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ABSTRACT

The mortgage market in Kenya has increased fro@07ii6 2006 to 20,000 homes in 2012 but
hikes in interest rates has slowed down mortgagekep The prevailing high interest rates as a
result of a stringent monetary policy being pursbgdCBK as an effort to fight high inflation

has dampened the mortgage market further. The tolgeaf the study was to establish the effect
of interest rate volatility on mortgage defaulterah Kenya. The study used a descriptive

correlation research design.

The population of the study comprised all the fdayr commercial banks and one mortgage
finance company registered with the central bamie Jtudy used secondary data collected from
the Central Bank of Kenya, Central Bureau of Stiaisand Banks published financial

statements starting 2008 — 2012. The data obtauasdanalyzed using multiple linear regression
technique. The study established that there exstpdsitive relationship between the level of
interest and default rate whereby an increase terast rate increased non-performing loans.
From the findings, averages for mortgage defau# far all the banks as obtained from the

financial statements reflects an upward rise dverstyear period.

The study recommends that commercial banks in Kehygald assess their clients and charge
interest rates accordingly, as ineffective interat policy can increase the level of interestgat
and consequently default rate. Commercial banksildhalso apply rigorous policies on loan
advances so as loans are awarded to those wittydbifepay and mitigate moral hazards such

as insider lending and information asymmetry.
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CHAPTER ONE
INTRODUCTION

1.1 Background to the Study
The mortgage market in Kenya has increased fro@07i6é 2006 to 20,000 homes in 2012 but

hikes in interest rates has slowed down mortgagekep The prevailing high interest rates as a
result of a stringent monetary policy being pursbgdCBK as an effort to fight high inflation
has dampened the mortgage market further. The meanomic environment in 2011 and 2012
had a profound impact on mortgage lenders. Ascémgral bank raised its rates to 18 percent,
mortgage loans rose up to 25 percent in the faftdf 2012, from an average of 14 percent the
previous year. Interest rates on mortgages have &ebigh as 32%. This has resulted to interest
payable on loans to amount to the initial principam advanced within a few years. For long
term borrowing as in the cases of real estate dpugnt this is not sustainable nor does it

encourage borrowing (Ndungu, 2013).

The state has played a very minimal role in prawvisand stabilizing of housing financing

notwithstanding the fact that housing is a basiméu right. Following the liberalization of the

banking sector in 1991, interest rates were ordlanizally deregulated as the relevant Banking
Law was not amended. This resulted to the lendessging whatever they deemed adequate to
meet their profit maximization goals. The mortgaggustry in Kenya has seen the introduction
of products such as the fixed rate mortgages tieaaaailable for 10-20 years. Further, the RBA
in 2009 moved to allow pension contributors to upeto 60% of the contributions to secure a

mortgage which is seen as a great innovation thatleverage assets worth more than 290



Billion and increase access for lower earning i@l who have accumulated substantial

pensions.

A World Bank research (2010) found out that only4dlbf Kenyans can afford an average
mortgage loan which is considered an entry leveiskoof about sh6.6 million. The growth of
housing micro finance in termed as another majoowation of the Kenya mortgage market to

provide financing for the low income earners.

1.1.1 Interest Rate Volatility

Interest rates are set by the Monetary Policy Cdtemi(MPC) and are used to control inflation.
Therefore, the mortgage interest repayments caly easnge from month to month but banks
take the opportunity to keep the mortgage ratels aigl not pass the base cut on to the consumer
as fast as they raise the rates (Mutero, 2007)tddge rates are determined by the lender in
most cases and can either be fixed or variabletddge rates rise and fall with interest rates and
can drastically affect the real estate market. Btveower’s credit score can often play a role in
the rate charged on a mortgage and the mortgagel@an they are able to obtain. The rate
charged ultimately determines the cost of the nagggand the amount of the monthly payment.
Therefore, borrowers should always seek the lowadst possible. The Central Bank of Kenya
Annual Report (2011) noticed a shift towards vdaaiate mortgages, which make up 90 percent
of all mortgages issued in 2011. Itis likely tifais shift was due to the volatility of the intete
rate in the period, and contributed to a slowingwgh in Kenya's residential mortgage market.
High levels of inflation and interest rates in 204dd 2012 affected house prices severely,
especially for those with variable interest rastrowers who had taken out loans at the edge of

their affordability found they were unable to maadige increased monthly costs.

Z



1.1.2 Mortgage Default Rate

Mortgage default is a situation in which a borrowgenot making payments on the mortgage and
the loan is considered to be in default which casult in the loss of the real estate.
Unemployment is considered the biggest cause oftgage defaults. CBK defines non
performing loans as loans which the principle amérest has not been paid over three months
from the due date specified in the contract (CBKbswe). According to Saunder & Cornett
(2010), the recession in the U.S. economy in thky 2800 led to an increase in the rate on NPL
particularly the commercial and industrial loans. the U.S economy improved the rate of NPL
fell. Foote et al (2009) observed that the mortgaigsis of 2007 in America was as a result of
too much borrowing and flawed financial modeling®a on the assumption that home prices
only go up. Default rates were much higher for sub@ mortgages whose owners have cash
flow problems. Down payment helps to minimize tlwstcof a mortgage for the length of the

financing term by reducing the loan amount.

1.1.3 Effect of Interest Rates Volatility on Mortgage Default Rate

Interest rates are the single most critical faatodriving the mortgage market and access to
more middle income housing. Credit risk is measubgd expressing the non performing
advances as a percentage of the total gross advaAcenoderate numbers of ARM defaults
tend to occur as result of high interest rates|entie reverse is true for FRMs. High interest
rates lead to an increase in the mortgage paymeusired for ARMSs, inducing some
individuals to default, especially early on wherwaulated financial savings are small. On the

other hand, for FRMs, low interest rates imply lowental payments compared to mortgage



payments, which induces default. However, suchulietands to occur on average later in the
life of the mortgage, and at slightly lower levefshouse prices.

Furthermore, as previously documented, interest madvements have a differential impact on
default for FRMs and ARMs. ARM borrowers tend tdaddt when they face large mortgage
payments relative to income, a result of high egerrates and low labor income. FRM

borrowers are more likely to default when interas¢s are low.

Default waves occur for all mortgage types whenskeqgorices experience dramatic declines, but
smaller numbers of defaults occur with high interases for ARMs and with low interest rates
for FRMs. This implies that mortgage investors banefit from portfolio diversification across

mortgage types in normal conditions, but not inese\nousing downturns.

