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PRELIMINARIES
ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Aaiclc 124 (l) ol'the Constitution of Kenya provides that cach housc ol'lrarliamcnt may
establish committccs and shall make Standing Orders lbr the ordcrly conduct of its
procccdings, including the procccdings of its committees.

Parliarncntary Committees consider policy issues, scrutinisc thc workings and
cxpenditures of thc national and county govcrnments, and examinc proposals 1br

legislation. The cnd rcsult of any process in Committees is a rcport, which is tablcd in the
I Iousc fbr considcration.

'l'he Scnatc Standing Committccs on Financc and Budgct is establishcd pursuant scction
8 (t) of the Public I]inance Management Act, 2012 and standing ordcr 22g ofthc Scnatc

Standing Orders. l'he I'-ourth Schcdule to thc Scnate Standing Orders outlines thc subjcct
mattcr assigned to cach specific Committce. 'l-he Standing Committcc on Irinancc and
Budgct is mandatcd to-

a) Invcstigatc, inquire into and rcport on all matters rclating to coordination, control,
and monitoring of the county budgets and examine _

i. thc Budget Policy Statement presented to the senatc;

ii' the report on the budget allocated to constitutional Commissions and

independent officcs;

iii. thc Division ol Itevenue Bill, thc County Allocation of Revenue Ilill,
the County Governments Additional Allocations Bill, and the cash

disbursement schcdule for county governmcnts;

iv. all matters rclated to resolutions and Bills for appropriations, thc sharc

of national rcvcnue amongst the counties, mattcrs concerning thc
national budgct, including public financc and monetary policics and

public debt, planning, and development policy; and

4



b. Pursuant to Articlc 225 (6) of the Constitution, to examine the report of thc
Controller of Budget on the implementation of thc budgcts of county
governmcnts.

RSHIP OF THE COMMITTEE

owing the constitution of Standing Committecs of thc Scnatc of the 'l'hirtcenth (13,h)

on'l'hursday, l3th October, 2022, the Scnate Standing Committcc on lrinancc

Iludget as currently constituted is compriscd of thc following Mcmbers-

. Sen. (Capt.) Ali Ibrahim Roba, EGH, Mp

. Sen. Maureen Tabitha Mutinda, Mp

. Sen. (Dr.) Boni Khalwalc, CBS, Mp

. Scn. 'l'abitha Karanja Kcroche, Mp

. Scn. Joyce Chcpkoech Korir, Mp

. Sen. Mohamcd Iraki Mwinyihaji, Mp

. Sen. Itichard Momoima Onyonka, Mp

. Scn. Shakila Abdalla Mohamcd, Mp

. Sen. Ilddy Gichcru Okctch, MP

I Chairperson

Vice-Chairperson

Membcr

Member

Member

Membcr

Membcr

Membcr

Mcmbcr
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CHAIRPERSON'S FORBWORD

2023 Medium Term Debt Managemcnt Strategy (MTDMS) was submitted to the
S by the National Treasury on l4th February, 2023 pursuant to section 33 ol. thc

lic Financc Managcmcnt Act,2012.'fhe Act provides that 'On or before the l5th

in each year, the Cabinet Secrelary shall submit to Parliament a statement

SC ing out the debt management strategy of the national government over lhe medium

with respect to its actual liability and polential liability in respect of loans and
ees and its plans for dealing with those liabilities,

MTDMS was tablcd in thc Senate on l5th Fcbruary, 2023. 'l'herealler, it was rclcrred
Standing Committce on Financc and Budgct for consideration, lacilitating public
pation and consequent tabling of a report in the Scnate.p

to

S

st, me

33(2) of thc Act providcs that 'the Cabinet Secretary shall include in the

nt the following tnformation-

) the total stock of debt as at the date of the statement,.

) the sources of loans made to the national government and the nature of
guarantees given by the national governmenl,.

the principal risks associated with those loans and guarantees,.

the assumptions underlytng the debt management strategy; and
an analysis of the sustainability of the amount of debt, both actual and potential.,,

'l'hc objcctivc o1'any nation is to achievc high and equitable cconomic growth,
and generate cnough wealth that sustains the current generation and can be translcrred
to sequent gcncrations. fhis will cnable the country to transform from a dcveloping

to a developed country

'l his transformational path should bc undertakcn in a cost effective manncr that
salb the sustainability o['available rcsourccs. Countries opt to borrow additional

es (linances) eithcr to accelerate the devclopment process or due to insufficicnt
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financing is quite critical in budgetary considerations as it enables a countrv to
devclopment activity bcyond constraints sct by available resourcc capacity

e20l(c) of the Constitution stipulatcs that'the burdens and benefits of the use of
and public borrowing shall be shared equitably between present and future

fiscal and dcbt managemcnt practiccs arc kcy sincc borrowing can bc dctrimcntal
country's wcllbeing. Debts may accumulate to such high levels until thc country is

le to sustain or requires huge taxation measurcs in order to repay. 'fhus, rcgulation
borrowing, associated risk and cost should be a key consideration to safeguard

) minimise the cost of public debt management and borrowing over the long-term

taking account of risk;

) promote the development of the market institutions _for Government debt

securities,'and

) ensure the sharing of the benefits and costs of public debr benryeen the current and

future generations

total stock of public and publicly guaranteed dcbt stands at Kshs.9.l5'l'rillion as at

ber, 2022 which is equivalcnt to 67%o of Gross Domestic Product (GDp). fhis
comprises cxtcrnal dcbt arnounting to Kshs.4.673 'l'rillion and domcstic dcbt

to Kshs.4.472 Trillion

availablc rcsourccs, and promote equitablc cconomic growth

National'frcasury is required under section 12(l)(b) of IrpMA Lo manage the level
composition of nalional public debt, national guarantees and other financial

ob ions of national government within the framework of rhis Act and develop a

for sustainable debt conlrol,.

is buttressed by scotion 62(3) of the samc Act which requircs thc public Dcbt

office (PDMO), an olfice created undcr the National Trcasury, to-

b

c

I
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publicly guaranteed debt amounts to Kshs.15l.075 billion. Ihese debts arc owned

b

a) Kengen- Ksh.36.568 Ilillion

b) Kenya Ports Authority -Ksh.35.850 billion

c) Kcnya Airways- Ksh.78.675 billion

stock of cxtcrnal dcbt is composed of multilatcral at 47.4Yo, bilateral at 25.Syo and

ial creditors (including sovereign bond) at26.5Yo.49Yo of thc total public clcbt

IS forcign currencies and is cxposed to forcign exchange rate volatility risk. Among thc

or currcncics in the extcrnal dcbt portfolio, IJSD accounts lbr 68.t% of thc cxtcrnal

dc Iluro accounts at 19.8yo, Japancse Yen accounts at 4.2yo and GrcatBritain Pound at

2 %

Aq
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cording to the Debt Sustainability Analysis (DSA), the Prcscnt Value (PV) of dcbt-to-

)P ratio has breached the thrcshold of 55%o and was estimated at 60Yo as at Dcccmbcr,

12. Ihe PV of debt to GDP ratio is projected to remain above the 55 pcrccnt

tchmark until2025.

I MTDMS proposes a dcbt ratio of I :l from external and domestic sources

pectively. It also aims to -

a) Maximizc concessional linancing;

b) Minirnizc intcrcst ratc risk;

c) Minimizc rcfinancing risk; and

d) Allow lbr llcxibility in thc borrowing plan

In

co

of thc fiscal framework, the National 'I'reasury projccts an ordinary rcvcnue

ol' Ksh.2.57l trillion against recurrent and dcvclopment expenditurc of
.2.459 trillion and Ksh.744.2 billion respcctively. fhus, there is a projectcd fiscal

of Ksh.720.l billion in FY 202312024 translating to 4.4oh ol'GDI'>.

'l'o this dcflcit, the National 'freasury proposcs to borrow Ksh.52l.5 billion from thc

donnestic market and net foreign financing of Ksh.l98.6 billion in IrY 2023/24.
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Committee has considercd the MTDMS and madc the following observations-

a) The projected deficit to be financed in thc r^Y 2023124 of Ksh.720.l billion
would breach the cxisting debt limit givcn that the available fiscal space undcr
the Kshs.l0 trillion dcbt ce iling is estimared at less than Ksh.600 billion.

b) Domcstic interest continues to exhibit elcvated interest and rcfinancing risks

and continues to be a driver of increased total debt service which is projected

to rcach Kshs.l .3 trillion in the current financial ycar. Accumulation ol-

domestic debt raiscs concerns over furthcr cscalation of public dcbt risks and

costs.

c) Non-compliancc with the approved borrowing mix of domestic and external

debt presents a risk to the mceting of debt managemcnt objectives set out in thc
medium-term debt management strategy.

d) The borrowing of external debt at STyo as proposed in the borrowing strategy,

poses somc risks given that the Kenya shilling has continued to dcpreciatc

against the United States Dollar (USD).

e) There is a breach of PV of debt to GDP ratio, PV of ppG external dcbt to GDp
ratio and PPG debt scrvice to cxports ratio which are thrcc of thc sevcn dcbt
sustainability indicators. Further, there is a potential breach of ppG dcbt
servicc to revenue ratio in FY 2023124 thus indicating incrcasing risk of debt

distress.

0 The borrowing stratcgy does not provide the desircd fiscal framcwork undcr
the M'I'DS. 'l'herc is no express indication, in absolute numbers, what thc 50%-

50%o nct domestic and foreign financing will amount to.

dations

consideration of the MTDMS and makcs the following recommendations-

I'he National 'freasury should provide information on how thc projectcd deficit of
Kshs.720.l billion will adhere to the Kshs.l0 trillion dcbt ceilinggivcn thc
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estimated available fiscal space of less than of Ksh.600 billion in Fy 2023124

before the cnd of April, 2023.

b) The National 1'reasury should provide a statement on thc achievability of the set

targets on borrowing from both Domestic and Ilxternal markets. This is in light ot
thc past expericnccs where there has bcen undcr achievcmcnt in cxternal
borrowing while there has been ovcr performancc in domestic borrowing.

c) l'he National 'Ireasury should submit a statement to the Scnatc detailing thc
sources of external financing and the levcl of accessibility during the
implementation of the ltY 2023124 budgct. l'his is with rcgard to lailurc of
international financing markcts, resulting in more borrowing in the domcstic
market.

) 1'he National 1'reasury should constrain domestic borrowing to a minimum whilc
optimizing concessional and semi-concessional borrowing to prcvent further
increases in costs and risks associatcd with thc domestic debt portlolio.

ial Recommendation

r) l'hc Committec approves the net domcstic borrowing to cxtcrnal borrowing of
50:50 as proposcd in thc borrowing strategy of IrY 2023124.'l'his is a balanced

domestic-cxternal financing strategy which is flcxiblc as financing is balanced

bctween domestic and extcrnal sources.

Furthcr, in light of the Ksh.l0 trillion debt cciling, the total financing for thclry
2023124 is cappcd at Ksh.600 billion, which is consistcnt with the estimatcd fiscal
space. lhe National Trcasury should devicc innovative stratcgies on how the
Ksh.l20.lbillion fiscal gap will bc lundcd.
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gment

this opportunity to commcnd thc Mcmbcrs of thc Cornmittcc lbr thcir dcvotion and

t to duty, which madc thc considcration of thc 2023 Mcdiurn 'l'cnn I)cbt

t Stratcgy succcssful.

wish to thank thc Officcs of thc Spcakcr and thc Clcrk ol'thc Scnatc lbr thc support

to thc Comrnittcc in undcrtaking this important assignmcnt.

, I wish to thank thc stakeholdcrs who submitted writtcn mcmoranda and who

bclorc thc Cornrnittcc to prcscnt thcir cornrncnts

now my plcasant duty, pursuant to standing ordcr 223 (6) ol- thc Scnatc Standing

, to prcsent thc Rcport of the Standing Cornmittec on liinancc and Budget to thc

on thc l'crm Dcbt Managcmcnt Stratcgy.

out"..#Le.il..Q3..

SEN. CAPT. ALI IBRAHIM ROI}A, MP.

CHAIRPERSON,

STANDING COMMITTEE ON FINANCE AND BUDGET)
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ADOPTION OF THn, REI'ORT OF TIIE, STANDING COMMIT'I'FII,I ON
FINANCE AND BUDGET ON TIIE 2023 MEDIUM TI,lltM DI,lllT
MANAGEMENT STRATEGY

We, the undcrsigncd Members of the Senatc Standing Committce on Finance and
Budget, do hercby appcnd our signaturcs to adopt this Rcport-

Name Dcsignation Signaturc

I

Sen. Capt. Ali Ibrahim Roba, EGII, MP Chairpcrson
(

2

Sen. Maurccn'l'abitha Mutinda, MP
Vice-
Chairperson

Mcmbcr

3

Sen. (Dr.) Iloni Khalwalc, CBS, MP

Mcmbcr
4

Scn. 'l'abitha Karanja Kcrochc, MP

Mcmbcr
5

Scn. Joyce Chcpkocch Korir, MP

Mcmbcr
6

Scn. Mohamcd Faki Mwinyihaji, MP

7

Scn. Richard Momoima Onyonka, MP Mcmbcr

tutt

Scn. Shakila Abdalla Mohamcd, MP Mcmbcr

Scn. Irddy Gichcru Oketch, MP Mcmbcr
9.
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2

CHAI'TER ONE

INTRODUCTION
l. 'l'hc Mcdium l'crm Dcbt Managcmcnt Stratcgy was submittcd to parliamcnt on l4th

Iicbruary 2023 in accordancc with scction 33 of thc I'l;M Acl,20l2. Scction 62<tl-

thc Public Financc Managcmcnt Act, 2012, scts out thc country's dcbt managcmcnt

objcctivcs as follows: -

a) Minimit.c thc cost ol'public dcbt managcmcnt and borrowing ovcr thc long-term

taking account of risk.

b) Prornotc thc dcvcloprncnt of domcstic markct institutions lor govcrnmcnt dcbt

sccuritics.

c) linsurc thc sharing ol'thc bcncfits and costs of public dcbt betwccn thc currcnt

and Iuturc gcncrations.

'l'hc Mcdium-'l erm Dcbt Managcmcnt Stratcgy is dcvclopcd in accordancc with

Articlc 201 of thc Constitution, which calls lor transparcncy and acoountability in

arcas ol'public financcs. Additionally, it calls lbr thc prudcnt and rcsponsiblc usc of

public rcsources as wcll as an equitablc distribution of thc costs and bcncfits

associatcd with usc of rcsourccs and public borrowing bctwccn thc prcsent and

Iuturc gcncrations.

Scction l5 of thc PIMA (2012), stipulatcs that national borrowing shall bc uscd for

linancing dcveloprnent cxpenditurc and public dcbt obligations bc maintaincd at a

sustainablc lcvcl approvcd by Parliarncnt.

Scction 33 (2) ol thc PliM Act 2012, providcs that thc Dcbt Managcmcnt stratcgy

should contain thc following inlormation:

a) 'l'hc total stock of dcbt as at thc datc of thc statcmcnt,

b) 'l'hc sources of loans madc to thc national govcrnmcnt and thc naturc of

guarantees given by thc national govcrnmcnt,

c) 'l'hc principal risks associatcd with thosc loans and guarantcos;

3

4

d) 'l'hc assumptions undcrlying thc dcbt managcmont stratcgy; and,
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AN

c) Analysis o1'thc sustainability of thc amount of dcbt, both actual and potcntial

ALYSIS OF 2023 MEDIUM TERM DEBT MANAGEMENT STRATEGY.

PUBLIC DEBT STOCK AND DEBT CEILING
As at Dcccmbcr 2022, thc total debt stock was Ksh.9.l5 trillion comprising

Kshs.4.47 trillion domcstic dcbt and Kshs.4.67 trillion cxtcrnal dcbt. It is cstimatcd

that thc projcctcd liscal dcficit l;Y 2022123 will amount to Kshs.833 billion, raising

thc dcbt stock to about Kshs.9.42 trillion by Junc, 2023. 'l'hus, the financing room

for the ncxt financial ycar is lcss than Ksh.600 billion.

'l'hc cstimatcd fiscal dcllcit lbr FY 2023124 is cstimatcd to bc Ksh.720.l billion.

'l'his compriscs ol'nct lbrcign financing ol'Kshs.l9tt.6 billion and nct domcstic

hnancing o1 Ksh.52l.5 billion. Givcn that the financing room for thc ncxt linancial

ycar is lcss than Ksh.600 billion, it is cvidcnt that thcrc is not cnough hcadroom to

accommodatc thc financing nccds of thc budgct as thc public dcbt cciling was sct at

Kshs.l0 trillion by Parliamcnt. It should bc notcd that this dcbt cciling was adjustcd

upwards in2022 to allow lor thc financing o1'thc ltY 2022123 budget.

1'hc changcs in composition and structurc of public dcbt as a rcsult of incrcascd dcbt

accumulation has brought about an evolution in thc costs and risks associatcd with

thc debt portlolio. 'l'he ratio of domcstic to cxtcrnal dcbt is currcntly cqual Lo 50%o

for cach and costs havc incrcascd ovcr timc.

8. As at Junc 30, 2022, total dcbt scrvicc was Ksh.9l7.7 billion(47.9Yo of rcvcnucs)

up Iiorn Ksh.98.5 billion, (16.2% of rcvcnucs) in Junc 2011.'l'his shows that dcbt

scrvicc is consuming morc rcvcnuc, potcntially rcducing funds lbr othcr important

financial nccds.

9. 'l'hc incrcasc in dcbt scrvicing costs can bc attributcd to thc lact that domcstic dcbt

intcrcst has bccn stcadily rising abovc extcrnal dcbt intcrcst. 'l'hc total stock of

domcstio dcbt was closc to 50oh in Junc 2022with domcstic dcbt scrvicc accounting

1.1

5
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for 670/o of all dcbt scrvicc costs, whilc cxtcrnal dcbt scrvicc accountcd for 34yo.

'l'his dcmonstratcs how rising domestic debt levels continuc to bc a major

contributor to thc high dcbt paymcnt costs brought on by high wcightcd avcrage

intercst rates and rcfinancing prcssurc.

10.l'hc governmcnt is implemcnting a fiscal consolidation strategy that aims to rcduce

thc fiscal dclicit to 3%o of GDP by fiscal year 2026127.'l'his is to bc accomplishcd

by cnsuring rcalistic rcvcnuc targcts. 'l'o achicvo this, thc national govcrnmcnt is

targcting to undcrtakc thc following; I{cvcnuc projcctions will not cxcccd the

average rcvcnue growth in the prcvious threc ycars, cxpcnditurc growth will bc

limitcd to 7 5%o of rcvenuc growth, and budget ncutrality- ncw programs will bc

funded by rolcasing rcsourocs from anothcr proicct that is complctcd.

1l.lt is projccted that the budgct dcficit as a pcrccntagc ol'GI)P will drop lrom5.7oh

in IrY 2022123 to 4.4oh in IrY 2023124 and is aimcd to rcach 3.6% in FY 2026127 .

Ilowcvcr, thc cxpcctcd rcduction in dcficits is contingcnt on thc succcss of thc fiscal

consolidation program, failurc to which thc fiscal deficit is likcly to incrcasc as a

rcsult of rcvcnuc underpcrformancc rclativc to targcts and an incrcasc in cxpcnditurc

relativc to rcvcnuc growth. Should this matcrializc, it will lcad to incrcascd

borrowing.

1.2 REVIEW OF PREVIOUS MEDIUM TERM DEBT
MANAGEMENT STRATEGIES

12.A rcvicw ol'thc prcvious borrowing stratcgics indicatcs that thcrc has bccn a

shorttall in gross cxtcrnal linancing lrom thc M'I'DS targct sincc thc ycar 2019.'l'he

shortlall in cxtcrnal tinancing has bccn transfcrrcd to dorncstic borrowing which has

consistcntly surpasscd thc targct in thc M1DS ovcr thc samc pcriod. Non-

compliancc with thc approvcd borrowing rnix of dorncsti<; and cxtcrnal dcbt prcsonts

a risk to mccting dcbt managemcnt objcctivcs sct out in thc mcdium-tcrm dcbt

managcmcnt stratcgy.

13. 'l'hc dorne stic dcbt portlolio has consistcntly displaycd thc highcst vulncrability duc

to its highcr intcrcst ratc, shortcr avcragc tirnc to maturity (n'fM), and highcr

15
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portion of dcbt scrvicing costs. l'hc domcstic dcbt risk indicators havc progressivcly

worscncd, making it morc costly with clcvatcd risks as a rcsult ol-a dcviation lrom

thc allowcd borrowing mix. For instancc, thc Mcdiurn-'I'cnn Dcbt Managcmcnt

stratcgy lor thc l;Y 2022123 cnvisaged a nct borrowing rnix ol 32:68 in cxtcrnal and

domestic loans rcspcctivcly. I Iowcvcr, as pcr thc prcvious financial ycars borrowing

trcnds, by thc cnd of thc ltY 2022123, thc stock of dorncstic dcbt will havc incrcascd,

bringing with it higher costs and risks in contradiction to thc goal of dcbt

managcment, which is to rcducc thc costs and risks ol'borrowing.

THE BORROWING STRATEGY FOR FY 2023124

l4.l'hc proposcd borrowing stratcgy allcr an assessmcnt of dillcrcnt stratcgics is-

a) Gross domcstic borrowing to gross cxtcrnal borrowing of 65: 35 with thc largcr

proportion of dorncstic borrowing bcing on account ol"l'-llills which are short

tcrm in naturc and roll ovcr scvcrally in thc coursc of thc year.

b) Net domcstio borrowing to cxtcrnal borrowing of 50:50 which would translatc

to Ksh.360 billion ol both domcstic and cxtcrnal loans to mcct thc projcctcd lf Y

2023124.

l5.l'hc borrowing stratcgy for thc financial ycar 2023124 is founded on a numbcr of

macrocconomic assurnptions that arc undcrpinncd in thc Iludgct Policy Statcmcnt.

l'hcse includc; rcal GDP growth ratc of 6.loh and inllation of 5.8Yo in

2023124. Additionally, rcvcnuc growth as a pcrcentagc of GDP is projcctcd to

incrcasc Iiom 17/% to 17 .8Yo of GDP and cxpcnditurc as a pcrccntagc ol'GDI' is

projcctcd to dcclinc from23.4Yoto22.5o/o of GI)l'.

16.'lhc borrowed rcsourccs will lund a fiscal dcficit of Ksh.720.1 billion rcprcsenting

4.4o/o ol'(iDI'; down liom Kshs.833.9 (5.7% of GDP) in thc currcnt financial ycar.

' 'l'his amounts to nct domcstic linancing of Ksh.2l.5 billion and nct cxtcrnal

financing of Ksh. 198.6 billion, reprcscnting a financing ratio of domcstic to cxtcrnal

of 12:28.'I'his is in contrast to thc proposcd Mcdium 'l'crm Dcbt Managcmcnt

16



Stratcgy of 50:50, raising conccrns about thc actual planncd finanoing stratcgy in

thc li'iscal Ycar 2023124.

lT.Similarly, commercial financing is cxpectcd to incrcascby l45Yo from Kshs.ll0

billion in thc liiscal Year 2022123 Lo Ksh.270 billion in Fiscal Ycar 2023124. An

incrcasc in dorncstic borrowing and gross cxtcrnal commcrcial financing, both ol'

which havc clcvatcd intcrcst and rcfinancing risks, casts doubt on commitmcnt to

the rncdium-tcrm dcbt rnanagcmcnt stratcgy, which is supposcd to guidc thc

appropriatc mix to achievc thc dcbt managcmcnt objcctivcs of rcducing costs and

risks while also achicving dcbt sustainability.

l8.lt is indicatcd that thc choson stratcgy undcr thc M'I'DMS is prc{'crrcd bcoausc it

allows lor flcxibility in switching bctwcon cxtcrnal and dorncstic sourcos, but it

isn't clcar how thc dcbt managcmcnt goals will bc achicvcd, particularly thc

rcduction of costs and risk. 'I'hcrc is a chancc ol borrowing morc domcstic dcbt,

which has alrcady dcrnonstratcd high risks which will furthcr dcgradc thc domcstic

dcbt portfolio and incrcasc dcbt scrvioc costs bcyond thc budgctod amounts. Ilcnoc,

domcstic borrowing should bc kept to a minimum whilc utilizing conccssional and

semi concessional extcrnal borrowing.

I.4 I'OTENTIAL SOURCE,S OF FINANCING

l9.lrinancing ol'thc fiscal dclrcit lor thc ncxt liinancial Ycar 2023124 will bc through

domcstic and cxtcrnal loans. On dornostic dobt it will bc rnostly trcasury bills and

bonds, Kcnya shilling dcnominatcd syndicatod dcbt and tbrcign currcncy

dcnominatcd domcstic bonds, among othcrs. On cxtcrnal llnancing, conccssional

Iinancing lrorn multilatcral and bilatcral lcndcrs will bc prioritizcd.

20. Signilicantly, thc Mcdium-'l'crm l)cbt Managcmcnt Stratogy has not spccificd thc

prccisc pcrcontagc to bc sourccd liom cach catcgory ol'loans both dorncstic and

cxtcrnal. l'his is of grcat conccrn sincc dillcrcnt Iacilitics havc varying costs and

risks that arc inhcrcnt, which thc dcbt managcmcnt plan sccks to rnitigatc including

cnsuring intcrgcncrational cquity in thc burdcn-sharing ol'dcbt whioh is ticd to thc

loan structurcs.
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l.'l'hc sourccs of domcstic Iinancing arc a mattcr of oonccrn bccausc ovcr thc past

ycars, the mcdium-tcrm dcbt managcmcnl stratcgy rccomlncndcd domestic dcbt

market rclorms that havc ncvcr matcrialised, lcaving a limitcd sourcc of financc

madc up of pcnsion lunds and commercial banks. 'l'hc govcrnmcnt might not only

bc unablc to sccurc thc ncccssary funds but may also bc forccd to takc out high-

intcrcst loans duc to the local dcbt markct's limitcd availability.

