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Abstract

When a country requests a loan from the Internatibonetary Fund, it agrees to
undertake a number of reforms collectively knowrt@sditionality. Continued funding
from the IMF depends on the country’s compliancthgs program conditionality.
Studies by Mussa and Savastano (2000) and Ivasi@a(2003) show that, overall,
government compliance with IMF conditionality haseh poor. The IMF attributes this
trend to a lack of political commitment or “owneifghto programs by borrower
governments. However, the concept of ownershig taikexplain why commitment is
lacking—that is, what factors influence complianca~why governments enter these
agreements to begin with (Bird, 1998). In thisgrap examine recent IMF programs in
Kenya within the context of a conceptual framewoirkosts and benefits developed in
Bird (2006), and find that government non-complenccurs when actual costs and
benefits of compliance differ from expected costgd benefits. Changes in costs and
benefits arose due to domestic political economaiofa, program design factors and

external economic environment factors.



1. Introduction

The International Monetary Fund (IMF or the Fund)s established in 1944-45
together with the World Bank to oversee the Brel¢wods system of fixed exchange
rate regimes. The Fund’'s mandate was to provide sron lending to allow its members
“to correct maladjustments in their balance-of pagita without resulting to measures
destructive of national and international prosgeiitMF, 1944). The Fund lost its
original mandate in the early 1970s when advancedamies abandoned the fixed
exchange rate regime for floating exchange ratesveier, the Third World Debt crisis
of the 1980s brought the IMF back into prominendd & new set of borrowers: middle-
and low-income countries in Latin America and Adri@ird, 2007)

The debt crisis had its roots in the oil shockthef1970s when many oil-importing
and developing countries borrowed loans at varisdtérest rates from Western
commercial banks to finance oil importation. Wheterest rates rose in the late 1970s,
their debt burdens swelled. At the same time wprides for their exports fell due to
recession in industrial countries and thereforg twild not pay their debts (IMF
website). The problems of external shocks were cumged by years of economic
mismanagement (IMF, 1999), which led to distortionthe structure of production and
resource allocation within the economy (Spooner&mith, 1991). The Fund recognized
that these deep-seated problems would take a Idingeto correct and set-up lending
facilities to provide low-income countries with lger-term concessional funding (IEO,
2002): the Structural Adjusment Facility in 198pleeed by the Extended Structural
Adjustment Facility in 1986. ESAF loans carriedeeimual interest rate of 0.5% and

repayments were to be made semi-annually withiry®&ss to 10 years of disbursement



(IMF, 2004). This facility was renamed the PoveéRigduction and Growth Facility
(PRGF) in 1999.

The IMF envisaged these facilities as one-off apens with a less demanding
adjustment requirement than other short-term Fanotlities. However, arrangements
under these facilities have often been charactyeecidivism or the frequent and
prolonged use of IMF resources through a sequehidé@Foprograms (Bird, 2007). The
IMF’s Independent Evaluation Office found that Z24 countries classified as
prolonged users between 1971 and 2000 were PR@GiBlel{IEO, 2002). Between 1973
and 1999, eleven African countries had nine or nseggiential programs with the IMF
and of this group Kenya and Senegal had the highesber of programs (Mussa and
Savastano, 1999). Recidivism is likely to occur)ibne program is not sufficient to
complete the adjustment process (Easterly, 20Q03hebcountry is under threat of
external shocks that may eliminate gains madedrptkvious program (Mussa and
Savastano, 1999); or c) the country requires tiié&"$ seal of approval’ to gain debt
relief, additional financing from donors includitige World Bank, or private capital
(Bird, 2007).

For all IMF lending facilities, the disbursementIbfF funds is conditional on the
borrower government’s compliance with an agreechygogram of reforms known as
conditionality. Mussa and Savastano (1999), udieg &tio of fund disbursements to
fund commitments, find that for the period 1973-1.98nly 35% of IMF arrangements
were fully disbursed. This result suggests thamntlagority of programs were permanently

interrupted for non-compliance with conditionalitylvanovaet al. (2003: table 1), using

! This could also reflect economic improvement thakes IMF financing no longer necessary (Bird,
2006)



the MONA databasedetermine that between 1992 and 1998, 44% of ESAFPRGF
programs experienced an irreversible interruptioth 20% experienced a major or minor
interruption. Compliance with program conditionalitas therefore been poor.

The IMF has traditionally attributed non-complianoea lack of political
commitment or “ownership”by the borrowing governments. 2001, the Fund began a
process of streamlining its conditionality—limitiige scope of structural conditionafity
to only those areas that were critical to the aamn@ent of macroeconomic objectives
(IMF 2001b: box 3). Streamlining would also eradkcde facto cross-conditionality
between the World Bank and the IMF (Killick, 2008his move came after a long
duration of criticism that conditionality was exse, ineffective, intrusive, and in areas
outside the IMF’s area of expertise (see Golds&)@0) and thus, hampering
compliance. The Fund hoped that streamlining wpudainote ownership and strengthen
compliance.

However, as some authors have pointed out, owrnreishoo vague a concept. It
fails to explain why commitment is lacking—thatwehat factors influence compliance—
or why governments enter into these arrangemeriisgm with (Joyce, 2006; Bird,
1998). Dollar and Svensson (2000) and Ivareia. (2003§ argue that the
implementation of conditionality depends on therbaer country’s domestic political

economy, including such factors as the efficienclgureaucracy, political cohesion and

2 The monitoring of IMF arrangements MONA databasmaintained by the IMF’s Policy Development
and Review Department and details the extent telwbonditions stipulated within programs have been
implemented since 1992.

3 Ownership here refers to the borrower governmenmitling assumption of responsibility for a prograrh
policies because the government feels that thelgggsoare its own and in the interest of the cou(iMF
2001b)

* A type of conditionality. See Section 2b for distai

® Dollar and Svensson (2000) examine 220 World Bamolgrams for the period 1980-95 and Ivanewva

al .(2003) examine IMF programs.



stability, and the power of special interest grodgeir empirical results show that
factors such as the extent and structure of camdgitity, which are undehe control of

the World Bank or IMF, are significant only whekeéa as exogenous. However, since
these factors are determined endogenously, theyptdmfluence implementation once
this endogeneity is taken into account. Initial oy conditions and external factors also
do not influence implementation.

Mosleyet al. (2003f disagree with the above findings. They argue that
implementation of conditionality depends not onhydomestic political-economy
variables but also on program design factors, sgdie size of IFI financial support and
the sequencing of reforms, and other factors sa¢heexternal economic environment.
They argue that the regressions used in DollarSsahsson (2000) and lvanostaal.
(2003) suffer from significant endogeneity biadath studies fail to recognize that some
of the domestic political economy variables theatras exogenous—for example,
political instability during the program and spegrderests-group opposition to
reform—are in fact affected by the degree and oung=of implementation.

The empirical analysis in Mosley al. is, however, limited. Like Dollar and
Svensson and Ivanowehal., they face challenges in designing a suitable oreasf
implementation. Also, their sample size is smadl agstricted to Sub-Saharan countries.
Furthermore, all the above authors only answeqgtlestion “what factors influence
compliance?”. A closely related and significant gfien is why governments sign-up for
IMF programs to begin with and then fail to complg#d (2006), using a conceptual

framework of costs and benefits of compliance, esghat governments fail to comply

® Mosleyet al (2003) use data from the 1997 World Bank reporadjnistment lending in Sub-Saharan
Africa.



with conditionality either because they only inteddo comply up to a certain level, or
because, while the government intended to comipéyattual costs and benefits of
continuing a program differ from the expected cestd benefits.

