before the Committee:-

o Central Bank of Kenya
. Deputy Prime Minister and Minister For Finance
o Kenya Private Sector Alliance
. Kenya Bankers Association
o Forex Dealers Association of Kenya
o Kenya Consumer Watch
o 5tandard Chartered Bank
. Stanbic Bank
. Equity Bank
o Kenya Commercial Bank
. Commercial Bank of Africa
. Citi Bank
o lnstitute of Economic Affairs
. Kenya lnstitute of Public Policy Analysis
. University of Nairobi, School of Economics
. Former Central Bank 6overnor
o Kenya Revenue Authority
. Kenya Ports Authority
. Kenya National Bureau of Statistics
. Strathmore School of Business
. Kenya lmporters Association
. Kenya Manufacturers Association
. Kenya Export Promotion Council
o Kenya lnvestment Authority
. Car Dealers Association of Kenya
r Kenya Real Estate Association
. Kenya Petroleum Association
. Energy Regulatory Commission
o Kenya Tourism Board
. Nairobi Stock Exchange
o Association of Foreign Currency Dealers
. National Security lntelligence Service
. Economic Affairs Croup

ADJOURNMENT AND DATE OF NEXT MEETINC

There being no other business and the time being Thirty Six Minutes past Twelve
O'clock, the meeting was adjourned until Thursday 24'h November, 2011 at 10.00am.

J
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MINUTES OF THE 2ND SITTING OF THE P AMENTARY SELEECT COMMIfiEE ON
THE DECLINE OF THE KENYA SHILLING AGAINST OTHER CURRENCIES HELD ON
THURSDAY. 24TH NOVEMBER. 2OI1 IN THE MAIN CONFERENCE ROOM. COUNTY

PRESENT

HALL AT 1O.OO A.M.

Adan Keynan, M.P.
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Benjamin Langat, M.P.
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- Chairperson
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Hon.
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The
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Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Moses Lesonet, M.P.
Emilio Kathuri, M.P.
Martin Ogindo. M.P.
Abdul Bahari, M.P.
(Prof.) Philip Kaloki, M. P

Shakeel Shabbir. M.P.
Benedict Cunda, M.P.
Yusuf Chanzu, M. P.

Jakoyo Midiwo, M.P.
Chris Okemo, M. P.

IN AfiENDANCE

Ms. Phylis Makau
Mr. Ceorge Otieno
Mr. James Cinono
Mr. Martin Masinde
Mr. Robert Nyaga
Mr. 6ilbert Kipkirui
Mr. Cichohi Mwaniki
Ms. Farida Ngasura
Mr. 5imon Muinde

- Head Budget Office
- Clerk Assistant
- Clerk Assistant
- Fisca I Analyst
- Fiscal Analyst
- Fiscal Analyst
- Fiscal Analyst
- Hansard Recorder
- Hansard Recorder
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The meeting started with a word of prayer. After introduction, the Chairperson
informed Members that the select Committee was established through a resolution of the
House with the mandate of investigating and inquiring into the causes of drastic and
sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currenry had plummeted to itr weakest
Ievel and war now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expensive.

MrN. NO.O8l2011:

The Agenda of the Sitting was adopted by the Members present as follows:-

(i) Submission by the Parliamentary Budget Office
Any Other Business
Adjournment and date of the next meeting

(ii)
(iii)

MtN. NO.09/2011: SUBMISSION BY THE PARLIAMENTARY BUDCET
OFFICE

The Parliamentary Budget Office informed the Committee that:-

0 the Kenya Shilling has substantially weakened relative to major international
currencies since the start of the year 2011. lt lost 32o/o from Kshs. 80.8O to the US
dollar on January 3.d 20]I to a lowest ever mean rate of Kshs. I07 to the dollar
on October ,l2,h, 

201,I. However, the 5hilling has appreciated against the dollar
over the past few weeks;

(ii) the Kenya Shilling exchange rate depreciation particularly contributed to a rise in
the price index of energy products such as petroleum and electricity drawn from
petroleum oils;

(iii) the overall inflation has been on the upward trend rising from 5.24o/o in January
to 18.917o in october. Since Kenya is a net importer, the Shilling depreciation and
the associated inflation are bound to hurt the economy; and

(iv) the Central Bank of Kenya reacted to this by tightening the monetary policy
which is expected to increase the cost of borrowing thereby reducing the supply of
money on the economy, demand for goods and services and curbing inflation.
These policies appear to have some effect since the Shilling has appreciated.

Possible Causes of Weakening of the Shilling

6
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(i) Current Account Deficit: The widening gap between imports and exports of
merchandise goods means that the country needs more foreign exchange for
imports than it receives from exports, hence exerting pretsure on the Shilling.
Higher inflation further worsens the situation since it raises the cost of export
products relative to countries with lower inflation. Thus, even though a

depreciated Shilling is good for our exports, higher inflation tends to reduce our
export competitiveness which may further worsen the current account. Besides,

the Euro zone and the Middle East and North Africa countries are some of the
major trading partners of Kenya. 6iven the current financial crisis in the European
Community and political instability in the Middle East and North Africa region,
exports to these regions declined worsening the current account balance.

(ii) The Euro Debt Crisis: Most currencies have weakened against the dollar in the
recent paJt. The financial market risks associated with debt crisis in several Euro
countries has caused many investor5 to switch from the Euro to the Dollar which is

regarded ar a more stable currency.
(iii) Supply Shocks: Since 2009, Kenya has been grappling with a persistent drought.

This coupled with poor agricultural yields the previous year has contributed to the
dwindling food reserves in the country. This has led to the importation of basic

food stuffs such as maize leading to the huge import bill compared to export
earnings. This exerted pressure on the Shilling as it increased the demand for
dollars to facilitate payment of imports without a corresponding increase in
exports.

(iv) Uncertainty in the Economy: Risk averse investors spurred by the political
uncertainty in Kenya have been progressively divesting from the economy in
favour of safer haven for their funds. This includes selling their securities to buy
dollars or evading risk by investing into the bonds market which are more secure.

This is evident through the decline in the performance of the Nairobi Stock
Exchange.

(v) Speculation: Speculators may have read the market and taken the position that the
Shilling will weaken further thus raising demand for more dollars in order to make
a profit. Central Bank of Kenya blamed some banks for hoarding of dollars for
speculation.

(vi) Disruption in inflow of funds from neighboring Countries: There has been a steady
and unregulated inflow of foreign currency from the neighboring countries and
this has served to artificially prop up the local currency by increasing its demand.
With the recent remedial actions on piracy and policing of the country's boarders,
the inflow of foreign exchange has decreased downward thereby putting pressure

on the Shilling.
(vii) Non-responsive monetary policy stance: The Budget Committee had observed in

a report on the Budget Poliry Statement and advised the relevant authorities to
strike a balance between exports and imports and that Central Bank of Kenya
should intervene if exchange rates fall below Kshs.84 to the dollar. This was
ignored. Besides, as early as May 2011, there was a ministerial statement on the
floor of the House which indicated that all was not well in the currenry market.
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Policy Options taken in the recent Past

(0 Successive increments in the Central Bank Rate (CBR) rate and the Cash reserve
ratio to reduce money supply.

This policy measure did the following:-

a) reduced subscription of government securities since banks find it more
profitable and prudent to lend to each other through interbank lending or
overnight lending than investing in T- bills and T-bonds,

b) Caused banks to adjust their base lending rates upwards to between 20 and
25o/o, the consequence of which are as follows:-

borrowing became expensive which led to lower investments, reduced
growth and rise in unemployment;
loan defaulters increased as it became more expensive to service
variable rate loans and stay afloat for most buJineires and households;
and
fueling cost related inflation when companies increase their price
margins to compensate for costly bank financing or capital.

(ii) Lowering the Foreign Exchange Exposure Limit of Commercial Banks from 20olo
to 107o: This measure served to make foreign currency more readily available and
therefore cheaper (in relation to Kenya 5hilling) by forcing banks to hold less
foreign currency arrets, which also reduces foreign currency dealings and
speculation.

(iii) Receipt of Extended Credit Facility (EFC) from lnternational Monetary Fund
(lMF): Kenya secured an additional $250 million under the EFC arrangement of
the IMF to rhore up the local currency and ensure that the country's balance of
payments remained stable. lt is important to note that since the weaker Shilling
makes imports more expensive, it reflects negatively on the country's balance of
paymentr since Kenya's economy is import dependent.

Medium to long Term Poliry Options to Ensure Stability of the Exchange Rate

(i) Strengthened reserve position of the Central Bank Kenya. The reserve position of
CBK stood at 3.41 months of import cover in the week ending 'l8'h November
201 1. However, it is worth noting that the statutory level is 4 months of import
cover. To this end, the ECF from the IMF will asrist in assuring supply of foreign
currency and thus help restore certainty in the market and reduce speculation.

(ii) Futures Market. One sector that is strained by the high fuel prices is transport. The
prevailinE fuel prices are pa5sed directly to the consumers. One available option
for players in this field is to explore options iuch ar signing a long term oil supply
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contracts. The Government could back such contract, for strategic reasons through
guarantees, for example. This would make supply and price of oil in the market
predictable to avoid hoarding of oil commodities.

(iii) lmport substitution. Measures to increase output of foodstuffs as well as

encouraging local production of some of the imported products in order to
reduce over reliance on imported products and discourage imPortation of non-
essential goods through non-tariff barriers.

(iv) Maintaining the Poliry of Market Determined Exchange Rate and lntervene to
Reduce Short Term Volatility. The Central Bank of Kenya (CBK) should allow the
exchange rate to settle at a level that permits modest import of essential goods

and services, promotes export led growth and ensures that the goods produced
locally are attractive to our major trading partners. This can only be done by
achieving stable inflation, reasonable intereJt rates and growth. lt should be noted
that artificial propping up of the currency at the expense of growth could further
destabilize the economy. Thus measures to address the exchange rate dePreciation
through constraining lending and through high interest rates should be done
cautiously. One of the best ways of addressing the exchange rate is through
supporting industries that can reduce our import dependence and also promoting
exports.

(v) Moral Suasion. CBK should come up with a framework of engaging with all forex
market players. This could reduce the need to drastically change key policy
instruments like the CB R and the CRR.

Committee Observations

(i) The Committee observed that while fundamentals then prevailing in the market
accounted for the weakening of the Kenya Shilling, the speed and extent of
depreciation was a pointer that the fundamentals alone could not be the driving
force of the decline of the Kenya Shilling. lt was noted with concern that the
decline of the Kenya Shilling against other foreign currencies had become a trend
during general election years in Kenya.

(ii) The Committee further noted that the fundamentals as argued by the
parliamentary Budget Office has not changed yet the performance of the Kenya
Shilling was significantly improving by the day.

ADJOURNMENT

There being no other business and the time being thirty Minutes past Eleven O'clock, the
meeting was adjourned
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- MPC, Member
- MPC, Member
- MPC, Member

PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairman informed
the Central bank team that the select Committee was established through a resolution of
the House with the mandate of investigatinS and inquiring into the causes of drastic and
sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded ai the continent't worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that 5ome commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expensive.

MlN. NO.l2l20il: ADOPTION OF AGENDA

The Agenda of the Sitting was adopted by the Members prerent as follows:-

(i)
(ii)
(iii)

Meeting with Central Bank of Kenya Governor
Any Other Business

Adjournment and date of the next meeting

SUBMISSION BY THE CENTRAL BANK OF KENYA
COVERNOR

The Covernor made his submission as follows:-

lntroduction to inflation and exchange rate pressures

(i) lnflationary pretsures; food and fuel explains 680/o of the overall inflation. Hence,

adverse inflation differentials with our trading partners put pressure on the
exchange rate to weaken the Shilling.

(ii) Fuel prices in the international market were persistently high hence the pass-

through effects to domestic markets were significant.
(iii) Fuel import bill rose from 19.2 o/o of the total cost of imports in January 2011 to

peak at 31olo in August, putting pressure on the current account and available
foreign exchange.

(iv) Current account deficit, at almost 12olo of the 6DP, was beyond the 5-8olo range
expected for developing countries.

1l
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(v) The Euro- zone and US debt crises caused instability in currencies worldwide with
the US Dollar strengthening as the preferred rererve currency.

Factors causing inflation and exchange rate presrures:-

(i) Fuel price shock typical effects- hit domestic prices upwards and domestic output
downwa rds.

(ii) Current account deficit widened putting presrure on the exchange rate to weaken.
Major imports such as fuel, food, machinery and equipment.
lmports were rising faster than exports, hence a huge deficit every month.
The import bill for fuel increased putting preJsure on the trade balance and hence
on the exchanSe rate.
Euro-zone crises increased the velocity of foreign exchange trading exerting
pressure on demand for US dollars.
PersiJtent drought effects in Kenya coupled with other shortages like sugar and
power supply exacerbated the inflation situation.
Private sector credit was rising faster than economic activity, threatening demand
pres5ure on inflation.

(v)

(iii)
(iv)

(vi)

(vii)

Poliry responses

(i) Tighter monetary policy; 5'h October 2011, raising Central Bank Rates (CBR) to
i i7o. On ln November 2011, raising CBR to 16.50/o and cash reserve ratio to
5.25o/o from 4.7 5o/o ef f eclive from 15'h December 201 I .

(ii) Introduction of CBK guidelines on foreign exchange trading to control trading in
foreign exchange derivatives.

(iii) Sales of foreign exchange reserver by the CBK were complemented by other
meaJures in stabilizing the exchange rate but these were limited by the amount of
foreign exchanSe reserveJ.

(iv) On the fiscal side, the government was committed to review its budgeted
expenditures to cut down on non-priority area to support the tight monetary
policy pursued by CBK.

Poliry path to maintain direction

(i) Prioritize of the monetary policy to bring inflation and inflationary expectations
under control and protect the economic growth base; tight monetary policy to be
sustained until inflationary pressures have been reversed

(ii) Buildup of foreign exchange reserves to a stronger position to provide adequate
buffers. CBK interventions in the inter-bank foreign exchange trading market could
only dampen volatility.

(iii) Regular interactions with market players to be sustained to enhance the
effectiveness of the transmission mechanism of monetary policy and policy
actions.
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(iv) The CBK will continue to monitor both domestic and global developments and
will continue to take necessary measureJ to achieve and maintain price stability.

(v) Continued regional coordination in policy actions and responsei among the
central banks within the Eart African Community.

Committee Observations

(i) The Committee was convinced that some of the reasons for the fall of the Shilling
last year given by the CBK such as Euro- zone crisis, US debt crisis. North Africa
political turmoil, and world oil prices among others had remained the same even
after November 2011, but the 5hilling had continued to strengthen. The
Committee was of the opinion that the depreciation could not have been violent
if some factors were addressed. The Committee isolated three factors as the
primary drivers of the sudden fall of the Shilling particularly between May 2011

and October 2011 namely:-

o the abuse of the Discount Window and related trades in foreign exchange:
. overuse of various foreign exchange trade tools such as Electronic Brokerage

System, currency swaps, and carry trades; and
o the delay in CBK to detect the problem and respond adequately in a timely

manner.

(ii) ln early 20,11. the CBK noticed that there was high liquidity in the market and
acted by mopping up the excess liquidity market Repurchase Agreement (REPO).

This action evidently did not stop the drop of the Shilling. The market analysts
had already noticed an issue in the financial market and they ,trategized
themselves to make the best out of it. The financial market was tiSht on liquidity
and it was evident the regulator would intervene. The CBK then returned to the
market and injected back money through REPO in August 2Ol l to improve
liquidity. This caused the Shilling to slide further since the now enlightened
analysts used the credit to speculate on the Shilling. The CBK also participated in
the foreign exchange market when the Shilling was weakening by selling off its
foreign exchange reservet to strengthen the Shilling. This did little to save the
Shilling since the country's foreign reserves were already below the 4 month
import cover that is needed. With increased demand of the dollar, the new dollars
from the CBK injection could have found their way to the speculators.

(iii) CBK created a loophole in the market for local banks to arbitrage. ln August 2O11,

cash-rich banks used the CBK overnight lending window, through which CBK acts

as a lender of last rerort, to finance lending to government and other banks by
taking advantage of the Central Bank Rate (CBR) which was below the Treasury
bill and the interbank rates. During that week, the interbank rate averaged 8.24
percent while CBR stood at 6.25 percent.

(iv) The pronouncement by the CBK that it was not going to intervene to save the
Shilling from depreciation and would let the market forces to stabilize was a major

ll
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(v)

(vi)

(vii)

(viii)

cause of the depreciation. This encouraged speculators to hold onto their foreign
exchange with the hope for a continued depreciation.
The CBK responded to the problem of arbitrage among banks by increasing
rettrictions on the use of the discount window. lt is believed that banks were using
the discount window to access funds to invest in the government securities inJtead
of using their dollar holdings. This therefore reduced dollars available in the
foreign exchange markets. lndeed, the CBK Covernor was allegedly quoted by the
media saying that Jome banks were hoarding dollars offshore but borrowing
heavily from the CBK. Banks took advantage of this due to the mismatch between
the rates at the CBK discount window and the rates paid in government securities.
It is unlikely that if CBK had not left this mismatch open, that banks would have
used it profitably.
That the belated interventions by the CBK were very costly in several fronts: one,
the depreciation fueled inflation which greatly reduced savings and living
standards of low income earners; high interert rate affected investmenti,
consumption, and economic growth, various institutions therefore reduced
economic growth rate in 20ll from about 5.3 percent to less than 4 percent; high
interest rate, could have caused a rise in non-performing loans in the banking
sector aJ borrowers found it harder to service variable rate loans: and, also reduce
bank profitability and probably affect access to financial services. High interest
rates fueled cost related inflation when companies increaied their price margins to
compensate for costly bank financing or capital.
There was no proper communication between CBK and Treasury on one hand
and CBK and the Commercial banks on the other.
That, when asked to comment on media reports attributed to him that some
banks were engaging in malpractices and that those banks might be responsible for
the decline of the Kenya Shilling, he denied having made any such rtatements
citing that the media had misquoted him.

Committee Recommendations

(i) CBK should urgently develop or strengthen capacity to monitor the financial
markets Jo as to redress any sharp deviations from the normal market trading.
The CBK needs to increase the speed and responsiveness to market
developments and also to ,trengthen response to control rapidly changing
market behavior in a way without curbing the normal operations of the
markets. ln addition, the CBK should put in place a reasonable threshold or
trigger point at which the CBK could take action if the Shilling depreciates or
appreciates by a certain margin.

(ii) Penalties for non-adherence to prudential and other supervisory regulations
and guidelines should be enhanced including custodial sentences for offending
officers in the banks and stiffer monetary penalties among others.

(iii) That, as noted in the observations above, the abuse of the Discount Window
could have been prevented if action was taken in a timely manner. ln order to
uncover any wrong doing relating to the use of the Discount Window during
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the period March 20ll to October 2011, the Committee recommend a forensic
audit of banks' books during the period when they abused the Discount
Window. This should be instituted to find out whether the banks breached any
regulations at the time and if the required penalties were applied.

(iv) That, though not directly apparent, some of the problems associated with the
fall of the Shilling and the lethargic response by the CBK could be related to
the operations of the CBK. The Committee therefore recommends a review of
the ttructure and operations of the CBK with a view to making the institution
more efficient and responsive to monetary crisis.

MIN. NO.r4l20il: ADJOURNMENT

There being no other business and the time being Twelve O'clock, the meeting was
adjourned.
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The meeting started with a word of prayer. After introduction, the Vice Chairperson
informed the Capital Markets Authority team that the select Committee was established

through a resolution of the House with the mandate of investigating and inquiring into
the causes of drastic and sharp decline of the Kenya 5hilling against foreign currencies and
to make recommendations on the way forward. This she said was necersitated by the fact
that Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and wat now recorded at the continent's wortt Performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result. the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expensive.

MlN. NO.l6l20il: ADOPTION OF AG ENDA

The Agenda of the sitting was adopted by the Members present as follows;

(i)
(ii)

(iii)

Meeting with Capital Markets Authority
Any Other Business
Adjournment and date of the next meetinS

MlN. NO.l7201l: SUBMISSION BY THE CAPITAL MARKETS
AUTHORITY

(i) The Capital Markets Authority wa, set up in 1989 as a statutory agency for
facilitating the development of an orderly, fair and efficient Capital Markets in
Kenya with the view to promoting market integrity and investor confidence.

(ii) The regulatory functions of the Authority include: licensing and supervising all the
capital market intermediariesl ensuring compliance with the legal and regulatory
framework by all markets participantsi regulating public offers of securities such as

equities and bonds and derivatives and the issuance of other capital market
development through research on new products and services; reviewing the legal
framework to retpond to market dynamics: promoting invettor education and
public awareness and protecting investors' interestJ.

(iii) Factors such at interest rates and inflation, the exchange rate are key determinants
of a country's relative level of economic health.

(iv) The exchange rate of the currency in which capital markets asset portfolios are
held impacts that asset portfolio's real return. A declining exchange rate may have
decreased the purchasing power of any income and capital gains derived from any
returns. lf the underlying company invested and relied heavily on imported
goods, the declining exchange rate resulted in an increase in costs thereby reducing
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The Capital markets Authority informed the Committee the following:-



potential profits and likelihood of the distribution of any income or capital gains
on its secu ritiei.

(v) From October 2010 to October 2011 the total equity fund flows showed a net
inflow of Ksh5.l billion.

(vi) There were no caser of insider dealing that the Authority was investigating or
aware of in relation to the depreciation of the Kenya Shilling.

(vii) The depreciation of the Kenya Shilling had the following effects on the capital
markets:

Earnings of companies fell, pulling with them investor share demand; there were
more share sell-offs (therefore higher share supply than demand) leading to share
price depression.

The cycle repeated itself in subsequent Shilling depreciation further stoking a bear
run and as a result companies shied away from conducting lPOs fearing under
subscription.

Committee Observations

(i) The Committee observed that the government war not taking keen interest in the
trading of the Nairobi Stock Exchange.

The Committee directed Capital Markets Authority to avail the following:-

(i)
(ii)
(iii)
(iv)

Report on the volumes of trade.
Communication with Treasury and Central Bank.
Report on how the depreciation of the 5hilling affected the market.
Report on the way interest rates moved in year 2O11.

MlN. NO.l8 0lt: ADJOURNMENT

There being no other business and the time being Twenty Minutes past Eleven O'clock,
the meeting was adjourned.
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MlN. NO.l9,z20t1: PRELIMINARY

The meeting started with a word of prayer. After introduction, the Vice Chairperson
informed the experts that the select Committee was established through a rerolution of
the House with the mandate of investigating and inquiring into the causes of drastic and
sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This she said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that tome commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expenJive.

MlN. NO.20l2011: ADOPTION OF ACENDA

The Agenda of the Sitting was adopted by the Members present as follows:

(i) Meeting with:-

. DR. Thomas Nzioki Kibua

. School of Economics, Nairobi University

. lnstitute of economic Affairs

. Kenya lnstitute for Public Policy Research and Analysis

T

Any Other Business

Adjournment and date of the next meeting
(ii)
(iii)
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scHooL oF ECONOMICS, IN'TITUTE OE

SUBMISSION BY DR. THOMAS NZIOKI KIBUA

The committee was informed that the causes of the fall of the Kenya Shilling were as

follows:-

(i) The world economic situation was deteriorating with America and the Euro zone

both in a debt crisis. The Middle East and North Africa countries were having

political instability. since most of these countries are trading partners with Kenya,

there was a drop in the earningl from export causing a current account deficit-

(ii) The country was facing supply constraints; inadequate food supply and rising fuel

prices. This increased the import bill creating a current account deficit.
(iii) The actions of the government in 2ol1 were equivalent to fiscal indiscipline. The

Economic Stimulus Programme. Women Enterprise Development Fund and Youth

Enterprise Development Fund had become unproductive since the money sPent

was not equal to the outPut. This money found its way to consumPtion rather

than development.
(iv) The CBK had created an environment of weak monetary policy, creating excess

liquidity. Banks were asking people to take loans without collateral. Much of these

money could have caused inflation and also could have been used for speculation.

(v) There had been heightened political temperatures with the coming of an election
year and the ICC cases debate. lnvestors were divesting and foreigners were

withdrawing their stakes in shares at the Nairobi Stock Market.

Committee Observations

From the interaction with Dr. Kibua, the committee observed the following:-

(i) There had been an excers demand for dollars for importation. Foreigners who
wanted to divest held their investment in Shillings, demanded for hard currency.

speculators were also in the market buying dollars with the idea that the Shilling

was depreciating.
(ii) There was excess liquidity in the market which was built by a loose monetary

policy. With the drop in the interest rates, many Kenyans decided to transfer their
money into dollars with the aim of speculating since the returns would be more

lucrative than investing it. This caused divesture since people needed their money
in dollars. Speculative activities of individuals and banks made them to hoard

dollars with anticipation that prices would go up.
(iii) ln the export sector, a lot of the investors were foreigners who were hoarding

dollars from the sale of their produces abroad. some Kenyans in the sector also

kept their dollars abroad.
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(iv)
(v)

The Country was importing a lot of fuel, food, cars from other parts of the world.
There was a drop in the inflows from export and remittances from the Diaspora.
Many of the external investors felt Kenya was unstable.
The actions and omission from the CBK were a clear cause of the problem. The
CBK sent mixed signals in the market, speculators poJitioned themselves to take
advantage of the reactions. The CBK also did not engage the commercial banks
early enough.

(vi)

Committee Recommendations

Legislation should be put in place to discourage conspicuous consumption like
importation of non-essential goods and basic commodities that can be obtained
locally.
Fiscal discipline should be instilled in the operations of the Treasury. The Treasury
should develop good macroeconomic financial programs to guide the economy.
There should be value for money from all government expenditures.
The government should prioritize public project in a manner in which the
economy doesn't overheat.
CBK as a regulator should be in control of the market and not competing with the
market players.
CBK should address this through its bank supervision department, on the problem
of cartels in the market.
CBK should be clear with its stand and should not send mixed signals in the
market. A thorough understanding of the problem to be reacted to should be
paramount.
CBK should be up-to-date with the market operations of the banking industry
since its timely interventions could save the country from a similar economic
downturn.
The independence of Central Bank should be upheld and the institution should
know its responsibility and the consequence of not undertaking its duties
diligently. The government should stop frequent interferences with CBKs
operations.

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

SUBMISSION BY SCHOOL OF ECONOMICS, UNIVERSIry OF NAIROBI

The School of Economics informed the Committee the following:-

(i) The exchange rate price is determined by the market, for instance, the market for
the dollar determines the price of the dollar. Demand and supply issues therefore
play a significant role in determining the exchange rate price.

(ii) An increase in the importation of commodities leads to an increare in the demand
for the dollar. This increases pressure on the dollar. Under normal circumstances.
there should'nt be a sharp rise in the exchange rate, a zigzag kind of graph.
Something else may have failed in the market cauling the market distortion
experienced.
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(iii) The Central Bank of Kenya should have predicted possible failure and act fast but
there was some laxity on the part of CBK.

(iv) lmportation of commoditier that should not ordinarily be imported, like
foodstuff. could have partly contributed to the decline of the Shilling.

(v) The intervention measures taken by CBK will have serious impact on the growth
of the economy as people will not have money to invest although the inflation
will be tamed in the short run.

(vi) The normal market forces could not be responsible for the decline of the Shilling
to the Ievels experienced. Further, it was noted that international forces like the
Euro crisis could not warrant the sharp decline of the Shilling.

(i)
(ii)

(iii)
(iv)

Policy lapse,/ indecisiveness, discrete policy decision hence not predictable.
Lack of clear monetary policies. CBK Covernor intervened from the demand
side ignoring the supply side.
lneffective monitoring of fundamental economic issues.

Market distortion.

SUBMISSION BY INSTITUTE OF ECONOMIC AFFAIRS

The lnstitute of Economic Affairs informed the Committee the following:-

(i) The lnstitute of Economic Affairs (lEA) is a civic forum that seeks to promote
pluralism of ideas through open, active and informed debate on public policy
issues. The IEA is independent of political parties, pressure Sroups, lobbies and any
other partisan interests. IEA is liberal and non-partisan in orientation. The IEA's

mandate is to promote informed debate on key poliry issues both economic and
political and to propose feasible policy alternatives in these areas. ln addition, the
institute provides research backup to policy makers including Members of
Parliament.

(ii) A rise in interest rates tends to contract the economy by appreciatinS the currency
and reducing net exports. On the other hand, a decline in interest ratei tends to
expand the economy by depreciating the currency and raising net exports.

(iii) Fiscal expansion pushes up interest rates. At higher interest rates. Kenyan securities
become more attractive to foreign investors, who go to the foreign exchange
markets to buy the Shillings with which to purchase the securities. This buying
preisure drives up the value of the Shilling thus a fiscal exPansion normally makes

the exchange rate appreciate.
(iv) Contradictory monetary policy reduces aggregate demand, which lowers both the

real CDP and the prices. A monetary contraction raises interest rates, hence a

tighter monetary policy attracts foreign capital into Kenya in search of higher rates

of returns. The exchange rate therefore rises.
(v) That, exports dampened due to the Euro zone uprising

il
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Recommendation

The Institute recommended tightening of monetary policies.

5UBMISSION BY KENYA INSTITUTE FOR PUBLIC POLICY RESEARCH AND ANALYSIS
(KIPPRA)

The Kenya lnstitute for Public Policy Research and Analysis informed the Committee the
following:-

(i) Kenya exchange rate iJ market determined and Central Bank of Kenya is only
expected to intervene to correct erratic movements.

(ii) The speed of depreciation in September 2Ol l was particularly too rapid and
should have raised eyebrows earlier.

(iii) The current account deficit has been worsening hence the pressure on the
exchange rate. This is because import payments have been going up and export
receipts have also being going up but at a lower rate.

(iv) The introduction of the Economic Stimulus Programme in 2009 made the
government expenditure rise rapidly.

(v) The Government is in a tight fiscal potition. The Central Covernment increased
reliance on the Central Bank of Kenya advances. As a result, by the end of
September 2011, overdraft facility stood at 25.4 billion.

(vi) The monetary policy har been expansionary since 2008. By December 20'10,
reterve money increased by about 23o/o: credit expansion accelerated to 33olo by
July 2011; the rate of inflation continued to increase and inflationary expectations
persisted.

(vi| The Euro debt crisis did not affect Kenya as the exchange rate against the Euro was
depreciating.

(viii) The Central Bank of Kenya recognized that the forex market was under preJsure
as early as June 2011. They then focured on streamlining the Overnight Discount
Window (ODW) borrowing. Bank Circular (BC) no. 5 raised the ODW rate to
8olo. Two weeks later on llrh July BC no. 6- ODW reduced lo 6.25 and access to
ODW limited. August l2rh vide BC no. 8, ODW revised to take effect from l51h

August 2011.
(ix) On 26'h August BC no. 9 computation of the differential between interbank and

CBR were revised. These changes pushed the inter-bank rate to about 260/o during
the last week of August before falling to 12o/o during the first week of September
and further to about 60lo during the following week.

(x) Central Bank of Kenya made rtatements that it would sell forex directly to
importers and changed the same before it was implemented.

(xi) The policy inconsistencies by the Central Bank of Kenya made investors think
policy makers are not able to deal with the problem. Besides, public statements by
opinion shapers like African Development Bank also contributed to the same.

(xii) Market manipulation could have been a factor that worsened the already delicate
situation.
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(i)
(ii)

KIPPRA Recommendations

(iii)
(iv)
(v)

Closer bank audits should be strengthened.
Expenditure on non-essential or priority items should be reduced in the short
term.
Monetary policy should be tightened further.
Concessionary borrowing (lMF and other Donors) should be increased.
Kenya should enhance competitiveness and exploit opportunities for import
substitution in the medium to long-term period.

MlN. NO.221201r: ADJOURNMENT

There being no other business and the time being Thirty minutes past four the meeting
was adjourned.

,,l\'uN
stGNED..................

(CHAIRMAN)

DATE [,.c OL

lr
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MINUTES OF THE 6.h SITTINC OF THE PARLIAMENTARY SELEECT COMMITTEE ON
THE DECLINE OF THE KENYA SHILLING ACAINST OTHER CURRENCIES HELD ON
TUESDAY 6TH DECEMBER 2O'I1 IN THE UH FLOOR CONTINENTAL HOUSE MAIN
PARLIAMENT BUILDIN 5 AT rO.00A.M.
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The
The
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Hon.
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Hon.
Hon.
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Hon.
Hon.

Adan Keynan, M.P.
Rachel Shebesh, M.P.
Peter Kiilu, M.P.
Yusuf Chanzu, M. P.

Emilio Kathuri. M.P.
Martin Ogindo. M.P.
Adan Bare Duale, M. P.

ABSENT WITH APOLOGY

Charles Kilonzo, M.P.
Shakeel Shabbir, M.P.
Benedict 6unda. M. P.

Shakila Abdalla. M.P.
(Dr.) Erastus Mureithi, M. P.

Jakoyo Midiwo, M.P.
Chris Okemo, M. P.

Benjamin Langat, M.P.
Moses Lesonet, M.P.
Ntoitha M'Mithiaru. M.P.
Abdul Bahari, M.P.
(Prof.) Philip Kaloki, M. P.