22.I)orncstic intcrcst rates havc also bccn rising, and givcn thc pcrsistcntly high

inflation, monctary policy may bc uscd to raisc thc ccntral bank ratc in an cflort to

rcducc inllation which would lcad to highcr intcrcst ratcs. Sinoc domcstio dcbt

servicc makes up thc largcst amount of dcbt scrvicc cxpcnscs duc to high intcrcst

ratcs, taking up additional domcstic markot borrowing as suggcstcd in thc borrowing

stratcgy will incrcasc dcbt payrncnt cxpcnscs.

I.5 PRINCIPAL RISKS AND COSTS ASSOCIATED WITH THE CURRENT
STOCK OF DEBT

23. Intercst rate risk

a) 'l'hc avcragc tirnc to rcfix (n'l'R) cxtcrnal dcbt has bcon incrcasing liorn Junc, 201 8

to l)eccmbcr,2022 signaling a rcduction in intcrcst ratc risk of cxtcrnal debt. On thc

contrary, thc avcragc timc to refixing of domcstic debt has bccn dcclining indicating

an cscalation of thc intercst ratc risk.

b) As at Deccmb er, 2022, thc avcragc timc to rcllx of thc total dcbt was at 8.1 ycars

having marginally dcclincd frorn 8.6 ycars as at Juno, 2022 which was drivcn by

worscning domestic dcbt portlolio. I his portrays a highcr vulncrability intcrcst ratc

risk that may rcsult in an incrcasc in budgctcd intcrcst cxpcnditurc.

c) Fixcd-ratc loans incrcascd lromTTohto 87.2Yo bctwccn Junc, 2021 and I)cccmbcr,

2022 indicating a dccrcasc in thc contracting of ncw variablc loans, which raiscs

intcrcst ratc risk. A highcr proportion of fixcd-ratc loans indicatcs grcatcr rcpaymcnt

prcdictability and lcss vulncrability to intcrcst ratc changcs that may disrupt thc

budgct. Givcn thc volatility of intcrcst rates in both domcstic and intcrnational

2
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markcts, loans with variable ratcs should be kcpt to a minimum ovcr the medium

tcrrn.

) Dcbt rcfixing in onc ycar as a pcrccntagc of total dcbt was 23%o as at I)ccembcr,

2022 having dcclincd liorn 27.1 oh in l)cccrnbcr 2020 indicating a rnarginal

improvcmcnt in thc dcbt portlblio.

c) A largcr portlblio rcquiring rclixing in onc ycar portrays an clcvation of intcrcst ratc

risk cspccially at a titnc whcrc both domcstic and intcrcst ratcs havc bccn rising and

could rcsult in highcr dcbt scrvicc costs.

1) Iixternal dcbt accounts lor a higher proportion of dcbt rcfixing in onc ycar (27o/o)

than domcstic dcbt (18.1%), indicating that thc cxtcrnal dcbt portfolio is highly

vulncrablc to intcrcst ratc changcs, which could rcsuh in highcr dcbt scrvicing costs,

disrupting thc budgct.

4. Refinancing risk

a) 'l'his rcl'crs to thc probability that a maturcd dcbt will not bc paid ol1'or rcllnanccd/

rcplaccd with a ncw dcbt.'l'hc risk indicators arc (Avcragc'l'irnc to Maturity), I)cbt

I maturing in one ycar and as a psrccntagc of total.'l'hc avcragc timc to maturity of

thc total portfolio clctcrioratcd lrorn 9.1 ycars in 2020 to 8.8 ycars as at I)cccmbcr

2022. 'l'his was duc to a dctcrioration in thc avcragc timc to maturity in thc cxtcrnal

dcbt portfolio from I 1.2 ycars to 9.8 ycars ovcr the same pcriod duc to maturing

commcrcial dcbt.

b) Convcrscly, thc domcstic dcbt portlolio Avcragc'l'imc to Maturity incrcascd liom

6.3 ycars to 7.8 ycars. 'l'hc irnprovcmcnt in thc indicator lor thc domcstic dcbt

portfolio is as a rcsult of the stratcgy to replace short tcrm domcstic dcbt (I'-Bills) with

medium tcrm to long tcrm debt ('l - bonds). 'l'o rcducc this risk thcrcforc, contracting of

trcasury bills and short tcrm cxtcrnal commcrcial loans should bc scalcd down to improvc

thc maturity profilc of existing dcbt. Spikcs in maturity of debt arc likcly to causc hugc

budgctary requircmcnts for scrvicing that might disrupt thc budgct sincc dcbt scrvicc is a

first chargc on thc Consolidatcd Fund.

c) Additionally, dcbt maturing in onc ycar has declincd lrom l5.5oh lo ll.Syo bctwccn

December 2020 and Deccmbcr 2022.'l'his shows an ovcrall improvcment in thc dcbt
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profilc and rcduced rcfinancing risk with lcss dcbt duc in one ycar, which is critical for

cash flow managcmcnt. 'l'his howcvcr implics that both short lcrm commcrcial dcbt and

short-tcrm domcstic dcbt should bc rcduccd ovcr thc mcdium tcrm to sustain this low

proportion othcrwise a converse of this would lcad to cscalation of thc rcllnancing risk.

d.l n rcvicw of ncw cxtcrnal loans contracted shows an improvcmcnt in avcrage

maturity pcriod liom 23.3 ycars 1o25.9 ycars which is an irnprovcmcnt in thc dcbt

profilc with rcgard to rcfinancing risk. Flowcvcr, thc avcragc graoc period has

dcclincd from 10.3 ycars in 201 8 to 4.2 ycars in2022 showing dctcrioration in tcrms

of cxtcrnal dcbt and clcvation of rclinancing risk. Long timc to maturity and graoc

pcriods arc important in improving thc debt profilc rcfinancing risk and thcrclore

contracting of ncw cxtcrnal dcbt should scck to improvc thcsc indicators in ordcr to

Iurthcr improvc thc cxtcrnal dcbt prolilc and lowcr rcfinancing risk.

25. Exchange rate risk

e) Ilxchangc ratc risk rcfcrs to thc cxposurc of thc public dcbt portfolio to fluctuations

in the lorcign currcncics in which thc cxtcmal dcbt is dcnominatcd. As of Dcccmbcr

2022, cxtcrnal dcbt as a proportion of total dcbt was 49o/ohaving rcduccd frorn 51.2

o/o in Dcccmbcr,2020.'fhis indicatcs a dcclinc in thc cxtcrnal dcbt proportion

rcsulting in a dcclinc in thc cxchangc ratc risk on thc ovcrall portfolio. In tcnns of

composition, as ol Dcccmbcr 2022, 68oh of thc dcbt was dcnominatcd in LJnitcd

Statcs I)ollars ([JSD) lbllowcd by thc Iiuro and Ycn at 19.8% and 4.2o/o rcspcotivcly.

f) 'l'hc pcrlbrmanoc of the local currcncy against thc lJnitcd Statcs dollar cxposcs

ncarly 680/o of thc cxtcrnal dcbt poalblio to cxchangc ratc shock. As at Dcccmbcr

2022, thc LJSD was trading at Ksh.122.93 having apprcciatcd liom Ksh.l 02.29 from

Dcccmbcr,2018. 'l'he sustaincd apprcciation of the USD against thc local currcncy

signals an elcvation of thc cxchangc ratc risk to thc cxtcrnal dcbt stock which is

prcdorninantly dcnorninatcd in thc LJnitcd Statcs dollar. liurthcr contracting of ncw

dcbt in thc Unitcd Statcs Dollar would thcrcloro rcsult in furthcr cscalation unlcss

mitigation mcasurcs likc hcdging or ratc fixing at thc timc of contracting arc put in

placc.
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1.6

g) 'l'hc Controllcr of Budgct rcports indicatc that Ksh.5.4 billion was paid as a rcsult

of cxchangc lluotuation in ltY 2021122 and other Ksh.3.4 billion was incurrcd in thc

first half of |Y 2022123. 'l'his indicatcs that by thc cnd o[thc currcntFY 2022123,

this sum will cxcccd Ksh.6 billion rcflccting thc irnpact of thc cxchangc rate risk on

thc cxtcrnal dcbt portfolio. 'l'hc strain on lbrcign cxchangc rcscrvcs, particularly lor

thc paymcnt of cxtcrnal dcbt, will rcmain a worry in thc rncdium tcrm duc to thc

undcrpcrlonnancc of cxports and thc risc in irnport costs.

PUBLIC DEBT SUSTAINABILITY ANALYSIS.
26.l'}ublic dcbt sustainability framework asscsses a country's dcbt portlolio and

cxamincs thc inhcrcnt vulncrabilitics against sct thrcsholds to dctcrminc thc

country's dcbt canying capacity. Kcnya's dcbt carrying capacity was downgradcd

in 2019 from strong to mcdium with a high risk of dcbt distress.

21.'l'hc reccnt dcbt sustainability analysis shows that thc Country has brcachcd

thrcc ratios out of thc scvcn dcbt sustainability indicators. 'l'hcsc arc, PV of dcbt to

GDP Itatio, PV of Public & Publicly guarantccd extcrnal dcbt to cxports and Public

and publicly guarantecd extcrnal debt scrvicc to cxports. Furthcr it is projected that

thc country will brcach thc Public & I'}ublicly guarantccd dcbt scrvicc to rcvcnuc

ratio in 2024.

28. Gcncrally, this indicatcs thc country is at high risk of dcbt distrcss. Dcbt

sustainability will only bc achicved if fiscal consolidation cflorts arc sustaincd

through cxpcnditurc rationalit.ation and rcvcnuc cnhanccmcnt. Growth in GI)l' as

wcll as incrcasc in exports will remain critical in cnsuring that thc risk o[ dcbt

distrcss is amcliorated.
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2.1 Th

CHAPTER TWO

2.0 OVERVIEW OF SUBMISSION FROM STAKEHOLDERS
9.'l'hc Committcc pursuant to thc provisions of Articlc I l8 of the Constitution and thc

Scnate Standing Ordcr, thc Committcc scnt invitations to kcy Stakoholdcrs inviting

thcm to a rnccting and submit thcir commcnts on thc Mcdium 'l'crm Dcbt

Managcmcnt Stratcgy.

0.'fhc committcc rcccivcd submissions from thc following Stakeholdcrs-

a) thc National 'l'rcasury and Iloonomic I'lanning;

b) thc Comrnission on Itcvcnuc Allocation

c) 'l'hc Institutc for Social Accountability

d) the Institutc of Ccrtificd I'ublic Accountants-Kcnya (ICPAK)

bmission by cach stakcholdcr is as summariscd bclow-

e National Treasury and Economic Planning

'l'hc National 'l'rcasury appcarcd bclbrc thc Cornmittcc and madc thc following subrnission-

31. Kcnya's domcstic dcbt is aL 48.9oh whilc cxtcrnal dobt is aL 5l.l o/o.

32.'l'hc MTDMS 2023 aonsidcrs lour altcrnativc lunding stratcgics-

a) Iliascd financing towards morc domcstic borrowing- it assumcs a nct borrowing ol'

8l% frorn domcstic and l9o/o lrom extcrnal sourccs

) Iixtcrnal biascd borrowing- 'l'his stratcgy assumcs nct financing rnajorly frorn

cxtcrnal commcrcial, scmi- conccssional and conccssional dcbt of 600/o and 40Y,

domestic via trcasury bonds.

) Morc dorncstic bias with gradual lcngthcning of maturity prolilc- liinancing fisoal

dcllcit majorly lrom domcstic markct with I lo/o ncL dorncstic linancing and 29oh

lrom cxtcrnal financing sourccs.

) llalanccd domcstic-cxtcrnal linancing stratcgy- 'l'his is by financing allocations to

dorncstic and cxtcrnal sourccs lbr dcficit stratcgy lor 2023124.

3.I'olicy implications from analysing thc dilfcrcnt fiscal dcficit sccnarios.

) Itcduction in annual borrowing limits (fiscal dcficits is irnpcrativc to public dcbt

sustainability).

c
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b) For thc Kcnya public dcbt stock to rcvert to sustainable lcvcls in thc medium tcrm

(by 2026), annual borrowing limits should bc maintaincd bclow 4 pcrcent of GDI'>.

Projectcd GDP growth lor 2023124 is 6.1 pcrccnt and thcrc{brc thc fiscal

consolidation allows for dcbt to rcvcrt to a sustainablc path. Growth of public dcbt

should bc less than growth of GDP for public dcbt to rcmain within a sustainablc

lcvel.

c) Irunding fiscal dcficits and rcfinancing cxtcrnal dcbt through conccssional

borrowing and less commcrcial dcbt, whilc implcmcnting policics gcared towards

irnproving Kenya's cxport scctor.

d) Operationalization of thc Sinking liund in conformity with Itcgulation 206 (l) ol

thc PIiM (National (iovcrnment) Itcgulations, 2015, is kcy to provido liquidity lor

timcly lunding lor rcdcmption of govcrnmcnt sccuritics

7 The Commission on Revenuc Allocation

34.'l'hc Commission appcarcd bclorc thc Committcc and madc thc lollowing

submission-

a) I'hc Cornmission notcd that thc Mcdium'l'crm Dcbt Stratcgy docs not providc thc

valuc of dcbt projcctions lor liY 2023124.'l'hcy rccommcndcd that thc documcnt

should providc lbr the outlook and thc accompanying costs and risks on thc dcbt

poalolio as pcr Articlc 212 of thc Constitution.

b) 'l'hc domcstic dcbt stock compriscs of 'l'rcasury bills amounting to Ksh.67l.5

billion,'l'rcasury bonds ol Ksh.3.710 trillion and an outstanding prc-1997

govcrnmcnt dcbt of Ksh.18.3 billion. 'l'hc Cornmission rccommondcd that thc

MI'DS cxplain thc outstanding prc-1997 govcrnmcnt dcbt, its componcnts, why it

has not bccn paid and what thc govcrnmcnt is doing to rcpay.

c) 'l'hc M'I'DS proposcs amcndments to the I'}liM (National (iovcrnmcnt) Itcgulations

2015, to incrcaso thc public dcbt limit which is currcntly Kshs.l0 trillion and to

providc lbr public dcbt as a ratio of GDI'>. 'l'hc Cornmission rccommcndcd that thc

National 'frcasury should provido a timclinc on whcn to anchor thc dcbt lirnit to thc

GDP and cxplain thc transition.

2
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2.3 The Institute for Social Accountability (TISA)

35.'l'he Institute of Social Accountability submitted thc following on thc Mcdium'l'crm

Dcbt Strategy-

a) That the National 'I'reasury should considcr pursuing aggrcssive dcbt

rcstruoturing cllbff both in thc short and mcdium tcrm so as to rcducc thc

intcrcst ratc hike givcn that about 49Yo of Kcnya's public dcbt is hcld in lorcign

culTcnclcs

b) Ilcing that thc dcbt carrying capacity was downgradcd lrom strong in 2019 to

mcdiurn in2022, cllbrts to cnhancc Kcnya's cxports nccd to bc sccn.'l'he Ill'S

suggcsts that the dcbt is sustainablc which is not accuratc.

c) 'Ihat thc National 'l-reasury commit to minimisc non-priority cxpcnditurc. 'l'hc

M'fl)S makcs no mcntion of dcbt rcstructuring cllorts fbcuscd on currcnt

cxpcnsive loans.

36. I'ISA indicated that thcy support thc National 'l.rcasury on devclopment of

guidclincs for opcrationalizing thc Sinking lrund as por ltcgulation 206 ol thc I'}FM

2015. 'l'hc fund will assist thc govornmcnt in tirncs of cconomio distrcss.

2.4 The Institute of Certified Public Accountants of Kenya (ICPAK)

37.ICPAK appearcd bcforc thc committcc and submittcd as lbllows-

a) Public dcbt servicc expcnditurc is rcquircd to financc thc rcpayment of

Ksh.8.2 trillion and in this rcspcct public stock of debt will constitutc thc

largcst sharc of CI;S cxpcnditurcs at 89%.

b) Public dcbt is projcctcd to rcach Ksh.l 1.5 trillion by Junc o12025 on account

of cxpanding fiscal dcficit.

c) ICPAK proposcd a cost bcnclit analysis to bc conductcd on ncw loans to

dctcrminc thc bcst alternativc that would bring about maximum yicld and

minimum cost lor both currcnt and futurc gcncrations.
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CHAPTER THREE

3.0 COMMITTEE OBSERVATIONS

38.'l'his scction prescnts Committcc's obscrvalions aftcr oonsidcration ol'thc M'l'l)MS

a) 'l'hc pro.icctcd dcficit to bc linanccd in thc l;Y 2023124 ol'Ksh.720.1 billion

would brcach thc cxisting dcbt lirnit givcn that thc availablc ljscal spacc undor

thc Ksh.10 trillion dcbt cciling is cstirnatcd at lcss than Ksh.600 billion.

b) Domcstic intcrcst continucs to cxhibit elcvatcd intcrcst and rcfinancing risks

and continues to be a drivcr of incrcascd total dcbt scrvicc whioh is projcctcd

to reach Ksh.l.3 trillion in thc currcnt financial ycar. Accumulation o[domcstic

dcbt raiscs concerns over lurthcr cscalation of public dcbt risks and costs.

c) Prcvious M'l'l)S targcts against actual pcrformancc in borrowing has

dcmonstratcd that ovcr thc last fcw ycars, there has bccn undcr achicvcmcnt in

thc cxtcrnal borrowing whilc thcrc has bccn ovcr pcrlbrmanoc in domcstic

borrowing.

d) Domcstic dcbt markct rcforms on which prcvious proposals to borrow wcrc

prcmiscd, havc not bccn rcvicwed to divcrsify thc invcstor basc from thc usual

Pcnsion l.-irms and Commcrcial llanks.

c) Non-compliancc with thc approvcd borrowing rnix ol domcstic and cxtcrnal

dcbt prcscnts a risk to thc mccting of debt managcmcnt objcctivcs sct out in thc

mcdium-term dcbt managcment stratcgy.

D 'l'he borrowing of cxtcrnal dcbt at 50Yo as proposcd in thc borrowing stratcgy,

poscs somc risks givcn that thc Kcnya shilling has continucd to dcprcciatc

against thc LJnitcd Statcs Dollar ([JSD).

g) 'l'herc is a brcach ol'PV of dcbt to GDP ratio, PV of PPG cxtcrnal dcbt to GDI'}

ratio and I'}PG dcbt scrvicc to exports ratio which arc thrcc ol- thc scvcn dcbt

sustainability indicators. Furthcr, thcrc is a potential brcach of I'l'}G dcbt servicc

to rcvcnuc ratio in FY 2023124 thus indicating increasing risk of debt distrcss.
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h) 'l'hc borrowing stratcgy docs not providc thc dcsircd fiscal liamcwork undcr thc

MTDS. -l'hcrc 
is no cxprcss indication, in absolutc numbcrs, what thc 50%-50%

nct domcstic and forcign linancing will arnount to.
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CHAPTER FOUR
4.0 RECOMMENDATIONS

39.'l'hc Cornrnittcc makcs thc lbllowing rccommcndations-

I'olicy recom mendations

) 'l'hc National 1'rcasury should providc inlormation on how thc projcctcd dcfioit of

Kshs.720.1 billion will adhcrc to thc Kshs.l0 trillion dcbt ccilinggivcn thc

estimatcd availablc fiscal spacc of less than o[Ksh.600 billion in FY 2023124 bcforc

thc cnd ol April, 2023.

b) 'l'hc National 'l'rcasury should providc a statcmcnt on thc achicvability of thc sct

targcts on borrowing lrom both l)orncstic and Iixtcrnal markcts. 'l'his is in light ol'

thc past cxpcricnccs whcrc thcrc has bccn undcr achicvcmcnt in oxtcrnal borrowing

whilc thcre has bccn ovcr porlormancc in dorncstic borrowing.

l.) 
l'hc National 'l'rcasury should subrnit a statcmcnt to thc Scnatc dctailing thc sourccs

of cxtcrnal linancing and thc lcvcl of acccssibility during thc implcmcntation of thc

ItY 2023124 budgct. I'his is with rcgard to failurc of intcrnational financing markcts,

rcsulting in morc borrowing in thc domcstic markct.

d) 1'hc National 'l'rcasury should constrain domcstic borrowing to a minimum whilc

optimising conccssional and scmi-oonccssional borrowing to prcvcnt furthcr

increascs in costs and risks associatcd with thc dorncstic dcbt portfolio.

Financial Recommendation

a) f'he committcc approvcs thc nct domcstic borrowing to cxtcrnal borrowing of 50:50

as proposcd in thc borrowing strategy of FY 2023124. 'l'his is a balanccd domcstic-

cxtcrnal financing stratcgy which is flcxiblc as financing is balanoed betwccn

domestic and cxtcrnal sourccs.

b) Furthcr, in light of thc Ksh.l0 trillion dcbt ociling, thc total financing lor thcFY

2023124 is cappcd at Ksh.600 billion, which is consistcnt with thc cstimatcd fiscal

spacc. 'l'hc National 'l'rcasury should dcvicc innovativc stratcgics on how thc

Ksh.l20.lbillion fiscal gap will bc fundcd.

il
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COMMITTI,IE ON I,.'INANCE AND IIUDGI.I'I tIEl,D ON MONDAY. 27'r'rl

F'T]BITUARY, 2023 AT F'OUII POIN'TS BY SIII.]RATON, AIRI'OITI' IN
RWENZOITI CONFEIIENCE, HAI,L FROM 5.40 I'.M.

I'>IIESI,INT

l. Scn.

2. Scn.

3. Scn.

4. Scn.

5. Scn.

6. Scn.

l. Scn.

(Capt.) Ali Ibrahim Roba, IlGfI, MP-
Maurccn'l'abitha Mutinda, MP

Joycc Chcpkoech Korir, MP

Shakila Abdalla Mohamcd, MP

Ijddy Gichcru Oketch, MP
Richard Momoima Onyonka, MP
'l'abitha Karanja Kcrochc, MP
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Vicc-Chairperson
Mcmbcr
Mcmbcr
Mcmbcr
Mcmbcr
Mcmbcr

Mcmbcr
Mcmbcr

Dcputy I)iroctor, DSIIC
Clcrk Assistant

Clerk Assistant
Dcputy Dircctor, PIIO
I?iscalAnalyst
Fiscal Analyst
Fiscal Analyst
Rcscarcher

Itesearcher

Serjcant-at-Arms

Audio Olficcr

AI}SF]N'I' WI'[II AI'OI,O(;Y
l. Scn. (Dr.) Iloni Khalwale, CBS, MP

2. Scn. Mohamed liaki Mwinyihaji, MP

SECRN,TARIAT
1. Mr. Bonilace I.cnairoshi

2. Mr. Christophcr Gitonga

3. Ms. Bcvcrlync Chivadika
4. Ms. Lucy Makara

5. Ms. Amran Mursal
6. Ms. Millicent Makina
7. Mr. Kioko Kiminza
8. Ms. Joan Mahinda

9. Mr. Sekcnto'l'onkei
10. Mr. Abdallah Mbore

I l. Ms. Irlijah Ichwara

MIN/SEN/SCF-&I}/9312023 I'ITELIMINARIF]S

'l'he Chairperson callcd the mccting to ordcr at 5.50 p.m. 'l'his was lollowcd by a word

of praycr.

7



M IN/SI'N/SC F'&I}/95/2023

MIN/SI,IN/SCF'&I|/9412023 ADOPTIONOI,'TTIEAGENDA
'l'hc agcnda was adoptcd aftcr it was proposcd by Scn. 'l'abitha Karanja Kcrochc, MP

and sccondcd by Sen. Maurccn Tabitha Mutinda, MP as listcd bclow-

l. Praycr;

2. Adoption of thc Agenda;

3. Consideration and adoption of the rcport on thc 2023 Medium-l'erm Debt

Managcment Stratcgy;

4. Any Othcr Ilusincss; and

5. Ncxt Mccting and Adjournmcnt.

CONFIIIMATION OF MINUTES OF TI{E
PRE,VIOUS SIT'I'ING

'l'hc Minutcs of the 'l'cnth sitting hcld on 'l'hursday, 9th l;cbruary,2023 at 10.00 a.m.

wcrc confirmcd as a truc rccord ol'thc procccdings ol'thc committcc having becn

proposcd by Scn. Itichard Momoima Onyonka, MP, and seconded by Scn. Shakila

Abdalla Mohamcd, MP.

