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ABSTRACT
The banking industry in Kenya has been on the ugwand in terms of growth and
development. This has led to an increase in thebeuraf banks in the country and
opened an environment for serious competition. lke@pmmercial Bank being one
of the leaders in the market has not been leftimuhe competition. The bank has
managed to expand its network not only in Kenyaadsid in the entire East African
region. The East African Community (EAC) is a regiborganization mandated by
the Governments of Kenya, Tanzania, Uganda, RwandaBurundi to spearhead the
East African economic, social and political agernidee treaty for the establishment of
the EAC was signed in November 1999 and entered forice in July 2000. The
treaty sets out a bold vision for the eventualigatfon of the EAC Partner States. It
sets a Customs Union (CU) as the first step ofgiatiion. Kenya Commercial Bank
has been benefiting from the integration and gromtimentum in the East African
Community (EAC) which has become one of the moltarit economic regions in
the world. However, despite impressive increasesrade between the five EAC
partners in recent years, there is still a largeapped potential. EAC trade could
increase several-fold if unnecessary restrictiortsade-particularly non-tariff barriers
(NTBs) were removed. Despite being one of the leatethe industry, the bank has
not been exempted from the challenges resultingh fTBs. The study sought to
establish the effects of NTBs on Kenya CommerciahBLimited in East African
Common Market. The study adopted a case study apprdQualitative data was
collected from Head of Trade Services in Kenya Cemual Bank Head Office,
Nairobi and was analyzed by use of content analyi$ie research findings indicate
that Kenya Commercial Bank benefits from the Comnerket as there is free
movement of all the factors of production such espgbe capital, goods, labour and
services across borders and as result boostedrale and investment and made
region more competitive and productive. There modree movement of workers
between Kenya and Rwanda and it only takes 30 ftaysitizens to be given work
permits. However, there are plans for citizens tartsusing their national identity
cards as travel documents in bilateral arrangentbatsseek to motivate other EAC
members to drop the use of passports. The findialgs indicate that Kenya
Commercial Bank also partnered with Visa and laedcits MeCash prepaid card to
allow users to make payments with more ease amdldw its customers to manage
their finances by eliminating the need to carryhc&arthermore, the findings indicate
that Kenya Commercial Bank has regional businessiragty blue print as a way of
safeguarding its customers and regional busine€B Kigned a Memorandum of
Understanding with Uganda’s Kenswitch, Rwanda’s igwand Tanzania’s Umoja.
Its goal is to expand the entire African continant move towards having a cashless
economy. There is also the aspect of Real Time G&ttlement system (RTGS),
where settlement is made within a day as comparéiet previous two or three days
taken to receive money. The findings also indi¢chtg Non-tariff barriers are said to
be higher in Tanzania than any other EAC and tkisbécause of Tanzanian
bureaucratic system and government foreclosure thatsare highly in favor of the
borrower thereby making banks such as KCB not #@shin housing market. The
study concluded that Kenya Commercial Bank has geth#o penetrate and expand
within EAC in spite of the NTBs. However, therellstieeds to be harmonization of
legal and regulatory framework within EAC in order the bank to achieve positive
results.
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CHAPTER ONE

INTRODUCTION

1.1Background to the Study

The East African Community (EAC) launched a regia@mnmon market in July 2010
which was followed closely by the full implementati of the customs union, realized
after a five-year transition period. While all thartners have been able to eliminate a
significant proportion of tariffs on intra-EAC tradand agree on a common external
tariff, there has been more limited progress inresking trade restrictive non-tariff
measures (NTMs), which are referred to as nontfaaifriers (NTBs). The EAC Customs
Union Protocol makes specific reference to the needliminate NTBs and to refrain
from imposing new ones. Recognition of the impac&anf reducing NTBs has resulted
in Partner States and the EAC Secretariat devatorgsiderable time and attention to

identifying specific measures of removing NTB. (Sem M. F, 2010)

NTBs on banking are generally understood to refexrty measure other than a tariff that
causes banking charges distortion. A banking chdigertion exists where the price of a
product/service at the border diverges from the ekimm price and can result from
regulations or administrative procedures whichiamgosed to serve a specific objective
such as ensuring another country banking industigty, or addressing banking product
safety or economic issues. The pursuit of such dtimeolicy objectives is quite
legitimate; however, in many cases the regulatomlicigs, procedures, and

administrative requirements are implemented in amaathat effectively discriminates



against imports services relative to domestic pctgluneant to be exported to other
countries, constraining businesses. The rise imprence of NTBs mirrors the reduction
of tariffs in progressive rounds of trade liberation at the multilateral and regional
levels. For instance, the multilateral agreemeifthhe World Trade Organization have
focused on developing core principles for addregBliiBs, including transparency, non-

discrimination, and proportionality.

1.1.1 Concept of International Business

International business means carrying on businetbgtees beyond national boundaries.
These activities normally include the transactibreconomic resources such as goods,
capital, services (comprising technology, skillebdur, and transportation, among
others.), and international production. Productimay either involve production of
physical goods or provision of services like bagkifinance, insurance, construction,
trading, and so forth. Thus, international businaskides not only international trade of
goods and services but also foreign investmenteaally foreign direct investment.
(Everist & Mugoya, 2009)

The nature of international business focuses oeetlioroad areas mainly; participants
(individuals, firms, governments or countries, NG&fsl international organizations such
as East African Community Customs Union), actigitiexports, imports, Foreign Direct
Investments, Capital provision, Licensing, contregt and Joint Venture) and
Environment (political, social, cultural, legal, y#ical, technological, competitive and

distributive forces. (Jepma and Rhoen, 2002).



International trade that is regulated through regioschemes affecting Non-Tariff
Barriers can best be illustrated through a few gdam A good example can be seen
where a truck from Mombasa destined for Kampalasgbeough eight weigh-bridges
and that excludes the weighing done before theockrgves the loading zone. Each of
them are characterized by lengthy traffic jams dathys with a truck spending at least
one hour at more than three weigh-bridges betweemlAsa and Kampala. These
delays contribute to a major hindrance to Eastcafrinternational trade. (Odhiambo,
2010)

In some cases, maize and beef cattle traders poeed to be paying a bribe at any of the
customs clearance points along the trading routéh the amount of the bribe
determined by the consignment value. Bribes areallysinitiated and paid to customs
officials to shorten the process of clearance stoasave a quicker release of goods.
Some customs officials may ignore some cumbersoroeepses if they are offered a
bribe. Such fees do not only hinder trade facibtabut also undermine the spirit of East
Africa Cooperation. (World Bank, 2008)

Moreover, there are varying requirements on comialetaucks used in transit traffic,
bottlenecks in offloading imports at the Port of milmasa and Dar-es-Salaam port,
unrealistic grace period on imports before applcabf demurrage, and application of
insurance bonds even on goods traded within themef©dhiambo, 2010)

Other barriers include police road blocks that@eeceived by traders as very expensive
in terms of time lost and monetary cost incurrederkE though road blocks improve

security along major highways, the cumbersome atear at such roadblocks is time



wasting and is coupled with corruption mainly inrfoof bribery. (Everist&Mugoya,
2009)

1.1.2 Non-Tariff Barriers (NTBS)

By definition, any restriction imposed on the frié@w of trade is considered a trade
barrier. Trade barriers can either be tariff basti¢hat is levy of ordinary customs duties
within the binding commitments undertaken by th@asyned country (in accordance
with Article 11 of GATT), or non-tariff barriershat is any trade barriers other than the
tariff barriers. However, since NTBs appear in tbhem of rules, regulations and laws
that have a negative impact on trade, the Easta@iriCommunity (through the East
African Business Council-EABC), defines Non-Taiférriers as quantitative restrictions
and specific limitations that act as obstacles radd. They arise from policy
interventions by governments and authorities in flieem of government laws,
regulations, policies, conditions, restrictions smrecific requirements, procedures and
processes, private sector business practices bibtions that affect trade in goods or
protect the domestic industries from foreign corntjpet (World Bank, 2008).

