CENTRAL BANK OF KENYA

Remarks by

PROF. NJUGUNA NDUNG'U, CBS
GOVERNOR
CENTRAL BANK OF KENYA

at the

OPENING OF THE KBA 3RP ANNUAL BANKING
RESEARCH CONFERENCE

Safari Parvk Hotel, Nairobd
Thuwrsday, September 257, 2014



The Chairman, KBA Governing Cowncil;
Members of Hhe KBA Governing Council;
Banks Chief Executive Officers;
Dustinguished participants;

Ladies and GentHemen:

I+ 5 my honowr and pleasire to- jon yow Husy morning ot this very
unmportant Conference that focnmses o the role of tive banking sector
v the economy’s growtiv It i therefore my singular pleasure to- be
bwited fo- open He KBA Third Anaual Banking Researci

Conference and to- make some remarks at Uy commencement:

Furst ande foremost, | wowld Uke to- commend tHie KBA for iy
consistency v hosting the Annual Banking Researciv Conference.
This s furtihver evidence that the banking wndustry o keen on

work.

This being the Thivdk Annunal Conference, the body of knowledge
that the protess has generoted  without a dowbt going fo- be
beneficial to- all stakeholders: Researchv and Uy output v a “public
goodl’. The brovder benefity arising from knowledge cannot be
restricteds fo- those who hawve a direet ntferest unv the researcin
Researchv Hhat umprovesy the policy emwvironment benefity all and
wndeed the economy at large.

This year's Conference theme of “Putting banking ot the centre of
the economy’s sustainable growti''’ sy an example of this point



Several papery foemsing on finance and economic growtr hoawe
confumed: the comsal relationship: It 5 on thet basis that |
covsider tHus Conference’s theme on usfainablity of this
relatiovsiip to- be wsplring, guwen that U provides an opportunity
for deeper reflection taking wy beyond thre general finance —
growtiv nexas.

The Kenyan economy has an ambpitions real owtput growtn target
of ot least 10 percent to- enable the realization of the aspirotions
of Vulon 2030. The highh and sustained growtiv targetsy wll only
be achieved Huwough nereased Lwestment and  nereased
productivity. The Banking wndwstry wwst nfermediate and
provide the funding requived for the Lwestment but even more
umportant i long-ferm funance witiv attractive terms.

Ladies and Gentlemenw: The presentfotionsy lned wp for tHus
Conference gwe me confldence that we are embarking on a
conwersation that will lead to- the consolidation of the gains to- the
economy from the dynamism of tihe boanking wndwstry. Let me
make o gquick reflection over the fue areay around wiriel the

Conference presentfotions foeins;

o Furstly, unereasing support for agriewlture B mportont ano
wv the right ddrection. This  becanse e agricwdtural sector
— the lading contribwtor to- the economy’s owtput;, to- direct
and, indirect employment; and. to- export earningy — does not
oftract as munch bank credit ay b requines. The Umportance



will  be supported by tangible solutions for financing
agricultnre.

Secondly, swstoinaple development s a very mportant
subject today. A market-led process that will culiminate in
the development and adoption of wstainable finance
principles must be backed by researchv. Sustainability in this
case wust also ook af the bwestments supported by the
banking sector and their outcomes to- growtiv This also- looks
ot boowm~bust cycles

Thirdly, the nteractve dynamics of the banking undustry
ande howsing development s a further area tivat touches on
botiv  commercial and sotial  wteresty  of  householos.
Facillitation of home ownership needs too be seen beyond
mortgage financing, which s only a demand side remedy;
there ave a host of supply side corstrants some of wivch are
fiancial v natwre wirvde otivery are non-funanciol - botiv
setsy requare critieal exomunation. But more umportont are Hre
macro—prudentiol indicotors and property boom we harve
e,

Fourtildy, o credible measuwre that tracks the changes v
howsing prices s very umportont: Owr mandote at te Central
Bank, particndorly as te Monetory Policy Conmunittee, of
look at all Hhe key markets and track price evolution beyond
wnflation dynamics; the foreign exchange market B always
ow our radar, gwen that Uy policy management  wnoer owr

puirviews we are also able to- track price evolution un Hre
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secnritiey mavket: Gven that wstoblity coudd emerge from
the howsing marvket, making b umperotve thot we have o
price tracking measure thot con stand the test of seruting
andl therefore con be relied upon to- Ldentify any early signsy
of volatility from that segment of the economy that easily
prolifevates to-  other sectors, o8 has  been  proved
wnternationally. I+ W gratifying therefore, thot the KBA
desines to- have a housing price index Hiat will fUL His gap:
We need to- move away from the Huinking of o bubble n the
a suwpply constrained market; and on the other hand a
trangitioning demograpiic structure.

