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ABSTRACT

Macro-Economic variablegreatly influence the economic growth. They deahwhe
performance, structure, behaviour, and decisionimgadf an economy as a whole, rather
than individual markets. Non-Performing Loans allthe government to reduce the size
of transfers required to boost employment. The tifleation of needy firms and the
tailoring of subsidies to each firm losses meamas tlon-performing loans require much
smaller transfers than either direct subsidiesowr interest rate loans. The study thus
sought to establish the effects of macro-econorar@atles on non-performing loans in
commercial banks of Kenya. Taking a descriptiveigiesthe study was based on a
population of fifteen banks out of the existingtjofour commercial banks for the period
of ten years 2003-2012. Systematic random sampliag used to select the required
samples from the population, where secondary dats wged as obtained from CBK
database as all banks are expected to file th@warfinancial results with CBK. The
research was both quantitative and qualitativeatume. Analysis was done with aid of
the statistical package for social sciences (SP8&jage. Descriptive statistics generated
such as percentages, mean scores and proportisagpvesented in tables and figures. .
It was found that a strong correlation existed leetw inflation and gross domestic
product and current account deficit. GDP also datee strongly with inflation and
Money supply. CAD correlated strongly with inflatioonly while Money supply
correlated strongly with GDP. The study recommethds$ for a great economic growth,
there is need to mainstream these microeconomiablas for a better performing,
structurally viable and for effective decision-magiof the economy as a whole, rather
than individual markets.
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CHAPTER ONE

INTRODUCTION

1.1 Background to the Study

Non-performing loans can lead to efficiency probl@mbanking sector. It is found by a
number of economists that failing banks tend tddmated far from the most-efficient
frontier (Berger and Humphrey,1992, Barr and Siefr#94), DeYoung and Whalen,
1994, Wheelock and Wilson, 1994), because bankst digtimise their portfolio
decisions by lending less than demanded. What'sjribiere are evidences that even
among banks that do not fail, there is a nega@letionship between the non-performing
loans and performance efficiency (Kwan and Eisenld994, Hughes and Moon, 1995,

Resti,1995).

The phenomena that banks are reluctant to take riss and commit new loans is
described as the “credit crunch” problem. Non-perfing loans have been viewed to
constitute one of the most important factors cayiseiuctance for the banks to provide
credit. In a high NPL condition, banks increasinggnd to carry out internal
consolidation to improve the asset quality rathemtdistributing credit. Also, the high
level of NPLs requires banks to raise provision lfwn loss that decreases the banks’
revenue and reduces the funds for new lending. ditback of loans impairs the

corporate sector as they have difficulties in exjoaq their working capital, blocking

their chances of resuming normal operation or gngwm{Agung et al, 2001)



Krueger and Tornell (1999) support the credit clumew and attribute the credit crunch
in Mexico after the 1995 crisis partially to thedblaans. They point out that banks were
burdened with credits of negative real value, thgneducing the capacity of the banks
in providing fresh fund for new projects. (Agungagt 2001) using the macro and micro
panel data analyses to study the existence ofdit @®inch in Indonesia after the crisis.
Both the macro and micro evidences show that tiva® a credit crunch, characterised
by an excess demand for loans, starting to emergaugust 1997, one month after the
contagion effects of the exchange rate turmoil ailand spreading to Indonesia. They
investigate the relationship between the loan suppld real lending capacity, lending

rates, real output, bank’s capital ratio, and nerfggming loan.

The results show that the coefficients on NPLs @egative and significant, which
indicate that bank credit supply declines with thersening of the NPLs problem.
Westermann (2003) compares the cases of Germaery thé credit boom of the late
1990s and Japan aftermath the bubble burst in €889s. He argues that even though
the German banks were in a better condition thgardsse banks were, as the path of
German’s aggregate credit looks so similar to dfiatapan, it is at least unlikely that the
German credit slowdown was entirely driven by dedhavhile that of Japan was mostly
caused by a lack of supply. There must at leastobee supply side changes that affect

the aggregate credit, and differences only exigténmagnitude of the problem.

1.1.1 Macro-Economic Variables

Macroeconomic variables are those variables thatiadependent from the income

levels. They are factors that greatly influence doenomic growth. It deals with the



performance, structure, behaviour, and decisionimgasf an economy as a whole, rather
than individual markets. These variables affecional income, output, consumption,
unemployment, inflation, savings, investment, in&tional trade and international
finance (Olivier, 2011). Macroeconomic variable® andicators or main signposts
signalling the current trends in the economy. Sayhéhe macroeconomic variables

include GDP, unemployment and inflation (SnowdoN&ne, 2005).

In contrast, microeconomics is primarily focusedtlom actions of individual agents, such
as firms and consumers, and how their behaviougraes prices and quantities in
specific markets. That is, microeconomics studiedividual components, whereas
macroeconomics studies the economy as a whole s@awsestic product (GDP) is the
sum of all productivity within a country for a giveyear. GDP includes all domestically
manufactured products, all produce and livestodk,asset valuation increases, and
intangible investment growth. Inflation is the ratiewhich prices increase over a period

of time.

Smaller components, such as the consumer pricex,intizal policies, commercial
banking, and access to credit all play a role ifluancing inflation up or down.
Unemployment measures the number of residents wehoa presently employed but are
actively seeking employment. Individual macroecomowariables, such as banking, the
consumer price index, and changes in governmentlatgns, each influence multiple

areas of economic growth (Mishkin, 2004).



1.1.2 Non-Performing L oans

A non-performing loan is a loan that is in defanrlttlose to being in default. Many loans
become non-performing after being in default ford#ys, but this can depend on the
contract terms. A loan is non-performing when payta®f interest and principal are past
due by 90 days or more or at least 90 days ofa@stgrayments have been capitalized,
refinanced or delayed by agreement, or paymentkessehan 90 days overdue, but there
are other good reasons to doubt that payments beillmade in full (International
Monetary Fund) NPLs allow the government to redtnm=size of transfers required to
boost employment. The identification of needy firansd the tailoring of subsidies to
each firm losses means that non-performing loagsire® much smaller transfers than
either direct subsidies or low interest rate lo@wight, 2004). NPLs also address a key
concern of governments, the efficient allocatiorscdirce resources to maintain political
support. Macro factors such as the real effectk@hange rate and growth in real GDP
impacts significantly on the level of NPLs. Whenewbere is deterioration in the
international competitiveness of the domestic eoonthis translates into higher NPLs.

