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IN BRIEF

PY We expect a pause in the upcoming Central Bank of Kenya MPC meeting that is scheduled for this
Wednesday 9 August 2023. The “out of calendar” meeting is a doubling down of the emergency MPC
meeting that was held in late June; the first policy meeting under the new Governor Dr. Kamau Thugge.

o With central banking psychology biased towards data dependency, we opine that the upcoming MPC
meeting gives the policymakers two inflation data sets (June 2023 and July 2023) that were published
following the June 2023 emergency MPC meeting.

Nevertheless, July 2023 inflation at 7.3% eased to target band (5.0% + 2.5%) for the first time in 14-
months. Core inflation decelerated 30bps m/m to 3.80% y/y, which should comfort the policymakers.

Inflation expectations into the MPC meeting remain de-anchored, exacerbated by the lifting of the

L conservatory orders that had suspended the implementation of the Finance Act 2023. Although the
energy regulator had put into effect the doubling in the fuel VAT as contained in the Finance Act 2023 in
its last two price reviews, Pavlovian conditioning signals some higher inflationary bias with the Court of
Appeal giving its green light effecting the start of the revenue-raising law.

Recent developments in the KES interbank market strengthen our view of a neutral policy at the August

o 2023 MPC meeting. Overnight interbank rate jumped to 17.1% at the end of last week, with interbank
spreads widening to 550bps (B5bps ahead of the June 2023 emergency MPC meeting).
° Whether the interbank stress has been induced by teething issues with the rolling of the new Central

Securities Depository (CSD) system, or whether chaperoned by the CBK to enhance its monetary policy
transmission channel, this sets the stage for a neutral policy stance to allow a more orderly interbank
market correction.
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Out of calendar meeting, an opportune time
to test data dependency

We expect a pause in the upcoming Central Bank of Kenya MPC
meeting thatis scheduled for this Wednesday 9 August 2023. The
meeting is “out of calendar” in the sense that it is being held in an
even-number month, but this is a doubling down of the
emergency MPC meeting that was held in late June; the first
policy meeting under the new Governor Dr. Kamau Thugge. As
highlighted here, the 100bps hike in the June 2023 emergency
MPC meeting was a necessary maneuver ahead of the
completion of the fifth review of the IMF programme. This was
necessary on account of the runaway inflation that had triggered
monetary policy consultation with the multilateral institution
following the breach of the metric in the final quarter of 2022.
With  central banking psychology biased towards data
dependency, we opine that the upcoming MPC meeting gives the
policymakers two inflation data sets (June 2023 and July 2023)
that were published following the June emergency MPC meeting.
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Inflation back to target band but outlook
remains uncertain, pending substantive High
Court ruling on the Finance Act 2023

Headline inflation eased to 7.3% in July 2023 and within the
target band (5.0% + 2.5%) for the first time in 14-months. Core
inflation decelerated 30bps to 3.8% y/y, which should comfort
the policymakers. Similarly, food inflation cooled into single-digit
territory of 8.6%, coinciding with the harvest period of select
vegetable items. Electricity prices jumped an average 56.2% y/Yy,
following the upward revision of electricity tariff on 1 April 2023.
Fuel inflation sustained its upward momentum, printing 14.5% in
the review month, in lockstep with the uptick in the underlying
fuel pump prices.

Inflation expectations into the MPC meeting remain de-anchored,
exacerbated by the lifting of the conservatory orders that had
suspended the implementation of the Finance Act 2023.
Although the energy regulator had put into effect the doubling in
the fuel VAT as contained in the Finance Act 2023 in its last two
price reviews, Pavlovian conditioning signals some higher
inflationary bias with the Court of Appeal giving its green light
effecting the start of the revenue-raising law. That said, the
inflation outlook remains less clear-cut, pending the three-judge
High Court bench that was appointed by the Chief Justice to give
a substantial ruling on the petition that challenged the Finance
Act 2023.

FX passthrough may upset the inflation
outlook apple cart

The Kenyan Shilling (KES) has weakened 13.8% YTD against the
USD, largely with the convergence between the central bank and
commercial banks' FX rate. The net foreign liabilities of banks and
non-banking financial institutions (NBFI) narrowed to USD
181.8mn in June 2023, a level last recorded in April 2021, and
supporting the convergence of the FX rates. We believe the
Government-to-Government (G26) oil importation scheme is the
proximate cause of the narrowing in the banks' net foreign liability
position. As banks source dollars to meet the payment obligation
of this oil credit scheme, this will lead to a buildup in banks’ net
foreign liabilities. Furthermore, the upcoming final dividend
payment by Safaricom may have led to USD accumulation by
banks since July 2023. This implies further scope for KES
weakness that adds some positive tilt on near-term inflation
outlook.