CONSIDERATION OF THE DITAFT RE,I'ORT
ON TfII,l 2023 MEDIUM-TI,IRM DEIIT
MANAGE,ME,N'I'S 'I-RA'I'E(}Y

'l'he Committcc was taken through thc draft report on thc 2023 Medium-'fcrm Debt

Managcmcnt Stratcgy (MI'DMS) summarizcd into-

a) I'>ublic Dcbt Stock and Debt Cciling;
b) Itcview of Previous Mcdium-'l'crm Dcbt Managcmcnt Stratcgics;

c) 'l'he borrowing Stratcgy for I;Y 2023/24;

d) Principal risks and costs associated with thc Currcnt Stock of Dcbt: Intercst Ratc

Itisk, Itcllnancing Itisk, and Iixchangc Itatc I{isk;
e) Public I)cbt Sustainability Analysis;

0 Overvicw of Submissions from stakeholders lrom thc National 'I'rcasury, and

Ijconomic Planning, thc Commission on Itevcnue Allocation, thc Institutc for
Social Accountability, and thc Institutc of Ccrtified I'}ublic Accountants-Kcnya;

g) Committcc Obscrvations; and

h) Committcc rocommcndation.

'l'hc Committcc unanimously adoptcd the rcport having bccn proposcd by Scn. Richard

Momoima Onyonka, MP, and sccondcd by Sen. 'l'abitha Karanja Kcrochc, MP with thc

Ibllowing policy and financial rccommcndations-

I'olicy recommcndations

a) 'l'he National 'l'rcasury should providc inlormalion on how the projcctcd dcficit
of Kshs.720.l billion will adhcre to thc Kshs.l0 trillion dcbt ccilinggivcn thc

M IN/S I.] N/SC F& I}/96/2 023
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cstimatcd availablc fiscal space of less than kshs.600 billion in IrY 2023124

bcforc thc cnd of April 2023.

b) 'I'he National Treasury should provide a statemcnt on thc achicvability of the sct

targcts on borrowing lrom both Domestic and lixtcrnal markcts. 'l'his is in light
of past experienccs whcrc thcre has bcon underachicvcmcnt in cxtcmal

borrowing whilc thcrc has bccn ovcrpcrformancc in domcstic borrowing.

c) 'Ihe National Treasury should submit a statcmcnt to thc Scnate detailing thc

sourccs of extemal financing and thc lcvcl of accessibility during thc

implcmcntation of thc IiY 2023124 budgct. 'l'his is with regard to failurc of
international financing, rcsulting in morc borrowing in thc domcstic markct.

d) 'l'hc National'l'rcasury should constrain domcstic borrowing to a minimum whilc
optimising concessional and semi-conccssional borrowing to prcvcnt furthcr

incrcascs in costs and risks associated with thc domcstic debt portfolio.

Financial l{ccom mendation

a) 'l'ho committcc approvcs thc nct domcstic borrowing to cxtcrnal borrowing of
50:50 as proposed in thc borrowing stratcgy of I;Y 2023124 bc adoptcd. 'l'his is a

balanccd domestic-cxtcrnal financing stratcgy which is flexiblc as financing is

balanccd bctwccn domcstic and cxtcrnal sourccs.

b) l;urthcr, in light of thc Kshs. l0 trillion debt cciling, thc total finanoing lor thc FY

2023124 is capped at Ksh.600 billion, which is consistcnt with thc cstimatcd

fiscal spacc. 'l hc National 'l'reasury should dcvicc innovativc stratcgics on how

thc Kshs. 120.1 billion fiscal gap will be fundcd.

M I N/S I,t N/SC t'& Ii/9 7 I 21123 ANY OTIII.],R I}USINESS
f'he mccting was informcd that thc Committcc will hold a joint prc-vctting hcaring

mecting on vctting of Dr. Susan Jemtai Kocch lor thc position of I)cputy Governor of
the Ccntral llank of Kcnya with thc National Asscmbly Dcpartmontal Committec on

Iiinancc and llconomic I'lanning on 'l'ucsday, 28th l;cbruary, 2023 at 9.00 a.m.

'l'hcrcallcr, thc Committcc will procccd to a rcport writing rctrcat.

M I N/S I,] N/SC F'& I}/9 TI I 2023 ANY ()TIII,l,R Ilt]sINI,lSS
'l'hc mccting was adjourncd al7:06 p.m.'l'hc Ncxt mccting to bc hcld on Monday,2Tth

Iicbruary, 2023 at 5:40

SIGNA'I'UITE .D 

^'t'b:.. 
.>KL.m . l. .?p-?5 . . .

sEN. (cApr.) ilrur*rrrM ROIIA, Irctl, MI'.

(cIIAIR.PERS0N)
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I.

REPUBLIC OF KENYA
THE NATIoNAL TREast-rny AND ECoNoMrc pLANNTNG

$unurssloN By rHE cABINET sECRETARy, NATIoNAL
TREASURY AND ECONOMIC PLANNING TO THE SENATE
STANDING COMMITTEE ON FINANCE AND BUDGET ON

l

THn 2023 BUDGET PoLICY STATEMENT AND THE 2023

IUM-TERM DEBT MANAGEMENT S

Introduction

1 . Hon. Chairperson and Hon. Members, allow mc to thank you lbr
inviting us to this first mceting to consider and dclibcratc on thc 2023 Budget

Policy Statemcnt and thc Mcdium- Icrm Debt Managcment Strategy,2023.It is

a great I-lonour to the National Treasury and Economic Planning.

THE 2023 BUDGET POLICY STATEMENT

2. Hon. Members, thc focus that makcs thc diffcrcnce in thc 2023 Iludgct
Policy Statement is thc Value Chain Approach to the budgct proccss. 'l'his

process will ensurc we don't break the cycle by not allocating requisite
resources to any entity along the value chain and also cnsurc we climinate

duplication of allocations and roles. 'I'his will cnsurc we deliver as one while
plementing the Governmcnt Priorities.

.i,
Ministries will be cxpected to prcpare thcir budgets consistent with thc

r ceilings and adopt thc value chain approach as agrecd during thc rcccnt

inet Retreat under the five clusters that include: (i) Finance & Production
nomy, (ii) Infrastructure, (iii) Land & Natural Resource, (iv)Social

rs, and (v) Governance & Public Administration.

'I-he2023 Budget Policy Statement (BPS), which is thc l-rrst to bc preparcd

the new Administration, the Kcnya Kwanza Governmcnt, is bascd on the

of Bottom-up Economic Transformation Agenda (BETA). It sets

3
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out the Administration's priority prograrns, policies and reforms to be

implcmentcd in the Medium-'ferm tixpcnditure I.'ramework (MT'EF).

5. Hon. Members, as the effects of COVID-l9 pandemic started to fade

away, the Kcnyan economy bounccd back recording a GDP growth rate of 7.5

percent in202l from a contraction of 0.3 percent in2020.I-lowever, the growth
momentum is cstimatcd to have slowed down to 5.5 percent in 2022 due to
multiple shocks that includc among others:

o the I{ussia-Ukraine conflict lcading to increased priccs of fuel, fcrtiliser
and food prices;

. lingcring effects of COVID-19 pandemic; and

o climatc changc that has affcctcd agricultural productivity.

6. Thc nccd to addrcss thcse constraints and bolster resilicnce forms the basis

o[ thc Kcnya Kwanza Govcrnment's Bottom-Up Economic Transformation
Agenda (BETA) that is gcarcd towards economic tumaround and inclusive
growth. Focus is on intcrvcntions that: reducc thc cost of living; incrcase

cmploymcnt; achieve morc cquitablc distribution of income; enhance social
sccurity, cxpand tax basc for more rcvenue; and incrcase foreign cxchange

carnings.

7 . 'l'he Agcncla aims to increase invcstmcnts in at lcast five sectors envisaged

to have thc largcst impact and linkagcs to thc cconomy as well as on household
wclfarc.'Ihcsc includc:

i. Agricultural Transformation and incfusive growth;

. l'his intcrvcntion will ensurc food sccurity in thc Country thcreby

reducing the cost ol'living and crcating jobs as agriculture has thc highest

employmcnt multiplicr effect owing to its strong forward and backward

linkagcs to othcr scctors of the cconomy.

ii. Transforming the Micro, Small and Medium Enterprise (MSME)
Economy:

I his cntails corrccting markct and institution failure problems through
schcmcs, like the Ilustlers Iiund, that will ensure that benefits of growth
arc lairly distributcd. 'fhis will promote accessibility to affordablc credit
to most Kenyans at thc bottom of the pyramid.

I
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lll Housing and Settlement:

This intervention aims 4t, reducing proliferation of slums and hence

preserve human dignity. This will bc done through among other measurcs

facilitating delivery of 250,000 houses per annum and enabling low cost

housing mortgages;

Healthcare:

This entails promoting access to quality and affordablc healthcare though

ensuring Universal Ilealth Coveragc

Digital Superhighway and Creative Industry:

Digitization and automation will incrcasc productivity and

competitiveness though eliminating information asymmetry in markct

access and risk management.

Promotion of music, thea&e, graphic dcsign, digital animation, fashion

and craft, among others will increasc employmcnt for thc youth.

iv

o

a

v

11.

bilr

a

B. I'he implemcntation of thcse intcrventions is cxpcctcd to stimulate

economic recovery to 6.1 percent growth in2023 and maintain that momcntum

ovcr the medium term supported by a broad-bascd privatc scctor growth,

including rccovcrics in agriculture whilc thc public scctor consolidatcs. [Jut morc

importantly improve the quality of growth from public sector invcstmcnt lcd

growth to a dynamic private scctor led growth.

II. FY 2022123 Budget Execution

9. Hon. Members, budgct cxecution in thc first half ol FY 2022123

progressed wcll. Revenues contintucd to rccord positivc growth of 11.2 percent

to December 2022 with all tax revcnuc catcgorics rccording positive growths, an

indication of continued recovcry in revenuc collection. IIowevcr, this was below

targct by Ksh 11.2 billion on account of shortfalls in ordinary revenue of Ksh

43.2 billion. Ministerial A-i-A was abovc targct by Ksh 32.0 billion.

10. Revenue pcrlormance is expectcd to pick up in thc sccond half of FY

2022123 to reflect improvement in busincss cnvironmcnt, tax policy mcasurcs and

enhanced rcvenue administration by thc Kcnya Rcvenuc Authority.

Total expenditure to Decembcr 2022 was abovc target by Ksh 19.9

ion largely on account of above target absorption towards recurrent
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cxpcnditurc by Ksh 106.8 billion. Disburscments to development cxpcnditurc
was bclow targct by Ksh 28.4 billion while County Governments disbursement
was also bclow targct by Ksh 56.6 billion. ?'

12. Fiscal deficit incl. grants by cnd Dcccmbcr 2022 was Ksh 233.0 billion
fundcd through Nct I)omcstic Irinancing of Ksh 124.1 billion and Nct Forcign
Financing of Ksh 95.2 billion

III. Fiscal Policy for FY 2023/24 Budget

I 3. 'l'hc fiscal policy stance over the mcdium tcrm aims at supporting the
Ilottom - Up Ilconomic 'l'ransformation Agcnda of the Government through a
growth friendly fiscal consolidation plan dcsigncd to slow down thc annual
growth in public dcbt and implcment an cffectivc liability managcmcnt strategy
without compromising scrvicc dclivcry to citizens. 'l'his is expectcd to boost thc
country's debt sustainability position and cmsure that Kenya's development
agcnda honours the principlc of inter-gencrational cquity.

14. As part of thc cconomic turnaround plan, thc Government will scalc up
revenue collcction eflbrts to Ksh 3.0 trillion in the FY 2023/24 and Ksh 4.0
trillion ovcr thc medium tcrm through a combination of both tax administration
and tax policy rcforms.

15. On tax administration, thc Kenya revenuc Authority targcts to:

o Improvc tax compliancc through rcduction of VA'l'gap from 38.9%to 19.8o/o

and rcduction of Corporatc Income 1'ax (CI'f) gap lrom 32.2o/o to 30.0%
Intcgratc thcir tax systcm with thc'l'elccommunication companies;

. Ilxpand tax basc;

. Map all Rcntal properties ' I

. Roll out of mcasurcs at the Customs and Border Control by levcraging on
tcchnology and enhanccd data analytics to cnhancc revenuc pcr unit; and

o ljpscalc tcchnical capacity of KRA through skills, technology and additional
staffing.

16. On the tax policy, the Govcrnment will strengthen rcvenue mobilization
eflorts through National Tax Policy and the Medium-Term Revenue Strategy.

17. The National Tax Policy Framework will cnhancc thc administrative
efficicncy of the tax systcm, providc consistcncy and entrench predictability in
tax lcgislations and managcment of tax expenditure. The Medium-Term
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Revenue Strategy will provide a comprehensive approach of undertaking

effective tax system reforms for Loosting tax revenues and improving the tax

system over thc medium tcrm.

18. Additionally, the Govcrnment will continuc to improvc efficiency in
public spending to ensure value for money by:

. eliminating non-priority expenditures;

o retiring cxpcnsive and unsustainable consumption subsidics;

. reducing tax exemptions;

o scaling up the use of Public Private Partnerships financing for
commercially viable projccts;

o rolling out an end-to-end g{procurement systcm; and

o strcamlining the initiation, exccution, dclivery and sustainability of public

investmcnt projects.

19. Thcreforc, during thc FY 2023124, rcvcnucs arc projcctccl at Ksh 2,894.9

billion (17.8 percent of GDP) whilc total cxpcnditures are projcctcd at Ksh
3,663.1 (22.5 percent of GDP). Thc fiscal dcficit (incl. grants) is projcctcd at

Ksh 720.1 billion (4.4 percent of GDP).

20. The budget ccilings for the IrY 2023124 amounts Ksh 2,252.1 billion
comprising of Ksh 1,485.1 billion in rccurrcnt expcnditures and Ksh 766.9

billion in developmcnt expenditure.

21. In the FY 2023124, Ksh 385.4 billion has been allocated to thc 47 County
Governments as equitablc ."u"nt'rt" sharc.

22. In addition to thcir proposed cquitable share of rcvenuc, County

Governmcnts will rcceivc the following additional conditional allocations:

. amounting to Ksh 454 million for construction of county hcadquarters,

Ksh. 5.9 billion for leasing of mcdical equipmcnt and Ksh 4.7 billion for
thc aggregated Industrial Parks programme;

. Equalization Fund to the marginalizcd arcas amounting to Ksh 7.9 billion;
and

o Ksh 33.2 billion from procccds of cxternal loans and grants.

5
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23. 'l'hc County Govcrnmcnts will thcrefore receivc a total of Ksh 429.6

billion in the FY 2023124 both as equitablc sharc allocation and conditional
grants.

THE 2023 MEDIUM-TERM DEBT MANAGEMENT STRATEGY
(MTDS)

24. Hon Members, it is my pleasure and honour to prcscnt the2023 Mcdium
-l'crm Dcbt Managcmcnt Strategy which informs thc financing of the IrY
202312024 budget to this Committcc.

25 . Hon Members, thc stock of public and publicly guarantced debt grew from
Kshs.8.03 trillion (61 .6ohof GDP in PV terms) by cnd Dccember2021 to Ksh
9.14 trillion (61 .7o/o of GDP in PV terms) as at cnd Dccember 2022.

't'he Public dcbt is comprised of:

a) Ksh 4.67 trillion lrxternal dcbt

b) Ksh.4.47 trillion Domcstic debtr

26. Ihc growth in extcrnal debt is mainly attributed to thc loreign exchangc

deprcciation & dcllcit financing disbursements from cxternal borrowing and

domestic debt during thc pcriod.

'lotal extcrnal debt is composcd of:

- Kshs. 2.21trillion multilateral debts (47%)

- Kshs. 1.21 trillion bilateral dcbts (26%) out of which China accounts for
lToh and

- Kshs. 1.25 trillion commercial dcbts (27%) with thc Ilurobond accounting

for Kshs 0.87 trillion (19%).

l'otal Domestic debt is composed of:
- Kshs.3.71 trillion T-bonds (8a%) ?

- Kshs. 0.67 trillion T-bills (14%); and

-Kshs 0.09 trillion (2%) as othcrs (pre-1997 ovcrdraft, overdraft and

advanccs)

Domestic debt is categorized as short (91, 182 and 364), medium (2-7

ycars) and long tcrm (8-30 years) instruments accounting for l4yo,llo/o and

73Yo rcspectively.
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7 . Hon Members, the proposed FY 202312024 budget has a fiscal deficit of
720.1billion (4.4% of GDP) to be financed as follows'

a) Net Foreign financing
o/w -
Commercial Borrowing
Programme loans

Project Loans & A-I-A
Ilxtcrnal Itepayment

b) Net Domestic financing

Total 't

Kshs 198.6 bn

-Kshs 270 bn

-Kshs 65 bn

-Kshs 239 bn

-Kshs Q76) bn

Kshs 52I.5 bn

Kshs 720.1 bn

8. Hon Members, the total Present Value of debt as a Percentage of GDP is

tly at 61.7 percent and is projected to decline to 53.1 percent in FY 2025-

2026 under the proposed fiscal consolidation programme currently supported by

the IMF.

29. From a combination of debt stock of Kshs 9.14 trillion as at end December

2022 and projected net borrowing for the remaining part of the current year and

fiscal deficit of Kshs 720 billion in the next fiscal year, public debt stock isa

ected to surpass the Kshs. 10 trillion debt limit in the l;Y 2023-2024

0. Ihe ratio of the total debt maturing in one year as a share of GDP has bcen

declining over time, thds reducing the refinancing risk. The reduction

due to ongoing shift from Treasury bills (short-term instruments) to Treasury

(long-term instruments)

31. fhe redemption profilc is characterizcd by large maturities of extcrnal

public debt in 2024 and2028 which increases the refinancing risks. '[his includcs

USD 2 billion Eurobond maturity in June 2024

2. The redemption profile of Kenya's Eurobonds indicates increased rollover
refinancing risks in the FY 2023-2024 when the International Sovereign

of USD 2,000 million issued in 2014 will be maturing, and in FY 2027-

2028 when a bond of USD 1,000 million will be maturing

3. 'Ihe National 'I'reasury will pursue Liability Management Opcration
the 2024 Euro bond maturity and redeeming expensive domestic debt

7
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34. Hon Members, in addition to the continued implementation of fiscal
consolidation, the 2023 Medium-'ferm Debt Strategy idcntifies key actions to
guidc borrowings during t;Y2023-24 to 2025-2026. 'l'hcsc include:

. Irunding cost and risks optimization through a balanced allocation
(50:50) of fiscal dcficit financing bctwcen domcstic and extemal

sources. 'l'he optimal stratcgy 
, allows for flexibility to adjust

dcpcnding on cvolving domestic and international markct interest

ratcs;

o Use of long tenor 'l'rcasury bonds for refinancing of maturing
domcstic dcbt and raising of new deficit funding resources along

with reduction in the proportion of short-term domestic debt

('l'rcasury bills). 'l'his will minimizc rcfinancing risks and lengthen

thc Averagc'fime Maturity for domestic and total debt.

. Maximize use of concessional borrowing as opposed to commercial

debt. Ilurobonds will be rolled over as ncw commercial debt

borrowing will be considered only as a rcsidual.

o Divcrsc ways o[ managing maturitics including a Sinking Fund to
manage dcbt maturitics. 

r.

35. l'hc deficit financing mix of 50 percent cach from thc extcrnal and

domcstic sourccs aims to achieve thc following:

i. Intcrcst payments as a ratio to GDP and the implied percentage interest

cost arc projccted to be minimized in the medium term under this
stratcgy on account of maximizing thc use of concessional sources and

rcduction in usc of commercial borrowing from external sources.

ii. minimize refinancing risk by lengthening the total portfolio Average

I ime to Maturity through issuance of longcr tenor debt instruments and

use of concessional dcbt whosc tcrms include longer maturitics;

iii. 'l'he usc of fixcd intcrcst rate debt minimizes intcrest rate risk in terms

of avcragc timc to refixing. ? '

iV. l'hc stratcgy contributcs to deepening of the domestic dcbt by allocating
50 pcrcent of net new borrowing to domestic debt market and through
issuance of more mcdium to long tenor instrumcnts as the main source

of domcstic financing.

V. 'l'hc strategy may be adjusted towards eithcr cxternal or domestic

borrowing targets depending on prevailing market conditions.

1
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36. Hon Members, sustainable dcbt is where thc governmcnt is able to mect

its current and future debt payment obligations when duc without compromising

on its other budgct programs or defaulting on its obligation. Kcnya's Dcbt

Sustainability Analysis (DSA) indicatcs that;

. Debt stock rcmains sustainablc with a high risk of distrcss

o I{isk of debt distress is high since thc year 2020 as compared to

moderatc in2019.
o Kcnya's dcbt carrying capacity is mcdium.
. Subducd growth in cSports has incrcased cxternal dcbt

vulncrability.
. I{cdecming thc commercial dcbts borrowed undcr thc Ilurobond by

application of divcrsc optimal sourccs.

37. Hon Members, in 2016, thc National 1'rcasury pronounccd itsclf on

several reforms aimed at removing constrains to Kenya's domcstic debt markct

development and to deepcn the markct. l'hc debt markct reforms includcd:

. Iracilitation of an clectronic bond and bills auction;

o Implcment a new Central Securities Depository (CSD) to cnhancc markct

infrastructurc;
. Scparation ol thc rctail and wholesalc markcts;

. Annual publishing of the lsguance calendar;

o I{e-encrgizing and enhancing thc efl'cctivcncss ol-a horizontal repo markct

and thc securitics lcnding and short-sclling for kcy markct participants

r Strengthening monthly stakeholders meeting and fccdback

38. Public debt sustainability is projectcd to improvc as a result of rcforms

under the ongoing Ilxtcndcd lrund Iracility/ Extendcd Crcdit Iracility (E,I1F/ECF)

supported by the IMF which cmbcds implcmcntation of thc proposed fiscal

consolidation stratcgies lor macroeconomic stability ovcr thc mcdium-tcrm.

39. 'I'o pursue debt sustainability, the Govcrnment has to optimizc usc of
concessional cxtcrnal funding sourccs, lengthen the maturity profile of public

debt through issuance of medium to long dated bonds and deepcning the domestic

debt market to bc able financing.ryorc of thc budgct dcficits and rcduce reliance

on external sourccs.
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IV. Risks to the Outlook

40. Hon. Members, the current administration started with a perfect storm
emanating from cffects of COVID-19, the ongoing Russia-Ukraine war and

drought.

41. Domcstic ncgativc structural effects underpinning economic recovery
cmanatc from:

o Effccts of climatc change resulting in dnfavorable weather conditions has

affectcd agricultural production and led to domestic inflationary pressures

and

o thc fiscal space has diminishing as wc continuc to expcriencc the multiple
shocks that has produccd a vcry protractive reccssion to the economy.

42. On the external front, the risk ariscs from uncertainties in the global
cconomic outlook.'Ihesc include:

o the lingering advcrse cffects of COVID-19 that could disrupt the global
supply chains

o the Russia - Ukrainc conflict which heightens the risk of oil and

commodity pricc volatility and elcvated inllationary pressures;

o furthcr dollar tightening in frontier A ehcrging markets has brought
about capital flight in thc USA thus incrcasing volatility in the financial
markcts; and

Global Paymcnts Systcm's Pressurc could worsen thc forex exchange

markcts for African economics.

V. CONCLUSION

43. I thank you oncc again, Hon. Chairperson and Hon. Members for giving
us this opportunity to engagc with you on the 2023 Budget Policy Statement and

the Mcdium-'l'crm Debt Managcmcnt Stratcgy. Wc rcmain available to support
the Committcc whcn callcd upon during this approval proccss.

NJUGUNA NDUNG'U, CBS
CABINET SECRETARY
24th Ircbru ary 2023
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1a. Bottom-up Economic Transformation Agenda
o 2023 Budget Policy Statement:

u First under the Kenya Kwanza Government,

n Based on The Bottom-up Economic Transformation Agenda
(BETA) Framework.

u lt sets out the Administration's priority programs, policies and
reforms for implementation

a Theme is: Ihe Bottom-up Economic Transformation Agenda for
inclusive Growth.

a Domestic Economy:

n Remains resilient in the face of severe shocks

u Real GDP grew by 7.5% in 2021from a lower base -0.3% in 2020

o Estimated to grow by 5.5% in 2022 and projected at above 6.0% in
2023.

a Allows us to focus on quality and structure of growth for an
inclusive strategy l



1b. Bottom-up Economic Transformation Agenda cont..
tr Domestic Economy. Growth momentum in 2022 was slowed by

multiple shocks:-lt is what we describe as a perfect storm:

i. lingering effects of COVID-19 pandemic;

ii the Russia-Ukraine conflict leading to increased prices of
fuel, fertiliser and food prices;

iii climate change that has affected agricultural productivity;

and

iv The rising US interest rate and capital flight - shortage of
dollars in Frontier and Emerging Markets

a) The characteristics is that they are all persistent shocks

b) The economy is in a recession and tax revenues have been

affected severely: Financing constrains and limited headroom

and deficit financing

"r Affects the quality and structure of growth
4
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Ib. Bottom-up Economic Transfonn?uort Agenda cont..
a New Administration addressing constraints to growth and bolster

resilience through The Bottom-Up Economic Transformation
Agenda (BETA) to achieve economic turnaround and inclusive
growth

tr Focus is on interventions that: reduce the cost of living; increase

employment; incentivize investment and production; achieve

more equitable distribution of income; enhance social security,

expand tax base for more revenue; and increase foreign

exchange earnings.

n The Agenda will increase investments in at least five sectors -
with largest impact and linkages to the economy and household
welfare. These include:

a) Agricultural Transformation and Inclusive Growth:

n To ensure food security in the Country thereby reducing the
cost of living;

tr



1c. Bottom-up Economic Transformation Agenda cont.
u Create jobs as agriculture has the highest employment

multiplier effect owing to its strong foruvard and backward
linkages to other sectors of the economy; and

o Agro-industrial structure at the County levels

b) Transforming the Micro, Small and Medium Enterprise
(MSME) Economy:
s To correct market and institution failure problems through

schemes that will ensure that benefits of growth are fairly
distributed;

u Promote accessibility to affordable credit to most Kenyans at
the bottom of the pyramid through the Hustlers Fund - An
intervention that will work and remain at that level.