(Arkerlof, 1978)

NPLs can be measured by non-performing loans ngtra¥ision of capital. This is

calculated by taking the value of non-performingre (NPLSs) less the value of specific
loan provisions as the numerator of and capitathesdenomination (Warue, 2012).
Another method of measuring NPLs is by non-perfagrioans to total gross loans. This
is calculated by using the value of NPLs as theerator and the total value of the loan
portfolio (including NPLs and before the deductiaisspecific loan loss provisions) as

the denominator (IMF, 2004 & Banking Act, 2008)



Outstanding principle balance of loans past due more than 90 days

NPL =
Outstanding principal balance of all loans

1.1.3 Effect of M acro-Economic Variableson NPLs

Bank performance usually depends on various inteand external determinants. The
internal variables are commonly bank specific deteants and the external variables are
related to the economic, financial and instituticeravironment (Naceur & Omran, 2011).
Gaganis, Pasiouras, Doumpos, Zopounidis (2010) tden@in criterions of banking
stability: regulations, other banking and financiaéctor attributes, institutional

environment, and macroeconomic conditions.

Figlewski, Frydman, and Liang (2012) affirm thatedevant macro factor should be one
that has a broad impact on most firms’ creditwortss. These authors group the
macroeconomic risk factors into three broad clasdestors related to general
macroeconomic conditions (the unemployment rafigtion, etc.); factors related to the
direction in which the economy is moving (real GBPwth, the change in consumer
sentiment, etc.); and, factors of financial mart@tditions (interest rates, stock market

returns, etc.).

Festic, Kavkler, Repina (2011) affirm that changeshe macroeconomic environment
translate into changes in the quality of a loantfpbo in banks. Favourable
macroeconomic conditions coincide with better cédjeds in loan repayment, a lower
probability of default (PD), a lower share of noederming loans to total loans (the NPL
ratio), etc. Hamerle, Dartsch, Jobst, Plank (2G4 agree that credit risk is correlated

with macroeconomic variables or risk factors. Inommmic downturns, default



probabilities increase and ratings deteriorate. Ghess Domestic Product (GDP) growth
is considered as an important macro determinaridaok performance and allows for
controlling business cycle fluctuations. Duringassions the quality of loans declines
and therefore companies borrow at higher marginstefore a negative relationship
between credit spread and economic growth is texipected. Naceur and Omran (2011)
found that prevailing business cycle conditiongetfinet interest margins. The GDP can
significantly influence the borrower’s ability tepay the loans as evidences suggest that
higher GDP growth will have a negative correlatigith current NPA (Thiagarajan, et
al., 2011). According to Gaganis, Pasiouras, Dowsnptmpounidis (2010) the GDP
growth not only reduces nonperforming loans, beait also delay banking crises due to

pro-cyclicality.

Economic expansion will influence the default ritethe aggregate economy as demand
for goods and services increase. Accordingly, iasee profitability decreases the default
rate. GDP turned out to be a significant factorekplaining default risk in various
countries. This is consistent with Moody's reparmthostorical default rates, in which they
argue that cyclical indicators are highly corretatsith the number of defaults, the
number of credit rating downgrades and credit sfge&egarding Debt-to-GDP ratio,

debt of general government has a positive effectefault rate (Ali & Daly, 2010).

Deterioration in banks’ loan quality is one of thejor causes of financial fragility.
Favorable macroeconomic conditions, such as sestaiaconomic growth, low
unemployment and interest rates, tend to be adsdcisith a better quality of bank
loans; under favorable economic circumstancesol@rs receive sufficient streams of

income and meet their debt obligations more eaBi&st experience shows that a rapid



build-up of bad loans plays a crucial role in bankingesi The global financial crisis and
the subsequent recession in many developed cosiritaee increased households’ and

firms’ defaults, causing significant losses for kan

1.1.4 Commercial Banksin Kenya

There are 43 licenced commercial banks in Kenyaa$e study was done by Radha
(2010). She discovered that the first three baokiset formed in Kenya were Barclays,
Kenya Commercial Bank and Standard Chartered BBty are still the largest banks.
Foreign banks in Kenya control 40.3% of the mariledre in terms of assets, with

Barclays and Stan Chart controlling 30%.

She also pointed out that the banking systems S&&haran Africa (SSA) in general
and Kenya in particular are shallow and fragileisTik reflected in low pending levels,

high interest rate spreads, high levels of nonguering loans and several bank failures.
The banking system in Kenya is highly segmentedibg and ownership factors. She
identified the four segments as foreign owned bagksernment owned banks, large
private owned banks and small private owned baffkadha, 2010). Commercial banks
offer a wide range of corporate financial servitlkat address the specific needs of
private enterprise. They provide deposit, loan &ading facilities but will not service

investment activities in financial markets. (Rad?@]10)

The term commercial banks are used to differentizse banks from investment banks
which are primarily engaged in the financial maskeCommercial banks are also

differentiated from retail banks that cater foriindual clients only.



In non-English speaking countries the term commaéreank is used interchangeably
with the term trading bank (Radha, 2010). Commeéiluaaks play a number of roles in
the financial stability and cash flow of a courgrigrivate sector. They process payments
through a variety of means including telegraphamsfer, internet banking and electronic
funds transfers. Commercial banks issue bank chernttsirafts, as well as accept money

on term deposits.

Commercial banks also act as money lenders, byoivanstallment loans and overdrafts.
Loan options include secured loans, unsecured laadsnortgage loans. A secured loan
is one where the borrower provides a certain ptgpar asset as collateral against the
loan. The main condition of these loans is thah& loan remains unpaid, the bank has
the right to use the property in any way they ltkerealize the outstanding amount.
Unsecured loans have no collateral and therefonenw@nd higher interest rates. There
are a variety of unsecured loans available ancetiregude credit cars, credit facilities
such as lines of credit, corporate bonds, and lamkdrafts. (Koch and Macdonald,

2000)

1.2 Research Problem

It is argued that the non-performing loans are ohthe major causes of the economic
stagnation problems. Each non-performing loan @ fthancial sector is viewed as an
obverse mirror image of an ailing unprofitable eptise. From this point of view, the
eradication of non-performing loans is a necessandition to improve the economic

status. If the non-performing loans are kept exgst@and continuously rolled over, the



resources are locked up in unprofitable sectorss,thindering the economic growth and

impairing the economic efficiency (Arkerlof, 1978).

It is accepted that the quantity or percentage avf-performing loans (NPLs) is often
associated with bank failures and financial crisesoth developing and developed
countries. (Caprio and Klingebiel, 2002). In spatfethis apparent association between
banking crises and nonperforming loans, the liteeabn the causes on non-performing
loans has focused on the macroeconomic determirardsless on the influence of

interest rate spread (Fofack, 2005).

