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ABSTRACT 

This study set out to achieve the foll \\111 thr bj lives : 

o To evaluate finan ial p f th Kenyan Banking Sector during the period 1987 to 

1999 u ·ing tlnun ·i tl 1 alt anal si , 

o To d •termin,' h th r th financial performance in the Pre Liberalisation period (1987- 1992) 

i signifi anti different from performance in the Post Liberalisation period (1993 - 1999), 

o To formulate a Performance Predictive Model for the Banking Sector using the data for the 

period under consideration. 

Secondary data obtained from financial statements and various publications was used in the study 

and data was analysed by use of Microsoft (Ms) Excel Statistical package. 

On financial performance evaluation of the Banking Sector, the study observed an improved 

performance over the period with better performance in the sector noted in the Post Liberalisation 

period. The performance in the sector as measured by (Z) was low in the Pre liberali ation period but 

improved thereafter. The re ult of the tudy led to the conclu ion that liberali ation in th Ken an 

Banking e tor po iti el ' influenced performance and wa better for the econom di criminant 

anal i rc e 1 d that thre financial ratio ; Liquidity, aring and arning ha th gr ate t 

influ n on th tor' tin ncial p r rmanc . 

d n th mput d in thi rfi rm n pr di ti m d I fi r th ommcr i 1 

um 

nn • I i ui it I 
. 
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to Overall financial performance of each institution. This model can be used to signal performance 

trends in the sector paving way for a further detailed financial evaluation aimed at unearthing the 

financial problems in the respective in tituti n. 

The models developed for th p r vcaled that no significant difference exists among 

institutions in difTcrcnt p ·r 1 U! . \n in titution in one peer group is as prone to failure as any 

other in a ditTcr nt p ·'I r u 

The tud i organi ed in fi e chapters as follows: Chapter one gives the introduction of the study by 

giving the tructure of the Banking system, the background information, licensing procedures, 

powers of the Central Bank of Kenya, evolvement of the banking institutions in Kenya, statement of 

the problem, objectives of the study and significance of the study. Chapter two deals with the 

Literature Review by outlining the theoretical and structural frameworks . Research Design is 

outlined in chapter three dealing with the population and sample for this study, data collection 

techniques and data analysis. Chapter Four details the data analysis by discussing both trends and 

statistical analysis. Finally, conclusions, summary, limitations of the study and recommendations for 

further research are outlined in chapter five 



1.00 CHAPTER ONE: INTRODUCTION 

1.01 DEFINITION OF TERM 

The following arc the de cnptt n · f. m' t tm used in this study: 

I. Bnnk111g SL'Cl 1 

f U1 tudy thi term refers to Commercial Banks and Non- Bank Financial 

Institution ( BFls) hcensed to operate banking business in Kenya. 

2 Accordmg to the Bankmg Act Chapter 488 : 

1. a "Bank" means; 

"a Company which carries on, or proposes to carry on, banking business in Kenya and 

includes the Co-operative Bank of Kenya Limited but does not include the Central 

Bank." 

11. a "Fmancial Institution" or " on-Bank Financial Institution" means; 

"a Company, other than a bank, whtch carnes on, or proposes to carry on, financial 

business and mcludes any other company whtch the Mtmster may by nottce in the 

Gazette declare to be a financial institution for the purpose of this act" 

111. an "Institution" mean ; 

"a Bank or fin n ial in t1tution or a lortgage rinan ompc n .. 

1\' "me n 

th pubh o m n :on d l o tl rcJ bl n d m nd 

nd 
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investment or in any other manner for the account and at the risk of the person so 

employing the money." 

3. Bank Failure and Bank n 1 

De Juan describe a fatlcd bank,\ · n -.: hi h t tn olvent, largely identified by Bank examiners 

or when thc tr crcdtt ' · tak · ,1 ·u n a ain ·t them whi le Tomas (1991) describes Financial crises as 

a ·i tuation ttl wht ·h 1 ·i mi t ant group of financial institutions have liabilities exceeding the 

market alue fth 11 

ftnan ial firm 

4. Performance 

e leading to runs on the financial, portfolio shifts and collapse of some 

This is taken as the predictive value for a fmancial institution's performance. It is obtained by a 

factor offour ratios : 

Z (%)=Gearing ratio (%)*Liquidity ratio (%)*Earnings ratio(%)* Asset Quality ratio(%) 

Where, 

Geanng ratio (%)=Capital/Total Deposits 

Liquidity ratio (%)=Ltqutd Assets et Ltabtltttes 

amings ratio (%)=Earnings otal Assets 

A " ct Quality(% otalloans otal ets 

'I he formula" u d to obtain campo ite annual financial ratio for ea h m titution and ga an 

mdt tion ofth fin n 1 I tr ngth of them titution . 



5. Capital Adequacy 

Capital adequacy indicates the extent to ' hi h an institution's capital base covers the risks 

inherent in its operations The capital a t 

by current earning Furth r • pit I .1 t • 

u hi n against losses, which cannot be supported 

idcncc to the creditors of the willingness of the 

shareholder to commit th ·ir l '' n fund · n permanent bases to the institution. Capital therefore, 

is a ·ourcc of publr · · n 1d n m the institution . The Banking act specifies the minimum 

carin 1 ratio ( ·1pttalt dep i of 7 5% that each Banking institution in Kenya must maintain . 

Then ·tal pe 1f1e the min imum pa1d up capital base that a bank must have. Important capital 

adequac rallos mclude 

+ hareholders ' equity to total assets 

+ Shareholders' equity to total loans 

+ Shareholders' equity to total customer deposits (Gearing ratio) 

6. Asset Quality 

Thts performance mdicator incorporates together all the risk aggregate ratios. In the Banking 

system, loans and advances form the greatest proportion of banking institution assets The same 

present the greatest nsk m terms of potential loss exposure. Important asset qualtty rat1o 

include: 

• on-performing loans to total loan 

• 'J otal loan to tota l a ct 



7. Earnings 

The earnings of an institution play a ita! rol in an institution namely absorbing loan losses 

arising from provisions for bad debt ht n qu ntly protects the capital base from erosion in 

circumstances where profit nr n t • d quat t cover the bad debts, financing the internal 

growth of equity, wh1 ·h ·ub · l\11.: ntl d •t rminc the growth rate of assets . This helps to cushion 

th dctcrioratwn 111 th • rat1 f •qu1t to assets ; improves the investor rating of the institution 

wh would c n · qu 'nth· uppl new capital base to the institution when need arises. The 

dividend · urc dt ·tnbuted to the shareholders from the earnings of the institution. In an institution, 

an e.·c s ivel h1gh return on assets can at times be an indicator of excessive risk taking 

beha iour " hich is potentially dangerous to the stability of an Institution while an extremely 

poor earning performance could be an indicator of a problem in the institution especially 

existence of non-performing loans. Important earnings ratios include: 

+ Total income to total assets 

+ Total income to paid up capital 

+ et assets to total assets 

8. Liquidity 

This indicates the daily ability of an institutiOn to acce s cash east! by accommodatmg maturing 

obligatton and allowing for expansion in as e . The liquid a ct areca tl con crtiblc to ca h 

in rei tiv l · hon pcnod uch a 90 da . he Banking a tin K n ad crib liquid . ct a · 

not nd coin \\hi It nd r in K n ·a , b lan ntral B nk , b lan c • t 

0 n t 



exceeding 91 days which are freely marketable and re-discountable at the Central Bank, other 

assets specified by the Central Bank of Ken a. The act stipulates the minimum ratio between 

deposit liabilities to liquid as et , o u 

fall due. Important liqutdtt rati · 111 lu 0 

+ Quick as cts t total cl p ' tl 

n. bl th m meet their maturing obligations as they 

+ Quick mtt 

1.02 TRU TURE OF TH FI CIAL SYSTEM 

Depository institutions m Kenya compnsmg Commercial Banks, Non-Bank Financial 

Institutions, Mortgage Finance Companies and Building Societies are registered under the 

Banking act except the Building Societies that are registered under the Building Societies act. 

By the end ofDecember 1999 the Kenyan Banking system comprised 53 Commercial Banks of 

which 4 were under Central Bank of Kenya Statutory management while one was not operating, 

11 NBFis of which one was under Central Bank of Kenya Statutory management, 4 Building 

Soc1eties, 2 Mortgage Fmance Companies, and 48 Foreign Exchange Bureaus (Central Bank of 

Kenya Jan 2000 MER) The number of the mstttutions has grown signtficantly smce 

independence. The grovvth both in s1ze and structure IS a reflect1on of the pohc1es pursued by the 

overnment through the entral Bank ofKen a . The legal framework in re pe t to ommcrctal 

bank and BFI , b icall · the Bankmg act and the cntral Bank act ha b en on i ·t ntl 

review d and mend d o a to reate an environment condu i\ to op rating b nkin • bu in · 

h b en m d to r fl ~t th nt p li ic on the r ' th 

of th m m ndm n h v b n 

d pt Ill th 

... -I 



Depository institutions in Kenya by their operational nature mobilise deposits from the public 

and use the deposits to advance loans to ariou economic entities. The Central Bank of Kenya 

on its part is legally charged with th r p n ibility of implementing the Monetary Policy 

(Central Bank of Kenya am ndnu:nt n t A cordi ng to (CBK 2000) the policy is better 

implemented through th b:tnkin \' ·t m, where the institutions act as conduits of transmission 

The tool · of Moneta tv P II \ m Jude usc of cash ratio requirements, rediscount windows at the 

cntrnl Bank., p ·n larket perations, overnight lending to commercial banks and moral 

sua ion to help mfluence the quantity, cost and availability of liquidity to the economy. 

Gatonye (1989) identified the three crucial roles of banking industry in Kenya's economy as; 

financial intermediation between savers and borrowers that entails mobilisation of resources 

from entities with surplus funds and channelling them to the deficit areas, implementation of 

Government policies by way of money supply management using instruments of Monetary 

Policy namely cash ratio requirements, Open Market Operations and rediscount windows and 

facilitating the flow and interactions of various economic activities. 

George (1997) tdenttfies banks as mstttuttons that have some key dtstmgutshmg charactensttcs 

particular! taking unsecured public deposits The paper underscores the fact that bank ole! 

dep nd upon public onfidence and an sugge tion that a bank rna not m t i liabilitt an 

very likel I d to panic d po it withdrawals. Thi \ •ould ons qucntl I ad to u pen t n of 

p •m n du to inabality ofth concern din titution tom tliquidit d mand . Thi 

n 

Ill h 1 th m r t hn 

m I m m r ult hqu1 It • pr ur uln lilt 



1.03 BACKGROUND INFORMATION 

The Central Bank of K nya a urn f the regulator for banking business in Kenya 

deriving the legality from b 1h lh ntt ;\1 Bank of Kenya act and the Banking act. These two 

legal documents 11v · th ·nttal ank f Kenya powers to oversee the conduct of banking 

bu ines in K ·n 1 Th I entral Bank of Kenya Amendment act outlined clearly the broad 

objective· f ntml Bank of Ken a as : "To formulate and implement Monetary Policy directed 

to achie ing and mamtaining stabtlity in the general level of prices" and 

"To foster the liquidity, solvency and proper functioning of a stable market-based financial 

system." 

The second broad objective of Central Bank of Kenya in the amendment act relates to the 

financial structure, basically the commercial banks and NBFis in the way they enter, conduct and 

exit banking business allowing for a smooth financial system which would enable the 

implementation of Monetary Policy. 

1.04 LICE lNG PROCED RES 

Banks in Ken ·a are establtshed and regulated under the provision of the Bankmg act hapter 

488 and the entral Bank ofKen a act hapter 491 ofth aw of Ken ·a. he anking a t Part 

ll d t il the compr hen iv pro ~ of li en mg banking institution m Ken. \ hi h i 

ummari d h r b lo\ 

outlm th pro b •' h1 h bu 111 mt ndin to c r .' out b nkm 

bum h 111 th pph ll n pr lh 

nt m th pph t1 n rm 



o Section 5 outlines the role of the Finance Minister who grants the licence subject to the 

Institution satisfying requirements of se tion 4 and upon payment of the appropriate 

licence fee and renewal of the grant d li n cat c piry. 

o Section 6 outhne th p \\Ct , thl: hnan c Minister in revoking the licence. 

o cction 7 outltn · th ·minimum ap1tal requirements the institution intending to carry out 

bankutg bttstn • · · ha t m et before a licence is issued. The Central Bank of Kenya 

rc 1 w · ft m tun t time the minimum capital requirements through issue of prudential 

gUideline to the Banking sector. 

o ection outlmes the location of the banking business or branches that ought to be within 

Ken a for an licence granted. 

