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The Capital Markets Authority (CMA) Soundness Report ipublication of the Capital Markets Authority (K)on capital
markets stability and deepening While reasonable care has been taken to prepare this report, the Authority accepts
responsibility or liability whatsoever resulting from the use of information contained herein. Note further, that CMA has |

objection to the material contained hereirbeing referenced, provided an acknowledgement of the same is made. A
comments and/or suggestions on any of the details may be seni t
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SPECIAL MESSAGE FROM THE CHIEF EXECUTIVE

Dear Reader,

Happy New Year 2019 andelcometo the ninth volume of the Capital Markets Soundness Report
(CMSR)This publication continues tetrengthenas an authoritativesource of information omlomestic
capital markets performance, soundness and related activitidsing note of global and regional
developments whose impact and effexttanslate to our domestic economy. We therefore acknowledge
and appreciatg/our active engagement in the development dii$ report in 2018 and look forward to an
even better 2019.

In this issue, wexplore a discussion that dominated thigobal spaceas we progressed throughé
second half of the year 20M8ith economic analysts taking different positions on a loomingegsion.
Keytipping indicatorsthat have been of significant concern to analysts include trend of rising fed rates
which have persisted over 2018g resulting effect of increased inflation and an observed trend of record
low unemployment rates in major economies.

Performance of emerging markets has been relatively impressive oseent years. However, the
strengthening of the dollarescalating tradevars and currency instability in key economieas had
negative impact on most emerging market economies, including performance of major equity indices
such as the MSCI Emerging markets.

Domestically,the Government of Kenya launched théision 2030 thirdnedium term plan spanning
2018 o WWh  (readsforbniig L@ves: Advancing SociseAT 1T 1 1 EA $AOAIT T i AT O
A
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Finally, we provide a highlight of key activities undertaken the Authority during the quarter in

promoting its primary mandate ofegulation and market development despite persistent slowdown of
marketactivity in the year 2018.

Happy readingand a blessed 2019
Mr. Paul M.Muthaura, MBS

CHIEF EXECUVE
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EDITORIAL

Dear Reader,

Welcome to theninth edition of the Gpital Markets Soundness Report as you settle intoeav Year

Economic indicators prompting the recession debate shows tha US recorded a 3.7 percent

O1T ATl 1T Ul AT O OAOGA ET 3APOATI AAO woxnh OEA 11 xA0O0
harmonized unemployment rate edged down to 3.3 percent in October 2018, the lowest jobless rate
OET AA *OT A Xi o pldyniedthateCecotdEdailon 6f3.820erdeit in the third quarter

of 2018; following a persistent 4.40 percamemployment raterecorded between 2002 and 2018.

Further, we delvénto the effectsof an appreciatindJS dollaron emerging market economieand the

resultant impact that has seen the growth projections of most ofsheconomies reviewed downwards.
Thisinforms our special feature which details the benefits of raising debt denominated in local currency

to reduce the @bt burden experienced lymergingeconomies as most of thedtebt is held in US dollars.
Regionally, %A 00 | AFOEAASO AAT T 1 1 U th&led peAokndirg in AhA Eohtinent, AACA A
mainly attributedtothA OACET T 8 O O O Odcon@micRiiketsifidatdn aid idvdstmedtiven

growth with Ethiopiatowering as theOACET 1 8 O Bxpectdddachi® @/ G DiRowth of 8.1%
in 2019.

Domestically,the Kenya capital markets registered marginal decline in the quarter under review.
Market capitalization decreased from Ksha211Billion recordedin Q3.2018 to Kshs 2,102lliBn in
Q4.2018.The NSE 20 share index dipped by 1.46 percent in Q4.2018 compared to Q3.2018 to close the
year at 2,83%oints.

However, with 2018 behind us and the launch of thieird Medium Brm Plan (MTPIIl)with a primary
focus on the implementation of th€Big 46 Agenda, the Authority is positioning itself and the capital
markets as a source of fundirfgr some of the infrastructural projects envisionedthis period thus
enhancing theoverallAA OAT 1T Bi A1 @corom + AT UAS O

Enjoy your reading!
Mr. Luke Ombara

DIRECTOR REGULATORY, POLICY AND STRATEGY
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SPECIAL FEATUREAdoption of Local CurrencyDebt foreign currencies.However, by 2017, this numbédrad

Financing in the face ofncreasingglobal risks

grownto 14, Kenya included.

The amount of international funding channeled towards In 2018 alone, African countries sold $18.3torth of euro
developing countries and emerging economies continuesand dollardenominated debt, with the frequency of bond

to grow, through both improved access to international issuances also increasj. As a result, about 70 per cent of
financial makets and increased public spending financedi £AFOEAAS O A& OAEC1T USdAllArdor eutds. A Al
through development assistance. In both cases, thewnhile some analysts link rising debt levels with lending by
funding is predominantly denominated inforeign  China, Chinese liabilities in fact account for less than 10 per
currencies like the USD or EUR. However, foreigmency AAT O 1T £ | AOEAAB O O OAT AgdOAc
denominated loans can introduce significant exchange In an environment of tightening financial conditions, a
rate risks with developing countries often having limited rising dollar and heightere: global protectionism, foreign
options for marketbased mitigation measures against currencydenominated debt has a pernicious effect on the
exchangerate risk. Exchangeaate risks are an inherent debt service burden as interest ratend torise.

feature of international product and capital markets and Figurel: KeyRisks Local Currency Financing offers

are usually compensated throughurency swaps or resold Protection from

on the market in exchange for payment of a corresponding

risk premium.
Lower
However, for poorer developing countries and the credit rating
companies based there, these opportunities for risk
. . . . High volatilit
mitigation are few and far between, either because their ofiammgsdyue Increasing

to currency debt burden
movements

currencies are not readily marketable or because the risl
premiums are so high that such payments are no longe
= S NN - e o A~ ~A e s A Financial
OxT OOExEEI Ao AOI | OEA AT OC distress and
- PN At ey s oAz A bankruptci
/T A OAI ACAT 66 Oi1 OOETT O] RS

the necessary funds directly from localndince and
Source: International Finance Corporation
international capital markets in the local currency. The Ghanaian cedi and the Nigerian naira, for example,

Access to funds through international markets by Afr'canhave been depreciating against the US dollar since 2008.

