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PREFACE

Mr. Speaker, on behalf of the Members of the Budget and Appropriations Committee, and as required
under Section 25(7) of the Public Finance Management Acl2012 as well as Standing Order 232(7); it is
with great pleasure that I present to this House the Committee's report on the Budget Policy Statement
(BPS) 2018 and the Medium Term Debt Management Strategy (lt/TDS) for 2018t2019 and the Medium
Term.

Mr. Speaker, this is the first BPS prepared under the second term of the JLrbilee Adminiskation and also at
the commencement of the third Medium Term PIan (MTP lll) of the Kenya Vision 2030.|t builds on the five
pillars of the economic transformation agenda and the achievements of the government over the last flve
years and sets the pace for key policies, priority programmes and reforms which will be implemented over
the next flve years (2018 -2022) lo enhance job creation and improve the quality of life for Kenyans.
However, the committee is concerned that lhe BPS was laid in this House before the finalization of MTp lll.
The MTP lll which comprises development programs to help achieve the Vision 2030 in a timely manner
and whose policies should inform the BPS and underline implementation of the Big Four Plan has not yet
been released. This makes it more difficult for us to ensure the policies underpinning the next budget are
informed by the national agenda through the lr/TP lll.

Mandate of the Committee

Mr. Speaker, Arlicle 221 (4 and 5) of the Constitution and the Public Finance Management Ac:,2012
provide for the establishment of a Committee of the National Assembly whose main role is to take the lead
in budgetary oversight by the National Assembly. Pursuant to this constitutional provision, Standing Order
207 establishes the Budget and Appropriations Committee with specific mandates among which is to:

.

iii,

lnvestigate, inquire into and report on all matters relating to coordination, control and monitoring of
the national budget;

Discuss and review the estimates and make recommendations to the House;

Examine the Budget Policy Statement presented io the House;

Examine bills related to the national budget including appropriation bills;

Evaluate tax estimates, economic and budgetary policies and programmes with direct budget
outlays; and

Examine the Division of Revenue Bill,

Mr. Speaker, the Budget and Appropriations Committee as cunently constituted comprises of the following
Honourable Members

1. Hon. Kimani lchung'wah, M.P. Chairperson
2. Hon. Moses Lessonet, M.P. Vice Chairperson
3. Hon. CPA John Mbadi, CBS, M.P.

4. Hon. Richard Onyonka, M.P.
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5. Hon. Samwel Moroto, lV.P,

6. Hon. Millie Odhiambo, M.P.

7. Hon.Twalib Bady, lrll.P.

8, Hon. (Dr.) Gideon Ochanda, fvl.P.

9. Hon, James Mwangi Gakuya, M.P.

10. Hon, (Dr.) Makali Mulu Benson, lVl.P.

1 l. Hon. Moses Kiarie Kuria, l,/.P.

12. Hon. Benard Masaka Shinali, lr/.P.

13. Hon. John Muchiri Nyaga, M.P.

14. Hon. Jude Njomo, M.P,

15. Hon. (Dr.) Korei Ole Lemein, M.P.
'16. Hon. Sarah Paulata Korere, M.P.
'17. Hon. Naisula Lesuuda, M.P.

18. Hon. Christopher Wangaya Aseka, M.P.

19. Hon. Danson Mwashako, M.P,

20. Hon. Fatuma Gedi Ali, M.P.

21. Hon, Florence Chepng'etich Koskey, M,P

22. Hon. James Gichuki Mugambi, M.P.

23. Hon. (Dr.) John K. Mutunga, M.P.

24. Hon. (Eng.) Mark Nyamita, M.P.

25. Hon. Paul Abuor, M,P.

26. Hon. Qalicha Gufu Wario, M.P.

27. Hon. Ruth W, Mwaniki, M,P.

Examination of the Budget Policy Statement and the Medium Term Debt Management Strategy

Mr. Speaker, as required by the Constitution and the Public Finance Management Acl2012, the Budget

Policy Statement (BPS) 2018 and the l\4edium Term Debt Management Strategy (|\4TDS) 2018119 -
2020121 were tabled in Parliament on l4tt February 2018. ln accordance with Standing Order 232(5) and

(6), the BPS was committed to each Departmental Committee to deliberate on in line with their respective

mandates and make recommendations to the Budget and Appropriations Committee, The lvledium Term

Debt Management Strategy paper was committed to the Budget and Appropriations Commitlee where it
was examined and discussed. Thereafter, the Budget and Appropriations Committee held fruitful

deliberations with the various Departmental committees on their submissions with regard to the Budget

Policy Statement, The committee also held further discussions with the National Treasury before finalizing

this report. The recommendations arising from each of these discussions are contained in this report.