1.05 POWERS OF THE CENTRAL BANK OF KENYA 

Part Vll of the Banking act details the powers of Central Bank of Kenya in inspection and 

control offinanc1al mstitutions and summarised here below: 

o ect10n 32 outlmes the mspect10n powers granted by the act to entral Bank ofKenya in 

carrying out mspectton of the commerc1al banks books and accounts consequently 

making a report 

ection 3 S outlines the entral Bank of Ken ·a powers in ad ising and d1r tmg th 

c mm rcial bank in th event that banking bu me 1 b inp arri d in a m nn r 

cont I)' to th r quir ments ofth Bankin ct 

outlm nt I 8 nk o Ken lilt n c n m 

tm 1 h 

th II u r 1 pp mt d t m nt ntr I n 



the affairs of the business for a period not more than twelve months unless extended by 

the High Court. 

a Section 35 outlines the hqutd, t1 n ftn tituti ns when they become insolvent whereupon 

the entral Bank of K nv 1p[ tnt ' th' Deposit Protection Fund Board to be the 

liquidator 

1.06 T OF H B KING INSTITUTIONS IN KENYA 

CBK (2000) de cnbes de elopment of Commercial Banking in Kenya in two phases, Pre 

Independence Commerctal Banking and Post Independence Commercial Banking. 

1.06.1 PRE INDEPENDENCE COMMERCIAL BANKING 

This started at the tum of the 20th century with the partitioning of Africa by European Imperial 

Powers. The first institution in the region was the ational Bank of India which later became 

atwnal and Gnnd lays part of which was bought by to Kenya Government to form the Kenya 

Commerctal Bank 

The banks were attracted b ·good prospe ts of a de eloping economy. Howe er, later commercial 

banks found th pion r ban · de pi · rooted having p netrated the country with th ir ntr n h d 

I van 1 hard! • an · r m for n \ · ntran 1ajori · of th n \ b nk th 'reG r 

r m in m II nd hnut d th ir op ration in th m Jor tO\\ 



1.06.2 POST INDEPENDENCE COMMERCIAL BANKING IN KENYA 

This era was largely influenced b the \ luti n f Monctruy Policy in the 1970's through the 

1980's. At indepcndcn , th that commercial banks and other financial 

institution were not addr · in • th 

commercial banks w 'I • bi d a ain t African fanners and businessmen. In addressing the 

situation, th, v nun 'nt et out to ensure that there were more banks under its direct control, 

influence and dtrecbon b e tabhshing some commercial banks to serve the needs of the newly 

independent counby The Government therefore registered Co-operative Bank of Kenya in 1965, 

National Bank of Kenya in 1968 and in 1971 Kenya Commercial Bank by acquiring 40% shares of 

Grind lays Bank. The banks expanded their branch network to various parts of the country. By 

1970's there were few on-Bank Financial Institutions operating and consequently the regulatory 

framework favoured the establishment of NBFis with lenient entry requirements . With these 

developments the number of both banks and NBFIS proliferated to over 80 in 1993 according to 

CBK (2000) but due to problems associated with instability of the system and encouragement of 

Umversal bankmg and mergers by the Central Bank of Kenya, the number of commercml banks and 

BFI reduced to 58 

·amai ( 1989) traced the history and growth of the banking institutions in Ken a to the trade 

bet ve n • t African r gion on one hand and India on the other lO\'.'ard th end of 191
h cntu . 

Th tud • not d th t th riti h pr enc in the r gion partt ularl · in K 

th 

u n I n of uth n m I I In I nk 

1111 pt1 n nn 

•and led t 

tn 1 10, nd 
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Colonial and Overseas). The origin of all these banks was London where their head offices were 

located in line with the country's developm nt of international trade. National Bank of India, 

which became the National and Gndla B nk, p rated mainly in India. Standard Bank of 

South Africa later became 

busine s links b tw<.' 'n h11 l • 111 

ank 1th branch network in South Africa. Trade or 

uth /\fncan and Indian communities enhanced the 

c tabli hmcnt I' bank· with n 'l\ rk in the three regions. 

II 



1.20 STATEMENT OF THE PROBLEM 

Meulendyke (1998) observed that d po 1t 111 titutions play a key role in the transmission of 

Monetary Policy to the fin an 1 I m rl-.d ', t b rr wcr and depositors and ultimately to the real 

economy. It i not d th t th • in tiwti n · h ld a large share of the nation's money stock in the 

form of vnriou t p • · 

payment· thut "- 'I lh 

and provide for the transfer of those funds to effect the 

n m functiOning . The institutions also lend these funds directly to 

consumer and bu me es for a full range of purposes and lend indirectly by investing in 

securitie . Further. the ex1stence of broad based active financial markets in the United States is 

very important to Federal Reserve Policy implementation. The markets provide a place where the 

Federal Reserve can buy and sell Treasury debt instruments in carrying out Open Market 

operations. The Federal Reserve uses such transactions to make large-sized Reserve adjustments 

quickly. The book notes that if active markets in financial instruments did not exist, the Federal 

Reserve would not be able to make Open Market Operations its primary policy instruments and a 

very different less efficient set ofMonetary Policy procedures would have developed. Moreover, 

Without large-scale financial markets the economic conditions addressed by Federal Reserve 

Poltcy would barely resemble the complex system that has evolved m the Umted tates smce the 

vanety and effic1enc of means of borrowmg and lending have affected the cour e of econom1c 

development. 

l~conomt TO\ 1h Ill ny e onom' 1 mflucn db' th \ I Poli ·i 

r amp! mntd l K (2000 not th nnot p rfonn t I full 

ppr • P on 1 t ntly 

hn n m I an p Ia Ill lt 

nm nt J1 nu II h th bu • hll th 



Central Bank of Kenya is in charge of the Monetary Policy that deals with the management of 

money supply in the economy. The finan ial ctor forms the benchmark against which the 

Central Bank of Kenya in the manag m nt f m n upply largely implements the Monetary 

Policy. Stability in the c t r th • a very important attribute for promoting an 

efficient payment syst m. 1'111 ilit an be greatly undermined by fai lures of financial 

in titution · in the ·c ·t t ru ial link of the financial sector to the whole macroeconomic 

sy tem imp he· that failUI fan institution is bad news for the payment system as well as for 

the e onom . The Ken ·an economy underwent drastic economic policy changes in the period 

1992-1994 geared towards a free economy under the banner of trade liberalisation. The period 

led to massive financial reforms (Appendix Al .04) impacting on performance and growth in 

number and structure of the financial system. The reforms led to licensing of more banking 

institutions while others converted from Non Bank Financial Institutions to fully fledged 

commercial banks in early 1993 enhancing competition as more market participants joined the 

banking business. In 1995, the Central Bank of Kenya adopted Universal Banking Policy that 

led to establishment of more Banking institutions as many NBFis converted to commercial banks 

due to lenient con ersion procedures (CBK 2000). This resulted m more competitive banking 

prompting d1verstficatton of services and new innovations m tradmg practices In 1996, the 

Banking act \Vas amended gi ing Central Bank of Ken a greater urveillance The eft c of 

the e change are e ·pected to have significant effi cts on banking busine the under tanding of 

which ould great! • aid future poli ·formulation and 1mpl m ntation as " ell a d elopmcnt f 

the tor. In th ~ ri d after ompreh n j, finan i I hbc 

1lur 26 of' tu h happen d in 199 (Apr ndi 1.07 

th uld n t b It 

du m • h pubh In I 



Fund was established in Kenya as an effort to instil confidence in the Sector due to financial 

failures experienced in the early 80s E 'P ri nces in other parts of the world indicate that 

financial failures take up a sizeable pr p rti n fa ountry's resources . (Table 1) 

Table 1: FINANCI L F ILl RF I 'AMPLED OUNTRIES 

t-
Yl~AR j l. RY No. Collapsed COST 

lj_ - 19 0-19 3 l' m ted tat~ 9000 N/A 
-~-

19 0-1994 U m ted States 1000 $ 132bn 

~ 1-
Argentma 1980-1984 71 10% ofGDP 

3 1981 -1983 Chile 16 19% ofGDP 

4 1994-1997 Brazil 17 18% ofGDP 

5 1997-1998 Japan 1 $ 91bn 

6 1984-1997 Kenya 30 10% ofGDP 

7 1987-1995 Tanzania 1 10% ofGDP 

Source: Mur-ugu (1998) "Bank Failures and Supervisory Response". 

On the international scene, the recent financial crises of mid 1990's in the South East Asian 

economies led to the collapse of markets in the region with spill over effects to the rest of the 

world, Kenya included. Since then, bank failures have been prevalent the world over. This 

prompted many countries Kenya included to take corrective measures some of whtch have 

been to strengthen the supervtsory roles of Central Banks through the tmplementatton of the 

World Wtde Basle core princtples of Banking upervtston ( entral Bank of Ken a, Bank 

upervision 1998 nnual Report). 

'I hi tudy k to anal · e financial performance of Kenyan ommer i I bank and BI·l 111 
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performance. For the purposes of this study, the period between 1992 and 1994 is taken as the 

period when substantial economic policies geared towards trade liberalisation were implemented 

(Appendix A.1 04). Performance m th p n d b [I re liberalisation was under a different policy 

regime !Tom performance m th p n . 0 r ltbcrali 'ation due to the introduction of economic 

reform . The impact of ftn111 ·i,ll f1ilur · in the Kenyan economy is 10% of GDP (Table 1) 

thereby con unung 1 1 t f th nati nal resources . In the circumstances, predictive analysis 

would help t 1gnal perD nnance in the mdustry and therefore save the country from loosing the 

much-needed carce re ources 



1.30 OBJECTIVES OF THE STUDY 

The study was conducted to achieve the following: 

1. To evaluate financial perform, n f K n an Banking sector during the period 1987 to 1999 

2. To dctcmunc wht.·th ·r finan ial performance in the Pre-Liberalisation period (1987-1992) is 

significant! dtffi rent fr m performance in the Post-Liberalisation period (1993-1999). 

3. To fommlate a performance predictive model for the Banking sector using the data for the 

period under constderatiOn. 

1.40 SIGNIFICANCE OF THE STUDY 

The findings in this study will: 

1. Provide a comprehensive background material on the performance of the Banking sector in 

Kenya and help to : 

+ Form a basis for suggesting policy changes necessary for the Kenyan Banking sector, 

+ Serve as vital source of information to the regulatory institution , 

+ Provide guideline information to the International and Development mstitutions such as 

International Monetary Fund, World Bank, learning institutions, academicians, 

researchers and the general public. 

2. Pro ide a useful guide to e isting and upcoming consultants in the anal 
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2.00 CHAPTER TWO: LITERATURE REVIEW 

2.01 THEORETICAL AND TR TURAL BACKGROUND 

2.02 RATIOANALY I 

Pandey (1997) d · ·u ·· 1,1ti :wal ·i a a very useful tool for use in raising relevant questions 

on a number of munug 1 ial i ue . The ratios provide clues to investigate those issues in details . 

Ratios are al ulated from accounting numbers and caution needs to be applied while 

interpreting them. Thts IS because accounting numbers suffer from accounting policy changes, 

arbitrary allocation procedures and inflation. Financial ratios indicate relationships between two 

financial variables helping to ascertain the financial condition of a firm. This is accomplished either 

through a trend analysis of the of the firm's ratios over a period of time or through a comparison of 

the firm's ratios with its nearest competitors and with the industry averages. 

In non-parametric analysis, Beaver (1966) in his study realised that financial ratios can predict the 

future of a firm He compared 79 firms that subsequently failed with the ratios of 79 firms that 

remamed solvent The institutions that failed had more debt than the surviving firms and a lower 

return on sales and assets The firms had less cash, lower current rabos and dramatically lower cash 

ratio contrary to the popular behefthat the failed firms had less rather than more mventory. 
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need to be prepared, and establish a relationship between cash and other current assets to current 

obligations to providing a quick measure of liquidity. Examples include current ratio and Quick 

ratios. 

u d t measure the proportion of debt in total financing. 

li d n debt in financing assets. 

xampl ofmtio· tn thi· • in lude. coverage ratios, debt equity ratios and total debt ratios. 

ACTIVITY TIO : Th e rattos are also called efficiency ratios and measure efficiency with 

which the finn manages and utilises its assets. They indicate the speed with which assets are being 

used to generate sales. Examples of ratios in this category include: inventory turnover, debtors' 

turnover and assets turnover. 

PROFITABILITY RATIOS: These ratios measure the overall performance of the finn by 

detennining the effectiveness of the finn in generating profit. Examples of profitability ratios are: 

gross profit margin, net profit margin and return on shareholders equity. 

2.022 TREND ANALYSIS 

Pandey {1997) describes trend analysis as relating to financial ratios computed over a period of 

time The analysiS provides enough clues to the analyst for proper evaluation of the financtal ratios. 