countries has been increasing over the ye&sfore 2006, This means that the current nominal values of the

across the African Continent, only Morocco, Tunisia antzrobondsissued by both countries have increased

South Africa had issd sovereign bonds denominated in significantly. In the case of Ghana, the niral value of its

Lhttps:/lwww.ft.com/content/55f070422e6511e889c8d36339d835c0
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$750m 2007 Eurobondvas $3.4bn in 2017A similar trend  possible through the existence of a derivass or swap

is discernible in the case of Nigeria, which issued $500n

market.

worth of Eurobonds in 2011. By 2017, their nominal valuFigure2: IFC Local Currency Bond Issuances Landscape

had risen to $966rh

In the year 2018, we observed the effeceddtrengthening
US dollar against the economic output of emerging market
countries with Turkey and Argentina attracting increased
global attention due to the impact of depreciating
currencies on other macroeconomic factors, including
debt, the details of Wwich are covered in this publication in
subsequent sections.

As a result, many countries are increasingly moving to dek
denominated in their local currency, thereby lowering

exposure and exchange rate risks. The decision of India, fi

example, to borrow rostly in local currency for
infrastructure financing through rupedenor........__.
O AGAT A AT 1T AG6 EO A CilA

Development Finance Institutions such as the Internationa
Finance Corporation have also become active participant
in the Iacal currency financing landscape. IFC sources loc
currency through swaps with market counterparts (usually
highly rated international banks but also local swap
counterparties).

For the sole purpose of funding local currency loans, IFC h
extended the uiverse of eligible swap counterparties to
include local central banksSince 2002, IFC has issued
bonds in 14 emerging market currencies around the world

Local currency financing through loans or swaps is mad

2 https:/lwww.ft.com/content/55f070422e6511e889c8d36339d835c0

Latin America

Dominican Republic -

Taino Bond

2016~ DOP 180 millon due 2023
e ——

Costa Rica - razu Bond
2014 = CRC 5 millon duo 2019

Dominican -
Taino Bond
2012~ DOP 350 millon due 2017

Colombia ~ £1 Dorado Bond

2002~ COP 225 bilion dué 2007
2002~ COP 125 billon due 2007
2004~ COP 269 bilion dué 2003

Peru - Inca Bond
2004 - PEN 50 miton due 2007

Brazd - Amazonian Bond
2007 - BRL 200 milklon due 2011

Source: IFC

Europe
Russia - Voiga Bond
2012 -RUB 13 bilion due 2017

Armenia - Sevan Bond
2013 - AMD 2 bikon due 2016

Georgia - veria Bond

2015~ GEL 30 million due 2017
PSR

Africa

CFA Franc - Kola Bond
2008 = XOF 22 bilion due 2011
2000~ XAF 22 biion due 2014

Morocco - Atias Bond
2005-MAD 1 bilkon due 2012

Middle East

Gult Cooperation Councl =
Hifal Sukuk

2009 - USD 100 million due 2014

Sukuk ol Wakala

China

Panda Bonds
2008 - CNY 1.3 bitlon due 2015
2006~ CNY 870 milion due 2013

Dim Sum Bonds

2011 - CNH 150 milion due 2016
2012 = CNH 500 miion due 2014
2014-2015= CNH 4.7 billon due 2017

2014~ CNH 500 milkon due 2017 (Green)

2015-USO 100milon 0 2020 201, o 1 ition s 2019

India

Nomibia - Namib Bond
2016~ NAD 160

2016~ INR 300 mition due 201

a1

Rwanda - Unuganda Bond
2014~ RWF 15 billon due 2019

Rwanda - Twigire Bond
2015~ RWF 25 billon due 2018

Nigeria - Naija Bond
2013~ NGN 12 biflon due 2018

Malaysia
Masala Bond

2013, 2014 - INR 72 billon
dus 2016, 2019, 2021, 2024

2015 = INR 31 bition
due 2018, 2019

2016 = INR 2 diibon due 2031

Wawasan Islamic Bond
2004 = MYR 500 mifion due 2007
r——

Green Masala Bond
2015~ INR 3 bilion dug 2020

Zambi
2013~ ZMW 150 million due 2017

South Africa - ZAR Green Bond
2015-ZAR 1 bilion due 2024

Maharaja Bond
2014 - INR 6 bilon
e 2019, 2024, 02720

2016 ~ INR 1 bilon due 2033, 2034

Fig 3: IFC Local Currency Issuance Case Study by the Dominican

Republicz Taino Bond

IFC offers
Taino Bonds

Pension Fund
Investors
Purchase Bonds

IFC receives

bond proceeds

Source: International Finance Corporation

Proceeds used to
finance local projects in
the Dominican Republic

* Microfinance

* Agriculture

* SMEs

* Women's enterprises
* Low income housing

* IFC's five-year DOP 390 million
(US$10 million) 10.5% Taino bond,
issued in December 2012, was the
first domestic placement by an
international triple-A rated Issuer
In the Dominican Republic

* The bonds were purchased by
domestic investors, and IFC lent
the proceeds directly to local private
sector companies

* Proceeds from the bond went
to expand access to finance
for micro, small, and medium
enterprises and loans for
low-income housing in the
Dominican Republic
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However, the growth of a local currencfinancing should be ansidered for both its market based and
mechanism requires that the local finance and capita concessional loans.
markets be sufficiently weltleveloped to generate and Second, international financial institutions should be
efficiently manage the necessary funds. Local banks musfacilitated to implement hedging strategies for exchange risks
also have sufficient liquidity and be labto assess credit using markebased products e.g. FX derivatives as they lend
risks reliably. Futter, by promoting equity markets (stock in local curreid8 4 EA | OOET OEOUBS O A
markets) and bond issues, e.g. through public anchoderivatives market are well aligned with this objective and
investments, institutional investors like pension funds andshould e supported by key stakeholders including
insurers can mobilize local capital to finance small ancNational Treasury, Central Bank and other financial sector
medium-sized enterprises (SMEs) and the pantne regulators.
countries themselves, while riskverse investors can be Thirdly, theAdoption of arappropriate mix and balance of
guided towards new investment classes on a sustainablforeign currency denominated, and local currency debt will
basis. Guarantees for banks and investors can protect therultimately promote the development of local capital markets
from default risks from borrowers and bomssuers. and better regulated financial markets, further positioning
Kenya as the heart of the African capital r&shn line with
At the corporate level, compgies with revenues in local the aspirations of the Capital Markets Master Plan.
currency should generally borrow in their local currency Fourthly, CMA to foster engagements witbvelopment
instead of borrowing in a foreign currency which leads tcpartners on the issuance of domestic local currency
currency mismatch risk. By matching the currencyissuance.

