IN THE EAST AFRICAN COURT OF JUSTICE AT ARUSHA ibi
IN THEFIRST INSTANCEDIVISION | * 1 § APR 74
REFERENCE NO.. \)..OF 2024 R

IN THE MATTER OF THE TREATY FOR THE ESTABLISHMENT OF THE EAST
AFRICAN COMMUNITY

Eugenia Wanjiru Gikonyo................ =ty %400

THE ATTORNEY GENERAL OF
THE REPUBLIC OF KENYA...............}

STATEMENT OF REFERENCE

(Brought under Articles 5 (2), 5 (3) (c), (3) (), 6 (a), 6 (b), 6 (c), 6 (d), 7 (2), 8 (1) (c), 23 (1),
27 (1), 30 (1), 30 (2), 111 (1) (b), 111 (1) (d), 111 (2), (@), (b), (¢), 112 (1), 114 (1) (a), (b) of
the Treaty of the Establishment of the East African Community, Rule 25 (1), 25 (3) of the
East African Court of Justice Rules of Procedure 2019)

A. The Applicant

The Applicant is Eugenia Wanjiru Gikonyo, a long-standing Kenyan advocate for good
governance and accountability. The Applicant is thus a resident in a Partner State of the East
African Community (EAC) within the meaning of Article 30 of the Treaty of the Establishment

of the East African Community (EAC Treaty). Eugenia Wanjiru Gikonyo’s address of Service

for purposes of this Reference is Care of Almond Print Limited, P.O. Box 56095 — 00200, (O~
Nairobi, 112 Slip Road Old Waiyaki Way, KENYA, email: harrvocenic@gmail.com and
james.gathii‘agmail.com :

B. The Respondent
1. The Respondent is the Attorney General of the Republic of Kenya, whose office is
established under Article 156 of the Constitution of Kenya, 2010. He is the principal legal

advisor to the Government of the Republic of Kenya, and is being sued on behalf of the
Government of the Republic of Kenya. The address for Service for purposes of this
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Reference is The Office of the Attorney General & Department of Justice, Sheria House,
Harambee Avenue, P.0.BOX 40112-00100, Nairobi, Kenya.

. The Republic of Kenya is a Partner State of the East African Community (EAC), having
acceded to and ratified the Treaty of the Establishment of the East African Community
(EAC Treaty) and officially joining the EAC on 7 July 2000.

Jurisdiction

. Article 23 (1) of the EAC Treaty provides that this Honourable Court has jurisdiction to
ensure adherence to law in the interpretation and application of and compliance with the
provisions of the EAC Treaty, Protocols, and all subsequent EAC law.

. Further, Article 27 (1) of the EAC Treaty bestows upon this Court the original jurisdiction
to interpret and apply the provisions of the EAC Treaty and EAC law.

. Atticle 30 (1) of the EAC Treaty allows any person who is resident in a Partner State to
refer for determination by the Court, the legality of any Act, regulation, directive, decision
or action of a Partner State or an institution of the Community on the grounds that such
Act, regulation, directive, decision or action is um/awful or is an infringement of the
provisions of this Treaty.

. The illegality (unlawfulness above) jurisdiction of the EACJ covers all actions of a Partner
State or an institution of the Community that violates domestic or international law (British
American Tobacco (BAT) (U) LTD vs. The Attorney General of the Republic of Uganda
EACJ RefNo. 7 0f2017 (Judgment on March 26, 2019), para 29. This therefore means that
the subject matter jurisdiction of the Court expands to all treaties and conventions signed
and ratified by the Respondent State. Furthermore, in The Attorney General of the United
Republic of Tanzania vs. Affican Network for Animal Welfare (ANAW) Appeal No. 3 of
2011 (Judgement on March 15, 2012) the Court found Articles 5 (2), 5 (3) (c), 111 (1) (b),
111 (1) (d), 111 (2), 112 (1), 114 (1), (a), (b) of the EAC Treaty bring environmental
disputes within the purview of the EACJ subject matter jurisdiction. The Appellate Division
held that Articles 111-114 of the EAC Treaty, which relate to environmental obligations,
responsibilities, and standards of EAC states, are self-executing and do not require a
protocol or other special act, process, procedure or proceeding to establish their
enforcement. The Court thus affirmed that these provisions are not only obligations of the
Partner States, but also causes of action allowing an injured party to seek a remedy against
the state for their breach without having to demonstrate “a personal tort, right, infringement,
injury or damage specific to himself.” Furthermore, the Court held that the Treaty does not
require the Partner States to ratify a Protocol on the Management of the Environment and
Natural Resources in order for Articles 111-114 to become enforceable. Consequently, the
Respondent is in this regard is a party to the following treaties and conventions that the
court can exercise subject matter jurisdiction over:

(a). African Convention on the Conservation of Nature and Natural Resources, 2003;

B el =

Page 2 of 20

« 16 APR 20

o~

| O

2 "

20

WG -



T

10.

(b). United Nations Convention on Biological Diversity, 1992.

Article 39 of the EAC Treaty also empowers the Court in any case referred to it, to make
any interim orders or issue any directions which it considers necessary or desirable. The
provision further stipulates that interim orders and other directions issued by the Court shall
have the same effect ad interim decisions of the Court.

The Republic of Kenya is a Partner State of the EAC, and is thus bound by the EAC Treaty
and all other international treaties and instruments that it has signed/acceded to and ratified
as per the provisions of the EAC Treaty and its jurisprudence.

This Statement of Reference concerns the actions of the Respondent State in relation to its
lack of transparency and public participation, and violation of the EAC Treaty through its
actions while considering, setting up, and implementing debt swaps transactions, especially
debt for nature swaps and debt for food security swaps to fund the budget deficit for
Kenya’s financial year 2024/2025. The Respondent State has kept crucial details of these
transactions outside the public eye. The only publicly available information relates to vague
and general references of these transactions during the parliamentary approval process.
These vague and general references to these transactions do not constitute full disclosure
of the entirety of the debt swap transactions the Respondent is currently negotiating and
implementing. The extremely limited amount of, quality, and comprehensiveness of
available information on the debt swaps do not meet even the lowest thresholds of rule of
law requirements. Further, there has been no public participation in the consideration of
these debt-swap transactions. Paragraph 34 below fully outlines the exact details of the
information the Respondent has failed to provide. The Respondent State is thus violating
the provisions of the EAC Treaty and its domestic constitution (Constitution of Kenya,
2010) and laws on principles of the rule of law, good governance, transparency,
accountability, democracy, and participation of the people. These unlawful actions violate
Articles 6 (a) to (c), (d), 7 (2), 8 (1) (c), and 124 (1), (2), and (5) of the EAC Treaty.

Under the EAC Treaty, the Respondent has an obligation to uphold the fundamental and
operational principles of the Community as enshrined under Articles 6 (a), (b), (c), (d), 6
(), and 7 (2) of the Treaty. In particular, these operational principles include the principles
of good governance, including the adherence to the principles of democracy, the rule of
law, transparency, social justice, equal opportunities, gender equality, as well as the
recognition, promotion and protection of human and peoples’ rights in accordance with the
provisions of the African Charter on Human and Peoples’ Rights, and the maintenance of
universally accepted standards of human rights. Specifically, Article 9 (1) of the African
Charter on Human and Peoples’ Rights provides that every individual shall have the right
to receive information. Article 24 of the same Charter also provides that all peoples shall
have the right to a general satisfactory environment favourable to their development.
Furthermore, these universally accepted standards of human rights include Article 2 (10)
of the African Charter on Democracy, Elections and Governance which provides that the
objective of the Charter include the promotion of the establishment of the necessary
conditions to foster citizen participation, transparency, access to information, freedom of
the press and accountability in the management of public affairs; and Article 6 (1), (2), (3),
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12.

13.

14.

and (4) of the African Charter on Values and Principles of Public Service and
Administration which provides: Public Service and Administration shall make available to
users information on procedures and formalities pertaining to public service delivery;
Public Service and Administration shall inform users of all decisions made concerning
them, the reasons behind those decisions, as well as the mechanisms available for appeal;
Public Service and Administration shall establish effective communication systems and
processes to inform the public about service delivery, to enhance access to information by
users, as well as to receive their feedback and inputs; Public Service and Administration
shall ensure that administrative procedures and documents are presented in a user-friendly
and simplified manner.

Consequently, and according to Article 8 (1) (¢) of the EAC Treaty, the Respondent, being
one of the contracting parties to the EAC Treaty that established the EAC undertook to
abstain from measures likely to jeopardize the achievement of the objectives of the EAC or
the implementation of the provisions of the EAC Treaty.

It thus follows from all the provisions cited above that the jurisdiction ratione personae
(personal jurisdiction) and ratione materiae (subject matter jurisdiction) of the East African
Court of Justice (EACJ) are unequivocally and lawfully invoked in the present case both to
hear the dispute over the violations mentioned below of the Treaty and the Respondent’s
obligations under it and to order interim measures in favour of the Applicant Partner State.

Admissibility

This Reference has been filed within 2 months of the actions of the Respondent State that
the Applicants complain about. The setting of new debt swap arrangements (DSAs) and
projects that form the subject matter of this reference are contained in the Respondent’s
2024 Medium Term Debt Management Strategy (the 2024 Medium-Term Debt
Management Strategy (MTDMS) and its 2024 Budget Policy Statement both adopted by
the Kenyan Parliament on the 5" March 2024 for the National Assembly and 7" March
2024 for the Senate. However, the process and crucial details of the transactions remain
shrouded in secrecy and unless the Respondent State produces evidence that the new debt
swap arrangements (DSAs) were initiated, adopted, and implemented 2 months before the
date of filing this reference, the Court should find that this case is admissible.

Subject Matter of the Reference

The Respondent State indicated the intention to set up sovereign debt swap arrangements
in its National Treasury and Economic Planning 2023 Medium Term Debt Management
Strategy (the 2023 Medium-Term Debt Strategy (MTDS)). As part of its public debt stock
management strategy, the Respondent State made the claim that there were opportunities
for “debt for climate/nature swaps’ that will be pursued under the proposed government
water dams investment/funding programme with eligible creditors. As stated by the
Respondent, the main objective is the introduction of stated restraint measures aimed at
reducing the rate of accumulation of public debt stock as an imperative to public debt
sustainability. r

FIE K |

Lod
Page 4 of 20 I

% 15 APR 204

20

o

JO

wa-



15.

16.

17.

18.

In early January 2024, various reputed news media outlets reported that the Respondent
State was looking into setting up a kind of debt swap that would bolster its finances as it
faces crucial debt repayment deadlines. The goal of these swaps was to free up funds in the
budget for basic social services such as healthcare and provision of food relief services.
Thus, unlike the traditional debt-for-nature swaps, where the borrower refinances existing
debt at more favorable rates and uses the savings on environmental conservations (like the
case of Gabon described below), the Respondent intended to direct the savings accrued
from its swaps towards social projects such as healthcare and food aid.

In March 2024, in its National Treasury and Economic Planning 2024 Medium Term Debt
Management Strategy (tabled in the Kenyan National Assembly on 15 February 2024) (the
2024 Medium-Term Debt Management Strategy (MTDMS)), the Respondent State stated
as follows:

‘Other emerging funding sources such as debt swaps especially debt for nature swaps
and debt for food security swaps are under consideration between the governments of
Kenya and the United Nations Development Partners to fund the budget deficit for FY
2024/2025° -

This option is presented as one of the potential external sources to finance the medium-
term budget.

In the same document, the Respondent stated that it will also explore the issuance of green,
sustainability-linked, and blue bonds to finance climate related or environmental
sustainability projects. The Respondent also adds the possibility of exploring the issuance
of Panda (Chinese renminbi-denominated) and Sumurai (Japanese yen-denominated
market) bonds as part of its debt instrument diversification.

Together with the 2024 MTDMS, the Respondent Ministry of Finance also submitted to
the National Assembly and Senate its Medium-Term 2024 Budget Policy Statement sub-
titled: “Sustaining Bottom-Up Economic Transformation Agenda for Economic Recovery
and Improved Livelihoods.” In it, the Respondent State elaborates its plans for debt swaps
but provides no details that this Reference seeks to have disclosed. It states that the
Respondent State would continue to explore other alternative sources of financing
including climate Fund financing options, Debt for Nature Swaps, Sumurai and Panda
bonds depending on the prevailing market and macroeconomic conditions.

. Both documents have now received parliamentary approval in the Respondent State, with

approval made at the National Assembly on 5" March 2024 and the Senate on 7" March
2024. This effectively sets the stage for the Respondent to implement its debt swaps
proposals. Doing so without fully disclosing the details of the transactions and the entities
involved in executing them including how much they would cost the citizens of the
Respondent would be inconsistent with the requirements of transparency, accountability,
and public participation as required in both the EAC Treaty and the Respondent’s
Constitution and its Public Finance legislative instrumenfs; . ¢, =
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23.

A debt swap is a financial instrument that normally provides conditional debt reduction in
exchange for the debtor agreeing to invest the freed-up resources (usually in local currency)
in specific areas such as education, health, climate or the environment, or food aid. Debt
swaps can be divided into three main types: bilateral debt swaps, third party involvement
debt swap (also called triangular or trilateral debt swap); and a private intermediated debt
swaps via debt buy-back. In so far as the available public record discloses, the proposals
by the Respondent State fall under the second type i.e a third-party involvement debt swap
programme that are supported by a UN development partners; for example the Debt2Health
programme run by the Global Fund to fight AIDs, Tuberculosis, and Malaria and the World
Food Programme’s debt-for-food programme.

The Respondent’s Clerk of the National Assembly on 16" February 2024 (erroneously
indicated as 2023) made an invitation for the submission of Memoranda in the Matter of
Consideration by the National Assembly of the 2024 Medium-Term Debt Management
Strategy. The National Assembly’s Clerk invokes Article 118(1)(b) of the Constitution of
Kenya, 2010 requiring Parliament to facilitate public participation and involvement in the
legislative and other business of Parliament and its Committees. The deadline for
submission of memoranda was set for 26" February 2024. Yet without a full disclosure of
the details of the transactions and the entities involved in executing them including how
much they would cost the citizens of the Respondent would be inconsistent with obligations
of the Respondent as more fully elaborated in Paragraph 34 below.

The feasibility of debt swaps for the Respondent State hides a serious and invidious issue
on the specific details, transactions, actors, and amounts involved in the debt swap
arrangements. These issues are neither debated nor discussed in the parliamentary approval
of the 2024 Medium-Term Debt Strategy (MTDS) and the Medium Term 2024 Budget
Policy Statement. It is not surprising that both the report of the Public Debt and Privitization
Committee of the National Assembly and that of the Standing Committee on Finance and
Budget do not mention the issue of debt swaps at all. Both the 2024 Medium-Term Debt
Strategy (MTDS) and the Medium Term 2024 Budget Policy Statement offer so limited
information that it is impossible to expect any meaningful public participation and approval
of the issue of debt swaps. The approval process, thus, for purposes of the debt swap
arrangements that are the subject of this Reference become a mere rubber stamp process
that further makes the processes of acquiring these debt swap arrangements an illegality as
detailed below and an infringement of the EAC treaty provisions detailed below.

The Respondent’s Constitution, 2010 provides in Article 201 that one of the principles of
public finance management is openness and accountability, including public participation
in financial matters. Additionally, Article 201(b)(iii) of the Kenyan Constitution states that
the burdens and benefits of the use of resources and public borrowing shall be shared
equitably between present and future generations. Article 211(1) of the same Constitution
requires Parliament through legislation to: (a) prescribe the terms on which the national
government may borrow; and (b) impose reporting requirements. The impetus of
transparency and accountability within the Respondent is further bolstered by Article 10 of
the Constitution that stipulates the Respondent’s national values and principles. These
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25.

26.

principles include good governance, integrity, transparency and accountability, principles
which are also stipulated with the EAC Treaty.

The Respondent’s Treasury Cabinet Secretary, Prof. Njuguna Ndung’u in a video at the
Kenyan parliament stated that the Respondent was prioritizing debt-for-food security swaps
and that talks were underway with the World Food Programme (WFP) and a debt-for-
medicine swap (with talks with the Global Fund). According to Prof. Njuguna Ndung’u,
such prioritization is aimed at engaging in a robust process of liability management. He
specifically stated that the government was prioritizing the debt debt-for-food swap because
of its certainty and policy credibility. Despite placing the debt-for-nature swap last in
priority, he states that while it is not the burner, the government was ranking its options
with other institutions that it had worked with. He specifically states that the government
was already receiving funds and was training its staff on liability management to target
future bonds.

The Respondent’s debt-for-nature swap would not be the first in Africa. On 14 August 2023
Gabon completed a $500 million debt-for-nature swap deemed the first in Africa of its kind.
Gabon’s deal was expected to generate $163 million for marine conservation over 15 years
while slashing the country’s debt. Gabon bought back three bonds, one maturing in 2025
and two in 2031, with a total nominal value of $500 million. The buybacks were equivalent
to around 4% of Gabon’s total debt. In their place, Gabon issued a $500 million blue bond
which matures in 2038. The coupon on the new blue bond was priced at 6.097%, lower
than the coupons on the repaid bonds which were between 6.625%-7%. Gabon’s
arrangement falls under the private intermediation debt swaps via debt buy-back type of
debt swap described above (in paragraph 21). This arrangement also involves third parties
but they are usually not-for-profit entities, non-governmental organizations (NGOs), or
private foundations (for debt-for-nature swaps principally Conservation International (CI),
World Wildlife Fund (WWF) and The Nature Conservancy (TNC)). The Gabon debt-for-
nature was intermediated by TNC. These organizations usually offer a debtor government
the possibility to facilitate a debt swap involving a debt buy-back. A debt buy-back is
simply an arrangement that allows the debtor to buy the debt titles (either private or
bilateral) from a creditor at a discount. The operation of buy-backs especially involving
private bondholders normally involves other agents including commercial banks,
multilateral development banks, development finance institutions, insurance companies,
legal, and financial advisors and other private financial institutions.

There are at least three major risks associated with Gabon’s debt-for-nature swap
transactions. First, and at the core of this dispute, is the lack of transparency and
accountability on the amount, quality, and comprehensiveness of available information on
debt swaps. As mechanisms to deal with sovereign debt, debt swaps should have high levels
of transparency and accountability. Gabon’s swaps did not fulfil this criteria and those
being considered and/or negotiated by Kenya are moving on the same track. Second, debt
swaps are not effective instruments for significantly reducing debt levels. Over three
decades of debt swaps have led to roughly US$8.4 billion of debt being treated, which
equates to just 0.11 per cent of total debt payments made by low- and middle-income
countries during the same period. Third, which also forms part-of the core of this dispute,
" Lodged
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the processes of acquiring debt swaps minimize community participation and consultation.
This is particularly the case with regard to indigenous communities affected by nature
conservation projects. Civil society participation is also minimized if not entirely
eliminated. There has been no public participation exercises in debt swap transactions the
Respondent State is considering. The exclusion of indigenous peoples and local
communities in the definition and implementation of debt-for-nature swaps while they have
lived for millennia on the lands on which these swaps are being offered is a direct violation
of their fundamental human and community rights, their right to development and
consultation as recognized in the African human rights system. Indigenous communities
have for millennia managed the ecosystems in which they have lived and should be at the
center of any environmental initiatives such as those involving debt for nature swaps. The
Gabon debt-for-nature swap has had significant effects on practices for coastal and small-
scale fishing communities “including the privatisation of fishing rights, advancing blue
carbon trading, expanding high end eco-tourism and commercial fish farming.” That is why
the Respondent in this case must have as much transparency by disclosing all the details of
the debt swap transactions.

In the earlier period of debt swaps of the 1980s, UNICEF used the private debt buy-back
type of debt swap scheme above for a children’s aid programme instead of a conservation
programme. This means that this type of arrangement can also be used for other types of
debt swaps and not just for debt-for-nature swaps. It is therefore, important for Respondent
state in its processes to indicate clearly which type of arrangements it has set up in motion.
Debt swap arrangements also involve many other agents such as commercial banks,
multilateral development banks, development finance institutions, insurance companies,
legal and financial advisors and other private financial institutions. This multiplicity of
agents creates very high transactional costs for the sovereign involved and such costs must
be accessed through robust public participation before approval of such arrangements.
Since in this case, the Respondent State only provides cursory information such
engagement is precluded from the very beginning of the process. In many cases, debt swap
arrangements overpromise and underdeliver in ways that some commentators have
described as an avenue for greenwashing. Greenwashing includes practices committed by
different actors to mislead the public in believing that these entities are doing more to
protect the environment yet in many cases they are promoting false solutions that do not
deal with climate change and in some cases even exacerbates the climate change problem.
In September 2023, the International Capital Markets Association (ICMA) Deputy Chief
Executive and Head of Sustainable Finance, Nicholas Pfaff, stated that the debt-for-nature
swaps using the combination of “blue bonds™ issuance by Credit Suisse and Bank of
America in the cases of Belize, Barbados and Gabon and debt buy-back, was something
“completely different” to what the blue bond terminology referred to, leading to
“regrettable confusion”. The main reason was that most of the funds raised, if not all, were
actually used for the debt buy-back, and not for the marine conservation policies. This led
to the US-based non-profit group The Nature Conservancy (TNC) to rebrand from ‘blue
bonds’ to ‘nature bonds.’ -
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29.