Non-tariff barriers to trade include; import policharriers, anti-dumping and
countervailing measures, standards, testing, lajpeind certification requirements,
export subsidies and domestic support, serviceidrafrgovernment procurement and
lack of adequate protection to Intellectual Prop&ights. Others include; import quotas,
levies, embargos, sanctions, special licenses,asamable standards for the quality of
goods, bureaucratic delays at customs, exporticgstrs, limiting the activities of state

trading, and export subsidies. (World Bank, 2008).



1.1.3 East African Community

There has been a relatively long tradition of atitsrio integrate the economies in East
Africa. Starting in 1948 with East African High Camssion, several attempts have been
made to foster deeper integration of Kenya, UgamthTanzania. With different reasons
playing a confounding role, most of these effomslfy failed. However, the most recent
attempt, the new East Africa Community (EAC) reactag beyond the failed ones in the
past. It was agreed on in 1999 and envisagestiiesestablishment of a customs union,
then a common market, monetary union and ultimasefpolitical federation. The first
step was the establishment of EAC customs unionvtha planned for November 2003.
It aimed to eliminate all remaining intra-regionatiffs and to remove non-tariff barriers

and introduce a common external tariff, World Bankvey (World Bank, 2008)

The East African Community Customs Union (EACCU)meoenced its operations
within Kenya, Tanzania and Uganda on 1 January 2BQEindi and Rwanda acceded to
the EAC in July 2007. At the end of 2007 the EastAfrican Community-Kenya,
Uganda, Tanzania, Rwanda and Burundi agreed orgianrdo region framework-

Economic Partnership Agreement (EPA) with the EaaspUnion. (World Bank, 2008).

1.1.4 Banking sector in Kenya

The history of Kenyan banks dates back to 1896 wherNational Bank of India opened
an outlet in Mombasa. Eight years later in 1904, llank extended its operations to
Nairobi, which had become the headquarters of #pamding railway line to Uganda.

(Annual banking survey, 2013)



The next major change in the bank’s history cam&dis8. Grindlays Bank merged with
the National Bank of India to form the National aGdindlays Bank. Upon Kenya’'s
independence in 1963, the Government of Kenya aedj#0% shareholding in National
&Grindlays Bank in an effort to bring banking cloge the majority of Kenyans. In
1970, the Government of Kenya acquired 100% owmershthe bank’s shares to take
full control of the largest commercial bank in Kanyational and Grindlays Bank was

renamed Kenya Commercial Bank. (Annual bankingeyr2013)

In the 1980's and early 1990's, several countniegeveloped, developing and transition
economies experienced several banking crises requat major overhaul of their

banking systems (IMF, 1998). Kenya has experienuaoking problems since 1986
culminating in major bank failures (37 failed bards at 1998) following the crises of;
1986 - 1989, 1993/1994 and 1998 (Kithinji & Wawer007). Presently, several
developed countries including the USA are experrena banking crisis. For example
the Citibank group alone, has written off more ti&&9® billion in losses (Elliot, 2010).

Despite the problems facing the global financiarke Kenyan banks have remained
relatively stable. Clifford (2012) attributes ths a combination of regulatory discipline

and cultural growth strategy among Kenyan banksatst African common market.

Despite the considerable body of banking literathieg has been conducted to examine
the relationship between banking growth and impedits to that growth in various
countries as well as industries (Sheridan, 199R¢ret is very little literature that
recognizes Non-tariff barriers on banks within tbentext of a common market,

particularly on how Non-Tariff barriers affect lddeanks in east Africa common Market.



Everist & Mugoya (2009) point out that NTBs stardsthe center from which all other
factors that impede common market success areedkrlv is believed that Non-Tariff
Barriers though might have been outlawed in theafijrdor East African Community
(EAC) and the East African Customs Union protocbl2006; their impacts greatly
hamper the ease of doing business for both immoatied exporters. Moreover, they often
end up having a cost implication. This paper s¢ekind out the extent to which Non-
Tariff barriers affect Kenyan banks growth to EAgican Common Market by studying
how it has impacted on KCB, East African largestkbaterms of assets and regional

presence.

1.1.5 Kenya Commercial Bank Ltd

The Bank’s vision is to be the preferred finansialutions provider in Africa with global
reach. Its mission is to drive efficiency whilsioging market share in order to be the
preferred financial solutions provider in Africattviglobal reach. The KCB Limited
group is the largest financial services group istEdrica, with an asset base estimated at
over US$ 4.5 billion. As of march 2014, KCB grougdnthe widest network of banking
outlets covering Kenya, Uganda, Rwanda, Southeda®uranzania and Burundi backed
by over 290 automated teller machine outlets. Thekbhas a wide network of
correspondent relationships totaling to over 206kbaacross the globe for a seamless
facilitation of their international trade requiremt® The history of Kenya Commercial

Bank dates back to 1896 (KCB booklet, 2014).

KCB has experienced tremendous growth since thdoth infrastructure and business

volumes. Currently, the bank serves close to foilliaom customers spread across the



region and boasts the largest balance sheet ofraigenous commercial bank in the
region (over USD 4.5 billion). The Bank providewiae range of banking services; from
corporate banking and trade finance products thrqugpositions for small to medium
enterprises and individual clients, to mortgagariite and credit card facilities. The Bank
reviews its products and services to tailor themspecific customer needs and add
variety to their offering. As a regional bank,stgommitted to working with other stake
holders to boost the region’s capacity to condwatlde among members. This was
realized by providing an improved information teclugy platform that facilitates online
real-time one-branch banking, fast transmissiopafments and easy access to funds
wherever their customers may be in the region. @dnks’ ultimate dream is to be a Pan-
African bank, supporting growth and developmentdamajority of people in Africa in

the foreseeable future.(KCB booklet, 2014).

The management at KCB views Non-Tariff barriersaasritical impediment to East
African Integration process. This is evidenced bg strategic objectives of the bank.
KCB’s senior management and regional board memtrérsally value communities in
which they operate in. For instance, KCB contintesponsor peace talks in Sudan,
automation of payment systems, sponsoring secumitiatives and other initiatives

geared towards reduction of NTBs to trade. (KCBKbeip 2014).