Mr. Speaker, once approved by the House, the BPS recommendations will form the basis for the

finalization of the Budget pursuant to section 25(B) of the PFM Act, PFM regulation 27 (4) and Standing

Order 232(10), On its part, the Medium Term Debt Management Strategy is expected to inform the

country's borrowing plans over the medium term.
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Ac knowled geme nts

Mr. Speaker, the Committee wishes to thank the Office of the Speaker and the Clerk of the National

Assembly for the support extended in fulfilling this mandate. The Committee is also grateful to the

Departmental Committees and all the Members of Padiament who participated in the process, for working

hard to ensure that the report is finalized on time.

Mr. Speaker, I would also like to express my gratitude to the Parliamentary Budget Office for the

unwavering support given to this Committee and all other Departmental Committees as they discharged

their mandate of reviewing the Budget Policy Statement 2018 and the Medium Term Debt Management

Strategy 2018/2019 and the Medium Term. Mr. Speaker, we may have to look at how we can further

strengthen this office in terms of its mandate to include monitoring and evaluation and also to increase the

staff strength.

Mr. Speaker,

It is therefore my pleasant undertaking, on behalf of the Budget and Appropriations Committee, to table this

Report and recommend it to the House for adoption.

Signed

The Hon. Kimani Ichung'wah, M.P.

Chairman, Budget & Appropriations Committee
February, 2018
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l. lntroduction
1) Mr' Speaker, the Budget Policy Slalement (BPS) is a government policy document thar sels out the

broad slralegic priorities and policy goals that will guide the national and county governments in
preparing their budgets for the financial year and over the medium term. The policy direction ol the
BPS is typically informed by the policies outlined in lhe various governmenl policy documents such as
the Vision 2030, Medium term plans, Ministerial and Sectorai Strategic plans as well as the Big Four
agenda. The Budget Policy Statement (BPS) therefore provides broad strategic direclion lhal will guide
the national government and county governments in formulating their annual budgets for a given
financial year.

2) Mr. Speaker, for the Budget Policy Statement to provide strategic policy information, it requires the
medium term plan to be provided and disseminated so as to link the budget to our national
developmenl agenda. This did not happen and we pray lhat this House demands submission of this
document.

ll. Adherence to the Legal Framework for the Budget policy statement and the
Medium Term Debt Management Strategy

3) Mr. Speaker, the format and content of the Budget Policy Statement should be in line wilh provisions of
the various relevant legal instruments such as the Public Finance Management Act 2012, the public

Finance Management Regulations, 2015 and the standing orders. ln reviewing the Bps, the
committee established that to a large extent, the 2018 BPS has complied with the provisions of the law
and has provided most of the required information. However, there were concerns wrth regard to some
information not being provided.

4) ln particular, Mr. Speaker, the committee observed that contrary to the provisions of the law, and in

support of efficient planning and budgeting, the BPS should have included a list of atl projects giving
details of their financing as well as a list of pending bills. Regulation 27(f) which provides that a

summary of programmes that are of national interest in the following financial year be included ideally
includes the details of capital expenditure which should include a list of projects. Furthermore Mr.
Speaker, the committee noted that the ceiling for the development expenditure and personnel

spending of the national government budget approved by Parliament are not binding to the 2017 BpS
as should be the case. This is contrary to PFM regulation (27(5). Mr. Speaker, the spirit of lhis bindinq
was so as to ensure that Medium Term Expenditure Framework becomes a reality and not a ritual and

also to improve capital budget tmplementation.

5) Mr. Speaker, tne commlnee notes wltn concern that these same issues ot non-compliance were raised
in the previous Budget and Appropriations Committee report on the 2017 BPS bul even lhough this

House recommended thal the missing information be provided in subsequent BPSs, this legal provision
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has still not been complied with. Such an outcome raises questions on whether the recommendations

of lhis House are taken seriously. Mr, Speaker, Parliament is lhe budget making institution of this

country. As such, any recommendations on the budget should be taken seriously especially if these are

lipd lo exislino leoal nrovisions Sinnc faih rrc ln nrovidp lhis informalion inhihils Nalinnal Asqcmhlv

review of BPS and estimates, the House must take necessary measures, including censuring the

relevant inslitutions, to ensure that the failures are redressed.