6
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1d. Bottom-up Economic Transformation Agenda cont.
c) Housing and Setflement

r Reduce proliferation of slums and preserve human dignity
through:

. Facilitating derivery of 250,000 houses per annum and
enabling low cost housing mortgages;

d) Healthcare

n Promote access to quality and affordable healthcare though
ensuring Universal Health Coverage

e) Digital Superhighway and Creative Economy
a Digitization and automation to increase productivity and

competitiveness - eliminates information asymmetry in market
access and risk management.

u create employment for the youth - promotion of music,
theatre, graphic design, digitar animation, fashion and craft,
among others. i



2a. lmplementation Framework of the Bottom-Up Economic
Transformation Agenda

n lmplementation of policy priorities under The Bottom-Up Economic

Transformation Agenda through a Framework anchored on three

pillars:

i. Prioritization

n The priorities have been chosen based on the largest impact on six

objectives namely:

.r Lower the cost of living;

.l eradicating hunger:- Food Security and Climate Change Agenda

.:. creating jobs;

r expanding the tax base:- A Tax Policy that reflects the growth

objectives of the countrY

* Foreign exchange generation to support the economy needs; and

.r. achieving inclusive growth.
o



2b. lmplementation Framework of the Boltom-Up Economic
T ra n sfo rm ati o n Age n d a co nt..

ii. Sequencing

n The Agenda will be implemented within Four Timeframes:

i. Quick wins. These are interventions that will have

economic impact within six months.

ii. High Priority. These are interventions that will deliver
impact within 6 - 18 months.

iii. Medium term. These are interventions that will deliver
impact between 18 - 36 months.

iv. Long term. These are interventions whose impact is
expected to be felt between 3 and 5 years and beyond, but

need to be started in good time.

9



2c. lmplementation Framework of the Bottom-Up Economic
Transformation Agenda cont..

iii. Financing Principles and Framework

tr Fiscal consolidation is a priority. The priorities must be

financed within a budget deficit target of 3.6 percent of
GDP over the medium term. Appropriate and effective
Liability !\4anagement Strategy to signal debt sustainability

u Use Public Private Partnership (PPP): Enhance the use
of PPPs, with a view to progressively reducing the financing
of commercially viable infrastructure projects from the
budget.

ir Grants and concessional loans: to finance priorities in:

water, health, education and environment/climate change.

10



2d. lmplementation Framework of the Bottom-Up Economic
Transformation Agenda cont..

Criteria for Resource Allocation

n Use of a Value Chain Budgeting Approach under Five

Clusters:

i) Finance and Production Economy;

(ii) lnfrastructure;

iii) Land and Natural Resource;

(iv) Social Sectors; and

v) Governance and Public Administration.

u This Value Chain Budgeting Approach ensures:

> there is no break in the cycle due to failure to allocate

requisite resources to any entity along the value chain; and

. duplication of allocations and roles is eliminated.
1i.



3. FY 2022/23 Budget Execution
tr Budget Execution for the FY 2022123 progressed smoothly to end

December 2022.

tr Total revenues to December 2022 grew by 11.2 percent to December
2022 with all tax revenue categories recording positive growths, an
indication of continued recovery in revenue collection. However, this was
below target by Ksh 11.2 billion on account of shortfalls in ordinary
revenue of Ksh 43.2 billion as Ministerial A-i-A was above target by
Ksh 32.0 billion.

u Total expenditure to December 2022 was above target by Ksh f 9.9
billion largely on account of:

> above target absorption towards recurrent expenditure by Ksh
106.8 billion while disbursements to development expenditure
was below target by Ksh 28.4 billion and County Governments
disbursements was also below target by Ksh 56.6 billion

a Fisca! deficit incl. grants by end December 2022 was Ksh 233.0
billion funded through:
* Net Domestic Financing of Ksh 124.1 billion and

* Net Foreign Financing of Ksh 95.2 billion



4a. Fiscal Policy for FY 2023/24 Budget
tr The fiscal policy stance: supports the Bottom-up Economic

Transformation Agenda through a growth friendly fiscal

consolidation Plan designed to:

tr slow down the annual growth in public debt; and

tr implement an effective liability management strategy,

without compromising service delivery to citizens'

tr Boost the country's debt sustainability position and

ensure that Kenya's development agenda honours the

principle of inter-generational equity.

tr KRA to collect Ksh 3.0 trillion in the FY 2023124 and Ksh 4.0

trillion over the medium term.

tr A combination of both tax administrative and tax policy reforms

to be implemented.

13



4b. Fiscal Policy for FY 2023/24 Budget
f Tax Administration: KRA to:

*

lmprove tax compliance through reduction of VAT gap
from 38.9% to 19.8% and reduction of Corporate lncome
Tax (ClT) gap from 32.2% to 30.0% lntegrate their tax
system with the Telecommunication companies;

Expand tax base;

tVap all Rental properties;

Roll out of measures at the Customs and Border Control
by leveraging on technology and enhanced data
analytics to enhance revenue per unit; and

Upscale technical capacity of KRA through skills,
technolog y and additional staffing.

*

t

*

*

74



4c. Efforts to grow revenues to 17.8% of GDP in FY 2023/24
DP over the

Medium term have been put in place
tr Tax policy: Strengthen revenue mobilization efforts through

the National Tax Policy (to be completed in Q1 of 2023) and
the Medium-Term Revenue Strategy (draft to be ready for
stakeholder comments by end February, 2023).
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4d. Fiscal Policy for FY 2023/24 Budget : Expenditures
tr lmprovement of expenditures:

tr Eliminate non priority expenditures;

tr reduce Tax Exemptions and Waivers;

E scale up the use of Public Private Partnerships;

tr roll out an end-to-end e-procurement system; and streamline the initiation,
execution, delivery and sustainability of public investment projects.

tr Total expenditures as a share of GDP to decline as a share to GDP from 23.4o/o
(Ksh 3.4 trillion) in the FY 2022123 lo 22.5% (Ksh 3.7 trillion) in the FY 2023124
and further to21.8% (Ksh 4.5 trillion) in the FY 2025126.
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4e: Reduction fiscal deficit. lncl. grants, as a percentage of GDR
to 6-2"/0 in the FY 2421122 and downa

runner to 5.7

- a remarkable 3.8% reduction from FY 202012'l to FY 2023124
- a strong signal on commitment to reduce growth of public debt
and boost debt sustainability position.

in the FY 20 22123 and 4.4a/o in the FY 2A2A24.
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4f: ln nominal terms, the fiscal deficit (including grants), is projected
at Ksh 720.1 blllion (4.4% of GDP) in FY 2023124 against the
estimated revised fiscal balance of Ksh 833.8 billion 15.7% of GDP) in
FY 2022t23.

The approved budget for FY 2022123 projected fiscal deficit at Ksh
862.9 billion (6.2%of GDP). Reduction in deficit is due to the New
Administration efforts to cut expenditure and enhance revenue
mobilization

FY
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49. Fiscal Policy for rY 2023/24 Budget cont..

FY 2023124 Budget

n Total revenue collection is projected at Ksh 2,902.9 billion
(17.8% of GDP);

a Total expenditures is projected at Ksh 3,671.0 billion (22.5o/o of
GDP).

a The fiscal deficit (including grants), is projected at Ksh 720.1
billion (4.4o/o of GDP) which will be financed by.

> net external financing of Ksh 198.6 billion (1.2% of GDP), and

> net domestic borrowing of Ksh 521.4 billion (3.2% of GDP).

n The budget ceilings for the FY 2023124 amounts Ksh 2,251.5
billion comprising of Ksh 1,488.2 billion in recurrent
expenditures and Ksh 763.3 billion in development
expenditure.

19



4h. Fiscal Policy for FY 2023/24 Budget cont..

Revenue composition for the FY 2023124

The total revenue of Ksh 2,902.9 billion (17.8% of GDP) constitutes
Ordinary revenues of Ksh 2,571.2 billion (15.8Yo of GDP) and
Appropriation in Aid of Ksh 331.7 billion (2.0% of GDP).

FY 2022t23
Suppl.l

FY ?.023t24
Budget

FY 2022J23
Suppl-l

FY 2423i24
Budget

Ahsolute (Ksh Billion) % of GDP
A- Total Revenue (1+2) 2,528.8 2,902-9 17 -4 17.8

1. Ordinary Revenue (a+b+c+d+e}
a) lmport Duty
h) Excise Duty
c) lncome Tax

PAYE
Other lncorne Tax

d) vAT
VAT Local
VAT Imports

e) Other Revenue

2,'191.9
145-9
297.2

1 ,004.3
512.7
49't .6
587.7
304 2
283.4
156.8

2,571-2.
173 3
352.7

1,198 5
619 0
579_5

703.3
356 3
347 0
'143.3

15-1

1.0
2.O

6g
35
3.4
4.0
2.1

20
1.1

15.8
1_1

2.2
7.4
38
3.6
4.3
22
21
0"9

2. Appropriation ln Aid 33 6.9 331.7 2.3 2.0
Nominal GDP 14,521-6 '16,290-3 100 100
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4i. Budget for FY 2b23/24 and the Mectium Term cont..
BudgetaryAllocations for the FY 2023124 and the Medium-Term
n The total Budget ceiling for FY 2023124 is Ksh 3,028.8 biilion of

which: Ksh 2,252.1 billion for National Government; Ksh 991.3
billion for Consolidated Fund Services (CFS) and Ksh 385.4
billion for Coun Governments.

.Approved 0rigi.na.l
Elrrdget et CeilirrlEsET

oulrt in l{str lvlillio ,)
s/No- Dertails

FV zOZZ,y'Z,3 FY 2023,/24
1_O NI ati ona-l G orrerrrrrr ent z,LL9,25A-A 2,2,52"677 _2

E><ecutirre 2,950,a54-4 2,L89,6A X_-4
Fa.rtria.rrrent 5.o,220-o 4O"4O 1--B
Judici=rrlr I_8,884_4 21-,994_O

2-O Ccrrrsolida.ted Ft nd Ser-rrices 869,342-7 99 f_,340.5
3-O C otrnt5r Gorre rnrrretrt 370.OOO-0 385,425_0

Tolal'

f-"o

Itshs- .a 3sA 601--5 3,62,9 €l42_€t

9/o Share in the Tota-l ,Atlocatiou
IrI a,ti o na.I G orre rrr"rrre nt ro3-7.

E><ecutirre 6 r-.CI 6()_3
Parliarnerrt 1-.5 1--L
fudicia,rar o-6 o-6

z-o C or-rsoI idated Fund Serrri ces 25-s 27 "3
3.O C o trnQr Gorre r-nrtr.e r-rt 11.O I_O-6

2"1

62:L



5: Transfer to County Governments will amount to Ksh 424.9
biflion in FY 2023124 of which Ksh 385.4 billion is County
equitable share of revenue raised Nationally

D Conditional allocations amounting to Ksh 454 million for construction of
County Headquarters and Ksh. 5.9 billion for leasing of tvledical

Equipment:

> Ksh 33.2 billion from proceeds of external loans and grants, and
> Equalization Fund of Ksh 7.9 billion

tr H.E The President announced a conditional grant for County
Governments lndustrial Parks of Ksh 100 million for each County. 

22

o

Type/Level of Al location 20Lel20 2020121 2021122 2022123 2023124

County Equitable Share 316,5m 316,500 370,000 370,000 385,425

Additional conditional allocations, of which

Leasing of medical equipment 6,205 6,205 7,205 5,200 5,862

Supplement of construction of county headquaters 300 300 332 454 454

Allocations from loans and grants 39,090 30,204 32,334 31,382 33,r92

Total County Allocations 352,095 353,209 409,871 407,036 424,933



6. Risks to this outlook have remained elevated
c Domestic side: Risks emanate from climate change resulting in

unfavorable weather conditions - Food security is a real challenge:

o Affects agricultural production

tr Tight Fiscal space: impact of the multiple shocks that have affected the
global and the domestic economy as well as inflationary pressures and
dollar shortages in the markets for frontier and emerging economies.

tr On the externalfront:

c Possible worsening of the Russia - Ukraine conflict which could
heighten the risk of oil and commodity price volatility and elevated
inflationary pressures;

o the lingering adverse effects of coVlD-1g that could disrupt the
global supply chains; and

o Further monetary policy tightening, especially in the United States,
could increase volatility in the financial markets ; and

c Global Payments system's pressure could worsen the forex
exchange markets for African economies.

23
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7. Our Asks/Requesfs fo the Committee

1. A briefing for the lay out of the 2023 Budget
Policy Statement and the lMedium Term Debt
lManagement Strategy, 2023;

2. The Bottom-Up Economic Transformation
Agenda (BETA) Approach to the economic
management;

3. The challenges with us and in the [\4edium Term;

4. From the above adopt a position to support
National Treasury and Economic Planning and
Government's resolve to push the economy to a
recovery path.
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rMr
ETT5 Outline of the Presentation

L. Background

2. Potentia! Sources of financing

3. Actual cost and risk characteristics of December 2022 MTDS

4. Macroeconomic assumptions and key risks to the MTDS

5. Cost-risk analysis of alternative debt management strategies

6. Optima! (selected) debt management strategy

7. Developments in Debt Management & Reforms

8. Im plementation
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Section 33(2) of (PFIV) 2012 Acl guides preparation of IVTDS

i. National Government external and domestic debt
ii. Macroeconomic assumptions in the 2023 BPS

. COVID-2019 pandemic recovery environment

. Constrained world and local economic growth

' Kenya's elevated risk to public debt sustainability(debt distress)
. Public Debt ceiling of Ksh 10.0 trillion

sustainability Analysis-as at December 2022) therefore government
must reduce fiscal deficits to reduce debt accumulation rate.

3 3
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,ML?,Effi Potential Sources of financing

External sources-
. Focus on concessional financirrg from multil ateral financial

institutions, bilateral lenders, and other credible institutions to
finance development exp enditure.

Need for monitoring the market conditions in international capital
market to refinance the maturities in 2024. +

4
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a

o en !a ources o rnancrng

Domestic sources-
Domestic debt market contributes more than half of total financing
requirements of the Government and is expected to remain a key
source- T. bonds.

Other alternative sources may include issuance of a Kenya Shilling
syndicated loan, foreign cuffency denominated local bonds and
private placement among others.

5
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,9W?c
EE55 Existing debt -Dec 2022

}Externa! debt at 51.L% of total

}Domestic debt at 48.9Yo of total

Kshs bn %of
GDP

%of
Total

External debt 4,673.1 34.4 51.1

Domestic debt 4,472.8 48.9

Total debt 9,1.45.9 67.0 100

b

l1

a

32.6



ActualBaseline
Dec2020

2021 MTDS
End

December
2022

Deviation
(4-3)

Remark on deviation

Nominal debt as % of GDP 63.3 67.8 67.0 -0.8
Present value debt as 7o of GDP 56.8 61.6 60.0 -1.6

Debt to GDP remains high

Interest costs as % of GDP
4.4 4.6

5.3 0.7 lrrcrcascd dcbt scrvicc cost in
tlontesl"ic ltnd internatiorral clebt

markr.t
Debt maturing in lyr (Yo of
total debt)

15.5 14.8
fi.7 -3. I

Debt maturing in lyr (% of
GDP)

ll 10.2
8.4 -1.8

ATM External Portfolio
(years)

fi.2 10.8
9.8 -1.0

ATM Domestic Portfolio
(years) 6.3 6.9

7.8 0.9

Refinancing risk

PortfolioATM Total
(years)

9.1 9.0
8.8 -0.2

Reduced refi nancing risk-
issuance of longer dated

domestic debt and contracting
concessional loans

ATM external reduced due to
short-term commercial debt,

2024 maturities - $2 Bn,
domestic improved

ATR (years) 8.4 8.3 8.1 -0.2
Debt refixing in lyr (% of
total)

27.1 25.4
23.0 -2.4

Interest rate risk

Fixed rate debt (% of total) 86.9 87.7 87.2 -0.5

Partial inrprovement due to
more fixed rate risk indicators

Foreign exchange (FX)
risk

FX debt as o% of total debt
51.2 51.3

49.0 -2.3 Reduced foreign exchange
exposure

Risk Indicators

a\l
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,M#.sffi5 Actual Costs and Risks lndicators of Public Debt -Dec2O2

Risk Indicators

Amount (in billions of KSH)

Amount (in billions of USD)
Nominal debt as percent of GDP
PV as percent of GDP
Cost of debt2

Refinancing risk

Interest rate risk2

FX risk

Interest payment as percent

of GDP3

Weighted Av. IR (percent)

ATM (years)

Debt maturing in lyr (percent

of total)
Debt maturing in lyr (percent

of GDP)
ATR (years)

Debt refixing in 1yr (percent

of total)
Fixed rate debt incl T:bills
(percent of total)
T:bills (percent of total)
FX debt (percent oftotal
debt)
STFX debt (percent of

External debt

4,673.1

38.3

34.4

26.8
t.4

3.9
9.8

5.1

1.9

8.4
27.0

Domestic
debt

4,472.8

36.7

32.6
33.2

3.9

tt.4
7.8

18.7

6.5

7.8

18.7

Total debt

9,145.9

75.0
67.0
60.0

5.3

7.6
8.8

tI.7

8.4

8.1

23.0

87.2

7.4

49.0

Key messages:-

.1. High interestcost for
Domestic debt compared
to external debt

{. High domestic Weighted
average lR compared to
external debt

.l Low ATM of domestic
debt due to huge stock of
Tbills

.l High debt maturing in 1

year for domestic debt
due to huge stock of Tbills

.!. Most debt in fixed interest
rate

.:. Stock of short term debt
to be reduced through
switch to bonds

75.3 100.0

0.0 1 5.3

8 23.9
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rMrffi Kenya's Debt Sustainability Status (20221

Total Public Debt Sustainability Analysis

Key Messages
. The PV of debt to GDP ratio is

projected to remain above the
55 percent benchmark until
2025 *

. Public debt sustainability
indicators are projected to begin
improving in2026 after
settlement of major maturities in
2024,2025, and 2026 couple
with anticipated recovery in
exports sector as global
economy recover from 2020
COVID-19 pandemic effects
and shocks to global supply
chain, as well as implementation
of the ongoing fiscal reforms
under the EFF/ECF program

9

PV of debt-to-GDP ratio 55 6t.7 60.0 57.8 5 5.9 54.0 s2.5

PV of public debt-to-
revenue and grants ratio

nla 353. 1 340.4 332.5 3i0.9 301.0 289.6

Debt service-to-revenue
and grants ratio

nla s2.0 57.0 62.7 54.5 49.9 43.9

Thresho
lds

2022 2023 2024 2025 2026 2027Indicators

9
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,M.ryI5 Kenya's Debt Sustainability Status (20221

External Debt Sustainability Ana SIS

a

Key Messages
. PV of external debt to GDP is

below the 40 percent sustainability
threshold even in medium term

The debt service to revenue ratio
breaches the threshold in 2024 due
to the upcoming international
sovereign bond repaymentand the
rollover of external commercial
loans coming due in 2025
the PV of external debt-to-exports
ratio breaches the threshold until
2025and the rollover of external
commercial loans coming due in
202s

1

40 26.6 26.8 26.r 25.6 2s.t 25.0

180 22r.5 208.6 r9s.9 r 86.5 179.8 t7 5.4PV of PPG
external debt to
export ratio

20.s 29.6 2t.t 19.2 15.8PPG debt service
to export ratio

15 22.6

PPG debt service
to revenue ratio

18 15.7 15.2 22.3 16.5 15.2 12.6

Thresholds 2022 2023 2024 2025 2026 2427Indicators

10
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Macroeconomic Assumpt rons or MTDS 2023

Over the medium term;
Recovering economy leading to more revenues

Fiscal consolidation leading to declining overall fiscal balance declining to 3.6% of GDP in 2026127

Ier.en
Real GDP t 6.raJ 6. 5q 5l q 64 6.2

GDP Deflator
[.r..nt 5.85 6q

1
64 orl 6.0

Iercent
lnflation 5.85 6. 7

1
q q 5.0rol 5.0

[.rcet t of GDPRevenue l5 t7 17 17.8I 3l
4

18.017 81 r 8.3

Expenditure
[.r..nt of GDP 23 22.5,0 

1
q ,, 

1
22 ol 22.3

Overall Fiscal Balance
[ercen

t of GDP (8 41 6.2\ (s Dl s.4) (3.6)(3 el (3.6)

Primary Budget Balance
[ercent

of GDP 0.3
a
J
I

(4 0l (l (r rl 0.7o1 0.1

11 1'1

020t. ttt-t 2026n',

Actua Pre-Act Prcjection

6{
51
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:M?rffi Alternative Deficit financing Strategies & Debt Management Strat

[\4TDS 2023 considered four alternative funding strategies
i. Option 1 (Sl) - Biased financing towards more domestic borrowing: This

strategy assumes a net borrowing of 81 percent from domestic and 19 percent from

extemal sources (baseline). Domestic borrowing -Treasury bonds & Extemal through

concessional debt with no commercial borrowing.

ii. Option 2 (S2) - External biased borrowing: The strategy assumes net financing

-majorly from extemal commercial, semi-concessionaland concessional debt of -60
percent extemal and 40 percent from domestic mainly tkough Treasury bonds .

1
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Cont" Alternatives

iii. Option 3 (S3) - More domestic bias with gradual lengthening of maturity profile:
Financing the fiscal deficit majorly from the domestic market with 71 percent net domestic
financing and 29 percent from external financing sources - issuing long tenor Treasury
bonds and gradually reducing the stock of Treasury bills to reduce refinancing risk; with
external financing from concessional debt.

iv. Option 4 (S4) - Balanced domestic-external financing strategy:. Balanced financing
allocations to domestic and external sources for deficit financing for 2023/24
. i.e 50 percent net domestic borrowing and 50 per cent external borrowing
. maximizing extemal concessional borrowing and commercial debt rolled over; and

' long tenor Treasury bonds being the main source of financing from the domestic market.
. Gross borrowing being 35 percent extemal and 65 per cent domestic borrowing.

The strategy is positioned for flexibility in financing the deficit from both sources should
one source fail;

1
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Medium Term Strategy selection criteria

The optimal strategy is the one that offers the most favourable
medium term debt costs and risks indicators combination.

::j:

1



ffi Medium-Term Costs-Risks of Alternative Strategies
a
\

As at end 2025
Strategy 4 (S4) has greater benefits to
debt ma nagement objectives

Risk lndicators
Nominal debt as ercent of GDP

Present value debt as rcent of GDP

lnterest ment as

Current iS1 rs4

67.0

60.0

5.3 4.8 4.5

7 8 8

1.1. ,o.rl 10

8

23.7 tg.ql 20

88

Minimizes refinancing risk of total
portfolio as a result of lengthening the
ATM of external debt portfolio. This is
attributed to concessional terms that
have longer maturities*
Has least PV of debt to GDP - improves
debt sustainability

Least cost of debt (low interest
payments and implied interest rate)
Deepens domestic market through
issuance of medium to long term
instruments
Flexible as financing is balanced
between domestic and external sources
of financing the fiscal deficit(Net new
borrowing)

a rcent of GDP 4

8

a

a

a

lm lied interest rate nt

Refinancing
risk

]oebt maturi ng in 1yr
rcent of total

Debt maturin in1 % of GDP

Total Portfolio rs

Debt refixi in1 ent oftotal
Fixed rate debt incl T-bills (percent of
total
-bills rcent of tota

FX risk FX debt as % of total

tST FX debt as %o of reserves

7

4

23.9

10.5

5

85.2 89

5

53.3 47 51

29.s]

8

8

8

a

lnterest rate
risk

a
2

5

1

59.8

53.1

4.4

7.9

40.1

rs 9External Portfolio Ll
6 6

10 10

6.4

10.8i

arsDomestic Portfolio

101ol s.s s.sl

,l .8 -l 9.69 8 9

19.3

89

45

5 5

tf,

2022
s2 s3

60.4 59.9, 60.1

54.9 54.4 54.5

7.8 s.3l 8.4 c

ATR (vears)

87.2

30.9 31,.4 28.1



ffi Optimal (selected) Debt Management Strategy

54 provides flexibility to the Government to adjust the borrowing sources under

ensuing prevailing domestic and global debt markets condition.

However the gross borrowing needs for Government in FY2023124 is elevated*

due to Ksh 252 bn maturity of 2024 Eurobond and may pose a challenge to the

success of the Strategy if market conditions do not improve.