denomination of assets and liabilities, companies carfo) The Global Economy

concentrae on their core businesses rather than focus onl.1 Global Economic Performance ifReview

exchange rate movements. The International Monetary Fund hast its global

economic growth forecasts for both 2018 and 2019 t0 3.7
Implication and lessons drawnNoting increased foreign percent, down from itJuly forecasbf 3.9

s oA oz o~z

ET OAGOI O DPAOOEAEDPAOEII E T percentgrowth for both years. Key factors cited for thel A
Eurobond issuances, placing the country in the global radidrop include trade policy tensions and the imjftan of
Kenya should consider determining a balanced mix of biimport tariffs that have taken a toll on world trade, even as
foreign denominated and local currency international de emerging markets struggle with tighter financial conditions
issuances to minimize its risk of exposure to foreign exchaand capital outflows. Other projections include an

rate risks which result in increased costs of debt servicing. “optimistic 3.8 percent global GDP growth by Reuters,

3International Finance Corporation
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Goldman Sachs and Ued Bank of Switzerland (UBS) Further noted during the final half of 2018 is the declining
Group and a pessimistic 3.5 percent by the Institute OEZESNOf equities indices globally as indicated in Figure 2

International Finance.

Fig4: Forecast Real GDP Growth of major economies ) . L .
Fig5: Trend of major equity indices in 2018

et Indices: 4 January 2016 =100
PP . : 2018 {f) 2020 {f) 170
Percent Change yoy 2016
3 MSCI Emerging
us 16 22 29 29 2§ 26 1§ 18 — Markets(®) — 160
Japan 10 17 [ik:] 14 1.0 14 0.6 1]
Euro Area 18 25 19 20 16 17 16 15 150
Germany 22 25 17 18 19 17 16 15
France 11 23 16 16 17 17 16 16 140
Italy 10 16 in i 0.4 10 14 0.8
Spain i3 30 5 6 3 13 FA 18 130
UK 18 17 13 13 1.5 15 14 18 120
China &7 69 1 1 6.2 6.2 81 60
India** 79 63 175 74 73 15 79 - 10
Russla 02 15 17 18 18 15 28 17
Brazil 35 1.0 12 14 26 3 30 18 100
Developed Markets 1.7 24 24 24 24 24 17 17
Emerging Markets 45 54 54 54 4T 49 53 54 90
World ER | 38 EX ] 39 35 36 16 1] 80
* Bh‘.ﬂmb&@ eansendus farecasts a5 of November.
* Bloambery consensus fiseal year basis 70

2016 17 18

Saurce: Blooembery, Galdman Sachs Glabal Investment Aeseanch

The downgrade reflects a confluence of factors, includingsource: Bank of England

the introduction of import tariffs between the United Noting the current forecasts on global economic trends,
States and China, weaker performances by Eurozon®& EA A 111 xET ¢ AOA ET AEOEAOAI
countries, Japan and Britain, and rising U.S interest rateslevelopments to watch that may define the actual
that are pressuring some emergingarkets with capital direction of world GDP growth.

outflows, notably Argentina, Brazil, Turkey and South

Africa. “Despite the prolonged, tradevar with China, US Fig6: Nations to Watch in2019

President Donald Trump and his Chinese counterpart Xi

Jinping held a truce meeting ofDecember 2018 where

it was agreedhat the US will halt new trade tariffs for a
period of 90 days to allow for talks between the two states
at a postG20 summit meeting. The U.S has however stated
that if at the end of this period, the parties are unable to
reach an agreement, the 10 pergetariffs on Chinese

goods will be raised to 25 percent.

4 https://www.cbc.ca/news/world/imfvorld-bank-growth- 5 https://www.bbc.com/news/worldatin-america46413196
projections1.4855024
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)TAEA8O %AT 111 EA %l OEOI 1 i Adagcity fromto 175 GW by 2022.

cent, and ado have plans to increase its renewable energy

According to a Boston Consulting Group (BCG) report; Indifgure 7: India Country Review and Country Forecast
is expected to be the third largest consumer economy Mooomeomm W
globally as its consumption may triple to US$ 4 trillion by ibusbrsththes 0Bt 10266 QB G081 (441 561957
2025, owing teshift in consumer behavior and expenditure R 0P G e B TR GMEE TMET TN

pattern. It is estimated to surpass USA to become the Popuatin e i) 20000 TN TCMGRCEOND MSZZOOND ARSLTIAN

second largest economy in terms of purchasing power infion, G0P Defetor () R M BRI B

parity (PPP) by the year 2040, according to a report by (ffcalExchange Rt (LCURLS) G4 GO RME T TR

. TfEmbmeRens (St N BIRGE BRSO w7160
PricewaterhouseCoopers.

India is expected to witnesstrong economic growth rates Source:countrywatch.com
in 2019, having emerged as the fastest growing major Worlq?eserve Bank of India

economy this year amidst growing global vulnerabilities. . . . . .
y y g g9 According to Economic Timé&s India appointed

India's gross domestic product (GDP) is expected to reacBhaktikanta Das as Centrélank Gvernorin December
USS$ 6 trillion by FY27 and achieve uppeiddle icome  2018. This move is anticipated tensure continuity in
status on the back of digitization, globalization, favorable monetary policymaking and regulatory measures even as
demographics, and reforms. the global economy is passing through uncertain times

_ _ _ Additionally, the financial markets will also significantly
India's revenue receipts are estimated to touch Rs3P8

. . ) benefit given his rich prior experience in fiscal policies and
trillion (US$ 385412 billion) by 2019, owing to Government

) , trade.Further, it is expected that this new appointment will
of India's measures to strengthen infrastrucéu and

, o i ensure a convergence of domestic ande¥ral policies.
reforms like demonetization and Goods and Services Tax

(GST). According to CNBC, in November 201Brime Minister

. , . AOAT A OA overimriE@edsured the central bank
India is also focusing on renewable sources to generate

, - - , 01 AAOA OAOOOEAOQEITO 11 EIx
energy. It is planning to achieve 40 per cent of its energy

_ o banks should holdThis is based on the fact thaeds
from nonfossil sources by 2030, which is currently 30 per

stringent rules would allow banks to lend more, so that

small and medium enterprises can obtain loans more easily.