While mterpretmg the rattos for companson purposes, the polictes of the finn over a penod of time 

must be coriStdered Further, averages of the ratios for several years are most applicable m such 

analysts . 
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Allows for inter finn comparison as well as inter-industry evaluation, 

The analysis allows data to be compared or measured against yardsticks of petfonnance of 

sound financial condition, 

Ensures effective co t ntr I, 

·tt\ :md mcanmg to the data bringing out information not otherwise 

appar nt. 

Mea ure · pr fitab1hh and ol ency of a concern, and 

Help in m tment deciSions. 

2.024 LIMITATIONS OF RATIO NALYSIS 

Ratio analysis suffers from the following setbacks: 

'h 

Scientific analysis is not possible due to lack of standard values for the ratios, 

As there are no standards with which to compare, the analysis fuils to throw light on the 

efficiency of any activity of the business, 

Provides only relationship between different variables with the actual magnitudes not known 

through ratios, 

Rabos are denved from the financial statements naturally reflecting their drawbacks, 

Rabos fu1l to ind1cate unrnediately where the mlStake or error hes, 

It does not take into considerabon the market and other changes e.g. seasonal chang 

ets of accounts relied upon for ratio anal ·sis do not sho\ a compl t picture of a 

compan ' a tivitie 

vary enormou I • b t\\c n diffi rent indu tri 
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as measured by financial ratios into two groups: those that are likely to fail and go bankrupt and 

those that are not likely to fail. The likelihood of bankruptcy is associated with financial ratios. 

Empirical studies by Beaver (1966 tdenti mrio , which have discriminating power. What is 

important is the under tandmg f ' n u n p cd by low performing ratios and the combined 

effect of favourable and un ·t ut:l I :111 ' 

Ntrnan (1 ) b mg th fi t person to apply discriminant analysis in finance to study bankruptcy, 

identified fi e ratio net\ orking capital/total assets(%), retained 

earning/total assets(%), EBIT 'total assets(%), market value of total equity/book value 

of debt (0 o), and sales total assets (times) that were efficient in predicting bankruptcy and 

developed a model from a sample of 66 firms half of which went bankrupt 

Research comparable to (Beaver 1966) has been carried out in this country by Keige (1991) who 

was able to develop a discriminant function that was able to predict failure with up to 90% 

accuracy up to two years before the event The study identified three key categories of ratios that 

were crucial to bankruptcy prediction in the Kenyan context as liquidity, leverage, and activity 

rattos 

Waclira (1999) in hts study establtshes a lmear model to explain the relattonshtp b tween computed 

measures of liquidity and thr e macro conomtc mdtcators (inflation, Inde and int r t rat ) 

b · u of ratio . H id ntified four major categorie of e tors: agricultu 
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industrial and agricultural sectors have responses similar to each other but the financial sector 

appears to differ significantly from the oth r sectors. 

Financial performance rati fl r th t r for the period of 1987 to 1999 (Tables 2 and 1 O) 

were derived from finan ·ial fi •ur f th commercial banks and classified under the four main 

indcp ndcnt rnt 10 • ·ar in •. liquidi , eammgs and assets quality. A factor of the four ratios gives 

the d p nd nt rfl rman , rati for each of the years. The trends in the ratios of the Banking 

institutions can b u ed authontatively to predict the ratio-based performance of an institution. 

Dambolena and Khoury (1980) discusses the use of ratio variance to evaluate a firm whereby 

performance is evaluated against certain industrial benchmarks. The purpose of their study is to test 

for consistency of the firm's ratios overtime in relation to the industry. The study found out that 

liquidity risk of a variability test on ratios could be established. Greater variability in the ratio 

indicates that the firm will drop below the threshold of solvency. 

Canova (1994) establishes a historical analysis of financial crisis in the US by reviewing various 

hypotheses that have been put forward to explain the chain of events that leads to a cnslS m the 

fmanc~al sector. He observes that bankmg parucs occurred almost sunultaneously with fmanctal 

crisis and tock Market crashes and traces the roots of such pani s to ~qUJdity dtfficulti 

experienced b th Business sector. The stud attempts to link fmancial distr to g n raJ 

economi conditions and tat that u h cris are m re lik 1 to o ur in "h nth m n · 

market is ti tt or at th peak of th profrt lini A m d I r m the 
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to predict distress on the basis of both a variety of ratios and also industry and economic 

variables. He introduces import industry ariable and the general economic variables on 

financial distress in the study Wmak r nd mith (1935) in their study on corporate failure 

concludes that the ratio of w rk.tn, pit I t t tal assets was the most accurate and speedy 

indicator of failur wtth it· i ·lin b inning as early as ten years before the occurrence of 

financial difficult Thi · ·tud • h ' er uffered the shortcoming of lack of a contrasting control 

group and a· a rc·ult thetr re ults are generally not regarded as being conclusive. The earliest 

credible re earch hm: ever, was conducted by Menoin (1942 that concluded that three ratios were 

sensitive predictors of discontinuance with a predictive ability as many as five years before the 

occurrence of bankruptcy. These ratios were working capital to total assets, net worth to debt 

and the current ratio. 

Campero and Leone (1991) notes that Uruguay experienced a severe cnsts m 1982 that 

undermined the stability of the financial sector with far reaching implications for the Banking 

structure and the real economy in the subsequent five years . The country had implemented 

broader liberalisation reforms in the 1970s that included among others · removal of trade 

restrtctions and exchange controls and deregulatiOn of the financtal markets The financtal 

markets had e olved under the environment of excesstve regulations between 1960s and early 

1970s. In 1965, there was a cnsis in\ htch the number of bank failure multiplied whtle m 1971 

bank mergers and bankruptcies de eloped leadmg to a deterioration of bank a a r ult f 

high I vel of inter t rate . The e onomic reforms impli d a ignifi nt chan, m p licie 

nd p IC . Th onomic p rformanc tn ru ua ' improv d b th in gro\\ th and 
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reforms that intensified the crisis. 

Bett {1992) establishes a multivan t n I i model for predicting financial failure in the 

Kenyan Banking system b dt 11min. tin agatnst various financial performance ratios. He 

establishes that finau t I nti t discriminate between failed and non-failed banks 

perfectly and · th ' K •n an auth ritic can develop an early warning system to detect future 

problem bank· Th tud realizes that liquidity and profitability ratios are significant 

discriminants and can be used to predict Kenyan bank failures. 

2.04 PRIOR STUDIES AND FINDINGS 

Fischer {1997) discusses the issues of banking soundness as noted by the G-7 summit in Lyon 

(June 1996) through a communique: "The globalisation of the financial markets has contributed 

to the creation of a more complex financial environment. Better prudential regulation and 

supervision in the financial markets are essential elements in preserving the stability of the 

international Monetary and Financial System." He observes that the communique welcomes the 

progress on the strengthening of capttal standards for Bank's exposure to market risk, improved 

dtsclosure and enhanced surveillance. Ftscher further notes that the concern of the G-7 countnes 

arose from the startling frequenc , scale and consequences of the Banking en es in the prior ten 

·ears when well o er half of International Monetary Fund's membership e penenc d ignificant 

banking probl m Th pread of the cri e \ among th nit d tin Am n n 
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Kenya has so far experienced three main financial crises (Appendix A1.07): 1989 when 5 

institutions failed, 1993 when 14 institutions failed and 1998 when 5 institutions failed . Most 

institutions that failed in 1989 ' er r tru tur d and formed the Consolidated Bank, 1993 

institutions were all liquidat d ' ·hil in , the three of the five institutions placed under 

statutory managcm nt w r r ' It u 1u1 d whdc the rest were liquidated. The experience of the 

three cri e led to ttght ·nirut fth regulatory framework by introducing changes in the Banking 

act aimed at enhnncmg ffictent operatiOns of the industry and in conformity with the Principles 

of International Basle ommtttee on Banking Supervision (CBK Bank Supervision 1998 annual 

report). 

Moon and Bates (1993) evaluates the performance of one of the largest world companies 

Maxwell Communications Corporation named after the founder Robert Maxwell. They note that 

the public used to view the financial statements ofthe company as unreliable, misleading, and 

fraudulent as they disguised the true financial situation. A trend analysis done found out that the 

company was profitable but was hampered by excessive debt. The liquidity position of the 

company had consequently deteriorated overtime leading to a worrying solvency trend as a result 

of a dramatic fall in mterest cover. The survival of the company seemed remote gtven the 

recessionary chmates m the economy. 

Vela co 1991 ob erves that the proce s of financial reform in hi! includ d in titutional . 
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abolished and the Central Bank started paymg competitive interest on reserves held by 

Commercial banks so as to help reduce the ost of holding them especially under inflationary 

conditions. The financial system con qu ntl moved towards multipurpose banking whereby 

distinction among comm r ial, inv tm nt m rtgage and development activities was abolished 

with foreign banks II w d t mn he m hile and purchase Chilean banks. The process 

led to wide fintutCtll wtd ·nin n regulations increased the powers of the Bank supervisory 

agency. Th mt •mat! nal reforms dealt with capital flows after the capital account was 

liberalized allo\ mg capital flows in and out of the country. The reform process in Chile led to 

tremendous e pansion of financial intermediation as financial assets of the country rose 

consequently the domestic debt expanded especially the stock to the Non-Government sector, 

which grew from 5% to 61.7% of GDP after the reform process. The financial and the real 

sectors appeared to be making progress for several years before a major financial crisis 

developed. By late 1981, the frnancial system was submerged in major crises with the non­

performing assets of banks reaching the level of 22% of capital and reserves. The ratio went up 

to 47% by end of 1982 and 113% in May 1983. The Government intervened both in November 

1981 and January 1983 in an effort to rescue and liquidate the troubled intermediaries. By early 

1983, 11 commercial banks mcluding two of the nation's largest private banks and five financtal 

companies were under go emment interventiOn or had been liquidated . The paper noted that the 

cri e contributed to a substantial weakening of macroeconomics performan e with major 

readju tment in policie . The Ken an Banking s tor undef\ ent ub tantial financial r form in 
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Crockett (1980) observes that the structure of a country's Banking system is frequently shaped 

by its financial history and the strength of the competing political pressures. He gives the 

example where the evolution of law and prn tice regarding banking activity in the United States 

has been guided by attempt t \ 1d n s that have arisen in the past and to reflect a codified 

federal structure mb dt d in th 'Jr on titution. Kenyan Banking system has evolved 

significantly from th • •arl , (I rmati e tages when only a few banks existed (CBK 2000). By the 

year 199 there w r ommerctal Banks 5 of which were under statutory management and 

11 NBFis of which one was under statutory management. The growth in the institutions as noted 

by Nyamai (1989) reflects an expansion in the broader macro-economy. According to various 

CBK annual reports, the legislative framework basically the Banking act has evolved to reflect 

the growth in number and complexity in structure of the Banking industry. 

Sundararajan and Tomas (1991) describe financial crisis as a situation in which a significant 

group offmancial institutions have liabilities exceeding the market value of their assets, leading 

to runs on the financial institutions, portfolio shifts, and collapse of some financial firms . The 

paper notes that borrowers in Argentina became unwilling or unable to pay their loans and were 

willing to rollover these loans even at high real rates smce they expect to be batled out 

eventually. The demand for loans was nsmg in real terms because of the rising real cost of cred1t 

The paper further descnbes the crises as a situation in whtch an increase in the har of non­

performing loans, an increa e in los es (because of foreign e chang c p ure, int r ·t rat 

mi match, contingent habilitie et .) and a de rease in the value of in e tm n I\ nc 
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quality by both banks and their creditors, weakening both the monetary and budgetary controls, 

and generating large and pervasive uncertainty, which lowers the perceived return on real assets 

leading to depressed real investment nd r wth . 

Banking distress on th th r h nd r ult in run on Banks that depend critically on the 

confidence of th ir cr d1t r · Th 1 un ' can destabilise the banking systems due to the 

interdependen c un n , th 'm a re ult of the contagion effect, which makes banks unique 

institution fr m th r bu ine e . The Kenya Banking industry has experienced most of the 

economic ffects outhned b undararajan and Tomas. 