(a). Violation of Articles 6 (d) and 7 (2) as read together with Article 8 (1) (c) of the
EAC Treaty

Article 6 (d) of the EAC Treaty lays down the fundamental principles of the Community
relating to good governance including adherence to the principles of democracy, the rule
of law, accountability, transparency, social justice, equal opportunities, gender equality, as
well as the recognition, promotion and protection of human and peoples’ rights in
accordance with the provisions of the African Charter on Human and Peoples’ Rights.
Article 8 (1) (c) stipulates that each Member State shall refrain from any measure which
would impede the attainment of the objectives of the Community or the implementation of
the provisions of the EAC Treaty. Thus, Partner States are bound to ensure that the
principles of democracy, the rule of law, accountability, transparency, social justice, equal
opportunities, gender equality, as well as the recognition, promotion and protection of
human and peoples rights in accordance with the provisions of the African Charter on
Human and Peoples’ Rights are strictly adhered to.

(b). Violations of Articles 6 (d) and 7 (2) of the EAC Treaty as read together with Articles
1,8,9, 14, 17, 21 and 22 of the African Charter on Human and Peoples’ Rights and
Article 35, 10, and 201 (a) of the Constitution of Kenya, 2010 on Right to Access to
Information, principle of public participation, principle of transparency,
accountability, and openness

Transparency and accountability in public finance are now understood as core pillars of a
democratic and a rule of law-oriented public finance governance framework. These
principles require that citizens are able to access information and provide adequate
feedback on government revenue, allocations, expenditures, and public debt acquisition
and repayment at all levels of government. To facilitate these processes, the national
government of the Respondent State is required to provide detailed, structured, and
formalized information to Parliament and the public in an easy, user-friendly, and widely
accessible platforms. The International Monetary Fund (IMF) defines Public Debt
Transparency as “processes and outputs through which timely, accurate, credible, and
sufficiently comprehensive information on public debt—and related procedures and
policies—is available to stakeholders.” Therefore, the Respondent State, has to disseminate
publicly data that is detailed and clear on the following specific areas:
(a). The contracted and outstanding stocks of public debt;
(b). Public contingent liabilities;
(c). The key financial and legal terms in the debt transactions;
(d). The creditor profile;
(e). The debt service payments;
(f). All the intermediaries including financial, legal and other advisors hired in
procuring debt to be paid by the public;
(g). All the details and information relating to the structure of the transactions and how
they will impact the environment and the rights of communities, indigenous peoples
and others.
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3

32

33:

This statement of request is further anchored on Article 35 of the Constitution of Kenya,
2010 as read together with Section 4 of the Access to Information Act, No. 32 of 2016 (ATI
Act, 2016). These provisions state that every citizen has the right of access to (a)
information held by state and (b) information held by another person and required for the
exercise or protection of any right or fundamental freedom. Furthermore, the ATI Act, 2016
states that every citizen’s right to access information is not affected by (a) any reason the
person gives to seek access; or (b) the public entity’s belief as to what are the person’s
reasons for seeking access.

Article 10 (2) (c) and Article 232(1)(f) of the Constitution of Kenya, 2010 require that state
organs, State officers, public officers and all persons to uphold the national values and
principles of good governance, integrity, transparency, and accountability. Furthermore,
the Constitution of Kenya, 2010 provides in Article 201 that one of the principles of public
finance management is openness and accountability, including public participation in
financial matters. Additionally, Article 201(b)(iii) of the Kenyan Constitution states that
the burdens and benefits of the use of resources and public borrowing shall be shared
equitably between present and future generations.

In Khelif Khalifa & another v Principal Secretary, Ministry of Transport & 4 others
(Constitutional Petition E032 of 2019) [2022] KEHC 368 (KLR) (13 May 2022)
(Judgment), the petitioners claimed that in spite of the extraordinary expenditure incurred
in the construction of the Standard Gauge Railway (SGR), the SGR project was undertaken
with controversy and secrecy. The High Court held that any restriction on information that
a government sought to justify on grounds of national security had to have a genuine
purpose. The court issued a declaration that the failure of respondents to provide
information was a violation of the right to access to information.

For purposes of the subject matter of this dispute, in order fulfill the dictates of EAC Treaty,
the Constitution of Kenya, 2010 and the Kenya’s domestic legislation on public finance
management, this Court ought to make a declaration that the Respondent State must make
the following information publicly available:
(1). The specific contracts and/or indentures on debt swap arrangements that Kenya has
entered and/or is currently negotiating.

(11). Specific details on the type of debt swap arrangements that Kenya has entered into
and/or is currently negotiating including their coupon rates, amortization
schedules, as well as the principal and interest rate on each until each is completely
paid off.

(iii). Specific details on the nominal value of debt, if any, to be reduced in the debt
swap arrangements.

(iv). The specific legal entities established under Kenyan or foreign law that would act
as legal advisors, investment bank and other financial advisory firms and how much
they will be paid? e, |
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34.

35,

(v). Specific details on how much, if any, debt cancelation will take place in the debt
swap arrangements.

(vi). The specific details about how the proceeds of these debt swap arrangements will
be put to including the specific details about what the debt for medicine and debt
for food arrangements will fund.

(vii). What nongovernmental conservation or other organizations the Respondent is
working with on its debt-for-nature swaps and the transaction costs to be borne by
the government of Kenya as well as all associated costs relating to their
involvement including any payments that will be made to them under these
transactions.

(viil)). What process and procedures have been put in place to ensure public
participation of communities that will be affected and/or are covered by the debt
swaps, including the debt-for-nature swaps.

(ix). Which banks will act as the bond issuance arrangers in this debt swap
arrangements as well as the costs to the government of Kenya associated with the
services that they will provide.

Furthermore, the international statistical standards call for a broad definition and inclusion
of public sector debt that includes general government, all central liabilities (not only those
contracted on behalf of the general government), and liabilities contracted by public
corporations. At the minimum to fulfill the IMF transparency threshold, public debt
coverage should include: explicit contingent liabilities, such as government guaranteed and
non-guaranteed debt of public non-financial corporations (state-owned enterprises or state
corporations), and liabilities related to Public-Private partnerships (PPPs). Contingent
liabilities are financial obligations whose timing and magnitude depend on the occurrence
of some future event outside the control of the government. They can further be divided
into explicit and implicit contingent liabilities. Explicit liabilities are normally provided
under contractual agreements like in Power Purchase Agreements (PPAs). Implicit
contingent liabilities are political and moral obligations created through legitimate
expectations that a government will intervene in a crisis, disaster, or force majeure. While
contingent liabilities are debt per se (at least they are not latent debt yet), their disclosure is
essential to account for fiscal risks if and when they materialize.

The Respondent’s through its National Treasury and Economic Planning Ministry’s and
the Parliamentary approval of both the 2024 Medium-Term Debt Management Strategy
(MTDMS) and the Medium-Term 2024 Budget Policy Statement do not meet even the
lowest threshold requirements of public debt transparency and accountability relating to its
debt swaps. The policy objective is placed in a single short statement simply stating that
the government:
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38.
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“In light of increased cost of financing, the Government will continue to monitor the
global financial market conditions before accessing the international capital market for
any liability management operations. The Government will also explore other
alternative sources of financing including c/imate Fund financing options, Debt for
Nature Swaps, Samurai and Panda bonds depending on the prevailing market and
macroeconomic condition.” (the Medium Term 2024 Budget Policy Statement para,
189).”

“Other emerging funding sources such as debt swaps especially debt for nature swaps
and debt for food security swaps are under consideration between the governments of
Kenya and the United Nations Development Partners to fund the budget deficit for FY
2024/2025.” (the 2024 Medium-Term Debt Strategy (MTDS), para 84).

The Respondent’s Treasury Cabinet Secretary, Prof. Njuguna Ndung’u stated that the
priority is currently on debt-for-food swaps and debt-for-medicine swap intermediated by
the World Food Programme (WFP) and the Global Fund respectively (see para 26 above).
This is the third-party involvement debt swap (or triangular or trilateral debt) type
referenced above. In such a debt swap, the creditor—usually a bilateral lender—cancels
part of the debt owed by a country that commits to disburse, in local currency, an equivalent
amount to the whole or part of the cancelled debt to an existing multilateral fund in this
case a WFP programme and Global Fund. In these two processes, the Respondent State has
not disclosed the quantity of debt to be cancelled and the percentage to disbursed by the
debtor country in existing fund. Additionally, the bilateral debt to be cancelled is also
unknown. So far, the third-parties have also remained tight-lipped about the details of these
transactions only adding more mystery and secrecy concerns on the nature and details of
these transactions. Such a process directly violates the transparency, openness, and rule of
law principles in the EAC Treaty and amounts to unlawful actions on the part of the
Respondent State.

The transparency challenge here is exacerbated by the possible Respondent claim that these
processes are still in the making and no deals have been struck. Such claims further validate
the violations of the principles of the EAC Treaty as many of such debt swap deals are
announced ex-post and only after concerned citizens and or civil society raise alarm and
make freedom of information demands. Thus, if in deed the Respondent State is in the
process of negotiating such complex debt swap deal, such arrangements must be subjected
to the rigorous processes of public participation that involves timely, accurate, credible,
and sufficiently comprehensive disclosure of all the relevant information as outlined more
fully in Para 34 above. The current process by the Respondent State blatantly violates these
requirements and will eventually led to an ex-post deal announcement that cannot be
challenged or be adequately and reasonably subjected to judicial review.

This Reference is grounded under Articles 6 (d), 7 (2), 8 (c), 23 (1), 27 (1), and 30 (1), the
Treaty of the Establishment of the East African Community, Rule 25 (1), (2) and (3) of the
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East African Court of Justice Rules of Procedure 2019, the Vienna Convention on the Law
of Treaties, 1969, and other enabling provisions of law and is based on the facts that:

(a).

(b).

(c).

(d).

(e).

(.

(2).

(h).

().

@)-

X).

The Treaty for the Establishment of the East African Community is the grund
norm of the integration process for the East African Community, from which all
other legal instruments in the Community derive, subsist and draw legality, and
whose provisions must be strictly adhered to.

This Honourable Court is seized with the original jurisdiction to handle this
matter by virtue of Articles 23 (1), 27 (1), and 30 (1) of the Treaty for The
Establishment of The East African Community, and Rules 4 and 25 of the East
African Court of Justice Rules of the Court 2019 and the Vienna Convention on
the Law of Treaties, 1969.

This Reference is premised on Articles 6 (d), 7 (2), 8 (c), 23 (1), 27 (1), and 30
(1) of the Treaty and seeks inter alia interpretation, adherence and application of
Treaty.

The Applicant aver that by virtue of the aforesaid breaches as more particularized
in paragraph 34 above, the Respondent has infringed/violated the spirit and letter
of the EAC Treaty.

The Applicant further avers that failure of Respondent to honour the aforesaid
objectives, fundamental and operational principles of the Community is an
infringement of its legal and contractual obligations under the Treaty.

The Respondent is guilty of a breach of its obligations under Articles 6(d), 7 (2),
and 8 (c) of the EAC Treaty.

The Treaty being an international treaty among eight sovereign States, namely,
Burundi, DRC, Kenya, Rwanda, Tanzania, Uganda and South Sudan, and
Somalia is subject to the international law on interpretation of treaties, the main
one being the Vienna Convention on the Law of Treaties.

Relying on the principle set forth in Article 31(1) of the Vienna Convention on
the Law of Treaties as a general principle to interpret the EAC Treaty a Treaty
shall be interpreted in good faith in accordance with the ordinary meaning to be
given to the terms of the Treaty in their context and in the light of its object and

purpose.

Further, the principle of pacta sunt servanda established under Article 26 of the
Vienna Convention on the Law of Treaties provides that every treaty in force is
binding on the parties and must be performed by them in good faith.

The Respondent is responsible for the impugned actions of entities and persons
exercising elements of the Respondent’s government authority by virtue of the
International Law Commission (ILC) Articles on Responsibility of States for
Internationally Wrongful Acts 2001.

In addition, the Respondent being a Party to the EAC Treaty is bound by the
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40.
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the objects of the Treaty as is stipulated in Article 27 of the Vienna Convention
on the Law of Treaties.

(c). Violation of Article 5 (2), 5 (3) (c), 111 (1) (b), 111 (1) (d), 111 (2), (a), (b), (c), 112
(1), 114 (1) (a), (b) read together with 24 of the African Charter on Human and
Peoples’ Rights

Article 5 (2) provides that the Partner States in pursuance of the objectives of the
Community will work to strengthen and regulate the industrial, commercial, infrastructural,
cultural, social, political and other relations of the Partner States to the end that there shall
be accelerated, harmonious and balanced development and sustained expansion of
economic activities, the benefit of which shall be equitably shared. In relation to the
environmental issues, Article 111 (1) (b) 111 (1) (d), enjoins the Partner States to recognise
that development activities may have negative impacts on the environment leading to the
degradation of the environment and depletion of natural resources and that a clean and
healthy environment is a prerequisite for sustainable development undertake, through
environmental management strategy, to co-operate and co-ordinate their policies and
actions for the protection and conservation of the natural resources and environment against
all forms of degradation and pollution arising from developmental activities. Article 112
(1) (b) requires Partner States to develop special environmental management strategies to
manage fragile ecosystems, terrestrial and marine resources, noxious emissions and toxic
and hazardous chemicals. Furthermore, Article 114 states that the Partner States will: (a)
take necessary measures to conserve their natural resources; (b) co-operate in the
management of their natural resources for the conservation of the eco-systems and the arrest
of environmental degradation; and (c) adopt common regulations for the protection of
shared aquatic and terrestrial resources. Finally, Article 24 of the African Charter on
Human and Peoples’ Rights provide that all peoples shall have the right to a general
satisfactory environment favourable to their development.

While the stated reason for debt-for-nature swaps is to protect the environment, as the
Gabon debt-for-nature swaps clearly demonstrate that these swaps have clear risks for the
violation the rights of local communities and indigenous peoples’ to a clean and satisfactory
environment. The Respondent’s planned debt-for-nature swaps are already violating if not
risking violating the free, prior, and informed consent of these communities. These projects
join a long list of conservation-based projects that do not engage with the communities
where the taunted environmentally friendly projects are implemented. The process thus
leads to the displacement of local communities and indigenous communities and denying
them the use of the community lands, cultural sites, and religious sites. The reasons for
such displacements include conservation efforts as part of green finance projects such as
carbon trading and debt-for-nature swaps arrangements. This process thus leads to
outcomes that are presented as environmentally friendly but which have disparate,
dispossessive, and marginalizing impacts to local communities. In some cases, these
processes are themselves injurious to the environment as they ignore the environmental
conservation practices of these communities and instead impose top-down state and
international institutional approaches. In order to fulfill the requirements of the EAC treaty
and international environmental law, the debt-for-nature swaps processes have to engage
with communities who would be the most affected by such projects.-
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41. Without full disclosure of the contract elements and all details as enumerated in paragraph
44 below of these debt-swaps there is very little likelihood that they will end protecting the
environment. Thus, the setting up of conservation projects e.g game parks and reserves
aimed at attracting tourists creates what ecologist Mordecai Ogada has called “the apartheid
in conservation” or “Green Capitalist Colonialism.” This model is one where the rate of
‘green’ climate finance proposals such as debt-for-nature swaps are directly overtaking the
actual pace and urgent need to fight climate change thorough the reduction of Green House
Gases (GHGs) emissions.

42.

Nature of Evidence

The Applicant shall rely on the following evidence in support of the Reference:

1.

The Kenya 2024 Medium Term Debt Management Strategy (the 2024 Medium-Term
Debt Management Strategy (MTDMS).

The Kenya 2024 Budget Policy Statement.

The Kenya National Assembly Thirteenth Parliament Hansard, Vol. IIl. No. 13, 5"
March 2024.

The Kenya National Assembly Thirteenth Parliament, The Public Debt and
Privatization Committee, Report on the 2024 Medium-Term Debt Management
Strategy.

The Kenya National Assembly Thirteenth Parliament Senate Standing Committee on
Finance and Budget Report on the 2024 Medium-Term Debt Management Strategy,
March 2024.

IMF, “‘Making Public Debt Public—Ongoing Initiatives and Reform Options’ (2023)
available at htips://www.elibrary.imf.org/view/journals/007/2023/034/article-A001-
en.xml

Aliona Cebotari, Contingent Liabilities: Issues and Practice, (IMF Working Paper
WP/08/245, 2008).

Rita Madeira, Symposium on Electricity/Energy Markets in Africa and their
Intersections with International Economic Law: From Electricity Market Reform to
Contingent Liabilities AFRONOMICSLAW, (2020)
hitps://www.afronomicslaw.org/category/analysis/svmposium-electricityenergy-
markets-africa-and-their-intersections-international (last visited on Jul. 7, 2023).

Iolanda Fresnillo, ‘Miracle or Mirage?: Are Debt Swaps really a Silver Bullet?’
(EURODAD, November 2023), https://www.eurodad.org/miracle or mirage
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10. African Sovereign Debt Justice Network (AfSDJN), ‘Ninety Sixth Sovereign Debt

11.

12.

13.

14.

155

16.

177,

18.

News Update: Gabon’s Debt-For-Nature Swap: Some Critical Reflections’ (Septermber
4, 2023), htips://www.afronomicslaw.org/category/african-sovereign-debt-justice-
network-afsdin/ninety-sixth-sovereign-debt-news-update

African Sovereign Debt Justice Network (AfSDJN), ‘One Hundred and Thirteenth
Sovereign Debt News Update: African Countries and Eurobonds: An Avalanche of
Buybacks in 2024° (March 20, 2024),
https://www.afronomicslaw.org/index.php/category/african-sovereign-debt-justice-
network-afsdin/one-hundred-and-thirteenth-sovereign-debt

Debt Justice, ‘Flagship Lending Transparency Scheme gets Information from just Two
Banks’ (April 18, 2022), https://debtjustice.org.uk/press-release/flagship-lending-
transparency-scheme-gets-information-from-just-two-banks

Iolanda Fresnillo, ‘10 Reasons why Debt Swaps aren’t a Miracle Cure to the Sovereign
Debt Crisis’ (EURODAD, December 4, 2023), htips:/www.linkedin.com/pulse/10-
reasons-whyv-debt-swaps-arent-miracle-cure-sovereign-crisis-repql’

Climate Action Network International, ‘Climate Action Network Position on Debt
Swaps’ (May 2023), https:/reliefweb.int/report/argentina/climate-action-network-
position-debt-swaps

Marcos Chamon, Erik Klok, Vimal Thakoor, and Jeromin Zettelmeyer, ‘Debt-for-
Climate Swaps: Analysis, Design, and Implementation’ (IMF Working Paper 22/162)
(August 2022), hitps://www.imf.org/en/Publications/WP/Issues/2022/08/1 1/Debt-for-
Climate-Swaps-Analysis-Design-and-Implementation-522184

Coalition for Fair Fisheries Arrangements, ‘Gabon’s Odious Debt-for-Ocean Swap:
The Implications for Ocean Govemance’ (November 15, 2023),
https://www.cffacape.ore/publications-blog/gabon-debt-ocean-swap-tnc

African Sovereign Debt Justice Network (AfSDJIN), ‘Debt-for-Climate Swaps and
Illicit Financial Flows: A call for caution in designing climate finance infrastructures’
(December 1, 2023), https://www.afronomicslaw.org/category/analysis/debt-climate-
swaps-and-illicit-financial-flows-call-caution-designing-climate

African Sovereign Debt Justice Network (AfSDJN), ‘Sixty Fifth Sovereign Debt News
Update: Debt-For-Nature Swap: Portugal Signs Agreement to Trade Cape Verde's
National Debt for Climate Investments’ (February 6, 2023),
https://www.afronomicslaw.org/category/alrican-sovereign-debt-justice-network-

afsdjn/sixty-fifth-sovereign-debt-news-update-debt
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19.

20.

21.

22,

African Sovereign Debt Justice Network (AfSDIN), Nciko wa Nciko, ‘Misery of
Others as a New Site for Capital Accumulation: The Problem With Debt-For-Climate
Swaps’, Transforming Climate Finance in An Era of Sovereign Debt Distress Chapter
E (2023),

https://www.afronomicslaw.org/sites/default/files/pdf/transforming climate finance
augl0.pdf

Godwin Eli Kwadzo Dza, ‘Africa and the (New) Green Finance Rush’, in James Thuo
Gathii et al, Transforming Climate Finance in An Era of Sovereign Debt Distress
Chapter 7 (Sheria Publishing House, 2023),
https://www.afronomicslaw.org/sites/default/files/pdf/transforming climate finance

aug10.pdf

James Thuo Gathii, “Without Centering Race, Identity, and Indigeneity, Climate
Responses Miss the Mark in Wilson Center and Adelphi (eds.), Climate Change, Equity
and the  Future of Democracy, 11 (2020) available at
https://papers.ssrm.com/sol3/papers.cfim?abstract 1d=3718507

James Thuo Gathii, Adebayo Majekolagbe and Nona Tamale, (eds.) Transforming
Climate Finance in an Era of Sovereign Debt Distress, (Sheria Publishing House,
(2023)

News Media Outlets

L.