6) Mr. Speaker, a review of the l\4edium Term Debt Management Strategy also reveals some signiflcant

gaps in the debt management strategy which are highlighted in part Vll of this documenl.

lll. Realism of the Macroeconomic Framework underpinning the Budget for

2018/19 and the Medium Term

7) Mr. Speaker, the expenditure framework of the 2018 BPS is anchored on a growth projection of 5.3

percent for FY 2017118,5.9 percent in FY 2018/19,6.3 percenl rn FY 2019/20 and 6.8 percent in FY

2020121. ll is expected that this economic performance will be underpinned by the implementation of

the Big Four plan, sustained investment in infrastructure, strong agricultural production due to improved

weather conditions, buoyant services sector, and continued recovery in tourism, increased investor and

consumer confidence and macroeconomic stability.

B) Mr. Speaker, lwish to highlight a few concerns with regard to the key drivers of growth. Firstly, the

committee observed that though agriculture is touted as a key driver of growth, its performance is

dependent on the weather conditions in201B. Since the country's agriculture remains largely rain-fed,

the country could very well be facing another period of food shorlage due to the expected La Nina

wealher conditions as predicted by the meteorological department. Should this risk materialize the

higher food prices will lead to higher inflation levels. lndeed Mr. Speaker, the inflation outlook of the

country is not very promising as there are risks associated wilh rising fuel prices which may lead to

higher transportation costs as well as rising cosl of electricity associated with increasing use of

expensive thermal power as a substitute for declining hydropower generation. These risks if they occur,

will adversely affect economic growth.

9) Mr. Speaker, Kenya is facing significant pressure from the budget deficit and debt accumulation.

Existing expenditure pressures have made it difficult for government to pursue any concrete steps

towards fiscal consolidation and unless we keep our expenditure in check, the fiscal delicit may worsen

in lhe medium term. lt should be noted also that lhe government's appetite for borrowing is increasingly

reducing access to credit by the private sector. I wish to underline the fact that borrowing in itself is not

bad bul how we use the borrowed resources matters. lf borrowing isn't towards creating new assets

lhen lhat b'orrowing isn't uselul to lhe eccncr,ny. lmporlantly Mr, Speaker, at an,i pcint ln time, tola!

capilal spending must exceed the net borrowing (both external and inlernal) This calls for a cautious
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approach lo borrowing so that the government can achieve its policy of promoting private sector led

growth.

10) ln addition Mr. Speaker, the committee has laken nole of the emerging inflexibilily of monelary policy

due to the interest rate capping law. lt is therefore our considered opinion that the interest rate capping

law can be reviewed and modified in a way that addresses the negative outcomes particularly wilh

regard to its impact on monetary policy.

11) Mr. Speaker, though these risks to economic outlook are highlighled in the BPS, they have not been

exhaustively assessed, the likely impact has not been quantified and there is no plan of action should

these risks materialize. lt is important for this to be adequately assessed so that the macroeconomic

framework is as realistic as possible and any contingency plans particularly with regard to drought

expenditures are put in place to avert a crisis.

lV. Alignment of the Medium Term Priorities to the 'Big Four' Agenda

13) Mr. Speaker, the 2018 Budget Policy Statement (BPS) has set out the government's strategic agenda,

policies and priorities programs to be implemented over the next five years (2018-2022). This is with

regard to the following four key strategic areas of focus:

i. Supporling value addilion and raising the manufacturing sector's share of GDP to 15 percent

by 2022:

ii. Enhancing food security and nutrition security to all Kenyans by 2022;

iii. Providing universal health coverage to guarantee quality and affordable healthcare to all

Kenyans; and

iv. Provision of affordable and decent housing for all Kenyans (at least 500,000 affordable new

houses) by 2022.