Johnston (1991) explores the financial system in Thailand where financial crisis was experienced 

in the first half of 1980s largely due to poor financial management practices, inadequate 

regulations and supervision. The crisis was aggravated by the slowdown in economic activity in 

the period. Thai authorities by 1993, had to intervene in 50 finance and security companies and 5 

commercial banks that accounted for one fourth of total assets of Thailand's institutions where in 

the intervention process, 24 finance companies and security companies were closed, 9 merged 

into 2 new companies, while 13 finance companies and 5 commercial banks continued to receive 

subsidised support of soft loans A continued management restructuring, the build up of capital 

and reserves and the strengthening of the powers to supervise and re tructure financial 

institutions were part of the rescue framework in the midst of the cri e An anal i of th 

financial performance of Thai Banks indicated decline in net profi from 2 % to 7% and 

pita! to a t ratio from 6 4% to .7% in th period 1 0 to 19 6. 'J h pita! t f 
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1. Institutional framework where banks operated as oligopolies allowing them to make profits 

for many years while ignoring efficienc and safety precautions. In the industry most 

managers were not profession I , r dit nnd uarantees were extended to businesses in which 

Directors and har hold r '' r h • t1 involved, lavish offices were constructed as 

headquarter and b nk · til d t d• er if)r their share ownership. The lending was 

conccntrnt d t f·w lar int rrelated enterprises and industries and competition was not 

prom ted 111 th mdu 

2. Inadequate legi latt e framework for regulation, supervision and intervention. 

3. Lack of regulatory standards and enforcement guidelines by the regulating authorities . 

4. Economic conditions emanating from the downturn in economic activity during the first half 

of 1980s. 

Tomas (1991) traces the financial crisis in Argentine from March 1980 when one ofthe largest 

private banks Banco de Intercambio Regional (BIR) failed. A series of bank failures happened 

during this period where 71 institutions were liquidated over the preceding two years. Tomas 

(1991) outlined the causes of the crisis to . inadequacies of free market economies, inappropnate 

Monetary Policy and mherent mstabJ!ity of the financial system. The route cause of the cns1 

was default on Bank loans by firms ansmg from enterpnse failures . In a pnor research, Dnzzen 

(1984) found out that between 1977 and 1983 the financial tructure of firm b m 

mcrea ingl fragtle and had to endure trong de tabili ing hock manating rom th fin n ial 
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shocks" such as higher interest rates induced by changes in exchange rate expectations. The 

study further notes that interest rates dramatically jumped after controls were lifted in 1977 

where upon deposit and lendmg rate m r th n doubled . The liberalisation of the foreign sector 

had significant effect on th undn th financial system impacting on the capital flows as 

well as the vatu f fl r ' t •n d l t "' d t th firms. On the measures to deal with failing and 

ailing in tituti n · lh p·tp 'I n t, · that uch measures should aim at arresting the propagation of 

the crisi , re t ring d p tt rs confidence and protecting the payments system so as to bring out 

an orderly restructured and recapttalisation of problem Banks. The measures suggested for 

dealing with banking cris is depend on a country's legislative framework, the structure of the 

Banking system, the presence or absence of a Deposit insurance agency and the magnitude of 

each Bank's losses . The measures are broadly categorised as both emergency and long term. The 

emergency measures includes lender of last resort, Central Bank intervention in the management 

of the ailing institutions, lending freely at a penalty by the Central Bank in times of illiquidity 

caused by sudden surge in demand for reserves and setting up of special credit facilities for 

access by the problem institutions. Long-term measures include liquidations, mergers, 

restructurings of bank activities and recapitalisation. Others include take-overs by Government 

owned Financ1al InstitutiOns, by a Deposit insurance agency or temporary nattonaltsation of the 

institutiOn together with Its conglomerates 

An x:perience of financia l liberali ation m h1le ela co 1991 , rg ntina und rar j n nd 
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3.00 CHAPTER THREE: RESEARCH DESIGN 

3.01 POPULATION AND S MPL 

The population of tnt r t fl 'thi tud rnpri ed 98 institutions as follows: 

(a) 53 commcrcwl B mi-.. · and I I FI licensed to carry Banking business in Kenya under the 

Banking act huptcr part IT ect10n (4) and (5) and listed in the Directory of Commercial 

Banks, Financial m tttut10ns Bmlding Societies and Foreign Exchange Bureaus (Appendices 

Al.05 and A1.06) and 

(b) 34 financial institutions both Banks and NBFis that collapsed within the period 1987 to 1999 

to act as a control sample (Appendix A1.07). 

A census of all Banking institutions comprising 53 commercial banks and 11 NBFis are used in 

this study. 12 of the 34 (3 5%) failed institutions within the study period 1987 to 1999 are used 

as a test control sample. 

3.02 DATA COLLECTION 

Thts study made use of secondary data obtamed from the following sources. 

1) Commercial banks and NBFis publtshed financ1al statements, end penod balances obtamed 

from head office of the institutions and newspapers, 

2) Annual reports of the entral Bank ofKenya, 

3) Bank upcrvi ion annual report as published b · th entral Bank of K n a • 

1onthl Economi Re iC\\ b the entral Bank ofK n , 
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3.03 DATAANALYSIS 

For the Commercial banks and NBFis in operation analysis concentrated on four ratio categories: 

Gearing, Liquidity, Earnings and set quality (Tables 2-6, 10-13). Analysis ofperformance of 

Banks is further done by p r gr uptn ' ~ntral Bank of Kenya. Peer groups are used to 

represent category regr · t n · in thi · ·tud (Tables 7-9). The commercial banks and NBFis are 

categori ed int pc 'f gr up u ing each Institution's asset portfolio as follows : 

Peer group cod' u ed ar as follows . 

Peer group code Description 

0 
Unrated 

1 
Assets over shs 1 O,OOOm 

2 
Assets shs 5000-9999.9m 

3 
Assets shs 3000-4999.9m 

4 
Assets shs 1000-2999.9m 

5 
Assets shs 0-999.9m 

Source: Directory of Commercial Banks, Financial institutions, Building Societies, Mortgage 

Finance Companies, and Foreign Exchange Bureaus. 

This study made use of data for 12 of the 37 failed financial institutions to act as a control 

sample for the models developed. (Appendix Al .07). 

Financ1al performance data for Kenyan Banks and NBFis collected is analysed using ratio 

(Table 2-13). The ratios are grouped into four categones earing, arnings, iquidit , and 

Asset Quality. The correlation and Z-te t for two sample means are u ed to t t th h poth i 

on whether there are an ignificant difference in financial p mti ann '• 
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3.04 ASSUMPTIONS MADE FOR THE MODELS 

o It is assumed that the models developed m this study are applicable to financial 

institutions in the Banking r in Kenya. 

o The four finnn ~<~ 1 p r nn n ratios (Gearing, Earnings, liquidity, and Asset Quality) 

are a um d t , ru tal 10 mfluencing performance. 

o For the purp e of this study, it is assumed that performance is determined by the four 

financial performance ratios . 



4.00 CHAPTER FOUR: DATA ANALYSIS 

4.01 INTRODUCTION 

This study relies on Micr 0 ~ eel statistical package for data analysis. The package is 

used for rcgrc 1 n n Performance (Z) as the dependent variable and Gearing 

tqUtdt ( 3) and Asset Quality (~) as the independent variables (Tables 

3, 7-9, 12). orrelation tests are carried out between the dependent variable (Z) and the 

independent variables (Xt, X2, X3, ~)(Tables 4, 13). The analysis carries out Tests of 

significance on each of the ratios between two periods : Pre-Liberalisation (1987-1992) and Post 

Liberalisation (1993-1999)(Tables 5, 11 ). Charts 1-8 in the study are similarly done using Ms 

Excel Chart package. 

Performance ratios and averages are computed for each year by institutions. The formula for 

arriving at performance in this study is: 

Performance (%)=Gearing ratio (%)*Liquidity ratio (%)*Earnings ratio (%)*Asset Quality ratio 

(%) 

Table 2: Banks Annual Financial Performance Ratios(%) 

1987 1988 1989 1990 1991 1992 

Gearing-X1 10 010 11 312 12.594 13 804 13.598 13 027 

Earnings-X2 1 241 1 38 1 871 2.570 1.820 1.696 

liquidity-X3 31 595 25 100 24 617 32 675 30 553 36 394 

Asset qualrty-X. 53 038 55.644 54.419 52 959 51 746 44 617 

Performance 0.0002082 0 000219 0 0003156 0 0006140 0.0003912 0 0003587 

1993 1994 1995 1996 1997 1998 1999 

Gearing-X1 14.881 14 944 17.728 17.894 19.106 18.550 15 426 

Earnings-X2 3 049 2 597 3.607 3.142 3 009 1 886 0 078 

L~q uidrty-X 47.650 55 439 43 741 46.158 28 286 46 356 45 078 

t quahty-X. 37 066 35 575 44 648 45 053 48 919 4 516 50 533 

P rform nc 0 0008013 0 000765 0 0012488 0 0011691 00007 5 0 0007 0 0000275 

ur :R r h • t. 



Table 2 above shows the annual financial performance ratios for the period 1987 to 1999. The 

four ratios identified in this study are: Gearing, Liquidity, Earnings and Asset Quality. A factor 

of the four ratios in percentage term i Ids the annual performance ratios. Trends in these ratios 

(Charts 1 and 2 below) indt at but growing gearing ratios way above the 7.5% statutory 

requirement; low but gr ' 111 eaming mtios; high but fluctuating liquidity ratios way above the 

20% statutory reqUirement and high but fluctuating asset quality ratios. 

Chart 1: T•·ends in Banks Annual Financial Performance Ratios 

-gearing -a-earnings -liquidity ..,.._asset quality 

Source: Research Data 

Chart 2: Trends in Banks Overall Financial Performance Ratios 
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Chart 2 above shows growing trends in the overall financial performance ratios. Improved 

performance is evident in the Post Liberalisation period compared to the Pre Liberalisation 

period. 

4.02 TREND IN P ' RF RM ERA TIOS FOR BANKS 

Trends in the financial performance ratios for commercial banks identified and used in this study 

are as follows (Table 2 and Charts 1 and 2): Gearing ratios have been stable but growing over the 

period of study. The rate has however, been above the statutory requirements of7.5%. The growth 

in the ratio is explained by the increase in the minimum capital requirements ofBanks, which has 

been reviewed constantly to Shs 200m by 1999 and is expected to rise to Shs 500m by 2005. 

Earning ratios for commercial banks have been low and stable over the period of study. Return on 

assets has been low due to the level of non performing advances component in the loans 

and advances assets of commercial banks. By 1999, the total non performing advances stood at 

Shs. 103.5bn or (37% of gross loans) according to CBK Jan 2000 MER This is in spite of the 

attractive rates on the 91-day Treasury bill rate (Chart 7). The rate rose sharply in the period to a 

high of 56% in 1993 before declining thereafter to a low ofl3 .3% in 1999. 

The Earnings were affected by the growth of the economy as measured by the GDP growth rates 

( hart 3 Growth m GDP has been declming impacting on profitability in the 

Banking 

funh r b 

tor due to 1 credit demand b both the public and the pri ate tors Thi has 

ra t d b • th high I nding rat char' d b comm r i I bank 

K 1 ~R · nou nomi gro\' th i influ n d b th 



investments in productive activities and so in an economy that is not rapidly expanding, the 

investment portfolio shrinks due to high cost of credit as investors shy away from borrowing. Assets 

quality ratios have been high and tab! cr the period. This ratio measures the efficiency of 

Liquidity ratios ha e been moderately erratic over the period under study. The rates rose gradually 

from 24.6% in 1989 to 55.4% in 1994 before declining and rising again in the latter period. The 

movements in the liquidity ratios are influenced by the portfolio holdings of Government securities 

by the Banking sector. The holdings rose sharply between 1992 and 1994 due to the improvement 

in the rate of return on the 91 days Treasury bill rate that rose from 17.30% in 1992 to 56% in 1993 

and later fell to 25.7% in 1994. The fluctuations observed in the rate are traceable to liberalisation 

of the interest rates in 1991 (Kenya Gazette No.3348 of 1991). The market driven rates have from 

then been fluctuating up and dov-.'11 due to forces of demand and supply (Charts 4, 7). Liquidity 

ratios have however been above the statutory requirement of20%. 
) 

Overall financial performance ratios for the commercial banks as measured by a factor of the four 

ratios (Gearing, Liquidity, Earnings and Assets quality) have been growing but fluctuating. The 

ratios measure the overall financtal performance as influenced by the four ratios. Trends in the ratio 

appear to be m ersely related to growth of GDP (Chart 3) gtven that the ratios have been rismg 

while the GDP growth rates have been declming. 



4.03 TRENDS IN PERFORMANCE RATIOS FOR NBFis 

Trends in the overall financial perfonn n mtios for NBFIS (Table 10 and Charts 6, 7) have been as 

follows: 

Overall fmancial peru nnanc ratios as measured by a factor of gearing, liquidity, earnings and 

asset quality ratios ha e been rismg with sharp rises recorded in the period 1993 to 1999. 

The trends in the ratio are inversely related to GDP growth rate (Chart 3) as it rising when the 

GDP growth rate is declining. 