In this paper, | consider both of the questionsa@iabove: why do governments
sign-up for IMF programs then fail to comply? Antiat factors influence compliance? |
employ a modified version of Bird’s conceptual fework to study governemnt non-
compliance in Kenya’'s IMF programs. Kenya has ettepproximately sixteen
arrangements with the IMFThe first IMF-Kenya arrangement, an Extended Fund
Facility loan, occurred in 1975 following the origis of the 1970s (lkiara and Ndung'u,
1999). The IMF extended loans to Kenya throughetimnain lending windows: the
Stand-By arrangement, the Extended Structural Aaest Facility (ESAF) and the
Poverty Reduction and Growth Facility (PRGF). Tiagoer will focus on two recent
PRGF programs—2000-2003 and 2003-2007. The ficgjram was undertaken in the
last years of Daniel Moi’'s twenty-four year reginitewent off-track within a few months
of its inception. The second program was undertaketer the Mwai Kibaki coalition
government and was successfully implemented, afinatuvas completed a year behind
schedule.

An evaluation of these Kenyan programs revealsithatost cases, non-
compliance with conditionality occurred becausedbtiial costs and benefits of
complying differed from the expected costs and ben&hanges in costs and benefits
arose due to domestic political economy factorsg@m design factors and external
economic environment factors. Most changes in crstisbenefits were fuelled by

domestic political economy factors. In both progsaire IMF increased its financing to

7 This number may not include several shadow progiartiee 1980s and 1990s.



counter costs changes due to external economicoemuent and thus, these factors did
not lead to non-compliance. In one case, hon-c@npd occurred because, although
costs and benefits of compliance did not changegtivernment did not intend to fully
comply with conditionality.

The rest of this paper proceeds as follows: se@igives an overview of how IMF
programs work; section 3 lays out the modified @ptiaal framework; section 4

examines IMF programs in Kenya in the period 200072 section 5 concludes.

2. An Overview of IMF Programs
Each member country of the IMF is assigned amaihifuota determined by use of a
formula (see IMF, 2010). This quota, denominatethenIMF’s currency, SDR,
determines the member’s subscription to the Fusdiating rights, and its access limit to

IMF financing.

2a.Lending Process

The lending process begins when a member countkgsraformal request to the
IMF for funding. The country’s authorities then eninto negotiations with Fund staff on
the conditionality to be attached to the loan. Wtiey reach an agreement, the country
authorities write a formal letter to the IMF deitagl all the measures they have agreed to
undertake during the program. This letter is kn@asr_etter of Intent. IMF staff then
present the program proposal to the Fund’'s ExeeBivard, which decides whether or
not to approve the program. Approval triggers fra tlisbursement of the IMF loan. A

typical IMF program is divided into sevetaanches (French for portions or sections);



the release of other loan disbursements depentlswnvell a country implements the

conditionality attached to each tranche.

2b. Conditionality

IMF conditionality is aimed at two main areas: n@s@onomic stabilization and
structural adjustment. Macroeconomic stabilizattonditionality is aimed at the
management of aggregate demand (Joyce, 2006) elndés such measures as budget
deficit cuts and exchange rate devaluation. Gaold$2900:4) defines structural
adjustment conditionality as “...policies aimed.e#her improving the efficiency of
resource use and/ or increasing the economy’s ptivéucapacity”. The IMF (2001c)
further divides structural reforms into two groufisose that are designed to support
macroeconomic stabilization by enhancing the flumitig of macroeconomic policy
instruments (such as public expenditure managenedt}hose that are aimed at
improving the economy’s efficiency and flexibility foster growth and facilitate
adjustment to exogenous shocks (such as tradelitcetion and changes in financial
regulation).

Primarily, conditionality is necessary to assurenbers that Fund resources are
available to them if they comply with agreed upatigles and to give the IMF assurance
that the country will repay its loan (IEO, 2007 pr@itionality, however, also serves
other functions: first, it induces governments barmge their economic behaviour; second,
it helps the IMF ration its limited funds; third,Signals donors and private investors on

the borrower country’s economic environment and ttatalyzes donor and private
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inflows—a phenomenon known as ttealytic effect of IMF programs (Colliegt al.,
1997).

The catalytic effect of IMF programs is an impottaomponent of the IMF
approach to stabilization. Since the IMF has lishitesources, it sequences and paces
program reforms so as to restore donor and invesiadidence in a country as soon
possible (Mussa and Savastano, 2000). In fact-tinel’s converted the ESAF into the
PRGF to provide a longer-term framework for dongpgsort to low-income countries
through the Poverty Reduction Strategy Papers (BRSR turn, donors, investors and
creditors (such as the Paris Club) rely on the tblprovide “certification regarding the
soundness of macroeconomic policies” (IEO, 200Ddrrower countries, what is know
as the ‘IMF’s seal of approval'.

The IMF uses four main tools to monitor compliamath conditionality: first,prior
actions (PA) which the borrower country must accomplish betbeeIMF disburses any
funds; secondperformance criteria (PC)—quantitative targets for specified financial
aggregates such as net international reservesamtusal measures such as subsidy
cuts; third,structural benchmarks (SB)}—qualitative indicators used to gauge a country’s
compliance with structural policy commitments; fityprogram reviews which assess
the progress of implementation and whether a prograeds to be altered ( Goldstein,
2000; Khan and Sharma, 2003).

Borrowers must comply with performance critg®C) to complete program
reviews and trigger subsequent disbursements dMRdoan. However, failure to meet

structural benchmark$B) should not lend to IMF to withhold funds. If thevgrnment

8 The PRGF is framed around Poverty Reduction Styaegers (PRSPs). Each borrower government
prepares a PRSP in conjunction with the civil siycénd other development partners.
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fails to implement performance criteria, the IMFymaaiver the condition. Otherwise,
non-compliance will lead to a temporary interruptaf the program. If the government
and the IMF cannot come for an agreement on hayetohe program back on track, the
program experiences permanent interruption.

Since governments negotiate with the IMF on progcanditionality before signing
off on a program, their failure to comply with tlgenditionality later in the program is
puzzling. The conceptual framework below providésemretical context for analysing a)
why governements enter into IMF arrangements aed thil to comply and b) what

factors influencing this change in compliance.

3. Conceptual Framework

3a. General Discussion

In his 2006 paper, Bird sets up a conceptual frannkor analysing government
compliance with IMF conditionality. He argues tloaice an IMF program is initiated,
government compliance with program conditionaliiyt depend on the government’s
perceived costs and benefits of continuing the ramg A government will rationally
discontinue a program when marginal costs of tlgnam exceed marginal benefits.
Therefore, non-compliance occurs when a) the progractual costs and benefits turn
out different from the government’s perceived castd benefits or b) the government’s
calculations of costs and benefits match beforeadisd the initiation of the program, but
the government had no intention of fully implemagtthe program (see discussion in

section 3d).
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Bird assumes that the government’s main objectve retain power; therefore,
any sharp declines in standards of living thre@seimcumbency. The government turns
to the IMF when the economy is facing an unsuskdénbalance-of-payments (BOP)
because the country has limited access to capégtets and the country’s reserves are
declining rapidly. Without external financing, tgevernment’s corrective policies would
lead to a sharp decline in standards of livingsTsilikely to threaten the government’s
political stability. IMF financing cushions the ewmy as the government pursues
corrective policies. The IMF’s involvement alsoalgtes the inflow other funds because
it boost donor and investor confidence in the goremt.

However, not all countries turn to the IMF becaoEBOP problems. Countries
like Kenya that have been prolonged users of INHBueces are more likely to seek the
IMF’s ‘seal of approval’ or funds to consolidatéaens undertaken in previous programs.
In the sections below | will lay out Bird’s concapt framework and modify it in several

area8 to make it more useful for the analysis of longxtdMF resource users like Kenya.