1.2Research Problem
Success of EAC integration occupies an importaatelin the list of main concerns of
the member states governments’ .This is becausenerside it helps in strengthening

economies and political structures of the membites and on the other it reduces both



tariff and NTBs which reduce trade within the conmmoarket. Researchers link strong
common market with lesser barriers to trade. Muckasly work on EAC tends to focus
on broad factors impacting on EAC common markeer&hseem to be less research on
NTBs and their impact on banking industry in thenteat of EAC common market,

which this study seeks to investigate (World BaokvBy 2008).

For the Management at Kenya Commercial Bank, thaceat of East African
Community integration success is just as importmit is for any other organization
keen on improving its performance through regiengdansion. This is why the Bank has
rolled out aggressive regional expansion and ctlyrdras branch operations in all the
EAC members’ states. The aim of this regional espmanprogramme is to fast truck
strengthening of EAC common market on one hand jpgrexiating their internal
customer with businesses across the region antleonther serve the external customer
better. There is a renewed energy in the compamvamp and be a leading Pan African
bank. This therefore means that there is a gennoeed to interrogate whether this
renewed energy to transform KCB as a pace setteA integration is justified. That is

the very reason why this study is being conductehliatime. (KCB booklet, 2014).

The following studies have so far been done locatlytrade in East Africa Community:
(Shiluli, 2009) on the influence of EAC Custom Umion the operations of East African
Breweries limited operations; Gachangi, 2012) an Hffects of EAC Common Markets
on Cross Border Business for Kenya Association ahufiacture’s members; The closest
studies so far were by (Kigen, 2012) on Factortuérfcing regional Trade within the

EAC Common markets.



Research findings keep changing with time suchlett happened a year ago may not
hold now (Opande, 2006). It is evident from theefpring research Literature that no
previous study, at least in Kenya, has exploredetktent to which Non-Tariff barriers
impact on Banking industry in EAC Common Market andre so in Kenya Commercial
Bank. Even the foregoing studies that were dordffarent contexts do not clearly bring
out the extent to which Non-Tariff barriers impact banking industry within a common
Market. Therefore, it is not in dispute that thexésts a knowledge gap and this is an area
worth further research, a research that would uhabae exact nature of the impact of
NTBs on banking if at all there is any. The studysato answer the question; what were
the effects of Non-tariff barriers on Kenya Comni@rdank Limited in East Africa

Common Market?

1.3. Research Objectives
The main objective of this study was to find ou¢ tbffects of Non-tariff Barriers on

Kenya Commercial Bank Limited in East African Conmmidarket.

1.4. Value of the Study

Elimination of Non trade barriers within EAC was pexted to promote regional
investment levels, spur economic growth, scale xgha&ange of goods and services,
promote socio economic cooperation within which ldodirectly contribute to the

improved political and trade relations. This is dwethe fact that each country has
something to produce and offer to others basederheory of comparative advantage.

(Odhiambo, 2010).

10



The study was of critical importance to empiricdilyd out the extent to which NTBs
impact on KCB Limited in EA common market. It sotugh find out the extent of NTBs
to trade in the context of banking in EA common kearby looking at KCB as a case

study.

The findings of the study are expected to bené#t Government, through the East
African Community Customs Union (EACCU), Europeanidah (EU) and Economic
Partnership Agreement (EPA) in formulating interoiadl trade policies. The study will
also form a basis for future researchers and acaderm who may be conducting
research on Non-Tariff Barriers to Trade and resultecondary data for other related

studies.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter reviews literature by previous scleokand authors on the topic of study.
Section 2.2 covers theory of Regionalization. $&ct2.3 covers advocating for free
trade. Section 2.4 covers Trade Protectionism.i@e@t5 covers Barriers to Exportation

and Section 2.6 covers Technical Standards andiHReabulations. Theoretical

2.2 Theory of Regionalization

For slightly over a hundred years, formal regiaration has been part of the East
African political landscape. Regionalization comrmeh during the colonial period as an
effective tool of colonial management. During thiate, Britain and Germany perceived
the region as one economic unit and sought to aoatel it as a regional bloc. They did
this through the creation of the East African Commdarket, which became fully
functional in 1927 and stipulated the terms of atams arrangement between British
East Africa and German East Africa. Within this enon market, the three East African
states shared a common currency, a joint incomedaxd, a joint economic council, and
a single East African high commission. There welso aover forty East African
institutions in the field of research, social seed, education, training and defense

(Kasaija, 2006)

As independence loomed, African leaders from thieettEast African states supported

deeper integration in the region. For instancesiBeat Julius Nyerere of Tanganyika

12



(Tanzania) was willing to delay the country’s indegdence for a year so that the East
African states could simultaneously gain independeand establish an East African
Federation. In June 1963, discussions were hetaio a way forward for the creation of
a political federation in East Africa. During theeating, the support for a unified East
Africa was evident when key leaders of the regimpleatically issued a joint declaration
that “we believe a political federation of East idé is desired by our peoples. There is
throughout East Africa a great urge for unity amdappreciation of the significance of
federation” (Kasaija, 2006).

The enthusiasm for political unity and its subsequappeal for an East African
federation diminished dramatically after indeperaenThis was mainly because the
newly independent states were reluctant to disstile@ sovereignties into the supra-
national regional scheme. Moreover, ideologicaledénces that emerged as a result of
the alignment of African states with either the-papitalist West or the pro-communist
East derailed and eventually led to the collapsth@fEast African Community (EAC) in

1977 (Delupis 1970)

Regionalization in East Africa reemerged in the vakthe end of the Cold War and the
remodeling of the study of regionalization as “nesgionalism”. This new approach is
characterized by several changes. While earlialiesufocused on formal state initiated
regionalization, new regionalism incorporates theler of non-state actors in
regionalization processes. Furthermore, unlike ipress studies that fell within the
framework of a bipolar world, recent studies fadgtothe multipolar transformation that

is taking place in international politics (Schuttizal. 2003; Hettne & Soderbaum, 2002).

13



This transformation has given rise to new secuttycerns, resulting in the assimilation

of new regionalism and security studies (Turner®2@awcett et al. 1998)

Within this context, new regionalism is seen agrategy through which actors can cope
with global security and development transformagjogiven that threats and challenges
in today’'s complex and diverse world cannot be ade&zly addressed within the
framework of the state-centric Westphalia systeartHermore, the evolving multipolar
international system has empowered all stakeholdevelved in regionalization
processes in Africa. The end of the Cold War ughenea new era of freedom that
enables both state and non-state actors to fregjgge with those whom they could not
have comfortably dealt with inside of the confinilggological and political constraints
of the bipolar world. In spite of the post-Cold Waevelopments, integration in East
Africa has been at best lethargic and to a largengxmanifests the characteristics of an
anachronistic, state-centric, Cold War regionaimatprocess.(Turner 2009; Fawcett et

al. 1998)

2.3 Advocating for Free Trade

Free trade also known as laissez-faire is a pdbigywhich a government does not
discriminate against imports or interferes with @tp by applying tariffs (to imports) or
subsidies (to exports). A free trade policy does mecessarily imply however that a
country abandons all control and taxation of impahd exports.(Thompson, Henry,

2000).