1.1.4 Mortgage Industry in Kenya

Kenya has a dynamic mortgage industry, which isvgrg rapidly and become increasingly
competitive. The Central Bank of Kenya reports @labut 71 percent of mortgage lending was
by five institutions. The main providers of mortgagare Kenya Commercial Bank (KCB),
Housing Finance, East African Building Society, ristard Chartered Bank, Barclays Bank and
Stanbic Bank. KCB is the market leader with ab®@ipercent of the market share. In 2011,
Equity Bank launched a mortgage product specifictdirgeted at low income groups. The
product focuses on those with a monthly income toeast Ksh20 000. The deal involves a
partnership with a construction company that wililth low cost houses of about. Mortgage

financing is already emerging as Equity Bank’sdasgrowing product category.



The introduction and use of mortgage security issedn Kenya and other emerging markets
can improve housing affordability, increase thanflof funds to the housing sector and better
allocate the risks inherent in housing finance. [I8ya2011) advised that economies with pools
of contractual savings funds, mortgage securitees tap new funds for housing. Institutional
investors (pension, insurance funds) with long téahilities are potentially important sources
of funds for housing as they can manage the lityiigk of housing loans more effectively that
short-funded depository institutions. An increasehie supply funding through capital markets
through issuance of mortgage securities can iner@sidity or mortgages, thereby reducing the
risk for originators and the risk premium chargadidnders. The ability to dispose of an asset
within a reasonable time and value, a crucial fatianobilize long term resources, is a service
that capital markets, as opposed to banking systeams provide. A frequently expressed
reluctance of primary market financial institutiolmsoffer housing loans is a lack of long-term
funds. Access to the long term funds mobilizedrstitutional investors can reduce the liquidity
risk of making long term housing loans, increadimgir affordability and improving the access

to funds for home buyers

1.2 Research Problem

A survey by Kassam (2012) financial reports showsly 4.6% of loans last year ended up as
non-performing advances. “With the increase inrgge and inflation rates, non performing
advances were expected to go higher which washeotdse. This shows the risk in the Kenyan
market is low”. Kenyan borrowers promptly repayresadespite stiff interest rates and high
inflation presenting a lower credit risk investmertompared to other parts of the world.

However, the CBK report on Banks (2013) revealeat the NPLs increased by 14.1% from

5



4.5% in December 2012. This increase in the NPEkltewas mainly attributable to the spill-over
effects of the high interest rates regime in 20dd 2012. Interest rates spiked in December 2011
after CBK increased its key lending rate to a egh8% to curb inflation rate which had peaked
at 19.72% in November 2011. The high interest ratexe also attributable to high government
borrowing. It is recommended that authorities andKs cut on the interest rate spread. This is
the difference between the lending and the depatgtto reduce the interest rate volatility. High
interest rates cause tremendous difficulties fardwers which can double the mortgage cost

making repayment unaffordable (Pettinger, 2011)

In his study Nzuve (2012) on the relationship betwéouse prices and real estate finance in
Kenya focused on house price fluctuations whichehaeen witnessed by the several booms and
busts have led to financial instability differs amgo countries because of the important

differences in countries housing systems and tleethat the government plays.

Wahome (2010) studied the changing home mortgagkethand unique financing requirements
have brought about the widespread home ownership baused a continuing evolution in
mortgage lending practice. The study sought tobéistathe effects of mortgage financing on

performance of the firms

Dururi (2013) studied the effects of mortgage dvfesation on financial performance of
commercial banks and the effect of mortgage incomdinancial performance of commercial
banks and to assess the effects of mortgage econgmwth on financial performance of

commercial banks.



These studies however did not study the impadheinterest rate volatility on mortgage default
rates which have been viewed to cause the slowkegitbmortgage loans and defaults of the
same. The study will not only help the mortgagevigters with pertinent information on how to
reduce the default rates in a highly unpredictabkcroeconomic environment but will also
probe on the need for alternative mortgage finapciources in particular the secondary

mortgage market.

1.3 Research Objectives

The general objective of the study was to estahiish effect of interest rate volatility on
mortgage default rate in Kenya. Specifically thedgtsought to establish how Adjustable Rate

Mortgages (ARMs) affect the non-performing loanstko

1.4 Value of the Study

The study would assist borrowers with knowledgehmnvarious mortgage rates available in the
market and how to choose a mortgage rate suitabliaéir personal financial needs and options
available to avoid foreclosure. The study will afgovide in the mortgage lenders with options
available to reduce default rate and have stalddigiable mortgage income. Other researchers
will find the information valuable in building omé need towards alternative sources of funding
for real estate development in Kenya and hencendieel for the government to facilitate the

development of a secondary mortgage market thrtugairobi Securities Exchange (NSE).



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The most notable constraint to the mortgage mark&enya is the access to long term funds.
The absolute low level of incomes/informality anckdit risk are listed as second and third
respectively with high interest rates also beingarded as a major constraint. The lack of
affordability is a combination of factors which Indes the low levels of income (especially in
rural areas), and the high and volatile level dfation and relatively high margins charged by
banks. Issues on the supply side also create a pawier for many, where the cost of even the

most basic new house is out of reach for the vagbnity.

2.2 Review of Theories

2.2.1 Title Theory and Lien Theory

The lien theory states that a mortgage or a deadist will create a mortgage or a deed of trust
will create a mortgage lien upon the title to tlealrproperty being mortgaged, while the
mortgagor still holds both the legal and equitdiile. On the other hand the title theory states
that a mortgage is a transfer of legal title touseca debt, while the mortgagor still retains
equitable title. In this theory, the bank is trebses having transferred title to the mortgage,
subject to the mortgagee’s duty to recovery if pagins made. The title is said to remain in the
mortgagee until the mortgage has been satisfiedaredlosed. Although the mortgagee has the

right of possession to the property, there is gahyean express agreement giving the right of



possession to the mortgagor. The mortgagee istgdidld the title for security purposes only.

The mortgagor is given the right of possession KBlyc& Kalarickal, 2004).