3b. Benefits of Compliance

In Bird’s framework, the benefits of compliance dezived from the continued
access to IMF financing and other financial resesbat allow the government to
correct external imbalances. However, since pradngsers of IMF resources turn to the
IMF for its ‘seal of approval’ or funding for sugtang gains made in previous program,
accessing IMF financing and other related resowaties/s the government to improve
economic performance. Prolonged users will theesfiorn to the IMF if 1) the

government believes the program will produce imptbeconomic performance during

° All the figures in this section are also modifiegrsions of Bird’'s work.
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its tenure; and 2) improved economic performanaxicitly part of its political agenda.
In the rest of this section, | lay out Bird’s camstion of the marginal benefit (MB)
schedule and highlight areas where | have modifiedramework to suit the analysis of
IMF programs with prolonged users.

Bird identifies two important characteristics oétimarginal benefit (MB) schedule:
the starting point of the schedule on the vertioaés and the shape of the schedule. The
starting point of the curve depends on the valaétthe government places on access to
IMF financing. Bird shows that this depends ondkailability and cost of alternative
sources of finance in the absence of the programseShe first disbursement of the IMF
loan occurs upon the approval of the program, tiBesghedule starts above the
horizontal axis (point a on figure 1). If the annoamenbf an IMF program also
triggers private capital inflows, the MB schedularts even higher on the vertical axis

Bird states that the shape of the curve depend®warthe marginal benefit of the

Figure 1

marginal MB1

benefits

b —P

/v\ MB; /MBe
a

MBa4

time/ degree of compliance

program start end of program
| i

program changes over time anih the degree of compliance. For prolonged users,

Bird’s analysis of theize of the catalytic effect of IMF programs is most relevant. Donor

aid and private capital inflows provide capital @monomic growth. The evolution of a
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program’s marginal benefits will therefore dependlee catalytic effect of the program.
If compliance with conditionalityrather than the announcement of a progtaggers

the catalytic effect, then marginal benefits wiltiease with program implementation
and the MB schedule will be flat or upward slop{iMB.). If the catalytic effect is absent
or depends only on the announcement of a prograneflts of the program are gained
from its inception rather than its implementatiow &he MB schedule slopes downwards
(MBy).

However, | think it is important to factor the negwf IMF programs into Bird's
analysis. IMF loans are disbursed in instalmehis;efore the MB schedule should have
discontinuities (see figure 2). Donors and investety on the IMF for information about
the program and only receive information on thegpai when the IMF announces the
inception of the program or subsequent trancheoaas. In which case, the distinction
between the announcement and implementation ef@ct®nor response may not be
important. In both cases, the MB schedule is mi&edyl to be downward sloping, and its
starting point on the vertical axis and for eactv tanche will depend on the value the
government places on IMF financing and triggeradape and donor inflows.

Finally, Bird shows that once the program is undgfvithe actual benefits of the
program may differ from the ex-ante expectatioriee @ctual MB schedule (MB

therefore lies at a different position than theestpd MB schedule (MB (see figurel).
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Figure 2

Marginal benefits
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! Time/
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3c. Costs of Compliance

In Bird’s framework, costs of program implementaterise due to conditionality
because conditionality implies a “discrepancy betwthe policies preferred by the
government and those preferred by the IMF” (Bif@0@ 21). The cost of conditionality
will depend on the size of the gap between thecpgreference of the government and
that of the IMF. While | agree with Bird, | find$discussion of the policy preference
gap vague. Therefore, in the paragraph below,llattémpt to expound further on the
implications of the preference gap between the gowent and the IMF.

The government pursues policies that the IMF de@mssiitable for two main
reasons: a) an ideological divergence with the tviB) factors that constrain its
behaviour. In the first case, IMF engagement leéadsloss of sovereignty over economic
policy formulation. In the second case, the coising factors facing the governemnt
determine the government’s perceived costs. Onsti@ning factor could be the

government’s capacity. When the government engagas IMF program it faces the
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opportunity cost of shifting its capacity away fraervice provision to program reforms.
Another constraining factor is vested interesthecountry that may oppose reforms.
Conditionality forces the government to act in anmex that ignores its constraints and in
so doing increases the risk of opposition fromszaintented population or segements of
the population. This opposition may threaten theegoment’s incumbency.

The above expansion notwithstanding, Bird’s analgéithe MC schedule remains
relevant. He highlights two characteristics of M€ schedule: its starting point on the
vertical axis and its shape. The starting poirthefMC schedule depends on the
government’s perceived costs of implementing pacirons(PA) before IMF approval of
the program as well as the government’s perceivssl df sovereignty over policy
formulation. The MC schedule will therefore stdvbae the horizontal axis (Figure 3).

The shape of the MC schedule depends on how daatge over time and with the
degree of implementation of conditionalissuming sovereignty costs do not change,
the MC schedule is upward sloping if it becomegpresively harder to implement the
later stages of the program. For example, if ogjmwsto the government increases with
every additional measure implemented (becausexample, conditonality sequences
and paces reforms such that it forces the goverhtaegnore more and more of its
constraints over time), the MC curve will slope @pds (MG). Conversely, if opposition
to the government decreases with every additioralsure implemented, the MC curve
will slope downwards (Mg).

Finally, Bird argues that actual costs may diffenf ex ante costs. For example, if
political opposition to the program policies (ahérefore the government) turns out to

greater than expected, the actual MC schedulex]M@I have a steeper slope than the
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expected MC schedule (M Exogenous shocks could also cause actual codiffer
from ex-ante costs. For example, a negative exagesiloock will make the MC curve

steeper after it occurs (M&).

exogenous shock
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3d. Marginal Benefits & Marginal Costs

Figure 4 shows the expected MB and MC scheduldtegltogether. Governments

Figure 4
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will initiate IMF programs if the value of the bditg of the first instalment of IMF

18



financing and any capital inflows that arise frdm atnnouncement of the program is
greater than the costs of prior conditions anddke of sovereignty in policy formulation
from the point of view of the government.

Afterwards, government compliance with conditiotyalvill depend on how the
costs and benefits of the program evolve. Actuatcand benefits are likely to differ
from ex ante expectations. Therefore, ex-post, a governmenthleaynable to comply
fully with conditionality it intended to comply witex ante. The point of intersection
between the actual MB curve and the actual MC cgives the actual level of
government compliance. One example of a situatiberevactual costs and benefits
differ from ex ante costs and benefits is when d@mal investor response to the
inception of an IMF program is less than expec@uthe marginal benefits side, the
actual MB schedule lies below the expected MB saleecCosts of implementation
increase because external financing is inadeqoatdax the constraints the government
faces in enacting reforms. The actual marginalsio&trease faster than expected.
Overall, the level of compliance is lower than ectpd.

As mentioned in section 3a, non-compliance is pssible when a government
has no intention of fully complying from the incept of the program. It chooses to
comply only up to a certain level where marginatsexceed marginal benefits (Figure
5) but is able promise more reforms than it intehtdeundertake. Joyce (2006) argues

that this is possible because there is an infoomasymmetry between the IMF and the
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government.

)
Figure 5 | MCa
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4. A Case Study of Kenya

4a.Introduction to Kenya

In a 2002 report, the IMF's Independent Evaluatidfice classified Kenya among
the Fund’s prolonged users; that is, countriestibae spent 7 years out of 10 under an
IMF arrangement over the period 1971-2000. Betwi&stb and 2000, Kenya had 13
IMF programs, a total engagement of 19.2 years ([HD?2).

Kenya is the largest economy in East Africa; in206 gross domestic product
was $27billion, almost twice the size of Tanzanesnomy and three timése size of
Uganda’'s economy. GDP growth averaged 2.26% fopén®d 1997-2002 and 5.35%
for the period 2002-2007 (see figure 6 in the appgnThe current account deficit was
below 5% throughout 1997-2007, with a high of 402007 (figure 8). This suggests
that Kenya did not experience balance-of-paymesiblpms during this period; the

government more likely turned to the IMF for thasens highlighted in section 1. IMF
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macroeconomic conditionality for the programs urstady focused on reducing
government domestic debt, increasing reservesmti@ing budgetary spending and
cutting external debt (tables 1, 3, 5 and 7). TME Included conditionality on the fiscal
deficit only in the 2000-03 program although th&éaehad declined between 1997 and
2000. The budget deficit rose sharply in 2001 &d@RP2perhaps due to campaign
spending prior to the 2002 elections. The nextoitedixpansion (2005/2006) coincided
with the referendum on the Kenya’s new constitutiotate 2005 (figure 7). Over this
period, total reserves rose from 1.32 import motohamost 4 import months (figure 10),
while total external debt fell from above 48% of B about 27% (figure 9).