14



2.3.1 Benefits from Free Trade

In Franklin’s case for free trade, he gives a gfrangument of the benefits from free
trade. The principle of comparative advantage destnates that for the world free trade
leads to a higher level of output and income thartrade. Free trade also enables each
nation to obtain a higher level of production amhsumption than can be obtained in
isolation. Under perfect competition, free tradeniages a worldwide allocation of
resources that meets the requirements optimatiig. impossible to make anyone better
off (through allocation) without making someoneeeisorse off. Free trade achieves
equality between each country’s marginal rate ahgformation in production (MRT)
and its marginal rate of substitution in consump{BIRS) and the international terms of
trade (ITT). In contrast, trade barriers prevens tbquilibrium condition by creating
divergences between the domestic and internatipriaés of tradable goods. Hence,
under protection, MRT=MRSTT. It follows, therefore, that trade barriers saua
suboptimal allocation of the world’s factors of guztion and a lower world real income

than would exist under free trade.(Thompson, He209p0).

Comparative advantage is the foundation of intéonat trade and one of the most
universal principles in science. Nations, firms, mdividuals that ignore their
comparative advantage will be less efficient antimaltely not as well off as with
specialization and trade. Protectionism restridie ultimate beneficial effects of
exploiting comparative advantage through free tr&tetectionism restricts international
trade, lowering national income and distributingdme more unevenly. Economists have

yet to persuade governments to give up protectienjfhompson, Henry, 2000).
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2.3.2 Extending market abroad

As most nations and regions continue to become imeodved in the world economy, it
is critical that the states, in their economic depment efforts, explore the foreign trade
structure of their economies to obtain a clearateustanding of where their industrial
comparative advantages lie. With this knowledgstade will be able to maximize the
benefits of foreign trade as it more efficientlygets its limited economic development
resources. (Jepma and Rhoen, 2002)

Trade has played a vital role in the developmennho$t economies. Trade is an engine
of growth. The contribution of international tradeso immense that few countries could
become self-sufficient even with the greatest €ffGontemporary economies have been
shaped by the international trade and specializatib the past, and their continued

viability is closely dependent on the world econoif@avusgil and Czinkota, 2001)

But even countries that are able to supply thein g@oples with the basic necessities of
life out of domestic production would be faced wdh unbearable decline in living
standards if they were cut off from internatiomalde. Manufacturing industries would
also face many difficulties. Without imports, maraw materials would no longer be
available and inferior substitutes would replacenth Domestic supplies of other raw
materials would no longer be supplemented by ingpahd their prices would rise to
increase costs of production all along the linee Toss of export markets would also

cause severe dislocations in many manufacturingsimes. (Root, 2000).
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2.4 Trade Protectionism

It is much more difficult to find the theories arh®lars advocating trade protectionism
through literature reviews compared to free tr&id.there are still several arguments for
protection, such as national security, infant itdysand diversification analyzed by

Franklin.(Root, 2000).

2.4.1National Security Argument

One of the reasons to protect national industrihes need to maintain an ‘adequate’
national defense. Even Adam Smith, the veneraltefaf free trade, wrote in 1776 that
‘defense is much more important than opulence’ (Adamith, 1937). The problem lies

in defining the specific requirements of nationafahse and the proper way to meet
those requirements. Otherwise the national secariggpument may be used to justify
complete self-sufficiency or the protection of amdustry. Since most producers

consider their activities essential to the defeokéheir country, the national security

argument is particularly subject to abuse.

2.4.2Infant Industry Argument

In its traditional form, the infant industry argunteasserts that a new industry which has
a potential comparative advantage may not getestart a country unless it is given
temporary protection against foreign competitiorostloften, the argument stresses the
necessity of protected domestic markets that vifltrcan opportunity for economies of
scale in production. Protection would enable lanahufacturers to get competitive with

foreign manufacturers who already enjoy economiescale. Moreover, it would also
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afford local producers the time to improve theiillskin management, production,
marketing, and the application of technology. Onoepetitive strength was built up,

protection would be abandoned for free trade. (8¢eddsen-Kragh, 2001)

The diversification argument for protection is adly two arguments that commonly
masquerade as one. One argument urges import flootes a means to bring about a
diversification of exports so as to lessen insigbiin export income. The second
argument proposes import protection as a meanschievae diversification in the

domestic economy and thereby promote economic graBath arguments are put forth
mainly by representatives of the non-industrialyedeping nations. (SorenKjeldsen-

Kragh, 2001)

2.5 Barriers to Exportation

Most nations have a distinctive linguistic and ordt identity in addition to a basic
political identity. But in Franklin Root’s opinionthis is not always true, for example the
nations that have more than one official language more than one cultural group in
their populations. Moreover, several nations magresha common language and a
common cultural heritage. Nevertheless, it is thag people tend to be like each other in
more ways when they belong to the same nation Wiaen they belong to different
nations. Hence, international trade, unlike motrinegional trade with nations, involves
persons of different languages, customs, attitwkdses, and other cultural traits. (Root,

2000).
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The policy instruments used by governments couic hmature and economic effects to
the flows of goods and service in the world econoihe traditional policy instrument is

the import tariff. But government also resorts ttewildering variety of measures to
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tariff trade barriers (Root, 2000).

2.5.1 Tariffs Trade Batrriers

Tariffs may be designed to collect revenue for gogernment or to protect domestic
industries against foreign competition(Root, 20@0prder to perform revenue function
better, governments have to set the tariffs rateproper level (not too high actually) to
maximize tariffs revenue. Thus import tariffs apgliby this purpose cannot be regarded
as tariff barriers. As tools of national economigslicy designed to regulate the
international trade of a nation, normal tariffs leotions are commonly acceptable
methods also, especially in previous industries ageually only those extremely high
and additional import tariffs as quantitative measuof restriction are the real tariffs
barriers, i.e. surcharges with emergency, shoedligharacter. That is the real protection

function of the tariff.

2.5.2 Non-Tariff Trade Barriers
As the industrial countries have progressively tewiff rates under the auspices of the
GATT and WTO, non-tariff trade barriers have becam@e and more prominent, and

are used more generally and frequently. (World B20K8).
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Quantitative measures of restrictions ordinarilgetahe form of import quotas that are
administered by the issuance of import licensemdovidual traders. Import quotas are
applied in three major types throughout the world, unilateral quotas, negotiated
bilateral or multilateral quotas, and tariff quotémport quotas are commonly regarded
as restrictions on quantities, which are more ®ffit to limit importations. However

international trade disputes rose more easily duigeiquent applying this tool of trade

protection. (World Bank, 2008).

According to the ‘Agreement on implementation otiéle VI of the General Agreement
on Tariffs and Trade 1994’ dumping exists ‘if thepert price of the product exported
from one country to another is less than the coaigarprice, in the ordinary course of
trade, for the product when destined for consumpitiothe exporting country.’(Jepma
and Rhoen, 2002) Franklin describes dumping like, giractice of selling a product in
one national market at a lower price than thatwbich it is sold in another national
market. Dumping, therefore, is price discriminatlmetween national markets. Although
persistent dumping benefits the importing countgy improving its terms of trade,

governments consider all forms of dumping by faneigroducers to be bad.
Consequently, many governments have anti-dumpigglagons that usually involve a
remedial or punitive anti-dumping duty. It is wigetecognized that anti-dumping

regulations can easily be used for protection agdéoreign competition.