IN ATTENDANCE

Mr. James 6inono
Mr. Benjamin Ng'imor
Mr. Gilbert Kipkirui

IN ATTENDANCE
Mr. Micah Cheserem

IN ATTENDANCE

Ms. Ruth Mwaniki
Mr. Kenneth K. Murimi
Mr. Peter Ochieng
Ms. Lucy Waithaka
Ms. Christine Mwaka

Chairperson
Vice Chairperson

NATIONAL ASSEMBLY
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- Fiscal Analyst
- Fisca I Analyst
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Chief Executive Officer
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Mr. Maurice Otieno
Mr. M. O. Abuom

IN ATTENDANCE

Mr. Muriithi Ndegwa
Mr. Orumoi Taja Jonah
Mr. Michael Kiungu

IN ATTENDANCE

Eng. Kaburu Mwirichia
Eng. Linus 6itonga
Mr. Cyprian Nyakundi

IN ATTENDANCE

Mr. J ulius Korir
Mr. Mwalimu Musee
Mr. Rogers Amisi
Mr. James Njuguna
Mr. Ken Manyala

KENYA TOURISM BOARD

Managing Director

ENERGY REGUTATORY COMMISSION

- Chief Executive Officer

KENYA INVESTMENT AUTHORITY

- Chief Executive Director

CONSUMER FEDERATION OF KENYA

Mr. Ephraim 6. Kanake - Chairman

PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairperson
informed the former CBK Covernor, the Export Promotion Council, the Kenya Tourism
Board. the Energy Regulatory Commission, Kenya lnvestment Authority and Consumer
Federation of Kenya teams that the select Committee was established through a

resolution of the House with the mandate of investigating and inquiring into the causeJ

of drastic and sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded as the continent'r worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of tranracting business became unduly
expensive.
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MrN. NO/24l201r ADOPTION OF A6ENDA

The Agenda of the Sitting was adopted by the Members present as follows:-

(i) Meeting with:-

o the Kenya lnvestment Authorityt
. the Enertry Regulatory Commissionl
. the Kenya Export Promotion Council;
. the Kenya Tourism Board;
. Consumers Federations of Kenya; and
. Mr. Micah Cheserem.

(ii)
(iii)

Any Other Business
Adjournment and date of the next meeting

MEETING WITH KENYA INVESTMENT AUTHORITY
ENER6Y REGULATORY COMMISSION KENYA
EXPORT PROMOTION COUNCIL, KENYA TOURISM
BOARD CONSUMERS FEDERATIONS OF KENYA
AND MR. MICAH CHESEREM

The Committee resolved to take submission from each group at a time

SUBMISSION BY KENYA TOURISM BOARD

The Kenya Tourism Board informed the Committee the following:-

(i) The Kenyan Shilling exchange rate continued to weaken against all major world
currencies in the third quarter of July to September 2011 reaching 7.2olo.

(ii) The depreciation reflected a widening of the current account deficit indicating a

high oil import bill and imports of infrastructure development.
(iii) The Shilling manifested volatility attributed to the Euro sovereign debt crisis and

cu rrency speculation activities.
(iv) Monetary policy actions measurer in the foreign exchange market were put in

place to stabilize the Shilling.
(v) ln September 2Ol1 the Monetary Policy Committee (MPC) raised Central Bank

rate (CBR) by 75 basis points from 6.25 o/o to 7.0Oo/o so as to tighten the Kenya
Shilling liquidity in the domestic money markets.

(vi) The Shilling appreciated against all major world currencies during the months of
October 3O'h to November 9'h.

(vii) There are positive effects of the depreciating Shilling in the tourirm sector which
included:-
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a) making the destination more affordable in terms of a direct expenditure as

locally manufactured goods were viewed as cheap
b) increased revenueJ because when converting the Shilling into major world

currencies the profits are larger. This applied to hoteliers, tour operators
and airlines

(viii) There were negative effects of the depreciating Shilling in the tourism sector which
included:-

a) reduced revenue margins
b) higher domestic rates hence reduced appeal for domestic tourism in leisure,

business and conferencing terms

Recommendations by Kenya Tourism Board

(i)

(ii)

Consumer protection to reduce the effects of the rising inflation leading to
reduction in the cost of goods, services, production and operations
lnvestment in the touritm marketing to maximize on the destination appeal as a

result of the destination being perceived to be cheaper due to the depreciating
5hilling
lnvestment in renewable energy and alternative energy solutions
Strict regulations of the banking sector to control interest rates charged on players
in the sector to reduce the cost of borrowing as these costs are inevitably
forwarded to the consumer without a commensurable benefit in value added.

(ii0
(iv)

SUBMISSION BY EXPORT PROMOTION COUNCIL

The Export Promotion Council informed the Committee the following:-

(i) Limited export product range and reduced foreign exchange inflows reduced the
national capacity to cover the import bill from the exports proceeds and also
constrained the capacity of the treasury and CBK to employ effective monetary and
fiscal policies that will ensure a stable exchange rate.

(ii) Uncertainty over the Arab spring in the Middle East and North Africa states caused

a rise in oil prices, which resulted in a larger import bill.

(iii) Kenya had been in a heated political environment for the better part of 2011 with
the upcoming elections and the ICC trials debate. This made investors who
anticipate election violence to take off causing capital flight.

(iv) There was speculation by importers so as to get favorable forward purchases in the
wake of a depreciating shilling.

(v) The oscillating shilling created an uncertain environment for production and other
structural issues. lt was conducive for planning for production. This negatively
impacted on long term investments and also induced capital flight.

I
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(vi) The weak shilling had a positive impact on exports earnings. But this advantage has
not been fully felt in the market since the Kenya exports raw products with limited
valued addition. Kenya lacks high value capital products.

Committee Observations

(i)
(ii)

(iii)
(iv)

Kenya has become an import centered economy.
Kenya imports approximately USD 1.2 billions compared to exports of between
USD 600-800 Million per month.
Value addition i5 not done on commodities being exported from the country.
That the Horticulture sector is hard hit by the crisis.

Committee Recommendations

(i) A seminar be organized between the Export Promotion Council and all Members
of Parliament so that they can be sensitized on the mandate of the council.

(ii) The country should start a trade show and exhibitions on a monthly basis to
showcase Kenyan products to the world.

(iii) Measures be put in place to enrure that value addition is done in all the
commodities being exported from the country.

SUBMISSION BY ENERCY REGUIATORY COMMISSION

The Energy Regulatory Commission informed the Committee the following:-

(r) The energy (Petroleum pricing) Regulations, 2010 was gazetted as Legal Notice
No. 196 of 2010 on 3'd December 2010.
The Commission implemented the regulations with effect from I5,h December
2010 during its first price publication, the price of super petrol in Nairobi dropped
by Kshs. 6.27 while that of Automotive diesel by Kshs. 4.05 per litre.
The Energy Regulatory Commission calculates and publishes the recommended
maximum retail prices of petroleum in accordance with the regulations.
The maximum pump prices are composed of the costJ incurred in the petroleum
supply chain and the marketing margins for the importers and retail traders.
The current problem of high prices of fuel is being experienced globally and has
been rising since 2010.
The imported petroleum products are paid for in U5 Dollars.
It is important to note that the exchange rates applicable in a pricing month are
exchange rates for the previous month when petroleum products are imported to
the Country.
About 609o of the petroleum products used in the country are imported at
refined products while the balance of 4Oo/o is imported as crude oil which is

refined locally.

(ii)

(iii)

(iv)

(v)

(vi)
(vii)

(viii)
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(ix) The taxes and levies charged on petroleum products are fixed amounts and do
not vary with the cost of products and that this has remained unchanged for the
last several years.

(x) The cost of transportation and distribution of petroleum through the pipeline and
by road from Mombasa to retail outletr in Nairobi has remained unchanged at
about Kshs. 4 per litre

(xi) The allowed gross margins are to cover the operational expenses and mark up for
marketers and dealers of petroleum products which include operational expenses,
cost of financinS imports and cost of maintaining facilities including pump stations
and private depots.

(xii) There has been an increase in pump prices of 32.Oo/o for super petrol, 3O.7o/o for
diesel and 25.1o/o for kerosene and these changes reflect the increases in the cost of
products.

(xiii) That because imported petroleum products is paid for in US Dollars thii led to
imports being more expensive in KE5 terms because of the decline in KES.

SUBMISSION BY MICAH CHESEREM

Micah Cheserem informed the Committee the following:-

(i) The principal functions of CBK are to maintain price stability and regulate the
banking system.

(i0 There are two levels of inflation which includes an overall inflation and the
underlying inflation.

Central Bank of Kenya should only be held responsible for managing underlying
inflation which is subject to monetary policy. Other factors that cause overall
inflation such as food shortages and fuel price increases are outside the control of
the Central Bank.

(ii| The Central Bank of Kenya has very capable economists. lt is most surprising that
they allowed a very expansionary regime of money supply to persist for so long.
It appears their advice may have been ignored.

(iv) The main cause of the recent 5hilling depreciation included:-

3t

. DeterioratinE current account deficit. Falling exports and rising imports.

. Purchase of dollars by the CBK at a time when there was already a shortage
of forex.

o Pronouncement that CBK was not goinS to intervene to save the Shilling
from depreciation. This encouraged speculators.

. Purchase and repatriation of dollars by foreigners and some locals who had
invested in Treasury Bills following very low levels of interett rates opted
to invest their funds in overseas money markets earning positive interest
rates.



Committee Recommendations

CBK economists should explain to the Parliamentary Committee the advice
they made to the Monetary Policy Committee to mop up excess liquidity.
CBK should not make itr intervention known with regard to interventionJ in
the forex market.
Raise the Central Bank Kenya lending rate but not too excersive as this will
damage the economy. Both the public and the private sectors will be adversely
a ffected
Everyone to exercise patience since impact of monetary policy actions take
time to produce resu lts.
Covernment to be encouraged to implement austerity meaJures so that they
can reduce their borrowing from the money market. This will ease presJure on
interest rater.
Consider the pros and cons of including external members in the Monetary
Policy Committee.
CBK should not allow the Shilling to over-appreciate as thir will discourage
tourists and make Kenyan exports non-competitive.
CBK should be appearing before the relevant Parliamentary Committee on a

regular basis, say quarterly or half-yearly, to explain the performance on their
two core mandates of price stability and the spirit of openness and
accountability in the management of public finances as required by our new
conrtitution.
Future appointmentt to the positions of Covernor and Deputy 6overnor
should be through a vigorous competitive process with a panel to interview
the prospective candidates.

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(vii0

(ix)

SUBMISSION BY KENYA INVESTMENT AUTHORITY
Kenya lnvestment Authority informed the Committee the following:-

(i) The Kenya lnveitment Authority is a statutory body established by the lnvestment
Promotion Act (No. 6 of 2OO4) with the main objective of promoting investmentJ
in Kenya. lt is responsible for facilitating the implementation of new investment
projects, providing after care services for new and existing investments, as well as

organizing investment promotion activitiel both locally and internationally. The
core functions of the Authority include policy advocacy, investment promotion,
investment facilitation which includes investor tracking and after care services.

(ii) The lnvestment Promotion Act be amended to provide for mandatory registration
of all investors coming to Kenya: registration of portfolio investmentt registration
of capital flows

(iii) The Authority be facilitated to carry out promotion of Kenya as an investment
destination.

sUBMISSION BY CONsUMER FEDERATION OF KENYA

1')



The Consumer Federation of Kenya informed the Committee the following:-

(i) The cost of living sky rocketed and consumers were not able to access basic needs

due to the high cost of these commodities.
(ii) Due to the decline of the Shilling, imports become expensive making life

unbearable.

There being no other business and the time being Thirty Six Minutes past Two the
Meeting was adjourned until Thursday Bth December, 2Oll at 10.00am.

SIGNED

n

Vt V\(4

(CHAIRMAN)

c t:,0 /2
DATE
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MlN. NO/26l2Oll: ADJOURNMENT AND DATE OF NEXT MEETING



MINUTES OF THE 7'h SIfiING OF THE PARLIAMENTARY SELE ITTEE ON
THE DECLINE OF THE KENYA SHILLING AGAINST OTHER CURRENCIES HELD ON
THURSDAY, 8TH DECEMBER. 2OI1 IN TH E 5TH FLOOR CONTINENTAL HOUSE MAIN
PARLIAMENT BUILDIN SATIl
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IN ATTENDANC KEPSA

Mr. Kariithi Murage Murimi

IN AfiENDANCE EXPERT

Dr. David Ndii

MtN.NO.27l2011 PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairperson
informed the Kenya Revenue Authority, Kenya Ports Authority, Kepsa and the
Consultant that the select Committee was established through a resolution of the House
with the mandate of investigating and inquiring into the causes of drastic and sharp

decline of the Kenya Shilling against foreign currencies and to make recommendations on
the way forward. This he said was necessitated by the fact that Kenya was facing a spike
in inflation and her currency had plummeted to itt weakest level and was now recorded
as the continent's worst performer last year despite being fairly (able for the last four
decades. There was also further concern that the Central Bank of Kenya had maintained
a "wait and see attitude" and had publicly admitted that it could not control the
currency slip citing that Jome commercial banks were hoarding foreign currencies. As a
result, the depreciation trend had made many Kenyans and foreign investors incur
massive losses and the cost of transacting business became unduly expensive.

ADOPTION OF ACENDA

The Agenda of the Sitting was adopted by the Members present as follows:

(i) Meeting with:-

. the Kenya Revenue Authority;

. the Kenya ports Authority

. KEPSA: and

. Dr, David Ndii.

(ii)
(iii)

Any Other Business

Adjournment and date of the next meeting

MEETING WITH KENYA REVEIIUE
AUTHORITY KENYA PORTS

il

AUTHORITY.KEPSA AND DR. DAVID NDII
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The Committee resolved to receive submission from each group at a time;

SUBMISSION BY DR. DAVID NDII

Dr. Ndii informed the Committee the following:-

(i) The Kenya Shilling has continued to depreciate against major trading currencies
since March 2011.

(ii) The depreciation was characterized by increased volatility (big swings) since March
2011.

(iii) The trends of depreciation and volatility peaked in September/October 2011,
promoting a public outcry ar well as a policy response.

(iv) The policy response of sharply increasing the interest rates seems to have stabilized
the situation but at a high cost.

(v) The instability had two drivers namely the economic fundamentals and the
country's fiscal and monetary policy.

SUBMISSION BY KENYA PRIVATE SECTOR ALLIANCE

Kenya Private Sector Alliance informed the Committee that the key areas and factorr to
look into towards stabilizing the Shilling are as follows:-

(i) lnfrastructuraldevelopment

It is important to have an improved and efficient infraJtructure to the growth of
the economy. 6ood road network for example, reduces the fuel wasted in traffic
jam.
High inflation increases the cost of projects leading to stoppage of some when the

Sovernment cannot pay the contractorr in good time.
The foreign funded project are not fully paid for and the government has to buy
dollars to pay for its part. This raises the demand for the dollar hence pushing
inflation further high. Some of these projects should be sub-let to local contractors
to reduce the demand for foreign currency.
There is a need to have policy guidelines on how the projectr towards
infrastructural development are implemented. There should be a mechanism to
look into the mega projects and their execution processes.

Recommendations

I

36

o There is need to identify what can be imported for the projects and what should
be produced loca Ily.

. Some machinery from local companies should be used to avoid using dollars to
import machinery while they are locally available. To this effect, the local
machines need to be given incentives so as to make the imported ones more



expensive and hence unattractive to the local indunry. These incentives make
inputs cost effective and the local production inexpensive.

. There should be a reduction in the cost of energy.

. Kenyans should be encouraged to buy what is Kenyan though the market is

liberalized and this should not infringe people's right to buy anywhere.
. ForeiSn contractors need to share their work with local contractors to enhance

knowledge transfer.

(ii) Cost of running the government:

The cost of running the government ii too high putting Pressure on the scarce

resources. The Commission Revenue Allocation should look into how well the
revenue is utilized to enture that the excess money is channeled into infrastructural
development.
There is need to enhance transparency and do away with corruption and
mismanagement of public funds.
The devolved government should be effected in phases for cost efficiency and to
maintain stability.
The central Eovernment should deal with policies, resource mobilization and
monitoring and evaluation. The rest should be done by the county Sovernment
to cut on the cost of running the government.

(iii) Private sector efficienry in production

The increased cost of goods partly caused by inefficienry in production was passed

on to the consumer. The private sector should ensure efficiency in production.
There is need to improve efficiency of Kenya pipeline as well as the entire supply
chain to cut on enerSy cost.

Harnessing of coal should be fast-tracked to enhance development of power in a

different way and to cut on the energy costt incurred through importation.
There is need to harmonize companies involved in energy supply and target tariffs
to avoid competition. To this effect, a committee should be formed in both
public and private sector to regulate competition.
There is need to improve infrastructure efficiency and capacities by giving
incentives to companies whose vehicles reduce congestion on the roads' such as

double-decker buses.

There should be sanction measures for engineers who carry out their projects

inefficiently.
The education sector needs to set up high standards of education to be able to
supply the region with skills needed for efficiency as well as enable Kenyans

acquire international contracts a5 a way of earning foreign currency. Education

tourism promotion may also boost the economy.
There is need for local lT companies to partner with international companies for
technology transfer and to enable the companies acquire international projects.

ll
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The impact that cartels have on the economy should be looked at intensively and
independently. The Competition Authority is yet to make an impact.
The import storage facility in Mombasa should be commissioned to cut on the
additional costs of imports incurred at the store.

(iv) Central Bank Governance Structure

A commission should be formed to which the Central Bank reports
periodically. This should be an independent body. This is due to the fact that
the CBK Covernor chairs the MPC as the policy making organ and he is also
the implementer. The nomination of the members of the MPC is also
shrouded in secrecy hence bringing in suspicion.
Central Bank should address and interrogate any political pressures on the
5hilling.
Central Bank should look into the volatility of the exchange rate and put in
place measures to enhance confidence in its consistency.
There should be a balance between the fiscal and monetary policies and debt
management.
The Central Bank Act should be amended in the section of the MPC
compos ition.

SUBMISSION BY KENYA PORTS AUTHORITY

Kenya Ports Authority informed the Committee the following:-

(i) The first ten months of 2O1l registered a higher 4.3 per cent compared to the
same period in 2010, with output increasing from ,l5.45 million tons in the period
January - October 2010 to 16.11 million tons during a similar period in 2011.
Container traffic recorded a higher growth of 12.9o/o increasing over the period
from 571,602 TEU in 2010 to 645.282 TEU in 2011.

(ii) Port traffic was heavily skewed in favour of imports, a trend that had been growing
from year 2001. This rhare was 84olo imports and 14.5o/o exports in 2Oll.

(iii) The volume of grain imports had been increasing over the years, however, the
imports for year 20lO did not reach the 2009 figures when a record of 3.1 million
tones were handled due to relief imports for the region. There was also no change
in tariff for grain importers.

(iv) To cushion Kenyans against the effects of the decline of the Shilling, Kenya Ports
Authority provided 24/7 port operations to ensure that cargo do not incur charges,
maintained the rame charges as per the tariff effective l,tof February 20O8 with
minor amendments, removed scanning verification charger, contracted eight CFSs
that helped to decongest the Port and facilitate cargo movement,.

(v) The Authority hoped to upgrade the port to an E-port by 2012.

Conclusions
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Committee Recommendation

The port management should provide incentives for clients to collect goods between 6 am

and 10 am.

SUBMISSION BY KENYA REVENUE AUTHORITY

Kenya Revenue Authority informed the Committee the following:-

(i)

(ii)

(iii)
(iv)

(i)

(ii)

(iii)

(iv)

(v)

(vi)

There was direct positive relationship between currency fluctuation and the price of
imports. As the Shilling depreciated, the imported goods became expensive and

exports cheaper, leading to increased exports and reduced imPorts. More Shilling

wis needed to import the same volume of goods resulting in high import costs,

hence high prices to remain profitable.
A number of projects were contracted out in foreign currency and the appreciation

of the currency led the Authority to pay more. The Authority's recurrent

expenditures such as fuel for equipments and maintenance of spare Parts that are

purchased oversees were also affected.
Exports beMeen 2008-2009 were affected by world economic downtown'
The working hours between 6 am and lO am are underutilized in the port'

During the period July to November 2oll, KRA collected Kshs266.7 billion (of

whici 252.2 billion was exchequer revenue) compared to Kshs237 billion in a

similar period of FY 2O1O/2O11.

Petroleum taxes recorded a growth rate of 1.2 o/o in the period July - November

2011, compared to a similar period in 2O1O/11.

During the period July - November 2011 indirect taxes registered a decline of 3.4o/o

complred io a similar period in ZOyO/11. Principal under performers were VAT,

Domestic Excise and Excise on air time.
Since Septemb er 2oo9, the shilling had been depreciating against the major

currencies and particularly the dollar. This affected the FOB value eventually

influencing volumes purchased for importation to Kenya'

The impoits and exports volumes over 20]1 to the end of November grew by l1.lo/o

and 14.60/o respectivelY.
The taxpayeri who heavily depend on imported raw materials or products and

services were caused to increase the cost of production. This mostly resulted in

reduced sales revenues and VAT collections.

(i) The poor performance in petroleum taxes was attributed to the rising prices of oil in

the world oil markets which undermined import volumes and depreciation of the

Shilling against other major currencies.

ll
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(ii)

(iii)
(iv)

(v)

(vi)

(vii)

(viii)

(ix)

(x)

(xi)

The decline in VAT was largely attributed to the rolling back of withholding VAT
which allowed for the VAT to be withheld and remitted directly. VAT was also
impacted on by the exchange rate which by raising import values increased the
deductions on import VAT. Excise duty on domestic products was affected by a

drop in production quantities which could not be attributed to the exchange rate
movementJ. Excise duty on airtime poor performance was a result of the price war
in the telecom munications.
The exchange rate depreciation kept pace with the inflation rate.
The value of growth in the imports and exports volumes over 2011 was primarily
driven by the depreciation of the currency and unit price of imports.
The depreciating Shilling resulted in higher revenue outrun as importers paid more
Shilling for dollar.
There was however a decline in volume of imports as was shown by lmport
Declaration Fees. ln addition. the high inflationary environment, the exchange rate
gains were eroded by inflationary pressure.
The weakening 5hilling piled pressure on sales of used cars whose orders dropped by
18.2o/o in the third quarter, thus rising the cost of used cars.
The weakening Shilling denied the economy the benefits of the ongoing fall in
global crude prices, despite the fall in the international oil markets.
The taxpayers who heavily depend on imported raw materials increased the cost of
production thus impacting negatively on domestic taxes.
Those tax payers with loans denominated in foreign currency incurred foreign
exchange losses which affected profitability.
Banks may have realised foreign exchange gains which impacted positively on their
profitability.
The Central Bank measure to minimize exchange rate volatility through increased
bank rate caused banks to increase their lending rate which may have resulted in bad
debts due to defaults, reduced borrowing. which in the long run would impact their
profitability.
The key requirement for revenue performance is stability of key economic
parameters so that business does not adopt a wait and see attitude with respect to
investment and expenditure.

(xii)

(xiii)

ADJOURNMENT AND DATE OF NEXT MEETING

There being no other business and the time being Twenty Minutes past Two O'clock the
meeting was adjourned until Tuesday l3'h December, 20ll at 10.00am.

SI6NED \q

DeirE....?v, Iozltz
(cHATRMAN)
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Chairperson
Vice Chairperson

NATIO NAL Ass EMBLY

- Clerk Assistant
- Clerk Assistant
- Fiscal AnalYst
- Fiscal AnalYst
- Hansard Recorder
- Hansard Recorder
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PARLI AMENT BUI LDINGS AT 10.00 A.M.

PRESENT

The Hon. Adan KeYnan, M.P.

The Hon. Rachel Shebesh, M.P.

The Hon. Peter Kiilu, M.P.

The Hon. Yusuf Chanzu, M.P.

The Hon. Martin Ogindo, M.P.

The Hon. (Dr.) Erastus Mureithi' M'P'
The Hon. Benedict Cunda, M'P'

ABSENTWITH APOLOGY

IN ATTEN DANCE

Mr. James Ginono
Mr. 6eorge Otieno
Mr. Benjamin Ngimor
Mr. Robert NYaga

Ms. Farida Ngasura
Mr. Simon Muinde
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The Hon. Emilio Kathuri, M'P.
The Hon. Adan Bare Duale, M.P.

The Hon. Charles Kilonzo, M.P.

The Hon. Shakeel Shabbir, M.P'
The Hon. Shakila Abdalla, M.P.

The Hon. JakoYo Midiwo, M'P.
The Hon. Abdul Bahari' M.P'
The Hon. (Prof.) Philip Kaloki, M' P'

The Hon. Ntoitha M'Mithiaru' M.P'

The Hon. Chris Okemo, M. P'

The Hon. Moses Lesonet, M.P'
The Hon. Benjamin Langat, M'P'

MIN.NO,3II2OII PRELIMINARY

The meeting started with a word of prayer'

MlN. NO.32l2oll: ADOPTION OF AGENDA



The Agenda of the Sitting was adopted by the Members prerent as follows;

Meeting with the Director General (National Security lntelligence Service) N5l5
Any Other B usiness

Adjou rn ment

(i)
(ii)
(iii)

T
MlN. NO.3312011: MEETING WITH THE DIRECTOR C,ENERAL

NATIONAL SECURITY INTELLIGENCE SERVICE) NSIS

The Committee was informed that the Director C,eneral had other engagements and
would not attend the meeting. Upon deliberations the Committee resolved to meet him
on Friday 16'h December 2Ol l.

ANY OTHER BUSINESS

(i) Meeting with Citi Bank Ltd and CFC Stanbic Ltd

The Committee resolved to meet with Citi Bank Ltd and CFC Stanbic Bank Ltd on
14'h December 2011 at 10.OO am in County Hall.

(ii) Extension of the Committee's mandate

The Committee resolved to table a procedural motion to extend its mandate for 2
more months as the House was proceeding to a recess until February 2012 upon
which the lifespan of the Committee will have elapsed.

ADJOURNMENT AND DATE OF NEXT MEETING

There being no other business and the time being Twenty Minutes past Eleven O'clock
the meeting was adjourned until Wednesday l4'h December, 2011 at lO.00am.

',GNED !: )W**
(CHAIRMAN)

DATE lo, IL
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The Hon. Peter Kiilu, M'P.
The Hon. Yusuf Chanzu, M.P'
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The Hon. Benedict Gunda, M.P.

The Hon. Benjamin Langat, M.P.

ABSENT APOLOGY

The Hon. Emilio Kathuri, M.P'
The Hon. Adan Bare Duale, M.P.

The Hon. Charles Kilonzo, M'P.
The Hon. Shakeel Shabbir' M.P.

The Hon. Shakila Abdalla' M.P.

The Hon. JakoYo Midiwo' M'P.
The Hon. Abdul Bahari' M'P.
The Hon. (Prof.) Philip Kaloki, M. P'

The Hon. Ntoitha M'Mithiaru, M'P.

The Hon. Chris Okemo' M. P'
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Mr. James Ginono
Mr. Ceorge Otieno
Mr. Robert NYaga

Ms. Farida Ngasura
Mr. Simon Muinde
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Mr. Sam Birech

Mr. Jeff Odundo
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Chairperson
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NATIONAL ASSEMBLY

- Clerk Assistant
- Clerk Assistant
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Director, Retail Banking

MD Kingdom Securities Ltd
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IN AfiENDANC BARCIAYS BANK LTD

- Managing Director
- Country Treasurer

EQUITY BANK LTD

- Group Treasury Director
- Chief Finance Officer
- 6roup Treasurer

- Chief Operations Officer
- Director Treasury

E

Mr. Adan Mohamed
Mr. Antony Mulisa

IN ATTENDANCE

Mr. Michael Wachira
Mr. Paul Njaga
Mr. Robert Otieno

IN ATTENDANCE

Mr. Paul Tikani
Mr. Shalin 6udka

HOUSING FINANCE BANK

Mr. Frank lreri - Chief Executive Officer

PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairperson
informed the Cooperative Bank Ltd. Barclays Bank Ltd, Equity Bank Ltd, Kenya
Commercial Bank and Housing Bank teams that the select Committee wal established
through a resolution of the House with the mandate of investigating and inquiring into
the causes of drastic and sharp decline of the Kenya Shilling against foreign currencies and
to make recommendationJ on the way forward. This he said was necessitated by the fact
that Kenya was facinS a spike in inflation and her currency had plummeted to its weakest
level and was now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expensive.

ADOPTION OF AGENDA

The Agenda of the Sitting was adopted by the Members present as follows:

Meeting with major Banks
Any Other Business

Adjou rnment

(i)
(ii)
(iii)

,+4

KENYA COMMERCIAL BANK

]N AIIENPANCI

MtN.xQ,36l20t1

MIN-NQ.-37,/20I



MIN. o 201 EETIN H MAJ RBANKSM \)UIT

'UBMISSION 
BY CO-OPERATIVE BANK

Co-operative Bank informed the Committee the following:-

(i)ThecausesoftheexchangeratedepreciationaSainstmajorforeigncurrencieswere
as follows:

There was an imbalance in the country's economy with a growing gaP between

imDorts and exPorts'

in! ..r"r" had high dependency on oil imports'

Drought in the country *niti 
"n'u'"a 

that the export arising from farming went

down' !---r:+i^^-l awnnrt .olrllrlodities such as coffee and

IJ*". .urnings from other traditional exPort comn

pyrethrum.-ei*iuting 
food prices and high import of oil.Prices'-,

2OOV/2O1O Economic sti'nii'i p'og'ams increased the amount of money in

:,:t:ft:?:;', support bv commercial banks which led to the srowth of the

economy.
The increase of the Central Bank Rate (CBR) to 18o/o had the following imPact to

a

(ii)
the qeneral growth of the economY'

Theianks stoPPed credit growth'

lnvettors were moving itt""f;;;J income securities as the N5E index was at a low

of 3110 points from the ina"'' oi qOzt at the beginning of 2oll'

The Bank requested the Committee to follow up amonq other issues:

(np.ific measures to assist t;";;;;;;;; ..nun'g" the Jverall level of debt'

i|r.ourug"."nt in value addition of Kenyan Proouce'

Enhancement of domestic ""t'S' Ptta';tl"i t"::1::." generator oil import'

Covernment policy to hin;;;;t: imPortation of second hand vehicles'

(iii)

SUBMISSION BY BARCLAYS BANK

The Bank informed the Committee the following:

(i) The causes of the exchange rate depreciation against the foreign currency and

TffTl.H:f ilj:':""H. by the shortage or rood occasioned by inadequate

r.i"r"ii r,""." increasing the prices of food.' . - ---,.,ih ,.\hip.rivps lead to the
The CBK policy which *o'["J 

'o-t'ds 
balancing growth objectives lead to the

increase in demand for commodities'

The increased rates by C"nt'u'l-danft't" 16'5olo had the following impact;

It led to the increate in intt'"'t rates across all money market variables'

il

(ii)
a
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. Commercial Banks increased their base by an average of 5olo leading to an increase
in lending rates and deposit rates.

. The increase in interest rates eliminated the international players from the Kenyan
ma rket.

(iii) The bank did not make any significant profits during the period and it did not
borrow or buy any monies of any currency from the CBK.

(iv) The bank held during the period, approximately USD 300 million as customer
deposits and the fluctuation was between USD 260 Million and USD 330 Million.

SUBMISSION BY EQUITY BANK

Equity Bank informed the Committee the following:-

High inflation rate
Fragile global economic environment
Arab spring
Negative current account balances
The Shilling is traded more easily
Rapid public and private iector credit growth
Short term effects of the massive investment conducted by the republic.
The interest rate for the bank is 25o/o on the maximum
Equity bank took the following measures:
It has focused on the baJe of the pyraryrid and concentrated in the low
earnerS

It conducted proprietary trading.

(ii)
(iii)

(i)
(ii)
(iii)

lncome

SUBMISSION BY KENYA COMMERCIAL BANK

Kenya Commercial Bank informed the Committee the following:-

(iv)

The import bill was double the export bill.
Most of the products in the Kenyan Market are imported.
The Egyptian crisis affected the export bill of the country because Egypt is a major
consumer of the Kenyan Tea.
The bank did not take any speculative position and even when taken it is in
accordance with the rules and regulation in place.
The banks are smaller players in the wider market.
The lending is done to facilitate export growth.

(v)
(vi)

46

(i) The causes of the exchange rate depreciation against the foreign currency and
inflations were as follows:-



SUBMISSION BY HOUSIN6 FINANCE CORPORATION

Housing Finance informed the Committee the following:-

(i)
(ii)
(iii)
(iv)

(v)

(vi)

The company gives secured loans to clients and it gives long term lending'

Customers can borrow with as little as 7olo interest rate

The interest rate for Housing Finance Corporation (HFC) is at 23o/o

That HFC has gone through the pain of non-performing loans and the corporation

was affected Ly the reient demolition in Syokimau and Eastleigh where its

customer's properties were affected

The Housing Finance Corporation is legally allowed by the Finance Bill of 2010 to

run current accounts for customers
That HFC has a savings account portfoliO of up-to 55o/o of its resources acrosJ the

countryl corporate bonds of approximately Kshs. 7 billion; bank loans of 30o/o

whereas the corporation has the rest in terms of share capital

The Committee requested the banks to avail the following;

(i) Resubmit their presentation officially through the Clerk within 72 hours'

fii) Attach any correspondences they received from the CBK and the responses they

issued.
(iii) A report of the amount of the forex held in the bank in the Past 12 months and

the profits realized by the bank in the Iast 3 quarters'

MIN. NO.3 olt: ADJOURN MENT AND DATE OF NEXT ME NG

There being no other business and the time being Twenty Minutes Past Four the meeting

was ad.lourned.

)t h
sIGNED ,--11L-.....::

(CHAIRMAN)

DATE.....

,)
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Mr. Habil Olaka



il

MtN. NO.40 011:

The meeting started with a word of prayer. After introduction, the Chairman informed

the Kenya Bankers Association and Association of Forex Dealers teams that the select

Committee was established through a resolution of the House with the mandate of
investigating and inquiring into the causei of drastic and sharp decline of the Kenya

Shilling against foreign currencies and to make recommendations on the way forward.