According to Kithinji and Waweru (2007), bankingoptems is back-dated as early as
1986 culminating in major bank failures (37 faileghks as at 1998) following the crises
of 1986 to 1989, 1993/1994 and 1998; they attrithuleese crises to NPLs which is due
to the interest rate. This study, therefore soughéstablish the relationship between

interest rate and non-performing loan in commeigoadks in Kenya.

Berger and Mester (2003) indicated that lower noiopeing loans improve productivity
over time by reducing the costs associated with ageny problem loans. From the
above, none of the studies have talked about fieetef other macro-economic variables
which cause changes to the level of NPL’s in contmaébanks like; the GDP growth,

Exchange rate and Treasury Bills.

A study conducted by the Central bank of Kenya (CBRO08) and the International
Monetary Fund (IMF, 2007) indicates that the Kenyammercial banks adopted the
Credit Risk Management in 1999. However, the stdily not investigate the effects

macro- economic variables of in relation to thef@@nance of non-performing loans.



Adano (2012) from university of Nairobi conductedtady to investigate the effect of
credit information sharing on loan performance amenercial banks. The researcher
used econometric analysis system. His findings wheatloan performance as measured
by loan default is negatively related to creditormhation sharing lending rate and total
loans. Kenya’'s experience with the financial refggrocess shows a widening interest
rate spread following interest rate liberalizatidn. addition, in the 1990s financial
institutions witnessed declining profitability, n@erforming loans and distress

borrowing which hugely affected the commercial apkofitability (Ngugi, 2001).

A study done by Ochami (2004) from Moi Universitywestigated on the assessment of
factors that contribute to the level of performilogins on Housing Finance Company
Kenya Limited. The researcher used tables and ig&serstatistics. This study found out
that credit risk management and the external enmiemt were major contributors of
NPLs. This study, therefore, seeks to investigh&edffects of exchange rate volatility,
banking development index, Treasury bill rate anBPGgrowth rate on NPL in
commercial banks in Kenya. It will also address thuestion, what are the effects of

macro-economic variables on non-performing loansanyan commercial banks?

1.3 Objectives of the Study

The general objective of this study was to esthbtlse effects of macro-economic
variables on non-performing loan in commercial lsaokKenya. The specific objectives

were,

I. To determine the effects of GDP growth rate on NRLsommercial banks in

Kenya.
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ii.  To determine the effect of inflation on NPLs in aoercial banks (Kenya).

iii. To determine the effect of exchange rate volatdityNPLs in commercial banks

of Kenya.

iv. To determine the effects of the Treasury bills d&?LBlin CBS of Kenya.

v. To determine the effect of Development Index on BIRLCBs of Kenya.

1.4 Value of the Study

Owing to the importance of the banking sector oa ¢tonomy, the study would be
useful as a tool for persuading commercial bankgetluce their interest rates spread
hence increasing the volume of their banking bwssinelhis increase in business
transactions would compensate them for the redutdedest rates spread thus securing
their profitability in the sector. The study wouwltso focus on the possibility of interest
rates spread being the best economic indicatoe totiized in attracting investors to the
banking industry. Investors usually place their mpron worthwhile ventures; hence

banks offering attractive interest rates would ble & access a wide source of capital.

It is anticipated that the findings would influene&ective formulation of economic
policies by government statutory bodies and Ceratk of Kenya thus guiding the
operations of commercial banks. If the spread iy fuilized, it would accelerate the rate
of capital formation through loans and private stweent thus boosting economic
growth. This is especially by pursuing banks tcseathe interest rates they pay on

deposits by savers and lowering those they chardeams to borrowers.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviewed and discussed the litergbertinent to the development of an
instrument that explains the relationship betweaniables illustrated in conceptual
framework of non- performing loans. It also disadgshe concept of non- performing
loans, the link between non-performing loans andPGidowth rate, inflation, treasury

bills exchange rate volatility and banking devel@mtindex.

2.2 Theoretical Review

If a bank’s asset quality is inadequate (e.g. ta lamount becomes the amount to be
collected), the bank will have to increase its it losses as well as spend more
resources on the collection of non-performing loamsis increase in non-performing
loans in the banking industry can be due to poeditmpolicies.( Berger and DeYoung,

1997)

On the other hand, Berger and DeYoung (1997) alggest that credit risk management
in the banking firms might affect the non-perforgiitoans in the banking industry. The
bad management hypothesis was developed to expiligimelationship. Berger and De
Young (1997) argue that bad management of the bgnkims will result in banks
inefficiency and affects the process of grantingn The banks' management might not
thoroughly evaluate their customers’ credit appiaadue to their poor evaluation skills.

In addition, the problem of asymmetric informatibetween lenders and borrowers

12



further complicates the matter. Besides that, tlamagement might not be efficient in
managing loan portfolios. Consequently, this leadslower credit ratings for the
approved loans and high probability of default hsg in higher non-performing loans.

Therefore, banks poor credit management mightte&dgher non-performing loans.

2.2.1 Agency Theory

The agency theory views the organizations as a lotkcontracts among self-interested
individuals rather than a unified, profit-maximiginentity. Agents need constant
supervision and management, which raises agencys cos coordination costs.

Information technology, by reducing the costs ofuaing and analyzing information,

permits organizations to reduce overall manageroesits, and allows them to grow in
revenues while shrinking the numbers of middle ngan@ent and clerical workers

(Laudon & Laudon, 1996).

Although this definition of agency theory views ithassociated costs as costs the
company incurs, the customer also incurs agencis égodealing with a company. For
example, the interaction with sales people, deakiiig employees in problem situations,
or just looking for an employee to ask for assisganinvolve agency costs for the
customer. Agency costs do not necessarily haveotstitute monetary costs, as the

definition might assume.

If a bank’s asset quality is inadequate (e.g. ta lamount becomes the amount to be
collected), the bank will have to increase its it losses as well as spend more

resources on the collection of non-performing loafsis increase in non-performing
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loans in the banking industry can be due to poeditmpolicies (Berger and DeYoung,

1997).

On the other hand, Berger and DeYoung (1997) alggest that credit risk management
in the banking firms might affect the non-perforgiitoans in the banking industry. The
bad management hypothesis was developed to expiligimelationship. Berger and De
Young (1997) argue that bad management of the bgnkims will result in banks
inefficiency and affects the process of grantirgn& The banks' management might not
thoroughly evaluate their customers’ credit appiccadue to their poor evaluation skills.
In addition, the problem of asymmetric informatibetween lenders and borrowers
further complicates the matter. Besides that, tlemagement might not be efficient in
managing loan portfolios. Consequently, this leadslower credit ratings for the
approved loans and high probability of default hsg in higher non-performing loans.