Dumping and anti-dumping have already been siganifiy global issues in recent years.

As a type of legal tool to maintain impartial tragéhin the framework of WTO, anti-
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dumping is frequently applied by many countriesptotect domestic industries and
markets. From economics perspective, when impouhitg and export country have
similar factor proportion, the competitive advamagn trade mainly depends on
economies of scale, products differentiation andketastructure (Yao, 1999). Due to the
imbalance in developing industrialization, some edeping countries with the same
factor proportion import the products characterizadh economies of scale and

uniqueness, meanwhile the disputes on anti-durmgni@gnore and more intense.

Many national governments, anxious to promote cer@omestic industries, pay
subsidies to domestic producers or exporters. Sigssmay be extended in the form of
outright cash disbursements, tax exemptions, pefal exchange rates, governmental
contracts with special privileges, or some othamfable treatment. The granting of
subsidies results in a cost advantage to the eatipso they are an indirect form of
protection. Subsidized products that move in iragomal trade tend to nullify the
protective effect of a tariff in the importing cduyn To reinstate the intended level of
protection, the importing country may impose, irdiidn to the regular tariff duties, a
special surtax or countervailing duty, which is getly equal to the amount of the
foreign subsidy. In this matter, the landed costh® domestic importer is raised by the
amount of the subsidy granted to the foreign preduar exporter by the foreign

government. (Subatomic, 1999)
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2.6 Technical Standards and Health Regulations

Governments apply many regulations to imports wetipect to safety, health, marketing,
labeling, packaging, and technical standards. Algiogenerally desirable on social
grounds, such regulations may discriminate againgborts by imposing greater

hardships on foreign than on domestic producersa® of the increasing technical
nature of products, rising living standards, anca@ressures, a continuing proliferation
of technical and health regulations are expectdte @bove mentioned are several
frequently used typical non-tariff barriers, futthmwre, new non-tariff barriers are

continually created as governments respond to ¢hgngrcumstances. (World Bank,

2008).

The World Trade Organization (WTO) is the only glbbnternational organization

dealing with the rules of trade between nationsit&\theart are the WTO agreements,
negotiated and signed by the bulk of the worldading nations and ratified in their
parliaments. The agreements were negotiated anddigy governments. The goal is to

improve the welfare of the peoples of the membentaes. (Subatomic, 1999)

22



CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction
This chapter covers the research methodology tleet wsed in the study. Section 3.2
covers the Research Design. Section 3.4 covers Datkection. Section 3.5 Data

analysis

3.2 Research Design

The research was a case study on Kenya Commerais’'8 Ltd effects of non-tariff
barriers in East African Common Market. AccordingKothari, 1990), a case study is a
form of qualitative analysis that involves a catefnd complete observation of a social

unit.

3.4 Data Collection

The primary data was collected from the managimgctior at KCB-Kenya headquarters
through an interview guide. The interview guide lugded both structured and
unstructured interview questions. These questioasevadministered by the researcher
interviewing at KCB. The information sought wasated to the challenges faced when
dealing with non-tariff barriers while venturingtennew markets within East African

common market and how they managed those challenges
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3.5 Data Analysis

Content analysis was used to analyze the data.rdiegpto Kothari (1990), content
analysis consists of analyzing the contents of nmary materials such as magazines,
books, newspapers and the contents of all othdyalenaterials which can either be
spoken or printed. It is a technique of making refees by systematically and
objectively identifying specific characteristicsrobessages and using the same to relate to
trends. Content analysis examines the intensitlp which certain words have been used
and systematically describes the form or conteut @nspoken material. (Kombo and

Tromp, 2006)
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

The objective of this study was to find out theeefs of non-tariff barriers on Kenya

Commercial Bank Ltd in East African Common Mark&timary data was collected from

Head of Trade Services at the Kenya Commercial Betnthe bank’s headquarters in
Nairobi, Kenya. The data was analyzed by makingrarices from the views expressed
by the Head interviewed by the researcher. Tharfgedwere presented in the order of

the questions as shown in the interview guide.

4.2 Kenya Commercial Bank Subsidiaries

In 1997, Kenya Commercial Bank (Tanzania) limiteaisvincorporated in Dar-es-Salam,
Tanzania to provide banking services and promadsscborder trading. Since then the
bank has 11 branches. In quest of his vision: ly @06, KCB extended its operations
into Southern Sudan to provide conventional baniseryices. The subsidiary has now
11 branches. The second last addition to the K@alyacame in November 2007 with

the opening of KCB Uganda which has 14 branche®doember 2008 KCB Rwanda
began its operations with one branch in Kigali. l€atly there are 9 branches. The
newest addition to KCB family came in May 2012 K@irundi which started its

operations with one branch in Bujumbura. Curretiibre are 2 branches.
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4.3 Non-Tariff Barriers in East African Common Mark et

The rationale for the East African Common Marketaiscinating. It has the potential to
build economies of scale, accelerate competitiversesd bring the region closer to
achieving its dream of a single investment destnatThe Common Market can enlarge
opportunities for the private sector and uplift tiveng standards of its citizens in a way
that no Partner State can do on its own. Howewdrekecution of the Common Market
is a challenging task. It calls for strong implertadion by all parties, predominantly the
Partner States so as to deliver the rights andiéree enshrined in the EAC Common
Market Protocol. This necessitates a robust enattmmycle which includes planning,

implementation and monitoring of progress.

East African Common Market faces a number of NTB®m@g them being customs
documentation and administrative procedures whitiude non-standardized systems
for import declaration and payment of applicabléydates; cumbersome procedures for
verifying containerized imports; non-acceptanceatificates and trade documentation;
incorrect tariff classification limited and uncoordted customs working hours, different
interpretation of the rules of origin and non-adeepe of the certificate of origin;

application of discriminatory taxes and other cleargon imports originating from

member state.

Other NTBs that East African Common Market facedudes; immigration procedures
including non-standardized visa fees, cumbersome auplicated immigration

procedures. Quality inspection procedures suchedeysl in inspection of commercial
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vehicles, cumbersome and costly quality inspectfioocedures, unnecessary quality
inspections (including of products certified byemationally accredited laboratories);
non-standardized quality inspection and testingcgaores and varying procedures for

issuing certification marks.

Business registration and licensing which includesying business registration
procedures and lack of preferential treatment toCEériginating businesses versus
foreign originating businesses, which makes crasddr registration of business a
problematic process, cumbersome and expensive -latemsive processes used in
business names chase, registration and paymenertihgnt charges, multiplicity of
licenses used in production and distribution anlé & goods thereafter resulting to

duplication and inhibitive cost of doing businesshe region.

4.4 Effects of Non-Tariff Barriers on KCB Ltd in East African Common Market

The respondent was asked how CBK regulates andrnsspe Kenyan banks with
subsidiaries and branches outside the countrya#t @stablished that Kenya Commercial
Bank is regulated and supervised by Central BanKasfya (CBK). CBK'’s regulatory
and supervisory purview spans athwart the entioeigrof corporations since risks that
may affect the steadiness of the bank may emamate &ny of the members of the
group. Furthermore CBK in conjunction with the EAgican Community member states
and other regional Central Banks have embracedhihay of supervisory colleges as
part of the supervisory framework for regional bagkgroups. According to the

respondent, a supervisory college is a forum oklensupervisors to share knowledge
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and information on regional banks. Through superyiscolleges, CBK and other
regional Central Banks are competent enough to pterthe stability of the regional

banking system.