This he said was necessitated by the fact that Kenya was facing a spike in inflation and

her currency had plummeted to its weakest level and was now recorded as the

continent's worst performer last year despite being fairly stable for the last four decades'

There was also further concern that the Central Bank of Kenya had maintained a "wait

and see attitude" and had publicly admitted that it could not control the currency slip

citing that some commercial banks were hoarding foreign currencies. As a result, the

depreciation trend had made many Kenyans and foreign investort incur massive losses

and the cost of transacting business became unduly expensive.

MIN. NO .41/2011: DOPTION OF AGENDA

The Agenda of the Sitting was adopted by the Members present as follows:

(i) Meeting with the Kenya Bankers Association (KBA) and the Association of Forex

Dealers
Any Other Business

Adjournment

MtN. NO.42 0ll:

SUBMISSION BY KENYA BANKERS ASSOCIATION (KBA)

(i) central Bank on realizing that the decline was reaching unprecedented levels it
institutiona lized a policy through the MPC which was simply a monetary
tightening stance. In quick succession the CBK adjusted its rate from 7o/o lo 11o/o

in October 2Oll to 16.50/o in November 2011 and then to 18o/o. ln addition, the

Cash Reserve Ratio was increased from 4.75o/o to 5.25o/o with effect from 15

December 201 1.

(ii) The Kenya Bankers Asrociation responded to the stance taken by the MPC as

hereunder:

Extended loan repayment period so as to keep the repayment installment

at the level before the high interest regime.

Capped the maximum increase in the loan rePayment amount to 20olo and

extended the repayment period to fit the required installment amount.

PRELIMINARY

(ii)
(iii)

49

MEETING WITH KENYA BANKERS ASSOCIATION

AND A5SOCIATION OF FOREX DEALERS



Absorbed the additional costs from changes in the macroeconomic
environment.
Banks were not to raire interest rates despite the recent further increase in
CBR by L5olo. The banks were expected to absorb any market rate increase
with consequent increase in cost of funds for the banks.
Waiving of penalty interest on early repayment.

There is a tendency in the market to anticipate changes by the MPC.
The pressures on the Shilling was mainly from the supply side(oil, food and the
Arab uprising)
There are consequences to borrowers when the bank uses the inter-bank window
rate at 30olo; however the rate was reduced to 17o/o.

The cost of transporting money from the CBK to different bank branches is high
and so cheque truncation process (RTGS) was introduced.

(iii)
(iv)

(v)

(vi)

(i)

SUBMISSION BY ASSOCIATION OF FOREX DEALERS

The Association of Forex dealers informed the Committee the following:-

CBK bought USD 700 million directly from the market.
The IMF had given Kenya a condition of a 6 month credit cover.
The reserves held by the CBK directly contributed to the current account deficit in
the country.
There was a loose monetary policy of up to 1olo which was a loophole that was
used by greedy investors.
There were low interest rates for so long which could not be sustained.
The inflation came from the supply side and CBK did not act early enough.
There are skill gaps in the MPC and members of that Committee do not
understand the movements and major drivers of exchange rates.

(ii)
(iii)

(iv)

(v)
(vi)
(vii)

There arose no any other business

ADJOURNMENT AND DATE OF NEXT MEETIN6

There being no other business and the time being Twenty Minutes past Eleven O'clock
the meeting was adjourned until Friday l6'h December, 2Oll at 10.00am.

SICNED

DATE 02 ,)
/-

(CHAIRMAN)
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Mr. David Thuo
Ms. Kanini Kioko

- Treasury Advisor
- Treasu rer

MtN. NO.45l2011: PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairman informed
the CFC Stanbic Bank and Family Bank teams that the select Committee was established
through a resolution of the House with the mandate of investigating and inquiring into
the causes of drastic and sharp decline of the Kenya Shilling against foreign currencies and
to make recommendationr on the way forward. This he said was necessitated by the fact
that Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and ree attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive lorses and the cost of transacting business became unduly
expensive.

MrN. NO.46l20il ADOPTION OF A6ENDA

The Agenda of the Sitting was adopted by the Members prerent as follows:-

(i)
(ii)

(iii)

Meeting with the CFC Stanbic Bank and Family Bank
Any Other Business
Adjou rnment

(i)

MlN. NO.47l2011; MEETING WITH THE CFC STANBIC BANK AND
FAMILY

SUBMISSION BY CFC STANBIC BANK LTD

CFC Stanbic Bank informed the Committee the following:-

The decline in the local currency in relation to the other major world currencies
was due to the following factors:

. The Arab uprising in the Middle East especially Egypt which is a major importer of
Kenya tea resulting in a decline in the export bill of the country in such traditional
markets

. Drought affected the production of farm produce and reduced the production of
horticulture and other inputs

. The Europe economic crisis affected the horticulture market.

. lncreased infrastructural development in the country increased the demand for
dollars and other foreign currencies leading to a decline of the Kenyan 5hillings.
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' . lmporters Panicked and bought dollars from the banks and held them in-order to

sPeculate.
. There was an increase in the price of oil leading into unbalanced Balance of

Pavment. - - ) t^taw +rr.lino was done on a

(il) [l]')"-'ti;o no exchange control commission and forex trading was don

;,; ;;I:Jf[Xi:[',;,d,?"jli oo"" system there is a possibiritv that roreign investors

;'; ii'Jilin:'i:ff :,':t; il:tit'i 1 1*"1"'i,.'1 
Po,cv Committee did its-work werr

rrr\ The bank received ';"#;il 
;i'it' f'orn 5e.r 

a(er which they were suspended

v,| t".#"rii, i" th" int"tbunk exchange window'

(vi) CsIitsu"a'th'u bank with a warning letter'

Committee Observations

The Committee observed the following:-

ThatCFCStanbicbankwasoneoftheBanksthatwasengagedinspeculativetendencies

The Committee directed the bank to avait the following:'

0 The warning tetter received from the regulator and the response they gave

(ii) The findings o' tn" 
''""g'Li"' 

'pon 
t'urnining the bank books

SUBMISSION BY FAMILY BANK LTD

Family Bank informed the Committee the following:-

(i) The Shilling depreciated steadily in the month of October and November 2011

leading to the rlse ln inflation and low interest.rates'

(ii) ff;'&;;i;;;"' slow to act to help the situation'

(iii) There was nt"o 'o'ii" ;";;;;;;"i to let out-information to the wider public on

the situation uno 
't'ongly 

stabilize the prices of commodities and attract the

(iv) lT:::";::'::3i'to ia"ntiry the drivers of inflation and influences of foreign

exchange rates' ' -, - /-D. r- .-ell fiqrrrP( even after it knew that the situation
tvl ii. Zs"K increased the CBR in small figures e

;; i{i'T*:*:iifl Jf:tft,; {; * [u ;:: I""',HL:$, I.". "i, 
I e'l'i e r rr' m

CBK regardtng lssut

(vii) The Bank *u' tottt"'i"J uito *hv tt'u go'"';t or ter could not predict the

fluctuations in the interest rates'

(viii) tr.r" l""t *'il t'n"''a'" i" ine high volatility of the Shilling'
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The Committee directed the bank to avail the following:-

(i) Resubmit their presentation officially through the clerk of the National Assembly
within 72 hours.

(ii) Correspondences received from the CBK and the responses they issued
(iii) Forex held in the bank in the past 12 monthr and the profits realized by the banks

in the last 3 quarters.

MlN. NO.48l2011 ANY OTHE B slNEsS

There arose no other B usiness

MIN 49 0ll ADJOURNMENT AND DATE OF NEXT EETINC

The time being Twenty Minutes past Eleven O'clock the meeting was adjourned until
Monday '19,h December, 20l l at lO.OOam.

SICNED \rxN"U G)

(cHATRMAN)
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PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairperson
informed the Citi Bank team that the select Committee was established through a

resolution of the House with the mandate of investigating and inquiring into the causes
of drastic and sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to itJ weakest
Ievel and was now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of transacting business became unduly
expensive.

ADOPTION OF AGENDA

The Agenda of the Sitting was adopted by the Members prerent as follows:

(i)
(ii)

(iii)

Meeting with Citi Bank
Any Other Business
Adjou rnment

MlN. NO.52l20r1 MEETINC WITH CITI BANK

Citi Bank informed the Committee the following:-

(i) The Shilling sharply declined in the months of October and November 20'll and
this was due to the following:-

lnflation which was at 5 o/o and the general public had a low inflationary
expectation.
Forces of the market where there were no exports since the exporters were
waiting for the prices of commoditie, to go up.
Forces of demand and supply.

(ii) The bank trade within set parameters while following the rules and regulations in
line with the core principles of the bank.

(iii) Citi Bank was not able to judge if CBK's move was timely because they did not
have the data which was the basis of the decisions that were taken at the time.

(iv) The bank received two letters from the regulator who later made about three to
four unscheduled visits to the bank which they called target inspection upon
which the reSulator requested for specific data and filed a report.
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(v) The bank did not access the inter-bank exchange window because their liquidity

was good.
(vi) The bank was concerned that the Regulator did not act in a timely manner'

The Committee directed the bank to avail the following:-

(i)ResubmittheirpresentationtotheClerkoftheNationalAssemblywithinT2hours
of the meeting.
Cooies of the letters issued by the CBK'

A copy of the rePort that the CBK wrote'

A report on the amount ot Foreign exchange reserves held by the bank in the last

12 months.
itrlr'i"trr.,'ng the profits made by the Bank in the last 3 quarters'

(ii)
(iii)
(iv)

M N.N 5 0ll

SIGNED

ADJ URNM T AND DATE OF

(CHAIRMAN)

(v)

DATE

E N

There being no other business and the time being Twenty Minutes past Five o'clock the

meeting was adjourned by the Chairman'

t^

V

o1 lt+l,z
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THE DECLINE OF THE KENYA SHILLING AGAINST OTHER CURRENCIES HELD ON
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Chairperson
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Chris Okemo, M. P.
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Dr. 6ideon Muriuki
Mr. Samuel Birech
Mr. Charles Kamanda

NATIONAL ASSEMBLY

- Clerk Assistant
- Clerk Assistant
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MIN. No. 55 011

adopted by the Members present as follows:-

The Agenda of the Sitting wat

the ComPanY

ti'l Meeting with Co-oP Bank

(i0 AnY Other Business

(iii) Adjournment
OP IVE BANK

MEETING w co-ITH E

The bank informed the Committee the following:-"***{l*ff

CooPerative tsanr

;;;;; ;; cooPerative Bank'

rheBankha'secondedte:$:::l:tlJ.n:[['l#;,""",$i:*i:".':,.':"":t.,:lT
Ltd to helP Put I

(v)
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(vi)

(vii)
(viii)

' ordinary sharehorders comprises of 35o/o herd by Kenyans through theNairobi Stock Exchange.
Some of the directors of the Bank sord their shares in the NSE incruding theManaging Director of Cooperative Bank who sord one third of his shares rihichwere approximately Kshs.320 Million in the course of the year but he said thatjl:.V y:* not meanr for speculating against the Shilling.
CBKdid an onsite inspection on the bank on 2l,rOctober 2011.
The Bank operates on a foreign currency limit of approximately 3.5olo against theminimum limit of 2Oa/o.

Committee Observations

The forex
significantly

trading of the bank between May and June 20r l had increased

MIN, NO. s7/2 011: AD OU NMENT AND DATE F NEXT ME NG

SI6NED
(CHAIRMAN)

DATE....o 0 l1

One staff (Ms. Caroline Mugambi) who had served in the Treasury departmentwas sacked by the bank in year 2010 the committee directed th"i;J;;;";;,
before it.

Llit th: Managing Director of cooperative Bank sord his shares at Kshs. 20 in the
NSE and the shares eventually fluctuated to KrhJ. lO

There being no other business and the time being Twenty Minutes past one o,crock themeeting was adjourned by the Chairman until Thiee O.clock.
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Mr. Habil Olaka
Mr. Anthony Weru
Mr. A.K.M Kilele

- C.E.O Kenya Bankers Association
- Programme Officer KEPSA
- Kenya National Bureau of Standard

PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairman informed
the Central bank team that the select Committee was established through a resolution of
the House with the mandate of investigating and inquiring into the causes of drastic and
sharp decline of the Kenya Shilling against foreign currencies and to make
recommendations on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded ar the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur masiive losses and the cort of transacting business became unduly
expensive.

MrN. NO.5912011 ADOPTION OF A6ENDA

The Agenda of the Sitting was adopted by the Members present as follows:

(i)
(ii)
(iii)

Meeting with Taskforce in the Office of the Prime Minister
Any Other B usiness

Adjou rnment

MEETING WITH THE TASKFORCE IN THE OFFICE OF THE
PRIME MINISTER TO INVESTICATE THE DECLINE OF THE
KENYA SHILLIN6 AGAINST FOREIGN CURRENCY

(i) Upon the prerentation of the Taskforce report and deliberations the Committee
noted the following:-

. That the report was very scanty.

. That the Taskforce report was a public relation exercise and had not addressed
the real cautes of the decline of the Kenya Shilling and what had triggered the
crisis.

. That this was yet another Sovernment activity to hoodwink the public.

(ii) ln its response the Taskforce explained as follows:-
. Their main objective of the taskforce was to arrest the weakening of the Kenya

Shilling.
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(iii)

MtN. NO. 61/2 01'l

(D

MIN.N oll

There being no other

AN ER BUSINESS

lnvolvement of an exPert in

The Committee resolved to

ease of interPretation of the

the report writing 'ts report writing stage for
involve an exPert durlng I

findings.

)AD OURN MENT AND DATEOFNEXT

MEETING

business and the time being Elleven O'clock the meeting was

adjourned bY the Chairman
t.

V

Qrlsz(rv
DATE........
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MINUTES OF THE 15TH SITTING OF THE PARLIAMENTA RY SELEECT COMMITTEE ON
THE DECLINE OF THE KENYA SHILLING AGAINST OTHER CURRENC IES HELD ON
WEDNESDAY, 25TH JANUARY, 2O'I2 IN THE MAIN CONFERENCE ROOM. COUNTY
HALL AT 

.I1.3O A.M.

PRESENT

The
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The
The
The

Hon.
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Adan Keynan, M.P.
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NATIONAL ASSEMBLY
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- Hansard Recorder
- Hansard Recorder
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- Assistant Minister for Finance
- Economic Secretary
- Deputy Director Economic Secretary
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MIN .N .64 1l: ADOPTION OF AGENDA

opted by the Members Present as followsl
0

The Agenda of the Sitting was ad

Meeting with the Treasury

Anv Other Business

i'JI#;.;;;na aut" or the next meeting

BMI551ON BY THE URY

MIN. NO.65/2011:

Treasury informed the Committee the following:-

'ir"fl.':::::T:xffi'l[fJffi iTi'li:]:::l,liJ";5"x"i:,'#".:J::'i5'':t
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(iv) Some banks were using the window period to make some money which is not
illegal.

lnterventions

(i)

(ii)

(iii)
(iv)

Treasury issued a circular to other departments of government to minimize
Sovernment expenditure on non-essential items,
Treasury intended to limit internal borrowing and instead borrow from outside
which is cheaper and could help stabilize the 5hilling.
CBK lowered exposure to foreign exchange from 2Oo/o to l0o/o
IMF approved the government's request to lend the government USD 700
million.

Committee observations

(D

(ii)

The importation of non-essential goods wal still happening and the government
was not doing something about it like introducing higher tariffs.
some multinational banks were still seeking services for example card services for
banks from outside the country hence putting more pressure on the dollar.

srGNED......... :w \(Nv\q\

More lnformation

The Committee was not satisfied with the responses from Treasury and directed them to
submit the following documents to the committee:-

o Minutes and correspondences between the CBK and treasury during that
period.

. Report on how much money was borrowed from the domestic market.. Report on interest rates payable, and after what period for the last four
monthi.

ADJOURNMENT

There being no other business and the time being Thirty Minutes past one o'clock, the
meeting was adjourned.

MlN. NO.6612011:

l'tDATE 0 0l

(cHAIRMAN)
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The meeting started with a word of prayer. After introduction, the Chairman informedthe Family Bank team that the serect Committee wai estabrished through a resorution ofthe House with the mandate of inver.tigating and inquiring into the causes of drastic andsharp decline of the Kenya- shiriig Jgainst ?oreign currencies and to makerecommendations on the way forward. Tnri ne said was necessitated by the fact thatKenya was facing a spike in infration and her.rri"n.y had prummeted to its weakestlevel and wa' now recorded as the continent'r -o"t p-erformer rast year despite beingfairiy stable for the rast four decades. There was arso further concern that the CentrarBank of Kenya had maintained a "wait and see attitude" and had pruii.iv .a.ir,"a ,rr",it could not contror the currency srip citing that some commerciar banks were hoardingforeign currencies. As a resurt, the a"pr"iiution ir"na r.,ua .ua" n.uny'ti.iyun, una

!;ti:;J::"',trs 
incur massive losses and the cost oitransacting business tecame unduty

MIN. No.67/20ll: PRELIMI NARY

MIN. No .68/2011: ADOPTI ON FA ENDA

The Agenda of the Sitting was adopted by the Members present as follows:

(i)
(ii)

(iii)

Meeting with Family Bank
Any Other Business
Adjournment and date of the next meeting
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MlN. NO.59l2Oll: SUBMISSION By FAMILY BANK

Family Bank informed the Committee the following:_

(i) The core problem is inflation as a result of importation of food and non-essentialgoods. This has been brought about by structurar weaknesses ana runaam-entatsaround the Kenyan economy.(i0 The following factors shourd be addressed to curb this issue:-
' Food supply issues: Food production for most of the country was suppressed dueto inadequate rainfar. This resurted in the prices of food .o,n,noalri"Iiring n"n.ua rise in infration. Importation of food aiso worsened the barance or fa'ymuntsand weakening of the shiring. The country needs to create food iu.rri,i-u, ro.urlevel

' Fuel Demand: The demand for fuer went up due to inadequate rainfa, thatoccasioned a shift from the. traditionar hydro generation of erectricity io ihur..tgeneration of erectricity. The cost of fuer this contributed significantry to thegrowth in inflation and the depreciation of the Kenya 5hilling.o Interest rate changes:-The cost of borrowing went up and the producers passedthis burden to the finar coniumer. There is n"?a to have the rignt'uatance betweeninterest rates and exchange rates



Family Bank recommended as follows:'

(i) CBK monetary poliry: A tight monetary poliry should be maintained. until the

country achievei ttre iignt bllance on intere5t rates and exchange rates. However,

iti'notedthatittakesbetweenoneandtwoyearsforactionsofCentralBanksto
trantmit full impact into the economy'

(ii)Foodsecurity:Kenyareliesheavilyontherainfallfedagriculturewhichresultsin
less than adequate food production' There is therefore need to develop

agricultural policies that encourage irrigation agriculture and improve or move

away from traditional forms of agriculture

(iii) Energy generation: There is needlo move from over reliance on hydro generation

of elicticity to other forms of electricity such as thermal and wind

(iv) Debt and drowth: A clear plan on how to lower the debt into the future should

MIN.

There being no
adjourned.

be developed.

NO.7012011: ADJO RNM

otherbusinessandthetimebeingFouro'clockthemeetingwas

\

(/ ,/t \,,N*
(CHAIRMAN)

Dql,zlr)
DATE
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Rachel Shebesh, M.P.
Peter Kiilu, M.P.
(Prof.) Philip Kaloki, M. P.

Adan Bare Duale, M.P.
Ntoitha M'Mithiaru, M.P.
Yusuf Chanzu, M.P.
Martin Ogindo, M.P.
Shakeel Shabbir, M.P.
Moses Lesonet, M.P.
Charles Kilonzo, M.P.

Chairperson
Vice Chairperson

KENYA NATIONAL ASSEMBLY

- Clerk Assistant
- Clerk Assistant
- Clerk Assistant
- Legal Counsel
- Fiscal Analyst
- Fiscal Analyst
- Hansard Recorder
- Hansard Recorder

- Arsirtant Director CBI(
- Director Financial Markets

The
The
The
The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Abdul Bahari. M.P
Benjamin Langat, M.P.
Benedict 6unda, M. P.
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(Dr.) Erastus Mureithi, M.P.
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THE DECLINE OF THE KENYA SHILLING AGAIN'T OTHER CURRENCIES HELD ON
MONDAY. 3OTH JANUARY, 2OI2 IN THE MAIN CONFERENCE ROOM. COUNTY
HALL AT II.3O A.M.

PRESENT

ABSENTWITH APOLOGY

CENTRAL BANK OF KENYA



(i) Meeting with C

(ii) AnY Other uust

(iii) Ad)ournment a

entral Bank
ne55

nd date of the next meetlng

MEENNG WITH THE GOVERNOR CENTRAL

ewasinf ormed.o,tl"':.|^'.;'""li",tn';""r::ffi",J"i::llE::["'","
held uP in another functior

MIN NO 7 011

(i) The Committe
6overnor was

it.

(iDIX:..,"JT:,:;:i:?#:#"TH',ilT,::i,:",'ifl ""3i';J:i.:"'iil*::l\:"
that earlier meetinS'

(ii,::",:,.":[:ff 
".;frT:"JllJ;:,',""'-3^[ii1l]H5'"Tjl[ijittlil:?lJ"i"i[*'"t auv ru"'auy' 3ln January 2ol2 to aoc

1) Report on overnight lending facility for Central Bank of Kenya for the tast 24

months. .. 
^f Kenva balance sheet for the last 24 months'

zl ii""'t""t,,r 9::1,;. reports of th" eunk" iitglarv involved in these

3) Periodic insPec

malPractices' 7l

Mr. Cabriel 5' Mbuvi - Director B'F'I'D

MIN' NO.71l2011: PRELIMINARY 
formed

II;ffi :I1:H':g[hi;.:,,rli:|f]Hgffii"fl!':*yi*,'*#],ii*t;;{
ir," H"u'" with the T""o'i:;""';iiui'ng_ig"in't .liT:l ":ffLT: o'iin"'',"., .n",
sharp decline of tY^Y.J'rr*",J]rr'i' he said was ne:::**:?J',i"ii,'*.ur",t

r*,*-'":ru {+L* ii *lil]ffl i'i,miffi]:i{:{ffifairrv stable for the last t]';.;;t;;n 
and 13e.u:t]I" .on,..rciar banks w.ere hoarding

Ban[ of Kenva had n."'"t"J[;; 
siii citing that-s?l"na 

nua made manv o"nvun' unJ
it could not control tn" t;";;ii' 

";;'dtp'uitiution 
If trunru.ting business oecame unduly

foreign currenc'": ot 1j;i;;j.,,., 
"ria 

the cost o
foreiln investors incur m

exPensive'

MlN. NO'72/2011: ADOPTION OF AGENDA

The Agenda of the Sitting was adopted by the Members present as follows:-



4) List of the top 50 importers and top 50 exporters and volumes of Dollars they
tra nsact.

5) Any report of the volumes of Dollars traded by different forex bureaus for the
last 24 months.

6) lnvestigation report on individual banks that the governor was quoted to have
suspected to be hoarding foreign currencies. or abused the discount window
and any ot her malpractices.

7) Any suspension of specific financial institutions from participating in the
interbank market or foreign exchange market.

8) Any knowledge of insider dealing by chief Executive officers of various banks.
9) Any other regulatory intervention by the central Bank of Kenya regarding the

sudden fall of the Kenya Shilling.

MI NO.74 011 ADJOURNMENT

q

There being no other business and the time being 12.00 noon, the meeting was
adjourned.

\r
ISIGNED

(cHAtRMAN)

DATE Io,o1 lL
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OF THE 1 8TH SITT N OF HEPARLIAM NT 5E cOM ITTEE ON

I]RKEN clES HELD ON
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KE
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H P

E M c UNTY
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il; H;" Ben.iamin Langat' M P'

ir'" n"". Shakeel Shabbir' M'P'
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irt. tfo". Charles Kilonzo' M P'

fh" H"". Adan Bare Duale' M'P'
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KENYANATIONAL Ass EMBLY

- Clerk Assistant

- Clerk Assistant
- Legal Counsel

- Fiscal AnalYst
- Fiscal AnalYst
- Hansard Recorder

- Hansard Recorder

UITY BANK

- CEO EquitY Bank

The Hon. Abdul Bahari' M'P

in" fro". Benedict Gunda' M P'

il; H.". Shakila Abdalla' M'P'

il ii;;. (Dr.) Erastus Mureithi' M'P

il; H;". jakoYo Midiwo' M'P'
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Mr. George Otieno
Ms. Caroline KinYua

Mr. Michael Karuru

Mr. Robert NYaga

Mr. Benjamin Ng'imor

Ms. Farida Ngasura

Mr. Simon Muinde

IN ATTENDANCE

Dr. James Mwangi
Mr. Moris Sioi

Mr. Daniel Odongo

- ChairPerson
- Vice ChairPerson



The meeting started with a word of prayer. After introduction, the chairpersoninformed the team from Equity Bank that the rerect committee was established through aresolution of the House with the mandate of investigating and inquiring into the causesof drastic and sharp decrine of the Kenya Shi[ing against foreign currenies and to makerecommendations 0n the way forward. This he ruid -., necessitated by the fact thatKenya was facing a spike in inflation and her currency had prummeted to its weakestlevel and was now recorded as the continent'r worst performer rast year despite beingfairly stable for the last four decades. There was also further .on..rn tnat tie centralBank of Kenya had maintained a "wait and see attitude" and had puurictf ua-ittea tnatit could not control the currency srip citing that some commercial banks were hoardingforeign currencies. As a resurt. the depreiiation trend had *ua" ..iy r.i.y.n, .ndforeign investors incur massive rosses and the cost of transacting business tecame undury
expensive.

Mrs. Mary Wamae
Mrs. Catherine Maina
Mr. Robert Otieno

MIN. N o.7s/2 011: PRELIMINA RY

(a) to enforce the attendance of a witnett and examine them under oath, affirmation orotherwise:
(b) to compel the production of documents: and
(c) to issue a commission or reguett to examine witness abroad,.

MtN. NO.7 0lt ADOPTION OF A6ENDA

The Agenda of the sitting was adopted by the Memberi present as folows:

(i) Meeting with Equity Bank(ii) Any Other B usiness
(iii) Adjournment and date of the next meeting

MIN. NO.77/20ll: PRESENTATI ONBYE ITY BANK F KENYA

The Chairman reminded the Director of the need to te[ the truth in accordance withArticle 125 of the constitution. '(r) Either Houte of parriament, anJ any of itscgmmittees, has the power to tummon any perton to appear before it for the'purpose
of giving evidence or providing information.
(2) For the purpose of clause (t), a House of parriament or any of its committees has thetame powert at the court-

The chief Executive officer Equity Bank informed the committee the fo owing:-
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(i)

(ii)

(iii)

(rvJ

(v)

(vi)

(vii)

(viii)

(ix)

(x)

(xi)

(xii)

(xiii)

Equitv Bank 
911 l:1..::::'';"':1":,iilit,].':',11 ;":"'J3;iJ:r"t"#'i,jru"js"l

exchange tradinS actlvltles'

of Kenya' and participation in the interbank lending market'

iq,inv'e. "t *., : "l : i'::i:;l nm:l;: :i';t-lJ:::5: ;:ff ;ffi i'I:l:
use of the discount wlnoo\

'# ilT t: l? 1"T,[?'1""1",,. a nv a d h or 
- 

v i :: i::T,.::",::"X,1 :i ll"':' lil'i
resarding the bank's 

"*'tl 
!-Jnt"tt-t"ii"i.activities' the use of the discount

window of the Central t"'ii tf *"'i' and pa-ttitipation in the interbank lending'

No sinqle client in Equity eani *us doing back l9'butk 
borrowing'

Tne c6ief Executive offi.;; .;";;;i,v "eu"t did not at anv time participate in

Poliry formulation at the Cl"i'"f B,-*i as his bank is not among the toP dealers in

foreign currency. L....i^^ -^., rnroiqn currencv but had given loans

EouiN Bank did not partrcipate in buying any foreign currencv but had given loat

to Kenva Power and ut;ffi;l;;3"| -'io rnrilr"n dollars' RVR - 20 million

i;1ru":ltt:!if ili:*:+irilirrmr::ir#'ff :"'.'""^HiH.:{
xlli' ;:LT;i[: ;:[:il;Jil "rr'"' 

il" i'*rgn exchange market in anv

The forex holdings reflect the foreign currencV loa11 
that the bank has taken from

lnternational o"r"topn.'"nt'"rniii,r",ion, e.g. Responsibility Fund, Microfinance

Enhancement Facility (Mii) uni cninu Development Bank'

There were no unusual t;tfJ;; t; 
'oru'nt' 

done bv the bank's clients due to

the bank's stringent o'"t"t1'"? ttJiit Ivaiuation and transaction monitoring'

The forex d"nominated'i;;';;;; from .these 
international development

institutions eased the o'""'i* "" 
int Kenya Shilling as borrowers did not have to

buy foreign currency r'o* 
"tit-tnu'rtet i'e"tr'e loans were supPortive of a stronger

Kenva Shilling. ^t taroioa evchanse holdings (as

Eouitv Bank is ranked 9'h out of 43 banks in terms of foreign exchange holdings (a

at end of Quarter 3' 2oll)' ilil;;;"; that it is indeed a small plaver in the

forex market. The bank "";;J'ffi;;;r,iifrnsr 
soa milrion. sisnificantrv below the

top 4 ranked banks whose;;;;;;;t; ranled from Kenva ihillings 1'298 billion

lirif ii "tH:l i s ra nked amons the''P :- ?lci^"I .?1*, :1":,:::]:,:il:l?',.::f T
orofits. total oPerating i"tltl' ?uuo*er base and shareholders' funds' its rank in

i"r.s of foreign exchang; 
';:t*t-;ig;ificantly 

lags all other parameters' This

;Itililt .;;iusi ness oi banki ng the.microfi nan-ce sector'

The Net foreign exchang.- "*f 
ori"r" (i.e. the aggregate between the oPen short

and long for", "*po'""i"[?'t'*t't 
with"i'n lolicy stipulations and was

supportive.of ln" *:"Y:::"Jli:;, 
,n." 3olo of its total profit before tax' com-p-ared

:::il"?"#L:1T':'.""[:i;:::Jfi 'i#il*'*':':lllf*]l;i"J''.i1"("."'
their profit before tax' riu"t"i"tit in" nutu'" of the bank's clients' few of whom

"r. 
.[r"i, ."gaged in international activities 

75

(xiv)



Committee Observations

(i) The Committee was concerned that the Equity Bank CEO apparently had insider
information that the Shilling would gain against other currencies within six
months. This statement wai attributed to him during the period that the Shilling
was depreciating faster. The CEO however, informed that committee that he was
relying on other sources such as the World Bank and other economic inJtitutionJ
whose published research articles are publicly available. These institutions have
regularly published, and continue to regularly publish, their research material on
their official websites and these are widely reported in the media.

(ii) The Committee was also concerned that there were allegations within the sector
that the CEO of Equity Bank was having a lot of influence on the CBK governor
hence the Bank was getting favours from CBK. The CEO on his part denied the
allegations and termed them malicious as neither him nor the bank did at any time
participate in Policy formulation at the Central Bank.

The CEO reiterated that he and the bank are totally clean on the matter under
inveJtigation and challenged anyone with any information to the contrary to
provide it to prove otherwise.

MENT

There being no other business and the time being Thirty Minutes past one o'clock, the
meeting was adjourned.

SI6NED
)t tuAfr

(cHATRMAN)
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(viii) The use of foreign' 
Uganda. Tanzania ar'
strengthening their cu.

(xli) Various financial Pl:',
from Central Bank ,

foreign exchange tra'

Central Bank issue

borrowed from the (

There were limits
Discount Window

Operations in the in'
any access to the wi,

(xiii) Central Bank took
regarding the sudde
regular audits and
dealings.

The visits establisheC
balance sheets and '

costs of oil and fooc

(xiv) Followingguidelin':
October. 2011 witt'
guidelines and was I

rimit foreign exchange trading in swaps derivatives
', policy to fiSht inflation and its exPectations. This

:s and shifted the commercial banks portfolios out of
.ssets to Kenya Shilling assets' This led to decline for

)ort5.

rcluding banks. were involved in arbitrage (borrowing

3h the Discount Window) and using those funds for

'to buy Sovernment securities.

(ix) Export were only fi ag 51 o/o of imPorts, 50 foreiSn exchange inflows were

not matching outflor". ;. rde deficit was growing at an alarming rate'

(x) Fuel and food imports I ugar became significant) Puttin8 Pressure on the exchange

rate while at the sam' ' causing inflation to rise'

(xi) Central Bank aPPlier
inflation:

. lssued guideli r

' TiShtened m.
raised interestr
foreign excha'"
credit to finan

) measures to 5tabilize the exchange rate and lower

lars to curtail the capacity of banks to use funds

I Bank discount Window for speculation:-

luency and amounts that could be taken from the

k and foreign exchange dealings were checked prior to

ory action and visits to variou5 financial institutions

-,f the Shilling in 2011. The visits were associated with
rnducted on all banks involved in foreign exchange

anks had foreign exchange currency dominant in their
;rmercial banks demand for US Dollars to meet higher

ts were causing speculation on the Price of the dollars.

vide a letter from CBK to commercial banks dated 13

t to the tenor of swaps. one bank infringed these

,ed from particiPation in the swap market for 30 days
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.nge reserves to Protect the Shilling was not feasible'

.,eria all tried this route and drained the reserves without
cies.



and penalized Kshsl million in line with the Banking Act - (Section 2 (a) of
Legislation No. 77 of 1999).

(xv) From the survey results that indicated significant foreign exchange trading
derivatives in the market, the following measures were undertaken:-

. Convened a Special Monetary Poliry Committee to explicitly deal with the
weakening Shilling which resolved to have monthly meetinSs.