Kenza Bryan, ‘‘Sustainable’’ debt Pioneer ditches Controversial ‘Blue Bond’ Label’
(Financial Times, September 22, 2023), https://www.ft.com/content/68bcb820-c4af-
42b7-84b7-ca2682af60ad

Esteban Duarte & Natasha White, ‘Kenya Turns to Sustainability Swap before $2
billion debt Deadline’ (Bloomberg, January 16, 2024),
https://www.bnnbloomberg.ca/kenya-turns-to-sustainability-swap-before-2-billion-
debt-deadline-1.2022383

Vincent Owino, ‘Could debt-for-Nature Swaps solve Africa’s twin Problems?’ (The
East African, September 4, 2023), https://www.theeastafrican.co.ke/tea/science-
health/could-debt-for-nature-swaps-solve-africa-s-twin-problems-

4355644#¢goo0gle vignette

Adenkule Agbetiloye, ‘Kenya considers Debt-for-Nature Swap as $2 Billion debt
Looms’ (Business Insider Africa, January 16, 2024),
https://africa.businessinsider.com/local/markets/kenya-considers-debt-for-nature-
swap-as-dollar2-billion-debt-deadline-looms/dex!5ir

David Herbling, ‘Kenya Lawmakers to Vote on Nature, Food Security Debt Swap
Plans’ (Bloomberg, March 6, 2024), https://www.bnnbloomberg.ca/kenya-lawmakers-

to-vote-on-nature-food-security-debt-swap-plans-1.2043250 - |
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6. VoA, ‘Gabon Signs Africa’s First Debt-for-Nature Swap’ (August 16, 2023)
https://www.voaafrica.com/a/gabon-closes-africa-debt-for-nature-swap/7227886.html

7. Allison Schrager, “Why Climate-Swap debt is a Bad Idea’ (New York Post, October
14, 2023), https:/nypost.com/2023/10/14/climate-swap-debt-is-a-bad-idea/

8. Natasha White, ‘Barclays sees Real Greenwashing Risk in ESG Debt-Swap Market’
(Bloomberg, January 23, 2023), https://www.bloomberg.com/news/articles/2023-01-
23/barclays-sees-real-risk-of-greenwashing-in-esg-debt-swap-
market?leadSource=uverify%20wall&sref=T4zDKGrkK

9. Patrick Greenfield, ‘Are Debt-for-Nature Swaps the Way Forward for Conservation?’
(The Guardian, June 21 2024),
https://www.theguardian.com/environment/2023/jun/2 | /are-debt-for-nature-swaps-
wav-forward-for-conservation-aoe

H. Reliefs Sought
43. Reasons wherefore the Applicants will move the Court for the following orders:

(a). A Declaration that the action of the Respondent State complained of above violates
Articles 6 (d) and 7 (2) as read together with Article 8 (1) (c) of the EAC Treaty;

(b). A Declaration that the action of the Respondent State complained of above violates
Articles 6 (d) and 7 (2) of the EAC Treaty as read together with Article 9 of the
African Charter on Human and Peoples’ Rights and Article 35, 10, and 201 (a) of the
Constitution of Kenya, 2010 on Right to Access to Information, principle of public
participation, principle of transparency, accountability, and openness;

(c). A Declaration that the Respondent State should immediately and unconditionally
supply the Applicant and place on a publicly available platform the following
information:

(i). The specific contracts and/or indentures on debt swap arrangements that Kenya
has entered and/or is currently negotiating.

(i1). Specific details on the type of debt swap arrangements that Kenya has entered
into and/or is currently negotiating including their coupon rates, amortization
schedules, as well as the principal and interest rate on each until each is completely
paid off.

(111). Specific details on the nominal value of debt, if any, to be reduced in the debt
swap arrangements. i

L
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(iv). The specific legal entities established under Kenyan or foreign law that would
act as legal advisors, investment bank and other financial advisory firms and how
much they will be paid?

(v). Specific details on how much, if any, debt cancelation will take place in the debt
swap arrangements.

(vi). The specific details about how the proceeds of these debt swap arrangements
will be put to including the specific details about what the debt for medicine and debt
for food arrangements will fund.

(vii). What nongovernmental conservation or other organizations the Respondent is
working with on its debt-for-nature swaps and the transaction costs to be borne by | ©
the government of Kenya as well as all associated costs relating to their involvement
including any payments that will be made to them under these transactions.

(viii). What process and procedures have been put in place to ensure public
participation of communities that will be affected and/or are covered by the debt
swaps, including the debt-for-nature swaps.

(ix). Which banks will act as the bond issuance arrangers in this debt swap
arrangements as well as the costs to the government of Kenya associated with the
services that they will provide.

(d).That the Court makes such further or other orders as may be necessary in the

circumstances; 2O

(e). That the costs of this Reference be borne by the Respondent State.
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IN THE EAST AFRICAN COURT OF JUSTICE AT ARUSHA
IN THE FIRST INSTANCE DIVISION
REFERENCE NO...[]..OF 2024

IN THE MATTER OF THE TREATY FOR THE ESTABLISHMENT OF THE EAST

AFRICAN COMMUNITY
BETWEEN )
Eugenia Wanjiru Gikonyo............cceeeeevvnnnenes eeee FOBBEC BRI s APPLICANT
1 § PR 202
AND | \L(L?O i
THE ATTORNEY GENERAL OF il
THE REPUBLIC OB EBNY A ..covisuimmaminmsininsinmsaraisin RESPONDENT

AFFIDAVIT IN SUPPORT OF THE OF REFERENCE
(Pursuant to Rule 25 (3) of the East African Court of Justice Rules of Procedure, 2019)

I, Eugenia Wanjiru Gikonyo, an adult of sound mind, a resident of Kenya of Passport No. BK
139924 and P.O. Box 47089-00100 Nairobi, Kenya, do make oath and solemnly state as
follows:

1. THAT I am a Kenyan citizen, and a long-standing advocate for good governance and
accountability. (Attached & marked EWG-1 is a copy of my passport).

2. THAT I have read and understood the contents of this Statement of Reference and confirm
the correctness of all averments contained in it.

3. THAT I am well conversant with the facts in this Statement of Reference and hence
competent to swear this affidavit.

4. THAT I swear this affidavit in support of the averments contained in this Statement of
Reference, which averments are correctly stated to the best of my knowledge.

5. THAT I have a first-hand understanding of the facts presented in this Statement of
Reference.

6. THAT the Applicant is a resident corporate entity in a Partner State of the East African
Community (EAC) the Republic Kenya and thus this Court is competent to hear this case.



1,

22

THAT the Respondent state is a Partner States of the EAC and thus the Reference is
properly filed in accordance to the provisions of the EAC Treaty.

THAT all the jurisdiction and admissibility requirements of the EAC Treaty to institute this
case have been met and thus the Reference is properly filed in accordance with the
provisions of the EAC Treaty.

THAT I have material knowledge that the Respondent State is currently implementing Debt
Swaps Arrangements (DSAs) under the National Treasury and Economic Planning 2024
Medium-Term Debt Management Strategy (2024 MTDMS) and the Medium Term 2024
Budget Policy Statement (MTBPS). (A#tached & marked EWG-2 and EWG-3 respectively
copies are copies of the 2024 National Treasury and Economic Planning 2024 Medium-
Term Debt Management Strategy and the Medium-Term 2024 Budget Policy Statement).

10. THAT the Respondent State indicated its intention to set up sovereign debt swap

11.

12,

13.

14.

arrangements in its National Treasury and Economic Planning 2023 Medium Term Debt
Management Strategy (the 2023 Medium-Term Debt Strategy (MTDMS)). (Attached &
marked EWG-4 is a copy of the 2023 National Treasury and Economic Planning 2023
Medium-Term Debt Management Strategy).

THAT the Respondent State as part of its public debt stock management strategy, suggested
that there were opportunities for ‘debt-for-climate/nature swaps’ that will be pursued under
the proposed government water dam investment/funding programme with eligible
creditors. The objective here was the need for restraining measures to reduce the rate of
accumulation of public debt stock as an imperative to public debt.

THAT in early January 2024, various reputed news media outlets reported that the
Respondent States (mainly through the office of the Cabinet Secretary, The National
Treasury & Economic Planning) was looking into setting up a kind of debt swap that would
bolster its finances as it faces crucial debt repayment deadlines including upcoming
Eurobond deadlines. (A#tached & marked EWG-5 copies of newpaper clips detailing these
information).

THAT from the publicly available information, I gather that the general idea of pursuing
the foregoing transactions is to free up funds in the budget for basic social services such as
healthcare and the provision of food relief services. So far, it is unclear whether the planned
transactions are similar to or different from traditional debt-for-nature swaps.

THAT under traditional debt-for-nature swaps, the borrower refinances existing debt at
more favourable rates and uses the savings on environmental conservations. Gabon has
done this kind of arrangement in November 2023 (see paragraph 29 below). It is unclear
whether Kenya would pursue transactions like those in Gabon and direct the savings
accrued from its swaps towards social projects such as healthcare and food aid. (Attached
& marked EWG-6 are some materials prepared by the African Sovereign Debt Network’s
Research and informational output on Gabon’s debt-fo;@at{qrel swap arrangements).
i Lodge :
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15.

16.

i

18.

19.

20.

23

THAT in March 2024, National Treasury and Economic Planning in its 2024 Medium Term
Debt Management Strategy (the 2024 Medium-Term Debt Management Strategy
(MTDMY)), the Respondent State provided as follows:

‘Other emerging funding sources such as debt swaps especially debt for nature swaps
and debt for food security swaps are under consideration between the governments of
Kenya and the United Nations Development Partners to fund the budget deficit for FY
2024/2025.°

THAT the Respondent, additionally, in the 2024 Medium-Term Debt Management
Strategy (MTDMS) states that it will also explore the issuance of green, sustainability-
linked, and blue bonds to finance climate related or environmental sustainability projects.
The Respondents also adds the possibility of exploring the issuance of Panda (Chinese
renminbi-denominated) and Sumurai (Japanese yen-denominated market) bonds as part of
its debt instrument diversification.

THAT the 2024 Medium-Term Debt Management Strategy (MTDMS) and the Medium-
Term 2024 Budget Policy Statement sub-titled: “Sustaining Bottom-Up Economic
Transformation Agenda for Economic Recovery and Improved Livelihoods” were tabled,
debated, and adopted Kenya’s Parliament on 5" March 2024 for the National Assembly and
Senate 7" March 2024 for the Senate. (Attached & marked EWG-7 copies of the National
Assembly Hansard for Tuesday 5" March 2024).

THAT the Respondent’s Treasury Cabinet Secretary, Prof. Njuguna Ndung’u in a video on
February 26" 2024, stated that the priority is currently on debt-for-food swaps and debt-
for-medicine swap intermediated by the World Food Programme (WFP) and the Global
Fund respectively (see para 26 of Statement of Reference). This is the third-party
involvement debt swap (or triangular or trilateral debt) type referenced above. In such a
debt swap, the creditor—usually a bilateral lender—cancels part of the debt owed by a
country that commits to disburse, in local currency, an equivalent amount to the whole or
part of the cancelled debt to an existing multilateral fund in this case a WFP programme
and Global Fund. (Attached & marked EWG-8 is a video of Prof. Njuguna Ndung’u
addressing this matter).

THAT this effectively sets the stage for the Respondent to implement its debt swaps
proposals without any further requirements as to transparency, accountability, and public
participation as required in both the EAC Treaty and the Respondent’s Constitution and
Public Finance legislative instruments.

THAT a debt swap is are complex financial instruments that normally provides conditional
debt reduction in exchange for the debtor agreeing to invest the freed-up resources (usually
in local currency) in specific areas such as education, health, climate or the environment,
or food aid. Debt swaps can be divided into three main types: bilateral debt swaps, third
party involvement debt swap (also called triangular or trilateral debt swap); and a private
intermediated debt swaps via debt buy-back. The proposals by the Respondent State’s are
covered under the second type i.e a third-party involvement debt swap programme that are
supported by a UN development partners for example the Debt2Health programme run by
the Global Fund to fight AIDs, Tuberculosis, and Malaria End the World Food
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21.

22,

23

24,

25.

24

Programme’s debt-for-food programme. (A#ached & marked EWG-9 is a copy of Eurodad
Report of November 2023 titled: Miracle or Mirage? Are Debt Swaps Really a Silver
Bullet?).

THAT the feasibility of debt swaps for the Respondent State hides a serious and invidious
issue on the specific details, transactions, actors, and amounts involved in the debt swap
arrangements. These issues are neither debated nor discussed in the parliamentary approval
of the 2024 Medium-Term Debt Management Strategy (MTDMS) and the Medium-Term
2024 Budget Policy Statement.

THAT it is not surprising that both the report of the Public Debt and Privitization
Committee of the National Assembly and that of the Standing Committee on Finance and
Budget in the Senate do not mention the issue of debt swaps at all. Both the 2024 Medium-
Term Debt Management Strategy (MTDMS) and the Medium Term 2024 Budget Policy
Statement offer so limited information that it is impossible to expect any serious public
participation and approval of the issue of debt swaps. (Attached & marked EWG-10 and
EWG-11 respectively are copies of the National Assembly Public Debt and Privatization
Committee report on the 2024 Medium-Term Debt Management Strategy and the Senate
Standing Committee on Finance and Budget Report on the 2024 Medium-Term Debt
Management Strategy).

THAT the approval process, thus, for purposes of the debt swap arrangements that are the
subject of this Reference become a mere rubber stamp process that further makes the
processes of acquiring these debt swap arrangements an illegality as detailed below and an
infringement of the EAC treaty provisions detailed below.

THAT the Respondent’s Constitution, 2010 provides in Article 201 that one of the
principles of public finance management is openness and accountability, including public
participation in financial matters. Additionally, Article 201(b)(iii)) of the Kenyan
Constitution states that the burdens and benefits of the use of resources and public
borrowing shall be shared equitably between present and future generations. Article 211(1)
of the same Constitution requires Parliament through legislation to: (a) prescribe the terms
on which the national government may borrow; and (b) impose reporting requirements. The
impetus of transparency and accountability within the Respondent State is further bolstered
by Article 10 of the Constitution that stipulates the Respondent’s national values and
principles. These principles include good governance, integrity, transparency and
accountability, principles which are also stipulated with the EAC Treaty.

THAT furthermore, Article 35 of the Constitution of Kenya, 2010 as read together with
Section 4 of the Access to Information Act, No. 32 of 2016 (ATI Act, 2016) provide that
every citizen has the right of access to (a) information held by state and (b) information
held by another person and required for the exercise or protection of any right or
fundamental freedom. Furthermore, the ATI Act, 2016 states that every citizen’s right to
access information is not affected by (a) any reason the person gives to seek access; or (b)
the public entity’s belief as to what are the person’s reasons for seeking access.

; | 16 APR 202

N

Ao



26.

27.

28.

25

THAT in the Kenyan High Court decision in Khelif Khalifa & another v Principal
Secretary, Ministry of Transport & 4 others (Constitutional Petition E032 of 2019) [2022]
KEHC 368 (KLR) (13 May 2022) (Judgment), the petitioners claimed that in spite of the
extraordinary expenditure incurred in the construction of the Standard Gauge Railway
(SGR), the SGR project was undertaken with controversy and secrecy. The High Court held
that any restriction on information that a government sought to justify on grounds of
national security had to have a genuine purpose. The court issued a declaration that the
failure of respondents to provide information was a violation of the right to access to
information.

THAT the Respondent’s debt-for-nature swap would not be the first in Africa. On 14
August 2023 Gabon completed a $500 million debt-for-nature swap deemed the first in
Africa of its kind. Gabon’s deal was expected to generate $163 million for marine
conservation over 15 years while slashing the country’s debt. Gabon bought back three
bonds, one maturing in 2025 and two in 2031, with a total nominal value of $500 million.
The buybacks were equivalent to around 4% of Gabon’s total debt. In their place, Gabon
issued a $500 million blue bond which matures in 2038. The coupon on the new blue bond
was priced at 6.097%, lower than the coupons on the repaid bonds which were between
6.625%-7%. Gabon’s arrangement falls under the private intermediation debt swaps via
debt buy-back type of debt swap described above (in paragraph 20). This arrangement also
involves third parties but they are usually not-for-profit entities, non-governmental
organizations (NGOs), or private foundations (for debt-for-nature swaps principally
Conservation International (CI), World Wildlife Fund (WWF) and The Nature
Conservancy (TNC)). The Gabon debt-for-nature was intermediated by TNC. These
organizations usually offer a debtor government the possibility to facilitate a debt swap
involving a debt buy-back. A debt buy-back is simply an arrangement that allows the debtor
to buy the debt titles (either private or bilateral) from a creditor at a discount. The operation
of buy-backs especially involving private bondholders normally involves other agents
including commercial banks, multilateral development banks, development finance
institutions, insurance companies, legal, and financial advisors and other private financial
institutions.

THAT Transparency and accountability in public finance are now understood as core
pillars of a democratic and a rule of law-oriented public finance governance. These
principles require that citizens are able to access information and provide adequate
feedback on government revenue, allocations, expenditures, and public debt acquisition
and repayment at all levels of government. To facilitate these processes, the national
government of the Respondent state is required to provide detailed, structured, and
formalized information to Parliament and the public in an easy, user-friendly, and widely
accessible platforms. The International Monetary Fund (IMF) defines Public Debt
Transparency as “processes and outputs through which timely, accurate, credible, and
sufficiently comprehensive information on public debt—and related procedures and
policies—is available to stakeholders.” The Respondent state, has to therefore dlssemmate
publicly data that is detailed and clear on the following specific areas: 7/i::
(a). The contracted and outstanding stocks of public debt; | todged
(b). Public contingent liabilities; |

O

PO

(c). The key financial and legal terms in the debt transactions; » 16 AP R 2024
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(d). The creditor profile;
(e). The debt service payments.

(Attached & marked EWG-12 is a copy of IMF Report of 317 July 2023 titled: Making
Public Debt Public—Ongoing Initiatives and Reform Options).

29. THAT in order for the Respondent State to have fulfilled the requirements of the EAC
Treaty, its Constitution, and domestic legislation on public finance governance, it must
immediately and unconditionally make the following information available to the public in
accessible media and platforms:

(a). The specific contracts on debt swap arrangements that Kenya has entered and/or
is currently negotiating.

(b). Specific details on the type of debt swap arrangements that Kenya has entered
into and/or is currently negotiating, including their coupon rates, amortisation
schedules, as well as the principal and interest rate on each until each is
completely paid off.

(c). Specific details of the nominal value of debt, if any, to be reduced in the debt
swap arrangements.

(d). The specific legal entities established under Kenyan or foreign law that would
act as legal advisors, investment bank and other financial advisory firms and how
much will they be paid?

(e). Specific details on how much, if any, debt cancelation will take place in the debt
swap arrangements.

(). The specific details about how the proceeds of these debt swap arrangements will
be put to including the specific details about what the debt for medicine and debt
for food arrangements will fund.

(g). What nongovernmental conservation organizations are Kenya working with on
its debt-for-nature swaps and the transaction costs to be borne by the government
of Kenya are associated with their involvement including any payments that will
be made to them under these transactions.

(h). What process and procedures have been put in place to ensure public
P
participation of communities that might be affected by the debt swaps, including
the debt-for-nature swaps.

(i). Which banks will act as bond issuance arrangers in these debt swap arrangements
as well as the Kenyan costs to the government associated with the services that
they will provide.

30. THAT the actions of the Respondent State in failing to provide specific details of the debt
swap arrangements violate 6 (d) and 7 (2) as read together with Article 8 (1) (c) of the EAC
Treaty Articles 6 (d) and 7 (2) of the EAC Treaty as read together with Article 9 of the

African Charter on Human and Peoples’ Rights and'l.L_j__'__l'éc'le."_'BS, 10, and 201 (a) of the
\.;\ . 15 APR W2k
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Constitution of Kenya, 2010 on Right to Access to Information, principle of public
participation, principle of transparency, accountability, and openness.

31. THAT there is no other suit pending in this Court or any other Court presenting the same
question of violations of the EAC Treaty, and there have been no previous proceedings in
any Court on the same subject matter of a breach of the EAC Treaty and involving the same
parties as in this case.

32. THAT the causes of action arose within the jurisdiction of this Court.

33. THAT I pray that this Honourable Court finds that the Respondent through its impugned

27

actions has violated provisions of the EAC Treaty and allows the Reference and the ordersle

sought.

Verification

I, Eugenia Wanjiru Gikonyo do hereby verify that what is stated above is true to the best of my
knowledge, information and belief.

.......................

Before me:...... ‘f?—’—-\& o3

| % 198 APR
' 2024 / )/
DRAWN & FILED BY: :
[Insert details] .
TO BE SERVED UPON

The Hon. Attorney General of the Kenya,
Attorney-General’s Chambers,
Office of the Attorney General & Department of Justice,
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FOREWORD

The Medign-Term Dol Management Strategy (MTDS) is a palicy documenl Ihat guides
government borrowing and public debt managetent In ensoring its sustairabilite, 1t is prepacel
and published annually 0 guide the governmen in pursuing the desired structurs of e pulilic
debt peatlolie which reflects its choice on cost and risk trade-offs in the medfilam-teem
Additionally, the strategy reflects on the government's comnpitment 1 develop and implement
viahie strategics designed o anaintain public debr at sastainable levels.