The study established that Kenya Commercial Baldgsl requirement in compliance
with Non-Tariff Measure is governed by the ComparAet, the Banking Act (Cap 488),
the Central Bank of Kenya Act and the various pntidé guidelines issued by the CBK.
It was gathered by the respondent that CBK falldeurthe Ministry for Finance which is
responsible for formulating and implementing monetgolicy and fostering the

liquidity, solvency and proper functioning of thedncial system.

The study also established that Kenya CommerciakBa one of the banks that took
advantage of the Common Market and have since dpbrenches in other Partner
States. The Common Market provides for free moverf@mall factors of production,
namely free movement of goods, labour, people,tabapnd services across borders,
which have significantly, boost trade and investteeand made the region competitive,
productive and prosperous. KCB is granted licenseoperate within East Africa
Common Market and this is based on the Bank's c@dioe to comply with all the
necessary documentation procedures required byainetry. These permits are renewed

annually.

Furthermore, the respondent gathered that Kenyd&arahda have fully freed movement

of workers between themselves which has since segehange of labour in the two
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states. Kenya took advantage of this by eliminatogk permit fee for EAC citizens and
this speeded up the process of applying for worknfie to work in other EAC states
which only takes 30 days. KCB adopted this by ventu within East African
Community and deployed some of its employees isdhregions for business continuity.
Additionally, it was established that Citizens aériya and Rwanda will start using their
national identity cards as travel documents in latdnal arrangement that seeks to
motivate other East African Community (EAC) membiergirop the use of passports at

their borders.

However, despite the achievements of the EAC commuarket, the respondent
mentioned that the region is still facing implenaiun difficulties which have slowed
down the full integration process. The biggest lurémains the implementation of the
EAC Common market protocol where partner states aaticipated to domesticate
institutional, legislative and regulatory changgkso the region is faced with inadequate
and weak legal and regulatory framework and in samtances; new laws have to be
developed. Partner states are also grouchy of ddick broad based regional services

private sector platform to increase public priviai&s with service sector.

It was established by the respondent that langbageers also pose major challenges.
Countries belonging to a regional economic comnyumt most cases have different
official and national languages. A good exampleéhis EAC, the official language in
Kenya and Uganda is English, in Tanzania is KisWalhile in Rwanda and Burundi it

is French, which is based on the colonial heritaigthe member states. If the Common
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Market in the EAC region is to be fully implementdtien the region requires one
common language at least for purposes of intemaciiod conducting business in the
region. Nonetheless language is closely entanglgl the culture of the people and
therefore it would be difficult to force nationad$ a particular member state to adopt a
new language for communication purposes. Howewerpéople seeking to trade within
the region, there is a compelling cause for thersttive to learn the dominant language
for trade in those respective partner states. Talenge nevertheless arises in cases

where the language barrier becomes a problemamatinployment in the host country.

The respondent was also asked some of the reguladorers facing KCB. The Head of
Trade Services Mr. John Langat said that for KG8ithplication for political risk is that

there is a measure of likelihood that political mge(in countries where the Bank has
branches such as Southern Sudan which is stiltigedly unstable) may complicate the
Bank’s pursuit of earnings through direct impaatsks as taxes or fees-or indirect
impacts-such as opportunity cost forgone. As altegpwolitical risk is similar to an

expected value such that the likelihood of a pmditievent occurring may reduce the

desirability of the Bank’s investment by reducitgyanticipated returns.

The respondent also said that Non-tariff barriees tlagher in Tanzania than any other
EAC state. The housing market remains quite riskypinks. The Tanzanian government
has yet to address problems with foreclosure lavchvis highly biased in favor of the
borrower. Contract enforcement is also a burdenBKsTill faces the challenge of

frustration with long lead times and protractedlsatent periods. More accountability is
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also needed from judges. These issues are endeitiie Tanzanian bureaucratic system,
notorious for being generally slow, often corruptianost always inefficient. Part of that
inefficiency stems from the country’s lack of s&dl labour which has traditionally

restrained private sector growth as well.

The respondent was also asked how KCB managednietrpée within EAC in spite of
the NTBs. The researcher gathered information Keatya Commercial Bank acquired
80 percent shares from Commercial Bank of RwandRB The Bank has since created
employment opportunities for locals, enhanced thervise sector through
competitiveness and brought in new technologiesreldher, the Bank has helped in
generating and increasing domestic revenues asagelew knowledge and skills among

the nationals.

The respondent also gathered that KCB partneredh Wivanda and launched a
Developers club in 2009. The club was launched whin aim of providing a unique

platform that allows both well-known and potentiastate developers to explore
opportunities to partner with local developers tmldpe the gap in the real estate sector.
The club has currently over 300 members and isssséing developers to sell their units
through KCB’s network and corporate partners. KC®aRda launched its mortgage
product in 2011 by offering a minimum of 10 per ttdaposit for first time home owners,

a minimum 20 per cent deposit for residential unitsler construction and 30 per cent

deposit for non-residential commercial properties.
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The respondent was also asked the main challeagexyfKCB in the area of Non-tariff
barriers. It was established that Kenya Commeaalk has invested up to $70 million
(Sh 7 billion) in the regional market and wants exhe implementation of the key
freedoms under the common market to ease exchdrigetors of production. The Head
of Trade Services Mr. John Langat said that theldraicks in financial services
regulatory framework has slowed down the bank’saesmn bid. Most of the difficulties
KCB encounters in regional markets are due to @iffe pace of implementing regional

agreements but there is always a clear mechanishafalling them successfully.

In matters concerning trade facilitation and wheti€B patrticipates in discussions with
the private sector over the issue, the respondatiteqed that indeed the bank does
participate however not regularly. For instance Bl has made good progress in
implementing the matrix as far as trade facilitatis concerned. Trade facilitation action
plan was prepared that makes a clear distinctitwdsn what Burundi can do alone and
what it has to work on with its neighbors, espdgiat the port of Dar es Salaam and
Mombasa-Mpulungu. Cooperation has concentratedairticplar on improving road
corridors and the creation of one-stop border pdste issues of transit and movement of
goods are now treated in the framework of regiomaégration within EAC and
COMESA. Other issues discussed include compatibibf business rules across
subsidiaries within the region. These discussiagrsuaeful as they improve turnaround

times in terms of what the bank has set to do withspecified period.
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The respondent was also asked whether Kenyan tegulxamework inhibit/enhance
EAC common market growth. It was established thahy@ is regarded as a capitalist
country unlike the other East African countries asd result, Kenya imposes numerous
rules and regulations across a wide variety ofassain imports, particularly from EAC
partner states. Where these rules and regulatienpaorly designed or implemented,
they become non-tariff barriers. The responded atgoed that Kenya is in an excellent
position to benefit from EAC integration and expatsdirade in services. Kenya being a
net importer of goods but a net exporter of sesjige was established that Kenya’'s
services have experienced dynamic growth and tleéorsdnas further potential for
expansion. However, regulatory barriers restriavises, particularly in the banking,
professional and business sectors. Service tradealization and regulatory reform are

needed to enable Kenya to benefit fully from EA@gration.