. Suspended the use of Electronic Brokerage System by banks due to lack of
full disclosure.

r Limited the tenor of swaps and Shilling borrowing where offshore banks
are involved to a tenor of not less than one year.

o Limited the tenor of swaps between residents to a tenor of not less than
seven days.

. Reduced the foreign exchange exposure ration from 20 percent to 107o.

. Required local banks to obtain supporting documents for all transactions in
the Nortro accounts of the off shore banks.

(xvi) Monetary Policy Committee meetings were held on a monthly basis when the fall
of the Shilling started.

(xvii) Central Bank had anticipated that the inflation will affect the Shilling, due to the
increasing fuel price and the situation in Europe and Middle East and also due to
the sugar rhortase.

(xviii) The Covernor of Central Bank was appointed through a letter and did not
undergo any interviews.

(xix) Central Bank formulates monthly monetary policies which are rent to Parliament.

(xxi) The country had similar shocks in the year 1979 and1991

(xxii) The Monetary Policy Committee has four internal members, four external
members and one ex official from treasury. The Monetary Poliry Committee
makes decisions that are binding but not individual decisions.

(xxiii) Central Bank is building their strength to ensure that Kenya is not hit by the Euro
crisis but exporters of such items such coffee, flowers and tea will still be affected.

The Session went in Camera

Ei

t,.

(xx) The Central Bank conformed to its mandate but could not anticipate some flash
shocks Iike the fuel prices.



The session went into camera in order to allow the 6overnor to disclose the names of
the banks that got explanatory/clarification letters and the one that was suspended for
infringing guidelines on tenor swaps.

(i) Following guidelines issued with respect to the tenor of swaps, CFC Stanbic Bank
(K) Ltd infringed those guidelines and was suspended from participation in the
swap market for 30 days and penalized Kshsl million in line with the Banking Act
- (Section 2 (a) of Legislation No. 77 of 1999).

(ii) The three banks that were given clarification/exp la nation letters by Central Bank
were CFC Stanbic Bank (K) Ltd, the Standard Chartered Bank (K) Ltd and Citibank
N.A. Kenya.

MlN. NO.8212011: ADDITIONAL I FORMATION

The Committee directed the 6overnor to avail the following by Wednesday l, February
2O12:-

(i)
(ii)

(iii)

Minutes of the Monetary Poliry Committee meetings
Monthly Monetary Policy Statements
Copies of letters rent to the banks requesting for clarification

MrN. NO.83/2011: ADJOURNMENT

There being no other business and the time being Seven O'clock the meeting was
adjourned.

SICNED
)\W \Ai\

(CHAIRMAN)

o1 fot t?-
DATE

8:

The Governor upon getting leading questions from the Committee informed the
Committee the following:



MINUTES OF TH E 2OTH SITTING OF THE PARLIAMENTARY SELEECT COMMIfiEE ON
THE DECLINE OF THE KENYA SHILLING AGAINST OTHER CURRENCIES HELD ON
THURsDAY, 2ND FEBRUARY 2O12 IN THE MAIN CONFERENCE ROOM, COUNTY
HALL AT 2.30 P.M.

PRESENT

The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Adan Keynan, M.P.
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IN ATTENDANCE

Mr. Boniface Mathooko
Mr. Ceorge Otieno
Ms. Caroline Kinyua
Mr. Michael Karuru
Mr. Robert Nyaga
Mr. Benjamin Ng'imor
Ms. Farida Ngasura
Mr. Simon Muinde

MtN. NO.8412011: PRELIMINARY

The meeting started with a word of prayer. After introduction, the Chairman informed
the National Security lntelligence Service team that the select Committee was established
through a resolution of the House with the mandate of investigating and inquiring into
the causes of drastic and sharp decline of the Kenya Shilling against foreign currencies and
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to make recommendations on the way forward. This he said was necessitated by the fact
that Kenya was facing a spike in inflation and her currency had plummeted to its \^,eakest
level and wal now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of L'.enya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that some commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investoi's incur massive losses and the cost of transacting business became unduly
expensive.

0 The committee was informed that there was communication from the National
security lntelligence Service stating that the Director would not be attending the
meeting.

(ii) The committee directed the secretariat to issue a summon to the Director of the
National Security lntelligence Service to appear before the Committee on Monday
06 February 2012 at 11.00 a.m.

MIN. NO.86/2011: CONFIRMATION OF MINUTES

Confirmation of all the minutes was postponed to Monday 06 February 2012.

MtN. NO.87l20i1: ANY OTH ER BUSINESS

(i) Committee report

The Ccmm;iiee was informed that the Clerk did not approve the Committee's
request to reireat to Mombasa to write it's report but instead requesteci the
Committee to consider retreating to Naivasha from Tuesday 2.2012 to SaturCay
11.2412.

The Conr:rittee resolved to have the report ready for tabling on Tuesday
February i4,2012.

(ii) Summon to the Director of Standard Chartered Bank

The Com:-rittee was informed that the summon for the Director of Standard
Chariered Eank had been delivered and that he was expected to appear before
the Comnliitee on Monday 05 February 2012 at 10.00 a.m.

AD RNMENT

MrN. NO.85/2011: MEETING WITH THE NATIONAL SECURITY
INTELLIGENCE SERVICE

MlN. NO.88/201 1
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There being no other business and the time being FortY Minutes Past Three O'clock' the

Chairman adjourned the meeting until MondaY 06' February 2012 at 10'O0 a'm'

5rGNED..........'...'.'."."
(cHAl

tu
RMAN

o1 DL ILtDATE
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MINUTES OF TH E 2l'r stfilN6 OF THE PARLIAMENTARY SELEECT COMMITTEE ON
THE DECLINE OF THE KENYA SHILLIN6 AGAINST OTHER CU RRENCIES HELD ON
MONDAY.6TH F EBRUARY 2012 IN TH E MAIN CONFERENCE ROOM. COU I.JTY HALL
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Ntoitha M'Mithiaru. M.P.
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Shakila Abdalla. M.P.
(Dr.) Erastus Mureithi, M. P

Chris Okemo. M. P.

Shakeel 5habbir. M.P.
Moses Lesonet. M.P.
Abdul Bahari. M.P
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PRELIMINARY

The meeting started with a word of prayer. After introduction. the Chairman informed
the Standard Chartered Bank team that the select Committee was established through a

resolution of the House with the mandate of investigating and inquiring into the causes

of drastic and sharp decline of the Kenya Shilling against foreign currencies and to make
recommendationr on the way forward. This he said was necessitated by the fact that
Kenya was facing a spike in inflation and her currency had plummeted to its weakest
level and was now recorded as the continent's worst performer last year despite being
fairly stable for the last four decades. There was also further concern that the Central
Bank of Kenya had maintained a "wait and see attitude" and had publicly admitted that
it could not control the currency slip citing that rome commercial banks were hoarding
foreign currencies. As a result, the depreciation trend had made many Kenyans and
foreign investors incur massive losses and the cost of trantacting business became unduly
expensive.

The Chairperson informed the Chief Executive Officer of Standard Chartered Bank that
he had been summoned because he did not honour two prior invitations that were
extended to him by the Committee and that for that reason he would give his evidence
under the oath.

PRESENTATION BY STAN DARD CHARTERED BANK

The Chief Executive Officer of Standard Chartered Bank informed the Committee the
following:-

0 Standard Chartered Bank was appearing before a Parliamentary Committee for
the first time.

(ii) Standard Chartered Bank did not receive any warning, clarification or
explanation letters regarding the bank's foreign exchange trading activitier, the
use of the discount window for the Central Bank of Kenya, and participation
in the interbank lending market.

(iiD The Bank was never suspended from participating in foreign exchange markets.
use of the discount window of the Central Bank of Kenya, and participation in
the interbank lending market

(iv) The Bank did not borrow from the discount window provided by Central
Bank over the period when the Shilling had fallen as they relied on own funcis

and deposits from clients.

The Bank's internal poliry is that they are only allowed to borrow from the
discount window as a last resort. ln year 2011. the bank borrowed from the
discount window only twice.

MlN. NO.89/201r:

MtN. NO.90l2011:



(vi) The depreciation of the Shilling was caused by:

(vii)
(viii)

(ix)

(x)

(xi)

(xii)

(xiii)

(xiv)
(xv)

(xvi)

(xvii)

. Lack of clear policy direction between the three key players in the banking
sector: the Central Bank. the Treasury and the Kenya Bankers Association.

o lncrease in interests rates which caused a shrinkage for demand in 5hilling
Standard Chartered Bank is one of the best performing banks worldwide.
The Chief Executive Officer did not understand why Standard Bank name kept
on coming up as one of the banks that were involved in foreign exchange
irregularities as there is no evidence to show that the bank was involved in any
malpractices.
At the time when the Shilling depreciated, the Central Bank interest rate was
between 3o/o - 4o/o, lnflation continued to rise while the interest rates remained
low so the solution was to raise the interest rate to address the isrue of
inflation.
The bank raised their lending rates in direct response to Central Bank's raised
intererts rates.
The Bank sold more dollars than they bought during the period when the
Shilling was down and people were saving in dollars as opposeC to Shillings.
Standard Chartered Bank is among the 3rd, 4th, 5th largest bank in Kenya and
that explains why it was among the top five banks in total foreign assets.
The bank does not hold foreign currencies as its own but holds on behalf of it's
clients. During the period when the Shilling was down the bank did not trade
using the dollars held for customers. The bank is not supposed to hold more
than l5 million dollars.
The bank does not have a liquidity problem.
During the period when the 5hilling declined the Central Bank of Kenya called
for meetings between the Chief Executive Officers of the banks and the Kenya
Bankers Association to discuss the causes of the inflation and its solutions to the
problem. The inflation was a demand driven problem and recommendaticns
for interest rates to be increased were given.
Kenya Bankers Association is a lobby group that comes together to address
issues affecting all banks but this does not hinder competition among the bankr
as each bank has its own internal policies.
The Kenya Bankers Association membership comprises of the chief executive
officers from twelve banks among them the Kenya Commercial Bank. standard
Chartered Bank, Barclays Bank, NIC Bank, Diamond Trust Bank. l&M Bank,
Co-operative Bank, 6uardian Bank, UBA Bank and Commercial Eank of Africa.
The Bank did not sell treasury bills in order to buy dollars during the period
when the Shilling was down.

(xviii)
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(v) Central Bank visits the Standard Chartered Bank from time to time and they
are allowed to do so under the Central Bank Act. lt is presumed that the visits
are regu lar and normal.



(xix)

(xx)

(xxi)

(xxii)

(xxiii)

Kenva for a long time has been living beyond. it: m:ans as the credits were

affordable and individua' 
"[lttt*i"? - 

tltt"a"a corPorate borrowing as

individuars borrowed to ouv lJrs'ana f,r"nance homes.and holidays'

There is no sweet pi[ to tixvt#p'ij"* "iii't 
high interest rates' it is however

expected that the innution"llt!'"'i'ir"iirt"rv corie down bv end of the first

ouarter of the year' 
o hv various banks and finance institutions are

rhe base rate for 
'.no'ntou.o,J,r"l^fin";;;;r;filins 

of the banks.

8'J::i'tri ":l l5 iill';',L: "i:";;;i uunt oi r" nv; 
Ji[""'ffi1 "[:1" 

: 
" 

- 

1

,""e,i.i.,1, rore,i n com pa ri 

::l :: l[ H;l?, "T:::T, 
: ilffi ; *iti, lr, 

" 
c""t,ur

lf the ProPosed amenomer

bank of Kenva goes J]il;;' il;; thJ banking environment will be

strengthened.

MIN, No.9o/2011: A DITI NA INF ATION

The Committee d irected the Chief Executi ve Officer of the Standard Chartered Bank to

avail the following information to the Committee bY TuesdaY 7'h February 2012'

Foreign exchange holding record on a dailY basis from JulY to December 2011'

Record of borrow ing from the disco unt window from JulY to December 20]1 '

a A copY of the Proposed amendment s to the Banking Act

MIN. NO ,91 /20i1: ANY HER US INES

(i)

(ii)

Meeting with National Security lnteltigence Service

The Committee was informed that the me€ting with the National Security

i"it*i,..."i"-i."y:yri:* jH:ll;:ii*ru"iliii"i,:":rH
that thev would not "I::: il"i ;;a 6""n put togetheiby the Committee in

Committee to deliberate o

;;:;;,;;; inio'n.,utron that theY had'

The Committee was of the view that it was unfortunate that it would compile

its report without tn" 
'.0"" 

If i""Nutt"ur Security lntelligence 5ervice since

,n" "liJ""." "king 
had come to a closure'

Appreciation to the Members of the Fourth Estate

The Chairman thanked the Members of the Fourth Estate and informed them

that the meeting marked,th; ;;' of tht int"'uttion with them and the

Committee.

(iii) RePort Writing
89
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The Chairperson informed the Committee that an approval had been given for
Members to retreat for report writing in Mombasa as opposed to Naivasha as
had earlier been communicated. The retreat will take place either at
Continental Hotel or the Serena Hotel.

The Chairperson informed the Members of the importance to have all
Members confirm their attendance for the retreat. He further informed
Members that in order to adopt the report more than thirteen Members must
be prese nt,

The Committee directed the secretariat to ensure that all the documentation
that had been presented by various organizations during the evidence taking is

availed and in addition provide copies of the Central Bank of Kenya prudential
Cuidelines and the Central Bank of Kenya Act.

(iv) Confirmation of Minutes

The Committee resolved to confirm the minutes and to peruse through the
draft report on Tuesday 7th February 2012.

MtN. NO.921201',I: ADJOURNMENT

There being no other business and the time being Forty Minutes past Twelve o'clock. the
Chairman adjourned the meeting until Tuesday 7'h February 2012.

SI6NED
(CHAIRMAN)

DATE e'1lo!*
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PRESENT

The Hon. Adan KeYnan, M.P'

The Hon. Rachel Shebesh, M'P'
The Hon. Peter Kiilu, M.P.
The Hon. Moses Lesonet, M.P'

The Hon. Ntoitha M'Mithiaru, M'P'

The Hon. (Dr.) Erastus Mureithi, M'P'

The Hon. Martin Ogindo, M'P'

The Hon. Benjamin Langat. M'P'
The Hon. Adan Bare Duale' M'P'
The Hon. JakoYo Midiwo' M'P'

AB ENTWI A LO6Y

The Hon. Yusuf Chanzu, M.P'

The Hon. Charles Kilonzo, M'P'
The Hon. (Prof.) Philip Kaloki' M' P'

The Hon. Benedict 6unda' M'P'
The Hon. Shakila Abdalla. M'P'
The Hon. Chris Okemo, M' P'

The Hon. Shakeel Shabbir, M'P'
The Hon. Abdul Bahari, M'P'
The Hon. Emilio Kathuri, M' P'

Chairperson
Vice ChairPerson

N NAL ASSEM LYKENYA

Mr. Boniface Mathooko
Mr. George Otieno
Ms. Caroline KinYua

Mr. Michael Karuru
Mr. Robert NYaga

Mr. Benjamin Ng'imor
Mr. Simon Muinde

- Senior Researcher
- Clerk Assistant
- Clerk Assistant
- Legal Counsel
- Fiscal AnalYst
- Fiscal AnalYst
- Hansard Recorder

PRELIM INMI NO 1l:3

The meeting started with a word of prayer' 
-The 

Chairperson informed the Members

that they should confirm """"it"t" io if'" n"pott Wrliing Retreat at a venue to be

confirmed in Mombasa. H;';;;;;."d the need to have in absolute majority for the
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adoption of the committee report and urged all Members to avail themselves to attend
the retreat.

MIN. NO .94/2011: CONFIRMATION OF MINUTES

The following minutes were confirmed:-

(i)

(ii)

(iii)

(iv)

(v)

(vi)

(vii)

(viii)

(ix)

(x)

(xi)

The Minutes of the 1" sitting held on lSrh November, 201'l at l0.OO am were
proposed by the Hon. Martin Ogindo, M. P. and seconded by the Hon. Moses
Lessonet, M. P.

The Minutes of the 2"d sitting held on.24'h November. 20l l at 10.00 am were
proposed by the Hon. (Dr.) Erastus Mureithi, M.P. and seconded by the Hon.
Peter Kiilu, M.P.
The Minutes of the 3.d sitting held on 25'h November, 2011 at lO.0O am were
proposed by the Hon. Peter Kiilu, M.P. and seconded by the Hon. Rachel
Shebesh, M.P
The Minutes of the 4th sitting held on 28th November, 20l l at 10.00 am were
proposed by the Hon. Benjamin Langat. M.P. and seconded by the Hon. (Dr.)
Erastus Mureithi, M.P. with amendments by deleting the words "stock index
report" and replacing with the words "volumes of trade"
The Minutes of the 5rh sitting held on 1,r December, 2OIl at 10.00 am were
proposed by the Hon. Moses Lesonet. M.P. and seconded by the Hon. (Dr.)
Erastus Mureithi, M.P. with amendments by deleting the words "Capital
Markets Authority" and replacing with the words "experts above"
The Minutes of the 6th sitting held on 6,h December, 2Ol1 at 10.00 am were
proposed by the Hon. Martin Ogindo, M.P. and seconded by the Hon. peter
Kiilu, M.P. with amendments by deleting the words "Chairman" immediately
after Mr. Micah Cheserem and replacing with the words "Former Covernor,
Central Bank of Kenya"
The Minutes of the 7ih sitting held on 8,h December, 20l l at Il.l5 am were
proposed by the Hon. Martin Ogindo, M.P. and seconded by the Hon. petei"

Kiilu, M.P.
The Minutes of the Brh sitting held on 13th December, 20'11 at 10.00 am were
proposed by the Hon. (Dr.) Erastus Mureithi. M.P. and seconded by the Hon.
Martin Ogindo, M.P.
The Minutes of the 9th sitting held on 14th December. 20l l at 1O.00 am were
proposed by the Hon. Benjamin Langat, M.P. and seconded by the Hon. peter
Kiilu. M.P.
The Minutes of the 1O,h sitting held on l5,h December, 2011 at 1O.OO am were
proposed by the Hon. Martin Ogindo, M.P. and seconded by the Hon. (Dr,)
Erastus Mureithi. M.P
The Minutes of the llrh sitting held on l6th December, 2011 at 10.00 am were
proposed by the Hon. Benjamin Langat, M. P. and seconded by the Hon.
Martin Ogindo, M.P.

s2



(xii) The Minutes of the 13th sitting held on 25'h January, 2012 at 10.30 am were
proposed by the Hon. Peter Kiilu. M. P. and seconded by the Hon. Moses

Lesonnet. M.P. with amendment by deleting the words "June and May" and
replacing with the words "May and June 2011"

(xiii) The Minutes of the 14th sitting held on 25'h January, 2012 at 10.00 am were
proposed by the Hon. (Dr.) Erastus Mureithi, M.P. and seconded by the Hon.
Martin Ogindo, M.P.

MrN. NO.9s/2011: ADJOU MENT

There being no other business and the time being Forty Minutes past Three O'clock, the
Chairman adjourned the meeting.

t,
V /t
(CHAIRMAN)

,n1 ILtDATE
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MINUTES OF THE 23RD SITTIN6 OF THE PARLIAME NTARY SELEECT CO ITTEE ON
THE DECLINE OF THE KENYA SHILLIN6 A6AIN ST OTHER CURRE NCIES HELD ON
THURSDAY, 9TH FEBRUARY 2OI2 AT SEVERIN S EA LODGE. MOMBAS A AT 9.30 A.M.

PRESENT

The
The
The
The
The
The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
H on.
Hon.

Adan Keynan, M.P.
Rachel Shebesh. M.P.
Peter Kiilu, M.P.
Ntoitha M'Mithiaru, M.P.
(Dr.) Erastus Mureithi. M.P
Martin Ogindo. M.P.
Benjamin Langat, M.P.
Adan Bare Duale, M.P.
Jakoyo Midiwo, M.P.
Yusuf Chanzu, M.P.
Emilio Kathu ri. M. P.

Moses Lesonet, M.P

ABSENT WITH APOLOCY

Chairperson
Vice Chairperson

- Senior Researcher
- Clerk Assistant
- Clerk Assistant
- Legal Counsel
- Fiscal Analyst
- Fiscal Analyst
- Hansard Recorder

The
The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Cha rles Kilonzo. M.P.
(Prof.) Philip Kaloki. M. P

Bene iict 6unca. M.P.
Shakila Abdalla. M.P.
Chris Okemo. M. P.

Shakeel Shabbir. M.P.
AbCul Bahari, M.P.

IN ATTENDANCE

Mr, Boniface IV,athooko
Mr. Ceorge Otienc
Ms. Caroline I(inyua
Mr. Michael K: r'u ru
Mr. Robert Nyaga
Mr. Benjamin Ng'imor
Mr. Simon Muinie

MtN. NO.96l2311: PRELIMINARY

The meeting siarted with a word of the chairperson welcomed the Members to the
Report writing Retreat. He thanked the Members for availing themselves to attend the
retreat. He furiher informed the Members that expectations from all stakeholders were
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very hiSh however' he was very Positive that the Committee would come up with a very

good rePort

NFI N OF IN
M IN .No .97 t)011: c

ng held on 25th January' 2012 at 11.30 am were

(i) The M

ProPos

inutes of the l5'h sitti

ed bY the Hon' Rach el Shebesh, M.P. and second ed bY the Hon' Yusuf

Chanzu' M.P 5th January. 2012 al 2.30 Pm were

(ii) The Minutes of the 16th sitting held on 2
(Dr.) Erastus Mureithi, M.P. and seconded bY the Hon

proposed bY the Hon'

Peter Kiilu, M'P'
(iii) The Minutes of the 17rh sitting held on 3Oth January, 2012 at 11.30 am were

proposed bY the Hon' Martin Ogindo, M.P. and second ed bY the Hon Adan

(iv) The Minutes of the 19'h sitting held on 3l st January' 2012 at 3.40 Pm wereDuale, M.P

proposed bY the Hon' Yusuf Chanzu' M P. and seconded by the Hon. Ntoitha

M'Mithiaru ' M.P.
he 20'h sitting held on 2nd FebruarY' 2012 aI 3.20 Pm were

proposed bY the Hon. Peter Kiilu' M.P. and second ed bY the Hon' RachelThe Minutes of t

Shebesh, M.P'
of the 21" sitting heId on the 5th February' 2012 at 10.30 am

Posed bY the Hon' Peter Kiilu, M.P' and seconded bY the Hon(vi) The Minutes

)

were Pro
Rachel 5h

(vii) Confirma
sitting'

MIN.N .9 011:

(ii)

ebesh, M.
tion of th!'*,nr,", for l2th and 18'h sitting was postponed to a later

overview of the rePort'

MIN. No. /2011:

N

ADJo tl RN MENT

R
D

(i) The Committee resolved to consider the draft rePort as

. Summary

. Findings

. Recommendations

. lntroduction

. Government Agencies

. Banks
o Experts
o Other lnstitutions

below:-

ln considering the summary of the draft report, the Committee went through an

time bein8 Three O'clock' the Chairman

There being no other business and the

:;;;,;'ii' teetinE until Four o'clock'
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il; ii;; Rachel Shebesh' M'P'

The Hon. Peter Kiilu' M'P'-
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il" H;;. Emilio Kathuri' M' P'

il; H;;. Moses Lesonet' M'P
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Mr. Boniface Mathooko
Mr. George Otieno

Ms. Caroline KinYua

Mr. Michael Karuru

Mr. Robert Nyaga

Mr. Beniamin Ng'imor

Mr. 5imon Muinde

MIN. N 100/2011:

The Hon. Charles Kilonzo'. M'P'

ii. ffi. iP'or'l Pr"riP Kaloki' M' P

il; H;" ienedia cunda' M'P'

;:;:. chris okemo, M' P'

il" ii;; lhakeel Shabbir'.M'P'

il; H;". AbdulBahari' M'P'

il; H;;.shakila Abdalla' M'P'

ChairPerson
Vice ChairPerson

YA NATIONAL As5 EMB

- Senior Researcher

- Clerk Assistant

- Clerk Assistant

- Legal Counsel
- Fiscal AnalYst

- Fiscal AnalYst

- Hansard Recorder

PRELIMINARY

(i) The meeting started with a word of praYer.

coNFI oN OF INM ES

IN N .10 011:1

g herd on reth December:3:I il il1tri} I$i
3 rc"tnuri' M'P' and secon'
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(ii) The Minutes of the lSth sitting held on 30ih January, 2012 at 2.40 pm were
proposed by the Hon. Yusuf Chanzu, M.P. and seconded by the Hon. Ntoitha
M'Mithiaru, M.P.

MIN. NO .102/2011: DELIBERATION N THE REPORT

(i) The Committee conridered the Findings and the Recommendations of the report
linking the two to the submissions that were made. ln doing this, the Committee
considered the submissioni of various Banks.

MIN. NO .103/2011: ANY OTHER BUSINESS

Summon to Commercial Bank of Africa

The committee directed that a summon be sent to commercial Bank of Africa (cBA) to
appear before the Committee on Monday 13 February, 2012 at I I.30 a.m.

MIN. N .1 011: ADJOU MENT

There being no other business and the time being Twenty Minutes past Eight o'clock, the
Chairman adjourned the meeting until Friday at 9.30 p.m.

t

U I
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(CHAIRMAN)
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PRESENT

The Hon. Adan KeYnan, M'P'
The Hon. Rachel Shebesh, M'P'
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The Hon. Benjamin Langat, M'P'
The Hon. Adan Bare Duale. M'P'
The Hon. JakoYo Midiwo, M'P'

The Hon. Yusuf Chanzu. M'P'
The Hon. Emilio Kathuri. M' P'

The Hon. Moses Lesonet, M'P

The Hon. Shakila Abdalla. M'P'

ABSENTWITH A

The Hon. Charles Kilonzo. M'P'
The Hon. (Prof.) Philip Kaloki. M' P'

The Hon. Benedict 6unda. M'P'
The Hon. Chris Okemo' M' P'

The Hon. Shakeel Shabbir' M'P'
The Hon. Abdul Bahari' M'P'

IN ATTEN DANCE

Mr. Boniface Mathooko
Mr. 6eorge Otieno
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Mr. Robert Nyaga
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Mr. 5imon Muinde

Chairperson
Vice ChairPerson

- Senior Researcher
- Clerk Assistant
- Clerk Assistant
- Legal Counsel
- Fiscal AnalYst
- Fiscal AnalYst
- Hansard Recorder

M N.N .10 01r P INARY

The meeting ttarted with a word of prayer'
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N4IN. NO .106/2011: DELIBERATION N THE REPORT

The committee considered the Findings and the Recommendationr of the report linking
the two, to the submissions that were made. ln doing this, the committee considered the
submissions of Government Agencies, banks, experts and other institutions.

MrN. NO.l0712011: ANY OTHER BUSINESS

Summon to Central Bank of Kenya and other banks

The Committee directed that a summon be sent to the following banks for failing to avail
records of cBK discount window borrowing for the last twenty four months and the
records of foreign money holding for the last 24 months as was earlier requested vide a
Ietter dated February 6,2012:-

Central Bank of Kenya (CBK) to appear before the Committee on Monday l3rh
February, 2012 at 1O.O0 a.m.
Standard Chartered Bank to appear before the Committee on Monday l3'h February.
2012 at i1.30 a.m.
Kenya Commercial Bank to appear before the Committee on Monday i 3rh February.
2012 at 11.30 a.m.
Citi Bank to appear before the Committee on Monday 13rh February, 20l2 at 11.30
a.m.
I and M Bank to appear before the Committee on Monday 13rh February. 2ej2 aI
1l.3O a.m.
Diamond Trust Bank to appear before the Committee on Monday 13,h February,
2012 at 11.30 a.m.
NIC Bank to appear before the Committee on Monday 13'h February, 2Oi2 at 11.30
a.m.
Equity Bank tc appear before the Committee on Monday 13,h February. 20l2 at l'1.30
a.m.
Cooperative Bank to appear before the Committee on Monday i3ih February, 2Ol2
at 11.30 a.m.
Bank of Africa to appear before the Committee on Monday l3,h February, 2012 at
I1.30 a.m.
CFC Stanbic to appear before the Committee on Monday 13th February. 2Ol2 at ll.30
a. rn.

Ba:clays Bank to appear before the Committee on Monday 13,h February. 2Ol2 at
'11 .30 a.m.

MrN. NO.r08/2011: AD ENT

There being no other business and the time being Twenty Minutes past Two o'clock, the
Chairman adjourned the meeting until 3.00 O'clock.

a
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MINUTES OF THE 26TH strnN6 0F THE PARLIAI,4ENTARY SELEECT COMMIfiEE CN
THE DECLINE OF THE KENYA SH ILLING AC,A,INST OTHE R CURRENCIES HELD ON
FRID iOTH FEBRUA RY 2012 AT SEVERIN SEA. LODGE, MOMBASA AT 5.OO P.M..
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Adan Bare Duale. M.P.
Emilio Kathuri. M. P.

Moses Lesonet. M.P

ABSENT WITH APOLOGY
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(Prof.) Philip Kaloki, M. P.

Benedict Gunda. M.P.
Chris Okemo, M. P.

Shakeel Shabbir. M.P.
Abdul Bahari. M.P.

IN AfiENDANCE

Mr. Boniface Mathooko
Mr. Ceorge Otieno
Ms. Caroline Kinyua
Mr. Michael Karuru
Mr. Robert Nyaga
Mr. Benjamin Ng'imor
Mr. Simon Muinde

MtN. NO.1C9l2011: PRELIMINARY

The Members were informed that the data asked for from the Central Bank had fi:rally
been sent to the committee. The central Bank Governor submitted to the commii.tee
monthly data of foreign currency assetr and liabilities for 20lo and 20l l and monrhly
data on central Bank window borrowing for 20]0 and 20ll for the following bank;:-
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. CFC Stanbic Bank . -
. f<"nru Commercial.tsanK

: ;;;fu Chartered bank

o Citi Bank

. BarclaYs Bank

. Zo.rn"tti"l Bank of Africa

. I&MBank

. Diamond Trust Bank

. NIC Bank

. EouitY Bank

o CooPerative Bank

. Bank of Africa

the lnterbank and Central Bank Discount Window Rate

February 2012'
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(iii)That, the l2 banks named above should be investigated and a forensic audit becarried out on their trading in forex and discount window by Ethics and Anti
Corruption Commission and the Auditor- General.

(iv)That. the cBK Act shourd be amended to enhance the penarty for frouting thecBK regulations. Members proposed the fine to be 20 milion or sov" o? tne
- . amount in question whichever is higher to act as deterrence.
(v) That, cBK allowed the Banks to abuse the Discount window for specurative

purposes. rndeed most banks were accumurating foreign currencies under the
watch of the Central Bank of Kenya.

MtN. NO.ll212011 ADJOURNMENT

ing no other business and the time being 6.05 pm. the Chairman adjourned the
There be
meeting.

SI6NED \
(CHAIRMAN)

Jt

DATE.,..:I
/1
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MINUTES OF THE 27-H SITTIN G OF THE PARLIAMENTARY SELEECT COMMITTEE ON
THE DECLINE OF THE KENYA SHILLINo AGAINST OTHER CURRENCIES HELD ON
FRIDAY. 'IOTH FEBRUARY 2OI2 AT SEVERIN SEA LODGE, MOMBASA AT 6.05 P.M.

PRESENT

The
The
The
The
The
The
The
The
The
The
The
The
The

Hon,
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Adan Keynan, M.P,
Rachel Shebesh, M.P.
Peter Kiilu. M.P.
Ntoitha M'Mithiaru, M.P.
(Dr.) Erastus Mureithi, M.P.
Martin Ogindo, M.P.
Benjamin Langat, M.P.
Adan Bare Duale, M.P.
Jakoyo Midiwo, M.P.
Yusuf Chanzu, M.P.
Emilio Kathuri, M. P.

Moses Lesonet, M.P
Shakila Abdalla. M.P.

Chairperson
Vice Chairperson

KENYA NATIONAL ASSEMBLY

- Senior Researcher
- Clerk Assistant
- Clerk Assistant
- Legal Counsel
- Fiscal Analyst
- Fiscal Analyst
- Hansard Recorder

The
The
The
The
The
The

Hon.
Hon.
Hon.
Hon.
Hon.
Hon.

Charles Kilonzo, M.P.
(Prof.) Philip Kaloki. M. P

Benedict Gunda, M.P.
Chris Okemo, M. P.

Shakeel Shabbir, M.P.
Abdul Bahari, M.P.

IN ATTENDANCE

Mr. Boniface Mathooko
Mr. Ceorge Otieno
Ms. Caroline Kinyua
Mr. Michael Karuru
Mr. Robert Nyaga
Mr. Benjamin Ng'imor
Mr. Simon Muinde

MtN. NO.t1312011: PRELI MINARY

The meeting started with a word of prayer.

MIN,N 11 1t CONFIRMATIO N OF MINUTES

ABSENTWITH APOLOGY
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The Minutes of the 26s sitting held on 10'h February, 2Ol2 at 5.00 pm were proposed by
the Hon. Jakoyo Midiwoi, M.P. and seconded by the Hon. Peter Kiilu. M.P.

MIN. NO .115/2011: DELIBERATION ON THE COMMITTEE REPORT

The committee sittings isolated the primary drivers of the drastic depreciation of the
Kenya shilling as economic. human and institutional failures. The economic causes such as
the wide current account deficit, Euro crisis. large import bill of non-essential
commodities, the Arab spring, are still in place even after the shilling recovered its value
since December 2011. The Committee therefore zeroed on institutional and human
failures. These factors include policy indecisiveness and inaction of the CBK. speculative
activities of some banks and individuals, and inaction by the Ministry of Finance.