Therefore, banks poor credit management mightte&dgher non-performing loans.

Agency theory extends the analysis of the firmrntdude separation of ownership and
control, and managerial motivation. In the field aafrporate risk management agency
issues have been shown to influence managerialdes toward risk taking and hedging,
Smith and Stulz (1985). Theory also explains a iptssnismatch of interest between
shareholders, management and debt holders dugmnareries in earning distribution,
which can result in the firm taking too much riskrmt engaging in positive net value
projects, Mayers and Smith (1987). Consequentlgneag theory implies that defined
hedging policies can have important influence om fvalue, Fite and Pfleiderer (1995).
The latter hypotheses are associated with finarstingture, and give predictions similar

to financial theory.
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2.2.2 Deflation Theory

The first is deflation theory (Fisher, 1933), whistiggested that when the debt bubble
bursts the following sequence of events occurst lifplodation leading to distress selling
and contraction of deposit currency, as bank loams paid off. This contraction of
deposits cause a fall in the level of prices, whedds to greater fall in the net worth of
business, hence precipitating bankruptcies whiakddehe concerns running at a loss to
make a reduction in output, in trade and in empleyimof labour. The cycles cause
complicated disturbances in the rates of interest a fall in the money value. The
complicated disturbances described above can bensdnas both external and internal
forces (macro and micro factors) influencing statever-indebtedness existing between,

debtors or creditors or both which can compound&o defaults.

2.2.3 Ownership Structure Theory

The third theory, ownership structure theory waenpered by Jensen (1976) who
integrated the elements of theory of property ggfiRonald, 1937), the theory of agency,
(Ross,1973, Mitnick,1974) and the theory of fingné®linsky, 1974). The theory
explains why highly regulated industries such ablipuutilities or banks have higher
debt-equity ratios for equivalent levels of risktlthe average non-regulated firm. Jensen
(1976) argues that, “ownership structure” rathentticapital structure” is the crucial
variables to be determined, not just the relativ@ants of debt and equity but also the
fraction of the equity held by the manager. Refatia this study, the Kenya banking
industry is composed of various categories of babased on different ownership

structure with different percentage in shareholgin@wnership structure theory is
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appropriate for this study in that NLPs levels iangestigated on basis of bank ownership

structure dependence.

2.3 Empirical Literature Review

Ochami (2004) from Moi University investigated onetassessment of factors that
contribute to the level of non-performing loansHousing Finance Company of Kenya
Limited. To achieve the objective of assessmeningny data of the research was
collected by way of structured questionnaire fréwa $taff of Housing Finance Company
of Kenya Limited. The data was then analysed utsbtes and descriptive statistics; the
deduction there from was used to assess the fatttatscontribute to the level of non

loans in Housing Company Kenya Limited. The studynid out from the assessment
carried out, that credit risk management and theereal environment were major

contributors to the level of non-performing loai$ie study did not test how macro —
economic variables impact on the level of non-penfag loans through a scientific

model like multiple regression model.

The study done by Khemraj (2005) to ascertain @terchinants of non-performing loans
in the Guyanese banking sector using a panel dadasea fixed effect model similar to
Jimenez and Saurina (2005). Their empirical resslitsv that GDP growth is inversely
related to non-performing loans, suggesting thaingorovement in the real economy
translates into lower non-performing loans. Thesoalound that banks which charge
relatively higher interest rates and lend excesgiaee likely to incur higher levels of

non-performing loans. In this study the researcheémot talk about the impact of other

macro-economic variables to the level of NPLs.
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Chang (2006) examined non-performing loans (NPIos) @eapital adequacy in banking
structure and competition in entire commercial aglsector in Korean between (1976 —
2003) this paper analysed the impact of the tramsifrom price-cap regulation

(deposit/loan rate control) to rate-of-return regian (ROA, NPLs and / or BIS ratio) on
banking industry structure. A simple theoreticald®loof banking competition suggests
that the relative dominance of the two objectivactions under different regulatory
regimes affects the market structure. Imposing nstri@gent rate-of-return regulation,

whilst relaxing price-cap regulation, reduces theikbrium number of banks.

Yixin (2006), looked into the non performing loapsoblem in Japanese commercial
banks. Using the threshold regression techniquéguned that some evidences that non-
performing loans have non-linear negative effectbamks’ lending behaviour. They
found that non-performing loans don’t deter bankskyr lending. The prolonged

economic stagnation distorts the generally econgrarormance. The researcher looked

into the negative effects of NPL’'s and never memtmeasures of control of NPL’s.

A study carried out by Mathews, Guo and Zhang (2@0Y non-performing loans and
productivity growth of the nationwide banks of Chiaver the ten year (1997 to 2006).
Using a bootstrap method for the Malmquist indetsmestes of productivity growth are
constructed with appropriate confidence intervalse paper adjusted for the quality of
the output by accounting for the non-performingn®an the balance sheets and test for
the robustness of the results by examining altematets of outputs. The paper found
that average productivity of the Chinese banks awpd modestly over this period. The

researcher carried the study to determine how NRffect the productivity growth in
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China banks but he did not consider the factorsdbtermine the level of NPL's and the

factors to hedge to manage the NPL'’s.

Waweru (2009) conducted a study to investigatecttmemercial banking crisis in Kenya,
causes and remedies, according to the study maagdial institutions that collapsed in
Kenya since 1986 failed due to non-performing loassing a sample of 30 managers
from the ten largest banks the study found thabnat economic downtown perceived as
the most important external factor. Customer failtor disclose vital information during
the loan application process was considered thvdenain customer specific factor. The
study further found that lack of an aggressive aelfiection policy was perceived as the

main bank specific factor, contributing to the Igerforming debt problem in Kenya.

The researcher only considered only one custorseesific factor, that is, disclosure of
vital information he did not consider factors litkee Treasury Bills, Inflation or exchange

rate volatility

Irungu (2009) carried out a study to investigatespure of bad loans burden on Kenyan
banks found that the continuing build up loans barts causing stress in a number of
Kenyan banks, prompting the International Monetauynd (IMF) to demand increased

vigilance from the regulator. The IMF used CAR whieneasures the level of

capitalization against its total assets. The higiher ratio the more stable a bank is.
Kenyan banks have a minimum of 12 percent CAR. Higpital to asset ratio means an
institution is better protected against operatiogses than those with lower ratios. The
researcher did not define clearly what causes thaddoans and if there is any strategy

to reduce the pressure of bad loans.
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Njanike (2009) investigated the impact of effectimeedit risk management on bank
survival. The study sought to evaluate the exterwtich failure to effectively manage

credit risk led to Zimbabwe’s banks’ demise in 2@0®4 bank crisis. It also sought to
establish other factors that led to the bankingi€m@nd to outline the components of an
effective credit risk management system. The sfodyd that the failure to effectively

manage credit risk contributed to a greater exttethhe banking crisis. The research also
identified poor corporate governance, inadequate management systems, ill planned
expansion drives, chronic liquidity challenges.efgn currency shortages and diversion
from core business to speculative non-banking eietsvas other factors that caused the

crisis.