2.2.2 Arbitrage Theory

The theory requires that the marginal investor ipaaticular asset market be a specialized
arbitrageur (Gabaix, 2005). Then the constraintsedaby this arbitrageur such as capital
constraints feed through into asset prices. It éxasthe mortgage backed securities (MBS)
market in light, as casual empiricism suggest thegstors in the MBS market do seem to be
very specialized. It shows that risks that seetiratly minor on the aggregate wealth are priced
in the MBS market. A simple pricing kernel basedtba aggregate value of MBS securities

prices risk in the MBS market. A pricing kerned éd®n aggregate consumption or aggregate
wealth implies the wrong sign for the price MBSkridhus it claims that the evidence is

consistent with the limits of arbitrage theoriesttirequire that the marginal investor is a

specialized mortgage arbitrageur.

2.2.3 Ruthless Default Model

The theory assumes that the borrower will defaathediately when the value of property drops
to the level of mortgage value (ruthless defawudther than waiting until it drops further. A
default decision is determined by whether the valtighe current mortgage is less than or
greater than the current value of the propertysTaquires the borrower at each decision point
to examine the current value of the mortgage aedptioperty. As the value of the property is
observable, the borrower’s only task is to impute value of the mortgage. This is done by

looking ahead to the next period and all succeegderipds at the array of possible outcomes,



depending on the future path of interest rates@ogerty values weighing those according to
their likelihood of occurrence and discounting thienthe present risk free rate (Vandell, 1995).
The “ruthless” default model, assumes that borrewdgfault on their mortgage in order to
maximize their financial wealth. In this frameworkgative equity is a necessary, but not
sufficient, condition for default. Instead therestx a threshold level of negative equity or the
house price such that a rational wealth-maximizaggnt will exercise the default option as in
Kau, Keenan, and Kim (1994), among others.

This theory assumes that the borrower has acoesgerfect credit market for unsecured credit

such that default is unaffected by liquidity corsations and income fluctuations.

2.2.4 Double Trigger Hypothesis

This theory also views negative equity as a neegssondition for default. But it attributes
default to the joint occurrence of negative equatyd a life event like unemployment. The
double-trigger hypothesis is well-known among magkg researchers but it is usually discussed
only in words or stylized models as in Gerardi, 8 and Willen (2007), Foote, Gerardi, and
Willen (2008) and Foote, Gerardi, Goette,and Wil{gA09), among others, and has not been

presented as a structural dynamic stochastic model.

The frictionless theory is excessively sensitiveltanges in aggregate house prices and predicts
a far too strong rise in default rates. In contrdst double trigger hypothesis is consistent with
the evidence. The economic reason is that defatdsrincrease roughly in proportion to the
number of borrowers who experience any level ofatigg equity as predicted by the double-
trigger theory. In contrast, the predictions of thetionless theory are based on the number of

homeowners experiencing extreme levels of negatyaity and this has increased by much
10



more than actual default rates. This is an impoémesult in itself given the disagreement in the
literature. It is also an important step towardsed@ping mortgage default models that can be
used for policy and risk analysis because suchyaisaheeds to be based on models that are

empirically accurate.

2.3 Review of Empirical Studies

Saunders and Cornett (2010) identify models foessiag the default risk of individual loan

holders. They categorize them under qualitative guhtitative models. The models are used in
absence of publicly available information on thelgy of the borrower. The qualitative model

is further divided into two; borrower specific fact and market specific factors, whereby
borrower specific factors include; reputation, leage, volatility of earnings and collateral. The
borrower’s reputation involves the borrowing-lemglinistory of the applicant. Leverage is the
ratio of debt to equity. It affects the probability its default because large amount of debt
increases borrower’s interest charges and posgrafisant claim on its cash flows. As with

leverage, a volatile earning stream increases tthieapility that the borrower cannot meet fixed
interest and principle charges. Collateral on ttreelohand is required to back to back up the

loan.

According to Kau et al (1993), Adjustable Rate Mages (ARM) is a type of mortgage in

which the interest charged on the borrowed amoarniés based on an underlying index rate. As
the index rate varies, so does the monthly paymeriunt on the mortgage. This is the opposite
of the fixed-rate mortgage (FRM) which sets the maftinterest charged over a set term and the
payments do not alter. Although the amount of ppalcand interest paid each month varies

from payment to payment, the total payment remtiiassame which makes budgeting easy for

11



borrowers. The main advantage of a fixed rate leahat the borrower is protected from sudden
and potentially significant increases in monthlyrtgage payments if interest rates rise. The
downside to fixed rate mortgages is that when ésterates are high, qualifying for a loan is

more difficult because the payments are less adfuled

In general, an ARM allows a borrower to obtain artg@ge with an interest rate that is usually
lower than a fixed rate type of mortgage, at ledsthe beginning. The interest rate is usually
some fixed amount above an index rate such asdkeaf funds. If the ARM is held long

enough, the interest rate will surpass the goirig far fixed-rate loans. With an ARM, the

monthly payment may change frequently over thediféhe loan. Some ARMs are structured so
that interest rates can nearly double in a fewsygadjustment frequenagfers to the amount of

time between interest-rate adjustments (e.g. mpnyielarly, etc.). Interest-rate adjustments are
tied to a specific index, or benchmark, such asitierest rate on certificates of deposit or
Treasury bills or LIBOR rate. The margin is a rttat is a certain percentage higher than the
adjustment index. For example, the adjustable meig be the rate of the one-year T-bill plus

2%.

Caps are the limits on the amount the interest cateincrease each adjustment period. Some
ARMs also offer caps on the total monthly paymehhese loans - known as negative
amortization loans keep payments low, however tpasenents may cover only a portion of the
interest due. Unpaid interest becomes part of theeipal. After years of paying the mortgage,
the principal owed may be greater than the amoontigitially borrowed. The ceilings the
highest interest rate that the adjustable ratesimjited to become during the life of the loan.

ARMs are attractive because they offer low inifayments, enable the borrower to qualify for a

_—



larger loan and in a falling interest rate enviremt allow the borrower to enjoy lower interest

rates (and lower mortgage payments) without thel teeefinance.