Ikiara and Ndung'u (1999) characterize Kenya'’s cliamge with conditionality in
the 1980s as poor. Program implementation accel&rat1993-1994 when the
government rapidly liberalized the economy, butv&d down again. Most of Kenya’s
IMF programs occurred under the Daniel Moi regih@78-2002) and were
characterized by a ‘stop-go’ government strategsite this pattern of compliance, the
IMF remained engaged in Kenya because of fearctil@pse of the Kenyan economy
would greatly affect neighbouring economies {£1997).

The first program under study, PRGF 2000-03, caitee a three-year hiatus of
IMF involvement in Kenya and a donor aid freezen¥@s previous program, the 1996-
9 ESAF, went off-track in July 1997 when the Higbu@ ruled that the prosecution of
perpetrators of Kenyan’s largest corruption scan@aldenberg, could not proceed on
procedural grounds. The Goldenberg scheme haduremvered in 1993. It had
involved the payment of about $600 million from #Meistry of Finance and the Central

Bank of Kenya (CBK) for fraudulent gold exports en@n export scheme. Donors

1 The Financial Times
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became reluctant to lend to Kenya and in their sgbsnt programs with Kenya, both the
World Bank and the IMF focused heavily on govermaissues. The program expired in

April 1999 without completion.

4b. Poverty Reduction and Growth Facility program 2000-2003
4b.i. Background

Kenya made its next request for an IMF progranata 1999. At the time, the
country was facing its worst drought ever, insegun the northern part of the country,
tension within the military, a looming energy csisind the rampant spread of HIV/AIDS.
Figure 6 shows that annual GDP growth has beemdsgisince 1999 while inflation
had been rising (figure 8). This volatile economn social situation was coupled with
Opposition demands for an overhaul of the constituand wrangles within the ruling
party over the succession of Moi in the upcomingegal elections. While Moi did not
need votes, his successor would fare better ietdomomy was doing well. Also, the
governement might have seen the IMF program aseatdiource of campaign money
through IMF funding and related funds, or an incirgource through the facilitation of
debt rescheduling from the Paris Citib

Negotiations for the 2000-03 program began aftesi@ent Moi appointed Dr.
Richard Leakey, a leading Opposition figure, ashibad of the civil service in July 1999.
Dr. Leakey also headed a small team of technodteg)Dream Team, drawn from large

private companies, the World Bank and other intisonal financial institutions to take

' The Paris Club is a group of bilateral lendersidalg Austria, Belgium, Canada, Denmark , Finland,
France, Germany, Italy, Japan, Netherlands, Swetlgitzerland, the U.K. and U.S. In November 2000,
the Paris Club rescheduled principle and intenestas worth ($24 million) and debt-service matesit
worth ($275million) over a period of 20 years wétl0-year grace period. The rescheduling allowedgyr
official reserves to increase to 3 months impoxtecdrom 1.1 months import cover (IMF, 2002).
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charge of various key ministries like Finance amtiéulture. These appointments were
the result of pressure on the government from ¥ie o adopt “a more comprehensive
approach to addressing corruption in Kenya” (IMBQ&). The World Bank, the UNDP
and other donors advanced Kenya funds to remunii@ge technocrats (Murunga,
2007).

Dr. Leakey and his team undertook radical refommthé civil service, such as the
retrenchment of civil servants and the clean upopporations, for example, Kenya Ports
Authority and Kenya Revenue Authority (KRA). Theséorms signalled to the IMF that
the government was at last committed to reform. Dreeam Team therefore played a key
role in the approval of the 2000-3 PRGF progranAagust 4" 2000(DN?, 2000d). The
program was approved just a month before the IMdéad its guidance note on the
streamlining of conditionality. In the governanceaalone, it featured 19 structural
conditions and another 70 anti-corruption measurése Memorandum of Economic
and Financial Policiéd

The IMF agreed to lend Kenya SDR 150 million (5584Kenya’s quota). Upon
approval of the program, Kenya received the firsbdrsement of the program worth
SDR 33.6 million. Program reviews were to be congalédi-annually. The program

expired in 2003 without the completion of a singtegram review.

4b.ii. Non-compliance (2000-01)
The government failed to meet several conditigtesched to the first tranche of

the 2000-03 program. First, it exceeded the ceiinghe fiscal deficit in December

12 The Daily Nation Newspaper, including Sunday Natioal Daily Nation supplements
13 This document accompanies the Letter of Intentginels definitions of the various terms and coodisi
included in the Letter of Intent.
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2000(Table 1). In the context of the conceptuahaork, an increase in spending on
drought relief would lead to an increase in thexo$ complaince and a rise in marginal
costs (Figure 11). This would result in a lowerdleof compliance than expected.
However, the IMF augmented Kenya’s loan amountD& 390 million from SDR 150
million in October 2000 to take into account goveamt spending on drought and famine
relief (IMF, 2008). It is unclear whether the gawerent gained access to these extra
funds immediately; however, an augmentantion of fM&ncing would shift the
governement’'s MB schedule out. This could explagmdgovernement’s return to

compliance in March 2001.

Figure 11
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Second, the government failed to set up an indepdritenya Anti-Corruption
Authority. Non-compliance occured because the gawent did not fully intend to
comply. From the start, the push for an anti-caiosporganization had come from the
donor community (IEO, 2007). Under the 2000-03ypam the IMF wanted to make the

KACA independent and empowered to prosecute cormaitiduals. The program
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included two conditions to this end (Table 2). Tingt condition was a prior action (PA)
requiring the establishment of a fully effective &A. The second condition, a
performance criterion (PC), required the publicatod an Anti-Corruption and Economic
Crimes Bill to give the KACA independence from thiteer arms of government (DN,
2000c).

The Bill was to be similar to one annexed to kKloenbo Report, a document written
by the Parliament Anti-Corruption Committee. Thpa contained a list of names of
corrupt government officials and politically-contest individuals. It had been up for
discussion in Parliament in May 2000 (two month®tgethe approval of the IMF
program) and had faced strong opposition from theegyment side. By including the
Anti-Corruption and Economic Crimes Bill as a Pl tMF tried to force the
government to adopt proposals it had already rege@@N, 2000b). This was an
unrealistic goal. Parliament postponed discussidheBill and in December 2000, the
High Court ruled that the KACA was unconstitutiobalcause it appropriated the
Attorney General’s powers to prosecute cases (DROR). The government had actually
drafted a faulty bill back in 1997 which suggesisttthe government had not intended to
comply with conditionality. An information asymmegtoetween the government and the
IMF allowed the government to promise more refothas it had intended to undertake.
This led to non-compliance once the governmentrhaximized perceived benefits of

the program (in this case, the rescheduling of)debt
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Figure 12 MCa Fromthe onset, the
MC/ government did not
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Third, the government failed to privatize Kenyagtommunications monopoly,
Telkom, through the sale of its 49% stake to aefjia partner. Although this was
aWorld Bank program conditionality, non-compliaradtected the IMF program because
proceeds from the sale had been factored intoutget. This led to “...a severely
limited cash expenditure, while the overall defeoiceeded the program deficit by 1% of
GDP” and a “...recourse to arrears accumulation...dnbafout an escalation of new
claims of pending bills on the budget” (IMF, 2002he government thus failed to meet
IMF conditionality on the non-accumulation of pemglbills (see Table 1 in the
appendix).

