IMF reaches staff-level agreement with Kenya following conclusion of seventh review

Nairobi | 11 June 2024

Blurred lines on expected disbursement

IMF staff and the Kenyan authorities reached a staff-level agreement on economic policies and reforms as it concluded the
protracted seventh review of the Extended Credit Facility/Extended Fund Facility (ECF/EFF) programme and the second
review under the Resilience and Sustainability Facility (RSF). Not surprisingly, the programme size has been scaled down by
USD 288.6mn Following the buyback transaction that was conducted in February this year. Nonetheless, the statement
remained vague on the actual disbursement following the seventh review, highlighting the rough patches in the unusually
lengthy review have not been ironed out. The completion of the second review under the RSF is expected to unlock USD
120.0mn, from the earlier targeted USD 179.0mn at the point of first review, suggesting some reform(s) have been pushed to
subsequent third and/or fourth reviews.

Highlights of the Staff-level agreement following the completion of the seventh review under EFF/ECF and second review
under the RSF

The total programme size under the EFF/ECF has been scaled down by USD 288.6mn, with the buyback of KENINT 2024 in
February 2024 using the proceeds from KENINT 2031 easing the need for an outsized disbursement upon completion of the
seventh review.

The second review of the RSF that unlocks USD 120.0mn, lower than the targeted USD 179.0mn at the point of first review,
suggests lingering reforms. Specifically, the January 2024 report had flagged a likelihood of delay in passage of carbon pricing
legislation, which was one of the three reforms under the second review. Nevertheless, the Climate Change (Carbon Markets)
Regulations 2024 were gazetted in late May 2024, giving a shot in the arm towards structured framework for implementing
carbon projects in Kenya.

The press release struck a less bullish tone on FY24 tax revenue and primary fiscal balance, suggesting the likelihood of a
modification and/or non-observance of those two performance criteria for June 2024. As such, the IMF has backed the tax
proposals in the Finance Bill 2024 for fiscal adjustment in FY25 budget year.

The IMF also backed the tight monetary policy stance adopted by the Central Bank of Kenya that has anchored inflation
expectations. The IMF also acknowledged the effort by the CBK to rebuild its FX reserves, which will be boosted near-term by
the disbursement of the recently approved USD 1.2bn World Bank Development Policy Operation (DPO).

Our views:
Downscaling of IMF programme size takes Kenya from exceptional access and back to normal access

Kenya's outstanding IMF purchases and loans stood at SDR 2.5bn (USD 3.3bn) as of 31 March 2024, representing 464.4% of
its current quota of SDR 542.8mn (USD 716.1mn). These comprise of the Rapid Credit Facility (RCF) disbursement made in May
2020 at the onset of COVID-19 that was equivalent to 100.0% of Kenya's quota, coupled with the first six disbursements of the
ongoing EFF/ECF programme (364.4% quota). At the end of the sixth review, the remaining disbursements of SDR 954.5mn
(USD 1.3bn) with the last three reviews implied a cumulative disbursement of 640.3%, or an increase of 175.8% on the
outstanding balance at the end of 102024. From the latest Staff Level Agreement, the combined last reviews are now
amounting to SDR 735.8mn (USD 970.7mn), an increase of 135.6% to bring the outstanding purchases and loans (in addition
to the 464.4% as of end 102024] to the upper limit of 600.0% under normal access.

Unlike the urgency to mobilize multilateral financing to reduce refinancing risks that had been attached to KENINT 2024, the
February 2024 buyback of USD 1.5bn of KENINT 2024 from proceeds of KENINT 2031 has lowered the need for an outsized
disbursement at the completion of the seventh review of the IMF programme. Based on authorities’ guidance along the
sidelines of AfDB annual meetings, we estimate that Kenya will receive USD 256.9mn upon the IMF Board approval of the
completion of the seventh review, down from USD 936.3mn previously programmed at the sixth review. We also expect the
disbursement to be made in July 2024, a month later than previously expected disbursement of June 2024.

The IMF has further rephased the remaining three disbursements towards the zero-interest Extended Credit Facility (ECF)
from SDR150.Imn (USD 198.0mn) at the sixth review, to SDR 267.7mn (USD 353.2mn] in the latest press release. This implies
that the Extended Fund Facility (EFF), at concessional interest terms will amount to SDR 468.1mn (USD 617.6mn)

High likelihood of modification of June 2024 fiscal targets on lower-than-targeted outturn

Although the seventh review focused on December 2023 (1H24] fiscal targets, focus now shifts to June 2024 (end FY24)
quantitative performance criteria for tax revenue and primary budget balance. The authorities have already penciled in a KES
250.0bn downward revision in FY24 tax revenue collection, which points to a downward revision in the performance criteria.
Following the assent of Supplementary Appropriations Bill 2024 into law by President Ruto on Monday, FY24 budget has been
recalibrated to KES 3.87tn from the initial budget estimate of KES 3.74tn. This has led to a sharp overshoot in the primary
balance from a surplus of KES 58.8bn (0.4% of GDP) to a deficit of KES 88.4bn (-0.5% of GDP).

This notwithstanding, the authorities have penciled in a much lower overall fiscal deficit of 2.9% in FY25, from 5.8% in FY24.
We think this aggressiveness with the overall fiscal deficit is the authorities” showing commitment to stick to the IMF
programme despite the challenges of revenue mobilization. The Finance Bill 2024 is at the tail end of public participation and
there are key sticky issues that generated wide debate such as the proposed introduction of motor vehicle circulation tax
within the income tax segment, 16.0% VAT on bread, and the proposed introduction of the eco levy under miscellaneous fees
and levy. With a much lower base on account of the KES 250.0bn downward revision in tax revenue collection this FY24, we
opine that the expected KES 2.9tn revenue target in FY25 is highly ambitious.



Economist,
Churchill Ogutu: +254 711 796739

For further information, please contact our Research Team. T: 233 308-250051] Email: insights@ic.africa

Disclaimer:

This report is designed to be utilized by qualified institutional and professional investors only. Private investors must consult their investment adviser or broker for professional advice before seeking to act on the contents of
this report. This advice has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness
of the advice, having regard to their objectives, financial situation and needs. IC Securities’ investment research reports are provided for informational purposes only. All information provided in this report is the intellectual
property of IC Securities, is for the use of intended recipients only, and may not be reproduced in any form whatsoever without the express written consent of IC Securities. Descriptions are not intended to be complete and
cannot be guaranteed to be accurate; therefore, IC Securities does not assume any legal liability or responsibility for any inaccuracies or misrepresentations contained in this report.  Neither IC Securities nor its management,
officers or employees accept responsibility or liability for, or make any representation, statement or expression of opinion or warranty, express or implied, with respect to the accuracy or completeness of the information or any
oral communication in connection therewith. There may be regulatory or confidentiality obligations which prevent IC Securities from disclosing information, material or otherwise, which would normally be expected to be
included in this report. The price of any securities stated in this report is the reported market price as of the date indicated, taken from sources IC Securities believes to be reliable. IC Securities does not represent that this price
may be achieved in any transaction. Due to the inherently illiquid and relatively opaque nature of most of the Firm's coverage markets, any price stated in this report may not reflect the true trading price of the security
referenced. This document does not constitute an offer by, or on behalf IC Securities to enter into any transaction with you and will not form the basis of a contract for any such transactions. This report does not constitute an
offer to sell or solicitation of a purchase order in respect of any securities, derivative or other instrument by the Firm.