Gaitho (2010) carried out an investigation on taases of non-performing loans in Kenya. She
found out that the main causes of NPL were theonati economic downturn which lead to
depression for business in general; reduced bugbility of consumers; insider lending; and
owner concentration; inadequate procedures of cresk assessment and credit management;
misuse of loans; and legal delays. Akahenge (20ad)ed out research on the determinants of
NPL among commercial banks in Kenya. His study tbaat that poor credit analysis by banks,
sources of income, interest rates charged by bdo&s, repayment period, staff turnover and
other behavioral aspect like morality of individwe¢re the major causes of loan default which
resulted in NPLs in banks. Kinyura (2011) carried a research on the determinants of lending
rates of commercial banks in Kenya. She found loatt the cost of funds (loan) was determined
by taxation policies, core liquid asset requireméminsaction cost, CBK and its regulatory role,
management fees and staff costs. The researclefudkiealed that interest rates were majorly
influenced by inflation, demand for loans, foreignchange rates and other macro and micro

economic environmental factors.

Kibuthu 2011) investigated the extent to which baing respond to interest fluctuations. The
study showed that there exists a strong negatneatirelationship between lending rates and
volumes of borrowings. The amounts borrowed inaeagh declining lending rates, as the
private sector will be more willing to take on mamedit. Ngugi (2001) analyzed the interest
rates spread in Kenya from 1970 to 1999 and fohatihterest rate spread increased because of

yet-to-be gained efficiency and high intermediatiocosts. Increase in spread in the post-
13



liberalization period was attributed to the failtoemeet the prerequisites for successful financial
reforms, the lag in adopting indirect monetary ppliools and reforming the legal system and
banks’ efforts to maintain threatened profit masgirom increasing credit risk as the proportion
of non-performing assets. The high non-performisgets were attributed to poor business
environment and distress borrowing, owing to thek laf alternative sourcing for credit when
banks increased the lending rate, and the weal Egdem in enforcement of financial
contracts.

As a result, banks increased their lending ratgswere reluctant to reduce the lending rate
when the Treasury bill rate came down because @fdiéclining income from assets. They
responded by reducing the deposit rate, thus maintga wider margin as they left the lending
rate at a higher level. Postulating an error coiwaanodel and using monthly data for the study
period, Ngugi (2001) found that for Kenya, risinglation resulting from expansionary fiscal
policy, tightening of monetary policy, yet-to-bealeed efficiency of banks and high
intermediation costs explained interest rate sgead

Interest rate spread is defined by market microsiire characteristics of the banking sector and
the policy environment Ngugi (2001). Risk-aversaksaoperate with a smaller spread than risk-
neutral banks since risk aversion raises the bamtsnal interest rate and reduces the amount
of credit supplied. Actual spread, which incorpesathe pure spread, is in addition influenced by

macroeconomic variables including monetary andafipolicy activities (Emmanuelle, 2003)

Gerlach and Peng (2005) examined the relationséiwden interest rates and mortgage credit
with an application to the Hong Kong housing markéteir results show that the increase in

interest rates are positively and significantlyatetl to growth in long term mortgage loans.
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Goodman and Thibodeau (2009) found out that inteets increase were related to factors such
as inelastic supplies of owner occupied housingthM{1960) states that housing supply is
supposed to be rigid in the short term and demalpdsts to the level of the housing stock
available at the time as shown in the Hendry (198#) Poterba (1984) contributions on the
asset market approach. Mortgage finance is intrediucto the asset market approach through
the cost of use equation since the mortgage logmeist rate may be regarded as an essential

determinant of that cost.

The theory of credit demand and supply as postlilateBalke and Zeng (2011) provides the
determining factors of the credit output. The pipat determinant of credit is the demand and
supply in interest rates. There are also otherofacthat shift the demand for loans such as
inflation rate, money supply in the economy, theRGDon performing loans, liquidity ration,
customer deposit and bank capitalization, Thisrigzal basis is supported by empirical works
by Essene and Apgar (2007) who argue that mortfjagace is as a result of the existing
macroeconomic environment in the country which ueiee the operations of financial

institutions.

Oduori (2012) observed that the Central Bank Ratethe Credit Loss Ratio have been the most
significant determinants of interest rate spreadsragst commercial banks in Kenya. Treasury
Bill Rate and Market Structure have also contridute spreads. He also indicated that many of
the factors commonly believed to be critical defeants of interest rate spreads may not in fact
have been relevant o the size of the interestgateads. In his study he inferred that inflation,
bank interest rate and cost to income ratio wesgyimficant in determination of interest rate

spreads in the short term.
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Kimutai (2003) concluded that macroeconomic as aslla set of structural factors have been
responsible for the inefficiencies and hence il bank interest rate spreads in Kenya.
According to his study, Treasury bill rates aredwtrs of banks’ interest rate spread in the
short-run but not in the long-run. Tenant and Felaw (2007) examined the macroeconomic
and market determinants of interest rate spreadewnand middle income countries. In their

paper, market determinants are captured using tfanégbles — the structure and development of
the banking sector (proxied by the bank/GDP ratid geal per capita/GDP); proscribed reserve
requirements (proxied by the ratio of reserves épagits) and the impact of the market size
(proxied by the annual percentage in the CPI),rxdégovernment dependence on the domestic
banking sector for financing of its deficit (progi®y public sector borrowing as a percentage of
total loans) and the Treasury Bill rate. The imglien of their findings is that many of the

factors commonly believed to be critical determisaof interest rate spreads may not be as

relevant as perceived.

Ongweso (2005) studied on the relationship betvireenest rates and non-performing loans and
found out there existed a positive relationshipMeen the level of interest and non-performing
loans, whereby an increase in interest rates iseceaon-performing loans, a test of significance

however revealed a weak relationship between toe tw

2.6 Summary of Literature Review

Deficiencies in a lender’s ability to capture or ergfand risks mean that lenders have to charge
a high risk premium. This is due to the fact theatdd@ bureaus do not yet offer comprehensive

credit histories, there is a high level of inforihgland the value of collateral is tempered by
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deficiencies in the foreclosure process, resale ehaakd the valuation process. Funding is
ranked as the biggest obstacle but the facts suggesatively liquid banking sector with a low
loan to deposit ratio. The issue is the availabibt long term funds and the mismatch between
short term deposits and the longer term mortgagesloHowever, the current ratios suggest that
banks could engage in further maturity transforaratoefore hitting limits. Some of the large
lenders however are constrained and certainlyrifect levels of growth continue, the rest of the

sector will be also.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

This chapter set out various stages and phasesvdrat followed in completing the study. It
entails a blueprint for the collection, measuremant analysis of data. Specifically, the
following subsections were included: research dgstgrget population, data collection and

finally data analysis.

3.2 Research Design

Claire et al (1962) defined research design asathengement of conditions for collection and
analysis of data in a manner that aims to combelevance to the research purpose with

economy in procedure.