Tne preparrion o1 2024 M1DS i= in nccordance with the requirements of Seetion 33(2) of the
Public Finance Management (PFM) Act, 2012 and the guidelines autlined in the pmblic debt and
borrowing policy, The stratepy is anchered on the Budgel Policy Statement (BPS) as provided [©
lor in the Public Finance Managament The ohjective is 1o reduce the fiscal deficit snd public
debt vulnerahilities and lower Keayo's high risk of debt distress o moderate in the mediwn-
.

The 2024 MTDS has been prepared on the background where the sconomyy has beer facing
mayjer shocks, smong 1hem. the geopolitical conflicis that dissupted global trade leading to
increased fuel, fentilizer and foad prices; the lingering of the post COVID-19 pandemic effeciy;
and o severe drought witnessed in the region and most parts of the country asseviated Swith
vlimate cliange whick exerted more swraim oa the country’s resources. The praclice of reviewing
MTDS on a regular basis demanstrates govergment's commitinent o promute franspatezicy and
acecunfability in public debit masagement that considers new debt poliey direction un cmergug

)0

In prepariag the 2024 MTDS, several financing options were evaliated based on costs and risks
inderlving various altemative strategies, The most optimal cost-risk trude-ofT is determined by
consideniig 4 range of fivarcing slicrnatives Key cansideration included potentizl sozcing from
domestic and foreign financial market with sn vbjective of minimizing costs and risks,

ECONONIE eRyvifonment

[he steategy recognizes a diversified debt structure and developmnt of the domestic debs marker

which is peeessary it mibgale against exchange e risks on a country’s external debr In
relation 1o this, the povernment successiully implemented the DhowCSID svstem hatl wall
hiaden the Kenyan macket to inglude retai] investors hence mobilizing domestic savings o
support development and inclusive growth which is consistent with Vision 2030. Kenya has alse
made » deliberate cffos w consider diversifying sources of external bonowing in the
internativnal capital markets targeting instruments such as preen and blue bonds, Samurai bouds,
fanda bonds, Sukuk bonds amang others,

Reducing fiscal deticit 1s necessary o stem escalation of debr sccumulation and maioruin debt a
sustaitiable levels. To achieve this, the govemnment is an a fisez]l consolidation pah consistent
wilh the approved debt anchor which pegs public debt as a percentage of Gross Domestic

Product (GDP) in nel present value
’\J}i;“:;‘:qf} v

C\’# A
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EXECUTIVE SUMNMARY

The 2024 Medinm-Term Debt Staegy (MTDS) has been prepazed ns per he 1equirements of
Sevtion 33023 of the Publiv Tinance Management Act, 2012 that gnides bornowing activilies of
the government aver fhe mediom term, This strategy covers the patiod 2024/25-2026/27 and it
oatlines the stratepics and initanves to be implemented. aiming gt minimizing cosis and rin:i;s of
debr inen2gencnt.

The stratepy was developed in the face of ongaing global nncertainties. whh{:h mcludes high but
gradualy Jedlining inflationary presswres, an uofavourable outlonk lor glubal growth, elevated
genpoliticd] tensions, concenis nhoul the stability of the financisl seetor in advancad eeanamics

[©

ams rise it food insecurty 85 a result of climaie chanwe relsted shocks.

The stevepy is aligned to 2023 Budped Polivy Statement {HPS) whose aim is 0 suppon

ecanumiv recovery through u prowth friendly fiscal eonsulsdation plen aimed ar slowina the

priblic debl acamlation withoul compromising service delivery (o citizens,

The povermnent's plan in the liseal vear 202425 anid over (he medmm e is © jmplement

poonty econetiy policies, sumctuml efonns, fiscal consolidation plan and sectural expenditure
I

programss outlited in fhe 2024 BPS. tuough o Battom-Up approacht for 2 socisceonomic

rapsformatunt. economie wirnaronnd and inclusive growth. Speeasl tucus will be placed on

increased employment, more equiiakle disinbution of incame, socinl secarity while alsa

expaniling lhe tax revenue base, and inercased foreign exchange earrings.

The scope of coverage of this slrategy is the existing debt portfolio. non perfinining guaraniees,

and the prajected hiscal deficits in the 2022 BPS.

Public and publicly puzcanteed debt in nominal wons &1 w0 emd Jupe 2023 was Ksh. 278 7

billion {70.8 pesrcent ol GDPy This comprises external deht stock of Ksh 5.446.5 hillion and

domestic debt stock of Ksh 1.832.1 billian. Kenya's debt remains susiaicabie with high nisk of

dehy distress as per the Debt Sustsinabifity Analysts {DSA) report by Imerpational Monetary

Fund (IME) as at June, 2023,

\
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The present value af public debt was 68.2 pereent of GUP against Cie approved Je™ anchar ot
3% percenr ol debt e GDP. The domesiic debr was 365 peicent winle exterpal debr was 31,7
avreens of GDI' i 'V reims
Preparaian of the X124 MTDS o guide booawing 1o the mednn-renn i5 1l yertin thee PR
Acl 20612, The 2034 omimal siritepy seehs 10 uchivve gradual reduction of Treasury bills stock
with domestic limapeing mainly scurced rom medium o long feun Treavuy bonds. Lxtznally,
Tike slraleiy focuses mose on hudget Ninancing tirouph concessional bortowing. Jn tamfs of net
linanzing. 1he opuen sssumes 45 percent domestic and 33 percent exterril Borrowing.
Dhe strategr will meet the gavernment cegnizements whale repeying ifs debt maluritfes. The
cutcomes of the aptimal <irtiegy ure:
Che has the 12ast vost e debl in terme of ingterest payments as a pereent of GDEP and implied
SITERT Sl
P00t has least 'V of debt to G us o resulling odteome of the fiscal consalidation plan.
ii.To minimize refivancing nsk by lengthening the total portfolio Averuge Time Maturizy
(ATM) through issuanee of medium to long-leam bonds and concessionzl loans wih
Innper mainrings.
iv.Tn minimize interest rate risk in tens ol average Gme o re-nxmg
v 1o deepen the domestie bond market throngl ssuance of more mediern W long-tersn
imstruments 3s the matn source of domestic fuaneing,

Chanpges in global econumic and market conditions piay re<uly 10 devigtzan fron: the oplinsl

sirulegy. Appropriaee measures will be taken 4o align the strafegy pdicy aetions af the ime.

Imiplementaion of the siralegy will be monitered and evaluated closely fo factor any changes as

they evolve based on market realitics and fiseal adjustments.

| L~
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LINTRODUCTION

. Article 225 (11 of the Constitution of Keny= and Scetivn 12 41) by of the Public Foance
Munagerment {PFMY Act. 2012 give the Nationst [reasury the wmandate o manage the {evel
and compusition of nationa} public debt, Nasiunal Guaranizes and ather financial ohligations
ol natienal government within the framewor

> Sectinn A2 (3) of the. PFM Acz, 2012 speaifies olyectives of the Pabiic Debl Munagement W
include: minimization of the cost of dabl management and bemowing over the fong-term
taking account of risks; promote the development of marel institulians for CGovernment
accuritics: and ensare the sharing of the benefits and costs of public del beoween the current
and future generations

1 Sectivn 63 (¢) of the PFM Act, 2012 mandates the PDMO to prepare and update MTDS
anually including Debr Sustainahility Analbysis (DSA} Additionally, Section 64 142) {(u) &f [O
te Act, requires the M1D8 to he consistent with the Budgcet Pahiey Siaement (BP3),

| The Natienal Trensury prepares and pabiishes the Mediwn-Tenm Debt Management Suategy
every year, whicl: sels oplimal simtepy o finance apverment's medium-term hermowing
requiremzns 41 the most opumal combination of cost and risk, It links the medivn-tean
fiscal framewark of gavernment 1o tle annual borrowing plun 19 facilitare hareosving ot the
lowest vost and mosl prudent degree ol sk,

5. Ihe 2024 Medium- lerm Debr Management Strawegy {MTDE) is prepanad m eonfammsty 1o
Qection 33{3) of the PFM Act 2012 and melucke ) the ol srack of debi as ar the dae of
ihe statement: b) the category of lapns made w the pational governnent; ¢ the principal risks
associated with thaee loans and goarantees, di the assumptions wilerlyiog the debt 20
manapement statepy: amnt ey an analysis of the suswinability of the mnount el debt. both
actual and potential. It hightights pluns reforms to be fmplemented by the National Treasary
and other key market players aimed at deepening the domestic debr markets and reducing
vosls and rsky of borrowing and debt munagement, develop the domestic debl market and
pursuil uf intergencrationsl cyuity i eosts and benefits of public debt,

6. The MTDS aims to minimize costs and risks of the existing domestic and extem. puarinieed
debt and called-up guaranteed debl projected debt siict lirancing of the fiscal deficit for the
pened FY202:4:25 1o FY202627.

[\,

Background to Medium-Term Debt Management Strategy

7 Kenya's seonomic performance has remained stable amidst global shecks W relalion to
Russia-Likruine conflict, chimatetelated shocks and rising uncerizinties in the plobal
ecanonty due to ongoing geo-poiitical dynumics. In 2027, the cconginy is expected v grow
by 3.5 percent from 5.2 percent in 2022 and 38 expecizd to remnain siahle the medium-term.
The steady cconomic growth is expested 10 be supporied by recovery in the agriculmrl

|5
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sector and resilienl service secter including information and sommunication, oo

sTEVICRS il nile,

Infatsan rate bis Jarpels hien wilkin the government Grget of 3225 pereent at ¢.6 peecentin
Decomaber 2073 feoms ¥ ) percent in December 2022 and this was supportzd by lower foud
prices, prwlent monetory palicy and other govemment policy mterveniions.  The overall
i fTation is ex pacted to rewain within the targel sange in the medium-term with the support of
muieed demand pressures:

Ik 2023, Kenya sovercign rating is at B by bath Standund and Poor’s {S&P) and Fiwch
Ratinps. Moedy's raed Kenva az B with a negative nitieot The variations i the -credil
rzting, scores were dize o the influence of subjectivity and the percepuions @ the gualinative
anaivars. Newertheless, Kenya's puhlic debt s within sustamable levels. The. izseal
conzalidaion patls is nimed af lowering fiscal deficit {o cortail geasveh in the public debi.

lo

The total teveans far the 1Y 2024/23 is estimuled gt Ksh. 5,435.0 billion, cgqurvalem te 19.1
percent of GDY while ntal expenditure is prajestect gt Ksh 1.488.2 billinn, cquivalent
112 persent af GDI The deficin is projecied ar 39 pereent of the GOP and expected Lo
decline o 3 3 poveent in the medium ferot

As 2t end June 7023, the public deb! in nominzl terms amoutzad w0 Ksi. 16,278.7 Mnllism,
equivalent o 718 percert of GDP. Tl external debt was Ksh. $.4440.6 billion. cquivalent to
17,3 percent of GO whereas druncsue debt wralied Ksh, 18321 billiom, gquivalent o 33,3
percens pf GDP

_Kenya's public deht remains sustainable but with high risk of debt distross (IMF I}eeeml-zrlb

20333 Kenya s ranked a medivm performer. in terms of Debt Carrying Capacity. with a
Composite Indicatos (C1) of .01 haplewentution of ongoing ftscal consolidalion program
through domestic revenue mobilizaton and speadg mbon2lizalion measures will stem debt
accumulating,

The next chapters welule: reviews ol the casts and rishs charsetenstes uf public debt, Jdabr
sustainabiliny arulvsic, maciaeconomic sssumptivns and key risks under the 2023 BPs,
potential sources of fimancing, eosts and risks ul aliernetive debr management strategics; and
thie rmpicmeatalinn Wotk plan,
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1i. STOCK OF PUBLIC AND PURLICLY GUARANTEED DEBRT

b As at end Juae 2023 the stack of public Jdebt was Ksh 16,278.7 billivn, eguivaleat 1o USD
{31 billion i1 nominal lemas of which, domestic debt was Ksh. 4.832.7 billioss swhile
exterial debt way Keh. 5,446 5 billion (Table 5).

P5. As i end hune 2023, the public debt a5 a percentage of GDP stoud at JU.8 pereetit while total
deht serviee us a percentzire of revenue was 8.8 percent {Fignre 1), =

Figure 1: Debt to GODP ratio percent and Total Debt Service us perewsn of Revenue fram

ny

2019-2023 .
= Fallic Pebt o0 10 AP Lors]l d&hT <1 v i0e. m Pnaf Re nee )
[ | i e
) i s
[ ] gt i —_—
. - i
‘ i 24~ Iy
| -
l : - i %
| : '

Soyrce: fhxrz‘:'a_ﬁr;am—f?';csa.f;r); '
16.The 2024 MTDS analysis considees u debt siack of Ksh. 10.091.5 billion or 18D 718
nillion excluding Ksh, 1870 Billinn of which urwalled puarantecd debts of Ksh,82.0 bsitl o1,
Liovernment overdrall st CBX of Ksh.76.5 biflion, Supplicrs credit of Ksh. 14.8 hillian and {0
Benk advances of Ksh 7,3 billion

7. Ixternal public debt comprise multilateral. bilaleral and commercial creditors while the
domeste debt comprise Treasury boads snd bills. As a proportion of lotz] exiernat lcht,
inwitilateral, commercial deht fincluding intesnationa! sovereign band) and bilatera]
acconnted for 48.7 percent, 26,4 percent and 2.6 percent respoctively. (FigareS, Treasnry
bonds accounted for 83.1 percent and Treasury bills uccounted for 12.7 percent of tntad
domea(ic debl. The other domestic detn includes pre-1997 povemnent loan of Ksh.17.8
Eillion apd IMF on-lent loan of Ksh 95.5 billion.

18, As at end June 2023, the stock of domestic debi was Treasury hills Ksh 614.7 billion, while
Ireasury bonds with various fenors was Ksh. 4.013.9 billjon. 20



‘Lable 1: Public and Publicly Guarsaieed Dbt in the MTDS end-June 2023

A, Domestic Debt {included fa MTDS)
{reasury Bills
Fieasury Bonds
IE ST Adleeasion
Pre- 497 Guvernmenl Debt
Soh Total
B, Fxternal deln Gincluded in M DS}
MAIBRD
ADTAILE
Bilarweral
Mudilateral
Connnerzial Bunks
Interpatianal Suveseign Bond
Callsd -Lip Guaranteed Deakt
Sub Total
(. Eachided fram MTHS
Suppliers Cradn
CREK UverdmA
Performing Guarsaieod
Bank advances
Sub Toal
TOTAL DEBT Tucluded in MTDE A+l
TOTAL DEBT (A< B C}
Thumnestiv
External

(k1.7
e139
B33
_ 178
7419

1,723 R
5174
[, 2573
4113
513
967.7
482

5,349.7

it 8
i
&2
13.7
7.0
[CLRTES W
10,278.7
$8352.1
s 146

Saurres The Nateonal Treasuey and Ceatrol Reonh af Konya

ju Government puaranieed debt as at end June 2073, 10 Renya Poveer and iphtisig
Comnany  (KPLOL Nenya Torls Authority  (KPAY, Kenya Elecinoiy  Generation
Conepany (KenGen) and Renga Airways (K(Q) amounted to Ksh. 1702 Billinn {1able2,

lne called-up pozraniee Inan relutes
hllior.

10 Kenya Adrways guuraniesd debt ot Ksh 8.2

48

123

3.7

L

25 [0
Y

Cn
381

0.1

1S

.6

g1

1.5
13
73.1
13.4)0

g8



Fable 2: Oulstanding Government Guaranteed Debi (End-June 2023}

Kensa  Power and  Lighiing 9.0
Company

Kenya Peris Authority .5
Kenya Flectricity  Generation 224
Compuany

Sub-Total Un-Called Guarantees RN
Kenys Airways 88.2
Sub-Total Called Guarantees &8.2
Totals Guaraniced delst 170.2

Sovrce: The Notiermal ireasury

0.1

i
0.2

Do
0.6
0.h

1.2
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HLREVIEW OF THE COSTS AND RISKS OF KENYA PUBLIC
NEBRT

Review of the implementation of the 2022 MTDS.

3 e 2022 Medivm-Term Dzbt Management Sirategy puided bornwing m the EY 20%2723,
‘[z Stategy aimed te redue the cost of debit by opiinuzng oo concessinitz) horrowing and
manimizing commecial bonoiving. Additionally, it soughl t seduce the sefinancine nsk by
lengthening the maurity profile o public Jeh: and suppoiting the deepening o dornestic
warket threngh issuance of madium 10 long 1w deht gecuriies

31 The cxtemal amd domeshe fnancing, was o apcount thr 25 percent and 73 porcent
respectively, 0 gross jeons. The camposilion of gross externdd financing consisted ot
cancessionpal and commercial sources & 22 percent and 3 percent respectively, with o
berrowing frum semi-concessional sources. The stock of Treasury ills was projected to

verease over the madnm teom. o

2 The 2127 MIDS achieverd 22:78 percent exterual tu denmestie fimaocing, deviating Fom the

projested 35:73 peresnt, i gI0AS berrowing lerms (Table 3 This was on accoint at
unfavourable gluhat rarket condinans.

Table 31 2020-2023 MTDS Targeis against trowing outturn (pereent)

Eaternal MIDS 38 28 27 a5
Aguz 13 19 15 22
ey ustion 10 n 12 3
Dymeslic \MTHE Al 2 11 w5
Axtistl (4 1 B3 78
Devintion -0 -9 ~12 3

Sourca: Nasional Traasary

43, Thw total set borrowing to fund the fscal deficit was Ksho758.0 hiltion. This compnscs
sctual ner foreign borrowang of Ksh. 3108 billion against a targel of Ksh. 280.7 killion ard
setnal net domestic botrawing of Ksh 447 2 bitlion against & targel vf Ksir 473.0 aliion.

24 As al end Jone 2023, 1hi2 sciual gross domestic horrawing was Ksh 1,957.5 billion while
sross extenal homowing was Ksh. 3482 piltion.

o0



Tulile 41 Gross borrowing for FY 2022723

Gross domestic Sorrowing 75.0 780
Gross excernal hprrawing 340 240
oiw Concessional and Semi 220 181
cenncessional

Commercial burrowing ig 10

Sonren: Noiond Treasury

51

1,957478
548,171
145,053

102.218

23. The 1atal acural grass extenal borrowing was 22.0 percent of the total bortowing sgaist 2
turget uf 25.0 percent. This compnscs disbursements from nusltilateral and bilaters) sourcss
n fare af program lozns, project AIA, cash leans und IMF SDR allocarion (Table 4

26. The actual grass domesue burowing was F8.0 percent of the tora! bopowing compared to

75.0 pervent aptimal stralegy gl

27. The 2027 MTDS aimed a¢ loweding Lthe debt service cost and dnomizving the refingncing
nsk. However, there was an increase in both the deht service cost und the refinsncing risk
due 1o sppreciation of mujor curencies ayainst the Kenya shilling and elevated inferest rates

in the domeativ marker {Tahle 5)



Table 5: Review uf costs and risks indicutors

Rasiline 2622 Arual 1yvintion Reark an deviarion
Jiew 2021 \THS . i43s
Tuseeis fad Jume
= PR
Instesess custs my ' af LGOI 1< - 2E A2 Prwreages Az ol spreang zostifuc 1t
irceedte 17 InTEzee rates v the
1=z aal onal and dameste cebe poarker
an secunalular of debt andexchung
10e stefraimhun
beelivanong pisk Blebr maraae 142 10y 1 a2s tnereased refmanum 3 15k dozir
i gz (T ar arfeavct st pf sheetem
1onal daht ALTIamer T
Dicke arun g az 2 WU < iE
mlypre™ 2t
ol
A M Fxperra 1ih (BN . Ea
temlala iyeene
STA D £ 31 5 -4
Fuaralia gyear)
AT Tl A0 b RS 10
Pl (year?
Ipterest pate il AE2 pyears g1 13 (N £ grganal mIEary e wsd ol Ok
s o e
Dzhl = fizin 54 iE R %7 +12e SWm o 0ofT dus 105 2be yranumne o 2024
in by v al
il
whixess e et g ags S B (R Wineafl
[ of et
Fussipn Y del % of t L (r| L3 IR fucrzan=d farope ceglsiags (370
aachunge (T XY witdl el pxpoire dc 10 cun sy defResiation
rush

Sepaces Toe Nabiional Troasur

18, The intersst payment @s a shme of GDP ncreasex] by 1.2 percentagé points due 1o
acctmutazion of debt and morease 1n wrercst rales by Central Banks buth m the domestic anid
termiztional copital meakels. 10 conlal inlTaliunary pressurcs.

30 The imcrease wt refinancing TisK 08 seflected by ihe inctease n the propating of deht
LU 10 ONC Year as 4 prriintage of totat debt from 1.1 percent o 12,7 pereent. This
mdicates zn increase m the ssauance ol shinl-term instrarnents. In adidition, the Average litne
1o Matarity (A'FM) of the total debt puttfoliv redneed from 11.5 years o 8.5 yeats.

. Marginal iucrease inintercs! rate sisk indicators is echoed by the reductien of Aversge Tine
1o Re-tixing (ATR) from 11,3 years o 7.7 yrars, Additonally, the debl re-fiaing in [ year as YO
u pereentsge of total debt rises to 26.7 percent against a target of 14.1 pereent

b
=
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31 The Kenva shilling depreciaimg against wajor curreneics exgeerbuied he foreign cxchunge
nsk Toreign deln as 5 pereentage of wral debi inereased 1o 31.5 pervent from 47,1 percent
i fable 5).