The sale of Telkom stalled in December 2000 aftesiflent Moi announced that
the government would not bow to pressure to sellprastatal at a throw-away price
(DN, 2000e). On the contrary, the World Bank claintieat the largest bid, by Mount
Kenya Consortium, had been suitable given thedizeelkom’s market (DN, 2000f).
However, a few weeks before Moi announcement, 8rifielecom had withdrawn from
the bidding process leaving the Mount Kenya Comnsoras the highest bidder. Baily

Nation article suggests that the government felt thatibenbers of the consortium did
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not have adequate expertise and technological itgpadenefit Kenya (DN, 2000g9).
The article also points out that at the time Telkwas implementing a multi-million-
dollar expansion and modernization of its netwarksch stood to benefit various vested
interests. Developments with British Telecom dmel Mount Kenya consortium raised
marginal costs of complying with World Bank conditality by increasing opposition
from vested-interests to a sale that was seenfasaurable (see figure 13). This
affected the IMF program because of cross-conditipnbetween the IMF and World

Bank programs.

Figure 13
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Finally, the government failed to satisfactorily@heonditionality on the financial
sector (see Table 2). One condition involved tHevgssion to Parliament of
amendments of the Banking and Building Society Aatgive the Central Bank (CBK)
authority over all institutions involved in bankiagtivities. While the government had
sumitted the Bill to Parliament, the legislativadgdhad also amended the Central Bank

of Kenya Act (through a bill known as the Dondel)Bib give the CBK power to limit for
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deposit and lending rates at three percent ab@/&réasury bill rate. The Donde Bill
had been proposed by a member of parliament fren®fpposition. In fact, the
Opposition had been against the resumption of IMfgling to Kenya. On"4January
2000, eight Opposition members had formed a lobbyg Stakeholders Support Group,
and demanded that the IMF prove that the governhmhtundertaken significant and
sustained efforts to curb corruption as per IMFdibonality under the lapsed 1996-9
program (DN, 2000a). The likely reason for thistpst was the Opposition’s fear that the
government would use IMF funds for its campaigthie 2002 elections and therefore
have an unfair advantage. When the IMF resumedrignthe Opposition decided to
fight the government in Parliament. The Donde Bdt,example, aimed at curbing high
interest rates and was touted as a pro-peoplelbd.government-majority Parliament
could not afford to reject it. Its passage madeghernment reluctant to comply with
the conditionality to sell its 26% stake in Kenyan@nercial Bank as it would receive a
lower price (DN, 2001). Here, domestic politicabaomic factors raised the costs of
implementing program conditionality and led to lowlean expected compliance (see

figure 13).

4c. Poverty Reduction and Growth Facility 2003-2007
4c.i. Background

Kenya’s next program occurred under a new governhelented in the December
2002 elections. The National Rainbow Coalition (lMaRovernment promised to
introduce free primary education, to eradicatewgaion within government, to create

half-a-million jobs within its first year in govemment and to pass a new constitution in
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six months after its inauguration. The NaRC wasdenap of NAK, a coalition of ex-
Opposition parties led by President Mwai KibakiddDP, a faction of the ex-ruling
party under Minister Raila Odinga.

The government sought a new IMF program after pération of the 2000-03
program. Its main motivation seems to have beeme$teration of donor and investor
confidence in Kenya since it needed financing temis election promises (Kelley,
2003). The NaRC government was under pressureottupe short term results that
would pave way for more long-term reforms. As futient of prior actions to the
resumption of IMF funding, Parliament quickly passlee Anti-Corruption and
Economic Crimes Bill and the amendment to the UBthics Bill. It is important to note
that the passing of the Anti-Corruption and Ecorm@iimes Bill was possible due to the
relaxation on the part of the IMF of its demand tih@ anti-corruption body (how
renamed Kenya Anti-Corruption Commission, KACC)ilgependent from other arms
of government and empowered to prosecute corruptses. The new KACC would
investigate cases and pass them on to the Attdseeeral for prosecution. It is
important to also note that the new program occafest the IMF had began
streamlining its conditionality; therefore, conditality should have focussed on the
IMF'S area of expertise and structural conditiotyadhould have directly been linked to
the achievement of macroeconomic stability.

The new program was approved ofi' Rbvember 2003 for the period 2003-2006.
The original end date for the arrangement wdsNe@vember 2006 but at the request of

the government, the IMF extended the program twite. IMF agreed to lend Kenya
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SDR 175 million (64% of Kenya’s quota). Programiesus were to be completed bi-

annually.

4.c.ii. Non-Compliance (2003-4)

Kenya completed its first program review in Decen@04. The review was
delayed by six months and the Fund granted Kenyeevgafor five of Performance
Criteria missed: two macroeconomic conditions andbntracting or guaranteeing of
non-concessional external long-term debt and omat¢lsamulation of external payment
arrears (see table 4 appendix) and three struataralitions on an audit of the National
Social Security Fund (NSSF), on the submissiorattigment of a Banking Act
amendment and on the audit of pending bills (Sele t3).

Non-compliance with macroeconomic conditionalityghitihave been due to the
Constitutional Review process. The governmentisieliection campaign, had promised
to give the country a new constitutf8nin six months after its inauguration. Shortly
before the 2002 elections, a Constitution of KeRgaiew Commission had produced a
draft constitution. Only three stages remainedhegrocess: discussion of the draft by a
National Constitutional Conference (commonly knaxgnBomas) made up of politicians
and representatives from interest groups; appfoy&arliament; and finally presidential
assent. Certain sections of the draft constitutimnexample, the section on the triming
of presidential powers, faced heated debate likely/ that heavy expenditure associated
with popularizing the government’s pro-presidentiaw at Bomas left it cash-strapped

(DN, 2006a). This could have led increased the ebshplementing the macroeconomic

4 The push for an overhaul of Kenya’s constitutiod bagun during Moi’s last term in office. As Moi wa
a de facto dictator, the then Opposition soughtite his powers. The Nark Coalition took up
constitutional issue to distinguish itself from tbag-time ruling party.
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conditionality on the accumulation of external arseand therefore to non-compliance

(figure 14).
Figure 14
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The government also failed to meet the conditiomex wage setting mechanisms
for public employees but the IMF moved this coratitto the second period of the
program. The objective of this condition was tousglthe share of the wage bill in total
expenditure. To fulfil this condition the governmdéiad to restart a stalled retrenchment
program began under the Moi regime. However, drieeogovernment’s election
promises had been the creation of half a millidrsjm its first year. Retrenchment would
have faced strong opposition. In fact, soon aftergrogram’s approval civil servants
began demanding pay increases (DN, 2003a). Thesi@ims to have anticipated that
domestic opposition would lead to an increase afginal costs for the government and

non-compliance, hence, the removal of this conalitio
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4c. iii Second Period of the PRGF program (Jan 2005-April 2007)
a. Background

Kenya’s Opposition was not satified with the IMEgproval of the second
program tranche. Members of Parliament from thed3jjpn argued that non-
compliance had exceeded the two conditions higtddjlabove (DN, 2004b). The IMF
seemed to have ignored the April 2004 discovegafya’s second large corruption
scheme. The scandal known as Anglo-Leasing (dfeenbn-existent firm to which the
monies were paid) involved the 18 fraudulent owéld security contracts worth $750
million for goods that were either overpriced ot delivered. Although 12 of the
contracts had been signed under the Moi regimegwsixth $300 million) involved the
Kibaki government (IMF, 2008).