The study used a descriptive correlation reseagsigd. Kothari (2004) this research design was
used when the researcher wants to establish tagoreship between two or more variables. The
researcher used theories or at least hypothesasctmunt for the forces that caused a certain

phenomenon to occur.

3.3 Population

A population was a complete set of individual, sase objects with some common observable
characteristics (Mugenda, 1999). The populationth&f study comprised all the forty-four
commercial banks and one mortgage finance compagigtered with the central bank. Of

these, 31 were locally owned and 13 were foreigmemlv The local owned institutions
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comprised three banks with significant state shadihg, 27 commercial banks and one
mortgage finance institution. A census was coretlion the forty-four financial institutions that

offered mortgage finance as listed by the Mortg@gmpany.

3.4 Data collection

The study used secondary data collected from ther&leBank of Kenya, Central Bureau of
Statistics and Banks published financial statemstaging 2008 — 2012. The data comprised of
Treasury bill rate (CBR), banks interest rate, G@Bonomic growth rate) and CPI (inflation

rate)

3.5 Data Analysis

The data obtained was analyzed using multiple tinegression technique. This model was also
used by Ongweso ( 2005) to establish the relatiprisétween interest rate and non-performing
loans.

Y= Bo +B1X1 + P2X2 + BasX3+

Y is the mortgage default rate which will measubsddividing the non-performing mortgage
loans by the total mortgage loans

Bo is a constant, the value of Y when all Xs ar@zer

X 1 is the lending interest rate volatility measurgdchanges in interest rates (absolute value of
annual changes in interest rates)

X,is the inflation rate as measured by the Consumee fhdex (CPI)
X3is the Gross Domestic Product (GDP) as providethbyKenya National Bureau of Statistics
B1— B3 are the regression co-efficient or change intreduo Y by each X

K is the random error term accounting for the bfodller variables that affect mortgage loans
default but not captured in the model
19



CHAPTER FOUR
DATA ANALYSIS AND PRESENTATION OF FINDINGS

4.1 Introduction

This chapter presents data analysis and interpyetathe objective of the study was to establish
the effect of interest rate volatility on mortgadefault rate in Kenya. Data was collected for all
the banks. Secondary data was collected from ther&eBank of Kenya, Central Bureau of

Statistics and Banks published financial statemstatsing 2008 — 2012.

4.2 Descriptive Statistics

Table 4.1 Mortgage Default Rate

Year Mortgage default rate

Mean Std. Dev.
2008 0.410 0.136
200¢ 0.5€ 0.189
2010 0.52 0.028
2011 0.62 0.020
2012 0.65 0.153

From the findings, averages for mortgage defawé far the all the banks as obtained from the
financial statements reflects an upward rise overst year period, with the highest being 0.65 in
2012. In other words, the default rate has risemfdl to 65% over a priod of 5 years. In
addition, the stardard deviation depict minimaiiaton in default rates in different commercial

banks.
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Table 4.2: Descriptive statistics for Interest Rate

Year .
Mean Std. Deviation
2008 7.2933 .16166
2009 7.4800 .16643
2010 5.3200 .69764
2011 3.7800 1.18199
2012 16.1533 2.37504

From the results, the lowest interest rate valus wa9 in 2008 while the highest was 16.15 in
2012. On the other hand 2011 and 2012 depicted kighdard deviation, implying high
variation in interest rates. The unpredictabilityinterest rates is an evidence of instability in

financial markets as these rates are determinedebgentral bank.

Table 4.3: Descriptive statistics Inflation Rate

Year Mean Std. Deviation
2008 92.3625 3.61084
2009 102.0950 1.93610
2010 106.2650 1.31245
2011 121.1650 6.43061
2012 132.5283 1.19321

From the findings, it can be noted that the mednegafor inflation rate have been on the rise
since 2008 rising from 92.4 to 132.5. It is alsadent that there has been a consistent rise in
inflation rate as the stardard deviation is so saggbicting minimal variability.
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Table 4.4 GDP

Year

GDP (Billion)

Mean Std. Dev.
2008 211.3 26.14
2009 237.52 16.23
2010 255.6 14.56
2011 299.9 13.58
2012 314.8 11.8

From the findings, it can be noted that the ananvatages for GDP in billiorose from 211.3 in
2008 to 314.8 in 2012. It is also evident that ¢gnewth in GDP is consistent with minimal
variability. From the averages, it is clear thatrtgage default rate rose with increase in interest
rates, inflation rates and GDP. It thus appearedaimdem with every increase in predictor

variable.

4.2.1 Correlation Analysis

To quantify the strength of the relationship betwé#®e variables, the study used Karl Pearson’s
coefficient of correlation. The Pearson product-reatncorrelation coefficient (or Pearson
correlation coefficient for short) is a measuralef strength of a linear association between two
variables and is denoted byThe Pearson correlation coefficientcan take a range of values
from +1 to -1. The Pearson’s coefficient was useddrify the existence or non-existence of

linear correlation between and among the variaflpes.findings are presented as follows;
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Table 4.5: Pearson’s Correlation Coefficient Matrix

Interest mortgage
Rates Inflation RateGDP default rate
Interest Rates 1
Inflation Rate .386*F 1
GDP 0.13 -.361** 1
mortgage default rate Jr* .363** .340 1

** Correlation is significant at the 0.01 level {@Hed)

Results from table 4.6 above reveal that there gaificant positive relationship between

Interest Ratesand mortgage default rate (r = .293**, P-value.&1(. This implies thainterest

Ratesinfluences mortgage default rate in Kenyan rettesnarket.

The findings also disclosed a significant positisdationship between Inflation Rate and
mortgage default rate (r = .363**, P-value < 0.00)us, implying that inflation rate influences
mortgage default rate in Kenyan real estate mailted.findings indicated a positive relationship

between GDP and mortgage default rate (r = .34@19, tdepicting that growth in GDP has no

significant effect on mortgage default rate.

The results in table 4.6 above indicate that theae a significant positive relationship between
Interest Rates and Inflation Rate (r = .386**, Puea< 0.01). A significant negative relationship

was observed between inflation rate and GDP (861**, P-value < 0.01). This implies that a

rise in inflation rate has negative effect on GDP.
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4.6 Regression Analysis

The data obtained was analyzed using multiple finegression technique.