A study by Warue (2010) on the effects of bank gmeand macroeconomic factors on
nonperforming loans in commercial banks in Kenylae Thain goal of this study was to
investigate the link between NPLs and bank-speeifid macroeconomic factors, and
establish the extent to which these factors atfeetoccurrence of non-performing loans
in commercial banks in Kenya. The study used panehometrics approach employing
both pooled (unbalanced) panel and fixed effeceparmodels. The study found evidence
that per capita income was negative and signifigaietated to NPL levels across bank
size categories. The study considered only macrmen@ factors like GDP and bank
specific factors like bank structures but it did factor in any other factor like inflation,

GDP growth rate or Bank Development Index.

A study by Karim, Chan, Hassan (2010) on bank iefficy and non-performing loans
investigated the relationship between non-perfogmioans and bank efficiency in

Malaysia and Singapore. To achieve the objectiost efficiency was estimated using
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the stochastic cost frontier approach assuming albgammma efficiency distribution

model proposed by Greene (1990). The cost effigiesaores were then used in the
second stage Tobit simultaneous equation regredsiaetermine the effect of non-
performing loans between banks in Singapore anéys& although banks in Singapore
exhibit a higher average cost efficiency score. e Trobit simultaneous equation
regression results clearly indicate that higher -performing loans reduces cost
efficiency. Likewise, lower cost efficiency incressnon-performing loans. The results
also support the hypothesis of bad management pedpoy Berger and DeYong (1992)
that poor management in the banking institutionsulte in bad quality loans, and
therefore escalates the level of non-performinghdoalhe researcher did not clearly
define the factors or the variables that deterniimeebank efficiency which lead to the

level of non-performing loans.

Kalirai and Scheicher (2002) employs a simple lineagression to examine the
interdependence of credit risk for Austrian bankd the state of the economy, portrayed
by real gross domestic product, industrial produgticonsumer price inflation, money
growth, interest rates, stock market indices, aridero macroeconomic indicators.

According to their estimates, during the period 9801 the loan quality was

influenced in particular by the shaggrm nominal interest rate, industrial productitire

stock market return and a business confidence index

Arpa, Giulini, Ittner, & Pauer (2001) assess thieat of macroeconomic developments
on risk provisions (calculated as the ratio of ltptavisions for loans to the sum of total
loans and total provisions for loans) of Austriscanks for the period 1990-1999. They

use a singlequation time series model in which the dependariable, i.e. banks’ risk
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provisions, is regressed on the growth rate readsggdomestic product, real estate price
developments and real interest rates. The estinratatel delivers a good empirical fit
and all explanatory variables are highly significalm particular, risk provisions rise
when real gross domestic product growth declinesl, interest rates fall and real estate
prices increase. However, the authors considedastamentioned result at odds with
expectations, because one would expect the valoedfjages to increase that when real

estate prices rise, thus reducing the likelihoobbah losses.

Finally, Shu (2002) uses a similar singlguation time series model to examine the
impact of macroeconomic developments on loans tyuiai Honk Hong for the period
1995-2002. The results show that the ratio of loathd to performing loans falls with
higher real gross domestic product growth, highemsamer price inflation rate and
higher property prices growth, whereas it riseshviiicreases in nominal interest rates.

The unemployment rate and performance of equitgeprgrowth are not significant.

2.4 Summary of the Literature Review

The agency theory explains possible mismatch oérést between shareholders,
management and the debt holders due to asymmetresrning distribution which can
result in the firm taking too much risk not engagin positive net project. Mayers and
Smith (1987).The financial economic theory (Millé&sModiglian, 1963) stipulates that
hedging leads to lower volatility of cash flow atiekrefore lower volatility of the firm

value.

From the above studies enough has not been dorteeoeffects of macro —economic

variables on Nonperforming loans in Kenyan comnatiganks. The researcher therefore
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investigated the effects of macro-economic varsbie Non-performing loans in Kenyan
commercial banks and targeted the inflation, Exgeamate volatility, Banking
Development Index Treasury bills and GDP growtke.rdthe researcher tested on how
each of these variables are related to the levehasf-performing loans in Kenyan

commercial banks. None of the above researchers d@ve enough study of this area.
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CHAPTER THREE

RESEARCH METHODOLGY

3.1 Introduction

This section discusses the research design, tpogetlation, research instruments, data
collection and data analysis procedures that weesl un this study. It discusses the
methodology used to analyze the impact of investmaanking development on

economic growth of emerging markets.

3.2 Resear ch Design

This study was a descriptive case study. Accordmdgschinler and Coopers (2004)
descriptive studies are more formalized and typicatructured with clearly stated
hypotheses or investigative questions. It serveargety of research objectives such as
descriptions of phenomenon or characteristics #s®oc with a subject population,
estimates of proportions of a population that hiénese characteristics and discovery of

associations among different variables.

3.3 Data Collection

Secondary data was used in this study. This waairdat from CBK database as all
banks are expected to file their annual finan@alits with CBK. CBK also collects data
macroeconomic performance as pursuant to its monptdicy role. The data collected
included: Gross Domestic Product measured as #Hie3@P value generated within the

year,inflation rate as calculated by the annual pergmtzhange in the CPéxchange rate
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volatility calculated as the standard deviatiorthad percentage change in the real US$/Ksh
exchange rate, Treasury Bill rate, total non-penfmmce loans in Kenya and Banking

Development index.

3.4 Data Analysis

The research was both quantitative and qualitative@ature. This implies that both
descriptive statistics and inferential statisticsrevemployed. After collected the data, it
was checked for completeness ready for analysisede@r at test significance level of
0.05 was used. Analysis was done with aid of théissical package for social sciences
(SPSS) package. Descriptive statistics generateld as percentages, mean scores and

proportions were presented in tables and figures.