This underscores the need to initiate early liability management operations on the

2024 Eurobond.

*Includes 6718 - T. bills, 2408 - T. Bond, 7208- Total Net Borrowing; O/W 5338 - New Domestic Borrowing and l97B New Extemal

Borrowin$ 4758 - Extemal Repayment (ofwhich 2528 -Eurobond 2238 -Other Extemal repayments)

1
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SCENARIOS: Public Debt Stock Management Strategy

Scenario I: Total Public Debt growth projection under the proposed fiscal consolidation trends

8%80%

60%

4V/o

20%

0%

6L.7%

2022 2023

PV of total public debt

Reducing the Fiscal Deficit/increase

PV of total public debt to GDP (%)

reTotal debt PV as a % of GDP ...... Deficit at as % of GDP

60.0% 57.8% 55.9% 54.0% 52.5% 6%

4.4%

2024

9,301,925

(772,633)

60.0

2025

9,985,145

(482,628)

57.8

2026

10,686,646

(171,783)

55.9

Lt,428,3244

2ll,37l

54.0

4%

2%

0%

12,288,736

584,67L

52.5

3.9% 3.6% 3.6%

2027

1

a

Optimization of public debt to a
sustainable 2024 2025 2026 20272023



ffi Cont.': SCENARIOS: Public Debt Stock Management Strate

Scenario 2: Balanced Budget

\
a
\

rTotal debt PV as ao/o of GDP """ Deficit at aso/o of GDP

80.0% 8.0%
61.7% 60.0%

60.0% 49.8% 6.0%
41.2%

40.0% 33.8%
27.0% 4.0%

20.0% 2.0%

0.0% 0.0%
2022 2023 2024 2025 2026 2027

6.2% 5.7% 4.4% 39% 3.6% 3.6%
Current Deficit Projection as a oh of
GDP

6.2% 5.7% 0% 0% 0% 0%Deficit Capped at 0o/o from 2024
(711,522) (734,640) (826,051)Fiscal Deficit (747,825) (833,809) (720,123)

7,990,377 7,255,677 6,429,626Resultant Public Debt Stock 8,588,281 9,422,089 8,701,839

Resultant Public Debt to GDP 61.7 60.0 49.8 41.2 33.8 27.0
8

t

202s 2026 20272022 2023 2024



Cont.': SCENARIOS: Public Debt Stock Management Strate

Scenario 3: Capping the overall deficits at 5.7 percent of GDP in the medium term

61.7%
60%

40%

20%

0%
2022 2023

Deficit Capped at 5.7o/o as at
2024

Resultant Public Debt Stock
Kshs Mn
Resultant Public Debt to GDP

r PV of Debt to GDP ..... Deficit cap at 5.7%o of GDP as at 2024
60.0% 59.2% 57.8% 56.2% 54.6% 6.s%

6.0%

5.5%

s.0%

8,588,281

6r.7

.o. €. .o. .o

5.7% 5.7% 5.7% 5.7%

2024 2025 2026 2027

6.2% s.7% s.7% 5.7% 5.7% s.7%

9,422,089 10,366,476 77,421,504 72,600,023 13,91 7,lgg

60'0 5g.2 57.8 56.2 s4.6,
1

a

.2

a

5

"'o...

2022 2023 2424 2025 2026



ffi Cont.': SCENARIOS: Public Debt Stock Management Strate

Policy implications emanating from the foregoing analysing under different
fiscal deficits scenarios

a. Reduction in annual borrowing limits (fiscal deficits is imperative to public debt
sustainability.

b. For Kenya public debt stock to revert to sustainable path in the medium (by 2026)
annual borrowing limits should be maintained below 4 percent of GDP. Projected GDP
growth for 2023/24 is 6.1 percent and therefore the fiscal consolidation allows for debt

to revert to sustainable path. Growth of pubfic debt should be less than lrowth of GDP
for public debt to remain within sustainable thresholds.

c. funding fiscal deficits and refinancing extemal debt through concessional borrowing
and less commercial debt, while implementing policies geared towards improving
Kenya's export sector

d.operationalization of the Sinking Fund in conformity with Regulation 206 (1) of the

PFM (National Govemment) Regulations, 2015, key to provide liquidity for timely
funding for redemption of government sepurities 20

a



Domestic Market Development As Part of DMS

Domestic debt is half of the public debt stock, thus mitigates against foreign exchange

risk exposure and cushions the public debt against the downside risks of the global

market volatilities. Development of the domestic debt market is a necessary catalyst

for public debt sustainability. A deeper domestic debt market would guarantee a

cheaper and more funding in tocal curency which is less exposed to internal capitaF

markets volatilities. Strategic initiatives to increase market efficiency (liquidity,
pricing) include:

Market infrastructure -automation of issuance, trading and settlement operations, and

transparency (establish an OTC trading platform for Government securities).

Market liquidity -Issue fewer but large size long tenor bonds to reduce refinancing

risks

Sustain market/Investor engagement, communication (e.g issuance calendar

publication).

2
21
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rMrruIs MTDS 2023-l mplementation PIan

2023 MTDS guides funding of the fiscal deficits and refinancing maturing debt,

including 2024 Evo Bonds.

Annual borrowing calendar will be prepared by the PDMO (middle & front office)
In domestic market, Treasury bonds of medium to long tenor will be the major financing

instruments while stock of short term debt (treasury bills) will be reduced to minimize
refinancing costs.

The cost and risk indicators indicated/projqcted in the optimal plan ryill be evaluated

against their respective outturns during strategy review

Review of the Strategy implementation will be through regular debt management status

reports

Despite the optimal strategy leading to reduced overall debt to GDP, cost of debt,

refinancing risk and interest rate risk exposure, its implementation will depend on

prevailing market condition that will trail the current global economic uncertainties.

2
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To approve the 2023 Medium Term Debt Management Strategy and adopt the optimal
strategy to fund the FY 2023124 fiscal deficit.
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COUNCIL OF GOVERNORS
Westlands Delta House 2 Floor Waiyak-
Way. PO BOX40401-OO1db,
Nairobi.

Tel: (020) 2403314, 2403313
E-mail: info@cog go.ke

+:o') '' \3.'

Our Refi COG/8/5A Vol.9 (51)

Mr. Jeremiah Nyegenye
Clerk of the Senate
The Senate

Main Parliament Buildings
NATROBI

22" February 2023

t

Dear Mr. Nyegenye

COMMENTS ON THE 2023 BUDGET POLICY STATEMENT

We acknowledge receipt of your letter Ref. SEN/DSEC/F&B/CORR/20231014 dated t6c
February 2023 requesting comments on the 2023 Budget Policy Staternent (BPS).

The Council of Governors (the Council) appreciates the need for consultation and

cooperation in realizing the objects of Devolution as stipulated under Article 6(2) and
,\rticle 189 of the Constitution. Further, the Council takes note of strengthened
cooperation between the two levels of Government in the performance of each level's
functions and responsibilities. .t

The Council has reviewed the 2023 BPS and notes that County Governments will face major
challenges in the performance of the functions assigned to them and delivery of services

to citizens in the Financial Year (FY) 2023124 and the Medium-term.

The Council hereby notes as follows on the 2023 BPS:

l.l. General Comments

l. The Council does not agree with the National Treasury's projected allocation to
County Governments of Ksh.385 billion for FY 2023124 as equitable share of revenue
for the following reasons:

/ The allocation falls short of the criteria for determining equitable share allocation
assetoutininArticle203(l)ofthe Constitutionof Keny42010inthe sense that:

(a) The sharing of resources is pegged on financing constraints as opposed
to budget lparagrap* 259 (d)). This negates the desirability of a stable

and predictable allocations of revenue as stipulated under Article 203
(1)fi) of the Constitution of Kenya, 2010.

48 Governments. 1 Natron
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The National Treasury should therefore make their allocation to respond
to the budgetary needs of the Counties and also the fiscal capacity and
efficiency of county governments (Article 203 (l)(e).

(b) The National Treasury has allocated resources to National Government
Ministries. Departments and Agencies (MDAs) for programmes that fall
under the devolved functions specified under the Fourth Schedule ofthe
Constitution. This does not conform to the provisions of Article 203

(l)(d) on the need to ensure that County governments are able to
perform the functions allocated to {hem.

(c) The allocation does not respond to the provisions of Article 203 (l)(k) on
the need for flexibility in responding to emergencies and other
temporary needs given the ravaging drought situation in the Country.
The allocation to County Governments for FY 2023124 should be such

that it enables Counties to adequately respond to the adverse effects of
the drought especially in the Agriculture and Water sectors.

/ The adjustment for revenue growth of Ksh.15 billion is not commensurate with the
projected revenue growth of Ksh.379.2 billion for FY 2023/24. We therefore
propose an adjustment of revenue growth of at least Ksh,55billion to bring County
governments allocation to a minimum of Ksh.425 billion for FY 2023/24.

/ The projected allocation in the BPS has not taken into account the cost of inflation
in the Country that has been on the rise in the recent years. As you are aware.
County governments' equitable share allocatign for tY 2022123 was maintained at
Ksh.370 billion despite the high inflation. Failure to make an adjustment for the cost
of inflation renders County governments unable to efficiently deliver services due
to increased prices of goods and services. We therefore call for the National
Treasury to consider the cost of inflation in their projected revenue allocation to
Counties.

/ Analysis of the projected expenditure by programmes under various MDAs reveals
allocation to perform functions that are devolved. The National Treasury should
therefore review the allocations to various MDAs performing devolved functions
and have those funds allocated to County governments for FY 2023/24 and the
Medium-term.

There is need for economic stimulation to spur recovery, growth and stability
following the slump attributed to COVID-I9 and the high cost of inflation due to the
Russia vs Ukraine war. This requires restructuring of expenditure priorities by both
levels of government hence the Council's proptosal for a considerable increment.



Specific Comments

ow are the detailed specific comments on the Draft 2023 BPS;

tr::::'::'asraph
Provision
?EO ancad an ardinanr

CoG's proposal
Tha nrnianfarl

Rationale/Justification

allocation to County

Governments in FY

2023124 as equitable

share is not
commensurate with
the projected

I revenue growth. In

order for the
allocation to be

equitable as it is in
the letter and spirit
of the Constitution,

there is need to
allocate a minimum

of Ksh.425 billion to
County

Governments in FY

2023124. This is an

increment of Ksh.55

billion, being an

adjustrnent for
revenue growth of
at least 1596 of the

baseline allocation
of Ksh.370 billion.

Amend to orovide

for County

Governments

expenditure relating
to drought
intervention.

Further, the
fertilizer subsidy
programme should

be implemented by

the County

Covernments given

drought situation has

affected County
Governments
especially in the
performance of the

devolved functions of
Agriculture, Water and

Sanitation among
others. The drought
has affected livestock
production, crop
production and the
general welfare of the
farmers and the

As vou are aware^ the

4.4.2 Division of
Revenue for FY

2023124

raph 259.

Ksh 2,571.2 billion in FY

2023124, Ksh.2,,l77.9

billion has been

allocated to National
Government, Ksh.385.4

billion to Countl

Governments as

equitable revenue

share to the two levets

of Government and
Ksh.7.9 billion to the
Equalization Fund. The
allocation to County

Governments' 
i

equitable retenue 
I

share of rsrr.sas.n 
I

billion in FY 2O23124 is 
Iinformed by the 
Ifollowing Rrevailing 
Icircumstances: I

Government
expenditure need

relating to drought
intervention,

.t

fertilizer subsidy and

the Hustlers Fund;

c) lncreased

revenue
.0

projection of

I
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devolved function.

Delefa t/rl\

there is need for
Counties too, as a

matter of priority, to
address the adverse
impact of the ongoing
dro ugh t in th e

Country. Allocations to
County Governments
should take into
account this reality.
Pessing sharino of

sharing of resources
will be pegged on the
financing constraints
and not on the budget.
Availability of
resources is key and it
should be remembered
that National Treasury
did not disburse Kshs

29.6 billion to county
governments in the FY

2O2l/22 due to financial
constraints;

@
Expenditure by

Programmes (Ksh

Million)

The alleeatien te
various MDAs be

reviewed to exclude

allocations to
perform functions
that Lie devolved.
This projected
allocation for
programmes that
relate to devolved
functions should be

resources on financing
constraints as

opposed to budget is

not founded in law and

will deny County
Governments an

equitable share of the
resources and in a

timely and predictable

manner as envisaged

in the Constitution
under the criteria for
allocation on revenue.

Articte 2o3 (t)0)
desires stable and
predictable allocations
of revenue. The

element of availability
of resources in

allocation of revenue

is therefore
tantamount to
unpredictability hence

Unconstitutional.
Alleeatiens fer
expenditures by
programmes that
relate to devolved

functions include:

Crop

Development

and

Management.

Livestock

Resources

I

I
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Governments in FY

2023124 and the
Medium-term

Development

and Fisheries

Development &

Management
which relate to
the devolved
function of
Agriculture as

per the Fourth

Schedule of the
Constitution.

2. Water Resource

Management,
Water &
Sewerage

lnfrastructure
Development

and Water
Harvesting &
Storage for
lrrigation
which relate to
the function of
County public

works and

services under

the Fourth

Schedule of the

Constitution.

3. Preventive,

Promotive &
RMNCAH

under the

function of
Health.

4 - Library Services

5. Domestic Trade

and Enterprise

Development

and Fair Trade

Practices and

compliance of
Standards

under the

devolved

function of

{,

e

t,
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Trade

development
and regulation

The Fourth Schedule

assigns functions
between the two
levels of government.
Whereas some of the

assigned functions are

distinct to either level

of government, other
functions are

perform ed

concurrently by both
levels of government.
Since the advent of
devolution in 2O13, the
National government
has continued to
perform functions that
are devolved to the
County level of
government.
Duplication of county
functions by the
National government
are in the functiona.l

areas of Health;

Agriculture (crop,

livestock and fisheries

development); Water.
lrrigation, Sanitation
and regional
development.

Further, Article l87 (2)

provides that, if a

function or power is

transferred from a

government at one

level to a government
at the other level,

arrangements shall be
put in place to ensure

that the resources
necessary for the
performance of the
function or exercise of

?

?

?



t

th e power

transferred.

The allocations to

Counties should

therefore be in Iine

with the provisions of
the Fourth Schedule,

Article 187 (2) and

Article 2o3 (lxd) on

the need to ensure

that County
governments are able

to perform the
functions allocated to
them.

are

accept assurance ofour highest esteem and consideration.

t

l,

l,

("'f
MaryMwiti
Chief Executive Officer
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Promoting an Equitable Society

COMMENTS ONTHE zoz1
BUDGET POLICY STATEMENT

t

Para Issue Recommendation

Para
65, p rB

The zoz3 BPS strategy regarding
the women agenda proposes to
provide financial and capacity
building support for women
through the Hustler Fund for
women-led co-operative
societies, chamas, merry-go
rounds and table banking
initiatives to protect them from
predatory interest rates
charged by unscrupulous money
lenders.

1. Predatory Interest rates affect both men
and women. A strategy should be put in
place to ensure for both men and women
access the funding from the Hustler Fund
equitably.

2. The Biashara lr-und still exists. Parliament
to align the Hustler Fund and Biashara
Kenya Fund to avoid duplication, noting
that Bicsharo Kenya Fund already has an
existing framework

ParatTt
(Table
3.1) p
47

The BPS adjusts upwards the
equitable share allocation to
national government by
Ksh.r33,8r8 million from
Ksh.z,tt9,z58.B million to IGh.
2,252,077.2 and that to county by
tS,42S million Ksh.37o,ooo
million to IGh.3BS,42S million

Table 4.3 on page 7t uses a base
of Ksh.zr4r.6 billion for FY
2c22123 as the total shareable
revenue while Annex Table z on
Page roo uses a different base of
Ksh. zrgz billion

1. The projected absolute ordinary revenue
growth between FYs 2o22f 23 and
zozglz4 is IGh. J79.2 billion. Adjusting
the county allocation by only Ksh. r5.4
billion amounts to inequitable sharing of
revenues between the two levels of
government. The five priorities of
governments, namely; agricultural
Transformation, Micro, Small and
Medium Enterprise; I{ousing and
Settlement; I{ealthcare and Digital
Superhighway and Creative Industry are
either county government functions and/
or concurrent functions.

2. Parliament to cconsider adopting the
Commission's recommendation to
increase the county governments'
allocation by IGh. gZ.+ billion from Ksh

3Bo billion to Ksh. 4o7 billion in the
financial year 2o2S I 24.

Page I of 3
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Para Issue Recommendation

Table
3.2, P
49

The IIPS proposes to increase the
allocation to the health sector
from Ksh. L22.5 billion in FY
2o22f 28 to Ksh. 154.2 billion in
FY 2c23124. Indeed, the
allocation to the health sector at
the national level has consistently
increased from IGh. go billion at
the beginning of devolution in F"Y

zot3l14.

1. Flealthcare provision is largely a devolved
function. Preventive and promotive
healthcare is the mandate of county
governments. The national government
seeks to ensure Universal Health
poverage through recruitment of
community health workers who will form
part of primary health care system.
Resources should therefore be reallocated
from the national health sector to county
governments to perform the function

Para
251, P
66

Prior to devolution, the defunct
local authorities received
Contribution in Lieu of Rates
(CILOR) from the Central
Government for public land
within their jurisdictions. Since
devolution, only one county
(Laikipia) has rcceived CILOR
from the National Government.
This is mainly due to inadequate
legal framework for claiming
CILOR, widespread lack of up-to-
date valuation rolls to support
imposition of property rates and
counties being unfamiliar with
patrment of CILOR procedures.

L. The nonpayment of CILOR by the
National Treasury over the years has
compromised county governments ability
to raise OSR. Parliament should fast-
track the development of a legal
framework to enable county governments
to benefit from the CILOR payments

I

Table
4'L, P
68

Pending bills: A summary of the
outstanding pending bills by the
county governments is presented
as at 21st December 2022.

1. The BPS did not present a similar table of
outstanding pending bills for the national
government which makes it difficult to
assess the national government's
adherence to prudent financial
management

259,p
6g

The tsPS allocates IGh. Z.g billion
to Iiqualisation Fund in the
financial year 2o2yf 24

1. Art. zo4 (r) provides for an allocation of
pne half of all the revenue collected by
the national government each year
calculated on the basis of the most recent
audited accounts ofrevenue received, as
approved by the national Assembly

z. The BPS, however, allocates IGh.Z.g
billion to Equalisation Fund based on the
last audited accounts for FY zotglzo of
Ksh. r,573.+ billion

I

Page 2 of 3
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Pa ra Issue Recommendation
3. The Commission notes that the last

audited accounts for FY zotglzo
amounts to Ksh. L,TSo.g billion

1. The use of a lower denominator in
deriving the proportion of the
development expenditure to the national
government budget has continued to
over report the proportion of
development expenditures of the
national government.

2. Parliament to ensure the adherence by
the National Treasury on Section r5(z)
(a) and Section tS(S) of the PFMA, zorz

1,

79

Ta
on

e1

The BPS has over time
misreported the proportion of
development expenditure to the
total national government
budget.
. Section 15(2) (a) and Section

tS(S) of the Public Finance
Management (PFM) Act,
2oL2, and the PFM (Ndtional
Government) Regulations,
zor5 provides that the over
the medium term a minimum
of thirty percent of the
national governments budget
shall be allocated to the
development expenditure.

. 'fhe BPS has, however,
rendered the interpretation of
Section tS(z) (a) and Section
rS(S) of the PFMA, 2oL2 to
mean total national
government development
expenditure (ministries,
Parliament, Judiciary),. as a
proportion of the ministcrial
national government
expenditures.

The BPS presents Annex
Table 4a with missing data
on the printed budget
estimates for the FY zozzlz3
and BPS ceilings for some
MDAs.

a 1. The BPS should present complete data
on printed budget estimates and for the
FY zozzf z3 and BPS ceilings for some
MDAs

Annex
Table
4a

L

Page 3 of 3



,
t

Prornoting an Equitable
Society

Para Issue

COMMENTS ONTHE 2o2B
MEDIUM.TERM DEBT
STRATEGY

Comments Recommendations
The MTDS should
further provide for
the outlook and the
accompanying costs
and risks on the debt
portfolio should
county governments
borrow in accordance
with futiclezL2.

Para26,
p8

The stock of public and
publicly guaranteed debt
was Ksh. g,r41.g billion as
at December 2022.

The Medium-Term Debt
Strategy (MTDS), however,
does not provide the
absolute values of debt
projections for the
financial year 2o27f z4 and
the medium term.

The zoz3 Budget
Policy Statement
projects the total stock
of public debt to be
Ksh. ro,r33.r billion in
the financial year
zozglz4.If this
projection is reached
within the year, it
means a breach of the
Ksh. to,ooo billion
threshold.

The stock of domestic debt
comprised of Treasury
bills amounting to Ksh.
67r.5 billion, Treasury .6
bonds of Ksh. 3,7Lo.6
billion, and outstanding
pre-agg7 government
debt of IGh. t8.3 billion
as at end December 2022.

The MTDS should
explain the
outstandingprc-Lgg7
government debt of
Ksh. t8.g billion, its
components, whythe
it has not been paid
and what the
government is doing
to repay.

Para 29,
p8

The MTDS to provide
a timeline on when to
anchor the debt limit
to the Gross
Domestic Product
and explain the
transition

Para tt3,
p39

The MTDS has proposed
to Parliament
amendments to the
PFM (National
Government)
Regulations, 2o1S to
replace the current public
debt limit of Ksh. ro
trillion with a debt anchor
hinged on Gross Domestic
Product as a desired levdl
of public debt as a ratio of
GDP.

Further, there is no
explanation on how to
transition from the
absolute value to the
ratio to GDP without
breaching the
threshold of.g5%for
Kenya

t,

The MTDS did not give
a timeline within
which this change will
be made

t,



D

I Itl In'ltlrll l()r Srtt ltl \r (()llrllill)llll\

SUI}MISSIONS I}Y THE INSTTTUTE FOIT SOCIAL ACCOUN'TABILITY (TI$A) ON
TI{B BUDGIIT I'OLICY STATEMIINT AND THE MEDIUM TEITM DBBT

S]'ITATEGY PAPIDR 2023124

22ND FEI}IT,UAI{Y 2023

INTRODUCTION

Pursuant to the call for public participation and subr.nissions by the National 'freasury on 18tl'

January 2023, the following are submissions by The Institute for Social Accountability
(TISA) towards thc draft 2023 Iludget Policy Staternent (BPS) for the MI'EF 202312024 to
2A25D6 budget. The submissions have been updated to respond to thc call for public
participation fbr thc buclget policy paper 2023 sr-rbmittecl to the parliament madc on 15tl'

February 2023. Budget preparation kicks ol'{'as the government rolls out the fourth medium
tc(ms plan for the country. The subrnission is based on the need for prudencc, transparency,
accountability, protection of a devolved system ol'governance and public participation in
managing Kenya's public finance and llscal priorities and policy goals.

TIFA commends the tax measures and policy positions proposed in the BI'}S to shore up

revenLle collection eflbrts by the Kenya Revenue Authority (KRA) to Kshs.3 trillion in the

firrancial year 202312024 and Kshs.4 trillion in the medium term. The improved rt:venlle
pefformance will lower the budget deficit, rcclucing the public debt rcquired to meet the budget
deficit. Acknou4edging the government's nced for friendly fiscal consolidation measures is

also welcorne. Still, it sliould be acoompanicd by dernonstlating how it ir,terrds to irnprove
tlafrsparency and accoLrntability and the measures it will take to cushion the public against the

hatmful effects of fiscal consolidation. Adclitionally lauds the BPS for aclhering to the rule of
law, including the commitrnent to support independence and resourcing of- independent

ingtitulions and officcs and continucd adhercnce to tl-re constitutional budget procedure in
dirliding revenue between the national and county governments.

TISA seeks to provicle gcneral recomr.nendations fbr improvernent of the I]PS around the
folfowing areas:

A. Adlierence to the public participation guidelines to enable effectivc stakeholder
erlgagement as the trudget-nrakirrg process is a matter ol'national importance and create
er nrcchanisrn Ior lecdback to all actors wlio submit proposals.

B. ItespectlortherulcoI'lawanclacomuritmenttotheclcvolveclsysteurol'governrnent.
C. Adoption ol'alternativc revenLle-raising measurcs likc the rvealth tax alludedto by thc

presiclent as a way o1'raising more rcvenue and reducing inequality.r-l
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D. Provision ol'robust Ir'arneworks arouncl the accountability of the proposcd ptrblic-
private partncrships and feasibility asscssment fbl thc proposed irrigation projects to
providc a valtro-lbr-money assessmcnt befbre investing taxpayer's nloney.

Ll. Incrcased social sper-rcling irrvestment towards pro-poor sectors such as health,
agrictrltr"rre, ancl cducation, which have the most eff'ect on the poor atrd vulnerable and

addrcss inequalities.
[r. Enhanced buclget allocation to the Governance, Justice, and Law Organizations

(GJLOs) discr,rssed under the governance proviso in the BPS to cnltance adlterence to
the rule ol'law and protection of the values and resources of the Kenyan people in line
with the constitution of Kenya (201 0)

G. Striking an equitable balance between domestic resource rnobilisation and addressing

the high cost of living fbr all, especially those below the povefty line.
I-1. Prr-rdent debt acquisition, utilization, ancl analysis of tl-re Medium Term Debt Strategy

Paper.

PROPOSED AREAS OF IMPROVIIMENT TO THE I]PS

l. l'ublic P:rrticipation

Public participation allows citizens to get involved in government issues that coucern them,

inCluding the budget-making process, and it ensures that citizens are heard and can actively
participate in decisions that impact their needs. lt is one of the national principles and values

of governancc that allows citizens to get involved in government issues that concern them, pcr

article l0 of the constitution. Additionally, it allows citizens to get involved in government

issues that conoern allows citizens to get involved in govcrnment issues that concern allows

citizctrs to get involved in govemment issues that concern one of the key objectives of
devolution to ensure that powers of self-governance are given to the people to enhance their
participation in tlie exercise of tl-re powers of the state and in nlaking decisiotis afl'ecting them

as stated in Article 174c, Constitution o1'Kenya.