Y= B0 +B1X1 + B2X2 + BaX3+

Y is the mortgage default rate which was measuseditading the non-performing mortgage
loans by the total mortgage loans

Bo is a constant, the value of Y when all Xs ar@zer

X 1 is the lending interest rate volatility measurgdchanges in interest rates (absolute value of

annual changes in interest rates)

Xsis the inflation rate as measured by the Consumiee fhdex (CPI)

X3is the Gross Domestic Product (GDP) as providethbyKenya National Bureau of Statistics
B1— B3 are the regression co-efficient or change intredun Y by each X

K is the random error term accounting for the bfodter variables that affect mortgage loans
default but not captured in the model

Table 4.6: Regression Analysis of the variables

Unstandardized Standardizé
Coefficients d
Coefficienty T Sig.
Model B| Std. Erro Betsd
1 (Constant) 457 560 816 |.416
Interest Rates 179 .089 .182 2.013 |.046
Inflation Rate .298 139 .206 2.145 |.034
GDP .281 .104 .243 2.718 |.008
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R =.459

R Square =.210

Adjusted R Square =.190

F change 10.124

Sig. 0.01

Dependent Variable: mortgage default rate

Source: Field Data 2013

4.6.1 Regression equation

Based on regression coefficiergsults the regression equation can be writteolasafs;
Y =.457+ .179 X + 0.298X, + 0.281X3 +e

Regression analysis reveals the extent to whickrést Rates, significantly predicted the
mortgage default rate. Results in Table 4.6 abogeated that the combination of Interest Rates
Inflation Rate and GDP significantly predicted apkined up to 19% of the variance mortgage
default rate. In addition, inflation rate was ateefpredictor of mortgage default rate (beta =
0.298). The above results suggest that InteregsRatflation Rate and GDP greatly influences

mortgage default rate in Kenya real estate market.

4.7 Summary and Interpretation of Findings

This study examines how interest rate volatilitieefs mortgage default rate in Kenya. From the
findings, averages for mortgage default rate ferdh the banks as obtained from the financial
statements reflects an upward rise over the 5 peaod, with the highest being 0.65 in 2012. In
other words, the default rate has risen from 465% over a priod of 5 years. In addition, the

stardard deviation depict minimal variation inaldf rates in different commercial banks.

This agrees wittsaunders and Cornett (2010) who identified modedsagsessing the default

risk of individual loan holders and categorizednthender qualitative and quantitative models.
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The borrower’s reputation involves the borrowingdag history of the applicant. Leverage is
the ratio of debt to equity. It affects the prolipiof its default because large amount of debt
increases borrower’s interest charges and posgrafisant claim on its cash flows. As with

leverage, a volatile earning stream increases rthieapility that the borrower cannot meet fixed
interest and principle charges. Collateral on ttreelohand is required to back to back up the

loan.

Oduori (2012) also observed that the Central Baate Rnd the Credit Loss Ratio have been the
most significant determinants of interest rate agseamongst commercial banks in Kenya.

Treasury Bill Rate and Market Structure have almutrtbuted to spreads. He also indicated that
many of the factors commonly believed to be criti@terminants of interest rate spreads may
not in fact have been relevant o the size of ther@st rate spreads. In his study he inferred that
inflation, bank interest rate and cost to incomgoravere insignificant in determination of

interest rate spreads in the short term.

Further, the lowest interest rate value was 7.22008 while the highest was 16.15 in 2012. On
the other hand 2011 and 2012 depicted high standavéhtion, implying high variation in
interest rates. The unpredictability in interestes is an evidence of instability in financial
markets as these rates are determined by the ktbatria Kau et al (1993) also established that
as the index rate varies, so does the monthly paymmount on the mortgage. This is the
opposite of the fixed-rate mortgage (FRM) whicltsgbe rate of interest charged over a set term
and the payments do not alter. Although the amotimrincipal and interest paid each month
varies from payment to payment, the total paymentains the same which makes budgeting

easy for borrowers. The main advantage of a fixad loan is that the borrower is protected
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from sudden and potentially significant increasesbnthly mortgage payments if interest rates
rise. The downside to fixed rate mortgages is Wtan interest rates are high, qualifying for a

loan is more difficult because the payments are déf®rdable

On the other hand, the mean values for inflatide have been on the rise since 2008 rising from
92.4 to 132.5. It is also evident that there hasnbe consistent rise in inflation rate as the
stardard deviation is so small depicting minimaiiataility. This agrees witlizaitho (2010) who
carried out an investigation on the causes of remepming loans in Kenya and found out that
the main causes of NPL were the national econoraienturn which lead to depression for
business in general; reduced buying ability of comsrs; insider lending; and owner
concentration; inadequate procedures of creditaggessment and credit management; misuse of
loans; and legal delays. Akahenge (2011) alsoezhwut research on the determinants of NPL
among commercial banks in Kenya and he establigtadgoor credit analysis by banks, sources
of income, interest rates charged by banks, logayment period, staff turnover and other
behavioral aspect like morality of individual wetlke major causes of loan default which

resulted in NPLs in banks.

Further, Kinyura (2011) carried out a research ba teterminants of lending rates of
commercial banks in Kenya and found out that thst @ funds (loan) was determined by
taxation policies, core liquid asset requiremergngaction cost, CBK and its regulatory role,
management fees and staff costs. The researctefustiealed that interest rates were majorly
influenced by inflation, demand for loans, foreignchange rates and other macro and micro

economic environmental factors.
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It is also evident that the growth in GDP is cotesis with minimal variability. From the

averages, it is clear that mortgage default rase rith increase in interest rates, inflation rates
and GDP. It thus appeared in tandem with everyess in predictor variable. The findings also
disclosed a significant positive relationship bedwénflation Rate and mortgage default rate (r =
.363**, P-value < 0.01). Thus, implying that inflad rate influences mortgage default rate in
Kenyan real estate market. The findings indicatepositive relationship between GDP and
mortgage default rate (r = .3401) thus, depictimg growth in GDP has no significant effect on

mortgage default rate.