3.4.1 Model Specification

Y= Ry + B Xg+ BXo+ X3+ X4+ (5X5+ @

Y- Is the dependent variable (Non Performing Loans)
[} -the constant

3 1%, [, [4, [}, — are regression coefficients or change inducétlby each X variable

X1 — Inflation

X2 — Exchange rate volatility

X3—Banking Development index Independent variables
X4— Treasury Bill rate

Xs— GDP growth rate

e —error term
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents the data findings on thectsffef macro-economic variables on
non-performing loans of Kenyan commercial banks.taDavas collected on
macroeconomic indicators: inflation, exchange ratdatility, Banking Development
Index, Treasury Bill Rate, GDP growth rate and N&La 10 year period (2003 to 2012)

from CBK.

4.2 Data Analysis and Presentation
4.2.1 Descriptive Statistics

The major macro-economic variables, inflation, Mypisepply, Treasury bill rate, Gross
Domestic Product (GDP) and Current Account DefiCiAD) were tested for correlation.
Strong correlation existed between inflation andsgrdomestic product and current
account deficit. GDP also correlated strongly witHation and Money supply. CAD
correlated strongly with inflation only while Moneypply correlated strongly with GDP.

To avoid multicollinearity, GDP and inflation rate®re dropped from the Model.
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Figure4.1: Non-Performing L oan Ratio
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From the findings shown in the above figure, thedgtrevealed that there was a
countinous decrease in level of non perfoming loati® from 25.56% in year 2003 to
3.75% in year 2012. This shows that there was &remrs decrease in the non perfoming

loan ratio.

Figure4.2 : GDP Growth Rate
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From the fidnings on the GDP growth rate , the gtisdind that there was a continous

increase from 2.9% in year 2003 to 7% in years 20@7e was notable decraese in year
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2008 to 1.5 which could be attributed to post @ecviolence. From year 2008 to 2010

there was an increase in GDP growth rate from 1&%.8% due to political stability.

There was a decrease in GDP growth rate betwee@l 202012 from 5.8% — 4.7%

contributed by political campaigns of 2012 elecsion

Figure4.3: Inflation trendsin Kenya
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From the findings shown in figure above on chamgi@fiation, there was variation in the

infaltion value through the study period .The higthealue 16.2% in years 2008

contributed by post-election violence.

Figure4.4: Treasury Bills
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The average annual 91 day Treasury bill rate wé® 8n 2008. The rate fell to 6.8% in
2009 and further down to 2.3% in 2010. In 2011 rdte increased markedly to 17.9%
before reducing to 8.3% in 2012. The huge increas2011 is attributed to increased
local borrowing by the Government to reduce infiati However, in 2012, the rate

reduced to 8.3% following the ease in inflation.

Figure4.5: Exchange Rate Volatility
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From the findings on the exchange volatility, thady found that there was various
changes in the value of our currency ranging batv@@05618in year 2003, 0.010671 in

years 2008 and 0.003969 in year 2012.

Figure 4.6: Banking Sector Development I ndex
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The study established that the mean of nonperfgnoan ratio was 11.195 with a
standard deviation of 7.786. This means that with& period (2003 — 2012) for every
one shilling advanced in loans, Ksh0.1 would becalenquent. Within the period, the
average GDP growth rate was 4.63, and inflatioa veds 11.02. Average exchange rate
volatility was 0.0053 with a standard deviation@0025. This shows that the foreign
exchange market as proxied by the Kenyan Shillmghie base of US Dollar was

moderately volatile. The average treasury bill mages 7.9%.

Table4.1: Descriptive Statistics

Variable Mean Standard Deviation
NPL Ratio 11.195 7.786
GDP Growth Rate 4.63 1.770
Inflation 11.02 3.374
Treasury Bills 7.883 3.949
Exchange Rate Volatility 0.005351 0.002563
Banking Development Index 56.478 3.109

The study conducted inferential analysis using $taarcorrelation coefficient, ANOVA
and regression analysis. ANOVA was used to teshipothesis that the means among
independent (macroeconomic variables) and dependeiatbles (non-performing loans)
are equal, therefore shows the significance of #issociation between the two.
Correlation coefficient was used to test linear eefence (association) between loan
delinquency and the individual independent varigBiBP growth rate, inflation, treasury

bills, exchange rate volatility, banking developiigaex). Regression analysis was used

29



to measure the relationship between individual peselent variables and the dependent

variable when they act together.

4.2.2 Correlation Analysis

Table4.2: Correlation Matrix

O @)
5 o | o 2
. : |2, | @
® 2 c > S 2 | o El
c 905§ 23 |f8
S |8 |E &£ |33 |8&¢8
NPL Ratio Pearson Correlation 1
Sig. (2-tailed)
GDP Growth | Pearson Correlation| .460* 1
Rate Sig. (2-tailed) .045
Inflation Pearson Correlation  -.640%* -.367
Sig. (2-tailed) .002 297
Treasury Bills| Pearson Correlation -.234f  -.21656 1
Sig. (2-tailed) .015 560 .095
Exchange Pearson Correlation| .491* -.588625 430 | 1
Rate Volatility | Sig. (2-tailed) .043 074 .054 215
Banking Pearson Correlation| .667* -.141013 -.356 | .137 1
Development | Sig. (2-tailed) .035 .698 971 313  .706
index N 10 10 10 10 10 10

**_Correlation is significant at the 0.01 leveH@iled).

*, Correlation is significant at the 0.05 levelt@led).

The study used correlation to establish the reiatipp between macroeconomic variables
and nonperforming loans. Pearson Correlation aisalyas used to achieve this end at

95% @ = 0.05) confidence level. Table 4.2 shows tha®%¥* confidence level, there
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were good, significant and positive correlationwesn nonperforming loans and: GDP
growth rate (R = .460; p = .045), exchange ratatidy (R = .491; p = .043), and
banking sector development index (R= .667; p = )03here was there was good,
significant and negative correlation between nofgpering loans and: inflation rate (R =
-.640; p = .002), and moderate significant and tiega correlation between

nonperforming loans and treasury bills (R = -.234;.015).

4.2.3 Regression Analysis

Table4.3: Model Summary

R R Square | Adjusted R Std. Error of the Durbin-Watson
Square Estimate
817 .660 .615 8.58175 1.871

Adjusted R squared is coefficient of determinathich tells us the variation in the
dependent variable due to changes in the independeiable, from the findings in the
above table the value of adjusted R squared wak50ae® indication that there was
variation of 61.5% on non-performing ratio due t@ieges in inflation , Exchange rate
volatility, Banking Development index, Treasury IBé&te and GDP growth rate at 95%
confidence interval . This shows that 61.5% charigeNon-performing loans could be
accounted for by changes in inflation , Exchange welatility, Banking Development
index, Treasury Bill rate and GDP growth rate. Rhe correlation coefficient which
shows the relationship between the study varialblesn the findings shown in the table
above there was a strong positive relationship éetwthe study variables as shown by
0.812. The study also used Durbin Watson (DW) tiestheck that the residuals of the

models were not auto correlated since independehtee residuals is one of the basic
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hypotheses of regression analysis. Being that thé ®atistics were close to the
prescribed value of 2.0 (1.871) for residual indejmnce, it can be concluded that there

was no autocorrelation.