Although the governmcnt, through the treasury, issued a notice inviting members of the public

to submit commcnts to tl're Budget Policy Statement, the notice only provided fbr a meagre

peliocl of fbr,rr working clays seeing as the notice was issued orr 18tl' .lanuary 2023 witli the

subrnissions expccted by 24rt'.lanuary 2023.l'he same treud appears to herve recurred with a

short notice issuecl by Senate on 18tl' February, with sr-rbmission deadline capped at 22"d

Fefruary 2023. Tlie principles of public participation state that thcre should be provision of
tintely and relevant inltlrrnation and that the inlbrrnation should bc accessible to all members

of the public so that thcy are a\ /are ancl can engage iri decisions that affect them. Thc BPS is a

critical yet comltlex docurnent w.l-rose participation would require adequate time to engage most

pe6plc in thc langr.rage they understand. The principles also state that it should be a two-way

process with l-ceclback given to citizens on decisions, actiotrs taken, aud results achievcd by the

county government. Currently, the notice provided tnay lock out some citizens fi'om sharing

subntissions given that the br,rclget policy statetncut is technical aucl may recluire more timc lbr
msntbers o1'the publio to internalize anc'l provide comntettts and proposals to in{brnrthe linal

budget 2023124.In adclition, citizens rarely get l'eedback on thc uumber o1'ac'loptcd proposals
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arld justification for rrot adopting other proposals, as there is no feedback mechanisnr betwcen
thf Nalional Treasury and citizcns.

Proposals

The short notice violates the meaningfr-rl public participation rcquirement by the constitution

- end a means of achieving a tokenistic approach to public patticipation. We propose that

\611\ Pa'liament ciemands li'orn national trcasury issuance of propcr notice fbr memoranda towarc'ls

n4o ) issues of high public intcrest, likc the budget-making proccss, whiclr determines priorities 1br

I V(*'.btrdgetaly allocations. 'fhe short noticc given for proposal consolidation ancl submission fi'om

XP^ c ( the publio needs to be longer, given the sensitivity and severity of the issue and the social
N" \"n cohtract considered. National Tretrsury should issue enougli notice of at least two weeks to

T *' 
allow fbr consultation among stakeholders to givc meaningf,ul subrnissions.

C** 2. Pending llills

Pending bills and delayed payments ilre now a critical problern in all government tenders.

Research indicates that procurement entities should be more careful with thc guidelines of the

Puhlic Procurcment ancl Asset Disposal regulations on the need to pay fbr the supply of goods

and services after thirty days. Curlently, most counties do not prioritize the payment of- debt,

urilike the case of the national government, which perfornrs better. This is largely a political
isstre that requires political accountability to resolve. The exchequer releases most of thc timc
are in'egular and make it difficult {br county governments to meet their obligations.
Comparatively, the National Government entities are prioritized in exchequer relcases and

would prioritize their ptryn-rents. The county go\/ernments arc adversely affected because of
late disburscments of flnancing. At times the National freasury is not ablc to raise enougl.t

money to pay Ibr work done because the paymenls are only budgeted for after the completion

of work

The budget policy staternent notes the pending bills as one of the bottler-recks confronting the

Kenyan ecorlorlly and oven proposes lneasures to address pending bills. These inclr-rde a

Ci{cular No212022 dalcd 24th Merrch 2022, issued by the National 'lreasury inforrning all
Gcivernors and County Iixecutive Committee Mernbers (CIrCN4s) for [rinance to urgently

ensure outstanding pending bills are paid as soorl Lls possible to comply with the PFM act and,

rn(st importantly, avoid disrLrpting the operations and other financial obligations o{'thc coLlnty

gol.r,l.n"rrt due to stoppage of montllly clisbtrrsements. Despite these measures, colurty
governnlents continue to report rrany pending bills that still need to be paid, negativcly

impar:ting thc business community arrd the econorny. They also affeot people who engagc in

bu$iness with the government. ln palticular, they have dealt a blow to thc effectiveness o1'

Aocess to Covernment Procurernent Opportr"urities (AGPO) which seeks to fbster thc inclusion

o1'prarginalizcd groups like wonlen, l,outh and pcrsons with disability by delaying payment

heilcc keeping most of them in debt and not able to laise rrorley to continue engaging in

blr$iness. This has pushcd these marginalized deepcr into povcrty and debt.

I'c$cling bills are a liability to courrtics ancl weerkcn gencral county econornic activitics since

suf,plicrs neecl to be paicl to managc cla5,-to-day opclations. A re port by the Controller oil)udget
(C6ff ) inclicates that by 21 st l)ecentbcr 2022, Counties had scttled \kh. 22.9 billion (47 .6Yo t>l'

thc eligible pcnding bills). leaving an outstancling balancc ol'Kshs.25.1 billion ancl atotal ol'
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Ks[. 1.8 billion o1' the ineligible pendirrg bills had been paid by the County Govct'ntrtct.tts

sintultancously, lcaving a balzrnce o1'l(sh. 106.2 billion. To this crtd, the President in .ltrnc 201 9

directccl tliat cor.rnly govenlments clcar existing pending bills that hacl been apptovecl Ibr
paymcnt, reiteratecl by the National 'l'rcasury. Still, the levcl ol'compliance courld bc higlier in

most cor-rnties. 'l'l-rc rccent directive is tliat Cor"rnties should treat pcnding bill as a llrst charge

on the County Revenue Fr.rnd and last-track its clearancc.

Allliough there arc cornmitments to ensuring pencling bills are prioritized in the budgct policy

statenrent 2023/24, implementation of the previous comtnitments to settle pending bills as a

priority often has yet to be seen given the year in year or.rt pending bills accuntttlaliot-t. As

explained by counties, the problem is often linked to delayed disbursements by the treasury.

THs inevitably incrcases the cost of business with the governmcnt, whcre suppliers cluote a

hilh price to cover the inordinate delay.

Proposul

In ensuring pending bills are cleared, the National Government should increase allocations for
County (iovernments to clear pending bills and peg future disburscment to counties lmsed ou

evitdence of paid-up pending bills as outlined in the County Covernntent Paymeut Plans, which

corlnties are to submit to the National Treasury and the Contloller of Budget.

According to Section 94 (1) (a) of the PI]M AcI,2072, failure to make any payments as and

when duc by a State organ or a public entity rlay indicate a serious Inaterial breach or a
persistent material breach of measurcs established under the Act. In this context, Articlc 225

of the Constitution, together with Section 96 of the PFM Act, gives the Cabinet Secrctary

reryonsible lbr F-inance powers to stop the transfer of funds to the concerned State orgatr.

HcJwever, the same may not be viable to tlie oyclical naturc of the problem. We proposc that

tho public finance actors commit to irnplementing the reforms made by the public I'tnance

mdnagement reform secretariat and ensure efficiency in all stages of public finance fi'our

pldnning to implementing and discharging liability. We also recourmend that a mechatrism for
holcling all actors who breach their liabilities when it comes to pending bills is developecl lbr

1a{ional government and county go\/ernn'Ients bills to deter thc accumulation of pendirlg bills.

3. Own Source of Rcvcnue

Uqder Devolution, thc BI'}S outlines the need to increase County Governments' own sourcc

reverlue. A report o1'the County Governments by the Cournrissiotr ou l{evenue Allocation on

Comprehensive Own Source Revenuc l)otential arrd'l-ax Gap publislied in lune2022 cstimates

the revenue potcnlial of all47 County (iovertrntents at Ksh. 215.6 billion against the current

owp sollrce revenue collcctions ol'Kshs 35.9 billion in FY 2021122. To irnprove thcir OSR

(Own Source I{ever-rue) collections, the report recommcuds ac'lopting atttomatic atid cashlcss

payment systcms and streantlirring taxation and I'ees structttre by thc Coulrty Goverultrcnts. In

aclditior-r, thc report t'ecommencls strengthcning collaboration trnd data sharing bctr,veetl

difljorent olganizatiorrs and clepartments within and outsicle thc County (iovernnlcllts to crlablc

the Cor-ntics to monitur their revenlle basc, cvaluzrte thcir revenlte-raising activities, attcl aclopt

an cvidcnce-based approach to OSIt policy clccisiotl-tlaking.
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In thc wakc o1'the currcnt liscal lanclsc:ape, thcrc is a neecl 1'or c:lJ-cctive anc'l cfhcicnt dotnestic

revcnLre n-robilizzrtion. Witlr tax bcing thc nrain source o['governrt-rcnt rcvcnue, it is lar-rdablc

that the govcrnrnent has pirt in an array of tax measures ancl policy positions in abidto shorc

Llp lc\/enlle collcction eI'lbrts by the Kcnya I{evenuc Autlrority to l(shs.3 trillion in the financial
year 202312024 ancl Kslrs.4 trillion in thc mcclium terrn.

Initl-re recerrt past, the measures put in place have been regressive and punitivc, espccially to

orflinary citizerrs, as they irave mostly targeted consumption taxes suclr as VAT that apply

urdfonnly across the board. Consumers continue to ciecry the high cost o1'living as a result of
tlie high cost of basic cornnrodities wliioh is directly linked to the high cost of production due

to lthe high LPG ancl energl, costs.

We take note ol'that thc proposals made in the clrali BPS are progressive as they iuvolve
bolstering cf{iciency in revcnue collection by reducing taxation gaps as we ll as growing thc tax

basc, targeting thc inlbrmal sector. Most ol'the proposals align r,vith the recommendations ol
tlreiri1Lr,-,: itr-rijr,1,',1:litlrlrclcasedin2022byOxlantancl I'axJr.rsticeNetworkAll'ica('l.fNA).

Propos:rl

Thelc is a need Ibr the go\/et'ulnent to review and reduce VAT of l,PG and Energy products

thpt have a direct el1'cct on the cost o1'procluction in orcler to bring down tlie overall cost ol'
living.

Uncler own soltrce reverllic, there is the need to clarify the assignment of revenue-raisiug
pqwcrs between the two levels of Government and an'rollg Counties: County Governments are

entrusted rvith Ilscal powers to raise revenue to finance their functions, but there are overlaps

a4d duplications between thc two levels of Governtnent. Disputes have arisen between the trvo
leivels of Governrnent and among the Counties regarding wlio should collect certain types of
revenue (e.g., fbr outcloor advertising and cess) and how revenLre should be shared, wherc a
re /el1ue base sits between tu,o or more Counties.

Also, therc is a need Ibr a proper legal fiamework, policies, ar-rd gr-ridelirles on own-sourcc
rerveltue and the operationalization of the County Revenue Bills to guicle this process. Irinally,
cdunty govenlments shoulcl prioritize identilying opportunities 1'ol optimizing Counties' owu
source revenue and examining possibilities of increasing efficienoy througli a resource audit
that will infbrnt the expansion o1'the base lbr the imposition of assigneci taxes, l'ees, and

clf arges.

5. ['rotection of l)cvolution

[)ivision ol'l{cvcnue, which erlsures division revenLle rzriscd by the r-rationalgovenlment atnong
t{e rrational ancl courrty levcls of govemnrent in accordance with the Constitution has becn wcll
c{ptured in thc l}l'S. Despitc devolution beirrg a key aspcct o1'servicc delir,'ery in Kettya, thc

allocations to county govenrn'rerlt have bcen declining. I'he provisiorrs stancl at 24.5 percent o1'

tllc Iast ar.rdited accounts (1573.42 billion 1br FY2019/20) which is ot.t the lowcr side.

l'l}c Cor"rnty govenlrltcnts have also in the recent past complained about clisburse ment delays
ahd callccl on the national govcnrmcrlt to put in placc nrechanisnrs tliat r,vill cnsurc sr.vili
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disburser.ncnt of liurcls to the devolved units. Wc .join these calls in urging that I)arliament
strpports counties in timely disbursenrent, which has previously afl'ectcd county operations.

Oq the aLrdited accounts to be uscd as the basis 1'or tlie FY 2023124 clivisiou of revcnue
alldcation thc Ill'}S uscs the accolmts of IrY 2019120 as the basis. 'Ihe question of whcther
auditecl acoounts olclcr than two financial ycars could be uscd to detcrmine tlie revenue
all$cation still stands. The Court held that considerir-rg the 9-morith audit timeline in Articles
22p(4) and (8), "the most recent audited accounts of revenue received as approved by the
Nartional Assembly' must be the audited accounts lbr the preceding yeAr".

'fhe Ill'S cornurits to operatiorializing the Equalization Fund, r.r&icl-r was Ilrst operationalized
using guidelines on its administration publishecl in ga'zetle notice No. 171 1 o1'13th March 2015.
However, the High Court nrling on petition No. 2721201 6 on 5th Novembcr 201 9 quashed the
guidelines. This, in cffect, disbanded the Equalization Iruncl Advisory Iloard (EFAB) and

stopped any fr.rrther expenditures frorn the Equalization Fund.

The IIPS proposes to focus on the agricultr,rral, MSMES and health sectors as areas of focus
for the current governrrrent and the sarne is evidenced in the BPS. We takc note that health and

agficr-rlturre are primarily devolved functions which would bc implementecl best by county
goivernments.

Proposal

On the division of rcvenue, there is need to progressively increase thc percentage of the
allocatiorr made to the counties. The allocation to tl-re counties should be at least 30 percent of
the audited accounts sct aside lbr revenue allocation to countics. This will rcflect the increased
growth in demand for services at that level of govenlarlce. Allocation of nrore resources to the
counties should be addressed so as to maintain the gains already made thlough devolution 01'

public services. Revenue projections should be lealistic since the ambitious nature of National
Trcasury's revelluc projcctions negatively affect l'evenue sharing between 1he national and

county governments. Tlie Commission or1 I{evenue Allocatiorr (CRA) for instance
recommended that bascd on a revenue projection of Ksh. 2,142 billion for the llnancial year

2022123, the national governrnent be allocated Ksh. 1,765.2 billion, county government Ksh.
370 billion and Equalisation F'und Ksh. 6.8 billion. The Commission lirrther recommcnds that
tlre projectcd revenue increase of Ksh.366.4 billion above the llnancial year 2021122 estimate
of Ksh. 1,775.6 billion if realised, be used to reduce the national governmcnt's fiscal dcficit as

a nratter ol'national interest.

The auditcd accounts Ibl FY2020l2l approved by the Parliamcnt shor"rld be uscd as a basis for
tW 2023124 IrY revenue divisiorr. 'l'hese are yet to be approved by parliament and it is

ir{rperativc that parliament works to improve this and cnsure that we cornply in adhering to this
I{al recluirement.

I'fterc is also need lbr legislatii,e clarity on explicit tinielines lor the approval of the Division
of R.r",-,r.," Bill ancl County Allocation of Revenuc Bill as they have been tabled in Parliamcnt
to adclrcss clelays irr rclease of lunds to countics

Qn tlie l-iciualization lruncl. tliere is thc need to cxpedite the opcrationalisation ol'the funcl as 1l-re

Bloard hers been propcrly constitul.ccl to enablc thc nrarginaliscd countics to reap the benclits
enshrinccl in the constitr"rtiou. T'he implementation nrust, however cnsLlrc that roles by thc board
Iifr clcvolvcd lirnctions arc clellnecl and clo not cncroach orr the lole o1'the county goverrrmcnts.



N
o
oo
ro
o-

We also call on thc Serrate to cleatc a rncr:hanism to ensure the intcnc-lecl inclusion o('thc
marginalised groups is attained. In addition, the National Goverrllent necds to create

ar.{,arcness of thc adrninistration of the luncl and ensure the participation of tire marginalisccl
cdr-nmur-rities in thc identil.rcatior-r, implcnrcntation, nronitoring and evaluation o1'thc pro.jects

to;be implcmcntod through the hurcl. We hope that llie implementation can help with lessons

od how best to ensLlre tlie participation o1'the people, including tlie most vulnerable ancl

mhrginalised in government pl'ocesses cvcn after the equalisation fund is wouncl Lrp by the

s{nset clause o1'20 years.

On devolved functions, we note the steps proposed to carrcel the contract to lcase rnedicnl
e(uiprnent, which was conducted against the principles of publio finance and devolution ol'
power. We urge tl-rat the senate takes measures to guard against the agriculturc and health
sef,tors which are largely devolved. The distribution of agrictrltural inputs like fcrtilizer seenl

tolbe residing with the

6. Dcbt Stratcgy

TISA takes note of the ploposals made by the National Treasury to improve Kenya's debt

status. We notc thal the strategy rnakes proposals for: rcducing thc overall fiscal dellcit;
increasing the national export capacity; strengthening the capacity fbr domestic ancl

conccssional borrowing; and establishing thc sinking fund, among others. 'l'hese proposals arc

in line with a'flSA report released in2022 titled, "Trflnsporency utd Accountability in Public
Debt Managenrcnt: Afocus on l(enya's Past Eurohonds. The report is available l1uc.

Transparency & Accountability in Sovereign Bonds

The M'l-DSP (Mediurn'ferrn Debt Strategy I'}aper) needs to include important conrrnitments b1,

thc National 'l'reasury on Transparency and accountability in sovereign bonds that will be

lloated in the rnedium term. We take note tliat Eurobond issuance has beeu a significant
component of Kcnya's national debt, with about four (4) Eurobonds so far issued bctween 2014
and 2021. However, there have been concerns with tlie manner in which the Kenyarr
governrnent has handlecl these sovcreign bonds, including linrited iuformation available that
ildicates that the f-unds wcre used to finance budget dellcit, repay uraturing loans, and finance
irlfrastructure pro.iects that don't have any imrlediate returns. Considering the matutity profrle
of Eurobonds, which is relatively short, it is clear that the manner in rvhich the Ilurobond
procceds have bcen used in Kenya uleans that the debt cannot repay itself horce may be

tunsustainable in the long tetrn.

Due to the short nraturity profile of lrurobonds, Kenya will be faced with a concentration ol'
r.4atrrring Eurobond obligations between 2024 and2O28t, which the MI'DSP ttotes, but fails to
piovide detailed commitments on 1hc mitigation risks that this will have on public scrvice
deiivery. Cou;rled with this, is the obsen,ation (section 36), that the average time to maturitl'
ol'debt reduced to 8.8 years compared 1o 9 ycars in202l.

Given the currcnt high clebt levels, enhancement o1'clebt transparerlcy and accountability
irritiatives in line rvith tlic constitr-rtion in Article 201 is paramount. lrt linc u,ith this, thc

Nationzrl Treasury ought to ensure that thc pr,rblic debt register is availerl to Parliament rvith
full clLrantillcatiorr of I(cnya's l)r-rblic clebt stock as clcflned unrlcr Artiolc 214, which includcs
clebt disbursecl artcl dcbt conruritments alreacly enterccl.

I
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Analysis on Key Scctions rvithin the MTI)SI'

Section 40 - About 49Yo of Kenya's public debt is held in fbrcign currcncics, which exposes

the economy to high lbreign exchange rate volatility risks. Major currencies irrclude the IJS

clollar at 68.1%0, I3uro at 19.8%o, Clrincse Yuan at 5.4%.'l'he Natiorral 'l'reasut'y could
considcr pulsuing aggressive debt restructuring efforts both in the short ancl medium term

to alleviate thc ongoing interest rate hikc on thc clollar cspeciaily'.

2. Section 43 - Kenya's I)ebt Carrying Capacity (l)CC) was downgraded frorr Strong in 2019

to Medium in2022, ar.rd Kenya is rankcd as being in risk ol'debt distrcss. t.inked to the

IIPS, concrete cflbrts to enhance Kenya's exports need to be seen, which are lacking in the

IIPS. tnstead, the policy alludes in Section 51that Kenya's public dcbt is at sustainable

levels, rvhich is not accurate.

3. Section 48 - The National Treasurv cornmits to rraintain debt at sustainable levels through
minirnizing non-priority expenditures, yet the lludget Policy Statement has liad a rnarginal
reduction in the fiscal deficitto 5.7yo o1'GDP down from6.20/oin2022. Additionally, the

MTDS ruakes no mention of debt restructuring cfforts fbcused on current expensive loatts,

whose llscal risk is high.

4. Section 7l - The National Treasury has listed plans to float a syndicated loau domestically.
We urge that this plocess follows the tlansparency and accountability urechanisms spelt

out in the constitution, as well the PFM Act, which havc previously been disregarded.

Section 77 - The National 'I'reasury does not appear to give a dcliberate cotnmittnent to

have green and bluc bonds as part of dcvelopment llnancing going forward, yet

comntitr-nents have previously been made on the needed leal'forestation, as part of climate
change mitigation. 1'hc green bond market ofl'crs market offers opportunities for national

and subnatiorral government to invest in climatc change related projects, wliile contribr.rting

towards climalc resilience and sustainable development.

Section I 13 - TISA welcomes the move by the National Treasury to replace the current

debt ceiling with a debt anchor hinged on Gross Domestic Product as a clesired level of
public debt as a ratio o1'GDP, as this allows fol morc flexibility on tlte periodic impact of
unforescen shocks on debt ancl GDP.

7. Section l14 - We cqLrally welcorre the r.nove by the National freersury to develop
gr.ridelines for the operationalization o{'a sinking funcl in confbnnity with l{cgulation 20(r(l)
of PIrM (National (iovernmcnt) I{egulatiot'rs ol' 2015. The sinking funcl rvill help stcm

default in tintcs ol'economic clistress, such as the ongoing global financial crisis, as rvell as

the ctrrrcnt drought fircing most Kcnyan counties. l'hc distress tencis to a['l'cct most ol'the
devolvecl flnctions anci services. As tliis is dcvelopccl, it rnust eutrcnch thc principles oI

dcvolvcd govcrnnleni.
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1.0 INTRODUCTION

lnstitute of Certified Public Accountants of Kenya (ICPAK) is a statutory body of accountants with the mandate to develop and
regulate accountancy profession in Kenya. The lnstitute is further mandated under Sec 8 of the Accountants' Act of 2008 to advise
the Cabinet Secretary for Finance on matters relating to governance and accountability in all sectors of the economy. The lnstitute is
dedicated to enhancing its contribution and that of its members to the national economic aroMh and development agenda. lt has
been instrumental in making contributions that shape the public financial management in Kenya. This submission is therefore in
tandem with the lnstitute's overarching advisory mandate in the realms of financial management.

The FY 2023124 budget will be implemented in a new regime and against the backdrop of sustained economic recovery from Covid
19 and other existent shocks within the micro and macroeconomic environment. Indeed, the current state of affairs has been
occasioned by the ongoing Russia-Ukraine conflict- disruption on global supply chain likely to affect incomes from exporters, higher-
than expected inflation worldwide triggered by higher global oil and food prices; climate change that has produced a severe crisis-
food insecurity, poverty, inequality and socio-conflicts; limited access to foreign finance; global tightening of monetary policy and
uncertainty on dissipation of COVID-'19 if the recent upsurge in China is anything to go by.

These projections are attributed to elevated commodity prices as activity continues to rebound in the region's main trading partners
(China, the Euro area, and the United States), albeit at a slower pace than last year. The outlook is also predicated on a gradual
recovery in tourism. However, these projections could be hindered by higher food prices, supply disruptions and extreme weather
conditions as well as constraints on financing and pressures to improve debt sustainability,

The main goal of the government iio revitalize performance in all economic ."itor. in order to foster growth, employment ieation,
poverty reduction and ultimately improve livelihood of the economically disadvantaged group. Although Kenya's economy has in the
past remained resilient, could lead to loss of the gains that have been accumulated over the past years.

The lnstitute has reviewed the Draft Budget Policy Statement 2023 and has developed the following set of submissions for National
Treasury's consideration.

ICPAK SUBMISSION ON BPS 2023 L
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2.0 SUMMARY OF ICPAK SUBMISSION ON BPS 2023

S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

Budget for FY
2023124 and
the Medium-
Term

1

2.

ln the FY 2023124, the Government projects that the total Government
expenditure will amount to about Ksh. 3.64 trillion while total revenue will
be approximately Ksh. 2.89 trillion leaving a fiscal gap of about Ksh. 695
billion. The lnstitute is concerned that:
. This fiscal gap is likely to increase the current public debt because it

would require debt financing to actualize the budget.
. The Government has in the past prepared supplementary budgets

which have increased expenditures and reduced revenues. The
implication is compromised services being delivered or increased
borrowing, or both.

Paragraph 9
and 10:
Agricultural
Transformation
and lnclusive
Growth

Over the medium term, the Government will develop policy, legal and
institutional reforms to provide an enabling environment for agricultural
productivity. However, this section is not all inclusive to deal with the
perennial challenge of food insecurity.

ICPAK RECOMMENDATIONS

1. Ensure adherence to fiscal responsibility
principles on planning and budgeting.

2. Supplementary budgets should only be
prepared and approved within the precincts of
the Public Finance Management Act and
Regulations which are: in case of;

a. Unforeseen and unavoidable, in
circumstances where no budget
provision was made; or

b. Unavoidable, in circumstances
where there js an existing
budgetary provision which,
however, is inadequate.

This will ensure quality delivery of services,
maintain public debt within sustainable level and
align with Constitutional and PFM Act
requirement of ensuring public participation is
observed in ublic finance man ment
ln addition to the proposed policy interventions,
the Government should prioritize and implement
the following in the Agricultural sector.
1. To incentivize the sector and make the

practice of agriculture more lucrative, there is
need to explore the option of commodity
exchange which will ensure symmetric
access of price information to all agriculture
value-chain players and reduce the costly
market intervention.

ICPAK SUBMISSION ON THE BPS 2023
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S/NO KEY BUDGET
!MPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOMMENDATIONS

sectors that contribute to food security such
as Agriculture and manufacturing. Exchequer
releases should be within the prescribed
timeline to facilitate implementation of
development programs. Agriculture should be
at least 10% o'f the total National Budget as
per Maputo Declaration.