This findings agree with Ongweso (2005) who studiedrelationship between interest rates and
non performing loans and found out there existgubsitive relationship between the level of
interest and non-performing loans, whereby an @s@ein interest rates increased non-
performing loans, a test of significance howeversated a weak relationship between the two.
Tenant and Folawewo (2007) also examined the mecnmenic and market determinants of
interest rate spreads in low and middle income @ In their paper, market determinants are
captured using three variables — the structuredawelopment of the banking sector (proxied by
the bank/GDP ratio and real per capita/GDP); pibedrreserve requirements (proxied by the
ratio of reserves to deposits) and the impact eftlarket size (proxied by the annual percentage
in the CPI), extent of government dependence omnltineestic banking sector for financing of its
deficit (proxied by public sector borrowing as aqamtage of total loans) and the Treasury Bill
rate. The implication of their findings is that nyaof the factors commonly believed to be

critical determinants of interest rate spreads matybe as relevant as perceived.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION S

5.1 Summary

The aim of the study was to examine the effechtafrest rate volatility on mortgage default rate
in Kenya. The Empirical literature shows that irame in interest rate forces an increase in the
rate of mortgage default rate. From the findirygrages for mortgage default rate for the all
the banks as obtained from the financial statemesftects an upward rise over the 5 year
period. In other words, the default rate has risem 41% to 65% over a priod of 5 years.. The
unpredictability in interest rates is an eviden€énstability in financial markets as these rates

are determined by the central bank.

It is also evident that there has been a consisisnin inflation rate as the stardard deviati®n i
so small depicting minimal variability. The growtin GDP is consistent with minimal
variability. From the averages, it is clear thatrtgage default rate rose with increase in interest
rates, inflation rates and GDP. It thus appearedamdem with every increase in predictor
variable. Thus, implying that inflation rate influses mortgage default rate in Kenyan real estate
market. The findings indicated a positive relatlupsbetween GDP and mortgage default rate

thus, depicting that growth in GDP has no significaffect on mortgage default rate.

5.2 Conclusions

The study concludes that averages for mortgageulletste for the all the banks as obtained
from the financial statements reflects an upwase over the 5 year period, with the highest

being 0.65 in 2012. In other words, the defaulé tas risen from 41 to 65% over a priod of 5
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years. In addition, the stardard deviation depigtimal variation in default rates in different

commercial banks

The study further concludes the lowest interest vatue was 7.29 in 2008 while the highest was
16.15 in 2012. On the other hand 2011 and 201z tegphigh standard deviation, implying high
variation in interest rates. The unpredictabilityinterest rates is an evidence of instability in
financial markets as these rates are determindtiedogentral bank. On the other hand, the study
concludes that the mean values for inflation rateehbeen on the rise since 2008 rising from
92.4 to 132.5. It is also evident that there hasnba consistent rise in inflation rate as the

stardard deviation is so small depicting minimaiaaility.

The study also concludes that mortgage defaultrcete with increase in interest rates, inflation
rates and GDP. It thus appeared in tandem withyaxerease in predictor variable. The findings
also disclosed a significant positive relationdb@ween Inflation Rate and mortgage default rate
(r = .363**, P-value < 0.01). Thus, implying thatflation rate influences mortgage default rate
in Kenyan real estate market. The findings indidaepositive relationship between GDP and
mortgage default rate (r = .3401) thus, depictimg growth in GDP has no significant effect on

mortgage default rate.

5.3 Policy Recommendations

Since cost of loans does influence default rate,stidy recommends that commercial banks in
Kenya should assess their clients and charge siteates accordingly, as ineffective interest rate
policy can increase the level of interest rates@msequently default rate. Given that the type of

interest rates charged on loans (fixed and flodis)ates on the ability and flexibility of
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borrowers to repay loans, the study recommendsdbraimercial banks should have a mixed

interest rate policy as each type has its advardadalisadvantage.

The central banks should apply stringent regulatiom interest rates charged by banks so as to
regulate the number of mortgage default rate. Comiadebanks should also apply rigorous
policies on loan advances so as loans are awaod#dtbse with ability to repay and mitigate

moral hazards such as insider lending and infoonasymmetry.

The banks should also enhance periodic/regulaitaiell monitoring of their loan portfolios to

reduce the level of default rate. Since Mortgaga Imterest payments constitute one of the main
factors of periodic household cash outflows, thedgtrecommends that households should
choose between different fixed credit and inteteshs when they take out mortgage loans or

when loans are renegotiated.

On the other hand, households should pay attetaitime changes in mortgage interest rates and
how the relationship between interest rates fofeddht terms changes over time. The study
recommends that banks’ should care about the ngagirmortgage loan since it's one of banks’
major lending activities. Banks should apply effiti and effective credit risk management that
will ensure that loans are matched with abilityrépay, no or minimal insider lending, loan

defaults are projected accordingly and relevantsmess taken to minimize the same.

5.4 Limitations of the study

This study had several limitations. First, it isspible that the nature of data from the financial

statements was impacting the results in an unaated manner or limits the power of the tests
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to detect associations. This may have been crdatedriation of statistical figures illustrating

the key variables measurements.

It is possible that the statements did not in@éidatv or high interest rates. A control variable is
a variable that is held constant in a researchysisalThe use of control variables is generally
done to check observed relationship between twaabias if a direct one or indirect with

intervening.

The banks were reluctant to give information tHaiancial statements easily because of the
suspicion that their information would fall in thands of wrong persons. In addition, time and

resources allocated to this study could not alllogvdtudy to be conducted as deeply as possible.

The study did not use control variable specifiaaias specified by Richardson et al (2002). It
is thus possible that lack of inclusion, causeratiens in interpretation.  Finally, correlations
among the variables may be causing unanticipatedltse despite the efforts at identifying

potential multi-collinearity problems.

5.5 Recommendations for Further Research

This study examined the effect of interest ratatiliy on mortgage default rate in Kenya over a
period of 5 years. There is a need for furtheristutb carry out similar tests for a longer time

period.