Table4.4: Analysisof Variances

Sum of Squares df Mean Square F Sig.
Regression 251.060 5 50.212 3.682 .036h
Residual 294.586 4 73.646
Total 545.646 9

From the ANOVA statistics in table above, the pssesl data, which is the population
parameters, had a significance level of 0.036 wiibbws that the data is ideal for
making a conclusion on the population’s parameteha value of significance (p-value )
is less than 5%. The calculated value was greélager the critical value (2.262< 3.682)
an indication that inflation , Exchange rate vdigti Banking Development index,
Treasury Bill rate and GDP growth rate were sigaifitly influencing non performing

ratio. The significance value was less than 0.05irahcation that the model was

statistically significant.
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Table 4.5: Regression Coefficients

Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
(Constant) -88.667 62.809 -1.412 231
GDP Growth Rate .640 2.006 145 319 .016
Inflation 147 1.197 .064 122 .008
Treasury Bills -.048 .995 -.025 -.049 .014
Exchange Rate Volatility 169.312 1692.533 .056 .100 .025
Banking Development Index 1.678 1.057 .670 1.588 18 .0

From the data in the above table the establishgg@ssion equation was

NPL = -88.667 + 0.640*GDP + 0.147*INF - 0.048*TB169.312*ERV + 1.678*BSD

From the above regression equation it was revehbgcholding inflation , Exchange rate

volatility, Banking Development index, Treasury |IBiate and GDP growth rate to a

constant zero , non performing ratio in Kenya wido¢ -88.667, a unit increase in GDP

growth rate would lead to increase in non-perfogniatio by a factors of 0.640, unit

increase in inflation would lead to increase im4p@rforming ratio by factors of 0.147, a

unit increase in treasury bills would lead to daseein non-performing ratio by a factor

of 0.048, unit increase in exchange rate volatiltguld lead to increase in non-

performing ratio by a factors of 169.312 and a umdrease in banking development

index would lead to increase in non-performingadéty a factor of 1.678.
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4.3 Summary of Findings and Interpretation

The macroeconomic determinants of spreads includethis paper account for the
impacts of macroeconomic instability and the mambey environment on banking
sector NPLs. Similar to most studies in this atba,inflation rate for each country has
been included, and has been calculated as the lgpeneantage change in the CPI. This
variable (INFL) is an indicator of the cost of doing business ineaonomy, and it is
expected to be positively correlated with NPLs,tipatarly in developing countries
where inflation is high and variable (Chirwa andaktila, 2004). Macroeconomic
instability is proxied by the variable — exchangeervolatility(XRATVOL) This variable
reflects the changes in interest and inflation gate countries with freely-floating
exchange rates. Exchange rate volatility for eaehryis calculated as the standard
deviation of the percentage change in the real el&bange rate for the three preceding
years. Because increased macroeconomic instalfigightens the risk faced by
commercial banksXRATVOLis expected to be positively correlated with NP&s,the

banking sector increases its spreads to proteaistghe increased risk.

The macro-policy environment is captured in our slothrough the use of three
variables not commonly used in similar studies. Tiret proxies the extent of
government dependence on the domestic bankingrsketehe financing of its fiscal
deficit. This variable(CROWD)measures for the entire banking sector, publicosect
borrowing as a percentage of total loans. Robin&f02), notes that ‘the level of
government borrowing and its influence on money eredlit markets is... an element of
macroeconomic policy that imposes constraints am ftexibility on interest rates.’

CROWD is therefore expected to be positively caterl with NPLs, as governments’
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heavy reliance on domestic banking sectors forcddinancing increases competition
for funds and causes interest rates to rise. Toensemacro-policy indictor, the discount
rate (DISRATE) is defined as the cost faced by commercial baviien borrowing from
central banks. Although declining in popularitye tiscount rate is still used by some
countries as a monetary policy instrument. Evenemuomportantly, it is expected to be
positively correlated with NPLs, as it increases tommercial banks’ cost of funds,
which may be passed on to customers through higrelads. Finally, the Treasury Bill
rate(TBILL) is included. It is generally regarded as an indicaf the interest rate policy
being pursued by the government, and a benchmartkéorates charged by commercial
banks. This variable is therefore also expectetheqpositively correlated with NPLs
because lower Treasury Bill rates would lead toeowterest rate spreads and vice
versa. Further, the impact of government fiscaldiEs on NPLs is captured by with the

use ration of government deficits to GOPHFGDP)
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction

This chapter presents summary of the researchnfysdi The implications from the
findings and areas for further research are alesgmted. The findings from the study are
presented in comparison to what other scholars baikeas noted under literature review.
5.2 Summary of Findings

The study provided two types of data analysis; npiescriptive analysis and inferential
analysis. The descriptive analysis helps the stadyescribe the relevant aspects of the
phenomena under consideration and provide detanfedmation about each relevant
variable. For the inferential analysis, the studgdithe Pearson correlation, the panel

data regression analysis and the Chi-square statist

The study first evaluated the descriptive stasstior non-performing loans of

commercial banks in Kenya was also establishedyetlyethe mean of nonperforming
loan ratio was 11.195 with a standard deviatior/ 8186. This means that within the
period (2003 — 2012) for every one shilling advahae loans, Ksh0.1 would become
delinquent. Within the period, the average GDP ghorate was 4.63, and inflation rate
was 11.02. Average exchange rate volatility wa®©®B80with a standard deviation of
0.0025. This shows that the foreign exchange makeiroxied by the Kenyan Shilling

to the base of US Dollar was moderately volatile.

The study then evaluated the correlation of the roaconomic variables, that is,

inflation, Money supply, Treasury bill rate, Grd3smestic Product (GDP) and Current
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Account Deficit (CAD). Strong correlation existedttveen inflation and gross domestic
product and current account deficit. GDP also dareel strongly with inflation and
Money supply. CAD correlated strongly with inflatioonly while Money supply
correlated strongly with GDP. To avoid multicollargy, GDP and inflation rates were

dropped from the Model.

At 95% confidence level, there were good, significand positive correlation between
nonperforming loans and: GDP growth rate (R = .466;.045), exchange rate volatility
(R = .491; p = .043), and banking sector develognmedex (R= .667; p = .035). There
was there was good, significant and negative caticgl between nonperforming loans
and: inflation rate (R = -.640; p = .002), and madee significant and negative correlation

between nonperforming loans and treasury bills (234, p = .015).