6

https://feconomictimes.indiatimes.com/industry/banking/finance
/banking/shaktikantadas-appointed-as-the-new-rbi-
governor/articleshow/67045353.cms
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That comes amid concerns struggling small businesses from political influence have seen a hit on their currencies
AT O A EOOO OEA cCi OA Qupconing 06 & mbsDrecerihiniTorkey. ET  OE A
general elections.

1.2 Appreciation of the US Dollar against major

According to Reuters the Reserve Bank of India is not “!T€N¢1€s

statutorily independent, as the governor is appointed byThroughout theyear 2018, the U.S Dollar has appreciated
the government, bt it has enjoyed broad autonomy in against major global currencies except for the Japanese
regulating the banking sector. It is also mandated to controlYeN- The Yen is set to end the year as the biggest winner
inflation within a 2 to 6 percent range while keeping in mind@gainst the dollar among major currencies, the impact of
)T AEABO AATTTTEA GOI xOE 1 AWMREheEbE dncreased share of globalemes held in

Japanese Yen by Central Banks to 5 percent in the third

Impact and Lessons Learnt ] )
quarter of 2018, the highest in 16 years.

A Worries about global trade, economic meltdowns in ) )
However, the same cannot be said on the Ireffective

Argentina and Turkey, and tighter monetary policy in the .
exchange rate performance of emerging market

United States have put pressure on emerging markets who _ _ .

economies, especially those witkveak fundamentals,
are dependent on the flight of capital frother emerging o ) . -

experiencing a twin deficit position (sum of budget and
markets andleveloped economies. _

current account balances), whose currencies have suffered

A The potential destabilization in the financial system as the o
large depreciations.

banking system is weighed down by the bad loan

resolution process while rbanking finance companies Fig8: Performanceof Major Currencies against the US Dollar in 2018

face reStrICted Credlt Iendlng E:::;';tc:?revni;is onby winner ameong Group-of-10 currencies versus deollar
A The riftbetween the Government aGeéntral Banks could Japansse Yen -_ 2o
Swiss Franc 1.0
createpoliticaland economic uncertainty. Investors want Euro I -8
Danish Krone I 48
policy continuity fronsentral banks and @&vernmensto British Pound I 52
New Zealand Dollar ] 5.5
ensure inflation is kept in check and economic stability Norwogian Krono [ 56
. Ganadian Doliar I 8
maintained. Swedish Krona ] 85
Austration Dottor | 08

A Arguably, central bank independence is important for

Source: Bloomberg

COlJntry tO keep ItSIilanon rate IOW and Stable Countnes Mate: Currencies quoted against the LS. dollar as of 810 am. on Dec. 31 in Mew York

where central banks are deemed not to be 'ndependeg&lrces: Bank of England;hina Foreign Exchange Trade System (CFETS), ECB,
Federal Reserve, JPMorgan and Bank calculatigns

7 https://www.reuters.com/article/usndia-centralbank
governmentexplaine/whyindiasmodi-wants-to-increase
control-over-the-centratbank-idUSKCNI1N70A5
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dollar globally. The Central Bank of Kenya has cited the
claims as untrue bae# by sufficient foreign reserves
standing at $8.459 billion as at October 2018, equivalent to
5.6 months import cover, well above the required 4.5 months,

, o AAOPEOA OEA A@PEOU 1 &£ +AT UA;
Emerging market currencies in 2018
A IMF which expired in September 2018, wémgo the

Fig9: Trend of Emerging Market Currencies in 2018 between ($ap)

insurance it offered to the shilling in case of a shock to the

economy. The Central Bank of Kenya needs to remain vigilant

ET AT OOOET ¢ OEA AT 01 O0OUBO
minimum requirement.
Jan Feb Mar Apr May Jun Jul Aug  Sep L L.
2018 The Authorityis howeverof the opinionthat there are
— ARS —— BRL = CNY w— |DR
—— INR KRW —— MXN — MYR .. . . .
P —PW —RUB —THB opportunities for Kenya to consider adopting alternative and
Source: Thomson Reuters Datastream / Fathom Consulting ) )
complimentary meases thathave generatethterest from
Source:Bloomberg® the governmentin manyemerging market economies; that

Meanwhile, economies with favorable monetary policiesis, rasing capital in local currendyoth in onshore markets
such as Malaysia, South Korea and Thailand havewhere govenments can tap local institutional investors and
weathered the storm betterThe impact is that emerging in offshore markets where they have greater access to a

market countries that have borrowed heavily in dollars andglobal investobase tacurb a likely depreciation of the Kenya

euros are now struggling with the burden of that foreign shijlling.
currency debt, made much heavier by soarindjation in

) _ o ) _ Fundamental Changes in the European Union
their own currencies. This is particularly the case in Turkey

and Argentind. a. EU2019budget approved

Implication and lessons drawnln October 2018, the IMF On 11 December 2018. the Council endorsed the

issued a cautionary statement on implied claims that th&greement reached with the European Parliament on the
Kenyan shilling risks being reclassified from atiflp g4 budget for 2019The total commitments are set at

currency to a managed currency following limiteg) x ¢ Nilgor, which is an increase of 3.2% compared with
movements of the shilling relative to the US dollar contragye 2018 budget as amended over the past months.

to the widely observed depreciation of currencies against the

8 Key to Abbreviated CurrenciesARSz Argentinian Peso; BRg Brazilian Real; INRIndian

Rupee; PHR Philippine Peso; TRY Turkish Lira; KRW South Korean Won; PLK Polish 9 https://wolfstreet.com/2018/10/09/udollar-emergingmarket-stocksmsci
Zloty; ZARz SA Rand; CNY Chinese Yuan; MX&IMexican Peso; RUBRussian Rubble; IDR  em-gainsturn-to-losses/
ZIndonesian Rupiah; MYRMalaysian Ringgit; THE; Thailand Baht

10
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2018The budget continues to focus largely gnowth and
the youth.