The respondent was asked whether regionalizatigranes KCB performance and it
was established that KCB has continued to playatai role in COMESA and the East
African Co-operation. It was particularly fulfillghto witness the signing of the Treaty
establishing the East African Co-operation in Aaugsly the Heads of States of the three
East African countries. The treaty ushered in a memmitment to a common in East
African guaranteeing the free movement of goodgjtaband people as well as the

removal of all tariffs and non-tariff barriers.

The respondent was also asked whether KCB hasnadimisiness continuity blue print

as a way of safeguarding its customers and reglusahess. It was established that KCB
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indeed has regional business continuity blue pif@B signed a Memorandum of
Understanding with Uganda’s Kenswitch, Rwanda’s igw and Tanzania’s Umoja. Its
goal is to expand the entire African continent andve towards having a cashless
economy. The adoption of IT solutions to delivegrvices has enabled financial
institutions to reduce spending on physical presaed on staff costs. This has brought
in huge benefits for customers in terms of speefiahbility and costs of making

payments.

Moreover, there is the East African Cross Bordgmient System (EAPS) that uses the
Real Time Gross Settlement system (RTGS), which deen operational since 2005
where settlements are made immediately unlike tegi@us two to three days taken to
receive money. The respondent gathered that thiersys expected to ease money
transfers within the region, where regional trad#dumes are growing. Unlike the

previous system that involved using a third pamyrespondent bank, the new system
allows someone to walk into any commercial bankhe region, and ask to transfer
money across the border. The only challenge thatseis that there must be a currency
conversion first. A monitoring system has sincerbi@stalled to curb any risks involved.

It was also established that following a recent EAg€ads of state summit in Kampala,
Ugandan traders will be able to transfer moneysschmrders in the East African region
within a day thanks to a new initiative that hateiidinked the region’s central banks.
The initiative which was part of the projects by tBast African Community member
states to grow their capital markets has takenckife Uganda, Kenya and Tanzania

while Rwanda and Burundi are expected to join later
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The respondent also gathered that Kenya CommeBaiak (KCB) in partnership with
Visa has launched its MeCash prepaid card to allsgrs to make payments with more
ease and to allow its customers to manage theinées by eliminating the need to carry
cash. KCB and Kenya Bus Service unveil a cashlegsnpnt debit card for their
commuters dubbed Abiria Card. The card is Mastet@aabled and allows commuters

to pay their fare as well as use other bankingicesy

Kenya Commercial Bank is well-known for its diveéysand growth in the region and is
presently strengthening its support for group ofpema and business with the aim of
maintaining best practice and at the same timeoreipg to the growing business needs
in order to support internal and external custosegvice delivery objectives and increase
shareholder value. In doing so, the respondentgadhthat the bank has since launched
M-Benki services, which would enable customersdodow and save money online. The
M-Benki service is planned to utilize Safaricom'smay transfer service commonly
known as M-Pesa. The Bank hopes to reach an estinidt million unbanked Kenyans

and more people across East Africa.

The respondent was asked the main difficulties @B experiences in achieving
compliance with national standards. It was esthbtisthat KCB experiences system
challenges where the bank is unable to instituteasimIT operations especially during
end month. This results to slow teller and ATM ousér service and as a result the
customers either change pay point or avoid makiagsactions on such dates. Also, it

was established that there is the challenge obémé having many local currencies with
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different tax regimes that are involved while doimigansactions within the six
regions.(Kenya, Uganda, Tanzania, Rwanda, Burundi $outh Sudan).The bank also
uses same model and brand across countries whidth pose as a barrier given different

national standards.

The respondent also gathered that the main diffesuthat KCB experiences in achieving
compliance with regional standards was that thekb#ates different regulatory
requirements in different countries within Eastiédr Community. Also there is the issue
of non-cooperation with certain countries thatrawekeen on the regulatory standards set

aside such as Tanzania.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

The purpose of this study was to establish theceffef Non-tariff barriers on Kenya

Commercial Bank Limited in East African Common MettkThe researcher was able to
interview KCB Head of Trade Services who gave lésvg on this subject. This chapter
will present a summary of the findings of the st/ well as suggestions for further

research.

5.2 Summary of findings

It was established that Kenya Commercial Bank estised and regulated by Central
Bank of Kenya which spans across the entire grdupompanies. The banks legal
requirement in compliance with non-tariff measwegoverned by the Companies Act,
Banking Act, the Central Bank of Kenya Act and tragious prudential guidelines that
are issued by the CBK. Kenya Commercial Bank tabkaatage of the Common Market
and has since opened branches in other PartnezsStahe bank benefits from the
Common Market as there is free movement of alfaéleors of production such as people
capital, goods, labour and services across boraedsas result boosted the trade and
investment and made region more competitive andlymtive. There is also free
movement of workers between Kenya and Rwanda amalyttakes 30 days for citizens
to be given work permits. However, there are pléorscitizens to start using their
national identity cards as travel documents intéik arrangements that seek to motivate

other EAC members to drop the use of passports.
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Nonetheless, the region also faces the challengagémentation of the EAC Common
market protocol where the partner states are esggetd domesticate legislative,
regulatory and institutional changes. Languageidarralso pose major challenges in
EAC. For instance if the Common Market in the EAZQion is to be fully implemented,
it then follows that the region would require ongmenon language for purposes of
interaction and conducting business in the regitmwever, the language is intertwined
with people’s culture and therefore poses as amgdlefor nationals to adopt a new
language for communication purposes. There is thiscchallenge of political risk in a
country like Southern Sudan where the country iseculy unstable due to its recent

political events.

Non-tariff barriers are said to be higher in Tanaatmnan any other EAC and this is
because of Tanzanian bureaucratic system and goeetnforeclosure laws that are
highly in favor of the borrower thereby making bankuch as KCB not to invest in

housing market. However, retail banking is at tkearh of KCB’s expansion strategy in

Tanzania. The bank has opened six new branches 20Q6 with a total of nine that are
currently spread across the country. Kenya CommaleBank has managed to expand in
spite of NTBs and has managed to acquire 80 pestares from Commercial Bank of
Rwanda (BCR). The bank has managed to create emplayopportunities for locals

and better yet has launched Developers club thatbhaently over 300 members which
is assisting developers to sell their units throd@B’s network and corporate partners.

Kenya Commercial Bank has also invested up to $ifdom(Sh 7 billion) in the regional
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market and wants speedy implementation of the ksgydioms under the common market

to ease exchange of factors of production.

Kenya Commercial Bank has regional business coityinbiue print as a way of

safeguarding its customers and regional busine€3B Kigned a Memorandum of
Understanding with Uganda’s Kenswitch, Rwanda’s gw and Tanzania’s Umoja. Its
goal is to expand the entire African continent andve towards having a cashless
economy. There is also the aspect of Real Time C8es$tlement system (RTGS), where
settlement is made within a day as compared tgtaeious two or three days taken to

receive money.