The Committee's findings on the cause for the sharp decline of the shilling were as

follows:

a Failure to detect and arrest speculative activities - The Committee also
found that the CBK failed to detect and arrest speculative activities of the
financial market players through several financial instruments that fueled
the sharp volatility and sudden fall of the shilling in 2011. This is related to
weak monitoring and surveillance of financial markets.

Unclear Communication to markets - The Committee felt that C B t(s
communication strategy was ineffective during part of the year, and this may
have created conditions for further speculative activities or u n respcns iveness
of market players to CtsKs policy signals. Indeed, the signals from the CBK
to the market and failure to intervene were creating more confusion in

tne market sparking panic buying by importers and increased speculatio:r
backed by series of circulars issued by CBK.
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(i) Policy indecisiveness and inaction of the Central Bank of Kenya (CBK) - The
Committee finds the following acts a, directly linked to the slide of the shilling:

o CreatinS opportunities for arbitrage - Failure by the CBK to detect and
close in time the gap between the interest rate on Discount Window of the
CBK, the rate on the interbank lending market and rates on Treasury bills
and bonds. The Committee is convinced that commercial banks exploited this
Ioophole for monetary gains. The problem of the exchange rate could
have been addressed to a great extent through a rise in the CBR as early
as June 20ll and also the placement of stringent penalties on the abuse of the
Discount Window,
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(ii) Govemor of the CBK' The Committee finds that the CBK 6overnor:
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a Being less candid with information. For instance, the Covernor claimed public
in the media that some banks, which he refused to name, were responsible for
arbitrage and hoarding of dollars. The Covernor was therefore not candid
enough and honest to the Kenyans and even to this Select Committee.

Overseeing the rise of the CBR rate to I89o, hence occasioning Kenyans heavy
interest rate payments.

The Committee is of the view that the Covernor is squarely responsible for
creatinB the opportunity for banks and individuals to make quick money.

His announcement and release of CBK circular to bypass the banking system
and deal directly with buyers or sellers of foreign exchange, although
reversed, was in complete disregard of the financial structures. This could have
opened opportunities for rationing of foreign exchange. occasioned parallel
markets to thrive and creation of multiple currency practices. 6ee tatkforce
report

(iii) Arbitrage by commercial banks - Various financial players, including commercial
banks participated in arbitrage. Although this is not illegal and is a common
business practice, the Committee observed that banks exploited loopholes in the
financial market to bcrrow funds from the CBK through the Discount Window
and used the funds to profit from foreign exchange trading or to buy government
securities. The Committee can infer that in fact banks were using the Discount
Windovr to lend in the interbank market the same day or the next day since the
Banking Circular No. 5 of June 29. 20i1, Banking Circular No. 6 of July i1. 201'1,
and Banking Circular No. 8 of August 12, 2011 sought to curtail this practice. The
Committee also found that Kenya Bankers Association. in a meeting with CBK,
had e>lpressed concern about the small discount window rate relative to the
interbank market rates which was opening up opportunities for arbitrage.

(iv) Commercial Banks with increased foreign exchange trading activity - Three banks
name!1,: CFC Stanbic Bank. Standard Chartered Bank, and Citibank were reported
to have had increased foreign exchange trading activity. CBK wrote to them
seeking explanation. (see annex)

(v) Suspension of specific financial institutions from participating in the interbank
market or foreign exchange market - the 6overnor reported that CFC Stanbic
Bank had flouted the guidelines issued on October 13,2011 regarding the tenor of
foreign currency swaps. The bank was suspended from participating in the swap
market for 30 days and was also penalized Ksh. I million in line with the Banking
Act (Section 2 (a) of Legislation No. 77 of 1999: The Banking (Penaltie,
(Amendment) Regulations 1999).
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(vi)

(vii)

(viii)

(ix)

(x)

(xi)

(xii)

commercial Bank Foreign Exchanging hordings - The committee finds that 12

major banks held 87 '7o/o" iJt.a;;?;'';" assets Ev September 2011 (see Appendix)'

Conflia of lnterest - the Committee finds that. top management and board

members in some banking 
'L""i'iit"t 

rt"'J uo11{3^ositions in kev public policv

organs which are tasked wittr'major development projects in the country' This is a

source of disaffection t'"t;; ;;;;; *-rtitn rttr undue advantage is gained bv such

bank executive,' ro' in'tu'lEtJ"iii; ;;t; ti Equitv Bank chairs the Vision 2030

board which in tt't" co"ii"""l'' uJ oth"' banking institutions provides undue

advantage on Present t";'';;;*-'i;ormation abJut inflow of funds towards

infrastructure developmeni' 
';;i;tit' 

the chairman of Equitv Bank chairs the

National Oil CorPoration'

Kenya Bankers Association - The Committee. found that Kenya Bankers

Association (fBA) discussei'tf'tt p'oUl"' of. monetary policy in a meeting with

CBK. The Committee i"'"i it'tt lhe interactions between the regulator and KBA'

which is an interett ,'"'; ;;;'o'"ni '""[te 
banks' was inappropriate in free

markets. This opens 'P 
;;;;';;;"i ro' toiiution' arbitrage and speculation in

foreign currencies'

lnaction by the Ministry of Finance - The ministry of finance failed to exercise the

orovisions of the central ilil; (cap 491 .section 
4c) and take a proactive,role

io tame the decline "r 
tr'""tiirr"s''-rilder.tt'e Iaw' Tieasury can intervene (take

over monetary poritvl 
'pL"'"pp""'-1f 

Uv the.Cabinet for a period of 6 months if

the cBK shows inabiliti o, inwittingness to pursue the intended monetary

policies.

Working relationship between the CBK and commercial bank - the Poor

relationship between tflese financiat players. necessitated the formation of a

taskforce in the office "ffi" ;il;Minister' However' this did little to arrest the

direction of the KenYa shilling'

Failure by the fiscal and the monetary poliry organs of the government'to take

timely correctiu" n1tu'ut""1 
';; 

;;tJt'the-slide of the shilling against ma')or

currencies.The Committee'i'"i *t"i'ir't Cgr *t' far too slow to react to the

problem of the shilling -nili'liisg"*i t panlt and fertile ground for hoarding in

dollars and sPeculation'

Capital Flight 'The country suffered capital flight.durins the period when the

Kenva shilling *u, o"orJt'il';;'' Th".;;t"*L1l:: '5out 
th" unpredictable

exchange rate of tf't f<"nyu''n'illing fuelled n"8-uli"" exDectations about the

economy and key 'ut'o"tJlorn't''3'iulit'' 
The-iall of the NsE 20 share index

from 4464.9 points in Jt;;;;';;io to :tzo'es in December 2011 was partlv

associated with thetrrt'"u'"l"uJt'''iiv-"*"nglottiSn investors at the stock market'
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The capital market authority failed to share with the Committee the magnitude of
capital flight from the NSE and major actors involved.

(xiii) Global economic crisis- The Committee finds factors external to the domestic
economy to have played a role in the decline of the shilling.These include
Eurozone debt crisis, U5 debt crisis, and Political events in the Middle East and
North Africa. However, since these conditions still persist, the committee considers
them not have been the main causes for the drastic depreciation of the shilling.

Committee Recommendations

On the basis of the above findings, the Committee has drawn a range of
recommendations which will ensure that future crisis such as the sharp depreciation of the
shilling is not replicated. The committees' recommendations span both economic and
institutional changes as follows:

(i) Monetary Policy

Govemor of the CBK -Failures attributable to the CBK during the period of
the decline of the shilling. and the Governors own conduct bordering on
incompetence created panic and fertile ground for banks and individuals to
make quick money. The committee finds the 6over;rcr's conduct and
behavior incompatible with the holder of the office of Governor of the
Central Bank of Kenya and therefore recommend:

a

a

The Covernor takes responsibility for allowing the sharp decline of
the shilling.

That the President should constitute a Tribunal to investigate the
Covernor's conduct, incapability and incompetence to perform the
functions of the office as per the provisions of the CBK Act Cap 491
section l4 (2)(f) and la(3).

Productive communication between CBK and financial market players - the
Committee recommends that CBK should design a framework of engaging
with foreign exchange market players within the confines of the financial
market laws and regulations.

Coherence of monetary policy - The Committee found that the CBK may
have been overe nthusiastic about economic stimulus and also maintained
the low interest rate regime for far too long. The Committee therefcre
recommends that the CBK should maintain a coherent monetary policy at
all times with a focus on price stability.

I l0



PerforminE'

(ii) Legal Amendments

Suggested amendments to the CBK Act can target' but are not restricted to the following:

r Position of chair and deputv chair of :1"*ff:;1t J,:'r[:^[*ii:-At
(CAP 491 section 11 (l)(a)(b)) should be;nte'i'#r'if.',5'i"trd of Directors

gl'"tn"' and the dePutv Sovernt:-t:I:;;; 
".r,'i"ri"g 

the CBK core

which is expected to review his pertorr

mandates'

Earrv warni ng 
T ::h" r,: - :: H[: il #t ?, J.ii:l J lllH:?'.; : Ji[ti:

::Y::,5:I,Xll'liiJ?i'f ;;;;;-;;" in to restore stabi*tv

:l'i:*J""H'i:ffi ff :'i:i.'I,'ffi ::!:il:.!#:'"i:"'f:ffi :;ili'fr
at le-ast the 4 months tt 

''OJn 
il'"' io 

't'"ngtrt"n 
its ability to respond lo

market volatilitY'

Enforcement of the ln'Duplum rule - rhe'." - 

"?l-1111' ilt:i;:,y, ii:i#i:l
ffiilil;i the Bankino Act needs to be entorcec

needs to be amended tt?;'t;;;1r'iotnt - both performing and non'

Appointment of the Governor and deputy' go::rnor - The Committee

recommends that the ..-"i"g";;;r-'ia it-pt.rtv governor be recruited

through a comPetitive Process'

Oversight over CBK - The Committee also recommends that the CBK Act

shourd be amended ," ;Xi;; ,* 1n" ttl^1'J,",.1?'.i1ffi'1i.,'';"i

"rJ".f, 
basis before a relevant parliamentary com

1,H;[i".e,ne,,,:a:l*"filil"ff :l:!n 
j,'*::iil"'.x'd1i'?,'""1,'1",""

discharge of the CBK core

Autonomy of the CBK - Strengthen the autonomY of the two arms of CBK

namely, the bank '"0"*'li"",.'ii"""titi '*'r"tt 
on one hand and monetary

policY arm on the other'

a

a

t

a

a

a s an cti ons - r o 
.p 

rov i d e lL :"H:ll'J ?l.J :T: 
": 
l *:,ff Tj; I":f , :l'*:

Bank for gross.failure l: it:'"i' ;il' i.r.i.l huge losses' the committee
or failure which occasto

recommends the introduction oi t*"ndrntnt to the CBK Act'
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a

a

a

The Monetary Poliry Committee - To include the input of supervisory arm
of CBK in monetary policy decision making, the Committee propores
amendment of CBK Act to provide for an extra member to the MPC of a
CBK staff responsible for bank supervision. The performance of the MPC
during the crisis and in particular the handling of the sharp depreciation of
the shilling was found to be wanting. The Committee reccmmends a
reconstitution of the current MPC to reflect the requisite expertiie that will
inform the monetary policy direction in the country.

Conflict of interest- To provide for a fair and level playing field in the
banking sector and to avoid conflict of interest, the Committee recommends
that senior manageri and board members of banks should not hold positions
in government policy organs or government commissions with direct impact
on financial and monetary policies.

(iii) Supervisory Oversight of Financial lnstitutions

Tools to efficiently monitor financial markets - CBK needs to develop tools
to properly and efficiently monitor the financial markets, particularly find
tools to quickly deal with the adverse effects of innovations in foreign
exchange trades such as the Electronic Brokerage System, foreign exchange
swaps and carry trades.
Responsiveness to market developments - The CBK should increase the speed
and responsiveness to market developments to deal with rapidly changing
financial market behavior.

lndependent forensic audit - Possible speculation and abnormal trading in
foreign exchange could have been prevented if action was taken in a timely
manner. The Committee also recommends

EACC and the Auditor 6eneral's office to carry out an independent
forensic audit on the operations and transactions of the discount
window and foeign exchange trading of twelve banks which had the
largest foreign exchange holdings by September 201l. see annex

The CMA to conduct a comprehensive investigation of the N5E to
determine whether there were institutions that involved in suspect
capital inflows and outflows from the bourse and report to parliament
within 90 days from the date of adoption of this report by the House.

Review of intemal processer - The Committee recommends that the CBK
carries out an internal audit of what went wrong in monetary operations
and bank supervision with a view to rectifying the problem.

a

a

a
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a Banking eena!t111 :"q'l:'r'i:;]l;,f Hiffi:"Tl",l,tJ 
j[":fl ::i'!;

made to the CBK Act and t

Denalties which may o" 
''lo""J ior breach 9r ler regulations' Such

oenalties should be o."o"ni"'lJt ]t iit "tr" l:'llbtnk 
of the malpractice

at that particular time' tnl'itrn"t'*"tiound 'the 1To'nt 
of penalty' Ksh' 1'

il,,]1 ;; ffi ;;" n, * o, n 
",'.?J 

i:,,,.".r.ffi f ;' J T'" fl :L"# H:: :T;;
5Oo/o of the amount Inv

Regulations. 1999)'

(iv) Fiscal PolicY

a

a

Reduction of the current account deficit through exPorti promotion'

pracingtariff s"ig"::--,":,+p,;,j::.J"i:,H:$i::i'* j[T["'rl",ff i[i.'l;
',[Hil ?ll;liX#:ili: i];;;;;;*; on non'essentiar commodities

Exercise of powers provided under the faw 
'- llre^-fommittee 

recommends

that the Ministry or rinunt5]h"ouii'noil"'itut" to-take policy measures if the

CBK grossly deviates f'o* iti monetary PolicY statement'

strongmacroe-"9*i:-l#T.';:'l:;J*':"[Ti::'":[t''1"fl :;lii:
Treasurv lacking in .sli":tr;;;;-io f,urr. been overenthusiastic about

::j'fl .'::lLJiXl'fl :t'fl i;,"ui-nt"in"a'n'l::cl"l;:;'il:'Z;?'1"":?;
# i;; l.cn|. The committee therefore recommen(

maintain a coherent '"":t* ;iiil ut utt times with a focus on prrce

stabilitY.

Coordination between the monetary and fiscal Policy inttitutions - The

effectiveness of the monetary ;;lky in a country must be matched with an

il,.ii;;;;;:,i,.ri,.*po* 
jfli#l:#li,'fi 

ITIS:"Jl'#l:"::iti!:!j
magnitude the decline'::;l;;;;;-ll,u.i. The Committee recommends

before some austerity T::il "-J*""n the fiscal and monetary

effective PolicY coordl

authorities/agenci es'

a

a

a

Finallv, the Government' CBK and financial market'Plavers should put in place deliberate

mechanism to make interesiliesi;;ilt ana 
"aa'elittte 

after effects of the crisis'

ADOPT ON F THE R RT

The Committee reP

seconded bY The H
ort was adopted as proposed by The Hon' Jakoyo Midiwo' M'P' and

on. Peter Kiilu. M'P'
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MIN. NO .117 /2011: ADJOURNMENT

There being no other business and the time being Ten Minutes past Eight O'clock, the
Chairman adjourned the

SIGNED
;\hN\,f.

V
(CHAIRMAN)

DATE.... l2o
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cu lot l-eller ecl rve

6 l2r'
,August
201 r

I 5rh

Sept.
20r I

Rcrrkirrcl Cirr.trlcr r l.lo.
8 of 2Ol I thcrt
providecl further
guidelines on the CBK
Discounl Window

Any bcrnl< crccessitrg funds from the CBK window wos llot ollowed to
lend irr lhe interbonl< morl<et eilher on tlre some doy or the followirrg
cloy.
Wirrdow rote = CBR 1- (Averoge interbonl< role for the previous
doy-CBR) + 370 Penolly
Eligibility to occess furrds from CBK Window would be deterrninecl
by omong other things, on irrdividuol bonl<'s foreign exchonge
troding behovior over lhe previous four troding doys.
Reverse repos were sirspended until the st<rnce on monetory policy

a

wos chon ed.

B

2 doys). CBR wos lhe f loor.
Exponded overoging of cosh reserves fronr weel<ly to rnonthly bul
liniited the deviolion tb o minimum of 3%o foilure to which penolties

a

ition s

[-:crrrk

[r onl<
luolly

l(I t oc ncl elr.lr { c teotcrr etr clt't oolr of ntr CIUI ee cleR c
t'l et rClte cl t' cleI I elr cr t et:eoIe ilrt1 cl stn or Ucl Cl) gl llggv
t'l eI Itr eh ct re CI CI clo oII ehex t1 Ccl clc1ltct clRB gCllcl cletrct pl)

t CI cls cllll Uo c,) de Ubd s(, ol) or ore C eet1 ttlCIr et oc n1 o sc, t)ll

would be effected.

ing Circu lcr r No.
9 of 201 I lhot
provided more
guidelines on licluid ity
monogement otrcl
CRR

lJcrrt7
Aug u st
201I

CBR odiusted upwords f rom 6.25oh to 7.OOo/o to rein in inf lolion ond
exchorrge rote insto bility.

oBcrnking Circulor No.
l0 of 201 I thot
crrrrrouncecl the MPC
clecision crl o specicr I

MPC rneeting held on
I 4 Sept. 201 I.
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Further

clo rif icotions on the

letter doted l3'l'
October 201 I to
conttnerciol bonks

Obieclive
Circu lo r/LelterDole

CBR ocliusted uPworcls frorn

inf lotlonorY Pressure, stobilize

strong growth bose.

MPC meetings to be held

month until further notice.

montlrly usuolly in the first weel< of the
o

I 1.00% to tonle

ond re-estoblish cr

to
rote

7.OOo

exclr o n ge
Bonkirrg Circulor
No. llof201 I

thcrt onnounced lhe

MPC decisiotr of 5'l'

Oct. 201 1

not been utilised for domestic purposes were limited to o mitrintunt

rnirrimum terror of seven doYs'

Reviewed dowt.rwords the foreign exclronge

tenor of one Yeor.
Foreign currency swopi involving Kenyo shillings were limited to o

a

a

a exposure limits fronr

2Ook to lOoh oI core cb itcrl

the

hove
thot hod been infroduced inlo

to economic octivitY, ond which
Reverse-corrY tronsoctions

nr o rl<et, ond ore unreloted
Letter to Chief

Executive Officers
of commerciol
bonl<s thot

extended foreign

exch o n ge

guidelines

10. I 3fh

Oct.
201I

Clorified thot foreignicurrency swops

involving Kenyo shillings for non-resident firronciol institutions will

be limited to o minimum tenor of one yeor'

6 ond forwo rd trct ns ocl ions
ll. l8'h

Oct.
201 I

-----.----.....-

rc E

g. 6rh

Oct.
20l l



w S" CBH Reguf,mtory tmterwem$F

ObiecliveCircu lor/LellerDole

Announced the decision of the MPC

. CBR odlusted upwords f rom I I to I 6'57o to provide on

enhonced monetory policy tightening stonce - effective

imnrediotely.

r CRR odiusted upwords lrom 4.7Soh to 5.25ok effective

frorrr 'l 5th December, 201 I

Bonking Circulcrr No. 1 3

of 2Ol I

12. 2"d Nov.

201I

Arrnourrced the decision of the MPC

. CBR odiustediupwords f rom I 6.5o/oto 'l8.0% to provide

on enhonced moneiory policy tightening slonce

eff ective irnnrbdiotely.

Bonking Circulor No' I4
of 201I

13. 2'"1 Dec.

201 1

---
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ffiorengm ffsre#awmge Hofding hy ffisnks
This is Ptrblishec! flata for the Quarter encling Septembet,2OLt (Ksh 'OOO)

Total forei rr a ssets

I . Cf('l .";l:arrbir: Ban lk ll.,i.ril

l.td

Dcvel9Plrqr!ndle { Ken l-rd

19. B;rnl< of lrrcli,r

20. Gtrlf Africarr Barrl< Ltd

?, l. l.l,rtiort,rl I'];rrrl< of l( l-r,l

t(

B

Ctrnrttlative Percent ePercentage'htal
17.tir%t't.{r%
.t lN.9)(,i .. .'. 'rl,,!7 6,1i992. Kenya Corrtn,et'cial Ff ;atrr l lt.tcil
,!7.2%[ [.396,4&,!'i6, !, [,1,{
4t).2%!"t%

3. StarrrJat'r{ Clrat'rl:er,etI lti,nl nli

41. Cltih:rrrrlr h,ll.l\. [(.r:

l!..rrt il11f

i.ir

26,S6?,.!095. Barr.l;l s Elarrk of Kerryi, ltl:,1
6.3%76,086,7 l46. Conrrncrcial Banl< of Africa Ltd
5.6%73,752,3097. l&M Bank Ltd
53%22,094,803LtdB. Dianroncl Trust Banl< t(

67.6%

77.8%

77.9%

4.9%70,)95,5719. NIC Barrl< Ltd
Bt.s%t5,377,770
84,B%t3,355,225
87.7%2.9%t2,08I, I 22

erative Banl< of l(en Ltdll
t)

Co-o
Banl< of Africa t( Ltd

89 5%LB%7,460,70113. Prinre Banl< Lttl
1.4%5,634,5 t7Ltd14. Ecoba nl< l(en 90.8%

91.9%t.0%4,209,58415. Chase Banl< Ltd
9).8%L0%4,002,46016. lnr eria I Ba rr l< Ltd
93.6%0.8%3,186,327
94 3%0.7%7,789,7 67
95 0%0.7%),7 45,930

0.6%2,437 ,714 95.6%

96.1%0.6%2,471 ,177

5 bonks hold more tlron 50 percent of foreign ossets

17. Banl< of Baroda

61.9%

10. Equity Bank Ltd.
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F Emckgrournd Swppont I nrT

Fwreigm Nxcfnange l{oldinE hy Bdinks,..
This is Published data for the Quarter ending September, 2O11 (l(sh'OOO)

Total forei n a ssets

39. Consoliriatr:rl Barrl< of Ken a Ltd

40. Fr n rilL-F1!L
4l l( - llcg ,,,,,,1, I rrl

4) rrrrii Ror';r B,rrrlr ltrl

Itd

l
4l.llorr';irr ? Fitt;r rr c o I trl

Ctrmttlative Percenta eTota I Percerrtage

22. Afr-ican Banl<in Cor oratiorr Ltd ),066,768 0.5% 96.6%

23. Fina Banl< Ltd 2,053,907 0.5% 97.t%

24.E tuatoria I Conrtncrcial Banl< Ltd I,572,971 04% 97.5%

1,421 ,87 I 0.3% 97.9%

26. Habib Banl< Ltd 1,137,778 0.3% 98.t%

27. Habib Barrl< A.G. Ztrriclr t,065,56 I 0.3% 98.4%

28. Giro Comntercial Banl< Ltd 980,285 0.)% 98.6%

29.Victoria Comrnercial Ba rr l< Ltd 887,454 0.2% 98.B%

-10. Firlelit Conrnrercial Barrl< Ltd 887,007 0.2% 99 t%
99.1%31. Guardian Banl< Ltd 675,587 0.)_%

32. Fir-st Cr>ntttruttit Banl< Ltd 646,786 0.)% 99.4%

33. UBA [(en a Ltd 629,866 0.2% 99.5%

34. Credit Bank Ltd 486,256 0.1% oo Lo/

35. Dubai Banl< Ltd 194,378 99.7%

3 6.Trarr-rra l.ional Barrl< Ltd

37. Oriental Cotnmet-cial Banl< Ltd

776,769 0.1% 99.8%

7t6,3l,7 0t% 99.8%

99.9%38. Paranrount Univcrsal Banl< Ltd rBB,976 00%
t36,700 0.0% 99.9%

t00,453 0.0% r00.0%

35,972 0.0% t00 0%

743 0.0% r00.0%

0.0% t00.0%
,1 13,/l,l,lt!3 100.{i9,; 100.t!%

25. Middle East Barrk (K) Ltd

0.1%
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TALKING NOTE

MEETINGWITHTHESELECTPARLIA'MEI.'ITARYSELECTC0MMITTEE

TO DISCUSS THE ISSUE OF THE DECLINE OF THE KENYA SI-IILLING

AGAINST FOREIGN CURRENCIES

i. lntroduction

1. The Parliamentary Select Committee on 11re Decline of the Kenya

Shiiiing against Foreign Currencies

tomcrrow WednesdaY 24h JanuarY

Hall.

is scheduied lo meet with the DPM&MF

2AQ d 11 30 am in 1't Floor, CountY

2.fheissuestheDPl\4&NlFisexpectedtoaddress'asforuvardedinan
earlier letter (see attached), include but not limited to the following:

a, Causes of the exchange rate depreciation against the foreign

currency and inflation;

b.Fiscalremediesfortheexchanger.atedepreciationandinflation;
c. The involvement of ltt/F in the situation; and

d. whether that involvement of IIVF is not aggravating the situation by

adding to the Public debt.

3. As a prelude, the DPM&MF may wish to brref the Hon lvlembers on the

various Statements Treasury has made on the issue even before the

Committee was set up, arliculating rn'hat the government in general and the

Central Bank in particular was doing to address it'

Brief update on the Subject Matter

4.lnJuneandJuly,theDPlV&l.,4Fissuedatfrinisterialstatementtothe
Parliament on the developments in the shilling exchange rate in response-to

the request by the Member for Gwasi, Hon Jolrn lvlbadi' and lr4ember for

Githunguri, Hon. Nioroge Baiya whc had sought ior the same on 1Otn June

iOf f ,nO 26t July 2011, respectively' ln Novernber 2011' the Minister

issued a Press Statement on the same subject matter'

1
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5. ln all these co:1r,.r;rloeticrs the DPh4&lrlF hao' s:ated the causes o.f

rising inflaticn and the vilsaks:i;-,g of lhe shilling, as vlell as announcing
measures the Governmeirt v,,as tai<ing to arrest the situaiion. Since then, the
shilling has flrmeo to ti'acing at around Ksh. 85 per US dollar curi-enily.

6 Therefore, this
communications.

meeting with the Selsct Committee will draw from these

ll. Factors behind the wealiening of the shilling and rising inflation

An exchange rate:

7. Hon. [4embers, since January 20'11 the shilling rrueakened against the
US dollar by ovei'30 peicent to excharge at an historic low of Ksh. 107 in
rnid-October 2011. This sharp and vclatile movement of the Kenya shilling
exchange rate raised conceTns to investors and the public at large. ln
addition, it exacerbated irrfiaiion given that most intermediate and capital
goods are impofted. The cost of depreciation has largely offset the benefit it
has on expoiis.

8. Hon. Members, the weakening of the shilling against the major
currencies is attributed to both e>lternal and internal factors.

* t

.\\ :,

\l

o First, the exchan:e ra:

exchange. The denrand
impcrts, particularl.v of
investment in enercv and

e reacted to increased demand for foreign
for foreign exchange increaseci Cue to heavy
nrachinery anC capiial goods to suppon
otner infrastructure spending.

{ Secondly. since i:: beg:nnirg of the year, the demand for foreior
e>rchanoe h:s inc'-=:sed sharply owing to the extraordinarily sharp ris:
in rne ir,ieri,ationar lrices of crude oil. This was associated with the
poliiical crisis in th: fi4iC;le East and North African (tr4ENAl region, Tne
demand for foreigi ;xchange ;ncreased even fufther with iinporlation c;
maize follcvring the aCi,:rse inrpact of drought tn Kenya and the Hoil
of Afrrca,

Ihirclly, the high c, :,:i:e and food impor-ts created a perceptior of
rnaiequa:e supp\ c; i::e gn erchange in Kenya's interbank market. As

a



positlcns that ttere Iargely d:iver ,:r' i:cer"a,r,iy in the narket.
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Finally, inilation in Kenya has a:t:::a:ed, anci has been significantly

higher than in our trading pann?rs in tr,e western v'rorld The inflation

difierential, as wouid hate been exr,ecied, weakened the value of our

currency relative to those of our iraCirg parine;s.

9. The depreciation of the shilling l:d to increased cost of fuel and

transportation, as wellas other imporled raui material,thereby putting further

pressure on inflation and increasing the cosi doing bus ness. lt is worth noting

that the weaker shiliing has also csmplicaieC tne management of the national

budget as ihe shilling cost of govennrent external debt increased and thus

putting pressure on budgetary resourc3s.

An lnflation:

10. The failure of rain during the shorifali season in 2010 and below normal

level rainfall during the long rains season in 2011caused food shortages

which saw the food prices escalate rapidly. Transpoftation costs also

increased with higher fuel prices that were fufther compounded by the

depreciation ofthe exchange rate.

11. lnflation also increased due to increase in electric power prices with

as use of thermal energy had to be increased due to the adverse impact of

the drought on hydro power generation.

12. On the demand side, private sector credit expansion was stronger-

than-programmed reaching 36 percei'rt in Cctcber 20'11 despite CBK's efforts

to contain monetary exDansion. The strcng domestic private demand spilied

over to impofts, thus causing a deterioration of the current account of the

balance of payments and funher exacerbating the weakening of the

exchange rate. The current account deficit increased to an all time high of

abcut 10 percent of GDP.

13. lr/eanwhile, fiscal policy has generaliy been constrained with lotryer

flscal deficit outcome and thus helping to mintmize pressure on aggregate

demand and hence on domestic prlces. For instance, we closed the

financial year 2010/11 with a deficit ot 4.50/o ci GDP against a target of

6.1% of GDP, as a result of a graciua[ fiscal consolidation' The

government has generally restrained-f'ori-r pursuing an expansionary fiscal
J

1

/'.,-
tJ. 1"- /



policy; ctherwise if
much nlgher.

t., : case iiflation would have been even

ilt, Actions the Governniei:t tocl< tc stabilize
exchange rate

inflation and the shilling

14. Hon. Members, lwish to inio:rirycu that arising from tie coordinated
actions, the Central Bank cf Kerya has alreaoy taken appropriate ,measitres
to address the tssue. These measures include:

Tightening of mcnetary policy by raising the policy rate by 400 basis
points to'11 percent in Ocicber, then by 550 basis pcints to i6.5
percent in Novernber, and lately by another 150 basis points to 18
percent. This actior Is5lightened credit conditions and it is expected
to reduce demand pressure, which vyill in turn ease inflation and helo
stabilise the exchange rate.

6 Lowered the foreign exchange expcsure limrt of commercial banks from
20ok to 10% to enable banks cffload their extra holCing cf foreign
exchange to supporl genuine Cemand for foreign exchange.

\

15. lt is also imponant to noie thar with the easing of food prices, lowering
of fuelprices, and firming of the shillirg exchange rate to about Ksh. 85 to the
US dollar, inflation has eased to 18 7% in December 2011 from 1g.7"k in
l',lovember. We expect fudher eas,ng ln inflation in the coming mcnths.

16. On the fiscalside, tc nritigaie t[,e impact of tightening monetary policy
on interest rates, the Gcvernment nas iaken austerity measures reviewed its
recurrent expenditure vuiin a view i: cuiiing back on non-produc:ive spending.
From these measures we exre:t tc save about 4-5 billion shilling that wiil be
channelled to new prio:tt es that have recently emerged.

1i, We are mindful tl-,at containing gcvernment spenciing will contribute to
easing inflationary pressures and recucrng imports, thus helping to stabilize
the shilling. Overall. the G:ver:,rn:nt is ccmmitted to living rvith:r the budgst
framework that was anncunced in the budget statement for F'/ 2011112.|n
particular:

A
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GDP cv:r'ihe medium te;m fi':t':r tne original iarget in the Budget

Fclic;r S:aien-rent subm.::eC in l"4arch 2011. Nzif cf the target:c

reCuction (that is 0.5% of GDP) rryrll be undertaken in the current

fiscal year 2411112.

b. This tightening is being undedaken against a backdrop of

curi'ent cl-ralienges, including the current sec':rity opei'ations

Somalia, salary demancls fi'om te achers, lectui-ers and doctors,

weli as implemeniation of the neur constitution.

the

in

2C

18. The revised budget reflecting the above changes vvill be presented to

Parliament in the corte xt oi the next suppler-nentary budget shotlly.

19. Hon, fi/lernbers,

rate has substded and

currencies.

with these measures the pressures on the exchange

incieed the snilling has fii'med up against the majcr

tV. invotvenient of the llliF

20. Let me take this opportunity to upCate the Hon, Members on our

current relation with the ltt/F.

21. Very briefly, the IMF Executive Bcard in Januarv 2011 approved a

request by the Government for supporl of lis economic programme under the

Extended Credit Facility (ECF). The credit is for SDR 325.7 million

(equivalent to US$ 509 million) over the next three-year facility. The first

disbursement of SDR 64 million (about US$ 100 million) was drawn in

February 201 1.

22. The Gcvernment successfully compieted the First Review of the ECF

programme in end-June 2011 and receiveC the second disbursement of SDR

43.4 miilion (about US$ 70 million) in early July 2011.

23. We have just successfully completed the Second F.eview with the IMF

Executive Board approving, on 9th Decernber 20i1, the disbursement of the

third tranche amounting to SDR /3.4 niillion (about LIS$ 70 million). ln

addition, the Itt4F approved the expansion of access uncjer the current ECF

arrangement, meaning trye will receive an adCitional US$ 75 million as per our

request.



24. The aCditional rescur:es v,,il irelp us dealefiectively with the emei-ging
externala;id dome;tic sitocr<s tiai rave Isd tc rising inflation and weakenin3
of the shilling excharrg: rate, as r+,ell as boost the officialfoi"eign exchange
Teserves held by the Ceniral Ea:rr ci l(en.va.

Does the lnvolvement
situation?

yrith IMF aggravate the public debt

25. lv'rish to iniorm the Hcn, ir,{embers that our publrc debt remains
sustainable with th: Net Preseri '/alue (NP\,f of total public debt to GDp at
39 percent, which s below the 40 percent threshold. This is supporled by
results from a joint lffiF/Wci'id Sar k Debt Sustainability Analysis (DSA)
conducted in November 201 1.