14) Mr. Speaker, yo,-r will recall that o'rer the last fi're years, lhe BPS has foc,.tseC on inplemerling

policies and strategies aimed at creating a conducive business environment, expanding infraslructure,

investing in quality and accessible social services, sectoral kansformation as well as consolidating the

gains made in devolutton. Under the Big Four plan, interventions under these key pillars will continue
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12) Taking all these factors into account Mr. Speaker, the committee is concerned that the National

Treasury growth projections may not be achieved if the risks that were identified materialize. The

implication of this is that revenue performance is likely to be lower than expecled. This is likely to lead

to the usual in-year revision of expenditure through supplementary budgets which invariably leads to

disconnect between the planned and approved policies at the BPS level and the Budget Estimates that

are approved and implemented. More often than not, the implication of the supplementary budget is

that policies are not followed through and expenditures particularly on development are reduced

leading to delays in completion of projects.



to be implemented as they are the key enablers which will facilitate implementation of lhe strategic
initiatives of government.

'15) Mr. Soeaker. lhe commitlee is concerned lhat lhe imnlemenlalinn framew4rk nf lhq gin Four agenda
is not well articulated. There appears to be a disconnect belween the Budget Policy Statement and the
tntroduction of the Big Four agenda as the BPS has not indicated any radical shift in its expenditure
plans to reflect a clear plan of action towards achieving the Big Four Plan. lmportantly, there is no
indication lhat Big Four resource requirements have been costed and phased oul for implementation,
As was pointed out by Departmental Committees, during their deliberations with the various MDAs, it

emerged that the Big Four agenda has not been provided with adequate resources. Rather, the focus
appears to be mostly on the targets and outputs with no clear strategy on how the economy will get
there; how the extra capacity will be created or expanded, As a result, there is no accountability
framework, that is, which actors will implement the projects, how they will go about it and the
resources allocated to them.

16) ln this regard, Mr, speaker, it appears that the BPS was completed without creating the necessary
space for the Big Four agenda. As such, there are serious concerns on how the Big Four plan will be
implemented. This is a whole transformation agenda for five years which will require an
implementation structure.

'17) ldeally, Mr. Speaker, the starting point of the Big Four agenda should have been the formulation of a
results matrix which would have enabled creation of a comprehensive plan with specific targets and
strategies for achievement of the key initiatives. There is need for a radical shift in expenditure
allocations to prioritize the key intervention areas under the Big Four Plan and identify the key actors
who will then be given clear targets, timelines and strategies. The committee proposes therefore, that
the government should provide a master plan or blueprint that clearly spells out the
agendaistrategyipolicies under the Big Four Plan with a results matrix for resource allocation as well

as a monitoring and evaluation framework. This will guide resource allocation and facilitate
reorganization and re-prioritization of expenditure to achieve the Big Four Plan and also enable
parliamenl to conduct monitoring and evaluation as the budget is implemented, To this extent Mr.
Speaker, lwish to point out that this committee will be keen on monitoring and evaluation as a tool for
red-ucthg resource waslage. This will include use of PIC and PAC reports lo review efficiency of MDAs
in use of public resources.

1B) ln addition Mr. Speaker, the Committee observed that there is no evidence of a comprehensive review
of the status of programs that were already being implemented in line with zero based budgeting so as
lo identify those that should be discontinued to provide fiscal space for the Big Four agenda, This
eflectively means that the zero based budgeting was not adequately understood neither was it utilized
in drruiinn (^ lha ADq .^.1 in ^..1;^,,1-r r^.^,,r^^ -rr^^^ri^..,_,_.,,,,y v u,,v,,, pu,r,vv,o ollrurry vurcs ollu pruvtd ls. D . opcdntst,
the importance of carrying oul a review of the status of the previous key targets is that it facililales
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proper monitoring of government expenditure by this House thereby enhancing efficiency and

effectrveness in use of public resources.

V. Fiscal Performance and Policy Outlook

a. Expenditure

19) Mr. Speaker, the Committee observes that as has been the norm in previous budgetary allocations,

the bulk of resources are allocated to the Education Sector as well as the Energy, lnfrastructure and

ICT sectors (Total amounl of Kshs. 832 billion). Without diminishing the importance of these two

sectors, the committee is concerned that olher key sectors aligned to lhe Big Four plan may not have

sufficient budgetary allocations to implement the key initiatives. To illustrate, according to the

expenditure projections of the Health sector, an eslimated Kshs. 300 billion is required over the next

five years to achieve Universal Health Coverage. However, from the analysis of expenditures, it is

evident that this has not been provided for over the medium term, I wish to highlight however, that

Health and Agriculture are devolved functions, which means that the key initiatives under these

sectors are likely to be implemented by the county governments. The committee observed that the

BPS has not clearly articulated the extent of the roles to be played by each level of governmenl. The

Committee proposes therefore that the master plan on the Big Four agenda should rnclude a

collaborative framework between the national and county governments with clear indications on the

roles of each level of govemmenl and the manner in which resources allocated.