2019 EU Budget

2019 EU Budget

(IN € BILLION)
SMART AND INCLUSIVE GROWTH

Commitments M Payments

sssssssssssssss

GLOBAL EUROPE ADMINISTRATION

— 1.3
5.4

-a

2018-19 COMPARISON

ssssssss

+3.2% +2.4%
I |
165.8 148.2

b. Legislative changes in the EUz Proposed EU

directives and anticipated impact

The Commission is proposing targetetlanges to the EU's

common rules on return. The proposed changes will
improve the effectiveness of the existing rules, and ensure
that they are applied consistently across the EU, in full

respect of fundamental rights.

The proposed changes to the EU Retlinective include:

T Accelerated border procedures: Simplified return
procedures will apply for persons whose asylum
applications have been refused during border
procedures to ensure return decisions can be quickly
adopted and fully enforced at the EW&gternal borders,

including in controlled centres.

11
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7 Clearer and faster procedures for issuing return
decisions in particular for rejected asylum seekers. A
return decision will have to be issued immediately after
a decision by a Member State terminatindemal stay.

7 Streamlined appeal procedures:In cases where a
return decision is the consequence of a rejected asylum
application, appeals against the return decision will have
to be lodged within five days and will be limited to only
one level of judicialemedy. In addition, Member States
will be able to restrict the suspensive effect of appeals
against return decisions where there is no risk of
breaching the principle afion-refoulement.

1 A specificobligation to cooperate for persons subject
to a retum procedure throughout proceedings will be
introduced. This will help Member States obtain
information for verifying the identity of irregular
migrants and acquiring travel documents necessary for
the return.

1 To make voluntary returns more efficient, Membe
States will have to set up dedicated programmes to
assist persons willing to return, including with financial
and practical support. At the same time, Member States
will be able to shorten the period granted for voluntary
departure, for example when theris a security risk or a
risk of absconding.

1 Clear rules on detention:This includes common criteria
for determining the risk of absconding, the possibility to
detain individuals posing a threat to public order or
national security and a new minimum detéon period
of at least three months to give Member States
sufficient time to successfully prepare, organise and

carry out return operations.
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1 Member States will be able to impose antry banona  governments will start bypassing parliament by doing
non-EU national exiting the EU when they find that the intergovernmental deals.

erson had been staying irregularly in the EU. This will_ . ) _ _ . )
P ying irreg y Evidently,sincethe financial and economic crisis began in

revent future irregular migration and dissuade .
P g g October 2008, national governments, the European

rolonged irregular stay.
P g g Y Central BanKECB) and the Commission have been working

c. 2019 European Parliament Elections Will Change together to:

OEA %5 & (DyrtamicsE OE A A _ _ . . .
1 restore financial stability and create the right conditions

According to Cargenié, overthe last several decades, a  for growth and job creatiorg coordinating supervision
broad alliance of big parties has called the shots in the EU. and intervention and supporting banks

Politicians from the mainstream centeight and center  § protect savings by increasing nationajuarantees for

1 A£Z0 DPAOOEAO EAOA EAIT A A AITAIAEIEOC @AAI O1T IODEIOOEAUI ET EIOGIA
principal irstitutions, including the European Parliament  per bank

(EP), European Council, and European Commissiorff maintain a flow of affordable credit for businesses and
However, this era could come to an end with the next EP households

elections in May 2019, following waning support for{ put in place a better EU system of economic and
mainstream parties, rising populists on both the reali financial governane.

right and left, and emerging new political players.
1.3 Concerns on a potential recession in 2019
If the existing power balance changes, a complexonwards

constellation of forces could develop with more ad hoc1.3.1 The Case of the United States of America

coalitions across traditional party divides. While this mightAccording to an October 2018 report by Fortune 500, 4wo

AAOGOAAOG AOI I Odialve &ffisiencytaimork | tﬁ?rés%f bhsﬁﬁ&geconomists in the U.S. expect a recession

open decisiormaking process might have a positive effect , begin by the end of 2020, while a pility of respondents

on public interest in democracy at the EU level. However, ifsay trade policy is the greatest risk to the expansion,

the populist parties gain enough power to block CrUCIalaccording to a new survey. About 10 percent reported to

decisions, all the other parties will have to pull etger to see the next contraction starting in 2019; 56 percent saying

EAAD OEA w5 AEOT AOEIT ET G809, 4fid sderet pudhihd itdo2B21 of idtdr &bbRling

g AOT ACEAGO $AiT T AOAAUh #1171 &£ EAOh AT A "1 OAOT AT AA 001 COAI AT A
Carnegie Europe.
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to a poll, issued by the National Association for Businesas the stock market peaked before a-Binth-long bear

Economics between August and September 20418. market and the economy fell into a recesstn

This has sparked great debate on a looming recession in thFig 10: Trend of US Unemployment Rat008z 2018)

CIVILIAN UNEMPLOYMENT RATE
U.S in the near future. While divergence persists from -

1%

different schools of thought on the possibility of a .. -

Recession

9%

recession, the risk remains alive amsore and more

8%
developed market economies move beydbn full

employment coupled with other factof4Some observers

3%

2w s @ o2 3

are concerned that, away from a recession it may be a sig

that the economy is overheatidg fanningfears of "

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

inflation.

Source: Federal Reserve
Fig9: U.S Inflation and Fed Rate Trends; 208020
Rate forecasts for Unemployment (UE), Inflation (INFL), GDP Growth and Manufacturing (MFG)

2018 Outiook [B/2019 Outiook 2020 Outiook the Federal Open Market Committeisedthe current fed

Further, as markets had expectedn December 19, 2018,

fundsrateto 2.5percent, up from a previous 2.25
percent.lt expectsto increase thisnterest rateto 3 percent
in 2019.

Fig 121 U.S Fed Rate Trends; 2012018

wa

UE INFL GDP Growth MFG
Chart: The Balance - Source: The Federal Reserve

ra

In the United States, unemployment rate has been falling
in recen years with a record low of 3pércent recorded in !