Foreign envoys from all the major donor countriegcied to the Anglo-Leasing

scandal with a threat to freeze aid if the govemnminf@iled to investigate and prosecute all

civil servants and politicians involved. In July®D) The E.U. actually suspended

budgetary support of Kshs. 12.5 billion in July;nss4.7 billion had already factored into

the budget (DN, 2004a). This, however, did not seemfluence the IMF in contrast to

its reaction to the Goldenberg scandal of 1993. Hin&l's reaction to Anglo-leasing was

to ensure adequate resources to KACC to investibatease and to push for evidence of

prosecutions in significant corruption cases (IMB08). The government had

immediately fired and prosecuted the PermanenteSaoes’ in the ministries of Finance

and Home Affairs and the Financial Secretary afliteasury, and recovered some of the

funds paid to Anglo-leasing. The new KACC andR&for Governance and Ethics,

5 The Permanent Secretary is the administrative béadjovernment ministry. The Minister is the
political head.
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John Githongo, were also actively engaged in ingashg the Anglo-Leasing scandal.
The IMF’s positive rating of Kenya suggests tha& Bund was satisfied with these
government efforts and chose to stick to its guigamote on the streamlining of
conditionality. However, by October 2005, the IM#ems to have reconsidered its

position.

b. Non-compliance (2004-07)

Kenya completed its second review 22 months beschédule, in April 2007. This
delay was due to an IMF decision not to approvetird loan disbursement on".0
March 2006. This decision, however, did not invaleernment failure to meet any of
the program conditions (see table 5 and 6). Nonptaimce could have been due to
either program design factors or domestic politezainomy factors.

A Financial Times article suggests that program disruption occubesthuse the
IMF’s Executive Board was concerned about highileeeruption in the Kenya (FT,
2006). An IMF official stated that donor supportidissipated and “the critical mass of
support was no longer there”. Intense donor farusorruption began in February 2005
when the British High Commissioner, Sir Edward Clayblicly accused the NaRC
government of large-scale graft and handed ovesaidr of 20 new corruption scandals
to the president (DN, 2005). A week later, Shmebruary 2005 the Permanent Secretary
of Governance and Ethics, John Githongo, the clemiza in the fight against corruption,
resigned and went into self-exile in United Kingd@@&aitho, 2005). He alleged that the
government was trying to cover up the Anglo-leasiocgndal by shielding the politicians

involved. At the end of February 2005, Germany bez#he second donor after the E.U.
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to withhold budgetary support. By June 2005, th®.Was also withholding funds.he
World Bank also suspended budgetary support samediter June 2005 following the
arrival of Paul Wolfowitz as president (IMF, 2008).

President Kibaki's immediate action after GithorggeEsignation was to move one
of the ministers implicated in the scandal, Chrisrivhgaru, from the Ministry of
National Security to the Ministry of Transport. TReesident was, however, reluctant to
fire Murungaru—although this would give credibility his war against corruption—
because the minister was one of his closest atliB®RC. The country was soon to vote
in a referendum whether to accept or reject thé domstitution. Kibaki’'s faction in
NaRC supported the draft constitution while LD taction led by his main rival, Raila
Odinga, was against it. The referendum therefotdblbol as a vote of confidence for or
against the government. Kibaki could not affordio®e his close allies in NaRC.

The situation changed when the government sidehesteferendum on 21
November 2005. Kibaki immediately sacked his erdabinet and reconstituted it
without Murungaru and members of LDP. Later, 8ni@8nuary 2006, when the British
Broadcasting Corporation (BBC) aired a secret tapde by John Githongo that
implicated the ministers of Justice and Financeaiki Murungi and David Mwiraria, in
an attempted cover up of the scandal (DN, 2006inal quickly forced both ministers
to resign.

On one hand, it is possible to argue that the IMHyowing to donor pressure, had
changed conditionality attached to the programinatased costs of compliance for the
government as illustrated in figure 14. Changesosts had led to non-compliance. On

the other hand, although the investigation andemaison of top officials involved in
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corruption had not been an explicit part of IMFgmaim conditionality, the IMF could
have taken John Githongo’s resignation as a sitpaalthe government had failed to meet
the condition of establishing an independent afetgfe Kenya Anti-Corruption
Commission (KACC)—a prior action for the resumptafraid to Kenya in 2003. The
Fund was therefore justified in withholding fundi®gefore the November 2005
referendum, the prosecution of high level officidfdeeatened the political stability of the
government. After the referendum, such prosecuti@eame possible and even a
favourable tool for showing government commitmenteform. Non-compliance before
the referendum occurred due to an increase in essiemands for tougher measures
against corrupt officials increased. In the po$tnendum period, costs fell and the MC

curve became less steep. Government compliancefohhernncreased.

Post referendum,
the government
returned to its
iginal MC and
MC origina,
MC/MB ,/ hefore referendum raised its
)/ compliance level
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4c. iv.Non-compliance (April 2007-November 2007)

Kenya completed its third program review off' Movember 2007 within seven
months of the second review. The IMF granted Kemgevers for the non-observance of
four performance criteria (see table 7 and 8). @issed PC was the submission to
cabinet of a strategy to initiate the sale of gowggnt and NSSF shares in the National
Bank of Kenya. Also missed was a related structoeachmark (SB) on the
establishment of the Privatization Commission.

The Privatization Commission was to replace thestment Secretariat in the
Ministry of Finance and undertake transparent adernty divestiture of government
shareholding in state corporations. However, &tatiament passed the Privatization
Bill and the president gave it assent in Novemli@852 the Minister of Finance failed to
gazette it. A bill cannot become operational in ¥@nnless it is published in the
government gazette (Opondo, 2007). The minister Isaicould not publish the Bill
before he set up all the structures needed to malerational. Opondo points out that
the law required the bill’s publication before auch structures could be established.
The government was intentionally stalling the bill.

In fact, the president had been slow to give agsettte bill back in 2005 and had
only signed the bill into law because of a Europdaion threat to withhold funding if
assent was not given by October 2005 (Munene, 2@y explanation for this
reluctance could be that the government prefepeduive and strengthen parastatals to
privatizing them. In fact, in December 2003, donguestioned the government’s move
to revive institutions such as the Kenya Meat Cossion and the Horticultural

Development Authority. They expressed concerntti@fgovernment has not made a
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major shift in issues of privatization one yeaeafts inauguration (DN, 2003b). The
National Bank of Kenya (NBK), one of the parastathle World Bank wanted privatized,
returned to profitability in November 2003. Theixed parastatals may have promised
greater benefits to the government in terms ofmaeeand employment creation than
complying with IMF conditionality. This reduced thearginal benefit of the IMF

program and made the government reluctant to comiphyconditionality (figure 16).
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5. Conclusions
It is possible to draw several conclusions fromdheve analysis of Kenya’s most
recent PRGF programs with the IMF. First, as aflgnehe case of the Kenya Anti-
Corruption Authority under the 2000-03 programpaegrnment can agree to
conditionality it does not intend to comply with. this case, the government seeks an
IMF program not for its long-term benefits of bdngtdonor and investor confidence or

of strengthening gains made in previous programisfds short term benefits such as
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immediate IMF lending and bilateral debt reschetduiade possible by the presence of
an IMF program.

Second, when a government seeks an IMF prograitsflanger-term benefits, it
may fail to comply fully with conditionality if th&enefits or costs of continuing the
program change. During Kenya’s programs, non-c@npé often occurred due to an
increase in costs. The actual MC schedule rose steeply than the expected MC
schedule and this led to lower than expected c@mpd. In one examined case, the
privatization of strategic parastatals, the besefftcomplying with program
conditionality fell; the actual MB schedule lay bl the expected MB schedule and
actual compliance was lower than expected.

Changes in costs and benefits occurred due to gamodesign factors, domestic
political economy factors, and exogenous factoosn&examples of program design
factors that affected compliance include cross-tanlity between IMF and World
Bank programs in the 2000-03 program. Governmentaumpliance with World Bank
conditionality directly affected the IMF program made it difficult for the government
to meet its macroeconomic conditionality. AnotBgample is the interruption of the
2003-07 program during its second tranche. Oneaggpion of this interruption is Fund
augmentation of conditionality in the course of ginegram (or the ‘shifting of
goalposts’) due to pressure from donors over peedehnigh-level corruption in the
government. New conditions threatened the govertimpalitical standing and
increased the costs of compliance. Another explamabuld be that IMF program failed
to capture elements that would signal governmemeidment to donors and investors.