26. Even with additional borrcv,,,ng from the Ilr4F, which in itself very highly
concessionary given the terms of the loan (zero interest rate, with a grace
period of 5'/zyears, and a final r:aiurity of 10 years), our debt to GDp ratio
will not increase mrch and irve vrri l strli be vuell within our debt sustarnability
thresholds.

Vl, Conclusion

27. ln conclusion, you may v,,lsl^ io reaffirm that the underlying econcmic
conditjons remain broadly sound, and we as a government are alert and
remain fully comniitieC tc take i;'ther actions to ensure macro-economic
stabilitv is restcreC You cou d ric:e ihat v/e aTe generally satisfied wiih the
trend of the exchairoe ;'ate and rernain confident that in the near future we
shoulC 0egin to see ;r;lation trei-iding in the right dii'ection. But to sustain the
initial im:i'ovemenis v,,e have no:tceC requires all Kenyans, that is, the private
sector, rhe governms:,i as well as lhe wananchi to ivork togethertowards the
commoii good of our count;'y. Th,s is the time to sacrifice ourselves anC
refrain fiom asking for u,age increases as such actions will only aggravate the
situation.
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AN:\TEX I: OFFICE OF TIIE PRIME WNTSTER INTERNAL }[E}{O

TO

TIIRO'

FROM

DATE

Prime Minister

The Permanent Secretary

Director, Economic Policy Coordiration Unit

28/09t20L1

Re: Brief on Current Exchange Rate and Inflation Developments in Kenya

As you are aq,are, the Kenya shilling has come urder intense pressure for the pasl several
months. The shilling has lost about Kshs 20 since the beginning of the year a.nd was tradiag at
about KSh102 per US dollar as at yesterday. This represents nominally the lorvest ievel ir rhe
history ofthe Kenya currency. The weak shiliing has increased the competitiveness oflocal
expofiers and would potentially increase the propensiry of manufacturers of expofis ro creale
more jobs. However, while a wea.ker curency should benefit our exporters and may have a
positive short-term impact on growth, the weak shilling may exacerbate inllation concems.

Higher food and fueI prices experienced o\/er the recent past are already having serious
macroeconomic effects, inciudilg adverse effects on growth and inflation, and creating large
swings in the lerms of tade-all with irnportant balaace of pal,ments repercussions. \hile fuel
prices feed through to other prices through second-round effects, the immediate tmpacis on
inflation are still dominated by food prices. With the depreciation of the shilling agair:sr the
doilar, prices of imported goods ard services, in shilling terms, have and continue to rise. This
developrnent has raised inflation expectations. '*'hich is alreadi, applying an upu'ard pressure on
interest rates and also on wages. fusing i:rflation paves the u,ay to higher interesl lates and tirat in
turn will darnage economic growth, employment, and income that are rreeded to achieve ItfDGs
and vision 2030 objectives. [hatever is the cause, the fact remains that inflation needs to be
tackled u,ith great urgency.

Hitherto. the Goverrment has undertaken short term measures to ease inflation bv uaivire ercise
dutv on kerosene. diesel, maize and wheat in addition to raising minimum u,aqe. Ihese shoi
term measures. horvever, are not adequate in absorbing the fuIl impact of high fueI a-nd fooci
prices that a:e now being raised further by the u,eakening of rhe Ken1,a shilling. \4oreoi,e:. utile
the CBK is doing its best using moneta-rv policy to fight inllation in addition to r:ranaging the
exchange rate. its efforts are hampered by the fact that it does not have sufficie;rt instrumenls 10

tackle suppi-'- shortages. Already, tlre CBK has resorted to some form of exchange con[ols to
deal r"rth the u,ea.kening of the shiIIing. The attached press release sltows that rhe CBK u'ii]
henceforth bur,and sell foreign exchange directly to ta-rgeted sectors of the econonil u,hich are
most beneficial to the widest public. The danger with this approach is that it ma\, creare renl
seeking opportunjties and q,orsen the situation in the Iong run. CBK's action ma),create a nvo-
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uadir:g u'ij.l take place.

-4. iasti-ag solulion stems from a'u'hole of govemment approach' to tackling the u,ealiening
:h;1i=g :lC t.]1e :.sscciated [igb inflation ard !.!lere.sl rafes. For rhis reason. the Prime \4inister is
requesled to consiiraie anC chair a high level inter rninisteriai commiftee to discuss, in pa:ricular,
the problems of hjgh infiation, rr.'eak excha.irge rate and rising interest rates. The cornmittee is
propcseC to b oc:npcsed of sen-ior ofiicers from tle Oftice of the President. the Office of the
Pri:rie lv{inister, The \{r^nisry of Fila:rce/Treasur.y-, The Cenrral Ba:rl< of Ken\/a (CBK), The
ivrinisry oi Fianrrirrg, irraiiL-nai De vcit.rprricrri ai.,J Yis.ioi,2CiC, tl;e lieiila )lat;c;al 9i:.-:lu of
Stat:s:ics G'J'DS) :::i:he \.'::::.:: lClC Se:;e:s.::: :::neCiet-:l;,' :=ba:Led c: cc:lr: r:: u'ith

+^ ..1.1-^.. +L. Aahra^;.li^h nf tha k'anrra QLiliino

Attached hereto is a brief on the shilling exchange rate developments.

Dr Chris Kiptoo

@



ANNEX II:

REPORT OF TIIE HIGH LEVEI-, COMNTITTEE

FORMED BY THE PRTME MINISTER TO COME

UP WITH COMPRETIE]\STVE MEASURES TO

ARREST TIIE SHARP WEAKENNG OF THE

KEI.'{YA SIIILLING

COMMITTEE COMPOSED OF MEMBERS FROM:

The Central Bankof KenYa

Ministry of Finance/the Treasury'

The Ministry of Planning, National Development and Vision 2030'

The Vision 2030 Secretariat

Kenya National Bureau of Stattstics

Office of tlte President,

Office of the Prime Minister

Kenya Private Sector Alliance (KEPSA)

4m ocToBER 2011



Ta ble of Contents

R ecommended Measrrres

1. Ixfoduction

-. -vldJll r55ucs r\.rE/rLrtrcu uy Jrc v\r!lrurrG(C-<,.

3.1 Short term Ateasures.-

3.2 Medium ternt l,[easures

ti

l5

:6



t

I

1. Introduction

1 .1. Since the begiruLi:rg of 201 1 . the Kenyan shilling has weakened subs+antially againsr
both international and regiona-l currencies. Betu,een 3'd Januar.v 2011 and 27s September
201 1, the Kenya shilling u,eakened b), over 20 percent against most intemational
cunencies especiall,v the US Doliar uhich now tlades al over Kshs 100 per US$. This
represents nominall5, the lowest level i.Ir the currency's lustory.

1.2. \Vhile a weaker currenc)r should benefit the exporters and may have a positive short-
renn impact on gowth, it exacerbales inllation concems. The exchange rate depreciation
coupled with rising inflation risks could see an ilcrease in long-term debt 1,ields.
Ltltimatel),, the shilling depreciation u'ill hurt the Kenyan econom), gn,en that ir is
import dependent for energy and other inputs for critical secto$.

i.3. ln response to these concems, the Rt. Hon. Prime Minister set up a high level committee
last week after meeting key sukeholders in govemment to address the problem of the
sharp weakening of Kenya shilling. Ttre committee, which is composed of senior
ofEcers fiom fie Office of the President, Treasury, The Central Bank of Keni,a (CBK),
Office of the Prime Minister, the Minist--y of Planning, Nationa.l Development and
Vision 2030, the Kenya National Bureau of Statistics and the Vision 2030 Secretanat
immediately embarked on the task of coming up with measures to address the
depreciation of the Kenya Shillin_q.

2. X{ain Issues Identified bv the Committee

2.1 while recognizing the measures alreadl, 12|qsn by the CBK to address this problem. the
committee critically looked at the ai,ai.lable statistics and the prevailing economic
fi:ndamentals. It also benefited from the consultative meeting chaired b-v the Rt. Hon.
Prime Minister held between the Kenya govem-rnent and the private sector, in pariicular
Kenya Prir,ate Sector Allalce (KEPSA) that inciuded the Kenya Bankers Association
(KBA).

2.2 The comminee observed that the recent attempts to keep interest rales lo\^,. inflation rn
check and exchange rate s..able in the face ofexogenous factors and rising fiscd spendi;rg
on much needed infiastuctue has not produced desired res,.rlts. The obtainin-s s:ruatton
in the count,a now is that of accelerating inflation, exchaage rate depreciatior. and rising
interest rates. all feeding rnto each other.

2.3 The committee obsewed that adverse shocks have played a role in wiciening rhe cu::ent
account deficit, raising inflation, and slou"ing doun growth. Io particular, the co:r::inee
analyzed curent account trends over the recent past, t,\e fluctualions a::<i lar:aiic,ns ia tte
outcome relatr\/e to previous periods; and checked for an,r'persistent arC repeated



and susrailed reachi:rg a peak of about 11.9 !.6 of GDP bv Julr,. 2011. r.\,is exe::::g
considerabie pressure on the exchange rate. The u'iden:-ng of lhe curenr accoi;.rti
emalrates from a grorti:rg eap benveen exports and imports of merchandise goods. This
-::.1-_ -^l^^.. -l-^ :--^^. ^aL:-L^- --^^^ i^- ^:: ^-J ^L^-:^^i^:--^*^

2.4 The comninee also obsen,ed thar dornestic ciemaad pressures have also mounred
pressure on ',ire curent accc'unr balance. Domestic dema:rd has been mainJy driven b1,

--;,',1- "-^'^- ^-a;ir ---.nc;^h .. r All ,c ih.r-2c. ;n nl,Lli^ i-rractmcn i i- 1n]n/1 1 Tle
conminee o'bsen,ed thai acceleration ir Drivate-sector credii cro\ 4h to about 32% ha-s

fireieci riorrestic riernarrC arrci supporte,.i buol,aut rron-agrici.iirdlai aciivifi'- Crei.it has
sro\r,r flsler than ar,erase iirr real estate- consumer durables ard domesuc uaoe-
comDcnents that are highly correlated u,ith domestic demand. These developments have
been reflecteC in the deterioration il the cr.rirent account deficit.

2.5 The cor,rmittee further obsen,ed that the volatile situation in Lib),a and the urest in other
Arab States have seen crude oil prices shoot upu'ards on the global market- The effect of
the rising oil prices has been manifested in a u,eakening Kenyan shiliing. Tbe total cost of
firel rose fi'om 197o to 280l" v".ith the nass through effects to domestic prices and to the
exchange rate. Thus, a surge in food and fuel price hikes explains most of rhe recent

'--:--.,r^ , L'-r.ii "i-:.r,^' \,n,.-,h.r ,,i,, u;,i.1..
-ri J!rrg:::j!-

core inflarion rhat exclucies these items from the CPI inflation accelerated to about 8%.

2.6 The comminee also observed that the euro zone debt crisis especially in Greece. Porargal
and Spain has been a fuctor in the weakening of the Kenya sirilliag. Fears that rhe cr:sis is
like1y trigger arorher c1'cle of global economjc meitdou'n has made iavesrors (local a"rC

foreign) sell their securiiies (shares, bonds) ro bu1'dollars as a relatively safe haven;

2.7 The committee obsen/ed the depreciation of shilling malr 16119 been driven b), tle
sentiments ofthe fina:rcial rrarkets rate - speculators may have read the marker and iaken
the position rirat the shilling u'ill rvealien funher thus raising demand for more dollars jn
order to make a profit.

.?. B The coremittee obsen ed that matters have not been helped b.v the manner in u,hich the
CBK- has dealt rx,ith the situation. The CBK has blamed commercial banks for specularion
on the cunencr,. The commercial bar:ks on the other hand see this blame us unlelpful and
iliogical sLnce rhey claim they cannot endanger their sizeable asset books Lhrough
u,eakening the shiliing for the sake of margi:rall1, higher forex eami:rgs. Ir fact, rhe
commercial bar*s and otirer corporate pla-vers in rhe forex markets have bla:ned the CBK' for lack ofpoiicy cl6rir, o,rO 

"onsistency.



3. Recommended l\{easures

The committee obsen,ed that whatever decisions the Government makes on tbis matter, rhe1,

must be corununicated ciearly a:rd follou,ed t}rough with speed u'hile observing rhe spirit
and the lafier of the constitution as uell as the statutes govemir:g institutions such as rhe

CBK. Some of the measures proposed by the committee to be taken ma)'be shoft term while
others by be medium term. The details are as follora's:

3.1 Short term llfeasures

3.1.1 Promote more effective dialogue between the central bank and the private
sector, more specifically the banks and corporate Plal'6r't , the foreigr exchange

market and govemment. The committee observed that credibilitv is of cntical
importance on the part of the Bark and tlat this credibilit-v could be enhanceci

tlrough engaging :.n more effective dialogue.

3. 1 .1 . 1 Make decisive actions relating to monetary tightening in order to reign in
Inflationary expectations- Monetary policy needs to ensue that higher gro'{rth rates

are sustai:rable by curbing inflation and balaace of pai'ments pressures. and by
enhancing the centa.l bank intemational resen e buffer. This entails significantl;i'
tightening moneta:-v policlr to manage inflation expectation ad arrest rveakening of
the exchange mte. The price to this is to iile u,ith a high interest rate poitc.v regirae
u'hich commercial banks seem read.v for. This requires that'rhe CBK sers a CBR rate

at least above core inflation and considers accepting higher interest rates for its repo

operations- in fact the reverse repos should be equal or higher than -.he CBR rate.

The CRR could also be raised if necessary.

3.1.2 Minimize use of overdraft facililv - h the context of closer monetarr^fiscal
coordination, tI-re Treasury should atlempt to repay in fuII overdraft liabiliries and

minimize the use of rhe cenual bark overdraft faciliq'. Govemment borrou'ine of
Ksh 44 billion from the CBK was enornous in just two months (Jull' a:rd August.
2011).

3.1.3 \4rithdraq the CBK circular to b1'pass the banking sj'stem and deal directll'
lrith sellers or buvers of foreign exchange. The committee obsen'ed that
implementation of the said circular could lead to rationing of foreign currenc\,
creation of parallel market and multiple currencv practices. It could also lead
to suspension of the IlfF program.

3.1.4 Seek further Financing from the IIVIF- While appreciating the US$508.7 \4i11ion

under the ECF arrangement provided in December 2010, the US$2t)0 mrilion ulder
the rapid access component ofthe Exogenous Shocks Facilitv @SF't provided in
June 2009 and the US$350 million provided later in 2009 through ihe eeneral and

special aliocations of Special Drau,ing fughts (SDRs) io all iJr'lF members, the

comn:dtree augraented BOP sunpoft from the Fund be sought.



3.1.5 l\llake efforts to increase spending capaciq ofgolernment ministries- tle
comminee urged the goverrrmer-,t: rl pa:ticuia; ensure -hal ministlies spen,l il
increase absorytion of donor funds that in rum uill heip build up foreign exchange
.r.L ^ ^L-^_.:-_ _^-^ --._^_.1,. *-_.I- ^. Ai A<a,. ^_A *:-;-.;-. -L^..1,] L^ _-.1-.^.-.--J*r-J iJ-:J_._ .i= .-:-:'_: :'J

spend tbe monel uir,\o.ir <iela1'.

i : < 
^;,r-.".- 
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capacity issues in the CBK.

21 l/f-)i,,* 4--- ir ^^-,.---

llrc Cr-rtruuitiec uaiicd iur iirc ilipicr-: rcrii.aiiuii uisi.iuei.urai puiic-u r.rcos.., c> .,;;t il,;
medium that that wiii ensure a loq,inflation environmenr aad improved
^^-^-+;+;,,a-a-. ^rrL6 I'a-r,.- 'fl-,- 
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policies involr,ing various sralie holders. The cLrrent policies are facire ne*
challenges and hence there is need to strike a balance betreen fiscal disciplines.
in-frasrrucrure spendhg. and macroeconomic stabili6,. 'li}re measures include:

3.2.2 Reduce Fiscal oressures - Lo\^,er spending and lorver borrou,ilg requirements over
the rnedium term to mrnimize pressure on the curent account and the exchanse rare
! .1::.1-'l':.i ,irrl,- li ril_!i-:-rial,':li;:",,ai'.rl,,l':illiliil,jiililll'liii.i.!l:Iii:illil!t,t:i(iLri.r.

i)iilii,iii.i iUiiitiii.i .i PiiUiiii Lv i!:ijL.|UC Lrja i,iciiL i.,i.ii ricu iiaj.v .vi +J P-,-...' -;

limited. However, in order to lessen rmlnerabilities funher, fiscal consolidation

).,!.)

medium term. The commifiee urged for increased implementation of reforms:o
improve public finance management, maintain a sound financial sysrem, ar,i
improi,e transparencv ard govemance thereb,v reducins coi:xption among
govenment enrities

Impiement Deruand policies to riarros'the current accourt defieit. The
corr-mrftee obse:-ieC thar cionestic demand pressures have pla),ed a maior nle i! tl,e
rvidemng of the extemal curent account deficit. Pressures from domesdc demand
combined v'jth ir:eher in:pon prices irave more than offset fugher foreign exchange
eamings from rraditional and non-traditional sources. Therefore, demand poiicies
should be effective in naroq,rng the cu:rent account deficit over tirne.

Implementation of more Structural P<,[icies - the conudftee obsen,eci iirat
po cies intenciecj io rein in inllation bl,ircreesing food production ard reducjns
over-;eliance ol: rossil fuei-gerrerated power \\'i11 play a key role in manaeilg i]re
curency u'hich rs likeJl,'.o wea-ken further. This includes sould agiculturai rc licv
that u ill nake ]:e.]'e to slcp bul,ing rioie and moie maize, rjce aad u'heat 3o:t
foreig:rers. The eommjlet in this respect called ior rmprovemenl of the iistn'rurj:n
chan:rels incluc.:g. fo: i:.rstance, bener grain management such a-s bu)'j:1g suiJius
from farmers 1o mrnim:z-e waste and effective storage to seil in leal times, etc. Fiscal
policy rneasures could also promote t'ain fed agriculture though in-igalor:. T:-.:s
entails investi:ig more ix u,ater han,esting technique, protecrion of catchrle.: ar.-,as.

3.2.4



ripriaa's and river rires as q'ell as rehabilit*ing darrs' The comrrittee iauded the

unprecedentated ir",".t" of ubo"t kshs 10 biliion to the water and irrigation

;fi;;i;; ior rporirtu,,cial and thar conrhu-ed increase of public

investments io,irrr".,o, o'ltt 
"a&ess 

suppil- side lnflation in the medium to long

nm.

3.2.5 Seeki:rg more external financing- Given delay in implementation of significant'

green energ-v projects' trl" 
'""a 

i" 
'*ptrt 

oii foi themral power may continue and

thus the current u""ount'itfi"it *ay continue to-widen' There is need for foreign

financilg since ciomestic-it-ir*ti'g tt"orrgL tht budget cannot frnance capital

expenditures and food i;;;;; A;e-"niuvrF ec{to ri:ase pressure on BoP' This

u,ill ease the pressure "' im"iJ'"i*es and help build confidence in the forex

market. Approach dtu"lop-""t p^-tners to assist in increasing short term flou's'

u'hich ',r'iii Lase pressure on ofEcial resen'es'

3.2.6 Infrastructure development to address suppl-r' side constraints- The commiftee

cailedforcontiauedi"fra'r""to'"del'elopmentespeciallythatrelatingto;improved
rural access .oua', *,'ilJJtuif *"y' con-riectivity and management and improved

sea ports -d uiryort' to jtuut" K"nyu't position- as a regional hub for investment

and trade. In titis r"sp"ct]ti" "o*-ii"t 
also lauded the unprecedentated increxe of

about kshs 65 billion to'LI;;fu" sector ministries in the 2011/2012 financial'

The committee ou,t"'"Jf* tontinued increose of public investments in this sector

will lead to improveci ii*i['ii* tr"'tels and reduction in cost of business and

,},* 
"aar"t, 

supply sicie in{lation in the mediurn to long run'
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OFFICE OF THE PRIME MINISTER

TTAISENNT'{T SECRETARY' S OFFICE

Telesrams "OPll" Nairobi
For io., -254-(0)20-221 0876

Teleplione: -l54-(O)20-3247000
When rePlYing Please quote

Office of the Prime Minister

P. o. Box 74434-00200

NAIROBl
KENYA

3 i't January, 2012
Ref No: OPM /1/08/1

Mr. Patrick G Gichohi, CBS,

Cleik of the National AssemblY,

Parlia:nenr Buiidings,

PO Box a18a2 (00100)

Nairobi KenYa

Re: Report of fii

.. )!) '

gh Level Committee to the Parliamentary Select Lommtrtct ',"

of the Kenya Shilling Against Foreign Currencies

As agreed during our meeting of Wednesday 25th January 2012 with the Parliamentary Select

Comm ittee on the decline of the Kenya Shilling agarnst foreign currencies, please find attacheC

addtional information regarding the work of the high 'level cornmilcee that tbe Pnme lt4inister

c0nsIiru ted in earl.v October 20i I to come up with measures to address the said shary u'ealiening

of the shilling. Th

the Economic Poli

Septenber 201 1).

e Prime Minister constituted the high level committee following arlvice from

cy Coordination Unit in OPM (see memo aliached here as Arurex i dated l'8

MinisteL (OPIv{)

Tbe unit observed that while firndamentals then prevaili-ng^in the market 
i::"^'1t:l-'*t 

t"'

weakening of the Kenva shiliing' the speed and extent of. U:O:**:: 
^::-u-:-o5' 

ttu'

speculations had crept into ttre flreign exchange market and that urgent aciion 
'eeded 

t' be

taken to arest the situation' The committee was composed of high level officials f;om the

following institutjons: the Central Banl of Kenya (CBK)' the Ministry of Frnance/the T:easury"

the Ministry of planning, NmoJ o.r.iopm".,t -d Vision 2030, The vision 2030 Sec:etariat'

Kenya National Bureau of si^iirii*, the office of rhe President ard the ofice of the Prrme

li

The committee held at least four meetirgs and critically looked at both intemaj and do;oesitc

factors causing the shilling. I,r;;p";, whi*ch is attached hereto as Annex 1I, cbseryes that lack of



proactive acrion ied io a siru3:tc.i. ciaccelerating iniariorr. e>lchange ia'.e cie::eciation, anC risi:-rg '
interest rates. aii feeciing im'. ea:r olher. On two occas:ons, *,e comnjtlee iavited rrenbets cf
rhe Kenl,a Privare Secror Ali jan;: r iiIPSA) u,ho also presented iher positions (L;ine,r: III & i V).

The comminee also held a seDaia:e r,eerirrq u'ith tire menbers of the Kenya Bar-kers Associarion
(KBA). it became appareni to rhe committee that there has been no fmitful diaiogre betu,een

CBK ard the KBA u'ith the la:er srrongll denying rhe allegations made b-v the fo:rirer rhar rhel'
were engaeing in arbitrage ar,3 spec'.rlaiive practlces li-! Ihe forex markel and lhus making
supemormal profirs at the exp:rrse of the common Mv ulcnchi. Some members of the KBA
attributed the specularive rendencies to lack of policv claritl and consistency bl, the CBK in ir.s

monetary policl actions (see an:rex V fo:'KBA's report to rhe select comminee),

In subsequent meetings. the high level team held briefing sessions u,ith the Prime Minister u,ho

irrunediatell, tlrereafter issued a Dress release to both the print and electronic media. The

statement is atached hereto as arurex VI. Having achieved 1o coordinate all the relevant
institutions to come up u,ith measures ro deal u,ith the shiliing problem, the Prime Minister
called for quick impleme:rtation of the recommendations. He also agreed to periodically meet
wth the members of the committee to review progress besides addressing other macroeconomic
challenges.

We are happ1, to note the action taken by the Prime tr4inister to constitute the comminee and

thereafter armounce the remedial measures helped to calm the markets. The CBK moved quickil'
1o implemenl the reconmendations of the committee. First. it took decisive rnonelar]-polic)
actions as recommended by rhe comminee, the details of which are containel ir the anached

report (am:>l VII). The CBK also immediately u'ithdrew its circular to bl,pass rhe bankrng
system an,C de:.i directly wirh sellers or bul,ers of foreign exchange. The com:rinee had obsen,eC

that the jnrlementalion of the said circular could have led to rationing of foreign curre;lc\-.
crealion o{ azrallel mar"ket and multiple cu[ency practices. It couid also have ]ed io suspension

of the IMF prog;am.

The OPN4 is also hapcv 10 note thal the Ministry of Finarce/Treasury also moved wirh speeci to
implement shon and medium to long-rerm actions as outlined in the statement b,'- fie Depury
Prime l{inisier and \{rnister for Finance (annex VIII in addition to their repo;ls airezrdJ'

submitteci to 1ou). In particular, the Treasury acred quickly to acidress the problem cf inadeqlate
capacitf irr th: CBK by reco::.:nending the appointmenr of a new Deputy Govemcrr io rep)ace '.le
late Dr Hez:o:, \1'angito ufio had been indisposed for a )ong trme. \\ie are a.u'are also t:rai :ne

Treasurl is rie,I::::g efforts i; rmplement the recorrlmended medium and long-',eim rnealsures'ro

er,iance foo i s: c'.:ritr'.

\L'e are therei,rie glad to nore t:.at our office maaaged to put up together the hi3h lei,el rea::r:i.:r:
came up r,,;'.h recommenda'.ii ns that grea111, helped in stabiiizing ttre shilL:ig. Fo1lou.n.. ::,:
implementaiio:: of the measu-:s, the shilling began to strengthen drasticalh, from I0? ro 9f

tr4.t
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believe

Although
foreign exchang

the cBK window'

select committee.

view to estabiis

the select

Dr. Mol'ram sahakia. CBS

PERMANENT S .A,RY

the dollar within five weeks after weakening from 85 to 107 against the gleen back $ie

that we made a contnbution towards restoring stabiIity in the foreign exchange market'

our committee sought information on the sPeculative tendencies r','itnessed in the

e market and in Paricular' the number and identit'v of banks that traded through

that information was not forthcoming' We are therefore glad to note that Your

pafl of its oversight role of Parliament, is focuslng on this matter with a

g any malpractices that maY have taken Place. We hope that the findings of

u,ili greatly complement the work of our office'
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The Mandate and Scope of Responsibility of the Capital Markets Authority (CMA)

The CaPital llarkets Authority (CMA) was set up in 1989 as a statutory agency under the Capitat Markets
Act Cap 485A lt is charged with the prime responsibility of regulating, and facilitating the development of
an ordei-lv, fair and efficrent Capital Markets in Kenya with the view to promoting market integrity and
investor confidence.

The regulatory functions of the Authority as provided by the Act and the re_oulations include: Licensing
and supervising all the caPital market intermediariesi Ensuring compliance with the legal and regulatory
iramework by all market participants; Regulating public otfers of securities such as equities and bonds
and derivatives and the issuance of other capital market products such as collective investment schemes
and Asset Backed Securities (ABSs); Promoting market development through research on new products
and servicesl Reviewlng the legal framework to respond to market dynamics, Promoting investor
ecucation and publtc awareness and protecting investors'interest.

CMA'S Vision is to be a world-class regulator of a vibrant capital market.

Background

ln additlon to factors such as interest rates and inflation, the exchange rate is a key determinant of a
country s relatlve level of economic health. Exchange rates play a vital role in a country,s level of trade,
which is critical to ntost free market economies in the world.

The ex:lrange rate of the currency in which capital markets asset portfolios are held impacts that asset
portfolra s real return. A declinirg exchange rate may decrease the purchasing power of any income and
caDital -oains derived from any returns. ln addition, where the underlying iompany inveited in relies
heavilv on inTpcrted goods, the decli,rjng exchange rate may result in in increase in costs thereby
reducing poteniial profits and the likelihooc of the distribution of any incor]e or capitat liins on its
securities Moreover, the excharge rate influences other income factois such as interest raies. inflation
and even capital gains from domestic securittes.

Responses to specific questions Raised by The partiamentary select committee on the
Decline of the Kenya Shilling Against Foreign Currencies

During the aoPearance of the Capital Nrarkets Authority before the PSC on the Decline of the Kenya
Snilling o:1 November 28, 2011 the Auth3rity was requesied to provide available information to suopod its
responses lo ceftain specjfic questions from the Honouiable IVlernbers.

Kindlv frnd below, the responses of the Authority and available statistical evidence to support therespcnses providecj to the questions posed:

Has the depreciation of the Kenya shilling affected the capital markets and can the shiltingdecline be directly attributed to the drop in the NSE index and investment generally?

. Has the KSH depreciation aflected Capital Markets?

YES. ln the manner highiighted in (a) and (b) betow;

1
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a. Shilling Depreciation and its effect on listed "q'ili?-^
- \ryhen the shill:rg depreclates' the pric€ of rTnoortsrlses - :ase listed companies ano those

- i"il" rt"." t.e"cosi o' p'oduction cf companies 1tn tnts c

keen on cond Jctins 
-llg^:l",ion' are'evrsed tc re'lect the new eccnomrc landscape'

- As a resLlt' earnings pro]eclrol: tl' ::-:::;^';;----i""".tor share demand'

, !;ll #'ki ;l;:,gn';l,r: i:tlJ,i, lff I'iH,'J"ffi il,i"i n i 
"1,, 

n o I, e a d i n s to

il'J:XJ,:?"1i"lj,"ii,'J-i ," subsequent shirrins depreciatrT:""H:[:T irg& r""X,l"J ,fli:;- 
,.'r"i;;,;'";Tt 0"" run companies shv away tron

suDscriPtion

' :'*i#;'""#:;fi:,::,il,",f,"",[':i:i*.'.'&]l!ifii!:.!"L.Jfi3ilil,."J:iili1"""":,,:'"."yi"

*:,:;:,ru:: jf ffi.*T"?,TX;I::Itr:[JlLl 
j;:lii"i.",i"""'.*,'",i*o

income securities'

can the shilling decline be directly aftributed to the droP in the NSE index and investment

?'umrtu:q €qt'aL 'tiettt'it J ategtiig

generallY?

YES
drop

The
com
othe

but indirecry, the shilling depreciation may be par,y to brame for the NSE index

;.d' ;;iir,;;*"ts investment senerallY

NSE -20 sha.e index rs computed as a geometric'l"l 0f selected twenty

oanies' share prices' The 
'"'o"ii"JpJn'"1 

lre regarded as the days 'movers

'"iir"i"t"tt"i ,,i as the 'blue chips companies''

As chart 1 below shows' there mav be a connection between KSH currency

i,,*"1,"0", tren d s rhe 
^assud:lffi;::" "5.;til 

i:"::t"::::""';
negatively affecting compan 

11,rr,-""i, "';*", view ot the aifected compan
dividends. This leads to a rel

ultimately a lower share p'i"" 
"nl-io*L' 

share demand relative to supply'

Chart 1 Trend of NSE 20-Sh
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Also note, the treno in Europe anc u sA among others has been replicatin3 the movement of thg
index locally.

Chart 2. Ti'ends of Key tndices - [Oct. 2010 - Oct. 2011]
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2. l?1 lhele been capital ftight and how much is attributed to the depreciation af the Kenya
Shilling?

capital flight describes the act of investors moving their securities/assets and/or money out
of a particular country.

Chart 3. Foreign Equity Flows in Kshs. Millions [Oct. Z01O - Oct. ZC11]
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ln the case of Kenya, it cannot be conclusively determined that there has been caPital flight

i., 
"ip,trr 

markeis aftributable to the depreciation of the Kenya Shilling'

Morespecifically,fortheyeartodate(oct201o-oct2011)thetotalequityfL]ndflowsshow
a net inflow of Kshs. 5.1 billion

lnadditionitmaybehypothesizedthatthefundSthatflowedoutactuallyretumedtosome
degree given the net positlve inflows.

the weak shitting resulted in investors setting their shares to survive?

It may be possible given the increased cost of goods and inflationary pressures' but this is not a

matter that the Authority can determine with 1 00% precision'

The weaker shilling may have a more significant imPact on foreign investors (who are mostly

institutions)whose asset valuation declines as a result of exchange rate losses and not local

individual (retail) investors.

A sustained period of depreciation may result in share sales as the listed company may be

registering lower earnings resulting in it giving lower dividends This can depress the company's

fuLre prospects and ultimately result in a lower share Price and lcwer share demand relative to

su pply.

Chart 4. Equity Turnover (ETO) and Exchange Rate Trends

loct' 20'10 - Oct' 20111
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4, ls there any evidence that amounts of foreign exchange that were being "hoarded,' ta take
advantaEe of foreign exchange fluctuations were being invested in the cipital markets in theinterim?

- Nc. There is no evidence.
There is no consistent indication of a link between the depreciation of the shilling and net foreiEn
equity flows.
At the point when the net outflow was highest (Kshs. 3.3bn), the Kenya shilling was at g5 7c to
the usD. As the Kenya shiflin-o continued to depreciate, foreign equity lowJ oio not more in
commensurately in the same directron.

Chart 5. Foreign Equity Flow and KSH/USO Exchange Rate
[Oct. 2010 - Oct 2011]

3,000.00

2 000.03

1.CC0.00

004

,2,000.00

80

85

000 0

_3

=
Io
.=
Ll-
U
lJ-

l(D'..,ia!.,'a
90...q.. FEF

@ KES/USD

.o5

-3,0c0.c0

-4,000.00

ic0

1C5

Solr.e NS:

5' Are there cases of tnsider dealing that the Autharity is investiEating or aware of in relation tothe depreciation of the Kenya shilting?