Kenya Commercial Bank also partnered with Visa laotched its MeCash prepaid card
to allow users to make payments with more easet@mdlow its customers to manage
their finances by eliminating the need to carryhca€CB and Kenya Bus Service unveil
a cashless payment debit card for their commutalsdbed Abiria Card. The card is
MasterCard enabled and allows commuters to pay thed as well as use other banking
services. Kenya Commercial Bank in its effort tp&mxd regionally in spite of NTBs has
recently launched M-Benki services, which would ldeacustomers to borrow and save
money online. The offering is planned to utilizefé@&om’'s money transfer service
commonly known as M-Pesa. The Bank hopes to reaas@émated 10 million unbanked

Kenyans and more people across East Africa.
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5.3 Conclusion

The effects of Non-tariff Barriers on Kenya Commard@ank Limited in East African
Common Market relates to administrative and buresdiecinefficiencies together with
standards and technical requirements which aredbase trade regulatory barriers.
However, Kenya Commercial Bank is renowned foditgersity and growth in the East
African Community and is currently strengthening support for group operations and
business with the aim of maintaining best practibdst also responding to the growing
business needs to support internal and externabrmes service delivery objectives and

increase shareholder value.

5.4 Recommendations

5.4.1 Recommendations with policy implications

The study has established that there should be dmzation of legal and regulatory
framework within EAC. Kenya Commercial Bank citaffetential tax regimes and other
regulatory discrepancies as a major hindrance tthdu integration. Further work
therefore needs to be done to align regulatorysamervisory frameworks and reporting
requirements to address this issue. There is adsnl no establish a trade regulatory
committee and consult stockholders to asses egigtiles and regulations and be able to
remove those that cannot be justified and notié/dbsign and enactment of new rules in
the least trade restrictive manner without compsimgi legitimate public strategy

objectives.
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Moreover, there is the need to cultivate an efiecthonitoring mechanism with probable
sanctions for non-compliance. The COMESA-EAC-SADG@pdrtite online reporting

and resolution system is currently showing signsenfouraging progress and good
practice. The binding dispute settlement procestsése WTO, and the experience of the
EU in establishing a lawfully binding mechanism twganctions for non-compliance,

provide additional relevant models for the EAC ¢msider.

Kenya Commercial Bank also cited single licensirgyam important aid to further
integration in EAC. Therefore, if introduced, siadicensing should also be extended to
other market participants such as brokers and amser companies in order to

significantly reduce cross-border transaction tirued costs and barriers to entry.

KCB should also be in liaison with Kenya Bankerssédation to develop industry
standards and timeliness for implementation. Thakba currently focusing on service
improvement through improved customer service, gq@ion and satisfaction; service
flexibility through increased accessibility videsagle point of contact communication
and information; improved usage of IT support reses and increased productivity of
business personnel; better quality and faster taumal of customer or user requests and

last but not least, more meaningful informationdecision support.

Building up regionally compatible financial infrastture should also be adopted. Kenya,
Uganda and Tanzania have already made substantigiegs in integrating their real

time gross settlement systems (RTGS). Rwanda amdnBualso need to align their
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payments systems with the regional system. Singilarlalso necessary to ensure that
other parts of national financial infrastructureluding central securities depositories

(CSDs) and trading platforms for national exchareyescompatible at the regional level.

EAC financial institutions find themselves unalesupport intra-regional trade mainly
because of a weak capital base, limited knowledgkexperience in managing counter-
party risks, and limited correspondent bankingtreheships. The region has numerous
and non-convertible currencies, customs guarant@esjrance requirements and
inefficient payment mechanisms. Whereas currencgha&xge makes trade more
expensive, the non-convertibility of some curreacigkes several things extremely time

consuming.

5.4.2 Suggestions for further research

There is need to conduct a study to establish wln-tdriff barriers are higher in
Tanzania than any other East African Common Maaket whether Kenya Commercial
Bank participates in discussions with the privaetar over trade facilitation in Tanzania
and if so whether the discussions are undertakgriady. Whether there are institutional
mechanisms for ensuring regular discussions, teaeg discussed and whether the
discussions are useful in terms of defining issoegroblems for new decisions and

initiatives.
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Appendix 2: INTERVIEW GUIDE

Non-Tariff Barriers

The following questionnaire will help policy makessd analysts conduct a regulatory
review of non-tariff measures (NTMs) following songeiding principles along two
dimensions in areas of design of the regulationiesneinforcement/compliance:

1. Governance: Questions aim at checking whether messue transparent (for instance,
simplicity of the legal text and availability of@éhinformation to bankers) and whether
there are issues with their implementation andreefoent.

2. Legal consistency: Questions aim at checking whethe measures are consistent with
the county’s World Trade Organization (WTO) obligat (in particular SPS [sanitary
and phytosanitary] and TBT [technical barriersraale] agreements), with the country’s

treaties, and with other domestic pieces of letjitsia

Assessing the Regulation’s Costs for ImplementatidBnforcement

1. How does CBK regulates and supervises Kenyan baitks subsidiaries and
branches outside the country

2. What is the legal requirement of banks (financredtitutions) in compliance with the
measure?

3. How is compliance with the measure verified? Iseiressk management at the boarder?

4. How long on average does it take to be grantedmipels there a transparent, publicly
available timeline?

5. Are permits permanent or must they be renewed gieatly? If renewal is necessary, on
what basis?

6. What are the key procedural and regulatory barfaaisig KCB?
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10.

11.

12.

13.

14,

15.

16.

17.

18.

What are the main challenges facing KCB in the afe@on-tariff barriers? How do you
address these challenges? Both in terms of issundgesponding to notifications

Does KCB patrticipate in discussions with the pevsgctor over trade facilitation®dte:
Trade facilitationrefers to the implementation of measures leadintpé¢ simplification,
standardization and harmonization of the formaljtigorocedures, documents and

operations inherent to international trade transast) Yes NoO
If the answer is YES, Are these discussions unklentaegularly?

Are there institutional mechanisms for ensuringifagdiscussion?

What are the issues/problems that are usually sssd?

Do you find these discussions useful in terms dinde issues/problems for new
decisions and initiatives? Why?

Do you think Kenyan regulatory framework inhibitsh@ance EAC common market
growth? How?

Do you think regionalization improves KCB perforneaf How?

Does KCB have regional business continuity bluatpas a way of safeguarding its
customers and regional business? List the blué¢/plans of regional business continuity.
What are the main difficulties that KCB experiendasachieving compliance with

national standards? Please highlight both genemlsactor specific difficulties. What
needs to be done to help the banking industriescowee these difficulties?

What are the main difficulties that KCB experiendasachieving compliance with

regional standards? Please highlight both genemhlsactor specific difficulties. What
needs to be done to help the banking industriescowee these difficulties?

If you were asked to improve the trading environtmgvithin the banking industry) by

focusing on one non-tariff measure only, what wahid measure be? Why?
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19. What measure will you suggest such that the cosbofplying with these barriers will
significantly come down?
20. Are there any other policy issue(s)/concerns ngered by the study that you would like

to highlight?
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