The gearing ratios for NBFIS rose gradually from 8.6% in 1987 to 21 .5% in 1999. The 

rate has been above the statutory requirements of7.5%. The rate has been rising due to the 

increase in capital requirements by the Central Bank ofKenya that stood at shs 200m by 1999. 

Assets quality ratios for NBFis have been high and stable. The major earning assets of 

the sector has been loans and advances. Asset quality has on average been above 50% 

implying that most assets of the NBFis are in loans and advances. 

Liqutdtty ratios for NBFis have been nsmg. The ratio rose from 9 6% in 1991 to 3 5 4% in 

1995 Thts could be explamed m two dtmens10ns Ftrst, the sector was required to observe 20% 

lrquidity ratio by the entral Bank in 1994 and secondly the mcreased build up of stock of 

v mment s uriti due to the attractive rate offered on the 91 day Tr ury bill rat during the 

J>eriod ( harts 4 and 

7 



Earnings ratios for the NBFis have been low but stable. This ratio measuring return on assets has 

been low in spite of the expanded asset portfolio. This tallies with the declines observed in the 

GDP growth rates (Chart 3) given that a an onomy contracts, the earnings decline. 

4.04 REGRE ION 0 ORRELATIONRESULTSFORBANKS 

The financial ratios: Gearmg (XI), Liquidity (X2), Earnings (X3) and Assets Quality~) for both 

Banks and NBFis were regressed against (Performance-Z) using MS-Excel Statistical Package. 

Correlation and Hypothesis testing was similarly done using the MS Excel statistical package. 

The results of the regression for Banks yielded the following outcome (Table 3, 4). 

The coefficients for the model are: -2.29E-03 for intercept 2.28E-05 for Gearing, 3.48 E-04 for 

Earnings, 1.90E-05 for liquidity and 2.25E-05 for Assets quality. The t-statistics at 5% significance 

level are greater than two implying that the ratios are all significant in the model (Table 3). 

Correlation tests for each of the ratios (Table 4) indicates that Gearing, Liquidity and Earnings 

are positively related to performance while assets quality is negatively related to performance. 

The strongest correlations are observed in the earnings, liquidity and gearing ratios implying that 

these ratios are very crucial in influencing performance. This tallies with the studies by Bett (1992) 

and Keige (1991) who Identified, earnings and hqUJdity ratios as crucial predictors of banks 

financial performance m Kenya 



The ratios are used to establish a model: 

Z=-2.29E-03+2.28E-05X1 +3.48E-04X2 + 1.90E-05X3 + 2.25E -05~ 

Where: 

Z=Overall financial pcrformanc mtt 

X, = Gearing ratio 

Xl = Liquidity mtio 

ing Ratio 

sets Quality ratio 

The Model had a good fit with multiple R=0.988 and R square= 0.9771 . 

For a value ofZ=0.0059, a financial institution is found to be stable; For Z less than 0.0059, 

the financial institution is found unstable implying that further fmancial analysis is necessary 

while for Z value greater than 0.0059, the financial condition ofBanks is found satisfactory. 

4.05 TEST OF SIGNIFICANCE FOR BANKS 

Hypotheses testing on whether financial performance in the Pre Liberalisation period (1987 -1992) 

is significantly different from performance in the Post Liberalisation period (1993-1999) was done 

using MS Excel Z-test for two sample means with known variances for each category and yielded 

the following results (Table 5): 

Overall, performance as measured by Z was dtfferent in the two periods The z computed fell 

outside the scope ofZ cnt1cal two-tail test implying that overall financial performance was 

different in the two periods. 



For Gearing, Liquidity, and Asset Quality ratios the above results were confirmed by z computed 

since each of the ratios fell in the rejection area of the Z critical two-tail test. However, the earning 

ratio for Z computed fell in the acceptnnc r gion of the Z critical two-tail test. 

The implication of th a r ·ul g mg by the outcome ofZ is that the Null hypothesis: 

Financial perfonnnn in the Pre and Post-Liberalisation periods was not significantly different is 

rejected thereby accepting the Alternative hypothesis : Financial performance in the Pre 

Liberalization period was significantly different from financial performance in the Post 

Liberalization period. 

4.06 REGRESSION AND CORRELATION RESULTS FOR NBFis 

Regression results for NBFis yielded the following results (Table 12 and 13). The 

intercept was -0.001447007, Gearing 6.4946E-06, Earnings 0.000253115, Asset quality 1.76068£_ 

05 and Liquidity 1.28609E-05. Earnings, Assets quality and Liquidity yield t-statistics greater than 

2 implying that the ratios significantly affected the performance. T statistic for Gearing ratio is 

however, less than 2. 

The regression output has a multiple R= 0 982 and R square =0. 96 indicating a good fit model. 

A performance model for the NBFis is thus e tablished as: 

Zn:: -0.001447007 6 4946 •-06 nl 0 0002 115 n2 1.76068 -0 n3 1.2 609 -0 



Where 

Xn.1 

Ovemll financial perfonnance ratio 

Gearing ratio 

aming ratt 

A ct·qutltt mlr 

iqu1d1 ml1 

Correlation test (Table l ) for the mtios indicated that all the ratios (Gearing, Earnings, Asset 

quality and Liquidity) significantly affect perfonnance (Zn). Earnings mtios have the highest 

positive correlation to perfonnance (Zn). Earnings, Liquidity, and Gearing are thus important ratios 

in predicating perfonnance for NBFis similar to results by Bert (1992) and Keige (1991 ). 

4.07 TESTS OF SIGNIFICANCE FOR NON BANK FINANCIAL INSTITUTIONS 

HYPotheses testing on whether financial perfonnance in the Pre Liberalization period (1987-1992) 

is significantly different from perfonnance in the Post Liberalisation period (1993 -1999) yielded the 

following results (Table 11 ): 

Overall financial perfonnance ratio (Zn) realized a Z computed that fell outside the scope of z 

cntJcal two tail test Implying that we reJect the null hypothesiS The Geanng, Eammgs and 

Liquidity ratios fell in the reJeCtiOn areas confinnmg the above results Howe cr, the a t 

quality z computed fell within the acceptance region. sing the r ' U) ofZ,. 1mpli th null 

h ·poth i i r j ted inc overall financial p rfonnanc tion r and th 

i j accepted that 1 rfonnnn in th Pr • s ''ell, in th P t Li rali 11 
n 

ntl • di r tt 



4.08 REGRESSION MODELS FOR BANKS PEER GROUPS 

Commercial banks under the peer gr up nt gori s are used to develop performance predictive 

models (Table 7, 8, 9) and ar utltn 'u h 1 bel w: 

PEER GROUP l 

Zp,= -0.0021 4 57+ 6 9 503E-05X,+ 2.20752E- 05X2 + 0.000156494X3 + 1.18786E -05~ 

Multiple R= 0.966 and R square=0.933 

PEERGROUP2 

Zp2= -0.002940484 + 7.12E-05X1 + 2.48907E-05X2 + 0.000384743X3+ 1.41855E- 05~ 

Multiple R=0.982 and R square= 0.963 

PEERGROUP3 

Zp3== -0.008312183 + 7.24013E-05X, + 4.7852E- 05X2 + 0.000642566X3 + 7 . 62318E-05~ 

Multiple R=0.867 and R square= 0.752 

PEERGROUP4 

~== -0.003206702 + 4.34732E-05X, + 2.62171E-05X2+ 0.000345577X3 + 2 . 51948E-05~ 

Multiple R=0.996 and R square= 0 992 

PEERGRO PS 

lps -0.010163793 + 0.000136676X, r 3.87463E-05 2 t- 0.000755543X3 t- 8 50747 -05 

Multiple R 0.982 and R square 0.964 

Wh re: 

7'111-p~ = crall finan ial p rforrnanc ratiO ' for p r group I--

ring mtio 

• Ltqutdt • rntt 

.. 



X3= Earnings ratio 

M= Asset Quality ratio All the models had good fit with the gl\ n multiple Rand R squares above and indicates thal performance was not signtfi ntl ' dtlicrcnl f, t dtlierent peer groups. 

Chart 3: Trend m DP Gro"th Rate 
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Source: Monthly Economic Reviews (Various) 

Chart 3 above shows declining trends in the GDP growth rates in both the Pre as we\\ as Post 
\iberahsat\On periods 



Chart 4: Trends in 91-Day Treasury Bill Rate (1987-1992) 
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Chart 5: Trends in 91 day Treasury Bill Rate (1993-1999) 
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5.00 CHAPTER FIVE: SUMMARY FINDINGS, CONCLUSIONS, LIMITATIONS 

AND RECOMMENDATIONS FOR FURTHER RESEARCH 

5.010 SUMMARY FINDIN D ON LU IONS 

This study wa condu ted w1th the aim of achieving the following three objectives: 

To evaluate financial performance of Kenyan Banking sector during the period 1987 to 1999 

using financial ratio anal sis, to determine whether financial performance in the Pre­

Liberalisation period is significantly different from performance in the Post-Liberalisation 

period, and to formulate a performance predictive model for the Banking sector using the data 

for the period under consideration. 

To achieve the above objectives, four annual financial performance ratios (Gearing, Liquidity, 

Earnings and Asset Quality) are computed in percentage terms for both Banks and NBFis . 

annual financial performance ratios (Z) are derived by a factor of the four ratios for both Banks 

and NBFis. Tests of significance in performance for both the Pre as well as Post Liberalisation 

penods are done using Ms Excel Z-test statistic on two sample means for each of the periods. 

RegressiOn models for both Banks and BFis mcludmg those of peer groups for Banks are 

established m the stud . 

Th anal ·sis m chapter four '1elds the following re ults for ank 

group : 

BFI and Bank p er 



5.011 COM:MERCIAL BANKS 

This study found out the following 

o Trends in overall financtal p r nm111 ( 19 7-1999) in this study were as follows : 

• Overall pcrformnn ·e 111 th Bankwg ector has been improving on average. The results of 

the pcrfonnunc rat1 · de eloped in this study indicated that performance improved 

before deterioratmg m the Pre as well as the Post-liberalisation period. The performance 

for the Post-Liberahsation period was however better than in Pre-Liberalisation period. 

The overall trend is thus a boom followed by a burst in each period. 

• Over the period, Gearing ratios have been above the statutory requirements of 7.5% as 

stipulated in the Banking act. The ratio has been continuously growing in both the Pre 

and Post liberalisation with the latter period experiencing a faster growth. The ratio has 

been on average between 10% and 16%. 

• The Liquidity ratios have been on average above the statutory requirement of 20% as 

stipulated in the Banking act and growing. The trend in the Pre-Liberalisation era is 

stable as compared to the trend in the Post-Liberalisation period that has been fluctuating . 

High volatility 1s witnessed m the Post-Liberalisation period . The rates have been on 

average betv een 24% and 55% 

• Asset Quality rattos have on a erage been declming. Trends in the Pre-LJberalt atton 

period are declming but rising in the Post-Liberalisation penod The rate ha e been on 

a crag b tween 7% and 6% 

• 'J r nd in th av rage Earn in' ratio hav b n tab! and lo\ Both Pr nd Po t-

L1b rail tion p nod e ·p ri n ed n r n tnnt rat b l\\ en 0 .07° 'o nd % 



o The test for significance on whether performance in the Pre-Liberalisation period was the 

same as performance in the Post-Liberalisation period done using a Z-test for two sample 

means gave the following findmg 

o Overall performance f th B. n\... ( < bl ) in Pre-Liberalisation period was different 

from the p rformun · tn th • P t- 1beralisation period. This is found in the overall 

performunc ruh · vd1 r the Z computed value fell in the rejection area of the two-tail 

test. This finding confirmed to be true for the Gearing, Liquidity and Asset Quality ratios 

where the z computed value fell in the rejection area of two tail test while the earnings 

ratios in the two periods were not significantly different as the Z computed value fell 

within the acceptance region of the two tailed test. This implies that the financial reforms 

affected performance in the Post Liberalisation Period. Trends in the overall performance 

(Z) ratio indicate a better performance. Given that interest rates in this period were 

market driven Banks were allowed to adjust their base lending rates making return on 

lending in this period better than in the Pre-Liberalisation period . 

0 
The findings above are confirmed by the correlation test (Table 4) for the performance 

ratios to the overall performance ratios (Z). 

-Geanng ratios for the two penods were pos1tively related to performance with 

the impact at 0 726 The degree of relationship m the two periods was 0 829 and 

0 436 respect1vel The degree of impact on performance was weaker m Po t­

Liberali ation period than in Pre- ibcrali ation pcnod . 