A similar study should also be carried out in otheancial institutions for example Building
Societies and SACCO'’s. In addition, more varialglepicting interest rate volatility should be
adopted to uphold the study’s findings that indeddrest rate volatility influences mortgage

default rate.
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Further research should also be conducted on d#dwtors that influence default rate for
example unemployment and negative home equity.d&es®n alternative sources of funding in
the real estate market that are least affectedteyast rate like the Real Estate Investment Trusts

in the capital market would offer invaluable infation to the real estate developers.
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APPENDIX I: FINANCIAL STATEMENTS

mortgage default rate

2008 2009 2010 2011 2012
0.04 0.680807 0.465 0.56265 0.618915
0.03 0.680807 0.465 0.56265 0.618915
0.07 0.778882 0.215 1.47015 1.617165
0.1 0.241577 0.165 0.19965 0.219615
0.09 0.395307 0.27 0.3267 0.35937
0.08 0.248897 0.17 0.2057 0.22627
0.07 0.761332 0.52 0.6292 0.69212
0.05 0.395307 0.27 0.3267 0.35937
0.06 0.775973 0.53 0.6413 0.70543
0.08 0.204974 0.14 0.1694 0.18634
0.11 0.761332 0.52 0.6292 0.69212
0.12 0.366025 0.25 0.3025 0.33275
0.17 0.278179 0.19 0.2299 0.25289
0.25 0.636884 0.435 0.52635 0.578985
0.3 0.117128 0.08 0.0968 0.10648
0.32 0.351384 0.24 0.2904 0.31944
0.22 0.680807 0.465 0.56265 0.618915
0.17 0.380666 0.26 0.3146 0.34606
0.47 0.680807 0.465 0.56265 0.618915
0.77 0.43923 0.3 0.363 0.3993
0.69 0.058564 0.04 0.0484 0.05324
0.58 0.073205 0.05 0.0605 0.06655
0.47 0.614922 0.42 0.5082 0.55902
0.47 0.600281 0.41 0.4961 0.54571
0.4 0.834537 0.57 0.6897 0.75867
0.31 0.980947 0.67 0.8107 0.89177
0.31 0.658845 0.45 0.5445 0.59895
0.27 0.680807 0.465 0.56265 0.618915
0.2 0.673486 0.46 0.5566 0.61226
0.16 0.087846 0.06 0.0726 0.07986
0.11 1.02487 0.7 0.847 0.9317
0.07 1.098075 0.75 0.9075 0.99825
0.07 0.980947 0.67 0.8107 0.89177
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Monthly data on interest rates

Month/Year 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
JANUARY 8.38 | 1.58 | 8.26 8.23 6.00 6.95 8.46 6.56 2.46 20.56
FEBRUARY 7.77 | 157 | 8.59 8.02 6.22 7.28 7.55 6.21 2.59 19.70
MARCH 6.24 | 1.59 | 8.63 7.60 6.32 6.90 7.31 5.98 2.77 17.80
APRIL 6.25 | 2.11 | 8.68 7.02 6.65 7.35 7.34 5.17 3.26 16.01
MAY 584 | 2.87 | 8.66 7.01 6.77 7.76 7.45 4.21 5.35 11.18
JUNE 3.00 | 2.01| 850 6.60 6.53 7.73 7.33 2.98 8.95 10.09
JULY 154 | 1.71 | 8.59 5.89 6.52 8.03 7.24 1.60 8.99 11.95
AUGUST 1.18 | 2.27 | 8.66 5.96 7.30 8.02 7.25 1.83 9.23 10.93
SEPTEMBER 0.83 | 2.75| 8.58 6.45 7.35 7.69 7.29 2.04 11.93 7.77
OCTOBER 1.00 | 3.95]| 8.19 6.83 7.55 7.75 7.26 2.12 14.80 8.98
NOVEMBER 1.28 | 5.06 | 7.84 6.41 7.52 8.39 7.22 2.21 16.14 9.80
DECEMBER 1.46 | 8.04 | 8.07 5.73 6.87 8.59 6.82 2.28 18.30 8.30
Monthly data on inflation - consumer price index(CPI)
Month/Year 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
JANUARY 56.21 | 61.35| 70.48 | 76.22 | 79.75 86.07 97.55 104.89 110.57 130.82
FEBRUARY 5591 | 61.41 | 69.97 | 76.19 | 78.57 87.25 100.00 105.18 112.05 130.76
MARCH 57.24 | 62.00 | 70.78 | 76.62 | 78.40 88.22 | 100.96 | 104.97 | 114.62 | 13251
APRIL 58.21 | 62.61 | 72.64 | 76.23 | 77.76 90.85 | 101.84 | 105.56 | 118.29 | 133.74
MAY 61.23 | 64.08 | 73.54 | 76.48 | 78.08 92.68 | 101.84 | 105.79 | 119.48 | 134.09
JUNE 61.96 | 65.64 | 73.46 | 76.44 | 79.53 92.89 102.05 105.61 120.91 133.06
JULY 60.46 | 65.62 | 73.34 | 76.30 | 80.41 92.75 102.33 105.98 122.44 131.92
AUGUST 59.27 | 68.63 | 73.35| 76.87 | 80.86 93.79 | 102.94 | 106.25| 123.97 | 13151
SEPTEMBER 58.85 | 70.02 | 73.00 | 77.23 | 81.43 94.72 | 103.42 | 106.74 | 125.23 | 131.89
OCTOBER 59.44 | 70.32 | 7293 | 77.54 | 81.66 95.29 103.68 106.97 127.20 132.46
NOVEMBER 59.69 | 70.07 | 73.33 | 77.82 | 82.47 96.95 | 103.87 | 107.86 | 129.13 | 133.33
DECEMBER 60.28 | 70.57 | 74.04 | 79.46 | 83.91 96.89 | 104.66 | 109.38 | 130.09 | 134.25
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Year GDP (Billion)

200t 142
2006 162
2007 183
200¢ 211
2009 237
2010 255.6
2011 299.9
2012 314.8
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APPENDIX II: LIST OF COMMERCIAL BANKS IN KENYA

Citibank

Equity Bank

Standard Chartered Bank
Barclays Bank of Kenya
NIC Bank

Kenya Commercial Bank
National Bank of Kenya
Diamond Trust Bank
Co-operative Bank of Kenya
CFC Stanbic Bank

I&M Bank

Bank of India

Bank of Baroda

Family Bank

Prime Bank

Commercial Bank of Africa
Bank of Africa
Consolidated Bank
Chase Bank

Fina Bank

EcoBank

HFCK

Habib A.G. Zurich

Victoria Commercial Bank
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25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.

Credit Bank

Habib Bank (K) Ltd

Oriental Commercial Bank
K-Rep Bank

ABC Bank

Development Bank of Kenya
Middle East Bank

Equatorial Commercial Bank
Trans-National Bank

Dubai Bank

Fidelity Commercial Bank
City Finance Bank
Paramount Universal Bank
Giro Commercial Bank
Imperial Bank

Guardian Bank

Southern Credit Bank

Gulf African Bank

First Community Bank



