THE NATIONAL TREASURY AND ECONOMIC PLANNING

PRESSRELEASE ON THE IMPORTATION OF PETROLEUM PRODUCTS
THROUGH A GOVERNMENT TO GOVERNMENT ARRANGEMENT

Our attention has been drawn to news items in the sections of the media regarding
the government's involvement in a government-to-government oil import
arrangement. We condemn in the strongest possible terms the misreporting and
express our profound concern over the deliberate misinterpretation of the text within
the International Monetary Fund (IMF) report, particularly under the Memorandum

of Economic and Financial Policies.

I would wish to set the record straight and clarify as follows: -

The importation of petroleum through a Government to Government arrangement
(the G to G arrangement) is one of the key measures that the Government of Kenya
initiated in early 2023 in order to avoid an economic shutdown due to supply
constraints that existed then and in particular US Dollar liquidity problems. At the
time, the monthly demand for US Dollars by the petroleum sector was about 500
million per month that had put a strain on the country’s forex reserves threatening
the security of supply of petroleum and other critical sectors such as food and
agriculture that also heavily rely on imports. In addition, the inter-bank forex market

was dysfunctional.



It is imperative to set the record straight on the nature and purpose of the
government's participation in the government-to-government (G to G) oil import
arrangement. This initiative was implemented as a temporary measure with the
primary objective of stabilizing the market and alleviating foreign exchange market
pressures. Contrary to misleading assertions, the government's eventual exit from
this arrangement has always been part of the strategic plan to pave the way for
private sector players to assume a more prominent role. The suggestion that the
government's exit is a noteworthy development is unfounded, as it aligns with the

pre-established timeline and objectives of the initiative.

The assertion that the government has admitted failure in the G to G approach is a
gross misinterpretation. The quoted text in the IMF report specifically addresses the
anticipated increase in rollover risk associated with private sector financing facilities
supporting the arrangement, a predictable outcome given the inherent dynamics of

such financial structures

The G to G arrangement came in to stabilize the macroeconomic environment by
providing an extended credit period for petroleum imports i.e. 180 days compared
to the initial 30 days and this freed about 30% of the country’s forex to other sectors
of the economy. As a result, the depreciation of the Kenya Shilling slowed down as
demand for US Dollars declined gradually. Absence of a framework like the G to G
would have sunk the country’s economy at a period when the Federal Reserve rate
rose to the highest in 22 years leading to capital flight from many frontier markets
and which could have exacerbated the US Dollar liquidity issues and led to rapid
depreciation of the Kenya Shilling.

Since the start of the G to G arrangement, none of the 136 Oil Marketing Companies

have gone to the market to source for US Dollars which has served to remove market



speculation thereby further stemming the depreciation of the Kenya Shilling. The
interbank forex trading was given a chance to restart and has been working very

well.

The country’s economy has recorded immense benefits from the G to G arrangement
for instance the backlog of swaps to the tune of 500 million US Dollars have now
been cleared. In addition, a report by FTSE Russel in August 2023 indicated that
dividends repatriation delays that had earlier on been experienced in Kenya no
longer existed with all backlogs cleared which is a positive endorsement for the

country to foreign investors.

Further, since the commencement of the G to G arrangement, the country and the
region at large have enjoyed security of supply of petroleum products and there have
been no instances of product stock outs as had been witnessed just before the
arrangement. The country’s supply has always been aligned to demand and no

breach of contract has been cited by the international oil companies.

The G to G arrangement has a clear operational framework that spells out the
investment protocol for funds collected from the market and the foreign currency
conversion protocol. Shortfalls that may result from the foreign currency conversion
process at the time of payment for imports are compensated from the interest from
investment of the funds. A Treasury and Risk Management Committee oversights
the investment and foreign currency protocols to forestall any perceived financial

risks.

The G to G arrangement was initially planned to run for 9 months from April 2023

but was later extended by 12 months to December 2024 after an evaluation of the



macroeconomic environment towards the end of the initial period. This will perfect

the process of G to G further.

The depreciation of the Kenya Shilling as witnessed in the recent past is as a result
of market fundamentals and not driven by the G to G arrangement. It is thus quite
disturbing that an article written for the business community in Kenya and the region
could misrepresent facts and make obvious mistakes to this extent creating

uncertainty and panic to many key stakeholders across the globe.

The National Treasury re-affirms the importance of the G to G arrangement to the
country’s economy and hereby assures all concerned stakeholders of full

Government support until the obligations in the current contracts are extinguished.
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