• . ming ratio \\ rc high! · nd po 1ti ' l corr l t d to p rform nc in th t\ ,0 

p riod of orr nd 09. in the t\ ' p rid 

ftmJ nn• n b 111 

7 



-Liquidity ratios were positively related to performance. The degree of 

relationship was 0.485 . In the Pre-Liberalisation period, the relationship was not 

very strong and stood at 0 10 ' hit in Post-Liberalisation the relationship was 

negatively rclat d t p r nnd stood at - 0.029. 

-The A·· t u It tv 1at1 \Jere negatively related to performance. The impact to 

pcrformun ''a 0 73 The impact of the ratios to performance in the two 

peri d wa -0 1 3 and -0.313 respectively. 

The implications of the correlation tests above are: 

Gearing, liquidity and earnings ratios positively influence performance in this study. The 

findings further show that earning ratios have a high impact on performance 0.919, followed by 

gearing o. 726 and then liquidity 0.485 . In the Post Liberalisation Period the liquidity impact on 

performance is negative 0.028. This implies that to perfectly predict performance of Banks in 

Kenya, three ratios are crucial: Liquidity, Gearing and Earnings. This conforms to studies carried 

earlier Bett ( 1992), Keige (1991 ), Altman (1968), and Beaver (1966) all of whom in their 

independent studies concluded that liquidity, leverage and activity ratios are important in the 

prediction of corporate bankruptcy. 

The ratios obtained for Banks m thts study are regressed against each other and found to 

influence perfonnance of the Bank . The ratio help to d velop a predtctlvc model 

I -2.29 -0 2 2 ·-05 .. t+3.4 -04. '2+ 1.90 -0 2 2 -0 4 b u e of ratio . 

\Vher . 

II m nc1 I p rfi rm nee r uo 

"'1-C' nn u 
I. -LIQUI It • tiO, 



X2-Earnings ratio, X4-Asset Quality ratio. 

The model perfectly predicts the financial performance of any commercial bank in Kenya. For 

2=0.0059 a financial institution IS tabl , Z vnlu I than 0.0059 indicates an institution whose 

financial performance is un table nd '' uld r quire further financial analysis while a z value 

greater than 0.0059 indica! ·an •n·titutt n that i financially healthy. 

The model ha a g d ftt wtth the multtple R - 0.988, R square= 0.9771. The t statistics at 5% 

significance level are all greater than 2 indicating that the ratios computed in the model 

significantly affect financial performance. 

5.012 NON BANK FINANCIAL INSTITUTIONS (NBFis) 

Trends in the Gearing ratios have been rising and above the statutory 7.5% requirement. 

Liquidity ratio has been rising and above the 20% statutory requirement. Earnings and asset 

quality have been low and stable. Overall financial performance as measured by (Zn) has been 

rising (Chart 7) 

The overall performance as measured by Zn is significantly different in both the Pre as well as the 

Post Liberahsatton penods Geanng, Earnings and Ltqutdtty ratios are consequently dtfferent in 

the two periods while Asset quality IS not Significantly dtfferent 

orrelation te ts (Table 13) indtcate that all the four ratios earing, aming , Liqutdtty and 

set quality affe t performance (Z,) Ho' ever three of the four ratio ha e trong impact on 

p rform nc . caring (0. ) ·amin, 0.925) and iquidit 0.66 'I hi finding talli , ith 

th rr 1 tJon t t forB nk abo e nd the ub cqu nt tudi 1 hu It n b con lud d th t 

th r tio n p rfl p rfom1 n o B I I m K 



5.013 PEER GROUPS FOR BANKS 

The Banks are categorised into peer group nd at gory regressions are developed (Table 7-9). 

The models for all the pc r group h ' , d fit with both the multiple Rand R Square closer 

to 1. The model d vel p •d fl r th 1 1 groups revealed that no significant difference exists 

among in tituti 11 • in ddli r 'Ill p er groups An institution in one peer group is as prone to failure 

as any other in a different peer group. 

5.014 91 DAY- TREASURY BILL RATE AND GDP GROWTH RATES 

a Trends in the 91 day monthly average treasury bill rates for the period under study were as 

follows : 

• In the Pre-Liberalisation period, the rates were generally low but rising gradually. The 

rate in the years between 1987 to 1989 are stable at between 13% and 15% thereafter 

rising to 18% by 1992. However, the rates experienced fluctuations in the period between 

1990 to 1992. 

• In the Post-Liberalisation period, the rates were generally high with wide fluctuations 

characterizing the penod The penod expenenced very high rates of interest in 1994 as 

well as very lm rates below I 0% in 1999 On average the rates declined from an a erage 

of s6o 0 in 1994 to 13.3% in 1999. The fluctuations are as a re ult of demand and uppl 

fore s incc liberalising the interc t rate in Ken a ' hen th rate wer left to mark t 

or c 



o GDP Growth rates have been on a declining trend between 1987 and 1999. The Pre 

Liberalisation period experienced drastic declines in growth from a high of 5.15% in 

1988 to a low of0.48% in 1992 v. htl th P t ibcralisation period experienced low but 

moderately stable growth mt . '' 1th th rat remaining in the range bound of between 

0.26% in 199 nnd 1 hi 1h f 4 % in 1995. Overall, the growth rates in the Post 

Liberalisat1 11 p n d '' 1 I ' compared to growths in the Pre Liberalisation period. 

conomic growth 1 mfluenced by both the Monetary and the Fiscal Policies pursued by 

the Go emment (CBK 2000). According to the Central Bank of Kenya Monthly 

Economic Reviews, growth has been affected by the following factors : Poor 

infrastructure, particularly roads, telecommunication services, port operations and water 

supply that limit production and marketing of products, reduced flow of productive 

resources into the more efficient private sector, high cost of funds in the domestic money 

market, general insecurity in major tourist areas, uncertainty and the loss of investor 

confidence due to poor delivery of public services and delays in implementing the 

required economic reforms. Declines observed in GDP growth rates consequently affect 

performance of the Banking industry and other sectors of the economy. 

1 



5.02 LIMITATIONS OF THE STUDY 

This study was carried out using finan tal data d ri d fi·om financial statements of both Banks 

and NBFls and so one must be nut1 u' f th limitations associated with such data. The data 

may be subject to mnnipulatt n th' management of the firm . 

This study was broad and could not exhaustively address all the issues inherent in such studies. 

As with any other research, this study was undertaken within a fixed duration and the researcher 

did not have adequate time to explore aspects like the effects of peer group regression models on 

performance ofthe industry. 

5.03 RECOMMENDATIONS FOR FURTHER RESEARCH 

The Kenyan Banking sector is an important engine to economic growth of the country. The 

sector both in size and structure covers 11% of the whole economy (CBK, MER: Various). 

Monetary Policy is largely implemented through the Banking sector and so its stability cannot be 

overemphasized In trying to address stability, a few pomts come to the fore. 

The ltcensing procedures and the rules of the Banking bus mess are very 1mportant in improving 

and sustaining resilience 10 the sector. Towards this end upenntendence of the industry ought to 

be trengthen d . urrentl , the entral Bank of Ken •a is domg c erything po tble to addr 

the i u with variou am ndment to th Banking t and building in p tion apacit in th 

13ank up rvi 10n Unit BK Annu I R P ffort , rc I ud bl , nd th 

u t min o th m• n m · 



The quality of management in organisations affects performance. The shareholder -manager 

relationship out to be very clearly spelt out to a oid conflict of interest. This will ensure 

professional banking is enhanced with partt ipnnt hn ing no ulterior motives. Mis-management 

is one of the main cause of Bank f.1ilur ' in Kenya. lt is thus important for the regulatory 

authorities to en urc that the p' 11 •unnin' financial institutions are of fit and unquestionable 

professional standard· . 

The current measures being undertaken by the Central Bank of Kenya (CBK Annual Reports: 

Various): 

• Requiring the Banking sector to raise the minimum paid up capital to shs SOOm by 

December 2005, 

• Encouraging the establishment of Credit Reference Bureaus which would supply 

information to lenders on the credit worthiness of the borrowers will help reduce the level 

of non-performing loans, 

• Promotion of micro financial institutions and bringing them under the umbrella of the 

Banking act will help to stem out "shy locking " business in the industry. It is therefore 

recommended that these efforts of financial deepening in the industry being undertaken 

be enhanced 

• The Banks and on-Banking Financtal Instttut10n are required by law to enhance 

information dtsclosures Informat10n on non-performing advances and mstder lending 

that w r not available pre iousl are current! published annuall b ach finan ial 

m titutton Th non-performing advanc · aft t quali of a t and b 

I of n Ill titut10n It 1 h reb ' rc omm ndcd that 

und n k n d hng \ 'tth th nnp t th t • anfomt·Hion ' n. bl on ~ rm n c 



This study could not carry out that analysis because available information on the non­

performing advances and insider lending are from 1998 when the Banks were required by 

the Central Bank of Kenya to di cl th nm in their published financial statements. 

A study to cstabli hindu ·t wid 1 'dt t1 e regression model is hereby recommended. This 

study establi hcd rcgr '· ·• n m del for Banks and NBFis. An improvement in this area can 

be undertaken b e tabh hmg a mgle model applicable to both Banks and NBFis . 

An exploratory study can also be conducted to establish the institutional factors that could be 

responsible for financial failures in Kenya. 
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Ban P rlormance Ratios 

MS F Stgnrficance F 

4 10965E-07 85 2109 1.35758E-06 

4 82292E-09 

I Sial P-value Lower95% Upper95% ower 95.0 Upper 95.0% 

·4 302406868 0 00261 ..() 003516645 -0.001062 -0.0035166 -0.001062378 

2 332440191 0 04798 2.57987E-07 4.527E-05 2.58E-07 4.52688E-05 

10 92306203 4 4E-06 0.000274624 0.0004216 0.0002746 0.000421609 

4 018233733 0 00385 8 0788E-06 2.984E-05 8.079E-06 2.98396E-05 

2 90395318 0 01977 4.62809E-06 4.032E-05 4.628E-06 4.03249E-05 

PROBABILITY OUTPUT 

StJnd<lrd R slduals Percenltle y 

4 66835€.()5 0 823292892 3.846153846 2.751E-05 

4 14238E-o5 0 730534222 11 .53846154 0.0002082 

-2 -os ..() 39924218 19.23076923 0.0002194 

-0 00011533 7 ·2 034045019 26.92307692 0.0003156 

-4 &4042E -06 ..() 081836589 34.61538462 0.0003587 

6a5116E-o5 1.208245003 42.30769231 0.0003912 

-4.57 -os ..() 807165371 50 0.000614 

-4 0018SE-o5 ..() 705750291 57.69230769 0.0007544 

4 62884E-o5 0 816324594 65.38461538 0.0007656 

6 182E-o5 1 231286282 73.07692308 0.0007955 

-3.32094 -os ..() 585668119 80 76923077 0.0008013 

4 07007E-o5 0 717781986 88.46153846 0.0011691 

-s t8132E-os ..() 913757412 96.15384615 0.0012488 

r r slon re ul s of Performance agamst Gearing, Liquidity ,Earnings and Asset Quality ratios. 

nd R Squ rea 0.9n for ban s close to 1. 
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tx Of ~" s P rforma11ce Ratios 

G a ng-X1 Eammgs-X2 Liquidlty-X3 Asset Quality-X4 

1 

0.831425216 1 

0 267047167 0 205831505 1 

-0 335284518 -0 043030803 -0 836057857 

0 anng-X1 Earmngs-X2 Liquid1ty-XJ Asset Qual ity-X4 

1 

0 722 1 

0 7592 0308388402 1 

-0 028553286 -0 686674739 -0 133444161 1 

-0 313175535 0 611470771 -0 447116813 -0.66183037 

G nng-X1 Eamings-X2 Uquidity-X3 Asset Quality-X4 

1 
11 1 

0 525725851 1 

0 477558654 0.243706039 1 

-0 418366331 -0 507038734 -0.84397218 

rebtiOil hips the lnd pendent vanables(X1-X4) to the Dependent variable(Overall Performance-Z) for both the Pre Liberal isation period as w ell as the Post Liberalisation Period. 

rtd Uquid1ty are cruc1al rat1os in influencmg Performance i11 this Study given their strong correlation to Performance: 0.726, 0.919, and 0.484 respectvely. 
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Table 5: Hypothesis Testing for Banks Performance Ratios 

PERFORMANCE LIQUIDITY 

z-Test: Two Sample for Means z-Test: Two Sample for Means 

Mean 
Known Variance 

Observations 

Hypothesized Mean Differenc 

z 
P(Z<=z) one-tail 

z Critical one-tail 

P(Z<=z) two-tail 

z Critical two-tail 

GEARING 

z-Test: Two Sample for Means 

Mean 
Known Variance 

Observations 

Hypothesized Mean Differenc 

z 
P(Z<=z) one-tail 

z Critical one-tail 

P(Z<=z) two-tail 

z Critical two-tail 

EARNINGS 

z-Test: Two Sample for Means 

Mean 
Known Variance 

Observations 

Hypothesized Mean Differenc 

z 
P(Z<=z) one-tail 

z Critical one-tail 

P(Z<=z) two-tail 

z Crrtical two-tail 

1987-1992 

0.000351183 
0.00000002 

6 
0 

2.739845428 

0 0030734 8 
1 6448 3 

0.006146917 

1 959961082 

1987-1992 

12.39069731 
2.14673446 

6 
0 

-5.021 77846 
2.5639E-07 

1.644853 

5.1 2779E-07 

1.959961082 

1987-1992 
1. 764382999 
0.21673961 

6 
0 

-1.471738338 
0 07054581 

1.644853 

0141091621 

1.959961082 

Source:Ms Excel Regressions 

1992-1999 

0.000794585 
0 00000016 

7 

1992-1999 

16.93246535 

3.22123252 
7 

1992-1999 

2.481187849 
1.40763645 

7 

Men 
Known Variance 

Ob rvat1ons 

Hypoth IZ d Mean Difference 

z 
P(Z -z) one-tail 

z Cnt1cal one-tail 

P(Z<=z) two-tail 

z Critical two-tail 

ASSET QUALITY 

z-Test: Two Sample for Means 

Mean 
Known Variance 

Observations 

Hypothesized Mean Difference 

z 
P(Z<=z) one-tail 

z Critical one-tail 

P(Z<=z) two-tail 

z Critical two-tail 

Table 5 above gives Hypothesis testing for Banks performance In the two Periods under study. 