3. Build and improve rural infrastructure to open
space for movement of goods and services.
Also, revisiting policies on Trade Agreements
to boost export of some agricultural products
will boost direct foreign investment.

4. lmprove access to financial services and
credit in agriculture and rural development
and reduce taxes on agriculture that might
impede the growth of the agriculture sector.

5. Encourage growth of agribusiness and
improve regulatory sgrvices to ensure quality
inputs and products and conducive
environment for small business holders.

6. lnvest in locally More Agricultural research
institutions.

7. Enhance Practice
Harvesting.

of large-scale Water

8. Tax highly lmported Agricultural products,
which can be available locally. Such as
maize, beans, eggs, fish, potatoes, tea,
coffee and sugar.

9. Government should establish Agricultural

ICPAK SUBMISSION ON THE BPS 2023

insurance throu collaboration with willin
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S/NO KEY BUDGET DISCUSSION & ISSUE OF CONCERN
IIUTE,l.I,A I IYED

3 Banking Sector Consider the following reforms in the Banking industry

!CPAK RECOMMENDATIONS

Stakeholders to mitigate and protect farmers
from Natural and Economical Risks. i.e.
Drou floods fire inflation etc

1. New Technologies Adoption : Enable Kenya
to retain and accelerate its status as a
financial and tech hub. lt is an important
policy direction and tax/nontax incentives is
essential to encourage rapid adoption of the
4th INDUSTRIAL REVOLUTION
(4lR) TECHNOLOGIES to diversify beyond
mobile money computing Kenya is renowned
for globally. *

2. New Business Model Adoption: Regulatory
reforms and budgetary policy alignments are
critical to enable banking and financial
services institutions adoption of advanced
DIGITAL PLATFORM BUSINESS MODELS
key to positioning Kenya's financial sector
globally.

3. Key Anchor lnstitutions Reforms For Digital
Financial Seryices (Kenya's Silicon Savannah
lnnovation Hub & lnternational Financial
Centre). Acceleration of full roll out of the
Konza Technopolis, Nairobi lnternational
Financial Centre Authority (NIFCTA) core
mandates and competencies

4. Export Of Banking and Financial Service:
Deliberate efforts for promotion/facilitation of
exports of banking and financial services to
Sub-Sahara Africa e.9., Ethiopia via

ICPAK SUBMISSION ON THE BPS 2023

vernment-t overnment G2G
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN ICPAK RECOMMENDATIONS

engagements for entry of Kenyan banks and
insurance companies into ETHIOPIA and vice
versa.

5. Credit Reference Bureau: Reforms to deepen
private sector credit % of GDP by deepening
the level of CRB (Credit Reference Bureau)
coverage to the level of South Africa,
Malaysia etc. is key to enhance access to
finance for households and MSMES.
Widening the net to include more sectors of
the economy (Saccos; Telco's, Water Utilities,
Electricity utilities, Real Estate rentals etc)
provision of CRBs data will reduce
information asymmetries (adverse selection
and moral hazard) to spur growth of credit to
MSMEs and households.

ICPAK SUBMISSION ON THE BPS 2023 5
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DISCUSSION & ISSUE OF CONCERNS/NO KEY BUDGET

rtrtrEr\r{!tYEa,
a6 Paragraph 10-

't 3:
Transforming
the Micro,
Small and
Medium
Enterprise
(MSME)
Economy

Micro, Small and Medium Enterprises popularly known as MSMEs are
engines of growth, vital to most economies and have been recognized
by multilateral organizations, development agencies and governments
across the world as a key enabler of economic growth and
development.
A Survey by KNBS on MSME indicates that approximately 400,000
micro, small and medium enterprises do not celebrate their second
birthday. ln addition, the pilot training by ICPAK for Laikipia County
Government gave a glimpse of the challenges MSMEs face including
but not limited to:

a) Capacity gaps in managerial training: small and medium
enterprises establish managerial strategies through trial-and-
error mechanism. ;

b) Low financial literacy levels among MSMEs on areas such as
basic record-keeping, cash management, managing customer
and supplier payments, tax, insurance and other regulatory
requirements impedes their success.

c) Rapid technology changes: Technology change poses a big
challenge to the growth of small and medium enterprises. Most
of these enterprises are not able to adopt new technology due to
its high initial and installation costs.

d) New laws and regulations: Every day, the government and other
stakeholders continue to introduce new regulations for industries
and enterprises in Kenya.

It is therefore important that MSMEs are supported for sustainability and
growth

ICPAK RECOMMENDATIONS

Consider the following proposals:
1. Need Predictable Tax Regime for MSMEs

through an overarching tax policy: Reform
the tax policy to help in the formalization
of the informal sector for sustained
revenue collection. This can be achieved
through:

- harmonization of taxes- reduce
multiplicity of taxes both at National
and subnational levels

- Tax education for taxpayers to
understand why they pay

; - simplification of taxes- for instapce,
uptake of turnover tax still low

- Link taxation to elector's cards-
integrate the registration systems -
taxation, identification and election.

2. Continuous Taxpayer engagement: There's
need to engage SMEs and create a dedicated
channel of communication to support tax
compliance. KRA should consider
establishing a dedicated desk for purposes of
handling SME-related concerns, challenges
and queries.

3. Make it easier to pay taxes. Enhance iTax
system to optimize tax collections while
minimizing the burden on taxpayers to comply
with tax laws.

4. Efforts to improve formality should be
based on corresponding investments in
value creation for MSEs such as the

a

ICPAK SUBMISSION ON THE BPS 2023
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF GONCERN !CPAK RECOMMENDATIONS

areas, provision of funding.
5. Alternative forms of collateral. Need for

collaborative efforts between financial market
participants and Government agencies
towards the identification, deployment and
maintenance of appropriate technologies that
will promote the eligibility of a wider range of
assets as loan collateral e.g social security
contributions.

6. Digital portal. Create a simplified and
responsive digital portal that enables MSME
owners to access market information that will
enhance their growth. This will be especially
useful in light of the AfCFTA agreement.

7. Reorganizing not criminalizing Hawkers
through introduction of Hawkers identification
cards and tax compliance certificate to
enhance5mooth operations. This will help to
deal away with criminal activities in the
hawking sector and enhance government to
collect tax easily

8. Partner with Professional Bodies such as
ICPAK to capacity build and suppoft in
financial Iiteracy initiatives.

ICPAK SUBMISSION ON THE BPS 2023 7
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S/NO KEY BUDGET

IMPFRATIVFS
DISCUSSION & ISSUE OF CONCERN

9. Healthcare Key concerns

Paragraph 16-
19

According to the Ministry of Health (MoH Kenya) (20'19), only 11o/o of
Kenyans are covered by the NHIF insurance program leaving most of
the population (89%) without the government-subsidized health plan.
With over 70o/o of the Kenyan workforce working in the informal
sector, most of them are either not eligible or cannot be able to afford
the premiums set by the government to maintain health insurance
provision.

Financing management of communicable and non-communicable
diseases such as Malaria, TB, and HIV/AIDS in Kenya is largely
dependent on donor funds from international organizations, non-
governmental entities, and contributbns from other countries. This
has led to under-investment of the health sector, weakening health
systems and structures, and raising concern as to whether the public
health infrastructure can withstand a potential overburden in the wake
of the COVID-19 pandemic with the majority of Kenyans facing
uncertainty due to lack of health coverage.

Kenya's budgetary allocation to health has averagely stood al 9o/o

despite signing the Abuja declaration, which requires signatories to
allocate 15% budgetary allocation for health. Most of this is absorbed
as recurrent expenditure leaving little room for the development of
health facilities and the acquisition of medicine and equipment

ICPAK RECOMMENDATIONS

1. Ensuring that at least 70o/o of NHIF
disbursements go to public health
institutions and service providers; with
30% going to the private sector. This will
help build capacity of public health
institutions as opposed to utilizing public
funds to support private entities.
According to the Health Financing
Reforms Expert Panel (HEFREP) Report,
private hospitals received KES 22 billion
from NHIF while government and mission
hospitals received KES 7 Billion and KES
Spillion respectively out of the KES 37.7
billion expenditure in FY 2018119. This
implies that government health facilities
received only 18.6% allocation of NHIF
disbursement in that year.

2. There is need to increase the health
budgetary allocation to the recommended
15% of the total annual budget as
recommended by the AU under the
auspices of Abuja declaration. This will go
a long way in increasing recruitment and
welfare of health personnel to enable
efficiency in the health sector. lt will also
solve the problem of periodic strikes and
brain drain that has become a new normal
in the health sector by ensuring health
workers are well paid, offered proper
protective gear that they need to work in a
safe environment.

ICPAK SUBMISSION ON THE BPS 2023
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

10. Electricity

Paragraph 28

Electricity is a vital economic and social good critical for production of
consumer goods and provision of essential services such as health and
security. The increasing cost of energy may hamper realization of some of
the government's groMh priorities including manufacturing.

!CPAK RECOMMENDATIONS

of funds and resources that are allocated
in the health sector. The perpetrators of
mismanagement of healthcare provision
funds should be brought to book and such
funds recovered.

4. lnvest in Medical Research. Counties
should support medical research such as
Cancer research and studies in NCDs.

5. The Government should invest in
established KEMRI county units in all
counties to help in combating any tropical
Disease Outbreaks. This will enable to
control/contain any outbreak that may
spread easily to other counties hence
affects the economy stability.

6. Offer tax relief on Medical facilities and
inputs- To allow medical health facilities to
!e available to avoid people traveling
overseas for treatment. For instance,
collaborating with lndia to establish
Cancer Centre/Hospital in Kenya, given
that over 10,000 Kenyans travel annually
to lndia for specialized treatment.

By end o'f 2021, the government had embarked
on a pathway for reduction of the cost of
electricity by 30%.

1 Therefore, the government should
consider reducing the cost of electricity to
spur the manufacturing sector and other

SUBMISSION ON THE BPS 2023
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S/NO DISGUSSION & ISSUE OF CONCERN

11. Governance

Paragraph 57

The Judiciary notes as one of its achievements that 34 judges of the
COA, ELRC and ELC were appointed in the FY 2021122. This increased
the numbers to 173 judges against an approved establishment of 347
judges.

According to the European Judicial systems The European Commission
for the Efficiency of Justice (CEPEJ) Evaluation Report - 2020, Europe
had an average of 21.4 professional judges per 100,000 inhabitants
implying one judge serving a population of about 5,000 inhabitants With
a population of 48M Kenyans, ln Kenya, if one judge would serve 100,000
inhabitants, we will require an establishment of 480 Judges for enhanced
access to justice.

ThfUSA and lndia have an average of 21 judpes per 1,OOO,OOO people
indicating service of 48,000 citizens per judge; in Germany, one judge
serves about 4,000 citizens. Case clearance rate of 72% in Kenya and
the attendant backlogs indicate a strained judiciary.

ln the period between FY 2O19l2O - 2022123, the Judiciary has been
receiving less than 'l% ol the total budget, with the other two arms
(Executive and Parliament) receiving the larger share. ln addition, this
proportion has been declining.

This has resulted in resource constraints in the Judiciary operations.

2022t23 33 0.57o/o

FY Total National (Judiciaryffota
Budget (Ksh

0.0189

in trillion)
llYo

Judiciary
Budget
(Ksh in
trillion)

ICPAK RECOMMENDATIONS

To ensure financial autonomy for the Judiciary as
envisaged in the Constitution and sufficient
Judicial officers to administer justice, consider.

1. revising the establishment to 480 Judges
to enhance access to justice and prompt
delivery of cases.

2. Upscale budget allocation to the Judiciary
to support the operationalization of the
Judiciary Fund. The government should
allocate at least 1.5o/o to 2.5o/o of the total
budget to the Judiciary.

ICPAK SUBMISSION ON THE BPS 2023

KEY BUDGET
IMPERATIVES
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF GONCERN

Allocation to Judiciary:

The lnstitute notes that the Allocation for Parliament has increased by
Kshs 12,337 million from Kshs 37,883 in FY2021122 lo Kshs50,220 in
2022123 while the Allocation for Judiciary has only increased by Kshs 380
Million from Kshs 17,918 Million inFY2021l22 to Kshs 18,297 Million in
2022t23

Source: Division of Revenue Bil,2022

According to the State of the Judiciary and PMMU reports, the Judiciary is

operating at about 60% of its optimal staffing levels. ln addition to this, it
faces crippling financial challenges that seriously curtail its ability to invest
in the infrastructure and activities that will enhance its efficiency and
expedite the delivery of justice.

2021t22 3.1

2020t21 2.8

2019t20 2.6

FY2018t19 FY2021t22FY2019120 FY2020t21

Parliament 34,490

Judiciary 13,458

0.0185 0 60%

0.0171 0.610/o

0.0169 0.65%

Source. BPS

Body

36,240 36,222 37,883

14,437 17,91814,150

12 Pending bills
Paragraph 146-
149

A report by the Controller of Budget (CoB) indicates that by 21st
December 2022, Counties had settled Ksh. 22.9 billion (47.6%o of the
ellgible pending bills)

ICPAK RECOMMENDATIONS

1. The National Treasury should consider
to cash

SUBMISSION ON THE BPS 2023

.)
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o
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S/NO

IMPtrPATIVtrq
KEY BUDGET DISCUSSION & ISSUE OF CONCERN

13. Paragraph 87
Private Sector
Credit

Adequate credit to the private sector plays an important role in economic
growth by ensuring that there is efficient allocation of resources for
investment.

ICPAK RECOMMENDATIONS

leaving an outstanding balance of Kshs. 25.1 billion. During this period,
the National Government released to the Counties significant resources to
enable them to clear their pending bills.

The total outstanding MDAs' pending bills as of 30th September 2022,
amounted to Kshs.82.35 billion, comprising Kshs.61.'15 billion (74.3 per
cent) for recurrent expenditure and Kshs.21.2 billion (25.7 per cent) for
development expenditure.

Continued delays in payment of pending bills to entities that provide
goods and services to both National and County Governments have
affected liquidity and operations of these entities. ln a number of cases,
this has le;l to closure of businesses, affecting many liyelihoods.

Though some progress was noted in settlement of these bills by the
National and County Governments, there are still challenges where a
number of suppliers are owed large amounts of money. The outstanding
issue of pending Bills has negative effects on the economy:

. Effect on lnvestmenf- investor confidence is eroded.

. Entities risk losing reliable suppliers.

. Private Secfor Credit. Credit to SME's is stifled since banks cut
lending to government suppliers due to high defaults attributed to late
payments by national and county governments.

. Non-payment of suppliers and contractors adversely affects other
sectors of the economy like the financial sector by increasing non-
performing loans.

. Cashflow problems. Businesses face huge cashflow problems and are
unable to their workers SU rers a rent and other ex NSCS

accounting which presents challenges in
terms of monthly and annual financial
reporting on pending bills and other liabilities.
There is need to develop a database of all
owed dues to counties and MDAs and assess
the multiplier effecVimpact to the economy.
Closure on payments of existing pending bills
and fast{racked implementation of the
Prompt Payment Bill, 2021 is necessary to
avert death of MSMEs engaged in public
sector supplies.
The National Treasury should follow up and
ensure strict ;compliance to Circular
AG.3/83/1A/ol.Vll (22) dated 11th May 2022
to all CECMs for Finance on Year End
Closing Procedures for Financial Year
2021t2022.

2

3

4

ln order to improve private sector credit, the
lnstitute recommends as follows;

ICPAK SUBMISSION ON THE BPS 2023

1. lm lementation of the Credit Guarantee
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

ln Kenya, the major constituents of the private sector lending include
commercial banks, capital markets, Saccos, microfinance institutions,
finance and leasing companies, pension funds, as well as insurance
corporations.

Accessibility of credit has been a challenge especially to the SMEs,
largely attributable to high-risk perception by banks, and the high cost of
credit charged on the current available credit options.

ICPAK RECOMMENDATIONS

Scheme (CGS) Regulation 2O2O lo enhance
credit access to MSMEs.

2. Alternative sources of borrowing - The
Kenyan Government should focus more on
the concessional borrowing such as soft
loans that arc cheaper as compared to
commercial loans such as the Eurobonds. By
implementing alternative borrowing, the
government domestic credit from commercial
banks will reduce, and as a result, increase
the ease of credit access to the private
sector.

3. lmplementing Public-Private Partnerships
(PPP) initiatives in different sectors such as
infrastructure and housing projects to reduce
its borrowing costs and promote fiscal
consolidation efforts. The move helps in
minimizing the crowding out of lhe private
sector,

4. Lowering the cash reserve requirement ratio

- The CBK reviewed the cash reserve ratio in
March 2022 to 4.25% from the preceding
5.25o/o releasing Kshs 35.2 bn additional
liquidity to commercial banks. The increased
liquidity improved credit access within the
economy, and consequently to the private
sector,

5. Deepening financial inclusion through digital
integration Banks are increasing their
presence and accessibility to the private
sector through digital avenues such as apps

SUBMISSION ON THE BPS 2023

o

ICPAK

and USSD in otin credit u ke. Banks

Private sector credit improved to a growth of '12.5 percent in the 12
months to December 2022 compared to a growth of 8.6 percent in the
year to December 2021. The lnstitute commends the government for
these efforts. However, more measures need to be put in place to
continue in the same growth path.
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DISCUSSION & ISSUE OF CONCERNS/NO KEY BUDGET

IMPFRATIVtrS

14. Paragraph 88
Hustler Fund

The Hustler Fuq$ was also launched as an intervention to qglrrect market
failure problems that led to predatory lending. lt aims to lift those at the
bottom of the pyramid through structured products in personnel finance
that includes savings, credit, insurance and investment.

It targets those who are seen as having entrepreneurial potential but
remain poor and excluded in the face of mushrooming unemployment,
marginalization, high poverty rates and the high cost of living.

ICPAK RECOMMENDATIONS

such as KCB and NCBA partnered with
Safaricom to offer the overdraft credit facility
of Fuliza in increasing credit lending to SMEs.

6. Adoption of risk-based pricing - 22 oul of the
38 commercial banks have adopted risk-
based pricing as a measure of tailoring loans
to a customer's financial profile while helping
banks and other lenders to manage their risk
exposure. The initiative will increase credit
accessibility to the private sector based on an
individual financial profile in terms of
borrowin and re a nt histo

Hustler Fund is a good ir[ervention but needs
training and coaching of entrepreneurs as well as
conscious government effort to address emerging
regulatory/policy bottlenecks.
1. The government should also ensure that the

Regulations governing the Fund are strictly
adhered to in tandem with the requirements
of the Public Finance Management Act to
serve the intended purpose.

2. There is need to ensure that the Hustler Fund
does not join the long list of financial digital
platforms that instead of pulling people out of
poverty, disenfranchises and mortgages their
future into more debt thereby worsening their
lives.

3. The lnstitute recommends that the
government focuses more on providing
universal and guaranteed public services
such as affordable healthcare, education,

ICPAK SUBMISSION ON THE BPS 2023
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

15 Paragraph 97
Fiscal
Performance

Revenue Performance
. Revenue collection to November 2022 grew by 10.6 percent

compared to a growth of 29.5 percent in November 2021. This decline
in rate of growth is attributed to the fact that the previous FY's growth
was anchored on a lower base- a contraction recorded in the FY
2019120 which had the effects of COVID-19 pandemic.

. As at end November 2022, the cumulative total revenue inclusive of
Ministerial Appropriation in Aid (A-i-A) was Ksh 893.8 billion*against a
target of Ksh 912.9 billion. This performance was Ksh 19.1 billion
below the set target.

r Ordinary revenue to November 2022 recorded a groMh of 9.5 percent
compared to a growth of 27.2 percent in November 2021.

o ln nominal terms, ordinary revenue collection to November 2022 was
Ksh 786.5 billion against a target of Ksh 818.7 billion. This
performance was Ksh 32.2 billion below the target.

. According to the 2023 BPS, the Government will scale up revenue
collection efforts by the Kenya Revenue Authority (KRA) to Ksh 3.0
trillion in the FY 2023124 and Ksh 4.0 trillion over the medium term. ln
order to achieve this, the Government will undertake a combination of
both tax administrative and tax policy reforms.

. KRA will reduce the Value Added Tax (VAT) gap from 38.9 percent to

ICPAK RECOMMENDATIONS

4. Enhance oversight on the fund initiatives to
promote transparency - The government
needs to come up with measures that will
oversee the running of the Hustler Fund and
other Funds in terms of timely publication of
updates on amounts disbursed, disclosure of
beneficiaries already covered and
requirement regulations. This will enhance
public confidence since the Fund draws from
the Exche

For enhanced revenue performance, the
following measures could be adopted;
1. How Government will balance revenue

mobilization; expenditure rationalization;
public debt management and other
externalities will be key in achieving the
economic growth projected.

2. The government should alsg seek new ways
of increasing revenue -predictability in tax
system, tax base expansion, simplification of
the tax process among others.

3. The Government should find ways to reduce
recurrent expenditure as it could become
unsustainable in the long term.

4. Leadership and accountability is called for.
Effective public debt management measures
should be adopted.

5. Concessionary loans and grants should be
preferred to commercial loans.

Benchmarked with Ghana's revenue mobilization

ICPAK SUBMISSION ON THE BPS 2023
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DISGUSSION & ISSUE OF CONCERN

19.8 percent of the potential by fully rolling out electronic Tax lnvoice
Management System (eTlMS); reduction of Corporate lncome Tax
(ClT) gap from 32.2 percent to 30.0 percent of the potential as
envisaged in the KRA Corporate Plan.

16 Expend itu re performance
o Total expenditure and net lending for the period ending November

2022 was Ksh 1,096.6 billion which was below the projected amount
of Ksh 1,183.7 billbn by Ksh 87.1 billion. ;

. Recurrent spending amounted to Ksh 825.6 billion; Development
expenditure was Ksh 149.0 billion while Transfer to County
Governments was Ksh 122.1 billion

. The fiscal policy will target to grow tax revenues above 17.8 percent
of GDP in the FY 2023124 and above 18.0 percent of GDP over the
medium term.

r Further statistics show that public expenditure also fell slightly as a
share of GDP in 2019/20, followed by a real gradual increase in
2020121. While GDP contracted in calendar year 2020, in fiscal year
terms growth was still positive in 2019120 (2.3%) and 2020121 (3.60/0).
This means that while expenditure as a share of GDP fell in 2019120,
real expenditure almost maintained its value. Overall, this still
represents a small net fiscal stimulus (because the fiscal deficit was
larger than originally planned, driven mostly on the revenue side).

. ln addition to the government's intended Kshs 300 billion expenditures
cut, the austerity measures also come at a time when the cost of debt
service may increase, thus squeezing discretionary spending more
than is cu antici ln the PS National T ech

ICPAK RECOMMENDATIONS

a. Aggressively mobilize domestic revenue.
b. Streamline and rationalize expenditures.
c. Boost local productive capacity.
d. Promote and diversify exports.
e. Protect the poor and vulnerable.
f. Expand digital and climate-responsive

physical infrastructure; and
g lmplement structural and public sector

reforms.
1. Consider scaling down rather than

absolute suspension of some of these
"non-priority" expenditures such as
training since there is;need for the
Government to continuously capacity
strengthen its new and existing officials.

2. There's need for a robust debate and
policy direction on implementation of
subsidies. For instance, the new
administration has given a policy direction
to substitute consumption subsidies with
production subsidies, for instance,
subsidies that touch on fuel have been
removed. This has led to increase in the
cost of production among other negative
consequences.

ICPAK SUBMISSION ON THE BPS 2023

S/NO KEY BUDGET
IMPERATIVES
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S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

The Government will implement various tax policy measures to further
boost revenue collection. ln addition, to further strengthen revenue
mobilization efforts, the Government will finalize the development of the
National Tax Policy and the Medium-Term Revenue Strategy (MTRS)for
the period FY 2023124 - 2026127.

The Government also intends to raise ordinary revenue to GDP from 15.0
percent in the FY 2021122 lo 25 percent by 2030 and increase tax
compliance rate from 70 percent in the FY 2021122 to 90 percent by
2030.These Jax reforms are timely and intended tA enhance tax
revenues.

18 Public Debt Kenya's debt remains sustainable but categorized as facing high risk
of debt distress (lMF Country Report No. 221383).
The Present Value (PV) of external debt-to-export and Public and
Publicly Guaranteed (PPG) of debt-serviceto-exports indicators
remain above the thresholds over the medium{erm projection period.
As the economy recover from global shocks and fiscal consolidation
continues, Kenya's debt indicators are expected to improve.
The gross public debt as at 30th June,2022 increased by KSh. 882.5
billion to KSh.8,579.'1 billion compared to KSh.7,696.6 billion as at
end of June 2021. The gross public debt comprised of 50 percent
external debt and 50 percent domestrc debt.
Public Debt Servicing expenditures (interest payments and

a

a

a

a

a

ICPAK Submissions on BPS 2023

17 Paragraph 111

National Tax
Policy
Framework

while officially launching the pre-budget hearing, it was indicated that
the Government will suspend expenditures in some recurrent areas
such as domestic and foreign travels, communication, printing,
training, hospitality, fuel, purchase of furniture, purchase of motor
vehicles, refurbishments and routine maintenance.
Suspending these activities, may ground government and private
sector, local tourism and auxiliary sectors dependant on government
leadin to unem nt

SUBMISSION ON THE BPS 2023

ICPAK RECOMMENDATIONS

The National Treasury and Parliament
should expedite the finalization and
enactment of the National Tax Policy that
will help catalyze lax revenues in this
country.