September2018; a level touched only once since 1969 jus 05

=)

2014 2016 2018

Uhttps://nabe.com/NABE/Surveys/Outlook_Surveys/October_2018_Outlook_Su interest ratesin an attempt to lower the amount of spending and borrowing
rvey_Summary.aspx Unfortunately, these inefficiencies and inflation will eventually hinder the
2http://fortune.com/2018/10/02/thenext-recessioreconomists/ economy's growth and can often be a precursont@cession

13An overheated economis one that is expanding at a rate that is unsustainable, *# https://www.forbes.com/sites/raulelizalde/2018/06/02/wAayrecessiorin-
usually arrived at aftea prolonged period of goodconomic growthand activity 2019is-possibledespite unemploymentat-the-lowest-levelsin-50-

that has led to high levels daifflation (from increased cosumer wealth) Rising years/#6776dc4456ca

rates of inflation are typically one of the first signs that an economy is

overheating. As a result, Governments aB@dntral Banksvill usually raise

13



https://www.reuters.com/article/us-usa-economy/u-s-job-growth-surges-unemployment-rate-falls-to-3-8-percent-idUSKCN1IW1NX
https://www.reuters.com/article/us-usa-economy/u-s-job-growth-surges-unemployment-rate-falls-to-3-8-percent-idUSKCN1IW1NX
https://www.investopedia.com/terms/e/economicgrowth.asp
https://www.investopedia.com/terms/i/inflation.asp
https://www.investopedia.com/terms/c/centralbank.asp
https://www.thebalance.com/federal-open-market-committee-fomc-3305987
https://www.thebalance.com/current-federal-reserve-interest-rates-3305694
https://www.thebalance.com/current-federal-reserve-interest-rates-3305694
https://www.thebalance.com/when-will-interest-rates-go-up-3306125
https://www.investopedia.com/terms/r/recession.asp
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Source: Federal Reserve The yield on the &ear Treasury note is reported to have

The move marked the fourth increase in 2018 and the nintfallen below the yield on the-$ear note, meaning that
since it began normalizing rates in December 2015. |thvestors were being paid more to hold U.S. Government
further projects two ratehikes in 2019°Thefed funds debt maturing in three years than comparable bonds
rate controls shortterm interest rates. These include maturing in five years.

banks'prime rate theLibor, mostadjustablerateloans, An invertedyield curve is a sign that investors think the

and credit card rates'Whereas the central bank's rate Government is less likely to pay back debt it owes in two

hikes help control inflation, they also make loans costlier, years than what it owes in a decadeor in this case, the

for consumers and businesses and for countries that borro%overnment is less likely to pay in three years, than it is in

in U.S. dollars, the hikes make debts harder to bearﬁvelg

Argentina, for one, has slichto recession as its cost of
Fig 13:Current trendof the U.S Treasury Yield Curve

repaying its debt hasurged.Further, concerns over the
Part of the U.S. Treasury curve has already inverted
|nVerS|On Of the global y|e|d Cur\[@]ave Spurred, not'ng ) The curve between U.S. 3-year and 5-year and between 2-year and 5-year debt has inverted
that the last time this happened was in 2007 which, was
before the global recession. Yield curve inversiemghen
shorter-dated securities yield more than longer maturities
have preceded every U.S. recession in recent memory b

anywhere from 15 months to around two ye4ts

Fig12 Historical Yield Inversion trend and recession occurrence . 2006 2008

—— 5 year-3 year Treasury yield spread 5 year-2 year Treasury yield spread
Recession

Source: Thomson Reuters Datastrean/ Reuters graphic/Sagib Ahmed12/4/2018 @SagibReporis

U.S. yield curve - leading recession omen

The yield curve inverted before each recession in the past 50 years

h A Despite the fact that this is not the major curve inversion
W ‘, ,
b % \w)j: W\ W zw \ }W "\*‘ LA™ that investors watch for, analysts predict that the same is

likely to be replicated in the-2ear note holding a higher

Fed began raisingifates

yield than the 16year note which has preceded every U.S.
recession since World War. IThe yield curve inverted
between the 2 and 1Qyear yield before the recessions of
1981,1991, 2000 and 2008. It has preceded all nine U.S.

Shttps:/iwww.cnbc.com/2018/12/19/felikesrates-by-a-quarter-point-.html 18https://www.reuters.com/article/usisaeconomyyieldcurveanalysis/one
16https://www.thebalance.com/useconomicoutlook-3305669 part-of-the-u-s-yield-curvejust-inverted-what-doesthat-mean-

" Theyield curves a visual representation of how much it costs to borrow idUSKBN1050G1 _ o _
money for different periods of timet shows interest rates ofireasury debt at 19https://ﬁngnce.yahoo.com/news/treasumeld-curvejust-lnverted-soundlng
different maturities at a given point in time. alarm-recession194921816.html
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https://www.thebalance.com/fed-funds-rate-definition-impact-and-how-it-works-3306122
https://www.thebalance.com/prime-interest-rate-3305956
https://www.thebalance.com/what-is-libor-how-it-s-determined-and-how-it-affects-you-3305858
https://www.thebalance.com/what-is-an-adjustable-rate-mortgage-3305811
http://www.wsj.com/graphics/yield-curve-explainer/
https://finance.yahoo.com/news/bond-market-predicting-recession-question-hits-190338116.html
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recessions since 1955, with a lag time ranging from six

months to two years.

Fig 4: The Trend of the Slope of the U.S Treasury Yield Curve (10 Year

72 Year Treasury Yield) Fig 15:Trend of IHS Markit Composite PMI Output Index (2G692018)

The Slope of the Yield Curve (10 year - 2 year Treasury Yield)

Generally, an inverted yield curve can sometimes prove as anindicator of an impending recession -
! ! ¢ Big-four euro area members output

400 ] IHS Markit Composite PMI Output Index

300 —

200 - rﬂ" ’m"‘ o
E 100 'f\ | \ ) A(
g °® il Inverted

100 g‘w‘

200 1-
-3.00
o A2 0 o o B P & 1 o s
FL L L LS qo‘)go"o"ho“b@mo‘ oTe%s®

Source: Haver Analytics/US Treasury Department. H Fluschim Cemter
Mote: Shaded blue bars indicate NBER recession dates. = o