Overall, Performance Is significantly different In the two study periods. 
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1987-1992 
30. 15579981 

20.74704626 
6 
0 

-4.031348568 

2.77424E-05 

1.644853 
5.54849E-05 

1.959961082 

1987-1992 

52.07064866 

15.13411643 
6 
0 

3.004641743 

0.001329538 

1.644853 

0.002659077 

1.959961082 

1992-1999 

44.6725789 
66.564181C 

1992-199f 

44.044127 

32.297199 



l ANCE RATIOS FOR BANKS (1987-1999) 
PEER GROUP 2 PEERGROUP3 

-X4 Polfo""anc..zp1 Gearlng-X1 Uquldity-X2 Eamlngs-X3 Asset Quality-X4 Pelformance-Zp2 Gearing-X1 Uquidity-X2 Eamings-X3 Asset Quality-X4 Pelformance-Zp3 

515211 000030139 1824 40.88 1 76 64.71 0.00084706 1824 5419 -2.14 53.32 -0.00112629 

S4GS 000034863 1793 3294 2 74 71 74 0.00116080 1793 58.09 -1 .24 50.40 -0.00065167 

0~534 1566 3389 303 75 .00 000120592 1566 4493 025 67.06 0.00011936 

.53 000064452 1313 4351 254 62.39 0 00090421 1313 6320 1 15 47.43 0.00045287 

60<13 000050365 1210 4161 2 97 6664 0 00099637 1210 6376 152 45.45 0.00053125 

5003 000026903 918 5116 225 48.57 0 00051276 918 10201 -056 19.90 -0.00010501 

41 Ooooe6303 866 57 .93 2 82 37 11 0.00052541 866 9581 502 17.84 0.00074372 

07 000081058 830 5069 092 52.83 000020359 830 100 4" 434 28.47 0.00102879 

4 e:l 000142<1 21 1067 3962 236 6147 0.00061234 1067 795 331 36.06 0.00101301 

50 0 001 <1 290<1 9 57 4090 1 92 52.36 0 00039351 957 59 6 1 232 52.19 0.00069122 

5477 000057504 13 37 3114 289 62 42 000075071 1337 <13 34 3 64 58.84 0.00124101 

5372 000064427 43 76 4705 2.23 62 76 0.00287888 43 76 6320 3 61 66.14 0.00659470 

5:168 .()00030772 32 32 4622 3 40 6130 0.00310892 32 32 620 -253 57.15 -0.00285855 

PEER GROUPS 

Qua -X4 Perfonnance-Zp.c Goarlng-X1 Uquldity-X2 Eomlngs-X3 Asset Quallty-X4 Pelformance-Zp5 

63811 000064495 2108 8449 352 59.56 0.00284993 

631» 000056566 2228 6031 367 60.52 0.00298743 

2<12 83 0 00078235 19 25 5292 231 65.21 0 00153193 

342 6488 000095254 2889 5519 582 58 36 0 00541514 

264 6047 000100054 38 75 62 35 5.34 5809 0.00749901 

2&C 51 15 000121705 2848 5539 627 42.28 0.00418099 

222 .CIW 000218924 2139 5516 561 37.86 0.00250522 

2 4061 000132696 36 94 66 20 056 39.24 0 00054140 

U!l 4772 000085656 24 93 6268 -3 97 46 76 -0 00289945 

200 5218 000095987 2070 61 97 -1 71 5029 -0 00110443 

5460 0 000711667 25 95 72 56 1 46 55.30 0.00151759 

1 3560 0 00083.c56 27.15 59.74 147 53.62 0.00127935 

.()35 5087 .() 00012022 2998 51 85 0 .70 5542 0 00060119 

,..... ropo.os IO< Comi!Mrcl<ol Ban~• for the period 1987-1999 
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s P rlorm.nc~ RatJos-pe~r group 3 
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Lower 95 0% Ueper 95. 0% 

-0 027318602 0.010694236 

-7 69738E-05 0.000221776 

..() 0001095/.3 0.000205227 

0.0002674 0.001017732 
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T bl : SU ARY REGRESSION OUTPUT-PEER GROUP 5 

su YOUTPUT 

ton Stattstics 
0. 2079488 

0 8012 
672018 

0.000622392 
13 

df 
4 
8 

12 

Coefltc nts 

-0 010163793 

0.000136676 

3 87463E-05 

0 000755543 
8.50747E-05 

ss MS 
8.41471E-05 2.1 E-05 

3.09897E-06 3.87E-07 

8.72461E-05 

Standard Error t Stat 

0.002395158 -4.2434 7 4 

3.15434E-05 4.332944 

3.31149E-05 1.170056 

6.36325E-05 11.87354 

2.15081E-05 3.955472 

F Significance F 

54.3065 7.73279E-06 

P-value Lower95% pper 95% Lower 95.0% Upper95.0% 

0.002824 -0.015687041 -0.004641 -0.01568704 -0.00464054 

0.002502 6.39366E-05 0.000209 6.3937E-05 0.000209415 

0.275653 -3. 76169E-05 0.000115 -3. 7617E-05 0.000115109 

2.32E-06 0.000608806 0.000902 0.00060881 0.00090228 

0.004204 3.54769E-05 0.000135 3.5477E-05 0.000134672 

ho regr ssion out ut tor peer group 5 Banks performance ratios with both the Multiple Rand R square close to 1. 
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Table 10: FINANCIAL PERFORMANCE RATIOs-NBFis 

Year Performance Gearing Earnings Liquidity Asset Quality 

1987 0.00009677 8.63 0.99 18.31 62.17 
1988 0.00007776 9.57 1 00 13.19 61.50 
1989 0.00006830 9.05 0 93 13.47 60.10 
1990 0.00004054 9 02 0 77 9.60 61.11 
1991 0.00002919 9.23 0 42 12.57 59.77 
1992 0.00004594 9.98 0.44 18.31 57.31 
1993 0.00044215 13.55 1.64 40.06 49.58 
1994 0.00029139 13.14 1.07 41.49 50.15 

1995 0.00070968 15.47 2.11 35.41 61.50 
1996 0.00096161 16.77 3.17 28.38 63.83 
1997 0.00096445 20.06 1.94 35.25 70.14 
1998 0.00026224 18.31 1.05 19.98 68.04 

1999 0.00072081 21.49 2.01 24.79 67.42 

Variance 0.000000128737 21 .1857 0.6143 123.9137 37.3666 

1987-1992 0 0 000000000652 0.2227 0.0714 11 .8341 2.9681 

1993-1999 0.000000086855 10.0662 0.5204 64.4303 71.4897 

Table 10 shows improving financial performance ratios for NBFis 

and the period variances for the ratios. 
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Table 11: HYPOTHESIS TESTING FOR NBFis RATIOS 

Z-TESTS-N BFis 
performance 

z-Test: Two Sample for Means 

Mean 
Known Variance 
Observations 
Hypothesized Mean Difference 
z 
P(Z<=z) one-tail 
z Critical one-tall 
P(Z<=z) two-tail 
z Critical two-tall 

gearing 
z-Test: Two Sample for Means 

Mean 
Known Variance 
Observations 
Hypothesized Mean Difference 

z 
P(Z<=z) one-tail 
z Critical one-tail 

P(Z<=z) two-tail 
z Critical two-tail 

earnings 

z-Test: Two Sample for Means 

Mean 
Known Variance 
Observations 
Hypothesized Mean Difference 
z 
P(Z <=z) one-tail 
z Critical one-tail 
P(Z<=z) two-tail 
z Critical two-tail 

1987-1992 
5.97513E-05 

6.52E-10 
6 
0 

-5.023448049 
2.5417E 07 

1 64485 
5.08341 07 
1.959 1082 

1987-1992 
9.245919469 

0.2227 
6 
0 

-6.359013577 
1.01986E-10 

1.644853 

2.03972E-10 
1.959961082 

1993- 1999 
0.000621761 

8 6855E-08 
7 

1993-1999 
16.96929484 

10.0662 
7 

1987-1992 1993-1999 
0.757513814 1.855146251 

0.0714 0.5204 
6 .,. 

0 
-3.737621892 
9.29126E-05 

1.644853 
0.000185825 
1 959961082 

liquidity 
z-Test: Two Sample for Means 

1987-1992 1993-1999 
M n 14.242346 32.1945043 
Known Variance 11 .8341 64.4303 
Ob rv tion 6 7 
Hypothesized Mean Difference 0 
z -5.369827 
P(Z<=z) one-tail 3.949E-08 
z Critical one-tail 1.644853 
P(Z<=z) two-tail 7.899E-08 
z Critical two-tail 1.9599611 

asset quality 
z-Test: Two Sample for Means 

1987- 1992 1993-1999 
Mean 60.326201 61 .522198 
Known Variance 2.9681 71.4897 
Observations 6 7 
Hypothesized Mean Difference 0 
z -0.365499 
P(Z<=z) one-tail 0.3573695 
z Critical one-tail 1.644853 
P(Z<=z) two-tail 0 .714739 
z Critical two-tail 1.9599611 

Table 11 shows Hypothesis testing for financial performance ratios for the Pre as well as the Post Liberalisation periods 

For NBFis 
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3 846153646 2.919E-05 
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19 23076923 
26 92307692 
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65.36461538 
73 07692308 
80 76923077 
88 46153646 
96 15384615 

4 054E-05 
4 594E-05 

6.83E-05 
7 776E-05 
9 677E-05 
0 0002622 
0 0002914 
0 0004422 
0 0007097 
0.0007208 
0.0009616 
0 0009644 

68 

Upper95.0% 
-0.00038227 
3.46542E-05 
0.00035979 

3.66601 E-05 
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Table 13: CORRELATION TESTS-NBFis 

Performance Gearing Earnings Asset quality Liquidity 

Performance 1 

Gearing 0.842992439 1 

Earnings 0.925107159 0.694485128 1 

Asset quality 0.386928337 0.511587049 0 296352074 1 

Liquidity 0.667957321 0.556962155 0 565005665 -0.2995335 1 

Table 13 above shows correlation tests for NBFis where strong correlations to performance 

are noted in gearing, Earnings and Liquidity ratios 
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CHART 6: TRENDS IN FINANCIAL PERFORMANCE RATIOS -NBFis 
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CHART 7:TRENDS IN OVERALL FINANCIAL PERFORMANCE RATIOS FOR NBFis 
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A1.04 FINANCIAL SECTOR REFORMS IN KENYA (1989-1996) 

The following are some of the financial sector reform undertaken in the period under study that were 

issued through various circulars, prud ntiul Tuid lin ' 

Central Bank of Kenya and other 10vcrnm nt unit ': 

0 1989 

vernmcnt reports and speeches by the 

fSAP credit approved; F I cr dil effecti e and indirect Monetary Policy initiated; legislation 

providing fore tabli 'hmcnt of apital Market Authority passed by parliament 

-Maximum saving and deposit rate repayable by Banks and NBFis raised by 0.5% and maximum 

lending rate for loans and advances not exceeding three years raised to 15.5%. 

In the year, the Banking act (1968) was revised strengthening the activities of the Central Bank of 

Kenya 

0 1990 

Capital Market Authority established; rate on one-year treasury bond increased by 0.5% to increase 

attractiveness; minimum saving deposit rate increased by 1% together with maximum lending rate for 

loans with maturities up to 3 years. 