Average terms of new external debt

37 Glohsl markers rates have tightened from thi hardening borrowing terms. The worssming
markel condilions duc 1o global and peapnlzical zeonemic shocks including morclary policy
fedilening in maior svononues sad uncenauwies relged ta war The new eatcrusl Jebts
average mateily reduced to 157 vears as at end June 2023 from 259 years D Tune 2022,
I'e weiphied nversge intetest rate increased to 3.2 percent from QL8 percent i Jung 2022
Hewever, the seace periad increased o 4.8 years from 42 years during the same penod
{Table 0). ‘ (D

Tuble 6: Average Terms of New Exiernal Debt

Terms 200s 2017 IR 2019 g 2021 u2l 2021

Average Maturity 205 1710 M8 1~ 4 M %13 259 137

(years)

Cirace Penad (eeast 6.2 +.£ 113 1.0 7 74 4.2 4%
26 3 34 3.9 0.5 2.1 0.8 i2

Wwerage lnferest Rate

%)

Source. i Navoegd broasery

L0



IV. COSTS AND RISKS ANALYSIS OF THE EXISTING PUBLIC

DEBT PORTFOLIO

94

1. This sceton highlights tha costs aed risks vharacteristics ar the existing pulbiic Jdent prertfole

A5 at end June 2023,

fak
oL

Noming] debt as a pereentage of GDI mersased o JUK pereent in Jue 2023 from o7 percent

in Devember 2022 due to deoreciation of Kenya shilling apainst major cunencies end new
batrotving o lirance fiscal delicit while rhe present value-of pubbe debt w GDP ivereasad
88.2 percen from ol U percent in the same peried {Table 7).

Table 7: Cost and risk indicators for existing debi as at end June 2023

Kisk Jadicators

Noanal debl as prrcerilape of GDT
A a5 perentyze of DI
Cost uf dets Inicrest pasaizl L peicentage
af GIIP
Wedphied A |R {rerrerlygy]
Relipancivg A7 Al verrs)
b [sefst eristunng m 1yt
tprrcentage ol toml)
el ratunng in Iar
(parcertags of GDIY
Ierest sale A Riwezrs)
risk Fazktrefixing in fyr
BNy
(percentaze of tatal)
Fixed rate debt sncl T-bills
I pereentage of tnalt}
Tehills (paroontzpe o1 tofall
FX R F X debl dpsicentage of total
debi)
51 FX debt |garcamage af
TeseIves)

Somrce: The Natennal Treane)

35 The total inwerast paymenis as a share ot GDF mencased (o 5.5 pereent #s st end lung 2023
frim 5.3 percent as at end Decensber 2022, External inferest payments us a share of GIIP

Fateinat
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increusad lo 1.7 percent as atend June 2023 from 1.4 percent a5 et end [ecember 2022 while
domestic inleres! payments as a percentage of GDP decreased 10 3.8 percent from 3.9 peycent
Juring the same perded. This increase is explained by increased interest rales in the domestic

market and depreciation of Kenva shillings apainst major cimences.
p 3 ]

16 ‘The mamn relinancing risk indicalors are: debs inatutiog in one year 48 n pereeniape of rotal
puhlic Jdebl; and Average Time to Mawrity (ATM) As ar end June 2023, the ATM af

2|
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extemal und domestic debr portiolio reduced 10 9.3 vears and 7.3 years as ar end June 2021
lront 9.8 years and 7.8 vears as at end December 2022 respectively, This was due to
mvestols” peeference tor shoft-rerm debt spstraments.

" Ohverall. the average time fo mausity of the existing public debt pmrfn]m (exierraal and

domestic debt) redured from 8.8 years as at cod December 2022 ts 8.5 years ss al end Jing
2023.

L Domestie debl matucing in one year a5 a pereentage of total ilebt decreased to 16.8 percent in

June 2023 from 18.7 percent i December 26022 External debt malsning in one wvear as
percentage of the toral debt ingreased 10 9 7 percent from 5.1 percent as ot end Jore 2023,
dute to large hullet manrity of USD 2 billion maturing i Juse 2024, (O

The Average Tune 10 Re-fixing (A TR) of wial public debt jextemal and domestic) reduced
from 8.1 years in December 2022 1o 7.7 years in June 2023, The Weighted Average Interesi
Rute { WAIR) for extzmal debt increased from 3.9 percent te 4.5 pereent while domestic debr
reanined same dunng the same period (Figure 21. o a volatile mterest 1ate eny ranment, a
shorier ATR 35 risky becawse interest rates may change 1o & higher tate i 3 sbort fime
resuliing inte higher debt service. costs,

Figure 2: Weighted Average Domestic and Externul Interest rates as ot end June 2023
g £ £

131.2

Sonurce: The Naiena! Treesey

. The matusity stcture of domestic webt imprived as at end June 2023 The proportion of

instruments witli lesy ikan ane year to matugiey redused to 16,7 percent as at end Jupe 2023
trom 19.5 pereent as 4t end December 2022, Furtler. instimmnents with the remaining years to

maturity between 2-3 years, 4-3 years and 6-10 veass increased by 5.2 percentagy points, 7.3 }

percentage paints and 4.3 percentage points respectively. However, the proportion of
instruments with longer thun 11 years to maturity as at end June 2023 reduced by 14
purcentage poinis from 10.9 percent as a1 end December 2022 10 26.9 pervent as at end June
2023 This was ariibated to the investor's preference (o shert-zenn instruments {Table §)

O
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Tuble 8 Domestic Debt by Maturity Protile, in 8D cquivalent

Remaining End Dee 2022 In  As Percent  End June 20231n As Pereent
Maiurity in Years  million USD of Total million USD of Total
Less than yne year €,963 .5 5,633 0.7

Y to ¥ veirs 3.598 10.1 A 143 153

4 to 5 years 1119 B4 5407 16.4

b o W years 740! 208 %403 251
Above 11 years 14,587 449 3.085 269
Total 35 608 100 33,743 1 9

Sanroes The Mo Trzaaum

41, tehes matunng s 2021 and 2028 are relanvely elevated due te hullet matunng gevernment

securizios and the Muternationsl Sovercign Bond (1SBY, (Figure 31

Figare 3: Redemptinn profile as at end June 2023 (Ksh millionsy o

D e

a Do esTiv o Estepual
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EEH ¥ 5|
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e EE
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-

Souree: The Mationn! Trowary and Comrat Bank of Naapa
23

niage of the wial debt increascd frons 490
nd June 7023, The increase is
mal borrawing to finance expenditure requirements in 1Y 202223
shalling,

47, toneign currency denominated debt as A peree
percent as al el December 2022 f0 515 petent as at &
artributed (0 net new exie
and appresiation of najor farzign currencies agains! the Kenya

43 Short term foreign debi as a percemiagt of reserves inuressed from-23.9 percent ™ §5.1
a1 currency Jenomiinated debt as ai end

percent in the same poriosl. The share of major foreip
Jung 2023 is as shown in Figure 4.

{0

o



Figure 3: Currency Compositivn of xternal Debt. Ead June 2023

Sowurce The Nojiona! Trozian
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V. DEBT SUSTAINABILITY ANALYSIS

Introdaction

14 Debr Sustaimalality Anzlysis (D3A) comdneted in December 2025 midicaies thit Kexya's
public deli remairs sustainable bur with 2 nigh rak of dieht distress. The wope o7 e
analynis covers puilic debt fumn cenital goverment, Central Bank of Kenya Gelbt contrasesd
an hehsli of the Govermmend, and Natirmal Governmern plaranfeed debr Vhe analyss
excludes non-guaranteed debt of rhe public sector and arrenrs, which are discluosesl w the

anpnl delt munapeeaenl reporl.
Kenya's Pebit Carrying € apacity

4. Kenya is assessed 05 # medium pesfonner m terms o Debt Currving Capacity (DCC, with
2 0% (Table 93 The Cl capiures the inpact of
metitarional fraficazor (peasured by the
PLAY). Teat GDP growth,

an estimated Compuaite Indicator {21 of
vartous factars tireugh a weighted average 01 an
Warld Rank' Couunry Palicy and Instituisenal Assesament {C
remmiltinees, intenzativnal reserves, and gl bal growtl

¢h The Dlecemnber 2023 DSA Cl sopre was marginally higher tan e T
and this was dug 1 SHDIECE projected patl of impmt coverage of teserves. [he spplicable
thresholds Tar the Pubhe angd Publicly Guarsnleed (PPG) external und talal putbhe deb®
henehimark for 1 medmm parformer ase shown 0% Table 10 5

47 As shewn in Table 9, Kenya's debt carrying capuoity has remienad mechum simee Mareq
202 1. a downward revision fiam Stemg, largely reflecting the irpact of COVID-1Y cnsis an
the globa! and domestic penmuaies. The dewngrade from Strong o Medunn peslernmer
cesielredd to Jower vebt sustuabilny tresholds (or external debr and benchmarks for rotul
public debt The 1anng dlso moved 1o high nsk of debt distress ia 2120 from modesate risk i
2919, reflecting, the :impact of e glabal COVID-19 wrisis which exacerbated cxasting

vuluerabilitivs (T'able ¥ and Table 105

‘Lable 9: Kenya's debt risk tevels and debt cartying capacity

{)abr Fuong  Strovg Streng Ssrong Vfodiun Medwmes  Mediom Y Madiam
Cenrping

Crpuciy

Compusie? 112 kXN 304 3.02 295 344
IJJJ:‘.’.‘L’

(Ch

Risk of Lew Moderate  Moderate  High High High High Higk Tk
Debt

Distréss
Source: T Sational Tesasary & LME counlry repiaris. IMF 2623

w 7023 DSA CI sgore.
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Table {0: Applicable Thresholds and Benchmark for Strang sud Medium Performanee

External Dehi [Tnesholds PV of debt 1n % tlfi?xporta 230 156

PV ol dehiin ©) of GDP 35 40

Dbt service in o of Fxperts Z1 15

Dbl senvice 1 % of Revenne KX 1B
i ol Public Debiz PV of tom] publa: debe in Yo of 70 55
Denzhmark Gop

Souree: Guidance Neret ov Ramk-Fand Debt Sustainadbiliey Feapomwork for Low Incoms Dpunines

External Debt Sostainability Analysis

18 Bxtermal DSA yudicate that the Present Value (PV) of PPG extemal deliio GDF rane
remains below the 0 percent indicative threshold droughout the projéction perind This
solveney judicator is projected to decling frem 31.7 percent in 2023 w0 about 28.3 percent in
2023, reflecting the nnpacr fiscal vonseolidstion and 2 borrowing mix biased lowands
convessional borrowing (Table 11).

49. Hawever, external debr indicatoss in derms of exports 2nd revenues exceed their respective
theesholds uader the current trend {baseline), resulting o a mechanicai hugh-risk signal
tTahle F1i The I'V of PPG exwmal debt-to-esports {solvency indicator) remains aboyve the
theeshald (¥80 prreent) throvgh 2029, with the ratio expected w decline graduully as te(o

cxXpuarhy TeCover.

50 Pebt service-o exparts (iquidity indicator) exceeds its threshokl (15 pereent) i the
medinm-term on account of Furobond repayments [ 2024 and 2028, aud rollover of extemal
bank loans {in 2023-26). Addaionxlly. the anticipated rollovers of maiuring commercial
finaneing will cause the PPG daby servive to-revenue ratio {lguidity indicator} 1o exceeid fis
threshold (18 peccent).

51 The breaches morhe debt threshokls in tesns of exports indicate incveased vulnersbility of
public debt to export and finaocmg shocks. "This underscores the impolaoee of bresdening
the cxpot hase given the volaulity in export commaodity prices @8 well as eonlinuation of thy
receni practice of gonuracting foans with smortizing repayment termy end lengthemng of the 20
aaturily profife of dumestic debi through issuance of lenger dated bonds




Table 1 1; Kenva's External Delu Sustainability Analysis

PV uf Pit(i eates nul dede-
- (VT vatin

Y of PRCG eaternal dels-
my evgarts raliy

PPG dehi service-(u
evpars rafin

PG debd service-to-
revende ratiy

Actupl
S X1 ns
1.0 K2 15649
1= A 249
s 154 173

Senrces Ve Nutond Treasury & IMF cowriry 101t

Total Public Debr Sustainability Analysis

52 PV of debr 1o GDF ratic ts projected
resulzing ina high-nsk sigeal (Table
decline steadily reflecting the impas
Governmend is fuplementing & smulti-year growth-Trierdly

e
N
o

2403

k0

A

supporied by faeasures 10 crihance revenee cellestion
salepuarduty prority high-impact sovial and invesmient expenditiee

Iable 12: Wenya's Public Debr Sustainubility Analysis

PV uf 58
debht-1u-
GDP syl

PV af
public
diefit-in-
réveoure
wmil
qrauts
ratin

Debt
serviec-tn-
revenue
aund
pranis
ratio

néi

Actual Prujection

63.9 8.2 67.2 04,1t
1793 i 352G 35
4 1l 552 B8 Y 38.0

Sarree: The Nogonal Trsasnre & WM cowostry depoit

53 Renya's deht burden mdicains are projected 1o imprave in the medium teon. suppotied hy

Projection
174 IR 195
2240 M99 1533
1 49 21
198 196 152

iR%

60

134

o semaw sbove the 53 percent henchimack ungl 2029,
12), The PV »f pubiic debi-wu-GDP ratio 3 projected 1o
o1 of fisesl consolidation. To improve she ratio, the
fiscal consoiidstion progran:

and curtail overall spending while

L=
A

i
Ll
&
Y
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8

50.9
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the ongoing fiscal conselidarion program that is expected fo reverse the primary. bajaney
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from a defient 10 & strplus, in rhe centext of enntinued steagthemng of glebal and domesri

ecunannic acliviey an? rohust exports reccpis.

5+ The Government witl conunue W optimize nse of concessiopal fundmg, lengthen the
udlurily prefile of public debt throbgh tssuance of medium to fong dated bonds, and deepen
dumestic debt market 10 reduce cest of publie debst and Bomowanp. Additioually, a steddy and
strong inflow of reenaances and 3 taventable outicok for expens will play a megjo: vle in
suppetting ex@rial debe sustwnability. The newly rolled aut Central Seenuties Depository
swstem {DRowCED) iy expected 1o bolster unplemncntation of market develnpment injtiatives
by improving the process in goverument securiiies auclion mnl setdement, breadenmg
mvestor base, improvenyg liguidety, and reducing segmentation i the inferbank market 1%

33, Addinenaily. olthough Kenya's pubhic debt contnues @ be sustainable, unnual hereowing
Inmirs (fiseal defcitsy muss be rluced o limit the rate of accimulation of public debt,

: 2@ '



VI MACROECONOMIC ASSUMPTIONS AND KEY RISKS

Rascline Maecrecconumic Assumplions

36 The macroecuiom:e sssumpuons oudmed in the 2024 Budget Polivy Statenent (HPSI
{Tuble 13) ure The intsgrated irito the 2024 MTDE assumpliods

37 Cropomic suwth in the Y X124723 35 pingected #1 35 percent. Tiis growth witl he
supporied by implementazion of prionty programimes autlined m the Dottam Up Troncnic
and 1ransiormational Agenda (BETA} and the fourth sedinm- Teru Plan ef Vision 20310,

{ Over the medium-téon, growth is punected to remein sbove 5.5 percent supportes! by
inclusive prowth lwogph ncreaseé gnployment, more equitahle distiihizon of income.
enhanced sozcial sccurity and expansion of e tax revenie huse. (O

ey
fr

Tahle [3: Baseline Macrveconomic Assumptions

Tae-Acl |I"rosectien
Leal B Pezgent [ 32 ] 33 5.5 is :
LT B ntar Prcedr 82 (1 At 58 37 i
firNaam Poeer (3] 7 <3 ah 30 30 =0
W wii Fucevs ottt i (] Vi 1A 52 a3 o
| apernditene Frozera vifeldl ~tk i bt M2 H n1 EA M
tiserail Fracal Bufanee [erce=d ST (RN 158) RO e 113 115 4l
erimary Budgel Bakaie Fergentor GOP e 1A%§ 07 7 T8 3 P
Ievente st Rilfien 2 205, CLE A 4350 ian 3% 4578
paprndilnre sk Bitfin JUOR iz iM% ylE3l a1 344 ¥ KN |
Cever gl Fiaeal Balunce Ash Bt Jaim I e TR 5% s B T
Priuezry Buizer d2lance Kb Bidion S | W0 RlCE MR 3591 3247 Mbk
GOP (L urrrnt Prices) Kea Bl ol Tk R i [AES 14182 20003 LIS 243E

Sonrce: The Nutional {refsur}

inflation

50, fpflaten 25 2t end June 2023, milation increased abave the poverment target range of 3 r
2.5 pecent. The overall inflatien retvmed 20 targel band from July 2023 declining to 69
percent in Qctober 2023, and 15 expecled 1o remam withén the target suppoited by lower food
prices. prudest monctery policy and other govennnan policy mlerventans.

£
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Revenue and deficils

64. The zovement will contnue implermenung growth wsponsive fiscal corsolidation tuougl

baoaslening of tax revenue base wnd rationalization of expenditures in nrder o redice (he
fiscal defices. To this end, the fiscal deficit is prajected W decline 1o 3.9 per cont of GDE in
the F¥ 2024725 wnd turther 1a 3.1 pzreent of GDP aver the medium-terne

61 The 202+ MTDS's sllernative debr wsanagement strategizs ae alipned w the 2024 HPS's
policy ehjeciives,

Risks to the 2024 BPS haseline macroeconomic assumptians

62 Kenya's debl sustamubiliny is vulnenble to expgenous shocks .8, expoit. revenue patierns,
climate relsted shocks and exchange tale movements. To reduce debt vulnembiliies, the
governuent s commiited to finance caprtal investments using voncessivunal borrowing and 10
deepen domestic market throngh scting up of 2n OTC exchange amuong uther siwategies fo
Additionally, a steady inflow af remittances and a favaurable outlpok for expords will play a
mujor rule in supporting extemal debl sustainabifity,

6o, Perlormance of the eeonomy wad povernment revenuzs hax s direct impact oo debl
sist2inability A slowdown in the growth of the ccenomy may elevate debt mdicators

&1 Inflaton induced high interest miws i both domestic and intemations) markets (hus
increasing the cost of bonowing. Conlinued pattern may pose a challenge @ govemmen! s
findncing of the FY2024/23 Budget and performing liubility maoagenient vpeativns on is
debt portfalio as well as mereasing its debt senvice costs,  Govermment wall confimue ta
monitar market eonditions with the yiew of taking appropriate acticns when the conditins
are fuvourahle. Additiosally, he government will condbue fo implement reforms to 20
strengthen the Jomeste debt market ta cushion apainst the dowaside 1isks emanating from
riesnational capital markets.

&5 Investar preference for shorl-term Dstruments bas resulted in increased refinaneing nsk
through accumulznan ol more shortterm debt,

65 The cantipued appreciation of major curencies sgainst the Kenva shilling may increase the
cost of debrt service as aver SO percent of the tatal debt pottolio is i foreign curvencivs.

67. Materiddization of fiscal rsks espectaily from contingent labifitics arising from State-
Owued Enterposes (SOFs) debts and Public Privake Pattuership (PPPs) projécts remaiy a key
risk o the budget. Continuous monitoring of these exposures is important o mitigstc agamst /()
any risks before they materialize

68. The PDMO will continue 1o monilor evalving public debt 1isk profile amd advice the
National Treasucy on appropriate remedial interventions.




&%, Horowing from domsestic and external markets rem

Ay, £xtemal borrowing mamnly through
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74 The main mululaweeal Jenders comnp

L. The Guvernment witl gssue berebmark Treasary

3. Multilateral, biiater: and commercinl (inclu

V11, ASSESSMENT OF POTENTIAL SOURCES OF FINANCING
Sourees of Tinancing of the fiseal deficit

asns the mai source 0f funding Inedget
deficits.

loans from multileteral, bilateral smd commereial lenders

as woll a¢ hond isstances while domestic horrawuig will he threugle Treasury, bills

refinancing amid ponds 155n2nce.

insteuments (wilk tlepars of 20 5, 1015, 20
and 25 yeurs), retan] bonds and iefrastrucivre honds However. oftf-kenchmark bonds mury be
issued depending on the prevailing market conditions mainly through rcopeming nf existing
geries. Jreasury bitls will be used for cash MmandEement purpOscs.

+ Non-hant insuuons |pension unds, insuninse firms. panstetsls amd retall invesiors) and

cornmszonal banks re

the pesanding Tressury [ills and Bomds as at enid June Y023 respectively

external Jebt was 50,5 percent. 23.8 percend
aceounted for (1.3 percent {Figere 51,

Liernzttenal Bank for Reconstruction and Developm::
(ADB}, Atrican Developacent Fund {ADF) and Tateinan
dommant hilateral lenders inciuded China, France and Japan as at end fune 2023

Figure 5: Existing share of external debt as at end Jani: 2023

Muhdaver o]
il 2}

C sranes Ll
<uppbet £edit

Sousrer The Nattoral Treasury 2 (

ding Iermationnl Soverzign Bozd, [581 sl in
and 25.4 percent eespeetively- Nugpliers Credit

rise of Iniernanenz] Development Assoesation UDA]L
nt {IBRDY, African Developroen! Hank
jonal Monetary Fond (M) while
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main the maos investors as they hakl 52.5 percent nml 47.3 pareent ol [0
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Potential sources to fimance the medium-term budget

73

a.