Recession Dates b ianal Bursau of e Research

I Differance in Yield batween 10 Yearand 2 Year Treasury bonds

*Recession dates accordina to the National Bureau of Economic Resear

~

Fig 4 above show that whenever the rate between the 10 ~ 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
years and Zvear Treaury yield went to minus (that igeld  source: IHS Markit

curve inversion), a recession followed shortly (blue shade} A dramatic plunge in German industrial activity in the last
bars) quarter of 2018 A0 OAEOAA OEA OEOE

1.3.2 Growth Slowdown in Eurozoneand fears over economy will slip into recession with its grogdemestic
AOI AT U560 OEOE T A& A OAAAO C'product (GDP) growing bg.5 percent in 2018, compared

Growth in theEurozonehas slowed to its lowest level in with 2.2 percent in 2013ccording to official statistics from

I OAO0 &I 60 UAAOOR AO OEA the Federal Statistics Office (Dests), pointing out to hel O O

steam.Eurozone GDP only rose by 0.2% in Julyyeakest rate of growth in five years

September down from 0.4% in Apelune.) OAT U8 O

rate fell to zeréh ET A Al i x EOO 1 AxO001 AGAGEIT &A1l &£ O A OEEO

revitalize the economy?® posted its worst year on year drop since the end of the
financial crisis, with weakness in everything from consumer
CITAO O Al Bodanbengarticld 6yA0arAlyn A
Look dated 8th January 2019

20
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https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd827dbe4b000e512c447ff#block-5bd827dbe4b000e512c447ff
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd827dbe4b000e512c447ff#block-5bd827dbe4b000e512c447ff
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd81e21e4b04df4aeadc71e#block-5bd81e21e4b04df4aeadc71e
https://www.theguardian.com/business/live/2018/oct/30/eurozone-gdp-french-italy-growth-economy-markets-business-live?page=with:block-5bd81e21e4b04df4aeadc71e#block-5bd81e21e4b04df4aeadc71e
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- AOEEOB8 O 000AEAQET C - AT Athe fourth quarter of 2003 and a record low of 3.82 percent
manufacturing, which accounts for about a fifth of in the third quarter oR018

" AOI Adcdndn®, tumbled to a 3&onth low of 51.5 in
December2018 down from 51.8 in Novembe&018, with

Implication and lessons drawnThe impact of the 2008

Global Financial Crisis was felt across the globe including

the number inching closer to the 50.0 level whimarks a PO o L P o m e o
+ATUA 11T 0A OF OEA £EIT AT AEA

contraction?! . . .
markets are largely characterized and driven by foreign

Figbd 4O0AT A 1 &£ ' AOi AT UBO - Al 6&AAoinvestors. Cumulatively the yed018 as at end December
2018, realized an outflow Kihs 27,85Mn at the Nairobi
Securities Exchange, mainly attributed to the prolonged

interest rate hikes observed in the U.S since December 2015

58
depressing performance at the bourse.
56
. To avoid further losses, the Authority in conjunction with the
5 Nairobi Securities Exchangidl workto implement strategies
I . . aimed at attracting increased participation of local
50

e e e e institutional and retail investors in the market to avoid over
dependence ol fOAECT AADEOA hmbitiols A O

3

Source: Trading Economics
economic growth plant is however important to note that

This is reported to be theleventh time in 2018 that the Ao s s s e a e o~ oA o . A
P +ATUABO DOIEAAOGAA ' $0 COI xO

manufacturing indexXell, resulting in aeterioration of the
percent in the medium term with a projection of 6 percent | |n

AT O1 OOUB8 O &I OAECT OOAAA PILAOEAETT ~xEAE Aani AAn /AT ]
¢ 2020, as forwarded by the WorldnBaRecession may lead

imports rising.
P d to quantitative tightening by affected developed countries

SOOOEAOR Seds@nhllf T adj@s®d  harmonized leading to a reversal of current capital flows back into frontier
unemployment rate edged down to 3.3 percent in Octobe@Nd emerging markets as investors search for yields. Kenya

2018 from 3.4ercent in the previous month, becomittige needs therefore to make its market attractive orly to

loweg jobless rate since June 1980. domestic investors, but foreign investors and the Diaspora as

well by stepping up product uptake strategies targeting
In China,unemployment rate averaged 4.10 percent from
2002 until2018 reaching an atlime high of 4.30 percent in
14 Expected Slump in Chinese Economy

various investor categories.

2Lhttps://www.express.co.uk/finance/city/1069549/Germangwsfinance:
recessionrfearsindustrialoutput-economicslowdown

16



CAPITAL

Capital Market Soundness Repei®4. 2018

China'seconomicgrowth is likely to slow to 6.2 percent in continue to put pressure on China, as well as the slowdown
2019 from an expected 6.5 percent this year. In Octobebf the global economs?.2019 marks the #0anniversary of
2018, thelnternational Monetary Fundut its forecast on the founding of the People's Republic of China, hence
China's 2019 economic growth to 6.2 percent from 6.4pressure for the Government to ensure sound economic
percent?2. The economy started slowing in September 2018performance of the global giant. As tradition, China hosted
and has dropped further since then. Aside from the tradeits annual Central Economic Work Conference, a key
xAOO xEOE OEA 53h #EET A3 O Golelnedt condnfiitbedd by Péadider® XiBiAping thad N O
dropped. Consumption tax revenue collapsed in theplans and sets the agenda for the broader economy
months leading to December 2018, recard declines of 62 between 19 and 2% December 2018, Policy issues
percent and 71 percent from a year earlier. Vadieled tax  discussed at the conference include:

revenue has also turned negative within the last three { Proactive Government fiscal policy citing tax cuts
months. New tax brackets that raised th@inimum threshold

Figlid 4 OAT A 1 /& # E BimbtioTasHejedud@agoy # 1 1 for personal income tax from 3,500 yuan to 5,000 yuan

2018 per month (an equivalent of between 510 USD and 730
B China domestic consumption tax revenue (yuan) USD) starting last October 1, is the latest by Chinese
2008 authorities to relieve the household tax burden in the
150 hope of spurring growi.Under the new personal
100 income law, taxpayers can claim deductions for
50 expenses on children's education, continuing
0 education, health treatment for serious diseases,
Jan  Feb Mar  Apr May Jun Jul Aug Sep Oct Mow
2018 housing loan interests, rent and elderly cafde
Source: National Burezu of Stalistics/Bloomberg deductible amount under each categorgnges from
$1 1 AOOEAAT T Uh #EETA30 AAT 11 1,000 ymad peErhonthito 2 AGD Eu@rEpArAnionthD A OE |