NET FOREIGN ASSETS, USD MN'S
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Interbank vulnerabilities expose monetary
policy transmission underbelly

Recent developments in the KES interbank market strengthen
our view of a neutral policy at the August MPC meeting. Overnight
interbank rate jumped to 17.1% at the end of last week, with
interbank spreads widening to 550bps (65bps ahead of the June
2023 emergency MPC meeting). To provide some context; the
apex bank recently rolled out its new Central Securities
Depository system, dubbed DhowCSD. This is geared to eliminate
paper-based processes and enhance liquidity distribution with an
enabling of full transfer of collateral for horizontal repo
transactions. Anecdotal evidence suggests the suspension of
rollovers of Government securities that were maturing on 3lst
July 2023. Extrapolating this further, we believe that the dearth
in open market operations (OMQ] in the last two weeks may have
been enforced to allow smooth transition to the new Central
Securities Depository system. Thus, the cash-starved banks had
to meet their Cash Reserve Requirement (CRR) thresholds in the
overnight interbank market, as opposed to vertical transactions
with the apex bank in OMO, overheating the interbank market.

KES OVERNIGHT INTERBANK MARKET RATES
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There is an argument to be made that the apex bank has
chaperoned tightness in the interbank market to enhance its
monetary policy transmission channel. In the first three weeks of
July 2023, OMO activities were largely skewed towards mopping
liquidity in the eight occasions the central bank intervened with
average mop-up volume of KES 9.4bn at a weighted average rate
of 8.9% (below the CBR rate of 10.50%). Cracks started emerging
in the interbank market at the tail end of this period, possibly as
the interbank spreads widened to 325bps on 2Ist July 2023.
Further to the interbank spread widening to 550bps as at end of
last week, the central bank has acted as the lender of last resort
in five occasions in the last two weeks and mirroring strains last

witnessed in late October 2015. Also, the outsized rediscounting of
T-Bills seemingly by commercial banks puts the final nail on the
strained-liquidity coffin, suggesting a more broad-based liquidity
concern. Curiously, the central bank injected liquidity via reverse
repo on two occasions last week at an average premium of
720bps above the CBR. Whether the interbank stress has been
induced by teething issues with the roll-out of the new CSD
system, or whether chaperoned by the CBK to enhance its
monetary policy transmission channel, this sets the stage for a
neutral policy stance to allow a more orderly market correction. A
protracted liquidity strain portends to derail private sector credit
mediation, which seemingly slowed its momentum in June 2023
with a growth of 12.2% (CBK target: 13.1%).




T

For more information contact your IC representative

Business development & client relations

Derrick Mensah Dora Youri Kelvin Quartey
Head, Business Development Head, Wealth Management Analyst, Business Development
+233 24 415 5765 +233 23 355 5366 +233 57 604 2802
derrick mensah@icafrica dorayouri@ic.africa kelvin.quartey@ic.africa
Corporate Access Insights
Joanita Hotor Courage Kingsley Martey Churchill Ogutu
Corporate access Head, Insights Economist
+233 50 137 6160 +233 240 970 832 +254 711796 739
Joanita.hotor@ic.africa courage.martey@ic.africa churchill.ogutu@ic.africa
Lydia Adzobu
Senior Analyst, Financial sector
+233 24 656 8669
Lydia.adzobu@ic.africa
Investing
Isaac Adomako Boamah Obed Odenteh Timothy Schandorf
Chief Investment Officer Portfolio Manager, Fixed Income Portfolio Manager, Risk Assets
030 225 2623 +233 54707 3464 +233 24 292 2154
isaacboamah@ic.africa obed.odenteh@ic.africa Timothy.schandorf@ic.africa
Herbert Dankyi Clevert Boateng
Analyst, Rates Analyst, Consumer, Technology.
+233 55710 6971 Media & Telecommunication
herbert.dankyi@ic.africa +233 24789 0452
clevertboateng@ic.africa
Operations

Nana Amoa Ofori
Chief Operating Officer
+233 24 220 6265

nanaamoa.ofori@ic.africa

Trading

Emmanuel Amoah

Fund Administrator

+233 20 847 2245
emmanuel.amoah@ic.africa

Kelly Addai

Fund Accountant
+233 20 812 0994
kelly.addai@ic.africa

Randy Ackah-Mensah
Head, Global Markets
+233 24 332 6661

randy.amensah@ic.africa

Terms of use - disclaimer - disclosure

Allen Anang
Equities,Trader

+233 54 084 8441
allen.anang@ic.africa

Isaac Avedzidah

Trader, Fixed Income
+233 24 507 7382
isaac.avedzidah@ic.africa

This communication is from the Insights desk of IC Asset Mangers (Ghana) LTD, a member of IC Group (IC). The message is for information purposes only and it is subject to change as it is only
indicative and not binding. It is not a recommendation, advice, offer or solicitation to buy or sell a product or service nor an official confirmation of any transaction. It is directed at both professionals
and retail clients. This message is subject to the terms and conditions of IC Group. IC is not responsible for the use made of this communication other than the purpose for which it is intended, except
to the extent this would be prohibited by law or regulation. All opinions and estimates are given as of the date hereof and are subject to change. IC is not obliged to inform investors of any change
to such opinions or estimates. The views are not a personal recommendation and do not consider whether any product or transaction is suitable for any particular type of investor.