74

8.

81

i. Dumestic Spurces

Over the years, the PDMO bas successfilly mobilized dommestic debit as it conmibared 59,7
percent of net new funding requirement in the FY 202223 through issuacee of government

SECUrIties.

Tu supplewent tradificoal saurces of funding, he PDMOQ will explore slerasiive Funding
sourcis including tssuwsnce ol a Kenya shillmg syndicalad debt toreign currency
enopnnated dornestic bund. and private placement for both laea] and external mackels,

smony ofliers.

The newly launched DhowCSD, which is a verseule markel infrasireture, will rprove
wonetary policy iwplementasien 2od transmission and enhance operational efficiency in the
donestte debt murket. This will further promote capiral macker growth and decpes finunciat
market through cxpanded digital sccess for broader financial inclusion. posinoning Kenya as
the prelerred financial hub in the region. Addilionally, the govenmvent will leverags oxt the
DhewCSD 1o prosnete a oztionat savings culivre and to democratize access o povernmens

seeurities through re-cngineery issuaree of the retail bonds.

The PDMO will coniinue to spearhead key reforms o deepen thie domestic debt markel snd
diversily the investor base To enhance the growth of the nun-bank financial insritutions such
as penston, insurmee and mutual funds, the POMQ will consider expanding die valumes wid
nifmte new fanancial products suck as post-retirement medical funds awd contributory

npensian schemes.

n. External Sources

External wurces remain a kev source of financing (he fiscal deficic as 71 conuibuted 0.3
percent of net new funding regujrement in the FY 202223,

(ilabal shucks 48 4 result ol supply chain dismptions, monetary palicy fightening in the {1$4) 0

and FLuropean countries, coniinue o have unpsel on Kenyza's medium-1oan prospects
negatively. Spikes in oil and commoadity prices are exerting pressore on inflation and the
exchunge rate [cading o incicased cost of external finance.

The PDMO will continue tu source concessionsl financing for development expenditure
from multilaferal financial institutions and bilatera! lenders.

The PDMQO may also explore the issuance of green, sustmability-linked, and hiue bonds ty

fmance climate relajed or envirommental sustiinubility prajects. Additionally, the PDMO
may exgfore the pessibility of issuing a Panda aod Samurai Bunds as part of msinzment

diversification.

o
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N

CThe Goserpuent widl endeayour W mainfain 15

smataral fnancing landsape has created new challenges und opporiunities

A slisfi an the inte:
and optipas for developing countries. Kenya wall focus on leveragme the involvement of the

private sectar i infastructure financing such w8 public-private pastoersbip

Other emerping, funding sources such as debt swaps especially delit for pature swaps ane

debt for tood secury swaps ure undes consideration betwesn the gavernmunt uf Kenya and
sl tor FY 202472025,

the 1nitted Raroms OSvelopment Pasiners w fund the hudget ded

prescnee i the intenmtional financial

markets throug h 1efinancing the existing commercial matuntes and mobilizing resources tor

buadget supporn.
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VIiL.PUBLIC DEBT RISKS AND COSTS EVALUATION UNDER
ALTERNATIVE PUBLIC DEBT MANAGEMENT STRATEGIES

Publie Debt ¢osts und risks evaluation

855, fn wrder o inanage cusly ond dsks sssoctated wilh public deb, an evaluaden of the risks and
costs wnder vanous slienaiive deha pianegement eptions has been indertaken 1o inforn the
optimal strategies. The results of the evalsation are 12sed to populste the st of dsks aod
costs of public debe, (‘Table 143, o help sdesity the optimal public debl managenwil and
deficil financing straegies thar provide the hest projection of costs minmization and rsks
rotiration against the current indiestors.

(able 145 Costs and risks charateristics atris

Current 81 S 83 S4

Nowmitnual debt as percent of GOP 70.8
P'resent value debt as percent of G 682
fnterest payment as pereent of GOP 53
Implied interest rate (percent) T
Refimucing  Debt maturing in 1vr (percent of mital) 127
risk

bl peturing in Lyr (56 ol GDP) 10.0
ATM Exiernal Pordobio (yeias) 93
ATM Domestic Pordfolin (years) 7.3
ATM Total Portfolio (years) 85
tnierest rute AR {yrurs) 7.7
i Debi re-fiaing in 1yr ¢pervent of twwtal) 267
Fixed rate del including T-hills R4S

tpercent of total}
T-bills (pexcent of total) 3.3
FX risk  FX debl ux % ol total 21.9
351

ST FX dely as % 01 reservis

Nonrce: Wanonal Troams,

Sy
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Rascline Pricing Assumptions and Deseription of Shock Scenarios
7 The pricing assunprions under the haselive scenario for interest ratex and e exchange rates
are a5 follows:
1 ADF Lunns are privead aCan sverage fived maw of (.73 percent, with o 41 year ennr aig up o

)y ecr prace perio

i IDAAFAD loans are priced at an average Tixed tate al 175 paoeent, with a 35-year tewor and
tp-ls §-year graee porod.

1 Other concessional loans are yuized s averege (teed rate of | 17 percent, wilh & 28-yeds

tenor and up to 7 year grace period.

]

. Semi-concessinnal losns mre assumed to be ronuzeted at a fixed interest rute of
appraximately 2,3 percent and a puurty of 23 vears including a grace period of up to 5 [

wLars.

-t

Commiervial herowings and Faport Credic Agencies finzacing with floanng rates arc
pnatzacted 11 o referenee mme plis dnargin

The priciug of Kerya's International Suvereagn debt @ hased vn cha average of prevailmp
Suviresm Bond vields for October 2122 10 Oetober 2023,

”-

wii. Pricing on the doniestic debt wstruments i based on e prevailing marker viels curse
during the manth of Ovtober 2023,
$8. The outlook on the laseling interest sutes wnd eachange ratés is bused un the following
consilerations: D0
i the exclunps o (Ksh/USDY is assumed lo depreciae awaualby at sn averape of
3.1 pereent
i The fived inerest vees of market-hased instnaments i the ipternatienal eapiral manres were
bused on the pverage nf prevailing Sovereign Bomd yields for Qclober 2022 (e Oetober
3023, The dumestic ket vields were bused on the average of TY 2072723
Wi The irerest rates tor fixed rote founs src assumed to temain priced as por Lhe existing
porttal io.
84, Three risk scenarios are evalualed as follows.
1 The 13k seemirio Tor interes! rates assunies moderate interest rate shock of 1.5 pereent over
the baselme projectinns and a stad-ptone eyviremne shevk of 5 pereeal which remains 32
conscant therealtes.
i The risk scenanie lor exchange rete assumes & stand-afone extreme shook of 253 petcent i
24 which was applivd on the baseline excharge rate projections.

i, The cormbined exchange sate and wnterest rate risk shock scenarin assumes an inciease in
inferest rale by 4 maderate shock of 2.5 parcent combined with 2 12 3 percent exchange

rare deprecianon i 2024,
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Description of Alternative Debt Managemeni Options

L The preguration of the 2024 MIDS considered fimr aliemmative linancing siratenies 10 fuml
the fiszal deficits for the FY 2024/2025 and the mediuyn-term borrowing.

21 The domestic financing sotsces include a vontbnatinn of Tieasury bills and ponds wiile
external financing altzrnative sources include 4 mix ol concessional, seri-concessional,
earmencial loans and international dein secunties ‘

i. Sirategy 1 (81) - The Medium-Term debi management strafegy is maximizing use of
concessivnal external funding and deepening domestic debt market to redoce costs
uf Kenya's public debt: This stzategy will be optinuzed by a 210ss external bomowig of
Ih percend and pross domestic boarowing 1 72 pecent The compositionm of prass
extemal fuaneing consists of cuncessional. senvi-concessionul snd commereizl simirces. ot
13 percent, 3 percent and 12 percent rispretively The net domestiv borrowing is of)
porcert while net external bormawing is 40 percent. Deomestic bovrawing s through
wsnance of Treasury bonds while mainczining the stock of Treasury hills to conlinbe
mitigaring refinancing risk From cxternal sources, the stralegy aims o maximige
voncessiony! funding while minunising commureial borrowing 1o reduce the cost of debi

(©

. Strategy 2 (82) — Increased Kxternal Commercial Borrowing and Reduction of
Treasury bills Stock:  Tlus sirategy would maximize exiemal cammercial borrowinys
and reduce refinuncing risk in the domestic debr portfolio. The option involves i5511ing
wedivin o long term Treasury bonds, In terus of net financing, the sirategy sssumes 63,10
petcent domesiic and 37 percent extemnal financing. Tn gross borrowing torms, extcmal
and demestic financing eccounts for 30 pzreent snd 70 perees, respectively, Grass
external financing would be composed of @ percent concessional, 3 -percent sermi-
concessional und |8 pereent comunerciad bowrowing.

i Strategy 3 (83) — Bluintaining the Stack of Treasury bills and Increasing External
Commercial Borrowing: The strategy envisages 30 pereent cach fran not demestic and
et exlernaf boreawing. The strategy aims ol mainlasing the stock of Treaswy bills anl
issiing medium to long-term Treasury honds while maxiumizing on external commercial
borrowing. In geoss borrowing termis, external and domesic financing acconnts For 15
pereent mikk 65 gercent, respectively. Gross eatemnal firancing woukl be cosnposed of 71
percent concessional, 3 percent semi-concesstonal and 21 percent cammercial borrowiag,

iv. Strategy 4 (S4) — Maximizing on External Concessional Bofrowing and Reducing
Relinancing Risk: The straegy seeks ta achieve gradval reduction of Treasury hills
stoch with domestic fingneing mainly sosrced from medium to long-term Treusury
bonds, xternally, the stralegy focises mors on budgel financing through concessonal
horrosving. In terms of net financing, the option assumes 43 percent domestic and 55
pereent extemal borrowing, Tn gross bonowing lemms, external and domestic financing
aceounls for 37 percent mul 63 percent. respectively. Gross external financing would be
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compused ol 16 pereent concessonal, & pereent semil concessionat mnd 15 percen

cennniercial borcowing.
Cosi-Risk Analysis of Alternative Debt Managemen (ptions

97 The cost and 1isk indiceturs genezated by the MTDS Anoalytical Tuh {MTDS ATY nuder each
oi the four alternative funding strstegies provides the nutput of the eyvelution of the debt costs
and risks characterislics i the medium-term. The Tenl also provides The projecicd
churacterisiies of the debt portfolio under standard snock scyias. In addition, the MTDS
AT provides projected slock and cash flow of the debr profily

i. Buseline projection amd alternative options
03, The average eross harrowing In cach aflenanve siralegy during the perind ending FY 10
201526 15 pescuted in Tahle 15

Tuble 15: Average new horrowing by imstrument under slternative stratepies (in percenf of
groxs horrowing by end of FY 2026/27)

New delie by % of Totid Grass Borrowipg S1 s2 83 54
LLFE § g H 1
{LATEAD ko 3 3 8
Conacessivind fs 5 3 1
Sentd Convessional 3 3 3 1
Conppercial/Titerautionid Sovereign Bond i2 iR 21 13
{reasury billy 28 2 78 7h
Treayury bomls 2-3 Years G pA 2
Treasary: bonds 4-7 Years 17 17 6 15
Treasury bonds 8-12 Yeurs 5 8 3
Treasury bands 13-17 Years 13 2 2 4
Freasury bonds 18-22 Years A 4 2 2
{reasary bonds 23-3i Years i 1 [ t
Extermid 8 30 A3 a7
Damestic 72 T &5 (14}
Tural 10 16y 104 10

Source: The Neuoeal Treasary
¢1 The composttion of the debl porzoha arising from: the financing vptions 1 Table 15 dusing
the period ending FY 202627 18 presented in‘Fahte Ho.

K-
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Table 16: Cumpoaition of Debt Portfolio by Instrument under Alernative Options, (in
Percent of Quistanding Portfalin as at End of FY 2026/27)

fn Pereent of Totuf Yy As ut end FYZU20/25
22223

(Jurstanding by lnsirument Current s 52 53 54
ADF 3 : 3 i i
IDAAF 4D [? 16 15 it i8
Concassionat 3 & 5 6 7
Semi-Cancessioanl! G 7 T ; 8
Commerciol internatfont Novereign Rl 17 gt 2z '8
Bond
Troasury Hilly ] t | | 4
Troaspry howds 2-3 Fears i - 1 1 f
Freasury bowds £-7 Years 6 12 11 1Q 1
Treasury Boirds $-12 Yeurs 9 g 4 7 i
Treaspry bandy 13-17 Years 2 15 I 14 {4
Treavury bomds 18-22 Years Q 8 o R B

reasnry bateds 23-30 Years 3 3 3 3 3
Exteenel 53 14 50 53 51
Domestic 47 51 &0 47 E14
Taoraf 100 104 1iM3 100 160

Nanrce: Thv Nalional Treasuty
DA Projecied cumposition of donestic debt portfoliv increases under sitalegy I aud 2, reanaing
uncdumged nnder sirategy 3 and reduces under strategy -1

Y "the progecied costs and risks tracle-off of the various aleennatyve stratcgies is used ¢ infom
the choiee ol the aprimal steatepy (Table 17 and Figure 6)



Tuble 17: Cost and Risk Indicators under Alternutive Optians
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Kui- Indicatons ] |
b
— = s - ! Cyrent | S1 N2 53 I._S_“._.‘
Naringl deld us pereent of GEE Tuh 873 AT 60 -ll #7 )
[Poez2al vaiae dehz as mascant af GDF [ AL Y nl.?l| 340
Interest payrnen: as pereaad af GRP _ B 24 S.E s el o
Implued inlzrest rate i percentt 24 9.3 4f 43 Ed
= i . + —_— 1 : -
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Across all the altenaisve ppfinas prajecizons, both nominal snd Present Value (PN} oof debt
w GDP ratios are lower thzn the levels in Juse 2023, ‘This is driven by projected higher GDP
arowth snd government's commitment to | iscal consolidation in the medmm term.

As shonwn 10 Table 17, Strategy 1 (S4) has greawer projecled benefiis 10 debt snansgement
ubicctives than the athet thiee stmeges in: terms of the fullowing atiributes:
i, Has tlse least costof debl in lerms of interest payments as a percentage of GIF and anplied

inferesl rale.

i Has least PV of deht to GDI? as a tesulting outeene of the riscal consotidation plan.

i, Minimazes refinencny visk by lengthenmy the ial porlelo ATM airribuzed 10 issuance
of medium 10 lang-tarm hoads and concessiunal fngns with lunger matiritics,

. Minfmizes interes! rite risk in terms of average time to re N¥ing, (O

v Deepens (he domestic bond market through 1s5uaoce ol meditim o lang-eon mshumens
45 the Tamin souree of domestic finencing and setting up of OTC platform for government
securilias. ’

Overall, Straregy 1 incdcaled minimized foreign exchange risks f tenes af FX debl as b

pecenfage of wtal debt.

LOUStcatepy 2 smnirizas refinancing risk by lengthening the ATM of domestic portinho.

111 Stralcay 3 projects undesitable results ia the feade-olf hetween all costs and risk medicatons

ard may be unrcalistic fo implement
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i02.The prajected redomplion profiles of the altermative straregries by end 2037 sre shown i
Figure 6. Higl mstunities of both domestic and exfernal debt are observet in 2027, 2028 and
2030 Vhese matinties are aszoctated with maturing domestic debt and  Irternagenal

Soveregn bunds as well a8 other commereial loans

Figare 6: Redemption Profiles ander Alternative Oplions (End-FY 2026/27)
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ii. Eftect of shocks un the costs and risks characteristics of debi
103 Curient uend (Baselme pricing. snd shock sceniios aualysis sonsiderad 1he follewing
indicators. Prasent Value of DebtGDE, mteext p-ﬂ.}'llmli’.'i-"R{.‘\"L'nl_I("b, interest payoontsAGDP
and total debr sepvier G (Figure 71

199 The onteome of the snalysis mdicates the extent of rick ascocimed with sach stzwpy wmder
ine haseling and shook scenarios. The optimal stzalegy (s the ore wish propcted lowesl unst
rish cosmbisation

Figure 7: Cost and Rish Charac teristices pnder Alternative 5t rafeyies
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iti. | he preferred financing strafegy
iu3. Strategy 4 is the gprinal sirategy selecred as iz nesulls in oplimization ai majority af costs

cad nishe indicawrs 1hE Swatcgy aims 5 achieving a nel financing mix of 33 poreent oo
I'he abjective is 10 optimize o

el external sources and 45 pereent trom Jomestic nrket.
the uee of comeessumal and reducing eranmercial bortuwimg. thereby tedicing the cost of
debn. In the domestic marker, rhe shategy secks 10 1eduee refinancing risk through issusinee

of meding te furs-term [rezsury bonds,
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IX. PUBLIC DEBT MANAGEMENT REFORMS

106 5hift from a debt fimit ta a debt anchor: The National Treasury amended she msanericat
debt linzit and replaced it with o debt anchor of 53 pervent of debt 1o Gross Domiestic Peadnet
matie in Present Value toms. A debt anchor is a desired Jevel of public debt as a rativ of GDP
that i supporlive of veonomic growth and development, the Jubt canrving capacity and
ability to sevice debt

1u?.Operationalization of sinking fond: [he Naiopal 1ressury is developing Sinking Furd
Regulations for purposes of operatiopalizatinon of the Sinking Fund, {he Fund’s abjective is
redemption of government loans and secugitics. aud payment of vxpenses o1, ur incideatal to
redempilon af an 1ssue of national governmen! Jouns. g

|08, Liahility Management Operations: In order ta lower costs and risks associated with [©
existmy public debt portfolio. the government will apply Lisbility Management Operstions !
(LMO5) 1mrgeting the exisung debt portfolio. I'be operations wili include wmongst exthers:
Debt swaps, buy-backs ete. The government also endeavous tu maintain s presence an the
inlermatiomal Nnancal markels throuph refinancing the cxisting commercial inaludties and
mobilizing resoerces for budpet suppord

102 Diversificd sources of burrowing: Ve goverament will explore alternatves financioy
sourees 1o the conventionz! bonds that are mere floxibie and less costly. Examples of {kese
include the Sokuk bonds, Green and sustainabilify linked bonds, Samwurai bonds, Panda

borads snd Diasporu bonds.

i 10.Streugthen the institutiona! arrangement and operational capability of the FDMO: The 20
PI'M Act, 2012 seeks 1o vstablish PDMO saihin the National Treasury, but with some degree
of independence ur sutonomy, regarding the management of the portfolio and of the otTiee,
This wail be achieved by develeping a Policy, Financial and Adminisuztive Framework
{ PIFAF | wathin which the PDMO would eperate. and delegating the gperational decisions on
borrowing and Jdebt wmunagement and the day-ro-dey manapement of the Office from fe
Labines Scerctary o the Head of the PRMO.

Il LExpanding coversge of public deht reporting: [he povemmient 5 vommitted 1o
expanding voverape in eeporting of public debt o include non-guaranteed debl owned by
Stale-owned Enterpuises {SOFs), Gscal visk and comtingency liahifity posted by Public-
Private Partnerships (PPPs) and guarantees through a gradusl approach to promote debt 5*0
transperency and accountxbility. Sinee FY 2020421, the PIDMO has been reporting nen-
guaranteed debt amd has institutionalized 10 annual repording,

N



Domesiic debt markei refonrms

12

s

v

The Munonal Treasury hus baen nndertubing 2 wumeber of refunag in collaboration with other
finansigl seczer plavers. which imclude the Capital Marker Authority (CMA)L the Centeal
Bank of Keuya (CHK) und market participanis. I'kese refomnis include:

Publicufion of an issuance calemdar: Regular publicition of an isswunce calendar thr
Fuvesnent seurilics Wosujport preficiability in the issuance Drewess and provide a
pnide for mvestar glannicy. The Natjonal Treasury together with (he {"BK coordinates
the preparstion and puhlication of au isseance calenidar for the financial years.

Separation of the Retail and Whilesate Market for government Sveurities: The stew

Central Securities Depesivry systerm cailed Dhow(SD weut live on 317 July 2023 I

cets the foundation for the separation of the retali i

the remmil investors Lo Jireclly access povyeInInen securities market inclihoy buying anml
selling  Treaswry hills and bonds online The DhowCSD 15 4 versatls ymarket
infrasivacture 1hai will improve monelisy policy  trsmission, iplementation and
pperztivnal efficieney in the domestic debr markel The system is aceessible viz CBR
website and App Stre.

Retail-Bond Tssuance Re-engineering: The Nationa! 1reasury is cuirently wlertaking
Retail-kond issuance re-engineesing jrovess 31 coordination with the -CRK o Turther
deepent the povernmun’ cecurities st the rewal level The engineeTing PIOCCSS 18
intended to amony vthers incorporate tecommendations spell aul in the. past M-Akiba
lssuance survey report while addressicg the cha
Retail bond ssuanee wili cantnbute to democtarization of investent oppuriueitias and
improve efficiency and 2Cress in the guverninent seenrities market. '

Establishment of the Over-The-Counter (O} Market for governmenbSecurities:
The devclopment of the OTC traching platform lor povereent sectrijies 15 being
undertaken Treasury kills have been trading on OFC The Capital Market Authority i
callabamtiog with market participaonts has develiped OFC uading guidelines, which wall
cupport smplementation o the OTC Jor ‘[reasury bonds reading plattorn. The
csraklishment of OTC platfom 1s covisaged 1o boost lquidsty in the bond market.