1. Given that the CFS expenditures are a first
charge to the consolidated fund, their
management is critical for cash management
and creation of fiscal space to successfully
implement other budgetary activities

2. The National Treasury should consider
renegotiating the terms of current external
loans, especially those acquired from
commercial creditors.

3. Going fonryard, the National treasury should
conduct a thorough cost-benefit analysis of
new loans to determine the best alternative to

o

ICPAK

contract that would maximum benefit

a
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S/NO KEY BUDGET DISCUSSION & ISSUE OF CONCERN

redemptions), required to finance the repayment of Kshs. 8.2 trillionl3
public stock of debt, will constitute the largest share of CFS
expenditures - at 89%. The total public debt is projected to reach
Kshs. 11.5 trillion14 by June 2025 on account of expanding fiscal
deficit.

. The stock of gross domestic debt increased by KSh. 591.2 billion from
KSh. 3,697.1 billion in June 2021 to KSh.4,288.3 billion in June 2022.
The net domestic debt was KSh. 3,870.2 billion by end of the period
under review.

ln dollar terms, external public debt stock declined by US$. 670.41 million
from US$. 37,084.3 million by end of June 2021 to US$.36,413.89 million
b the end of June 2022
Potential risks and uncertairties arising from both domestic and external
sources such as;
. Possible resurgence of new COVID-19 variants that may require

broader policies on trade and exports between Kenya and other
trading partners like China could lead to renewed disruptions to trade
and tourism.

. Lower agricultural output due to potential adverse weather conditions
and continued desert locust infestation in the northern region of the
country, which could potentially reduce production of food crops and
animal feeds.

. lncreased public expenditure pressures, particularly wage and other
recurrent expenditures, would put a strain to the fiscal space.

. The Russia- Ukraine War could result to potential higher oil prices in
the international market would result in worsened terms of trade. This
could impact on domestic growth as well.

. On positive note, faster than projected rebound in economic activities
that would result in higher Government revenues providing fiscal
space that would support faster reduction in fiscal deficit and debt
accumulation.

19. Paragraph 120

Risks to the
Economic
Outlook

ICPAK RECOMMENDATIONS

and minimum cost for both current and future
generations.

4. The National treasury should provide training
and capacity strengthening sessions to
personnel in the public debt Management
Directorate and continuously appraise them
on emerging trends in the global markets.
The National Treasury should consider the
option of public-private-partnership (PPP) in
financing future development projects to
reduce over-reliance on loans.

1. Reprioritize spending to suppprt the
vulnerable

2. Maintain exchange rate flexibilities to deal
with the capital outflows from the private
sector that could hamper capital market
access of the sovereign. This will in turn help
the economy absorb potential shocks.

3. Liability management reduce expensive
debt and substitute with concessional debt
that reduce deficit and expand fiscal space

ICPAK SUBMISSION ON THE BPS 2023 18



S/NO KEY BUDGET
IMPERATIVES

DISCUSSION & ISSUE OF CONCERN

Rising inflation could lmpact the purchasing power of the population
and impact domestic growth negatively.
Global monetary policy tightening, especially in the United States,
could increase volatility in the financial markets.

a

a

20.

ICPAK Submissions on BPS 2023

ICPAK RECOMMENDATIONS

Consider Other Macroeconomic Stabilization Measures as follows:
'1. EXCHANGE RATE - Halting Kenya shilling forex depreciation against a resurgent strong dollar and other global currencies. Vvhereas

Exporters have benefited, Kenya is a net importer and importers have generally passed on the imported inflation to lvwananchi.
Policy interventions to deepen and diversify Kenya's exports base remains paramount to enhance Kenya's Forex earning capability.

2. INFLATION - lnflation is high/persistent and increasingly entrenching - it is important to slow it within the CBK range ol 5oh+-2.5yo lo
control the current damaging and painful erosion ol Wananchi purchasing power and ensure investments have positive inflation adjusted
returns. Control of inflation is key to reducing cost of borrowing for all economic actors (Govemment, Households, MS[rEs & Corporates).

3. This can be pursued by instituting policy to embrace Electric Cars to reduce on fuel inflation and capital flight (l\,,laximizing on the
country's capability to generate power - Geo, Wind, Solar & Hydro)

4. SOVERIGN RATltlG - Urgent policy interventions to quickly restore Kenya government (and by associatbn global credit ratings of all
Kenyan MSMES/ Cbrporates) Credit Rating by Moodys/Fitch/ Standard and Poors is paramount as the cosl of borrowing in international
financial markets for Government, Banks and MSMEs remains high as does domestic FCY borrowing by MS[rEs.

SUBMISSION ON THE BPS 2023

o
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COMMENTS ON THE BUDGET POLICY STATEMENT FOR THE MTEF 2023/24 _

ZOZS /26 BUDGET

1. Is inticipated rcvenue collcction and pcrformancc for FY 2022/23 rcalistic and tenablc?

\Xiith tlre cxception of FY 2021, /22 rvhere actual revenue collection surpassed thc targct, past revenuc
uends have bccn chancterized by petsistent undclperformancc. 'I'hcreforc, the qucstion is whcther
what is projected for FY 2022/23 is realistic and tcnablc. So far, in the Frst half year of W 2022/23
total revenue collection has fallen short odtarget by I(sh 11.1 bitlion as shown in table 1. -l'his 

was

surprisingly driven by ovcr performance in r\iA collection by I(sh 32 bilhon, howevcr countered by
unde$erformance rn ordrnary revenuc collection of IGh 43.1 billion. Oftcn revcnue collection picksl
in quatter threc and four of evcry financialyear and this confirms BPS 2023 asscrtion of anucipatcd
improvcd revcnue pcrformancc. This performancc is cxpected on the back of improved busincss

envirotment, tax policy measures and enhancc revenue administrauon by the I(cnya Revcnuc
Authotiry as noted in the BPS 2023.
Table 1: Fiscal Framcwork and Outturn (Ksh billion)

()urce: ational Treasury BPS 2023

I Nationaf Treasury Quarterly Budgetary and Economic Reviews and Office of Controller of Budget Implementation
Review 

JeportsIt
1

D".l .\-r'"1 fl4hBudget Est. Suppl. 1

'I'otal Revcnue 2,528.8 1,158.2 7,147.1 -1 1.1

Ordfrrary Revenue

2,462.4

2,747.6 2,1.92 1,028.1 985 -43.1

N{inisterial Appropriation in r\id (Ai,'\) 320.8 336.8 130.1 162.1 32

(l rant s JJ.J 31.4 5.6 4.3 1.3

Total Rlevenue incl. of Grants 2,495.7 2,560.2 7,163.8 1,151.4 -12.4

I

Itecurrcnt 2,27'.| 2,349.9 1.,014.6 1,121.4 106.8

Devqlopment 676.6 (r05.8 234.7 206.3 -28.4

(lounn"I'rans fc r 407 436.3 191.7 141.1 -56.6

Con{ngency Fund 4 2 2 0 2

Delicit 4 a Shan of GDP (/o) -5.2 -5.7 -2.0 aa
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Ncvcrthcless, thetc ate risks to revenue pcrformance in second half of ltY 2022/23 owurg to both
domestic (rtsing cost of living and constraincd fiscal spacc) and extcmal (gkrbal commodity prices and

intcrcst ratcs) factors. Ilor cxarrrplc, pcrsistcnt drought wilf continuc to dampen agricultural producuon
and tuming around the manufacturmg sector is still provmg to be a challcngc. As a rcsult, the IEA
Kcnya notcs that implcmcntation of thc Bottom-Up Transformation Agcnda2 of thc ncw
administration may facc hcadwinds thus affccting cconomic activity in thc sccond half of FY
2022/23. Givcn that rcvcnuc pcrformancc is correlatcd to cconomic perf<rrmancc, dampcncd
cconomic activity may advcrscly affcct rcalization of anticipated rcvcnuc collcction. This in
turn will lcad to dclays in disburscmcnt to county govcrnments and thus undcrmine servicc
dclivcry.

2. Thc National Trcasury should cnhancc its accuracy in thc cstimation of thc ordinary
rcvenuc which is kcy in addrcssing sub-scqucnt dclays in intcrgr)vcrnmcntal fiscal transfcrs

As notcd eadier, I(cnya has expetienccd pcrsistent underperformance of revenue rn the last decade

dcspite on-going tax reforms measures. In FY 2021, /22 there was some respitc, National Treasury
rcports show that actual rcvenue collcction surpassed thg.targct (Sce annexe 1). So fa4in in the flrst
half of t;Y 2022/23, reports show that this gap has narrowcd relative to the past financial years.

Nevertheless, thetc are lingering concerns of pattems of optimistic revenuc forccasts during the
formulation of the annual budgcts. It has also been noted by other institutions such as the International
Monetary Fund (IMI])3, that I(enya's forecasts of tax revenue used in preparing its annual National
budgets have bcen unduly optimistic, particularly in more recent financial years leading to revenue

shortfalls.

'lablc 2: on of Rcvcnue ections between BPS 2023 andBPS 2022
BPS 2023 report 2020/21

(Acna/)

IGh Billion

2021/22

(?nt)

I*h Billion

2022/23
(BPS pnj.)
K'h Billion

2023/24
(BPS Proj.)
IGh Billon

1,562.0 1,977.9 2192.0 2,571.2

BPS 2021 report 2020/2t
(Prcl) Ksh

Billion

2021,/22

(BPS pryj.)

I*h Billion

2022/23
(BPS pnj.)
I*h Bi//ion

2023/24
(81'>5 pruj.)

Ktlt Billion

1,,562.0 1,800.0 2,141.6 2,576.3

2 llntails 5 piilars: Agricultural transformation; micro, small and medium entelprise s (N{SIvIE, ecoflomy; housing and
scttlement; healthcare and digrtal superhighway and creative industry
3 INIF (2018) 2018 Articlc Iv Consultation and Establishment Of Performance Criteria Iior The Second Review Under
Thc Stand-By Arrangement-Press Release; Staff Report; And Statement By The Executive Director For Kenya INIF
Country Rcport No. 18/295

2

?



Differcnccs in

BPS 2020 and

BPS 2021

0 54.91,17.9 50.4

Soutce: 2023 2022

As de$onsftated in table 2 rhat shows comparison of the revenuc projections made a ycar prior, that
is, proibctions in BPS 2022, forccastmg errors have c<>mmendably reduced by a half from IGh 117.9

brllion in FY 2021, /22 to the range of IGh 50 brllion. That said, thcre is need for thc Nauonal'l'rcasury

to cor\ttinue to improvc accuracy in revenuc forecasting and insulate thc process from political
interfetence givcn that it often lcads to rcvcnue shortfalls, budget revisions with implications on

intergovemmental trans fers.

Quarterly Budgct Implcmentation and I{cvicrv Reports (BIRIU by the Officc of thc Controllcr of
Budget (OCOB) have shown that rcvenuc lshortfalls havc contributcd to dclays in thc disburscmcnt

of funds to both thc national Ministrics l)cpartmcnts and Agcncies (Ml)r\s) and countics. lior
instance, actual disburscment of funds indrcatc that counties do not reccivc funds in accordancc with
the annual Senatc monthly disburscmcnt schcdule. Furthcr analysis shows that the dclays have affcctcd

the budget implcmentation espccially on thc development budgct as evidcnccd by low absorption

ratcs. fhis is compounded by thc fact that countics havc Limitcd capacity in own-source rcvcnue

gencralion dcspite latcnt p9IeiU41. It is thcrcforc incumbcnt upon thc national govcrnmcnt to
cnhance national rcvcnuc collcction for both national and county public purposcs and thcsc

rcvcnues must be distributed to the countics in sufficicnt quantity and on timc. Thc National
Trcasury should hence cndeavor on enhancing thc accuracy of thc rcvcnue forccast in ordcr
to achicvc rcalistic budgct dcficits.

Furthermore, as much as the IEr\-I(enya concurs that a National'l'ax Policy framework and Mcdium-
-I'erm Revcnuc Strategy as critical in fostenrlg prcdrctabrhry in thc tax systcm. Thcrc is howcvcr nccd
to provide clcar timclines and implcmentation framcwork to facilitate any intcrcstcd pcrson(s)
to estimate the viability of thcse intcndcd rcforms but also cnablc ovcrsight institutions and
civil society to monitor and track their implemcntation.

3. The Rcvcnuc Disburscmcnt Schedule is largcly misaligncd whcn comparcd with thc
timing of rcvcnucs collcctcd at the national lcvcl which has bcen one of thc driving
factors for thc dclay in thc disburscmcnt of funds to thc county govcrnmcnts.

'fhcre i$ need for the Scnate to <lucstion for thc 
^cc:ur.cy 

of thc rcvcnue forccasung by the National
'-lrcasuriv and cnsure rcalistic ratios in thc revenue disbursement schedulc. IEA I(enva studv reDort

J J _

finds a irrid" gop berwecn the proposed monthly revenuc disbursemcnt ratios to the counties vis-i-vis
the actrpal revenue collcction. Thc fltst quarter is thc worst affccted. ,\s a result, and givcn the

importafirce of revenuc disburscmcnt schcdulc in guidrng releasc of funds, there is need to cnhance

the acctracy of the revenue forccast tr ordcr to rnform the predictability of funds. Ilesides it is an

importapt accountabi,liry tool that the Scnatc can usc to track whether thc Nauonal Treasury is

3

l,



adhcring to approved disburscmcnt schedule. The consequencc of the mrsalignment has been that
budgcting at the county level, especially in the Frst quarter, has becn based on overopdmrstic
projections which has adverscly affccted budgct execudon. Fot instancc, thc findings indicate that for
the six ycars sincc 201.4/L5, on averagc, out of the total cquitable funds that were disbursed,

approxrmatcly 13o/u was made in the ftst <1uattet, most of thc funds (37%) were disbursed latc in the
ycat (in cluartcr four). 

I ,

4. Efficicncy in Spcnding and importancc in delivcry of growth fricndly fiscal consolidation

r\s onc of thc key pubhc expenditure ffnnagement issues, the Govcrnment should improve efficiency

of public spcndrng and rcduce wastages is pcrtinent. The BPS indicates that the Govcmment through
thc bottom-Up Economrc f'ransfotmation agenda will improve efficiency in public spending and

cnsure that thcre is valuc for money by climinaung non priority expenditures and scaling up use of
public privatc partncrship. f'hc rcforms on cither the expenditure and rcvcnuc side are aimed at

rcducrng thc fiscal deficit and rcduction in thc growth of thc public debt thus boasting the country
dcbt sustainability posiuon.

IIir\ -I(cnya notcs that' whcreas these arc grcat policy measurcs, we pornt out thc followrng policy
issucs to bc considcrcd by thc scnatc toward cnhancing results and valuc f<>r moncy ur spending. Risc
in fiscal dcficit will mostly bc associatcd with infrastructurc rclatcd proicct pressurcs and
clcctions rclatcd spcnding on manifcsto implcmcntation promiscs by the ncw administration
in thc mcdium tcrm. This may lcad to incrcasc in dcbt stock and thc Scnatc has a critical rolc
of cnsuring Countics and thc National Govcrnmcnt play a grcatcr rolc of fiscal disciplinc and
commitmcnt for cfficicnt implcmentation of thc budgcts

5. Strcngthcning Dcvolution

'L'hc 2023 BPS highlights initiatives towards strengthening devolution. Among thcm is the plan to
completc transfer of all functions constitutionally earmarked to counties within six months and ensure

that shareablc revenuc is transfcrrcd to countics in a umcly and predictablc manner and in accordance

with the law.

IIir\ -I(cnya commends the movc to transfer all functions but cautions that this could ncgatively

affcct servicc dcLvery if rcvcnue allocations do not match thc increascd functions. 'I'he BPS 2023

projccts that counq, governmcnt's equitablc share rvill i.rlr"^." frorn I(sh. 370 brlhon in F"Y 2022/23
to I(sh. 385.4 billion (4o/o increasc) in FY 2023/24 and I(sh.405.6 billion in I\'2025/26. 'I'he table

bclow from thc BPS shows a summary of budget allocations to both levels of govemtnent. Ovcr thc
mcdium term, National Govcrnment allocation is projectcd to incrcase on average by 7.2%
whilc that of County Govemmcnt incrcascs by slightly lcss than a half of that of the national
govcfnmcnt (3.2%).

4
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3.1: Summary Budget Allocations for the FY 2023124 - 2025126 (lG,h

of Data: National Treasury

Dcs the fact that the National Government has continually observcd the legal requircmcnt of
an equitable sharc of at least 15 pcrccnt of the most recendy auditcd mcasure of its revcnue,

Coun Governments havc seen an ongoing decline rn the resourccs available to them as a share of
both funds and GDP4 l,

to 9.

the current county allocation ratios as per BPS 2023 also reveals a gradual decline, from 1.1,o/o

from 2022/23 to 2025/26 whercas that for the national executive and indeed the national

t is somewhat maintained.

I

4

Financial Years
Approved
Origiual
Budget BPS Proiection

s/Ho. Details

2022/23 2023/2* 2024/25 2025/26

1.0 l(etional Go1'enlment 2.119.158.8 ),252,077.2 2,{33,399.8 l,6t t,+{1.5

E.xecutive 1,050,15+..1 2,189,681.4 2,365,63.r.3 :,538.101.5

Parliaurent 50.tt0.0 .10..r0 1.8 .tl,9] r.0 43.{83.7

I5,85.r.5 29,757.+ludician' 18.88{..r I1,99+.0

,0 Consolidated Fund Sen'ices 869,3{1.7 991,3{0,5 t,079.992.6 1,r56,863.6

1.0 CorrnN Govemnrent 370,000.0 385,{15.0 380,645. r .105,645.1

t s.oza.e+l.a 3.894.037.5 4.173.952.2Tota1..................-Kshs. 3,358,601.5

96 Share in the Total Allocation
62.5 62.61.0 National Go1'enlrnenl 63. I 61. I

Esecutive 61.0 60.3 60,8 60.8

Parlianrent 1.5 l.l l.l 1.0

0.7ludician' 0.5 0.6 0.7

1.0 Cousolidated Fuud Sen'ices 15.9 27.3 ?7.7 77.7

3.0 Countl' Governnrent 11.0 10,6 9.8 9.7

lYotes'

'Const
t'Colltt

lldaled Fund Sen ices(CFS)is contposed ol tlonreslic inter?st, loreign interest and pettsiott
y Govcnurenl ollocatiott ls composctl of sharable allocaliott

Intergovernmental Fiscal Relations in Kenya (201,4-2020): Implications for County Budget

5
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Budget Shares %

61.0 60.7 60.8

11.0 10.6 9.8 9.7

'+r'
202s126Approved budget

2022/23
2023/24 2024/25

<- National Govt + Executive ..a- County Govt

Sourse: National'freaury BPS 2023

l)cspite thc dcclinrng sharc of the transfcrs to countics in thc national budget, thc national government
is strll adhcring to the constitutional rcquircment that the c<luitablc sharc must be at least 15 percent
of national ordinary rcvenucs. IJowevcr, thc declining trend is evidence that national spending is
prioritized over county spending and hence thc IEA Kcnya rccommends that thc Scnatc should
push thc National Trcasury to cnforce thc "parity principle" to ensurc that national spending
is not priotitizcd ovcr countics in ordcr to addrcss thc dcclinc rclative transfers to thc countics

Furthcr, thc 2023 IIPS also notcs that the "National Govemment will improve County Govemments'
capacity to gcnerate their own income and reduce ovgr-reliance on transfers from the National
(lovcmmcnt". Indccd, mrsscd OSll targcts has becn a contributlng factor to thc growing pending bills
and undcrfunding portions of thc budget, and recommendations by insutuuons such as CRr\ and
National'I'reasury on the samc should be implcmcnted to reduce thc gaps. Howevcr, this languagc
insinuatcs and points to the claim that OSR5 can fund county functions. Sincc thc countics
havc limitcd own-sourcc rcvcnuc and varying capacity to raisc such revcnuc, it is incumbent
upon thc national governmcnt to collcct sufficient rcvenues for both national and county
public purposcs and thcsc rcvcnucs must bc distributcd to thc countics in sufficient quantity
and on timc.

60.3

s Reports show that on average 80% of county government budgets are financed through equitable share

6
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Fig 8: Ordinary Revenue Collection against Target (Ksh)

--- Target Revenue *- Actual Collection

Source: Various issues of National I'rcasury QIjBR
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MEMORANDUM TO THE SENATE ON THE COUNTY GOVERNMENTS
ADDITIONAL ALLOCATIONS (N". 2) BILL,2022

This memorandum has been prepared by the Intcrnational Budget Partnership I(cnya (IIIP I(cnya).
IBP IGnya is a non-proftt organrzation working to advance transparency, accountability, participatron,
and equity in national and county budgeting processes. IIIP I(cnya's work is focused on strcngthcning
the impact of citizen and civil sociery org ntzat:.ons (CSOs) advocacy on budgct policies and outcomes
at national and sub-nauonal lcvels of govcrnance. Cilzen advocacy, evidcnce gcneration, technical

assistance to both levels of govcmments and CSOs, Ieatning, and networking are intcgral components
of IBP I(enya's work.

In responsc to the pubhc notice rcquesting memoranda on the County (]ovemments z\dditional
Allocations CJ". 2) Bill, Senatc Bills No. 4 of 2022, this memorandum raises the following fout issues:

l. Whereas the Bill specifics that it shall be preparcd and agrecd upon by thc National
Assembly and the Scnatc dudng thc%onsidcration of the Budgct Policy Statcmcnt, this
is the sccond one being preparcd for thc FY 2022/23. In May 2022, thc Senate, through a

letter REF: SEN/DCS/SCF&B /2022/076 (F), requestcd IBP I(enya t<> sharc thcir views on
the County Govetnments z\dditional Allocations Bill, 2022.We note that this is thc sccond Rill
&afted for FY 2022/23 that has been dcveloped. It will bc cssential to clarify at which point of
the budget cycle it should bc produced. \J7il1 this be an annual bill accompanying thc Budget

Policy Statemcnt (BPS), Division of Revcnue Bill, and the County r\llocation of Revenue Bill?

'fhe Senate needs to state how thc rmplcmentation rn the FY 2021, /22 fated on and highlight
any adjustments made in this Bill to addrcss any gaps that have becn identifred. In particular, it
wrl b" good fot the Senatc to highlight to the public the progress made in its implemcntation,
the challenges faced, and thc lesson learned that would be carried forward to cnsure that the

consequent Bills are implemented better.

2. There is no clcar cdteria for allocatir;g conditional grants from thc national govcrnmcnt
revEnue. As highLghted in Column C of the Irtst Schcdulc of thc County Govcmments
Additional Allocauons FilL,2022, all thc countics are rcceiving an cclual amount of I(Shs
110,638,298 for medical equipment leasing. I-Iowever, it is apparcnt that not all thc counties are

at the same level, and their tcquirements are vcry divcrse. In addition, thcre arc specific issucs

raised over time regarding the structure and implementation of mcdrcal ccluipmcnt leasing. \X4rat

lessons havc informcd conscqucnt decisions that the Senatc has taken on the subject?

Sirr{ilarly, Column G of the Second Schcdule allocates an equal amount of I(Shs 11 million to
each county to finance the l,ocally-led Climate Action Program. It is wotth noting that in thc Brll
pulLshed in May 2022, the amount allocated towards this was I(Shs 125 million per county.

Whpt is the rationale fot reducrng the allocations from I(Shs 125 million to 11 million? Does it
me{n that all the counties with their divcrsities will implement a simi.lar program given the equal
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allocations? Thete needs to be a clear criterion highLghting the allocations and how they are

adjusted yearly. Therefore, we call upon the Senate Standing Committee on Finance and Budget
to ensure that an explicit criterion for determining equitable allocations to the coundes is

implcmentcd to ensure resources are distributed equitably. In addition, the Senate should ensure
that all conditional grants follow the same Medium'ferm Expenditure Irramework (MTEF),
which means the conditional grants allocations should include projections for rwo outer years.
'l'his wrll help counties bc prepared when donor funds arc discontjnued in any given financial
ye^r.

3. Whereas it has bccn ten ycars since the onset of devolution, counties are still receiving
funds to supplcmcnt the construction of county headquartcts. f'he County Governmcnts
r\dditional r\llocations (I',1". 2) Bill has identified fivc counties in IrY 2022/23 to teccive an
additional allocation of various amounts tanging from I(Shs 24 million to I(Shs 121 mrlhon to
supplement the consffuction of county headquarters. Does it mean the counties still do not have
headquarters to operate from? IJave thcre been asses0inent reports toward all the previous
allocations directcd towards the counfy to construct therr hcadquarters? How far are they, and
when ate thcy likely to be completed? It will also bc good for thc Senate to highlight the criteria
used to arrivc at thc five counties listed rn Column B of the Bill.

4. What is thc impact of thc collapse of conditional gtants into equitable share? From the
ItY 2020 /21, the condiuonal grants were collapsed to be part of the equitable share. 'l'his action
was largely anucipated to rmpact somc services, espccially those provided by the level 5

hospitals. Is there any study donc to understand the impact of this action? 'We recommend that
the Senate insututc a study to understand the implications of this action and how the effect has

been mitigatcd.

Signcd on Novcmbu 14,2022, in Nairobi

Dr. Abraham Rugo Muriu
Country Managcr
International Budgct Partncrship Kcnya (IBP Kcnya)
Email: arugo@intcmati<xralbudgct.org
Phonc: +254721431083
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