Therefore, while the government had agreed to ehefonditions, donors and
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investors required the fulfilment of more conditoihis made implementation costs
higher than expected and led to non-compliance.

The 2003-07 interruption may also be explainecgims of domestic political
factors. One can argue that interruption occureshbse the IMF discovered government
failure to fully comply with conditionality attacddo the previous tranche on the
establishment of an independent and effective @nrtuption body. The government
failed to prosecute high-level officials involvadgorruption because this move would
threaten its stability. Again, implementation castye higher than expected but due to
domestic political economy factors.

Exogenous shocks such as drought and famine arehses in oil prices raised
costs of compliance in both program periods. Howeaweir effect on program
implementation was eradicated by the IMF's quicgraantation of lending from SDR
150 million to SDR 190 million in October 2000 aindm SDR 175 million to SDR 225
million in November 2004.

The above results support findings in Moséewl. (2003) that implementation
depends not only on domestic political-economyalaes but also on program design
factors such as structure of conditionality anceoflactors such as the external economic

environment.
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Figure 9: External Debt
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Table 1: summary of macroeconomic conditionalityJoly 2000-July 2001 in million

dollars
March Sep. 30 | Dec. 31 Mar. 31 Jun. 30 Outcomes
31

Performance criteria

Net domestic 346.257 | 350.267 | 300.801 251.337 all met

assets CBK

(ceiling)

Net foreign 582.781 | 600.602 | 656.751 696.858 771.725  all met

assets CBK

(floor)

Overall fiscal 52.139 125.668 | 191.176 169.786  only sept.

deficit (ceiling) & march
met

Stock of 100.0 35.0 0.0 0.0 0.0 only sept

external arrears met

Contracting or 0.0 0.0 0.0 0.0 all met

guaranteeing

nonconcessional

external long-

term debt

Short-term 0.0. 0.0 0.0 0.0 all met

external debt

Benchmarks

Stock of 23.021 0.0 0.0 0.0 Not met

pending bills in sept. &
dec.
Other
outcomes
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unclear
Memorandum items
Programmed 154.840 | 447.152 |461.110 |642.019 | All
external (79%) (57%) (53%) (62%) targets
budgetary missed.
support Figures in
brackets
show the
actual
amount
of
budgetary,
support
received.
Notes:

a. Shaded entries are actual variables. All othepesgram objectives.

Sources: IMF, 2002; GOK 2000.

Table 2: Summary of structural conditionality (200)Cand outcomes

A. Governance

1. Amendment of the draft bill containing | 1.
the code of ethics for public officers by
October 2000 to strengthen investigative
powers of the Public Service
Commission, extend the requirement of
wealth declaration to include immediate
family of officials (PC).

2. Publish in the official gazette an Anti- | 2.
Corruption and Economic Crimes Bill
similar to the one annexed to the
Parliament Select Committee on
Corruption (also known as thombo
Report or Bill)(PC)

3. The establishment of a fully effective
anti-corruption agency (Kenya Anti
Corruption Agency, KACA)(PA) 3.

Parliament rejected the code of
ethics bill on the grounds that it
contravened the principle of
separation of powers among the
Executive, judiciary and legislative
branches of government (IMF 2003

N—r

Parliament also postponed discussjon
on the Anti-Corruption and
Economic Crimes Bill.

The government fulfilled this prior
action by drafting a bill proposing an
independent KACA but the
Constitutional Court subsequently
ruled the KACA unconstitutional.

B. Fiscal Management
Conditionality was aimed at producing
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Public Expenditure Management (PEM)

reforms. Measures included:

1. Transfer of the supervision of district | 1. Met.
treasury officers from the Office of the
President to the Ministry of Finance.
(PC)

2. A plan for the elimination of pending | 2. Not Met.
bills (domestic arrears) by March 2001.
(SB)

3. Strengthening the office of the ControlleB. Partially addressed.
and Auditor General through the
development of terms of service by De¢
2000 to allow competitive remuneratior
for the staff on terms applicable to the
pay structure of KRA and KACAPC)

. Financial Sector
Amendments to the Banking Actand | 1. Met. However, Parliament also
Building Society Act to give the Central amended the CBK Act ( “Donde
Bank of Kenya (CBK) authority over all Bill") to set a limit for deposit and
institutions involved in banking activitie lending interest rates.
by March 2001(SB)

2. Sale of at least 26% of government 2. Not Met.

shares in Kenya Commercial Bank

(KCB) by March 2001(SB)

=0

)

. Trade regime
The government was to complete 1. Met (with a delay).
developing a tariff reform program by
March 2001 to be implemented under the
2001/2 budgetSB)

= O

Notes:
a. (SB): Structural Benchmarks; (PA): Prior Acts; (PEgrformance Criteria (PC)
Sources: IMF 2002a; IMF 2002b: IMF 2003; IMF 20@G)K 2000.

Table 3: Summary of Macroeconomic conditionality Jaly 2003- July 2004 in million
dollars(both PC and SB)

June 30 Sept30| Dec.31 Mar.31 Jun. 30 Outcomes
Net domestic -96.441 -55.111 | -171.55P -248.448 Met
assets CBK
Net foreign 10.006 30.792 110.792 189.664 Met
assets CBK
Central govt. 269.310 | 561.444| 844.357 1182.774 Met
wages and
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salaries

contracting or | 0.0 continuous zero ceiling throughout program  ¢hed
guaranteeing but
nonconcessional contracts
long-term debt later
cancelled
short term debt| 0.0 00 | 00 | 00 | 0.0 Met
accumulation of| 0.0 continuous zero ceiling throughout program  ¢hned in
external arrears July 2004;
accumulation of| 0.0 continues zero ceiling throughout program Met
domestic arrears
Memorandum items:
Programmed | 241.229| 134.883 | 360.595| 631.716 812.02( Outcome
external unknown. It
budgetary is not clear
support if these
figures
reflected
donor
pledges
made in the
Nov24-25
Consultative
donor
meeting.
Notes:

a. The IMF did not factor in any privatization recegor this period.

Source: IMF 2003/399; IMF2009/225.

Table 4: Summary of structural conditionality (2893and outcomes

Governance

1. Establishment of the Kenya Anti- 1.
Corruption Commissior(SB)
2. Establishment of a timetable for the 2.
completion of initial asset

declarations by senior public
officials (in compliance with Publig

Officials Ethics Act)(SB)

Met (with delay).

Met (with delay).

Financial Sector
1. Reach an understanding with stafi 1.
on a time bound plan for

Met but subsequently differences
arose between Fund and Bank

47

is



. Decide on transfer financial sector

restructuring the NBK(PA)

regulatory functions from the
Ministry of Finance to the CBK
(PA)

. Submission to parliament of an
amendment to the Banking Act to
transfer of financial sector
regulatory functions from the

Ministry of Finance to the CBK
(PC).

No imposition of controls by the
government or the CBK on
commercial bank fees, charges or
interest rates (pending an
amendment to the CBK AcfPC).

. Completion of an audit of the
National Social Security Fund
(NSSF)(PC).

. Reaching an understanding of the
fiscal implications of restructuring
the NSSHSB).

programs. (specifics not given)

. Met

. Met (with delay).

. This was a continuous condition. |

was observed during 2003/4, but
breached in 2005/6. The
government insisted that despite t
provisions of the law, in practice,
the Ministry of Finance always
approved proposed increases in
bank fees and charges.

Met (with delay).

. Not Met. NSSF restructuring

transferred to World Bank Financi
Sector Adjustment Credit (2005/6

it

al

Fiscal Management
1. Development of an action plan an

. Finalize an audit of the stock of

timetable for the introduction of a
Commitment Control System
(CCS) to minimize deviation of
expenditure outcomes from target
and the build-up of arrea(SB).