T -

business and finance, traditional finance and new finance reserve requirement ratio in 2019;
are undergoing major differentiation and integration. 9 Ease of rules on foreign business ownership;
Externally, uncertainties ifged by multilateral trade  q Commitment to make pre-emptive adjustments and

friction, monetary policy shifts in developed economies and fine-tune policies at the proper timesand ensure

financial market turmoil in emerging economies will stable aggregate demand;
22 hitps:/iwww.cnbc.com/®18/12/20/worlebank-on-china-economy-expect Zhttp:/www.atimes.com/article/chinarelaxesduty-free-shoppinglimits-for-
growth-to-slow-to-6point2percentin-2019.html hainantisland/
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1

Proportion of direct financing will be increased to Agriculture with the General Administration of Customs of

make financing more accessible and affordable fortheOEA 0AT b1 A6 O 2ADPOAT EA 1T £ #E
private sector and small businesses; such as fruits, nuts, avocados, mangoes legumes, flowers,
Priority to increase employment opportunities; vegetables, stevia, meat, leather and leather products. This
Reinforement of structural adjustments with POAOAT 0O AT 1 BT 0001 EOU A& O
continued efforts to downsize glutted industries  restructure and actively increase its production capacity from
reduce all types of business burdens, and channethe current 9.2 percent contribution to GDP to the envisioned
more energy into weak areas including infrastructure; 15% by 2022. Noting access to capital as a key impediment to

Areas in abject poverty and special groups will receivedrowth of the sector, the Authority is pursuing strategic

more Govenment support; partnerships with the Kenya Association of Manufacturers
High-quality manufacturing development has been and the Kenya Private Sector Alliance with the overall goal of

prioritized in the work agenda; and targeting potential manufacturing firms able to source
Small and Medium Enterprise (SMEs) will see greatefunding through the capital martee

support in innovation, and theprotection and o, the innovations front and in looking to have a more
utilization of intellectual property rights will be jmoactful Growth Enterprise Market Segment (GEMS), the

enhaned. NSE may need to introduce a technology segment that
Accelerated launch of a science and technology j ¢ 307 060 #EET A0 OAEA]T AA Al A

innovation board on the Shanghai Stock Exchange for |aunch) to provide a plarm for entities that have

and experimentation of a registration system; successfully tested their FinTech solutions in the CMA

More investment to be channeled into psehool  Regulatory Sandbox, as well as established technology firms
education, early childhood education in poor rural tg |ist.

areas, andocational education.
Management further, on the strength of national policies

Implication and lessons drawnChina remains a key partner

ET

s et A A< oo e oA . . being taken by China to increase the dispesabbme of/i_{s .
OEA AOQOOAETT AT O T &£ +ATUAOCU EI'HMUAUUUUAUUUAT AAUAT I

citizens through high minimum wages thresholds, ease of

agenda as well as trade promotion. In its December 20138

doing business and general increase in social welfare, should

Central Economic Work Conference, China expressed its pian

consider adopting policies aimed at promoting employment

to embark on high quality manufacturing to expand the

to increase the disposal income of citizens, noting the

sector. The Government of Kenya has made commendanie

constraits involved in meeting revenue targets by

progress in strengthening bilateral ties with the Asian nation

Government, making it difficult to offer tax cuts to the

as evidenced by the recently signed MOU on Sanitary ana

citizenry at the moment. A strategic direction on this has

Phytosanitary (SPS) measures betw the Ministry of

already been set by the Government through the Medium
18
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Term Plan Il that aims to increase formeatar employment
from 13% to 40% by 2022.
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15 Currency Crisis in Turkey and Argentina and
implication in 2019
$AATET A0 ET OEA , EOA AT A
performers globally, are projected to translate into sharp
economic contractions asgrowth decelerates across
advanced and emerging markets as reported by the
-TTAUB8O )1 OAOGOI O 3A0OOEAAS
151 400EAUE0 (ECE $AAO " 0O
growth

I AAT OAET ¢ ODOEAURQSAATTII
contract through the first half of nextt AAO AO C
01 0i b AT A OEOET C A1 00T xET (
OAAOG 400EAUBO AATTTIT U coOI
contracting 2 percent the following year.Turkey's
corporate sector has acquired a remarkable amount of deb
over the past 1¥ears and all these debts are coming to a
head; meaning that the country's corporations will have to
pay a bill estimated at $200 billion, or a quarter of Turkey'
gross domestic product, ecoe 20190ne important aspect

i £ 4O00EAUB8 O A E Reisdbstantfallndntder BFE
bondsz most of which are denominated in U.S dollars or

Euros, which it must repay next year.
Fig18: Value of Turkish Bonds to be repaid in 2019

Debt to be repaid in:

2018 Qa -
2019 Q1 = o.078
65 237 .82
2019 Q2 O
o€ 5.02 13
2019 Q3 e
2. 2.85
= 0.0t
2019 Qa - 0.57

= 0.014

Source: Bloomberg, FINDEX

24 https:/lwww.bloomberg.com/news/articles/20181-08/moody-s-seessharp
contraction-in-turkey-economy-on-lira-turmoil
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(their debt the more the lira drops.
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Most of the debt is denominated in dollars, making it more

and more difficult for companies to continue paying back

1.52 Argentina
GDP in Argentina on the other hand will not return to
COi xOE Of OEI
monetary and fiscal consolidation under an International
Monetary Fund program. In  Argentina, inflation

expectations will continue to rise despitEtA A AT OOAI
OAOU OECEO OOAT AAn

take some time before the benefits of monetary policies

fully materialize. It expects inflation to gradually fall to 20 1 |
Al
2A0A 40

percent by the end of 2026

Figod | OCAT OET ABO )1 & AOGET |

Further, tighter global financial conditions, together with a
domestic corruption scandal and persistent uncertainty
over the success of the stabilization plan underlying the
program with the IMF, have contributed to financial market
volatility in Argentira. Despite a 2,00@asispoint hike in
the shortterm policy rate and several increases of reserve

requirements, the Argentinean Peso depreciated by over

AOB (

yowoe AO A OAC

AO OADPI OC






































































































