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Inflation-indexed
excise tax mooted
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KING DOLLAR: KENYA HAS
DONE WELL TAKING IMF LOAN

O

PRICE SHIFT: Traders at Kakamega High School during a sports day. Soft drinks are among excisable goods likely to
be affected by the indexing the duty with inflation from the next government financial year.
BY CONSTANT MUNDA
The government plans to start adjusting excise duty on some goods
every six months from July to reflect cost of living changes by pairing the tax with the inflation rate.
According to the International
Monetary Fund, Kenya disclosed
this in a letter last month when requesting for the one-year stand-by
loan of $688.3 million (Sh63.09
billion) approved last Monday to
cushion against unforeseen shocks
to her macroeconomic stability.
The National Treasury said the
move is part of the ongoing, far
reaching reforms to raise the ratio
of tax revenue to national wealth
to 25 per cent of the gross domestic product, from about 20 per cent
presently.
This will see excise duty paid
by manufacturers on some goods
passed to consumers through pricing, and will be recalculated halfyearly to reflect inflationary tendencies over six months.
In a memorandum attached to

the January 16 letter of intent to
the IMF, Cabinet Secretary Henry
Rotich said a Bill will be presented
to parliament in June for approval.
“We will submit to Parliament by
end-June 2015 a proposal to revise
excise rates for selected products,
and an automatic semi-annual inflation indexation of specific excise
taxes, to prevent the erosion of excise revenue in real terms,” Rotich
said in the letter to IMF managing
director Christine Lagarde.
“This is aimed at generating additional revenue of 0.1 per cent of
GDP per year.”
Excisable goods likely to be affected include soft drinks, alcoholic
beverages, tobacco, fuel, motor vehicles, plastic bags and imported
second hand computers.
The Treasury is targeting in excess of Sh5 billion in additional excise duty collections annually with
the indexation, based on 2014 GDP
estimates of Sh5.13 trillion ($56.2
billion).
The Kenya Revenue Authority
collected Sh963.8 billion in the fi-

nancial year ended June 30, 2014,
roughly 19.6 per cent of the GDP.
The taxman has a target of
Sh1.18 trillion, or 24.18 per cent of
the 2014 national wealth estimates,
but had only managed Sh476.52
billion in the half-year period to
December 31.
Rotich told the IMF that the newly reintroduced capital gains tax –
five per cent on net proceeds from
sale of property, shares and bonds
– is expected to rake in about 0.2
per cent (Sh10 billion) of the GDP
annually.
However, CGT implementation
has faced opposition from the capital markets and stockbrokers have
since sought court intervention.
“We will also introduce several
measures aimed at improving tax
compliance,” Rotich said in the letter.
“This package of measures will allow us to make significant progress
towards the EAMU [proposed East
African Monetary Union protocol]
indicative tax revenue target of 25
per cent of GDP.”

CBK seeks Sh25bn from domestic investors
BY STAR REPORTER
THE Central Bank is looking to
borrow up to Sh25 billion from
the domestic market within two
weeks through a two-year bond
offer, and tap sales of a 10-year
coupon.
This is the first time in recent
months that CBK is issuing a
new bond and intends to test the
waters on yields with the two-year
bond, whose coupon rate will be

determined by buyers through
auction.
For the 10-year reopened bond,
investors will earn 12.37 per
cent annually, a higher yield than
any government paper offered
so far this year. It has 8.35 years
remaining to maturity.
The prospectus does not give
the size of tranches for either of
the bonds, with offers closing on
February 17.
Last month, CBK tapped into

two bonds issued in the past – fiveyear and 20-year – targeting to
raise Sh20 billion.
Coupon rates were pegged at 12
per cent for the 20-year bond due
for 2032, and 10.87 per cent for
the five-year bond due for 2019.
The government usually borrows
domestically through sale of
Treasury bills and bonds to finance
long-term projects and service
short-term obligations such as
public sector salaries.

N Friday, the United States released its typically
market-moving non-farm payroll numbers. After
interrogating the released data, I realised that the
US posted the largest three-month payroll gain
going back to 1997.
That was plain another era in 1997 and I looked up the
music from that year to better anchor that period in my
mind. I discovered that Toni Braxton’s ‘Unbreak my heart’,
Biggy’s ‘Hypnotise’ and Elton John’s ‘Candle in the wind’ – in
remembrance of the late Princess of Wales, Diana Frances –
were the big hits that year.
In 1997, I was running a Repo desk [a section in the capital
markets divisions in investment and commercial banks] in
the City of London.
The US economy was of course the only one worldwide
that the International Monetary Fund saw fit to upgrade in
its January 2015 World Economic Outlook report. Earlier this
year I characterised the US economy as ‘The come-back kid
of 2015’.
My area of expertise in London was in fact interest rate
trading. The repo desks I ran operated in what is called the
“short-end” or the “front-end” of the yield curve. Think of a
yield curve as being a continuum from zero days to 30 years.
The “long-end” or “back-end” are 10-year or longer maturities.
The front-end of the yield curve is 0-2 years.
Many years ago, I used to trade euro-dollars very heavily
via my broker Paul Maggio who used to reside in the
Euro-Dollar ‘Pit’ in Chicago. Euro-dollar futures are basically
those that allow you to “bet” on the future movement of US
interest rates.
The point I am getting to in a very roundabout way is
that the euro-dollar futures curve is assuming a benign,
incrementalist and gradualist Federal Reserve. A small rate
hike is now priced in for June and another by year-end.
Now, in my experience, the big money is to be made when
policy makers are caught flat-footed and the markets grab
the steering wheel. An example of such an event closer
home is when the shilling popped over 100 to the dollar in
late 2011.
This “Janet Yellen is a Pussy Cat” theory might well turn
out to be the right thing, or it might not. Consider the tailwind of $1 trillion of stimulus that is filling the sails of the US
consumer amid the more tumbling price of fuel.
So, the way I see it is this: Janet Yellen will hike the rate
mid-year and that is a shoe-in. Furthermore, a big headline
non-farm payroll print is entirely likely – a number big enough
to put the frighteners looks increasingly likely. Then this
benign Fed theory will get riddled with bullets.
Addition, in the context of the new 21st century oil and
currency warfare and at which the erstwhile community
organiser President @BarackObama has proven so
breathtakingly proficient (and because Merkel and Hollande
are evidently bailing out on the hardcore ‘contain Putin
strategy, handing a brutal economic blow-back on Europe),
a rate hike, or hikes, will be serious ‘shock and awe’, and a
possible coup de grace.
Let me take you even further than 1997, to 1994 when
then then Fed chairman Alan Greenspan raised interest
rates just a quarter point. Within the space of an afternoon,
I watched Mexico crumble. I was running a Latin American
desk then.
In fact, I commend the financial literacy of our economic
team for closing on the recently announced IMF back-stop
facility for Kenya. Things could get really messy and our
‘boys’ have done good to put in a safety valve.
Buy the dollar. It is as one-way a bet as it ever gets. I will
load up in the middle of the night Tokyo time.
This column represents Satchu’s opinions.