. New wage setting mechanisms fo
public employees aimed at reduci
the share of the wage bill in total
expenditure. (Savings were to be
directed towards social and
economic servicegBB).

pending bills and adopt measures
that provide for the clearing of
pending bills over a three-year

period.

. Partially completed

. Not met and incorporated into

2004/5 program.

. Not met. Financial audit complete

but clearance plan to await
conclusion of legal audit.

|
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Privatization and Restructuring
1. The introduction of a Privatization
Bill in parliament for the

1. Met (with delay).

establishment of a Privatization

CommissionSB)

Notes:

Sources: IMF 2003; IMF 2009c; IMF 2009b

Table 5: Summary of Macroeconomic conditionality Jaly 2004- July 2005 in million

dollars.

Dec 2004

Mar 2005

June 2005

Outcomes

Cumulative changg
in the net foreign
assets of the
CBK(floor)

»-88.942

-28.030

114.351

Met

Cumulative changd
in reserve money
of the CBK
(ceiling)

2 33.554

28.277

43.471

Not Met

Cumulative changd
net domestic
financing of the
central
government*
(ceiling).

2 252.894

345.180

341.761

Met

Central
government wages
and salaries
(ceiling).

659.455

1001.849

1318.911

Met only in
March.
Otherwise
exceeded

New contracted or
guaranteed
nonconcessional
external medium
term or long-term
debt** (ceiling and
continuousPC).

0.000

0.000

0.000

Met

New contracted or
guaranteed
nonconcessional

0.000

0.000

0.000

Met
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external short-term
debt** (ceiling).

Accumulation of | 0.000 0.000 0.000 Met

domestic

budgetary arrears

(ceiling and

continuousPC).

Accumulation of | 0.000 0.000 0.000 Met in

external arrears December. Not

(ceiling and met

continuousPC). otherwise***,

Memorandum items

Programmed 0.000 60.165 151.349 No budgetary

external budgetary support was

support received

Privatization 1.267 2.141 2.533 No actual

receipts privatization
receipts

Notes:

a. Excluding govt. debt issued for any bank restrustuand the new securitizatior]

of expenditure arrears.

a. **by the central bank and CBK
b. *** This was mainly because Kenya continued to awualate arrears on externa
security-related commercial loans/ suppliers’ dredntracts; the government w
disputing the validity of amounts under contraais tb governance concerns ta
potentially fraudulent procurements.
Sources: IMF 2009b.

I
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p
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Table 6: Summary of structural conditionality (208)4and outcomes

Governance
1.

Agreement with government over a
system of annual declarations and
verification of assets by ministers,
permanent secretaries, and heads of
state bodiegPA)

Submit to parliament an amendment

provide for the annual verification of
asset declarations of ministers,
permanent secretaries, and heads of
state bodies by the KACCSB)
Completion of asset declarations by
ministers, permanent secretaries, and
heads of state bodig$2C)

1.

[02.
the Public Officers Ethics Act (2003) to

Met

Met

Not Met (in progress)

Financial Sector
1.

2.

Limit overdraft of the NBK with the
CBK to end-June 2004 lev¢EB)
Completion of detailed financial revie
of NSSF.(SB)

W 2.

. Met

Not Met

Fiscal Management
1.

2.

3.

4.

Completion of the Budget Outlook for|
2005/6-2007/8(PC)

Completion for the Budget Strategy
Paper(PC)

No imposition of control by the
government or the CBK on bank fees
charges or interest rates (continuous
PC)

Agreement with government for a
revised budget for 2004/5 designed tc
limit domestic borrowing to below
Kshs 32 billion (approximately $450
million). (PC)

Consolidate budget-management ang
planning functions in the Ministry of
Finance(PC)

A4

1 5.

Met

Met

Not met

Met

Met

Privatization and Restructuring
1.

. Issuance of new guidelines for wage

Initiate detailed assessment of financ
and debt positions of key
parastatal$PC)

arbitration by the Industrial CoufPC)

all.

Met

. Met (with delay)
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3. Develop a time bound plan to
restructure/ privatize public-sector
owned banks(SB)

4. Apply new wage setting mechanism f
public employee$SB).

3. Met

ord. Met

Trade regime

1. Introduce simplified customs
processing procedure for import and
export.(SB)

1. Not Met

Notes:
Sources: IMF, 2003; IMF 2009c.

Table 7: Summary of Macroeconomic conditionality 2007 in million dollars

June 2007

Sept. 2007

Outcomes

Cumulative change| 219.193
in the net foreign
assets of the

CBK(floor)

316.743

Met in June.
Not met in Sept.

Cumulative change | 208.406
in reserve money of

the CBK (ceiling)

241.622

Not met but

corrective measures

undertaken.

D

Cumulative change| 399.391
net domestic
financing of the
central government

(ceiling).

802.274

Met

New contracted or | 2.030
guaranteed
nonconcessional
external medium
term or long-term
debt** (ceiling and

continuousPC).

2.030

Met

New contracted or | 0.000
guaranteed
nonconcessional
external short-term

debt** (ceiling).

0.000

Met

Accumulation of 0.000
domestic budgetary
arrears (ceiling and

continuousPC).

0.000

Met

Accumulation of 0.000

0.000

external arrears

Met (with delay)
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(ceiling and
continuousPC).

Memorandum items;

Programmed 0.271 0.271 No budgetary
external budgetary support received
support

Privatization 246.697 246.697 Actual receipts we
receipts below target.

Notes:

Source: IMF 2009a.

Table 8: Summary of structural conditionality (2D@nd outcomes at the end of the program

Governance

1.

2.

Cabinet approval of the 2006/7
Governance Action Plan for
Building a Prosperous Ken¥ya
(PA).

Web-post of information on all
procurement contracts above Ksh
0.5 million that were awarded in th
second and third quarters of 2005
(PA)

Resubmission of the Proceeds of
Crime and Anti-Money Laundering
Bill. (PC)

Resubmission to Parliament of
Statute Law which provides for
public disclosure of wealth
declaration and the appointment g
at least 20 new judge@?C)

—

1.

Met

Met

Met

Met

Fiscal management

1.

4.

Make the Public Procurement
Oversight Authority fully
operational under the Procuremern
and Disposal Act(PC)

Publish quarterly reports based or]
expenditure returns data no later
than 45 days after the end of each
guarter (continuouSB)

Establish objective criteria for
granting tax exemptions and
waivers by end April$B).

—

Complete the study of contingent

. Not Met

. Met

. Met.

Not met.
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liabilities of twenty-four
parastatals’ accountSB).

Present to Parliament the Auditor
General’s Report for 2005/6B).

5.

6.
subject to the transparent and

competitive procedures establishe

under the Procurement and
Disposal Act(continuousSB).

All procurement will continue to be

5. Not met.

6. Met

d

Financial sector

1. Another amendment to the Bankin
Act aimed at 1) the introduction of

mandatory supervisory
interventional and prompt
corrective action for inadequately

capitalized and failing banks and 2

the introduction of consolidated
supervision(SB).

Submit to cabinet a strategy to
initiate sale of government and
NSSF shares in the NBKPC)
Complete a diagnostic audit of
NSSF(SB).

Finalize draft regulations necessa

to implement the Proceeds of Crin

and Anti-Money Laundering Bill.
Make the IFIM3* operational in
four spending ministries for the

management of the 2007/8 budge
(PC)

g Not met

’)

Met (with delay)

Not met

ry Met

ne

Met

—F

Privatization and Restructuring

1. Include in the finance bill for
2007/8 the elimination of businesg
licenses found not to serve a usef
purposeg(PC)

2. Establish the Privatization
Commission under the Privatizatid
Act 2005(SB)

Met

Not met
n

Notes:

a. *This was an action plan to addres
created during a donor Consultati
of 2005 following the resignation @
b. **Integrated Financial Manageme

Sources: IMF, 2009a

5S corruptionfaster economic growth. It wa
e Group meetiitly the government in April
f John Githongo.
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