21) During the Supplementary budget Mr. Speaker, expenditure cuts of up to 75 percent on various items

under recurrent budget were instituted across the board for all Ministries, Departments and Agencies

including Parliament and the Judiciary and this disrupted operations of some MDAs. This Committee

reiterates the resolution of the House on this matter; that expenditure adjustments should be based on

r,ivni inSilSrS, iai(ing inio aucuurri ii'ru puiruy uIcunu or ure uuuger an0 rnar ar]y expecteo savlngs

should be quantified.
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20) I wish to reiterate Mr. Speaker that despite these resource gaps, the committee remains committed to

sticking within the hard budget constraints in order lo Iimit the l'iscal deficit within reasonable levels.

The resource gaps in the various sectors will therefore be addressed through rationalization and

reorientation of resources from non-core expenditures towards key development projects. The

Committee observes that despite indications in the 2018 BPS that expenditure will contract gradually

over the medium lerm, there does not seem to be a clear strategy on how this will be done. lwish to

remind this House Mr. Speaker that in financial year 2015116, the government indicated thal it would

institute expenditure control measures on non-core expenditure, However, it seems that this process

has not been well executed as there are no clear quantiflable expenditure rationalization measures

which will free resources for the priority expenditures.



22) Mr. Speaker, wrth regard to development expenditure and personnel emoluments, I wish to point oul
that the 2018 BPS has adhered to the fiscal responsibrlity principles set out in the PFM Act and pFM

Regulations, 2015; the development expenditure is just above the 30% threshold over lhe medium
term and the waqe bill is within the 35 oercent limit. However. lhe Committee is conccrnert that nivpn
the likelihood of expenditure revisions wrthin the year and the tendency to reduce the development
budget during this time, the actual money spent on development could end up being lower than 30
percent. Furthermore, despite the indicated compensalion to employees being below 35%, this House
should note that the wages and salaries of most semi-autonomous government agencies (SAGAs)
have not been taken into account and are still being categorized under other recurrent expenditure. lf
these figures are properly accounted for, then the total figure for the wages and salaries is likely to be
much higher. The committee therefore recommends Mr. Speaker, that when the National Treasury
tables the National Budget, the budget for SAGAs should also be tabled as it accounts for a significant
portion of the budget and should therefore also be subject to oversight by this House,

23) Mr. Speaker, lwish to also point out that despite it being clearly spell out in law, the provision that the
ceiling for development expenditure and personnel emoluments be binding over the next two years
has nol been complied with. lndeed, expenditure projections for any budget item relating to the
medium term are rarely taken inlo account. Mr. speaker, the importance of the medium term
expenditure framework is that it determines the flscal space available to a spending agency over the
medium term which ensures predictability of resources thereby allowing the spending agency to simply
focus on results. lt is this committee's submission lherefore that preset limits for the medium term
should be regarded as hard budget conskaints and should be the starting point for budgeting in any
subsequent year. lf the budget disregards medrum term decisions especially those enshrined in law,
then it will not be effective.

b, Revenue
24) Mr. speaker, the expected likelihood of lower economic growth may lead to revenue

underperformance as has been noted in recent financial years. The issue, Mr. Speaker is about the
realism of economic and revenue forecasts. As has been stated in previous reporls on BpS, revenue
overestimation contributes to higher expenditure demands from the agencies, This often leads to
revision.of expenditure plans wilhin the financial year or increased borrowing. Already in the current
financial year, preliminary revenue performance for the first half of the year indicates
underperformance by Kshs. 68.3 billion. Total cumulative revenues including A-l-A collected amounted
to Ksh.709 4 billion against a target of Kshs. 777.7 billion. The underperformance of the economy in
the lasl year can mostly be attributed to drought as well as the prolonged election period which caused
uncerlainty in the business environment. As such, revenue projections have been revised downwards
and are now eslimated at Kshs. 1,643 billion (19% of GDp) from the budget level of Kshs. 1,704.5
billion (19 6 percent of GDP).lf expenditure is not reduced, low revenue collections could result in
additional borrowing to bridge the financing gap. This then worsens our debt burden and crowds out
the private sector.