The Authority has no indication of any such occuTrences.

+ + {:$\o \o\s + +$
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5, Wether it is true that the weak shilling increases foreign investor flows into the country?

-ThecUn-entmarketinformationdoesnotreflectthis.Thecorrelationbetweenthedepreciationof
the shilling and net toreign eluity flows ls wear' unpredictable and inconsistent'

_ Data indicates that the equity market experienced net foreign equity porttolio outflows when the

KSH was relativelY stable

- At the KSH'S weakest points, between August.and November 2011 the equity market

t*p"iln""O positive (but not the highest) foreign equity portfolio flows

.ltshouldbenotedthatforeignlnvestormaydisposeofsecuritiesforavarietyofreasonsthatare
usuatfy strategic and sometiilesdepend on reportlng obllgations'

-ThelossofValueoftheKenyaShillingappearstobereflectedinanUmberofotherjurisdictions
most notably in Uganda and Turkey and South Atnca'

% Currency Depreciation (Loss) Year on Year ' [Oct' 2010 ' Oct' 2011]

0.00%

-5.00

-10.00%

-2A.)Aa/"

-25.A0% -23.87%

Country/CurrencY

-11 66'/"
-10 9-o%

-13.5C%

-9 61% -9.53%

-6.73%

a 7o Currency

q

-15.C0

o
(,

q)

o

o)

)
s

-7.07%

-23 4go1o 
-23.10'/o

-30 00%

A

Source CMA

l



x
Art
C {PiT.,\L

?lllno&zg Up;,d -4la,fut: i ntq',ity

7. ls the Authority aware of any caftels operating to take advantage of the market for selfish
gains? ls there evidence within the capital markets that the depreciation of the shilling was
stage managed by such carTels?

There is no eviCence of any such cartels within the regulatory scope of the Authority.

8. What has CMA done to address fhe issre sirce it is affecting investors/ has the Authority
raised any red flags?

The Authority continues to work wlth the Financial Sector regulators to identify sustainable solutions to
the current macro-economic environment.

The Authority has also held stakeholder consultations with its industry padicipants to chart responses to
the current investment environment.

o What has CMA done to encourage foreign investors to brinE in additional investments tosuppofi the foreign exchange reseryes?

There is no relationship between CMA's mandate and the management of foreign exchange

10.1s the Authority aware of cases wf,ere investment banks/ portfolio managers have tiquidatedsignificant investments in the capital markets in order to transfer tie funds to foreign
exchange trading activities or banking activities in general?

The Autho'itv has reviewed the Proprietary positions managed by the dealer divisions and there ts no
indication of any such activity.

11 Does cMA suPPort the direct increase in interest rafes as a solution to the decline in Kenya
Shilling?

It is not within tre Authority's mandate to handle monetary and frscar poricy initiatives.

12.Did cMA provide any advice to Treasury or cBK on the developments during the priod of the
decline of the Kenya Shilling?

The, Authoritv n"laintains open discussions with the Treasury and Central Bank to provide any support to
implement pclicy.

13.7a what exrent ,s tha cMA consurted by the Treasury and cBK regarding sorutions or
measures fo address the depreciating shilting and interest rate fluctuations?

The. Authority. r'naintains oPen discussions with the Treasury and Central Bank to provide any suppcrt toimplement policy.

7
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14.Has the dectine of the Kenya Shilling slowed down CMA'S reform agendaT

The decline of the Kenyan shilling has cooled investor interest in capital markets prodUcts for the reasons

detailed here in and has therefore impacted on key reform initiatives targeting:

- lncreasing savings rates (combined with inflation pressure purchasing power has declined

reducing aveilable income ior savings)

- lntroducing new p:oducts (lower savings for investment as well as high returns available on

moneymarketinstrumentsandforextradingshiftsattentionawayfromcapitalmarkets
investment)

- Reduced transaction turn over nagatively affects the Authority's and Market lntermediaries

revenue stTeams resulting in budgetary constraints to drive market development initiatives.
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Your ref: KNA,?SC.SH,CORfu20 l2l (7)

8tl' Febru 201 1

Mr Patrick G. Gichohi
Clerk of the National Assemblr
Clerk's Chambet s

National Assembly
Parliament Buildings
P.O. Box 41842-00100
Nairobi, Kenya

Dea; Sir.

ir-,

E ON THE
,,

RE: P.{RLIAN{ENTARY SELECT COMMITTE DECLINE OF THE XPSf.I
SHILLING AGAINST FOREIGN CT'RRENCIE S

We refer to your )etter dated 6'r' February 2012 ref KNA,PSC.SH-CORzu20i2/ (7) and the request by the

abovementioned comminee to avail documents for rheir consideration

Kindly lind the following documents accompanying this letter

l. The records of CBK Discount window borrowing for the last 24 months
2. The records of foreign holding for the Iast 24 months (including FX exposures & FX Loans)

I remain committed to providing full support to the honourable committee in the successful discharge of
their mandate.

Yours faith l1v,

Dr. Ja llangi, CBS
Man aging irecto r & CEO

EQUITY BANK LllvlITED, HEAD OFFICE: Equity Centre, gth Floor, Hospitat Road, upper Hi[, po. Box 75104 - o02co. Nairoci
'fol. n)n-'>11ccar|l1'7 f) A r\-tt.^-.^-
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Foreig n Currency Borrowings

Equity Bank has received USD 98 million over the past 9 months frorn foreign lenders to be used for on lerrding to borrowers

Tlris explains tlre rise in our FX holdings over the period

LOAN DISBURSEMENTS
KPLC
Jetlin k
African Gas and Oil

USD 62.Srnillion
USD 8.4 million
USD l5million

AMOUNT (USD)CURRENCYMATURITY RATELENDEROISBURSEMENT

BLUE ORCI1ARD I..OAN TOR DEVELOPMEN l USD
u li t,)

10 2g'/"
'I 1 . lB%,

31 Ma 12

31 -Dec- 1 4DEUI'SCHE I]ANK
31 Ma 07
31 -[/]a -07

USD1r.18%29-Jun-12GROWTH I\iIANAGEMENT LII\,,iII.ED29-Jun-07
3 99% USD28-Dec-12DEXIA MICRO CREDIT FUND28 Dec-09
3.81 %6 Jul.13DEXIA IVIICRO CREDIT FL]ND6-Jul- 1 0
3 13%

USL)

tJ SD18-l,Iar 16CHINA DEVELOPMENT BANK CORPORATION29-Nov-10
USD3 05%18-Mar-1631-N,4a 11

11 Arr -16
CHINA DEVELOPMENT BANK CORPORATION
RESPONSIBILITY11-ALr 11

T'SD
USDt-5e 14IVIICRO-FINANCE ENHANCEMENT FACILITY1-Se ..11
USD

4.15'

332%
4.1 1'/,

'18-Nilar 16CHINA DEVELOPIV]ENT BANK CORPORATION21-Oct-1 1

USD18-lvlar 16CHINA DEVELOPMENT BANK CORPORATION1 5-Nov- 1 1

3.54% t.,su1 B l\4ar- 16NRo oP AR oTI\,4P NE tlT NA CKItl N ID f- oLC12-Dec-11

('lo,00o,o0o 0())

5.000,000.00)
5,000,00().00)
It,000,0(x) 0r))

1 ,500,0()r) 00)

15,000,()00 00)
15,000,000.00)

9,4 50,000 00)
9,1-100,000 0{r)

1 3,000,000 ()

19,571,940 00
1l)

i, 105,1) /().00)

i 50,0 00 00)

LJSI)4.08%1 3-Dec'18KFWI27 -Dec-11
15,800,000.00USD3.54%1B-Mar-16C HINA DEVELOPMENT BANK CORPORATION5-Jan- 1 2

(1 34,677,91 0.00)TOTAL
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MONTH NET OPEN POSITION (A.L) LONG Posilior A.Lis SHORT Posltion

JUN

SEP

0Ec

-308,r44.00

-797,351.00

.664.265.00

-873,349.00

-462322.@

546.553.O0

589.926.00

443,-o17-m

s17,648.00

483,088.00

-854,597.0C

-i,3s1,271.O0

-1,108.182.00

.1,390,997.00

.945,410-00

FOREIGN EXPOSURE

A-TotalForeign Assets

L.Total ForeiEn Liabihtiet
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Ir,tr. Patick G. Gichohi, CBS

Clerk of the National AssemblY,

NAIR.OEi

lelephone: +254 20 3270000/ 285loCo

Fo,j +254 20 i15491

166 December. 201 1

REPORT POR ATTENTION OF CHgJYf, PARI'IAMENTARY SEI'ECT

COMNTITTEE ON THF' ONiiliNO Oi'TM KENYA SCHII-LXNG AGAXNST FOREIGN

I)eai slr,

CLTRRENCIES

Please ackno'r4edge receipt on the exEa copy of this letter

Yows faithfullY,

Foiiowing your letter Reference KNA'?SC SH/CORR/2011(26) of 76 Decernber' 201i a:rd the

subsequeni meeting with your Committee on 14fi Decrmber' 2011' we submit herewith a Report

addressirg the issues raised in the format requested

\!"
./'i ,/'

r
CIIIEF OPERA OFFICER.

C,C Hon. Adal KeYnan

Ciu;r--, p"tiir-entary Select Cotn-Elittee on

Decline of KenYa Shilling
N,AIROBI.

Directors: ? w Mr''ihoko; (choirmdn); Dr' M L oduor-otieno (chlef Executive); J K Kinyuo;

Mr5.5.N. omongo; Mrs C'A Kolo: s N shoh; l Adongo: Prot P K- KimuYu; Eng l'M Ndeto: Ng'eny Biwott

)
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Kenyo Col:riiercisl Bcnk Limiied
Chiei Op!roling Olficer
Heod Oliicc
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iroS:, l(

Discuqsio4 on tlq decline of Kenva Shiltrine at the Parlianaentan' Select
Committee bv KCB on l4th December 2011.

(a) Causes of exchange rate depreciation:

:elephcne: 3:70000;'2g5C0CC
Emoil: piikoiiclkcb.co.ke
Websiie: hho / '\ .ww. kc Sbonkorouo.c rm

Political crisis in North Africa and Middle East resulted in oil prices going up from $80
per barrel to S 120 per barrel thereby puning more strain on balance of pavments and

foreign currency requirements to pay foL oi) imports as consumption remained the same

even u,itlr rising prices

Disruption a1 the tea auction as Egypt \\,hich bu1,5 39, ofKenya's tea stal,sd out oiihe
auction and tea remained unsoid thereby reducing the foreien exchange coming into the
market.

There u,as a sell- off in the equities market globally and especially affecting emerging
and frontier markets. Thjs resulted in )ower foreign panicipation in ihe NSE and saw

sorne pulling out ofmarket thereby puning lnore pressure on the Kenva Sh:iling as the
jnvestors bought foreign currency.

CBR rate cut earljer in the year to a lou,of5.75% as inflation u,as looking up with
commodity prices having gone up g)obal)1,. This rnade it cheaper to borrorr Kenva
ShiJlings to C:ire econornrc expansion.

Drou-eht in Kenva u,hiclr meant:rore food imports coupJed u,iih switchins orrer to

diesel generators for porver production increased pressure on Kent/a slrillj-o es USD
ciemand increased to pay for food and oil.

(b) I\{easures KCB took to deal rvith above and quantifiable impact:

. KCB took a very risk averse position and internal limits on trading desk u,ere

lirnited to l00Z of core capiral instead of the statutory limit of 20%.

. Actual usage of those limits was around the 3oZ of core capital.

. It is difflcult to quantify the impact ofthis risk averse position.

Difectors: P.W. MLrthoko; (choirmon); Dr. M.L. oduor-otieno (chiel Exe.ulive): J.K. tinyuo
Mrs.5-N. Oinongc; Mrs. C.A. Kolo; S.N. Shoh; J. Adongc; Prof. P.K- Kimuyu: Eng. LM. Ndelo: Ng eny SiwoH
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(c'1 D z'.2 req uesteC:

ril 41.210 210/= 1 121.1'15 66i.6X

Nta 39 l4 56lt= 15 1Li 32.40

.Iul

r16 330 04r.51

?00 4 93.10 130 10.84

s5 540.50

s5.26 0 861/= 984.188.95

TOTAL 96 (r 01.416. "9

(d) Months of import cover KCB is holding:

Unfortunate)y not monitored by bank as balances are client money and not proprielaD'bank

holdings.

(e) Impact of increase in CRR:

I ) Increased volatility in interest rates 'r'hich sa\\' short term rates edge up with the

overnight interbank rates touching a higlt of 30% as a results.

Z

FX tradiq roilt & lossReser!'es SDFo rei Curren
]\{ ONTH
2011

14.13lll 69sJanua 61 649 ,-65.06s7 4E8/=

i10 992 186.7007.509.E4196Februar 60 0l?

089.8'001 4L9 160 900 r 46.55SO ?98.121/=

1X6,r 06,9E7.21

13?.171,992.64934.468.110.03June 37.358.?05/=

! 79.?91-433.53930,910,971.553'7 -486.61 6 /=

39,r73.?l1i= 8?9,863J 94.95A ugu sr

s6 6'.',t1 0l l/=tem herS

9( 0s:October

Novem ber

mes

I

1
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3) Treasury bill rates have also edged up as the ma:ket experienccd tight liquidiry
conCi'.ions.

4) Increase in the lending rates to an a\?erage of aboul 249lo as cost of funding soared.

5) Negative impact on economic gt o\14h as cost ofcredit rises and availability offunds ro
rhe produciive secrcr.

6) Expected increase in loan defaults.

7) On positive side, the shiillng gained against the dollar and reversed its depreciating

tien d.

PAUL T'IKANI
CHIEF OPERATI NG OFFICER.

*



Di cussion on the decl ine of Ken a Shi lin at the Pa i'liam e nta Sel ct

Committee bv KCB on 14th Decem ber 2011.

(b) Measures KCB took to deal with above and quantifiable impact:

. KCB took a very risk averse position and internal Iimits on trading desk were

limitedtol0%ofcorecapitalinsteadofthestatutorylimitof20%.

o Actual usage of those limits was around the 3% of core capital'

. lt is difficult to quantify the impact of this risk averse positlon'

(a) Causes of exchange r'bte depreciation:

o political crisis in trtirth Africa and Middle East resulted in oil prices going up from $80

per barrelto 5L20 ber barrel thereby putting more strain on balance of paYments

and foreign currencv requirements to pay for oil imports as consumption remained

the same even with risinB Prices

.DisruptionattheteaiauctionasEgyptwhichbuys30%ofKenya,steastayedoutof
the auction and tea remained unsold thereby reducing the foreign exchange coming

into the market.

o There was a sell- off in the equitles market globally and especially affecting emerging

and frontier markets This resulted in lower foreign particlpation in the NSE and saw

some pulling out of market thereby putting more pressure on the KenYa Shilling as

the investors bought foreign currency'

.cBRratecutearlierlntheyeartoalowof5.T5%asinflationWaslookingUpWith
commodity prices having gone up globally This made it cheaper to borrow Kenya

Shillings to drive economic expansion'

o Drought in Kenya which meant more food imports coupled with switching over to

diesel generators for power production increased pressuTe on Kenya shilling as USD

demand increased to pay for food and oil



(c) Foreign reserves helci by the bank:

Jan 2011- USD 5i,257,468/=

Feb 2011- USD 6C,AL7,677/=
r /-, .)^. . I lc\ on ,oit 1i. '

JeILL:/=

ADr 2011- UsD 47,2ro,2L0/--

May 2011- USD 39,314,5 52l=
r,,n 7n1 1 - I tsD 17 .'t6R.705/=

t t'^ a1 
^oc c1c l-JUry z-ur.! J t t-a!,e t et -

August 2011 - USD 39,773,7L7/=

Sept 2011 - USD 8a,a77,072i=

Oct 2011- USD 9a,087,350/=

r'Jov 2011- USD 85,280,851/=

ldl Months of imoort cover KCB is holding:

Unfortunately not monitored by bank as balances are client money and not proprrerary
l-- -i. L-:ir---
'JIii|::r:;::;5;

(e) lmpact of increase in CRR:

i) lncreased voiatility in interest rates which saw short terrn t'ates edge up 'r.'tth tng

overnight interbank rates touching a high of 30% as a results in mid-November from

6.5% average in September.

2) Whole sale deposit rates also shot up making the cost of funds for banks higher. The

average rates on whole sale cjeposits stood at 10% in July, 15% in September and

25% in November on average. Retail deposit rates equally moved up in similar way

to high of 18% in November.

3) Treasury bill rates have also edged up as tne market experienced tight liquidity

conditions. The 91 day TB moved from 9% in June, 13% in September and averaged

at about 1696 in November.

4) lncrease in the lending rates to an average of about 24% in November frora average

of 14% in J uly as cost of funding soa red.



5) Negative impact on economic growth as cost of credit rises and availability of funds
to the produ ctive sector.

5) Expected increase in loan defaults

7) On positive side, the shilling gained against the dollar and reverseci its depreciating

tre n d.

o4;
/( GL;^Y!'



Mai<i,ng the
Difference

February 1A, ZA12

Mr. Patrick G. Gichohi, CBS
Clerk of the National Assembly
Clerk's Chambers
National Assembly
Parliament Build ings

Parliament Road
NAIR

Kenyo Commerciol tsonk Limiied
heoc Citce
Xercc'r HoLr5e. Moj Avenue
F.C. Eox 5329C402C0 Noiro5i. Kenyc
TeleDhone: 2852210 I 245 \21 O

F cx: 2242a80
imoil: !]!.0!p1q jiE !qe!ej2
websile hilc//v/ww.kcb baariloroua ao.r'

, - k,ruilDear

RE: PARLIAMENTARY SELECT COMMITTEE ON THE DECLINE OF

TI-{E KENYA SI-IILLING AGAI NST FORE!GN CURRENCIES

Reference is made to your letter dated 6 February 20'12 regarding the above subject
rnatter

Piease find enclosed the 2 reports showing the following records that were

requested by the select committee;

1)

tl
The records of CBK window borrowing for the last 24 months.

The records of the foreign money holding for the last 24 months

Yours s incerely, \

n TflARTII,I OD UOR.OTIENO GtsS

Ct{IEF EXECUTIVE

DireClOfS: P.w. Muthoko; (choirmon); Dr. M.L. Oduo[-olieno (chiel Execuiive); J.K. Kinyuo



KENYA COI,4i,/IERCIAL BANK L!II4|TED
REPORT ON CBK \ryiNDOW B O RROWIN FOR 24 [/IO NTHS

REPORT SHO\1/S BORROWINGS FER DAY

DEAL DATE IMATURITY DATE AI'/IOUNT KSHS
7-Jun-'10 E-Jun-10 160.000,000
10-Jun- 1 0 1 1-Jun-- 0 2.200,000,000
19-Oct-10 21-Oct-i 0 800,000.000
20-Apr-11 21-Apt-'t2 5s0.000,00c
4-l\4ay-11 5-h4ay-1 1 900,000.0 0 c

6-May-l 1 9-May-i 1 650,000,0 00
1g-May-i 1 2A)$av -1 ': r,300,000,000
31-May-1'1 2-Jun-\1 1,400,000,000

8-Jun-1' 1,00c,000,000
8-Jun-11 2,300,000,000
9-Jun-11 10-Jun-1 1 600 000.000
10-Jun-1 1 13-Jun-i i 2,200,000,0c0
13-Jun-1 1 '14-Jun-1 '1 6.040,000,000
14-Jun-11 15-Jun-1 1 5,640.000,000
15-Jun-1 1 16-Jun-1 1 4.4.80.000.000
16-Jun-1 1 17-Jun-1 1 2.640,000,000
'17-Jun-11 20-Jun-1i 7,580,000.000
20-Jun-11 2'1-Jun-11 5,840,000,000
21- Jur-1 1 ?2-Jrn-11 5,440.000.000
22-Jon-11 23-Jun-11 5,940,000,000
23-Jun-11 24-Jut-11 3,264,000,000
l4-)un- 1 | 27 - Jun-11 1.264,000,000
27-Ju.-i1 28-Jun-1'l 3,640,000.000
28-Ju n-'1 1 29-Jun-11 4,240.000 000
29-J un-i 1 30-Jun-11 3,340.000,000
30-Jun-i'1 1-Jul-11 6,880 000,000
1-Jul-i '1 4-Jul-1i 6 040,000,000
4-J',tl'', 5-Jul-11 6.580.000,000
c-JU-il 6-Jul-'1 1 5 640 000,000
b-Ju -, l 7-Jul-11 3.740,000,000
/ -Jlll- I l 8-Jul- 1 1 3,640,000,000

1 1'Jul-'1 1 5.84C,000,000
1 1-Ju -' 1 '12-J ul-1 1 2 000.000,0c0

13-Jul-'1 1 3,340,000.000
1 5-Jul-' 1 18-Jul-1 1 2,000,000.000
'18-Oc:-1 ' 1 g-Oct-- 1 6,080,000,0c0
10 r)-t '1 1 4,240,0c0,000
21 -O.1.-'. 'l 4.480.000 000
24-Oc1-",1 25-Oct-'1 2.000,000.000
26-Oc'.-'' 27 -Ocl--,1 2,640,000.000

128-Ocl-l 1 1.800.000,000
28-Oct-i 1 31-Oct-1 1 1.00c.000.000
18-Nov-1 1 1,840 000,000

7-Jun-1 1

9-J Un- r I

21-Oct1 1

2a-C)c|.-',1

27 -Oc\-11

21-Nov-i 1
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KENYA COMMERCIAL BANK LIMITED
MONTHLY FOREIGN CURRENCY HOLDINGS FOR 24 MONTHS

REPORT CONTAINS BOTH FOREIGN ASSETS AND FOREIGN LIABILITIES

Month l Foreign Assets Foreig n Liabilities
2010 in KES '000 in KES'000
January zt,zJV,tat 16.442,130
Feb:uary 3C,178,184
March 30 60'1,063 16,353,708
April 1Q OqL 1)1

May 30 ,142,7 47 20,031,038
June 29.957 .471 18 ,205,233
JulY 29,773,210 18,427 ,7 56
Aug u st 19.802.022
Septe m ber 33,661,753 | 21 ,819,7 47
October 32,971 17 1 23.859,647
November 32.6 34.81 6 1 5,935,51 4
December 'i3,592,037 19.273,025

Month Foreign Assets Foreig n Liabilities
2011 KES'OOO KES'OOO

January 36,C89,292 l tb 5u I bbd
February 36,667,283 23.890,7 56
lvlarch 38,1 43,333 18,870,855
April 37 ,240,145 27,565,993
Nrlay I 39,6 58, 1 24 ZZ-J I J,JZZ

-lU ne 4 Z,OJ4 0V t 20.199,504
July 44.006,362 30.38 3, 782
Aug ust 48 ,121.696 14 i73,004
September 57.476.699 39,5 74.8 5 7

Oclober 56.50 5.44 2 44,795,i14
November s3,939.303 40 498,615
D ecern ber 56,476,069 49 59C.368



ftrlflPt lD

riiEtctJl-a
BANK

o-oPERA.Ti\'tr
OF IrEN\',1-BANK

'Ll)z a,rz tlou

PRESENTATION TO THE PARLIAMENTARY SELECT

COMMiTTEE ON THE DECLTNE OF THE KENYA SHILLING
AGAINST FOREIGN CURRENCIES

loth February 2012



"ll r {tth{



BACKGROUND

Mi-. Chairman, on 14;h December ?O1]'-l:"-hud 
an ooportunitv to

appear before this pt'fiu"rn*it'V Select Commrttee on the dectine ot

the l^.eni'a ShiLtir'g ugu'nli ror.Jg'n t"'"nti"t-and we shared our views

orr circumsta"ces feaoi''i ;"ii; 
-weaker^'in3 of the shilLl'ing in earty

October 2011.

ln our formaI presentation' we hightighte^d-the causes of the Exchange

rate depreciation agarnsi ine ioreign c^t11encl3f impact of the increase

of the Central Bank nuit iiaRl t-o taz to the senera[ qrowth ot the

economy, Co-operative ;";[:t'lxperience and o"veratl' performance of

CBK and r-..o*runoui,l;; 
- 
; Prudent management of foreign

exchange.

on 26,h January, we had another oppollt1nily to aPpear before the

Cor.rmittee foiiowing 

";;;;';"tJ 
'?tn 

Januarv 2012' to provrde

further information '"tt;;l;;';t';ni 
tutt"n uv cex on our bank in

regard to our Bank's t"':;; &;;n!e traaing uitiuiti"t' the use of the

cBK Discount window tt;;ariiti;;ii]on in tnJinterbank market'

Mr. Chaii'man, we informed this committee that we did not receive any

warning Letter from tn"'iJniiuf oank of Kenya' nor did we receive any

suspension from the t"ntrai;;;;in regard'to 6-articipating rn foreign

exchange market' "" 
;i'tn"";i'iount iuinaow of the CentraL Bank of

Kenva and in participatl"onJnln" interbank tending market'

Mr. Chairman, we emphasised that our bank did not engage in any

irregular activities, *iii'" *"itno'i unv borrowings from the central

il.

Bank of l(enYa'

CBK DISCOUNT WINDOW

HOLDING

BORROWING AND FOREIGN MONEY

Mr. Chairman, in terms of your request for the above records' we forward

hereu'ith the fot[owing; -

Appendix 1: The rec.ords of CBK discount window borrowing for the last

24 months

Aooencix 2: The records of foreign money hotding for the tast 24

m onths 2



Key iligh tights

ln regard to the borrowing from CBK Discount Window for the Last 24

months, I woutd like to make the fottowing comments;-

CentraI Bank tending to commercial banks through the discount window
is strictty on overnight basis onty and banks normaLty use the facitity if
they are not able to cover thejr deficit jn the interbank market.

Borrowing from CBK discount window is normatty more expensive than

borrowing from the interbank market and banks therefore go to the
Ciscount window as a last resort.

When the Monetary Pol.icy Commjttee tightened the monetary polic'v

from 22nd M arch 2011, the market suffered severe liquidity crunch

which persisted until. the end of year' This is the period that our

borrowing f rom the CentraI Bank discount window was re[ativeLy

higher. Our borrowing from the window was therefore occasioned by

our need for Kenya Shitting funding and our inabitity to satisfy our
needs from the market.

During the period of tight monetary poticy, Secondary market trading
in Treasury Bonds dropped considerab[y and Liquidating of the securities
became difficutt.

Mr. Chairman, in spite of the difficutties experienced during the period,

we took actions that enabLed us reduce our funding gap and by

December, we had comptetely stopped borrowing from the discount
window. Amongst some of the actions we took jncluded rediscounting
some of our securities, squeezing our credit growth and aggressive

mobitization of deposits.

e

. Mr. Charrman, it is worth noting that our liquidity ratio which ive haC

maintained at around 40?5 before the tiquidity crunch, dropped to less

than 309'6 due to sorne of the actions hightighted above.

ln regard to the foreign money holding for the last 24 months, I would I'ike

to make the fottowing comments;

Mr. Chairman, lwoutd Like to hightight that our borrowing from the
CentraI Bank does not show any corretation with our hotdings in foreign
currency. For instance, in the month of Aprit 2011, we borrowed on

I

I



ayerage Kes 1.04 bilLion per day. which was relativety higher than the
previous mor:th, but our FX hotdings dropped from Kes 16'68 bitlion to
'14.75 biition. Sim'ilarlir Mr. Chairman, in June when we borrowed the
highest amount from CBK discount window, our FX hotdings were
targel.y unchanged from the previous month.

Mr. Chairman, lwish to emphasise that our bank did not borrow from
the Centrat Bank discount window for a period of six weeks prior to the
depreciation of the shitting in earty October 201 1.

Further Mr. Chairman, I wish to point out that Co-operative Bank is a

responsible citizen and we have prudentty operated within set
guidetines and Legal framework. For instance, even when the Foreign

Exchange exposure was at 20% (before it was reviewed to 10% to
suppress opportunities for possibte irregutar tendenc'ies), we have

always operated within an internal timjt of 3.50%.

III. OTHER POINTS TO CONSIDER

Mr. Chairman, as pointed out above, Centrat Bank's [ending to
comrnerciaI banks through the Discount window is strictly on

overnight basis on[y. lt woutd therefore not be prudent for a bank to
speculate with foreign currency exposure for a long period, spanning
several weeks or months, using funds that are onty avai[able on

overnight basis.

The slritting interest rates went as high as 30.00% by October and any

act of specuLation woutd therefore have been rendered infeasible
and the foreign currency held for specu[ation Purposes woutd have

been offloaded in the market.

Dr. Gideon Muriuki - MBS

Group Manaqinq Director & CEO

1

t



MONTH

D\ry BORROWING PER

MONTH"AMOUNT
KSHS(',000)

DW AVERAGE
BORROWING
PER DAY (KES

(c00)

Jun-10

.iut- 10

Jan'1 1

Mar- l1

Jun- 1 1

160,000

78,626,000

16,000,000

11 613

7.620,867

516,129Oct-1 1

Cotumn 2 shows the aggregate monthty borrowing white cotumn 3 shows

the average daity borrowing.

CENTRAI- BAI 6Sl( iROM IBSRRO

NT- E
ISC NKENOF A.Y' DOW

79.000 7,548Jan-10l
Feb- 1 0

79 ,432900, cc0Mar-10

Apr-10

May-10I

47,4841,317,000

Se -10

Aug- 10

Ocr- 10

Nov-t 0 
i

Dec- 10

790 I
296 000

1.044.33331 ,130,000

I eD- i r

Aor -11

239 ,A3ZMay-1 '1 7,41 0,000

1.122.419JUi - I I 34,795,000

AUg- r r 774,5166,960,000

366 ,6671 1,000,000Nov- 1 1

Dec- 1 1

186,481 ,000 5 10,907TOTAL

GRAND TOTAL 188,777 ,000 758 599

lt

Appendix 1: Record oi CBK Discount Window Borrowing for the tast 24

months

Sep-11 I

TOTAL



MONTH i

Appendix 2: Record of foreign money hotding for the tast 24 months

FCREIGI] CURRENCY HOLDINGS

AMOUNT (USD'OOO) AMOUNT (KSHS 'OCO)

lan-10 19,247.63 5,013,754.00

F e b-10 110,319.3 0 8,451,396.00

111,411.9 4 8,615,641.00

Apr-10 11_7 a?1 1.' 9,104,497.00

.Jun 10 14 2,0 34.6 8 11,635,012.00

18 5,9 2 C. 18 i4,916,320.00

A uB- 10 158,341 79 12,8 36,94 3.00

Sep"10 106,158.8 3 8,575,309.00

N ov- 10 10,375,483.00

760,o24.i 1 12,922,304.Oo

134,8 51.5 3

17 2,3 3 9.0 8 14.194,519.00

16,684,576.00

Apr- 11 L4 ,7 48 ,226 .00

Mar-10 1

Jul-10 I

Mav 11

J u,- 11

AuB-11

ar-i1tt 201,045.87 I

176,796.12

Se p -11

O c1- 11.

N ov- 11

Dec'11

13 6,943.48 12 )06 ,27 5.00

141,9 2 7.11 12,929,559.00

111 ,438.59 13,803,526.00

13 9,005.1 9 13,877,152.00

77 0,854.81

151,354.5 0 13,580,544.00

17' qa? 1q ).4,677 ,833.00

Cctumn 2 shows the hotdings in US Dol'l'ar terms white cotumn 3 shows

the equivatent in Kenya shiLtings converted at the CBK mean rate at the

end of the corresPonding month'

Our hotd'ings in October when the shitting was at its lowest is

ccmparabte to our hotdings in February, April' and December and lower

thanourhoLdingsinMarchandisthereforewithinreasonablebaLances

hel.d in the course of norma[ business'

5

9,s56,318.00117 ,327 .52May-1.0

9,843,514.00

10,9 59,680.00

121,845,43 lOct- 10

Dec-10

17,047,609.00

11,921,360.00139,098.5 8

128,145.5 4

Jan-11 ]

Feb-11 i

L
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N a irobi

03 February 2012

Mr. Patrick G. Gichohi - CBS'

Cterk of the National AssembLY,

Parliament Buitdings,

P. O. Box 41 842"00100
NAIROBI

Dear Sir,

Dtr. PARLIAMENTARY SELECT COMMITTEE ON THE DEPRECIATION OF THE

KENYA SHILLING

We kindtv refer to an articte in the Sunday Nation newspaper of 29th January 2012'

oaee 34, that gave high;;h;';;-i'ai"'s--ai'c'ssed'at the above referenced

to-mmittee where Kenya E":"p"'"i'"" Cof fee Exporters (KCCE ) was adversety

#;;;; and wish to ctarifv facts about KCCE'

a) Registration and Licensing of KCCE

The estabtishment of Kenya co-operative 
. 
coffee Exporters Limited (KCCE) was a

smatthotder coffee farme? 
-*niJi'" 

through the Ministry of Co-operative

Devetopment and Marketin! *itn ii,"'pii"iifiL 6Ui".tiu" of addressing the ptight of

the sma[[ holder coffee farmer'
Kenva Co-operatir" cort"J 

'.E'*port"rs society.Ltd (KCCE) was registered on-25rh

:une 2OOg under the ?" i'r'"t"'"" Societies 
^Act 

by coffee co-operative

societies/Unions and ther;;fi;r ticensed as a commerciat marketing agent by

Coffee Board of Kenya' rnlitili"j'" u'o'ght tog"tner key Co-operatlve Societies

in the coffee industry, andlhe apex organisations in the sector'

The main objective of KCCE was to promote' organise and undertake the marketing

of coffee in the tocat 'J;;il;";rkets 
in-order to maximize returns to the

Iofi"" fu,,.n",, and tnereluv;l#;t; th;;;:""'*:::::l[,X"".',tfl""J::i:il',;1:l
*."i"a to address interventions required to remove

retated to quaLity, quantiiv "i c"f-fll produced and marketing and to etiminate a

;'r; :; ;"Jti ;, "'u' 
t n c t h e c o - o p e r a ti ve s oc i et i e s'

It is wet[ appreciated that the smatL holder coffee farmer has borne the brunt of

the tong chain of miOOre*"n i" tft" toit"" sate Drocess for a long time' As a

conseeuence of which, i" i"a t"it e,.o'itv 'na"ipaid 
for his cof'ee crop' and

eraduattv sunk to Lo*"' t"i"i'? ;;;"y a"'pit" beine the grower of the Nunber 2

irost vatuabte *o..La*ia""7i.ln.,,""oitv'''rilt'in this iegarJ that coffee socreties



decided to register a NationaI coffee marketing society that was to initiatty market

coffee f rom co-operative societies.

b) Membership and shareholding

As per the society's by Laws membership is onty open to the following: -

i) Registered Societies that signed the apPLication for registration, and

ii1 nelistered Societies that are subsequently admitted in accordance with

these by-[aws,
iii) Any Apex Society or Co-operative Unions or nationaI Co-operative

'organizations 
registered under the Co-operative societies Act which has

arn'ong its ,emb=ers coffee growing societies or any society which is duly

regist-ered to deat in coffee production, processing marketing or financing,

and has accurate records of its transactions

The founder Coffee Co-operatives and Unions were the foltowing: -

i) Othaya Farmers Co-operative Society - Othaya, Nyeri

ii) Meru Central Co'operative Union - Meru

iii) Mugama Farmers Co-operative Union - Murang'a

lvj numukia Farmers Co-oPerative Society - Mukurweini, Nyeri

v) Mutheka Farmers Co-operative Society - Nyeri

vi) Aguthi Farmers Co'oPerative Society - Nyeri
vii)Gusii Coffee Farmers Union - Nyanza

viii) Lunyerere FCS, - Western
ix) Macl'rakos District Co'operative Union - Lower Eastern

x) Kimotogit Fcs - Rift VatleY
xi) Co-ophotdings Co-operative Society Limited'

An interim Board was formed chaired by co-operative Atliance of Kenya (cAK)

(thenKenyaNationa[FederationofCo-operatives)tooverseetheimplementation
and recruitment of members.