o Fiftily and finally: o revisit to the dynamics of credit
demand. for Hhe prvate sector, Uy drivery and wirether there
ore wternoational dumensionsy that unfluence the domestic
credit market B nferesting. This s an area that sy ot Hhe
heart of the fuance-growtiv nexuns. Beyond Hie policy
unterest of determining how credit affects aggregate demand,
a dear wnderstonding of wihat motivates the private sector to-
seels bonks credit enablesy the indwstry to- react i o timely
manner. And by ldentifying constrainty, U can propose
modalitiesy for overcoming them. At the top U this agenda s
to- Unk i o bwvestment: Iy our bnestment constrained by
credit? We need to- kinow movre.

Ladies and Gentlemen: The body of researciv work arising from tire

Conferences theme will obviowsly not be definitive; but it will
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swrely provide a good platform for reflection on the many ways
Huwoughv witiev tive banking indwstry sy readying Uself towaros
further enhancing Uy role b the economy’s progress: There s also-
o possibility that eas will emerge wirich have a guick response
Hat can be put intfo- practice un the short run; furtivermore, Hiere
W an opportunuty to- puek areas for fuartier uwestigation.

| am confldent that the banking ndwstry, that has remained
stable ovw the back of the steady growtiv seew over the past decade,
will contunmne fo- play an important role v supporting the variouws
economie sectors tharough provision of credit: Witiv an asset base of
Ksh2.70 trllion as at the end of December 2013 compared fo-
Ksh2.33 trilllon as ot the end of 2012, the wmdwstry s clearly
mainfoining the growtiv pativ. Simidarly, customer deposity grew by
14 percent n the perlod from Kgu1.71 trillon too Ks1.94
trilllovw. The banking wndwstry’s asset growtn of 16 percent between
2012 ond 2013 at o time wiew the economy’s real growtiv rote
way less than 5 percent pointy to- e possibllity of tive acceleration
of the growtiv momentum emanating from fiunance. That growtiv
being addressed, declines. This will ensuwe tHhat the wnderlying
asset guality occompanying the growtiv v the banking ndustry

remadiing goodl.

Ay a country, we are making strides un ensurung that funancial

wnclwsion v enranced: The FunAccess 2013 swrvey  resudts
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revealed  tHiat Kenya's financlal nclmsion landscape has
undergone considerable improvement. The proportion of Hie adult
popwlation wsing different formy of formal funancial services wos
ot 66.7 percent U 2013 compoared to- 26.4 percent i 2006. Thisy
¥ a notable achievement. The proportion of the aduwlt population
totally excluded from financiol services hoas declined to- 25.3
percent v 2013 from 38.4 percent v 2006. Sumdarly, Hre
proportlton of Kenyans accessing unformal funancial sources
dropped from 35.2 percent i 2006 to- 7.8 percent i 2013, Thisy s
a reflection of the positve owtcomes of policy nitlatives by tie
Government and the Centrol Boank os well as He unitiativesy of He
funancial sector playery and their uwnovotions.

There W scope for further deepening of the financial sector, and
especially the banking unduwstry, and ay a resudt; iy will lead to-
fuarther  financial nclusion: Even withv the wndwstry’s assets
remain below 50 percent of owr GDP. Economies that howve
achioved higher levely of development, accompanied by high
levely of financial incmsion hawve a higher bonking assety to- GDP
rotio, withv some well over 100 percent: Wit the level of
bwnovation and dynamism n our banking space, tHrere s no
reasove wirvy we cannot aspive to- be Uke those economiesy and grow-
our assety withv strong banks and a strong policy drive to- funancial

| see researciv being at Hhe centre of such growtiv Ay o researcier
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myself, | kinow- that collaboration wll remain cove. | commend tire
KBA for seeking collaboration witiv otihver istututions, among them
the Central Bank, uv Uy researciv efforts: | see that collaboration
v Huiy researciv Conference manifested un tive diversity of paper
authorsiip:

| look forward to- seeing the Conference papers reviewed and put un
the public domain so that the intended purpose of promoting an
Uea-based engagement Uy realized ay well ay development baseod
o a certainty policy pati

Wit those remarks, | declare tisy Conference officially open, ano
wiuiv all Hie participants frudful engagements over tive next two-
days.

Thank yow for your kind attention