Establishment of an Efficient Harizontal Repo Market and Seeurities Lending and
Burrowing (SLB): The CBK DhawCSI3 system will now altow full trunsfer of securitics

ownzrship for Repo transactions through a callateral management module [he launch ul3

Repo marker and securilies lending and borrowing through DnowCSD system will
provide u eritical anchor 1 the financial seetor in Kenya, T vall proaioie the distribution
of liquidity among the capital markets stakehnlders sni! enhance uptake of poveinment

cecuritiva in financial market.

| wholesale market. 0 will f3cilitaie{©

alienges therein The re-sngineering 0f2. 0

9
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Other pendiug Initiatives in the Domestie Debt Market include:

Ingtinte lacal privaie plocamenis for governmen! securiues targating specific seprnent of

Vi
the market; amd

vii.  Hataklishment ol offshare issuance of local currency denaminated debt instrument 0
giversi{y investor hase withaul elevaring foreign cumency tisk

viitk - Lo zlopment of pulicies w streamline use of CBK overdrait factliny



X. MTDS IMPLEMENTATION, MONITORING AND EVALUATION

Domestiv and external borrowing Plan

113 The Govesnment will implement the debl mandgament siralegy and the aptunal fiscal
faiding strategy through the anaual lorrowing plan

114 The PDMO will prepare donnestic and exlemal boreowing plam cimsprising of projsled
homawing and settlement of materitics within the 3324725 finsncial yeat.

115 The oxteroal borrowing plan will comprise ol expected disbursensents by creditor, the
dishursement pertod and cwr2ney of disbursement within the financial yeat as per the 2024
MIDS

116 The horrawing plan inay be revised 10 wclude fiabitity mmiagenent operalions o manage
dabe stack sisks when the murket conditions atlow

Review of the Borrowing Tian ©

117 Review oF e ruteame of implemenrasian of the barrawiny plan will be dome an weekly
basiz tweekly debt Tuileting), mentkdy = annitil basis 10 provide data for strawegy
eyaluation sl lar public information :

| 18.The progress of implementaion of the 2024 VTS will be monitoned and repotted through
mopthly and anpual public debt management feports. The Annual Public Debt Management
Repint is regularty prepared and puhlished after end of cach fianclal year. '

Menitoring and Review of Cost and Risk Indicator Ontiurn of the Strategy

119 The actual vosts and risks churacteristics of debt will be assessed against susiainabiiity
hreshold jndicaters 2ad sy deviations will be usad w© inlorm strateey reviow 10 e next
MIDS eyele.

120 The coxs and nsks eulcome choracteristics n The 2024 MTDS are evaluuted Selﬂi’lﬂﬂuﬁ]l}'

andl annually apaiust sasainabilicy threshold indicators 1o determine deviabens and suggest
mitipation measires. Table 18 owtlires the costs and risks parameiers to bz evalaated

120, The evolsing public debt structure and fiscal deficit will inform review of srategy for
mnspement of costs and risks of the public debt going forwasd

122.1 ikewise. guaranteed State corporations” debt, fiscal commitments and contingent lialities
will be nacked and assessed againat overall sustainability levels

L/
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iuble 18: Template {or Monitoring and Fvaluation of Cost and Risk Indicutors ander
Alternative Strategies

F

i*imlin‘ul e n o, clfl'

___P.rrxe i valae debt as % of GDIP

Interest ﬂuymmt as % of GOP

'ﬁimplierl interest rafe (%) _ l
Refinancing | Debt matunng in -
sk Fyr (Y4 of ial)

Dekt maturing n ! - f I |
vi (% of GL) | ‘

CATM Extemal
Portfoliv {years)

AT Dmucsti’:l | !
Porfalio {years) | [ l ! )
| | il

AT™ Total
Porifolin (vears}

Interest virte § ATH (yems) !

rivk - :
: Debt refixing Iy
lyr (%5 of total)
Fixed riste tfehi (% of] i " ' i ]
total} | | l I J
FX risk FX debt as % of -
ol

g

L 3 June 2023 for Semi-Annusl and June 2024 for A;m uul assé.ssml:n!

Sosrce: The National ireasury

Dissemination

122.I'p wphokl commtment lo debt itunsparency poinciples and cnswe public acceys to
information oo public debi, the Natinmal Treasury will publish und upload the 2024 MTDS
on the Nuational Treasury’s wehsite after "arliament appeoval,
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County Borrowing

174, Armicla 212 of the constiaion of Kenya aliows County Governmesits o burrow ouly it the
homowing is approved by the County Assermibly ond guaranieed by The National
Government. Section §8 of the PEM Act 202 gives power 1o e ( “abinet Secretary 10 15806
a loan puarantee nl & gounty povernment O ank ather Bogrower on behall of the natienal
vovernmtent and that iean shall be approved by Parlisment.

25, v 1o the liseal responsitility principles prescribed i the
BEM Act 22 Berrowing by County GuvEinmiends showld be infonued by Coupty
Mediam- ierm Debt Strategy, As the atipaal Treasury and Economie Manning prepares the
ATDY 1hat takes imo sccount public debt and borowing by the nanonal pevermment,
Tespective couaty gevempents are i pnred by Taw to do ihe same.

| 25 County burruwing skould s

(0
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Xi. ANNEXES

ANNFEX §; Publication of the Debt Management Stratepy

| Section 13 of the Public Pinance Management Act, 2012 provides:
)0 ur before 15th February in cach year, the Cubinat Secretary shal! submil o
Parliament a statement scuing out the debt management sirategy of the natiopal
government over 1ae medium term with respueel 10 its aclual ligbility in respect of
loans and guarantees and its plans for deating with those liabilities.

2yThe Cabinet Secretary shall gnsure that the mmedium-term debt management
strategy is aligned fo the broad strategic privrities aml policy geals set out a1 the

Budget Policy Statcinent.
|

31he Cabingt Sceeretary shall include in the statement the tollowing informartion:

a) 1he total stock of dedd as at the date of the statement; o

bYT e sources of leans made 10 the national governinent and e natuee of
guarantecs given by the national government;

¢)The prineipil risks associated with those loans and guarantees; ;
d)The assemptions underlying the debf anagenent soategy: and

eJAn analysis of the sustainability of the amonnt of debt. both achial and

potential,

’ H)Withint fourteen days aiter the debt strategy paper 18 submitted fo Parliament J
|. under this section, the Cabinel Secretary shall submit the smtement (o the |
Commission on Revenue Allocation and the Imergovernmental Budpet and
Feonomie Couneil, publish, and publicize the sigtcment, 20

5)PFM Act 2012, *Generul responsibilities of the National lreasury’ Section 12, |
Provides thats (1) Subject to the Censtitution and this Act, fhe National Treasury
shall  (h) manage the level and composiion of national public debt. national
pparantees and other financial ebligations of national government within the
framewaik of this Act and develop a framework lor sustainable debt control,




ANNEY I1: MTDS Implementation YWork Plan
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Exhibit EWG 3:

The Kenya Medium-Term 2024 Budget Policy Statement sub-titled:
“Sustaining Bottom-Up Economic Transformation Agenda for
Economic Recovery and Improved Livelihoods.”
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Foreword

The 2024 Budget Policy Statement (BPS), the second to be prepared under the
Kenya Kwanza Administration, reaffirms the priority policies and strategies under
the Bottom-Up Economic Transformation Agenda (BETA) and prioritized in the
Fourth Medium Term Plan of the Vision 2030.

Since coming to office in September 2022, the Government has implemented bold
policy responses to mitigate the negative global and persistent shocks that have
pushed the economy to its lowest vibrant level and embarked on structural reforms
to stabilize Government finances and the economy. These shocks include global
supply chain disruptions due to ongoing conflicts in Eastern Europe and the Middle

East; high interest rates limiting access to credit and exacerbating debt servicing o)

costs; significant losses and damages due to frequent extreme weather events; and
elevated commodity prices such as petroleum products on account of increased
geopolitical fragmentation and global oil supply cuts.

Against this background, the Government continues to implement interventions
and policies to reduce the cost of living and improving livelihoods, while at the
same time fostering a sustainable inclusive economic transformation through the
Bottom-Up Economic Transformation Agenda. This is meant to reverse the
economic recession and ignite economic recovery. This Development Agenda
recognizes the importance of managing the cost of living through well-functioning

markets to enhance increased production and productivity, availability andjﬂ()

affordability of goods and services for all citizens. Indeed, market failures in
sectors that supported the economy are glaring. The interventions target five core
priority areas namely: i) Agricultural Transformation and Inclusive Growth; ii)
Micro, Small and Medium Enterprise (MSME) Economy; iii) Housing and
Settlement; iv) Healthcare; and v) Digital Superhighway and Creative Industry.

The Agenda places special focus on increased employment, more equitable
distribution of income, social security while also expanding the tax revenue base,
and increased foreign exchange earnings. To realize this, the Government has
targeted 9 value chains with the largest impact on jobs creation and economic

recovery as follows: (i) Leather; (ii) Cotton; (iii) Dairy; (iv) Edible Oils; (v) Tea; “}O

(vi) Rice; (vii) Blue Economy; (viii) Natural Resources Including Minerals &
Forestry); and (ix) Building Materials.

Despite the challenging environment, there is notable significant success following
the various interventions rolled out during the past one year by the Government.
Specifically, economic vibrancy has started. The economy remained strong in the
first three quarters of 2023, growing by an average of 5.6 percent, a demonstration
of resilience. This growth was well above estimated global and Sub-Saharan
African region average of 2.9 percent and 3.3 percent, respectively. The economy
is projected to expand by 5.5 percent in 2023 and 2024 from 4.8 percent in 2022.
This growth outlook will be supported by a broad-based private sector growth,
continued robust performance of the services sectors, the rebound in agriculture,

i | =5
| 3 2024 Budget Policy Statement
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and the ongoing implementation of policy measures to boost economic activity in
the priority sectors of the BETA.

Over the next four years, the Government will scale up efforts on policy
interventions and structural reforms under BETA so as to navigate the global
turbulence, accelerate economic recovery, and address overarching development
challenges namely creating jobs, eradicating poverty and mitigating climate
change. As part of the process, the Government will accelerate investments in: 1)
human capital development; (ii) reforming markets some of which are in disarray
and non-functional; (iii) domestic resource mobilization and application of those

resources to development projects; (iv) reform and restructure of institutions; and["o

(v) digitization so as to coordinate all the other four areas.
The fiscal policy stance for the FY 2024/25 and the medium term budget aims to

support the Bottom-Up Economic Transformation Agenda (BETA) through a

growth friendly fiscal consolidation plan. The consolidation will be supported by
enhanced revenue mobilization and rationalization of non-priority expenditure
while protecting essential social and development budget. As part of the process,
the Government has embarked on the implementation of the National Tax Policy
and the Medium-Term Revenue Strategy (MTRS) that will further strengthen tax

revenue mobilization efforts to over 20.0 percent of GDP over the medium term-O

In addition, tax administration by the Kenya Revenue Authority will be
strengthened through scaling up use of technology to seal leakages. In part, this
will involve enhancements of iTax and Integrated Customs Management System
(iCMS) and usage of Tax Invoice Management System (e-TIMS). Further, the
Government will scale up efforts on requiring the various Ministries, Departments
and Agencies (MDAS) to not only mobilize more non-tax revenues but also transfer
resources to exchequer. Eventually, majority of the MDAs are expected to be self-
financing. These policy strategies are expected to expand the primary surplus in
the fiscal framework and stabilize the growth of public debt thereby boosting the
country’s debt sustainability position.

Given the limited resources, the hard sector ceilings provided for the FY 2024/25
and the medium term budget will form the basis of the detailed budget allocations
for submission to Parliament by 30" April, 2024. In this regard, all Sector Working
Groups and MDAs are expected to prepare their budgets consistent with the hard
sector ceilings and adopt the value chain approach under the five clusters for the
nine value chains as enumerated earlier to facilitate the finalization of the FY

2024/25 and the medium-term budget proposals.

NJUGUNA NDUNG’U, CBS
CABINET SECRETARY
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Acknowledgement

The 2024 Budget Policy Statement is prepared in compliance with the provisions
of the Public Finance Management Act, 2012. It outlines the strategic priorities of
the Government, highlights the current state of the economy, provides macro-fiscal
outlook over the medium term together with a summary of Government spending
plans as a basis for the FY 2024/25. The publication of the 2024 BPS aims to
improve the public’s understanding of Kenya’s public finances and guide public
debate on economic and development matters.

The Government is keen on fostering prudent management of public resources in
order to support inclusive economic growth and development. In this respect, the
Government has adopted a “hard budget constraint” principle in relation to the
fiscal framework for FY 2023/24. Expenditure requirements arising within the year (o
will be financed by cutting back on other expenditures thereby maintaining the
expenditure ceilings and primary budget balance as per the fiscal framework. This
policy has been operationalized in the current financial year - new expenditure
requirements which have arisen during the year have been accommodated by an
across the board 10 percent budget cut. Additionally, while preparing this budget,
all proposed Ministries, Departments and Agencies (MDAs) budgets for FY
2024/25 have been scrutinized carefully to ensure quality and alignment to the
Government’s Bottom-Up Economic Transformation Agenda as outlined in this
BPS and the Fourth Medium Term Plan and other strategic interventions of
national interest.

The policy measures outlined in the 2024 BPS are expected to improve economy-
wide efficiencies, create an enabling environment that supports growth in
businesses and investment, reduce the cost of living as well as enhance the
wellbeing of all Kenyans. The tight fiscal stance is expected to reduce debt
vulnerabilities through implementation of reforms to broaden the domestic tax base
and improve tax compliance. Expenditure rationalization will continue to focus on
enhanced efficiency of public investments, better targeting of subsidies and
transfers, addressing weakness in state corporations, and digital delivery of public
services. Social safety nets and fiscal risk management framework will be

enhanced.

The completion of this policy statement was as a result of collective effort by ‘;‘o
various MDAs who provided valuable information. We are grateful for their
contributions. We are also grateful for the inputs we received while preparing this
document from the Macro Working Group; stakeholders and the general public
during the Country-Wide Public Participation in October-November 2023 and the
Public Sector Hearings in December 2023. A dedicated team in the National
Treasury spent substantial amount of time putting together this BPS. We are
particularly grateful to them for their tireless efforts and dedication.
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About the Budget Policy Statement

The Budget Policy Statement (BPS) is a Government policy document that sets out
the broad strategic priorities and policy goals to guide the National Government
and the County Governments in preparing their budgets for the subsequent
financial year and over the medium term.

In the document, adherence to the fiscal responsibility principles demonstrates
prudent and transparent management of public resources in line with the
Constitution and the Public Finance Management (PFM) Act, 2012.

Section 25 of the PFM Act, 2012, provides that the National Treasury shall prepare
and submit to the Cabinet the BPS for approval. Subsequently, the approved BPS

is submitted to the Parliament, by the 15% of February each year. Parliament shall,
not later than 14 days after the BPS is submitted, table and discuss a report
containing its recommendations and pass a resolution to adopt it with or without (0
amendments. The Cabinet Secretary, the National Treasury and Economic
Planning shall take into account resolutions passed by Parliament in finalizing the
budget for the FY 2024/25 and the medium term.

The Budget Policy Statement contains:

(a) an assessment of the current state of the economy, including mMacroeconomic
forecasts as well as the priorities of the Government current pillars of growth
and strategic directions;

(b) the financial outlook with respect to Government revenue, expenditures and
borrowing for the next financial year and over the medium term;

(c) the proposed expenditure ceilings for the National Government, including
those of Parliament and the Judiciary and indicative transfers to County
Governments; e

(d) the fiscal responsibility principles and financial objectives over the medium-
term including limits on total annual debt; and

(e) Statement of Specific Fiscal Risks.

The preparation of the BPS is a consultative process that involves seeking and
taking into account the current Government priorities and challenges in economic
management and the views of: The Commission on Revenue Allocation; County
Governments; Controller of Budget; Parliamentary Service Commission; Judicial
Service Commission; Ministries, Departments and Agencies; the public and any
other interested persons or groups. % 5
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I. SUSTAINING BOTTOM-UP ECONOMIC
TRANSFORMATION AGENDA FOR ECONOMIC
RECOVERY AND IMPROVED LIVELIHOODS

1.1 Overview

1. The 2024 Budget Policy Statement (BPS), the second to be prepared under
the Kenya Kwanza Administration, reaffirms the priority policies and strategies
outlined in the Bottom-Up Economic Transformation Agenda (BETA) and as
prioritized in the Fourth Medium Term Plan of the Vision 2030. Since coming to
office in September 2022, the Government has implemented bold policy responses
to mitigate the negative global and persistent shocks that have pushed the economy
to its lowest vibrant level, and embarked on structural reforms to stabilize
Government finances and the economy. These shocks include, global supply chain
disruptions due to ongoing conflicts in Eastern Europe and the Middle East;
tightening of monetary policy in the developed world leading to high interest rates O
that limit access to credit and exacerbating debt servicing costs; significant losses
and damages due to frequent extreme weather events; and elevated commodity
prices such as petroleum products on account of increased geopolitical
fragmentation and global oil supply cuts.

2. Against this background, the Government continues to implement policy
reforms and programs interventions to reduce the cost of living and improve
livelihoods. The critical focus here is that of ensuring poverty reduction after a
series of negative shocks that is the underlying critical factor, while at the same
time fostering a sustainable inclusive economic transformation through the
Bottom-Up Economic Transformation Agenda. This is meant to reverse the 2-©
economic recession and ignite economic recovery. This Development Agenda
recognizes the importance of managing the cost of living through well-functioning
markets to enhance productivity, availability and affordability of goods and
services for all citizens. We have noted that market failures in sectors that
supported the economy are glaring. The interventions target five core priority areas
namely: i) Agricultural Transformation and Inclusive Growth; ii) Micro, Small and
Medium Enterprise (MSME) Economy; iii) Housing and Settlement; iv)
Healthcare; and v) Digital Superhighway and Creative Industry. -

3. Despite the challenging environment, we have noted significant success
following the various interventions rolled out during the past one year by the %0
Government. Specifically, economic vibrancy has started. The economy in the first
three quarters of 2023 remains strong at an average growth of 5.6 percent, a
demonstration of resilience. This growth well above estimated global and Sub-
Saharan African region average of 2.9 percent and 3.3 percent respectively. The
economy is projected to expand by 5.5 percent in 2023 and 2024 from 4.8 percent
in 2022. This growth outlook will be supported by a broad-based private sector
growth, continued robust performance of the services sectors, the rebound in
agriculture, and the ongoing implementation of policy measures to boost economic
activity in the priority sectors of the BETA.




4, Other progress has been realised in the core pillars of the Bottom-Up
Economic Transformation Agenda. In order to support livelihood and businesses,
the Government through the Financial Inclusion Fund, or the ‘Hustlers Fund’ has
provided access to affordable credit to over 20 million Kenyans and MSMEs at the
bottom of the pyramid and encouraged savings. To ensure food security in the
country thereby reducing the cost of living, the Government rolled out fertilizer
and seeds subsidies to farmers across the country; and granted duty waiver for
importation of key food products such as white maize, rice, yellow maize, soya
beans, soya bean meal, assorted protein concentrates, and feed additives in order
to bridge the food stocks deficit as well as lower and stabilize food prices. (o

5. To promote achievement of the universal health coverage, the Government
has reformed the National Health Insurance Fund to meet the urgent needs of
Kenyans at the bottom of the socioeconomic structure by actualizing its purpose as
a social medical insurance facility. The Government is on track to facilitate
delivery of affordable houses and enable low-cost housing mortgages. The
Housing Levy that was enacted in Finance Act, 2023 is providing an off-take fund
that will de-risk investors, and offer affordable finance to home-owners, bringing
home ownership within the reach of the majority of urban population. To foster
digital transformation, the Government has closed the digital divide between urban
and rural areas by proving last mile connectivity to 25,000 small towns within 2=
proximity of fibre backbone, thereby positioning Kenya to expand the pool of its
global digital workforce without requiring physical mobility.

6. Over the next four years, the Government will scale up efforts on policy and
structural reforms under the BETA so as to navigate the global turbulence,
accelerate economic recovery, and address overarching development challenges
namely creating jobs, eradicating poverty and mitigating climate change. As part

of the process, the Government will accelerate investments in: (i) human capital
development; (ii) revive and sustain markets to play their pivotal function; (iif)
develop diverse methods for domestic resource mobilization; (iv) reform and A&
restructure of institutions to provide policy leadership and policy implementation;

and (v) digitization so as to coordinate all the other four areas.

7. On human capital development, in order to achieve economic transformation,
two driving factors are important, that is, human capital development and
enhancement of savings. The Government will ignite a sustained economic
transformation by raising capital accumulation. This is in addition to ongoing
investments in education, health, nutrition and labour markets to boost human
capital development.