-Treasury bill rate increased by 1% 

-Requirement removed that ceilings on loan interest include all lending related charg and fi e , 

p rmitting institution to set their lending rates to reflect current market condition : Trea ury bill rate 

fully liberalized 

1991 
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D 1992 

Minimum capital/assets ratio raised to 7.5% from 5.5%. prudential guidelines for self regulation, 

including code of conduct of Directors, Chief xe utiv s and other employees, duties and 

responsibilities of external auditors and pr vi i m f r bad and doubtful advances and loans; CBK 

acquired Shs 500m in treasury bill' t r ·pi ni:h it' stock of trading portfolio; Secondary market for 

forexc's cstabli hcd; marginal c )Sl ni · ·d 1% for additional shs 50m in advances and rediscount of 

treasury bills and other ovt!rnmenl ecurities to ensure that commercial banks with overdrafts at 

Central Bank exceeding shs SOm are appropriately sanctioned; retention scheme introduced allowing 

100% retention of foreign e, change earnings from non-traditional exports; commercial banks 

allowed to borrow foreign exchange currency to finance tea and coffee purchases in auctions; Banks 

allowed to send dollars accounts for coffee and tea buyers and sellers; new penalties announced for 

commercial banks failing to observe the cash ratios and liquidity ratios; retention scheme extended to 

cover traditional exports of goods at 50% 

D 1993 

Retention scheme extended to service sector at 50% while the foreign exchange allocation by Central 

Bank of Kenya abolished; foreign certificate made redeemable at market exchange rate; official 

shilling exchange rate devalued by 25%; retention account suspended; margin on entral Bank 

advances and discounts to banks increased· cash ratio increased to 8% from 6%; K h d valued by 

33%; maturity life for securities to be eligible for redi counting reduced to 45 da or le ; n \J 

penalty for bank failing to obs rve the mandatory ca h ratio announced· re-intr du ti n fret ntion 

chcme-50% of all fordgn e: hange; comm rcial bank allowed to effe t t rt;ign pa ment · for th ir 

privat • eli nt \\ithout n:fcrring to BK· imp rt licensing y ·tern pr hibited and n.:stri t d imp rts; 
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automatic provision of Central Bank credit to banks; registration of forex certificate holders with banks in 

order to buy them back at negotiated or market price; registration of foreign exchange certificate by banks with 

Central Bank; shilling exchange rate allowed to float fre I ; a h ratio raised from I 0% to 12% with balance 

above the minimum requirement to earn intcrc t nt 0'o p.n.; cntra l Bank started daily foreign exchange 

transactions with commercial banks; comm r i I t nk ' allowed to continue purchasing foreign exchange for 

oil and petroleum products from the mu'k ·t 111d ntral Bank; entral Bank continued entering into forward 

contracts for purchn c of' oil und r ·luted pr due at market rates; credit guidelines abolished; cash ratio raised 

from 12% to 14% with e. CC" balance paid 35% interest p.a.; restriction on remittance of profits, dividends 

and expansion earnings; re ident allowed to borrow abroad up to US$ 1 million 

0 1994 

Cash ratio increased from 14% to 16% with interest paid on bank balances with bank in excess of 10% reduced 

to 20% from 25%; foreign exchange retention raised to 1 00%; residents were allowed to open foreign currency 

accounts with banks in Kenya; restriction on local borrowing by foreign controlled companies removed; 

foreigners allowed to pay hotel bills and air tickets in either foreign or Kenya currency; liquidity ratio for 

commercial banks and NBFis be maintained at 5% and 10% respectively; cash ratio raised from 16% to 20% 

and interest payment on commercial banks deposits at the bank withdrawn; Open Market Operations sale of 

treasury bills to be at least 0.5% below the weekly average tender rate; commercial banks to borrow from 

Central Bank for a maximum of 4 consecutive days and no more than 10 days in any one month; Kenya 

accepted obligations of Articles of Agreement if the International Monetary Fund; Foreign currency account 

hold rs encouraged to retain some of their deposits overseas under the care of commercial bank ; commercial 

banks required to back the fund retained over ea 100 % forei gn a et ; restated determination of the e.·change 

rate by market force ; a h ratio IO\\ red from 20% to l8°'o, announced r quirement ~ r I· I · to op n 

account with the ntral Bank for purpo e of maintaining ca ·h rati . 
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December 199 5; tightened conditions for overnight loans and rediscounting at the Central Bank; 

treasury bills held at 50% of life to maturity for overnight loans or 75% for rediscount were eligible; 

Bills to hold for two clear working days to maturit ' ' hi! banks lending in the inter-bank market not 

allowed to borrow overnight from the ntr 1 , nk · mmercial banks required to submit weekly 

foreign currency returns every Monday, rr t ~Inn h~.:et items excluded from computation of foreign 

currency exposure aiming to tninillliz' ~ r ign currency exposure risk and enhance the stability of the 

financial system; investment mp n ation fund established to protect investors against losses arising 

from equity trading; foreign capital regulations revised to enable foreigners to own up to 40% of local 

company listod in N ' und quity participation by a single investor increased from 2.5% to 5%; 

liquidity ratio fixed at 25% for both banks and NBFis and 20% for Mortgages finance companies; 

minimtm1 investment in treasury bills under OMO lowered to shs 100,000 from shs 1 ,000,000; 

procedure for renewal of licences by Banks and NBFis modified; licenses for branches to be 

computed on a pro-rated basis thereafter full year license fees to be paid for the Head office and all 

branches simultaneously; Commercial banks allowed to exclude deposits of financial institutions from 

cash ratio base; commercial banks to submit monthly breakdown of Government parastatal deposits 

in addition to monthly statistic returns; The Central Bank launched a redesigned treasury bill that 

conforms with the magnetic ink character recognition cheque clearing system Banking act amended 

raising the minimum capital paid up; Central Bank started paying 5% interest on all ca h balances 

h ld by commercial banks and BFis at the Central Bank to facilitate a reduction in banking l nding 

rat ·; BFI requir d to inve t in treasury bill a minimum of 50% of their total a ts ' ithdrawn; 
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fluctuations up to minimum but an average of 18% for 14 days; 5% interest that commercial banks 

received on the cash balances with Central Bank discontinued. 

Source: Ngugi and Kabubo (1998); Other : irculars to Commercial Banks and Bank 

Supervision Annual Reports (Various) 

Al.OS COMMER IAL BANKS IN Kl4.. YA 

INSTITUTION YEAR LICENSED PEER GROUP 

1. ABN- AMR Bank N. V. 
2. African Banking orporation Ltd 

3. Akiba Bank Ltd 
4. Bank Of Baroda (K) Ltd 

5. Bank Of India 
6. Barclays Bank Of Kenya Ltd 

7. Biashara Bank Of Kenya Ltd 

8. Bullion Bank Ltd (Under Statutory Management) 

9. CFC Bank Ltd 
10. Chase Bank (K) Ltd 

11. Charter House Bank Ltd 

12. Citibank N.A. 

13. City Finance Bank Ltd (Under Statutory Management) 

14. Commerce Bank Ltd 
15. Commercial Bank Of Africa Ltd 

16. Consolidated Bank Of Kenya Ltd 

17. Co-Operative Bank Of Kenya Ltd 

18. Co-Operative Merchant Bank 

19. Credit Agricole Indosuez 

20. redit Bank Ltd 

21. Daima Bank Ltd 
22. Development Bank Of Kenya Ltd 

23 . Diamond Tru t Bank (K) Ltd 

24. ·quatorial Bank Ltd 
25. · uro Bank Ltd 

26. I idelity omm rcial Bank Ltd 

27. foina Bank Ltd 
2 . f· ir t ational · inancc Bank Ltd 

29. I· ir t m rican B nk f (K) td 

0. (,uardian B, nk Ltd 
. t. <dro B nk Lt I 
. 2. C,uill r Int rn tin IB nkLtd 

. II bi A ri n B nk Lt 

. H bib . . Zuri h 

. II i B nk Lt 

. lm ri II n Ltd 
7. In u tri I I 1 m nt [ 

1951 2 
1984 3 
1974 4 
1953 4 
1953 4 
1926 1 
1984 4 
1991 4 
1955 2 
1991 5 
1982 5 
1974 1 
1985 3 
1986 4 
1967 2 
1989 3 
1968 1 
1992 4 
1980 2 
1986 4 
1992 4 
1996 3 
1965 2 
1984 4 
1992 5 
1992 5 
19 6 3 
1992 4 
I 74 2 
1992 4 
I 2 4 
\)9_ 4 
19 0 
})7 
1' 
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41. Middle East Bank (K) Ltd 
42. National Bank Of Kenya Ltd 
43. National Industrial Credit Bank Ltd 
44. Paramount Bank Ltd 
45. Prime Bank Ltd 
46. Prudential Bank Ltd (Under Statutory Managcm nt) 
47. Reliance Bank Ltd (Under Statutory Managt::m 'nt 
48 . Southern Credit Banking orporati n 
49. Stanbic Bank (K) Ltd 
50. Standard bartered Bank (K) I td 
51 . The Delphis Bank Ltd 
52. Trans-National Bank Ltd 
53. Trust Bank Ltd ( nd '!' latut r ' lanagement) 
54. Universal Bank Ltd 
55. Victoria ommercial Bunk 

1980 
1968 
1959 
1992 
1992 
1986 
1988 
1980 
1970 
1910 
1991 
1985 
1988 
1992 
1987 

3 
1 
2 
5 
4 
4 
4 
4 
2 
1 
2 
4 
1 
4 
3 

Source: Directory of Commercial Banks, Financial Institutions, Building Societies, Mortgage 
Finance Companies and Foreign Exchange Bureaus 

A1.06 FINANCIAL INSTITUTIONS (NBFis) IN KENYA 

Year Peer Group 

1. Bank Of India Finance Ltd 1985 5 
2. Barclays Merchant Finance Ltd 1989 4 
3. Cititrust (K) Ltd 1987 5 

4. Consolidated Bank Finance 1989 5 
5. Consolidated Bank Mortgage 1989 5 

6. Devna Finance Ltd 1986 5 

7. Fortune Finance Ltd 1987 4 
8. Glad- AK Finance 1991 5 
9. Kenya Commercial Finance Co. Ltd 1971 2 
10. Kenya National Capital Corporation 1975 4 
11. Prime Capital & Credit Ltd 1987 4 
12. Premier avings And Finance Ltd 1940 5 
13. tandard Chartered Financial ervices 1968 5 

urce: Directory of ommercial Banks, Financial In titution , Building oci ti , M rtgag 
inance ompanie and oreign change Bureau 
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8. Dec. 1989 
9. Dec. 1989 
10. Dec. 1989 
11. Dec. 1989 
12. April1993 
13. April 1993 
14. April1993 
15 . May 1993 
16. June 1993 
17. Aug 1993 
18 . Aug. 1993 
19. Aug. 1993 
20. Aug. 1993 
21. Aug. 1993 
22. Aug 1993 
23. Aug. 1993 
24. Oct. 1993 . 
25. Oct. 1993 
26. Aug. 1994 
27. Dec. 1994 
28. April 1996 
29. Sept. 1996 
30. Jul. 1996 
31. Dec. 1997 
32. Sept. 1998 
33. Sept. 1998 
34. Sept. 1998 
35. Nov. 1998 
36. Nov. 1998 
37. Nov. 1998 

Nation Wide Finance Co. Ltd 
Union Bank Of Kenya Ltd 
Jimba Credit Corporation Ltd 
Kenya Savings & Mortgage Ltd 
Nairobi Finan orporation Ltd 
Int rnnti nul inancc o. Ltd 
· .' hang Bt nk Ltd 

P : t onk rcdit Ltd 
lnt r rrica redit Finance Ltd 

' ntral Finance (K) Ltd 
Iiddle Africa Finance Corporation Ltd 

rade Bank Ltd 
Trade Finance Co. Ltd 
Diners Finance Ltd 
Allied Credit Ltd 
United Trustee Finance Ltd 
Pan Africa Credit & Finance Ltd 
Pan Africa Bank Ltd 
United Bank 
Thabiti Finance Co. Ltd 
Meridien Biao (K) Ltd 
Heritage Bank Ltd 
Kenya Finance Bank Ltd 
Ari Banking Corporation Ltd 
Reliance Bank Ltd 
Bullion Bank Ltd 
Trust Bank Ltd 
Prudential Bank Ltd 
Prudential Building Society Ltd 
City Finance Bank Ltd 

ource: Banking urvey 2000, Market Intelligence: The Business and Finance Journal : Other : 

Variou Bank upervi ion Annual Report . 