Budget and Approprialions Committee Report on the BpS and I/TDS
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25) Mr. Speaker, higher revenue performance is an important factor lo ensure expenditure plans

highlighted in the BPS including the Big Four Agenda are achieved. The commiltee observes that tax

^^li^,, ^^,{ .^,,^^,,^ ^.1-i-i^r,^ri^^ .^r^.6^ ^lr^,,1, r^ t.,-^6i^ r^ ^r'^^^r^a ^^^^^-i^ ^^r:.,;r:..iiiji;Ui aiiij ;CVeiiijU <j\.riiiiiii;iiiiii(rii iciviiiiJ 5iinUru us ur',a,r,(. ru u a V rg sev vri U dulrvrtrcr

including targeting rncomes from growing e-commerce and digital activities where tax avoidance and

evasion is rampant. This requires modernization of the income tax law.

c. Deficit Financing

26) Mr. Speaker, the 2018 BPS indicates a convergence of debt towards the EAC Monetary Union

Protocol flscal target of 3 percent deficit by 2021. The deficit (commilment basis excluding grants) is

estimated at 7.9 percent lor 2017118,6.5 percent for 2018/19, reducing gradually to approximately 3.4

percent by financial year 202112022. However, given the expenditure pressures and the lack of a clear

expenditure rationalization framework as well as a quantifiable strategy for enhanced revenue

collection, it is unlikely that the fiscal dellcit will decrease unless hard decisions are made. lndeed,

over the past years, this commitment has not been complied with. In linancial year 2016/17, this

committee made a recommendation that the deficit be capped at 6.0 percent of GDP but this was not

complied with and the deficit at the end of the financial year had accumulated to approximately 9.3

percent instead (commitment basis excluding grants).

27) Mr. Speaker, as I had indicated earlier, my committee is committed towards ensuring that the deficit is

contained and indeed reduced over the medium term in order to protect the country from a higher debt

burden which invariably results from higher deficit and low revenue collection. As a result, cognizant of

the need to lund key development projects, the committee recommends that MDAs undertake

reprioritization of expenditure and that the key development projects be implemented in phases in

order to ensure that the overall expenditure remains within the provided framework.

Vl. Vertical Division of Revenue for 2018/19

28) Mr. Speaker, in the 2018 BPS, the nationally raised revenue for financial year 2018/19 is projected at

Kshs. 1 ,688.4 Billion out of which Kshs, 1,370 Billion will be allocated as the equitable share to

National Government and Kshs. 314 billion as equitable share to the County Governments. This is

equivalent to approximately 34 percent of the mosl recent audited revenues. ln addition, the counties

are also set to receive conditional grants amounting to Kshs. 58.742 billion of which Kshs. 33.2 billion

will be from development partners. This brings the tolal allocation to county governments for financial

year 2018/19 to Kshs, 372.74 billion. ln addition, the allocation for the Equalization Fund for Financial

Year 2018/19 is Kshs. 4.7 Billion,

lJi i,r]i. irp;a;iei, i iiisrI rO intoaiil a,iis iiuuDs uror urc vullrllrJJrurr urr r\evslrut /_\lruuotrull dl5l, Plcstrlrtuu

their recommendations to this committee as follows:
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Allocate National Governmenl Kshs. 1,371.2 billion and county governments Kshs. 337.2 billion
which is equivalent to 36% of the most recent audited revenues. This incremenl to counly
governments comprises an additional Kshs, 8.7 billion for functions previously transferred to counly
governments without attendant resoufces and adiuslments to cater for inflation as well as orowth in
servrce delivery.

The cRA also proposes a total of Kshs. 30.5 billion as conditional grants to counties. The
conditional transfers include Kshs. 24,461 milllon for ongoing conditional programmes and Kshs.
6,000 million as new condttional grants for the establishment of cancer centres and cancer drug
access programme. This brings the total county allocation to Kshs. 367.7 billion.