There has been subsequent shares drive so we now have 63 paid up co-operative

society shareholders as per attached schedu[e'
The society has e[ected detegates countrywide from the grassroots who in turn

have elected Directors to represent the farmers at the Nationa[ levet.

ln regard to the specific issues hightighted on sharehotding we wish to hightight

on the following: -
.l.DirectorsofKCCEareelectedfromthegrassrootsbymemberco-

operatives and any common directors between KCCE and Co-

operative Bank have been etected from the grassroots;

2. Co-operative Bank has NO shareholding in KCCE Limited;
3. lndiiiduat directors have NO shareholding in KCCE, - not to

mentionthatthesharehotdingstructuredoesnotallowfor
individual shareholding;



d) Key Hightights from above tables

i t KCC E, as a m a rketi n s ? c: I 
t' does. l:t, T:'^:r"H:to 

ti'Jt';:1"[,'."i,:"#:
' ,'n-" 

-ooiL.r"t 
to Kenya Shitlings as the tarme

5hiLIings;

ii) KCCE had p money injected by !?-."i 
Bank directors or any other

individuals for that matter for as noted eirtier' membership is onty

open to co-operative societies'

ln conctusion we hereby emphasise lltt IC-C^:^,|,1s 
no capacity and did not

soecutate on the US ooLrtr. 

"ti["t' 
did not receive any funds from individuats

ffij;;;y directors from the bank'

KCCE continues to be committed to serving smatlhotder coffee farmers and wi[[ be

gtad to provide any other ;i;;tfl;tti"" thaimay be required'

Yours faithfutlY,

c^l

LUCY MURUMBA

CHIEF EXECUTIVE OFF ICER

CC Speaker of National AssemblY



4. The Chief Executive Officer of
Directors of KCCE Limited.

KCCE reports to the Board of

c) Volumes of Coffee sales

KCCE was estabtished recentty as a coffee marketing agent and is stitl
penetrating the market and the highest volume handled is around 10% as shown
betow: -

Direct sales
Period(coffee year) Total bags sold r Total weight Value - USD

2009 /2010 65.716 3 ,943,998

7010 /2011 11,861 7 1 1 606 4,544,002

2011t7017 798 17,851 83,329

77,875 4,673,454 27,737,963

17,630 637

Auction
Period (coffee Year) Total bags sold Tota I weight Value - USD

7009 /2010

7010t7011 21,978
1,318,654

7,957,975

7011/2012 6,457
387,399

2,305,737

78,434 1,706,053 10,263,662

Tota I coffee sold

?009/2010 65 ,716 3,943,998 17,630,632

7010/2011 2,030,760 12,501 ,977

7014/2012 6,754 405,249 2,3 89,05 5

3 3,839

37,521 ,6255,379,508106,309



I(enva Co_opera tive Coffee ExPorters Ltd - Shalehold€rs

RegionSociet]'
l.!yanz,Bukuria fcs,1

Chebich Fcs Ltd
WesternNasianda Marketinfg CS3

\\estemSibumba Fcs

Rift valley
Eoma Fcs Itdr

l(Lii vauer'
6 Kharnulati FCS

Rift VallefKocholwo FCS

Rih valle]'Pokot FCS

Gikurwa Fc< Ltd Eastern

Eastem
10 lvin8e FCs

Eastern
11 Ka8a an South fcs Ltd

EasternKaga ari South fcs Ltd12

EasternKamara Ic< ltdl3
Eastern

14 Kambusu fca ltd
Eastern

15 Kamuthanga C6
Eastes

16 KamuthanSa CGCS
Eastem

17 KianBatwa fcs

_t.

Easte:ngvra fcs ltd16

EastenlKiangua FCS Ltdt9
Eastem20 Kianiuri FCS Ltd
Eastem:1 Kanjuu FCS Ltd
EasternKibucu Fcs ltCl:
EastemKinEotiFCs l-!d23

EasternKiruEu, Fcs24

EasiernKirurumwe i:s Ltd

26 Ku'a MatinSi Fcs

EastemMeru South Isacco Lld
Eastei-nMiitrne Fcs Il.
EasterrMikikr Fcs Ll.29
EasternMilheru Fcs Lrd30

EastetnMuisunr fc! ll:31

EasternN4ukirria FCS -td
EastenrMuramui.: :.' -td33
EasterrlMuteto Fc: -ij3.1

Eastem35 Neq
Eastem

35 Tendel!an: ; -

EastemTnambar,e la! ll:37
Centraluthr i.s :r,. :'?rni factorr
Cenlral

39 I Barac$
Central

Central
41 Inoi Fc!

CentralIve8o FCS -r.
Central

23
Eastern

3S

40lBarichr fcl lrc
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Chief Execut ive Officer
Farlilv Bank l-imited
P.O.Boxi4l4500100,
ItAlRoBl

!-.!.i.i,..
t_; : ! )t-:

Dr'a; Sir,

lNFCRlvlATlOFl RECLIIRED UNDER SECTION 31 OF THE BAI"ll<lNG ACT

ln accordance wirh provisions o.t section 32 01 tlrc Banking Act, we hereby inform you

ihat a target irrspection r'r{ your [:ank will be carried out on November l4' ]01 I lhe

!eanr !eader for this insgrcction rryill be l!4r. R. Ogindo'

['l'::sr arranqc to 3vail lhe iniortnstic'n required by the inspeclors'

\'aurs iaiLhiully,

!45i!l]{J€Q
A.SSISTAI',II DIRECTOF.

EAI.,iK SUFEiIVISiON
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CENTRAI BANK OF KENYA IVIARKET OPER.{TIONS:

The Monetary Polio'Committee at its Meeting on 1d November, 2011 made
a number of decisions that will henceforth guide its market operations.

The Committee announced a new Monetary Policy Framework wherein all
Central Bank Market Operations u'i1l be based on the Central Bank Rate
(CBR) in order to enhance clarity and certainty. Henceforth therefore:

\Atrenever the Central Bank is injecting liquidity through Reverse
Repo, the CBR r.r'ili be iorvest (floor) acceptable rate.

Likeu'ise whenever the Bank wishes to nithdraw liquidity through a
\rertical Repo, the CBR ra,ill be the highest (ceiling) rate that it \^'ill pay
on any bid received.

The Bank r.t'ill continue to quote the amount that it proposes to inject
into or mop up from the market in the process of managing liquidity.

Those banla utilising the CBK Overnight l4rindow u,ill be charged the
CBR plus a high penalti,. Banks making use of this facility more than
tn,ice in a week will be scrutinised to establish whether prompt
corrective action is required.

3rd November, 2011

1
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2 December 2011

Alex M. Nandi,

Banking SuPervisio n

Central Ba nk of Kenya

RE OVERNIG HT FU NDI NG AT CBK WINDOW

Your letter of 1n of December 2011 refers

ln reference to the guideline on participating in the interbank market and the CBK window on the same

day, our understanaing is tnat a lant is not atto*ed to borrow from the CBK Discount window and on

lend to other bant , in tn" ou"'ngftt market on the same day' therefore creatlng an arbitraBe position'

As part of our money market operations' we endeavor to fund from the interbank market as much as

possible. In the event that funds are not available in the interbank market' we will come to the CBK

Discount window to meet our obrigations. operationafly, we are not in a position to refund the

borrowed money from the interbank market in order to approach the cBK wlndow' we believe that the

intention of the guidelines was not to restrict the latter'

It is important to note that the following actions that have been undertaken by the bank

l.DepositMobilization-Thisefforthashelpedthebankreducetheovernightpositionfromahigh

ofKES.28toapproximatelyKEs.SooM.Thesituationisexpectedtoimprovesignificantlyinthe

next few weeks

2. Raising Long term debt The bank is in advanced negotiation with medium term lenders to raise

lonB term debt. '

We hope the above reply suffices' Kindly 8et in touch with us in case of any further queries'

Yours faithfullY

PETER MUNYIRI

cHl FEX EUTI EO FICE- FA ILY BAN K LTD

tl

E
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CENTRAI BANK OF KENYAN,IARKET OPER*ATIONS:

The \{onetary Policy Committee at its Meeting on 1st November, 2011 made

a number of decisions that rvill henceforlh guide its market operations'

The comrnittee announced a ne14, Monetary Policy Framework wherein all

central Bank Market operations niIl be based on the central Bank Rate

(CBR) in order to enhance clari[' and certainfy' H enceforth therefore:

M4renever the Central Bank is injecting liquidity through Reverse

Repo, the CBR ra'i-li be lowest (floor) acceptable rate.

Likewise rr,henever the Bank wishes to withdraw liquidity through a

Vertical Repo, the CBR u'i1l be the highest (ceiling) rate that it will pay

on any bid received.

The Bank u'iII continue to quote the amount that it proposes to inject

into or mop up from the market in the process of managing liquidiS''

Those banks utilising the CBK Overnight Window u'ill be charged the

CBR plus a high penalti'. Banks making use of this facility more than

tu.ice in a week w'ill be scrutinised to establish u'hether prompt

corrective action is required.

B'd November, 2011

3

4
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2ln December, 20'l'1

Mr. Patrick C Cichohi' CBS

Clerk of the National Assembly

CLERK'S CHAMBERs

National AssemblY

Parliament Buildings

PO Box 4 1 842-00 100

NLlROBl.

Dear Mr. 6ichohi,

unit.

lnflation:

i\/ r\

DlL"z
VLc r5,, "AtD

F-effilrS
,0

1

)I

RESPONSE TO THE ISSUES RAISED BY PARLIAMENTARY SELECT COMN{ITTEE

a) Causes of the exchange rate depreciation against the foreign currency and inflation:

. rhe rocar unit has beenfundamelrrJ"i,Ti:?::?;rH:1; !1""rtj'!'!?:1ft'i"t"',}""':,,o':?:l'
?01O from a myriad ot It

tourism, horticultu* "ii''n*itti'ni"'i'*t 
(FDt) anJincriased remittances f:'om Diaspora'

' DesDite 
"he 

improving export proceeds' tht'i*ti'-"'d.]:";1,TJ:fl"",.g[t:#fi:t"ql,.""o.;:I; "
' ffi:;;;;'; is primarilv import driven saw demand Tor ootta' > 

;;;;"lihtt continued to wicien

This coupled with *t niltl'ill"tti"i"g p'it* of'co"nmodi:ies such as oil has continueo

"r, 
a"ii ltntn 

'nd 
translated into a weaker local unll

. Drousht and sporadic rainfair in 2010 and ?9f '?91]j:Ir,1#i:'i[[']:X1?"J"i]"':"X i:l'''
' #.:;;i;;lrtation of the food commodities rhistre

as impor's grew at ' rn"rt t"i"ip'ce when comPared to exports

. Additionarrv the near recession situation in the w::t ':lJ::T:il::#1'::ffH::i]i'il;"'#:
',light, as investors piillPd out their investments'" tnt nt"tr:i;;"iJit 

ai Z-Oie in Decem)er 23: 1

ilil"r[' tnt *sr 20 Share index fellfrom 4454 9 in la

. spirailine inflation which remaineci uncheckeci :l:l]:":]t""?,i:;'-]Hlffli;;t,1 il.oli::0, "io"
,}ti.r.r'.t#Jres#j'J.ffi:il]ff l"f;;lbJ:;l;B:?'i't.,s *p,.'."*a a i2ozo decr'ne rn 1'ne rocai

lnflatlon has been very volatile over the last several years

rt term factors

5h ortag e of food occasioned bY sP oradlc rainfall Patterns drove P

, affecteC by a myriad of bcth lcng anc sho

rices hi9h. lrflatio' 'ates ieli

cornPe:ir.rcn ,.J
1)

through out 20'l0, boosted Primari ly by falling communication cos
a--L -1

Lt-n
,- L'

{-."...
,i

It^1 tZ\lLt_

BarclaysBankofKenyaLimited,apubliccompany.incorporatedinKenya

.;
/'t---,

i:1d ustry.



Crowth levels are expected to come down from 4 8% this year to 4 3% according tc the latest

World Bank survey. Crowth f'lo*t'ut-ii expected to rise to 5olo in.20'l 2 and 5 5% in 201 3' subject to

*;;;;r;;;rj"i;; a stable shilling antl inh'tion"ry environment and peaceful elections

$a-
Yours sincerelY,

Adan Mohamed
Managing Director

03
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A m.nbei.'!r:':!r' ianr 3'o!l

chairman.
i"ii.n',"ntr.v selecl Comminee on the

decline ol the Kenya Shilling'

Kenya Nalional Assembly'

NAIROBI

Attention: Honorable Adan KeYnan

Yours {aithfullY'
TAI.,! IC BAI'!K LlMl

CfC Sttnbic Cenva
Chiromo Ro3d

Neirobi

P C. Bor 72833-00200

Nairobi. KenYa
;et .254 (2C)3638000i
326600C
Far',154 (20) 3?5290517

swtFT sBtcKElrx
cicslenDic@stanblc com

oare Direcrte numbsr T;Hilill".1t.6" :::#fi:r
19h November' 201 i

Oear Sir,

RE: INFORMATION AND DOCUMENTS REQUESTED

We refer to the meeting held b-etween the honorable members of your commifiee' our Mr' Fred

1j",." ""iinl 
undersiSneo on 16'h rnstant'

$ir;i:i?'e:tliii]::ljir*tl,idii[[h'"{"#h,; 
r'i::""'?:T 

"ii'l'r"::by about 6% in lhe Pe'iod as co

rhe pubfished rinanc a s. 
,do*arso ,ti:Jl* ':T;I3tl,",l ,il i]iX:T."',:1,rui!! i!. tlii: ?l:

*:::::::flXli",iii1;; 2011 in respect or the January to septemoer perrod Ine

ffi#t iriV*,ir.r tn'e puutisneo nnancial report'

on the requesred r"l?,.1,-tYi^iJ;T"'?:"j:: #ffiii'r$3fl!ilfiy"y,:3'[i:)lradins 
vorumes'

kindlY find the third atlached \

H.f :l;'"'"lTil"T,Tlf.,:i,'-i"','ff li:i:''^':#;dJ[''JXlf ]i.l:"uJ[i]HH
rhar we consider it confidenlial ano;';';;'#.;;;nar for your commiflee.
engage with CBK on rnformatt(

K
H

eii
[%'Ji'J'oo'- ot D coM PLTAN.E

varali ir@stanbic coinl',an

:,-s:.:.:il'"'fr ::'"tl?';H,T.'ff,l ^-'-
Dn..roB t N o,hdc sc(cM dn) c R B'tq'nr6l. lMi6ts^! o"clo') J Brbt'

i:ncs,.EhNld.!.

x$o ,J G &!ua n N &@rho G'R rqY_' x Mb'$' C R u(rE{

. sodi 
^n€r\ 

_ 6nrth

E
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XENYA EA KEFS ASSOCIATIOI!

PRESS RELEASE

RESTRUCTURTNG LOANS IN A. REGIME OF HIGII INTEREST R{TES

Commercial banks have in the recent past revised their lending rates upwards in

reaction to the current economic environment where high inflation has occasioned

iUi "ti.g 
of monetary policy and thus affected short term interest rates' Whereas it

i.'i-p".#r," tUut the rise in inflation be addressed by tight monetarl' policv' it is also

criti;l that loans already contracted continue to be serviced and also remain

affordable to sustain investments and reduce the risk of default'

A high interest rates regime presents three main problems: risk of default' increase in

,"t-p1.fot-i.g to*. ,rrd slowdou'n in investments' The Moneta4' Polic-'-

Committee(MPC) following its' meeting of rst December 2011 noted that several

banks had commenced discussions withtonowers \^'ith a \"lew to restructurinB loans

and refinancing arrangements to avoid anr-'threat of defau'lt The Committee agreed

that this \^'as an appropriate process to be formally encouraged to work out

modalities that would enhance t].',"st 'ho't-'u' 
measures to protect borrowers and

banks alike.

Taking the cue from the Ir{PC, the Kenya Bankers Association (KBA) has taken steps

with a vierv to protecting *rto*ati as well as commercial banks during this

temporal period o1 macroeconomic challenges being experienced'

The KBA has looked at measures that can be availed to existing borrowers to he)p

them ride over this period of tight monetary policy aimed at fighting inflation u'hich

has mainly been drit'en by Jpiraling food and energy 
^costs 

The KBA having

consulted with the Central Bani< of Kenya (CBK) and the Government rn'ill take the

following measures:

r. Loan Repalrnent Period: To ensure that borrowers are able to continue

servicing ti"i, lourr. during periods of upn'ard revisions of interest rates' banks

raill neg-otiate raith their ",].io-"., 
to exlend the Ioan repa)rment periods This

may enlail eltending the period to ensure that the repalments are retained at the

existing installment amounts' Extending loan repal'ment periods uill ease the

sudderi increase in loan repalment burden on the part of the borrowers' It ma1'

also sene as an impetus to borro*e., to enhance their efforts to fully repay the

1oan.
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2. Capping the maximum increase in the loan repa)Tnent amount: Banks

."iti 
"rp 

-'.1," 
increase in the installment repalrnent to a maximum of zoTo of the

curreni le.,rel of instaliment. The installmen's v'ill tben be spread out leading to

erlensionoftherepaymentperiod.Thisisessential}l,acombinationofspreading
the repa)ment amounts and an extension of the repalment period to fit into the

required installment repa)ment.

3. Absorption of costs by banks: Since interest. rate adjustments may

precipiiate loan defaults. banks will absorb some of the additional costs from

changes in the macroeconomic environment to the maximum eltent possible

,n,itho=ut threatening their r'iabilit1,.' This entai}s sacrificing a portion of their

budgeted profit maigin. This measure and the one immediatell, belon' are hinged

on t-he premise that;'hile short term interest rates will increase' lending rates are

also dri.,,en bl,other factors. These factors include oppoffunities for investment

and overpricing loans na1'kiil avenues for investment These factors u'ill prevail

and will be more important once the inflation ra'ar has been rvon'

4. Banks will not raise interest rates despite the recent further increase

in CBR by r.5%: On Thursda-u-, rst December 2ou' the Monetary Policy

Committee met and adjusted the CBR upwards by r5o basis Points to 18%' Banks

will absorb this increase and mitigate the additional burden on existing

borrowers. This u'ill apply only to existing borrorn'ers The interest rates for new

loans will however not be accommodated uithin this measure'

5. Penalty on Earll' Repa)tnent of loans: \4trere banks decide to increase the

interest rates from the contracted rate, borrou'ers u'ill have the discretioD to repa)'

theoutstanding]oanbalanceinfullorinpart\^'ithoutbeingsubjectedtoearl-v
repayment penalties. Waiver of early repalT nent penalties will ensure that

borrl\{"r. aie not subjected to additional financial burden when interest rates are

rising. This u'iIl also enable banks to minimize chances of default'

Borrowers should therefore approach their banks for discussions on hora'thev can

meet their increased loan repalment obligations u'hile taking advantage of the

measures we are announci"g tla"-u. KBA is confident that these nreasures ra'ill

frotect the interests of both borrorvers and banks \AIe will continue to take a

i.or"tirr" approach in consultation u'ith CBK and the Government to ensure that

investments in Kenya's grouth continue being suppo*ed through affordable credit'

Our efforts will also supfort the stability ofthe banking sector by reducing the risk of

default.

RICrIARD ETEMESI
CHAIRMAN
KENYA BANKERS AS SOCIATION

r3$ December, zorr
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The CBK should oniy be held responsibie for managing underlying

inflation which is tt.rU5ttito *onttury poiicy' Other factors that cause

overall inflation "th 
ut food shortages and fuei price increases are

o",ria" the control of the Central Bank'

S. CBK has very capable economists' It is most surprising that they

allowed a very expanti"'"o regime of-money suppiy to per-sist for so

long. It appears th"i;"^;;; tu'y t'"'" been ignored" Table I attaehed

indicates the trends that should have rung alarm beils in the ears of

the technical experts inside the Central Bank'

r. The PrinciPal function of CBK are:

- Maintain Price stabilitY

- Regulate the banking system

z. Thele are two levels of inflation:

- Overall inflation
- UnderiYing inflation

4. The main causes of the recent shilling depreciation included:

4.r Deteriorating current account deficit' Falling exports and rising

imports.

4.2 Purchase of doliars by the CBK at a time when there was already a

shortage of forex'

4.3 Pronouncement that CBK was not going to intervene to save the

- " 
,t,ittin, from depreciation' This encouraged speculators'

1l

u



RECOM},IEi\DATIONS

r. CBK economists to expiain to the Parliamentary Committee the
^ 

uavi""tf,u],made to the Monetary Policy Committee to mop up excess

liquidity.

z. CBK should not make its intentions known with regard to

intewentions in the forex market'

4.4 Purchase and repatiiation of dollars by foreigners and some jocals

rt,ho had invested in Treasury Bills follorting very loiv levels of

interestrates.Theyoptedtoinvesttheirfundsinoverseasmoney
markets earning positive interest rates'

3. Raise the CBK lending rate but not too excessive as this will damage
"' tt 

"-..orromy. 
Both tri prlrr. and private sectors v"ill be adversely

affected.

4. Do not allow the shilling to over-aPpreciate as this wiil discourage
- 

toorlt,t and make I(enyan exports non - competitive'

5. Everyone to exercise patience since impact of monetary policy actions

take time to Produce results'

6. Government to be encouraged to implement austerity measures-so
"' 

iir"t tfr.v.un r"au".-it.it f,ot'o*'it'g ftorn the money market' This

wiil ease pressure on interest rates'

7. Consider the pros and cons of including erternal members in the

Mohetary PolicY Committee'

g. cBK to be required to be appearing before the appropria.te

Parliamentary Co*tiitt.. on u t.gulut b-asis, say quarterly or haif-

"""tir, 
a .*p]"in d;-;;f**'nt"t on their two core mandates of

iii.Jr,"[lu"i;; ,h; dnancia stabilitv of the banking svstem This

u,ill be in the spirit of openness and accountability in the

*urug"*.rt oi p"U'ti. n"unces as required by our new constitution'

q. Future appointments to the positions .of Governor and

' b"t'"*tot"t;;;ia il through competitive process with

intervieu'in g the candidates'

Depu[,
a panel

zl
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KENYA PR.IVATES ECTORALLIANCE(KEPS A) REPORT ON THE PERFO RM ANCE

REVIEW OF THE KEN YA SI-IILLIN

Introduction

since earry this year, the shilring has been on free a fa., creating unpredictability, lrigh cost of irrports,

infration, among others. 1." cou"rnment, in Jo-nsultation wrth other stakeh.lders instituted various

measures with far ruact,,rng .onsequences to the private sector as well as the gerrerat public and

consumers. Almost a* the sectors of the ".onorr'*"i" 
affected with,majority registering negative effects'

This was also courpled by high inflation ,.ut", gu,"J on tlre above' KEP'A invited business leaders fronr

various sector for u nruinrtoin.,ing session on 
"J'' 

November 2011' to analyze performance of their sector

viz a vis the shilling. rn" ."",,"n was chaired tv tne KEPSA chairman Eng' Patrick obath'

Duringthismeeting,hegaveanoverview.oftheperfortnanceof.theshillingwhich-hasconsistentlylost
vatue against the us a'"'i.?. i, *., asreeo 11ai 

*'!'" i' need for ptiuat" seJtor to focus on other factors

affectins rhe economyll#it;;tnE ,r,irrins"u#;;;;J;;ted view on the different asendas'

KeyareasandfactorstolookintotowardsstabilizingtheShillingwereoutlinedasfollows'

. Foreign and domestic debt management

. Infraitructural develoPment

. t".[ 
"r 

running the governm"ni ..
. il;;; slctor-efficiencv in production

. C"ni-r Bank governance structure

Foreign and domestic debt management

Participantsrequestedforinformationonhow.muchtheDomestic/.externaldebtisandh.ow.(much)itiS
beins serviced. rn this'ca;;; p;i.i;, n""o to'i""'prf in prut" to ;;;;'" Jebt coordination' as well

1ll';re.f
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BACKGROUND

1. The Kenyan econony is going through turbulent tirces' Throughout 2011'

the country has suflered from a series of price shocks that has seen

inflation sklT ocket Lo unbearable levels' Concurrentiy' the Kenyan shil]ing

depreciated' against major currencies' hitting historic low of Ksh'107

against US dolLar' The combined effects of rising inflation and a

weakeningshillinghaved.rasticallyincreasedthecostoflivingandmade
life unbearable for Ken5'ans' The situation combined with other downside

risks i.s likel)' 1e slowdoq'n economic growth prospects as is already the

case for the 2"d quarter of 2011'

2. This paper is a brief review of the Kenya shilling exchange rate against

major currencies especially the US dollar' It wilI outline the current

scenario. the causes of """ht"g" 
rate volatility as weli as a synopsis of the

current intervention measures' The brief is expected to trigger more

debatearoundthestrengthandstabilityoftheshj.ilingsothatpoli.c-r'
makersandotherstakeholderscanproposeconcretemeasurestodea]
u'irh the situation.

3. The Kenya s[illing has substantially weakened relative to major

international .,rrr"o.i"" since the start of the year' It lost 32% percent

from Ksh.80.80 to the US dollar on January 3"d' 2011' to a lou'est ever

rceanrateofKsh'10?tothedollaronOctoberl2th'2011'Itisnotedthat
the strilJ.ing last touched' the Ksh'100 per 1 US$ on March' 1994' at the

heightoftheGoidenbergscandal'Thes}rillinghasstartedappreciating
agai.nst the dollar over the past few weeks'

RECENT DEVELOPMENTS
EXCHANGE RATE

IN THE KENYA SHILLING

3lPage



5. To corrbat inflatioa and exchange rate volatilit.v, Central Bank of Ken1,-a

raised i'"s benchnark Iending rate b5,' 5.5 percentage por.nis to a record

16.5% or:I.t November 2011. Tbe Cash Reserve Ratio (CRR) or the
proportion of deposits that banks are required to keep at the CBK was also

raised to 5.25%, w'ith effect from mid-December. This tightening of the
monetary policy is expected to increase cost of borrowing thereby reducing
lxoney suppl5, in the economy, demand for goods and sen'ices and curbing
inflation. These policies appear to have some effect since the shilling has

appreciated by 14.5% from its record low of 105.96 on 12th October to 91.05

on 21"t November.

POSSIBLE CAUSES OF \4IEAKENING OF THE SHILLING

Ba la nce of PaYments

20000
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100co

50cc

o 2070/1L

-50co
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5lPage -CurrentAccount 
---Exports (fob) .... lmports (cif)

6. Current Aceount Deficit: Arl analysis of the current account indicates

that there has been a gradual and sustained deterioration. This widening
gap betrveen imports and erports of merchandi.se goods means that the
country needs more foreign exchange for imports tban it receives from
e>.?orts, hence exerting pressure on the shiJ.ling. High inflation further
worsens the situation since it raises the cost of export products relative to
countries with iower infiation. Thus, even though a depreciated shilling is

good for exports, high in{lation tends to reduce our export competitiveness
rn,hich may further worsen the current account.
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12. Non Responsive \l[onetary Policy Stance: The authorities
responsible fcr regulating the supply of both iocal and foreign currenc)'
\{rere unhurriei in taking remedial action to ease the slide of the Kenl'a:r

A
I iltiltl

a

rllSE tndcx (RHS kcy) 

-lvlarket 

eapilalisalion (LHS keyl

Source: Treasurl,, Frrst Quarter QEBR 201 1

10. Specuiation: The depreciation of shilling may have been further
&iven b5' the sentiments of the financial markets rate. Speculators ma1,

have read the market and taken the position that the shilling will weaken

further thus raising demand for more dollars in order to make a profit. At
the onset of Kenya shilling depreciation, Central Bank blamed (some)

commercial banks for speculation by hoarding doilars. The commercial
banks on the other hand blamed the CBK for lack of policy clarity and

consistenc5.' in stabiJ.izing the shiiling.

11. Disruptions in Inflow of Funds from Neighboring Countries:
There has been a steady and unregulated inflow of foreign currencl. from
the neighboring countries and this has served to artifi.cially prop up the
local currency by increasing its demand. With the recent remedial actions
on piracl' and policing of the country's borders, this inflow of foreign
exchange has decreased and thereby put doq'nq'ard pressures on the
s}:il1ing.
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hcreasi:eg loan Cefaults as it becomes more expensi;e t,o

sentce variable rate loans and stay afloat for most businesses
and households,

Pueling cost related inllation. This happens when companies
increase thei.r price margins to compensate for costly bank
financing or capital. This is particularly one \ ray where rising
interest rates could undo the CBKs effort to contain inflation.

Lowering the Foreign Exchange Exposure Limit of Comrnercial
Banks frorn20% to 1096,

. This rrleasu.re serued to make foreign curcency more readily
auailable and therefore cheaper (in relation to the Kenyan
Shillind by forcin"g banhs to hold less foreign cutency ossers,
whtch also reduces foreigru cutency dealings and speculation.
Receipt of Extended Credit Facility (ECF) from the IMF

74. Kenya secured an additional $250 miili.on under the ECF arrangernent
of the IMF to shore up the local currency and ensure that the countr5,''s

balance of pa5,ments remained stable. It is important to note that since the
weaker shiJiing makes imports more expensive, it reflects negativel5' en

the countr5,'s balance of payments since Kenya's econom-Y is i,port
dependent.

Evidence shorvs that the recent s,eakening of our currenc], was occasioned by
a combination of factors among them: increased demand for foreign exchange
to meet imports for food stuffs bo deal with the chronic food shortages :n
Kenya and the horn of Africa;; speculative foreign currency dealings b5' local
market pLayers driven by uncertaiaty in the market: external factors sucir as

the strengthening of the dollar relative to the euro; Iarge current ac:c';rt
deficit, among other factors. In order to mitigate such effects. it is proposed

that:
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=eas'tres to i::ct'ease output of foodstuffs as wel-l as enco'arag:ng local
prcauction of some of the impor'red proCucLs in ord.er to reduce
over:eliance on importeci products and discourage importation of rron-
esseatiai gocds through non-tariff barriers.

. Ivlaintain the policy of Market deterrrrined exchange rate and
intervene to reduce short term volatility
Though this is indeed the policy stance of ihe CBK wj.th regard to the

er:change rate, recent volatility in inflation and exchange rates implies
tbat the exchange rate ma5, be out of sync with these variabies. There is
need to restore stability in ail these factors. With regard to the Ken1,'a

siiiiing we shou-Id allow the exchange rate to settle at a level that perm.its:

Modest import of essential goods and services,
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ii. Promotes export ied growth

iii. Ensures that the goods produced Iocally are attractive to our
major trading partners, i.e. Uganda, Tanzania and Rwanda.

This can onJy be done by achieving stable inflation, reasonable interest
rat.es, and growth. Artificially propping up the currency at the expense of
growth could furtb.er destabiLize the economy. Thus, measures to address
the exchange rate depreciation through constraining lending and through
hjgh interest rates shou-ld be done cautiously. It can be noted that
appreciation could in fact hurt exports, and if import biII does not aijusr
much, it would again worsen the current account and cause depreciation of
the shilling. Still one of the best ways to address the exchange rale is
tnrcugh supporting industries that can reduce ep1 import dependence and
aLso promotin g erports.

. \lloral Suasion
19. With the recent depreciation of the Kenya shilling, it is evidert :hat

inforiaation flow from the Central Bank has been seen by t}:.e conn:ercial
ba::.ks as one-sided. This is evideat with the proposal to CBK 1e l1:pass
cc:rmercial ban-lis and buy foreign exchange from major foreign excha:g=
eal:rers and sell to targeted sectors of the economy. There is thetelcre

,:'