In determining the relationship between dependembngerforming loans) and
independent variables, the study used multiplealimegression analysis. Results showed
that regression model produces a correlation aeffi value of 0.678. From the
determination coefficients, it can be noted thar¢his a moderately strong relationship
between dependent and independent variables & syg@are value of 0.460 is produced
and standardized to 0.315. Thus, the macroeconeamiables used in the study accounts

for 31.5% of the total variations in nonperformingns in commercial banks in Kenya.

Analysis of Variance (ANOVA) was used to make sitankous comparisons between
two or more means; thus, testing whether a sigmticelation exists between variables
(dependent and independent variables). The ressitsws that when banking

development index, inflation, GDP growth rate, $tgg bills and exchange rate volatility
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are zero, the nonperforming loan ratio would be 788 This means that there would be

nonperforming loans. However, this state is hypithe

5.3 Conclusion

The study has investigated the relationship betweaoro-economic variables on non-
performing loans of commercial banks in Kenya. Dadae been analyzed by applying
both descriptive and inferential statistics forCaykar period (2003 to 2012. It was found
that a strong correlation existed between inflaiad gross domestic product and current
account deficit. GDP also correlated strongly witHation and Money supply. CAD
correlated strongly with inflation only while Moneypply correlated strongly with GDP.
A good, significant and positive correlation wasoafound between nonperforming loans
and GDP growth rate, exchange rate volatility, &adking sector development index.
There was good, significant and negative correfabietween nonperforming loans and:
inflation rate and moderate significant and negaterrelation between nonperforming

loans and treasury bills.

5.4 Recommendations

The study recommends that for a great economic tyrothiere is need to mainstream
these microeconomic variables for a better perfognistructurally viable and for

effective decision-making of the economy as a whaod¢her than individual markets.

These variables affect national income, output,saamption, unemployment, inflation,

savings, investment, international trade and imtional finance. Macroeconomic
variables are indicators or main signposts siggalive current trends in the economy.

Some of the macroeconomic variables include GDEmoloyment and inflation.
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5.5 Limitations of the study

One of the limitations of the study is that thedstuvas based on the sample area .The
area of the study was only limited to Kenya. Iticoloe better if the area of the study was
extended over a range of countries the best dbaitig different countries of different
continent. Another limitation of the study was tlia time limit. The time to carry out
the study was too short. Another limitation is ttia# researcher used secondary data. It
would be better if he used both primary and secondiar the study to give better

findings.

The study was strictly conducted on commercial bamily and would provide a more
broad analysis if the study included mortgage firmscro-finance institutions and
Saccos since they all operate in the same econGneglit reporting is currently limited
to negative information only. The regulations oplpvide for mandatory reporting of
negative information such as loan default chequrek mnkruptcy. The finding of this
study was therefore limited to the effect of negatinformation sharing as opposed to

full file reporting.

Financial aspect had some limiting factors too. Ta¢a required for my study was
secondary data which the researcher had to busort the Nairobi Stock Exchange.
However, the primary and typing of the researchgatovas too much hence it required

alot of finance which to me it was a limitation.
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5.6 Suggestion of further Research

The ever increasing levels of non-performing loemsommercial banks in Kenya could
be attributed by the presence of moral hazards r@vdee to low levels of integrity,
borrowers accept credit for which they are notingllto repay).Further research should
be done to find out the mechanisms to be put inepta address the issue of the moral

hazards.

The researcher recommends further research to tigats the impact of credit
information sharing on lending interest rate. Fatuesearcher can also investigate the
effect of bank specific factors like the level atome, the collateral, the loan purpose
and the age bracket of the borrowers on the lelveboperforming loans in commercial
banks in Kenya. The effect of credit rationing be tevel of non-performing loans in the
banking sector in Kenya. The concept of creditoratig in banks describes a situation
whereby banks limit the supply of loans though thaye sufficient funds to lend out and

supply of loans has not outstripped the demandseoprospective borrowers.

A further study should be carried out to invesegie relationship between management
practices for non-performing loans and the level noin-performing loans for the

commercial banks in Kenya.
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APPENDICES

APPENDIX I: DATASET 2003 - 2012

Y ear NPL GDP Inflation | Treasury | Exchange | Banking
Ratio Growth Bills Rate Development
Rate Volatility | index
2003 25.56 2.9 9.8 6.88 0.005618  58.82
2004 21.27 51 11.6 7.38 0.008234  59.92
2005 16.89 5.9 10.3 8.07 0.003704  59.04
2006 14.1 6.3 14.5 5.73 0.002925% 55.45
2007 7.76 7 9.8 6.87 0.004867 57.45
2008 6.95 1.5 16.2 8.6 0.010671  56.45
2009 6.73 2.7 10.5 6.8 0.00397 59.86
2010 5.27 5.8 4.1 2.3 0.002638  54.27
2011 3.67 4.4 14 17.9 0.00691 52.14
2012 3.75 4.7 9.4 8.3 0.003969  51.38
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APPENDIX I1: LIST OF BANKS

No. | Name No. | Bank

1 Kenya Commercial Bank Ltd 23|  African Banking Cangtion

2 Standard Chartered 24  Imperial Bank Limited

3 Barclays Bank of Kenya Limited 25/ NIC Bank

4 Bank of India 26 | Giro Bank Limited

5 Bank of Baroda 27| Ecobank Kenya Ltd

6 Commercial Bank of Africa Ltd 28| Equatorial Conmeiel Bank Ltd
7 Habib Bank Ltd 29 | Paramount Universal Bank Ltd
8 Central Bank of Kenya 30| Jamii Bora Bank Ltd

9 Prime Bank Limited 31| Finabank

10 | Co-operative Bank 32| Victoria Commercial Bané L
11 | National Bank of Kenya 33| Guardian Bank

12 | Oriental Commercial Bank 34 Investments andtlybmges

13 | Citibank N.A. 35 | Development Bank of Kenya
14 | Habib Bank A.G. 36 | Fidelity Commercial Bank
15 | Middle East Bank (K) Limited 37| Housing Finance

16 | Bank of Africa Kenya Ltd 38| Diamond Trust Bank

17 | Dubai Bank of Kenya Ltd 39| K.Rep Bank

18 | Consolidated Bank of Kenya Ltd 4( Equity Bank

19 | Credit Bank Ltd 41 | Family Bank Ltd

20 | Trans-National Bank 42| Gulf Bank

21 | Chase bank (K) Limited 43|  First Community Bank

22 | CFC Stanbic 44| UBA
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