30) Mr. Speaker, the committee notes that the 2018 BPS does not provide information on lhe rationale
behind increasrng some of the conditional grants for financial year 20iB/19 such as leasing of
equipment from Kshs. 6.1 billion to Kshs. 9.4 billion as well as level five hospitals hom Kshs, 4.2 biilion
to Kshs. 4 326 billion Conditional grants are an important tool for the national government to
implement key national developmenl priorities within lhe counties. lt is important therefore for these to
be handled kansparently and for continuous monitoring lo be canied out to ensure that the national
government priorities are being met. At this juncture, lwish to remind this House that two key pillars of
the Big Four plan, Agriculture and Health, are devolved functions. The committee therefore proposes
thal the National government considers using conditional grants to implement the key initiatives under
these pillars.

VII, MEDIUM TERM DEBT MANAGEMENT STRATEGY

31) Mr. speaker, the Medjum Term Debt Management strategy (MTDS) for Financial year 2018/.19
proposes a borrowing framework of 57% external borrowing and 430/o domestic bonowing to finance
the national budget deticit. External Debt will be financed through Concessional Finance (23yd, Semi
Concessional Finance (12%) and Commercial finance (2}ok).

32) The committee has reviewed the ivedium Term Debt l,/anagemenl strategy (MTDS) and makes the
following observations:

There is variation belween the deficit financing policies indicated under the BpS and the MTDS, that is,
while the Budgel Policy Statement (BPS) proposes to llnance the deficit through external llnancing to
domeslic linancing ratio of 37 percent to 63 percent, the MTDS utrlizes a ratio of 57yo exleinal
financing and 43% for domestic financrng. Furthermore, the lvrDS jndicates that commercial debt
should only nake up 22% of total external borrowing which equates to Kshs. 1 

.16.9 
billion. whereas in

the BPS, the level of commercial debt is at 54% Kshs. 2BB billion, which is more than double the MTDS
i'rlio
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t

The current Net Presenl Value (NPV) ol debl lo GDP limit is estlmated lo be between 48.6% and 49ak

The PFM regulalions places a NPV ol debl to GDP limil ol 50% implying that any huge addilional

borrowing could lead to breach of lhis limil.

The ratio ol Debt Service lo Revenue exceeds lhe 30 percent lhreshold in the FY 20'17/18 and the

medium term. This means lhal lhe government will need to reflnance maturing debt during this period

contribuling to higher interesl costs in lulure.

MTDS 2018/19 is prepared on lhe premise lhal fiscal consolidation will occur in the medium term

despite previous missed commitment. Planned liscal consolidation will face headwinds from planned

expenditure plans in the BPS and the high proporlion of mandatory spending for pension, county

allocations, debt service, and the public wage bill

The refinancing needs of debt maturing in 1 year in 2018/19 will reach 54.4% (Kshs. ',|.008 trillion) of

total revenues due to repayment ol syndicated loans, commercial loans, international bonds and

domestic debt repayments falling due in FY 2018/19. This therefore indicales shrinking space lor

discretionary expenditure given lhal most of our expenditure, lhat is, county allocations, the wage bill,

pension and debt service cannot be reduced.

The MTDS needs to capture both implicit and explicil contingent liabilities. lmplicit liability will range

from pending court compensation lo avoidable liabilities emanaling for the Public Private

Partnershrp Prolects (PPPs). Of concern, are the avoidable costs currently incuned in relation to

the Lake Turkana Wind Power Project where the power produced cannot be evacuated due to lack

of a high voltage line to lransmit il to lhe Suswa substation.

VIII. POLICY RECOMMENDATIONS FROM THE DEPARTMENTAL COMMITTEES

33) Mr. Speaker, the 2018 BPS proposes a total minislerial expenditure of Kshs. 1,650.10 billion for

2018/19. The mrnisterial recurrent expendilure is set to increase from Kshs. 1,024.56 billion in 2017/18

to Kshs. 1,03g.50 billion in 2018/19 while the ministerial developmenl expendilure is sel to increase

from Ksh 604.74 billion in 2017/'18 to Kshs.610.60 billion in 2018/19

34) Mr. Speaker, during the Committee's deliberations with the Departmental Commiltees on the Budget

Policy statement 2018, a number of recommendations were made which I now wish to highlighl:

The issue of pending bills was a key concern for most Departmental committees. The

committee reiterales that in line with PFM regulation 26(2) (l), a list of pending bills should

be provided and that when budgeting is done, expenditure allocatrons should flrst and

foremost be directed towards settling pending bills before commitling to other

expenditures.

a

Budget and Approprialions Commillee Report on the BPS and MTTJS Page 13