8. On revival and sustaining markets to play their pivotal function, most 2~
Kenyans overtime sunk into abject poverty mostly because markets in their
segments were interfered with or markets were not properly governed. This
disrupted market development, and importantly curtailed further investments in
those sectors. Examples are subsectors like sugar, coffee, pyrethrum, cotton, even
tea and milk where markets were interfered with. The outcome of this is an
institutional failure problem that pushed policies to fail and poverty because
widespread. The interventions at the Bottom of the pyramid under this

(O
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Administration, are therefore targeted to ensure markets work for the poor and also
markets should work for everybody.

9.  On the development of diverse methods for domestic resource mobilization,
the Government is keen to raise domestic resources to support implementation of
various ongoing programmes. The National Treasury has embarked to redesign the
taxation instruments to make them more supportive to economic activity without
distorting the market and eroding investment incentives. This will boost revenue
collection and raise tax effort from the current 16.0 percent of GDP in FY 2023/24
to where it was previously, above 20 percent of GDP. This will be done through
the implementation of the National Tax Policy and the Medium-Term Revenue
Strategy for the period FY 2024/25 - 2026/27 that will provide a combination of
tax administration and policy measures to enhance revenue mobilization.

10. The Government has also scaled up efforts on requiring the various
Ministries, Departments and Agencies (MDAs) to not only mobilize more non-tax
revenues but also transfer resources to exchequer. Eventually, majority of the
MDAs are expected to be self-financing. On the Tax Administration side, the
Authority’s capacity will be scaled up to rely more on technology to seal leakages;
enhancements of iTax and Integrated Customs Management System (iCMS); and
use of e-TIMS (Tax Invoice Management System). These policy strategies will
expand the primary surplus in the fiscal framework and stabilize the growth of

V)

public debt thereby boosting the country’s debt sustainability position. In order to 9 ~

boost supply of public goods, the Government will leverage on the Public Private
Partnerships (PPP) framework so as to tap into capacity of private sector to deliver
projects that have strong economic, commercial and environmental benefits and
aligned to the BETA priorities.

11. On the reform and restructure of institutions, the Government has embarked
on a process to wean some of the parastatals from reliance on exchequer. At the
same time, some institutions have governance related issues. In line with the
Privatisation Act, Entities have been identified and proposed to be included in the
2023 Privatisation Programme. These include eleven Government Owned
Enterprises and Government Linked Corporations.

12. Lastly, the Government will leverage on digitization to coordinate all the
above interventions. Specifically, the Government will digitize and automate all
critical Government processes throughout the country, with a view of bringing
greater convenience to citizens; support extension of National Fibre Optic
Backbone infrastructure to ensure universal broadband availability and promote
investment in the digital superhighway and the creative economy; raise revenue
efficiently for Government services that are paid for electronically, thus eradicating

leakage.
1.2 Core Pillars
1.2.1 Agricultural Transformation and Inclusive Growth

13. Agriculture remains a core pillar for the realization of the Bottom-Up
Economic Transformation Agenda’s aspiration of proving employment and a

_____ e
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means of livelihood to the majority of the Kenyan people. In order to support
agricultural production, the Government rolled out a countrywide farmer
registration and fertiliser subsidy programme that has made available 5.5 million
bags to farmers across Kenya. The Government has also progressively reduced the
cost of fertiliser from Ksh 6,500 to Ksh 2,500, increased maize acreage under
production by an extra 200,000 acres and enhanced maize production by an

additional] 18 million bags.

14. To achieve efficiency, transparency and accuracy in fertiliser distribution, the
Government enrolled farmers on a digital register, with accurate details of the
location and acreage of their agricultural landholding. The database enabled the |O
Government to implement an e-voucher system through which farmers received
their fertiliser consignments for planting and top-dressing of maize, tea, coffee,
rice, potatoes, cotton and edible oil crops.

15. Additionally, the Government has made adequate arrangements, including
investment in necessary infrastructure, to facilitate post-harvest management and
prevent losses. Seventeen certified warehouses, jointly managed by the National
Cereals and Produce Board and private sector owners, with a combined capacity

of 365,000 metric tonnes, or 4 million 90 kilograms’ bags, have been prepared in

the maize-growing areas. Further, the Government has mainstreamed nine priority
value chains into the budget including those that have the highest potential to5 ©
impact on the economic vibrancy and reduce cost of food stuffs, increasing exports
(tea, dairy, leather), reducing food imports (rice, edible oils, blue economy).

16. Over the medium term, the Government will align all policies under the
agriculture sector towards increasing food production, boosting smallholder
productivity and reducing the cost of food. Overall, the strategies under the
Agricultural Transformation and Inclusive Growth Pillar will be geared towards:
addressing the cost, quality and availability of inputs; reducing the cost of food and
cost of living in general; reducing the number of food insecure Kenyans; raising
productivity of key food value chains; increasing access to affordable credit and
agricultural extension services; creating direct and indirect jobs, increasing average %0
daily income of farmers as well as foreign exchange earnings; and revamping
underperforming and collapsed export crops while expanding emerging ones.

1.2.2 Transforming the Micro, Small and Medium Enterprise (MSME)
Economy

17. The Micro, Small and Medium Enterprise (MSME) Economy provides
diverse enormous opportunities for Kenya’s socio-economic transformation
especially by providing income opportunities for economically excluded segments
of the population including youth, women, persons with disabilities and low-skilled
persons, who experience disproportionately high unemployment.

18. In order to support individuals and MSME:s at the bottom of the pyramid, the
Government established the Financial Inclusion Fund, or the Hustlers Fund in
November 2022 as an intervention to correct market failure problems at the bottom
of the pyramid and to cushion the MSMEs against high cost of credit. By the end
of November 2023, the Fund had disbursed Ksh 36.6 billion and realized Ksh 2

[ 2
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billion in savings, benefitting 21.3 million customers with 7.7 million repeat
borrowers whose overall repayment rate is at an impressive 73 per cent. The top
borrower of the fund has so far accessed a total Ksh 4.5 million in 816 transactions,
while the top voluntary saver is at Ksh 631,491.

19. In the intervening period, the Hustler Fund has also launched a group product,
which has attracted 50,000 active groups to the platform, of which 20,000 have
received Ksh 151 million. Going forward, the Fund will be enhanced with specific
financial products to provide additional enterprise and business facilities for
existing mama mboga and boda boda saccos.

20. Building on the progress made, to support MSMEs, the Government will
review and rationalise all business licences, establish MSME Business |©
Development Centre in every ward, an industrial park in each county and business
incubation centre in every TVET institution.

1.2.3 Housing and Settlement

21. As a core pillar in Bottom-Up Economic Transformation Agenda, the
Government is committed to ensuring that the constitutional right to accessible and
adequate housing is achieved. For this reason, through the Affordable Housing
Programme, the Government targets to support provision of at least 250,000
affordable houses to Kenyans every year thereby increase the percentage of
affordable housing supply from 2 percent to 50 percent. The Government is on
track to facilitate delivery of affordable houses and enable low cost housing 2O

mortgages.
1.2.3.1 Urban Housing

22. The estimated shortfall of 200,000 urban housing units a year, has led to high
cost for very poor quality housing including slums. In order to bridge the housing
gap, the Government has launched several affordable housing projects across the
country. The construction of 46,792 units in various parts of the country is already
underway, while another 40,000 units are ready to commence construction. A total
of 746,795 housing units are in the pipeline, undergoing various stages of delivery.

23. The Government is also implementing policy and administrative reforms to
lower the cost of construction and improve access to affordable housing finance 3o
while creating jobs and entrepreneurial opportunities to all Kenyans. In this regard,
the Government is structuring affordable long-term housing finance schemes,
including a National Housing Fund and Cooperative Social Housing Schemes, that
will guarantee off take of houses from developers. As part of the process, the
Housing Levy that was enacted in Finance Act, 2023 is providing an off take fund
that will de-risk investors, and offer affordable finance to home-owners, bringing
home ownership within the reach of the majority of urban population.

24. The Affordable Housing Programme is also envisaged as a job creating
economic stimulus that will offset the cutback in public infrastructure spending. o
The Programme is expected to create quality jobs for youths, employing graduates
from TVETS, directly in construction sector and indirectly throughout every value
chain in the housing development ccos%stem. Already, 50,000 Kenyans, who were
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previously unemployed, are now engaged directly and indirectly in this enterprise,
and the numbers will significantly increase as the projects move into the next
phases.

25. Towards this end, the Government will continue to upgrade and support Jua
Kali capacity to produce high quality construction productions by linking it with
technical and vocational education institutions. More jobs will be created with the
formalisation of the Jua Kali clusters, providing products like doors, hinges and
windows. Architects, engineers, quantity surveyors, masons, electricians,
plumbers, transporters, steel and cement factory workers, and hardware merchants
will be partakers of this transformative plan from the bottom up. o

1.2.3.2 Rural Housing and Settlement

26. To support rural housing and settlement, the Government will establish a
Settlement Fund similar to the one that was used to acquire land from settler
farmers after independence. The land purchased by the scheme will be subject to
land use planning where beneficiaries will own transferable residential plots in
planned settlement to stop land fragmentation.

1.2.4 Healthcare

27. The Constitution guarantees Kenyans the right to the highest standards of
health. For this reason, the Kenya Kwanza Administration identified healthcare
delivery as one of the core pillars of the Bottom-Up Economic Transformation 25
Agenda. In order to deliver Universal Health Coverage, the Government embarked

on various interventions to: i) provide fully public financed primary health care
system, an emergency care fund and a health insurance fund that will cover all
Kenyans, ii) install digital health management information system, iii) set up a
Fund for improving health facilities; iv) set up an Emergency Medical Treatment
Fund, iv) establish a National Insurance Fund that covers all Kenyans, and v) avail
medical staff who would deliver Universal Health Coverage.

28. Significant progress has been made in the delivery of the universal health
care. Notably, the Government has reformed the National Health Insurance Fund

to meet the urgent needs of Kenyans at the bottom of the socioeconomic structure 7=
by actualizing its purpose as a social medical insurance facility. Health insurance
coverage in Kenya has generally been low at 26 percent, with those at the bottom

of the economic pyramid having the least coverage of less than 5 per cent. Many
Kenyans incur catastrophic expenditures from out-of-pocket healthcare payments,
while many more do not seek care when they fall ill, because they simply cannot
afford. Over the last decade, several measures have been put in place to enhance

the capacity of the National Hospital Insurance Fund to effectively deliver on its
mandate. While these reform initiatives have yielded significant progress, several
gaps remain. Recent analysis shows that, among others, the NHIF operates as a
passive, rather than a strategic purchaser, is plagued by inefficiency and (fo
governance challenges, and is potentially financially unsustainable.

29. To strengthen the legal basis for health financing, health service provision and
achievement of UHC, four new health laws have been enacted. These are: i) Social
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E AAA LT T . T T4 . .




Health Insurance Act, 2023; ii) Primary Health Care Act, 2023; iii) Facility
Improvement Financing Act, 2023; and iv) Digital Health Act, 2023. These laws
will usher in and guarantee a new era in the provision of healthcare, covering all
essential services from preventive, promotive, curative, palliative and
rehabilitative services, guaranteeing every Kenyan access to comprehensive and
quality care. The Social Health Insurance Act will among other things, establish
the publicly financed Primary Health Fund, a fully publicly financed chronic,
emergency and critical illness fund and the Social Health Insurance Fund. In order
to enhance access to healthcare, the Government will be implementing a per-

100

household payment system, where a flat rate applies to everyone, regardless of their |O

income.

30. To increase the availability of human capital in public health sector, the
Government has scaled up investment in healthcare workforce under Afya
Nyumbani. Under the program, 8,429 workers whose contracts had lapsed have
been renewed and 4,129 interns enrolled across the country. Additionally, the
Government has collaborated with all the County Governments to recruit and
deploy 100,000 community health promoters (CHP) throughout the country. In the
last one month, CHPs have attended to 1.2 million households. The work of the
promoters will include basic preventive and promotive health, health education,
basic first aid for the treatment of minor injuries and ailments at the household
level and referral for facility-based healthcare. Each community health promoter is
allocated 100 homes within their neighbourhoods countrywide. Considering the
pivotal role played by community health in the attainment of UHC, the long-term
financial sustainability of community health is contingent on enhanced domestic
resources for health. The National Government is working closely with the County
Governments to strengthen the delivery of community health services through
payment of stipends for CHPs, on a matching basis of 50:50.

31. To better deliver universal health coverage, the Government has leveraged on
the digital health agenda starting from the community level. In this regard, the
electronic community health information systems (e-CHIS), which is live and
being used by the promoters across the country, is a simple and user-friendly
mobile health application that will be used to collect real-time accurate household
data, initiate planning for health service delivery and provide linkage to health
facilities. Along with the CHP kits, the Government has provided 110,000
smartphones for use by the promoters and Community Health Assistants. This will
provide quality community health data that is essential for the planning, resource
allocation and monitoring of progress towards Universal Health Coverage.

32. To further deliver universal health coverage, the Government has instituted a
paradigm shift to preventive and promotive health rather than curative. The shift
will further be strengthened by the promotive services provided by community
health promoters at the household units, and integration of preventive services at
the primary health care levels. These services will include screening for conditions
such as hypertension, diabetes and eye conditions; offer the necessary health
education on water and sanitation, nutrition and provide community rehabilitation
services, among others. These services will be provided through multidisciplinary
- teams that will be established at the level of the Primary Care networks.
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1.2.5 Digital Superhighway and Creative Economy

1.2.5.1 Digital Superhighway

33. The Government recognizes that digital economy is the emerging frontier of
opportunity, productivity and competitiveness. In order to entrench Kenya’s lead
in digital economy, the Government under the BETA committed to: i) promote
investment in the digital superhighway and the creative economy; ii) support
extension of National Fibre Optic Backbone infrastructure to ensure universal
broadband availability; and iii) digitize and automate all critical Government
processes throughout the country, with a view of bringing greater convenience to
citizens.

34. The Government has made progress to honor these commitments. Indeed,
when the Kenya Kwanza Administration came to office, only 320 Government
services were available online. Today, there are 16,000 services and with a target
of onboarding all services by the end of the year. This has increased efficiency in
service delivery, revenue collection and enhanced accountability. Working with
the private sector, the Government launched the local assembly of affordable
smartphones in November 2023 in Athi River. In particular, the Government has
prioritized digital registration in order to promote a reliable identification and
authentication system for all citizens and reduce fraud linked to identity theft. A
reliable and centralized identification system will also support better management
of social programmes, delivery of essential services and transparency and
accountability in Government operations. As part of the digitized registration
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system, the Government has developed the following: i) Maisha Namba; ii) Maisha 7 o

Card; iii) Digital ID; and iv) National Population Master Register.

35. The Government is currently rolling out the last mile 100,000 km of fibre
optic infrastructure throughout the country to improve internet connectivity in
health facilities, schools, Judiciary offices in far flung areas, and other public
institutions. The Government is also concurrently setting up 25,000 WiFi hotspots
targeting fresh produce markets, bus parks and other public spaces. Further, the
Government is working with Members of Parliament in the set-up of 1,450 ICT
Hubs equipped for digital innovation in every ward in the country, 8 remote
working and other online enterprises to enable our youth to find opportunities.

36. The Government has also prioritised the teaching and learning of digital 42

skills, including coding, from the primary school level to tertiary education, be it
technical and vocational education and training (TVET) institutions, or other
colleges and universities, including the recently launched Open University of
Kenya to prepare children to be competitive in the economy of the future. The
curriculum for primary and secondary schools as well as tertiary learning
institutions, will continuously be reviewed to make sure that Kenya's youth stay up
to speed in terms of global technological changes. These initiatives are expected to
spur e-commerce, the creative arts and the digital economy; the frontier of our
Bottom-Up Economic Transformation Agenda.

37. Over the medium, the Government will continue to: increase and fast-track
broadband con-nectivity across the country by construction of national fibre optic
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connectivity network; enhance Government service delivery through digitization
and automation of all government critical processes; establish Africa Regional Hub
and promote the development of software for export; implement the Digital Master
Plan will adhere to environmental agreements in which Kenya is a signatory; and
strengthen Konza Technopolis to bring together industry, academic institutions,
and other innovators to co-invest in emerging technologies to create high-quality
jobs that leverage artificial intelligence, robotics, and other technologies.

1.2.5.2 Creative Economy

38. The Government is committed to leverage digital prowess in order to enhance
the creative economy’s position as a significant sector and increase its contribution
to fashion and value addition to leather and crafts export. Towards this end, the
Government will continue protecting intellectual property rights as the foundation
of effective monetisation and mainstream the development of arts and culture
infrastructure. Further, the Government will extend incorporating the creative
economy into the Brand Kenya and commercial diplomacy initiatives, establish a
vibrant film ecosystem and facilitate the monetisation of music to promote

entrepreneurship.

39. The creative industry will significantly add value to Kenya’s exports such as
fashion, leather products and craft industries among others. The Government will
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mainstream the creative economy into Brand Kenya and our commercial 2-O

diplomacy, including appointing accomplished Kenyan artistes and creative sector
personalities as cultural ambassadors. Government will continue to partner with
other stakeholders such as Hollywood’s Invention Studios that will open doors for
rapid growth of Kenya’s film industry.

1.3 Enablers

40. Attainment of Government’s Bottom — Up Economic Transformation Agenda
will be underpinned by sound and innovative policy and structural reforms targeted
at all socio-economic sectors, building efficient infrastructure, climate-change
mitigation mechanisms, as well as foster strict compliance with the Constitution
and the rule of law. This will create a strong and solid foundation for economic

-

transformation and industrialization as envisaged in the Kenya Vision 2030 and 20

supported by BETA. This will improve the living conditions of all Kenyans and
fight poverty that has engulfed majority of Kenyans. The following enablers will
be prioritized to enhance the attainment of the Agenda:

1.3.1 Infrastructure

41. Development of critical infrastructure is key to economic growth as well as
key enabler to the implementation of Bottom-Up Economic Transformation
Agenda (BETA). The Government will continue to intensify national and regional
connectivity through water, road, rail, port, energy and fibre-optic infrastructure in
order to achieve socioeconomic transformation in the country, enhance Kenya’s
competitiveness, and facilitate cross-border trade and regional integration.
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Infrastructure lowers transactions costs and hence enhances profitability of private
investments.

1.3.1.1 Water

42. In Kenya, more than 90 percent agricultural products are grown in rain-fed
farming systems and only 20 percent of land is deemed suitable for rain-fed
agriculture. The remaining land requires irrigation to ensure optimal production
due to inadequate rainfall. To enhance access to safe water for domestic, irrigation
and industrial use, the Government has made significant progress by developing
the Water (Amendment) Bill, 2023 which seeks to promote private investment in
the water sector through the Public-Private Partnerships (PPPs) model. The
amendments seek to expand the role of National Government entities such as the
Water Works Development Agencies (WWDAs) and National Water Storage
Authority (the NWSA) to provide water services by allowing them to enter into
bulk water purchase agreements under the PPP Act, 2021 which was previously
the preserve of county water service providers (WSPs). Additionally, the
Government also plans to construct 100 dams in the next five years and are likely
to use the PPP model.

1.3.1.2 Roads

43. The Government will continue to strengthen the institutional framework for
road development in order accelerate the speed of completion of new and stalled
road construction projects to cater for the growing population. In order to minimize
waste of resources, the Government will ensure all projects are completed within
two years and no new project will be launched before the ongoing ones are

complete.

44. Over the medium term, the Government will prioritize upgrading and
maintaining rural access roads to open up the rural areas to enable farmers to get
their produce to markets faster and cheaply. The Government will also improve
road infrastructure in urban informal settlement and critical national and regional
trunk roads that have the highest immediate economic impact. To streamline
transport accident investigations, the Government will establish the Kenya
Transport Accident Investigation Bureau (KTAIB) as part of institutional and legal
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reforms proposed. The Bureau will utilize international best practices and will 725

pursue safety interventions in road, rail, pipeline and marine transport.

1.3.1.3 Electricity

45, Access to affordable and efficient energy is crucial for the achievement of the
socioeconomic transformation as envisioned in the Bottom-Up Economic
Transformation Agenda and the Kenya’s Vision 2030. While generation capacity
and total electricity connections have increased considerably in the recent years,
electricity in the country remains expensive in comparison to other countries.

46. To reduce electricity prices, the Government has introduced a myriad of
interventions to provide relief for electricity consumers while at the same time
ensure the long-term viability and sustainability of the energy sector. This includes
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Renewable Energy Feed-in Tariffs (REFIT), investment in geothermal energy,
rural electrification, and engagement of independent power producers in keeping
with the Renewable Energy Auction Policy. The Government has also lifted the
moratorium on Power Purchase Agreements (PPAs) as a way of enhancing the
nation’s energy security through opening up the energy sector for continued
investments.

47. Building on these interventions, the Government has set up a team to advice

on how to bring down the cost of electricity to lower the cost of living by the end
of 2023. The Government will continue to support the use of renewable energy.
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Kenya has abundant renewable energy sources such as wind, solar, and geothermal D

power. By investing in these sources of energy, Kenya can reduce its dependence
on expensive fossil fuels and lower the cost of electricity.

48. In order to meet the growing demand for electricity, the Government has
successfully completed key transmission projects that connect most parts of the
country to the national grid. The Athi River Substation, 400kV Suswa — Isinya
Transmission Line, 500kV HVDC Ethiopia — Kenya Transmission Line and
Converter Substation at Suswa, 132kV Olkaria — Narok Transmission Line ,132kV
Mwingi — Kitui Transmission Line, Kitui Substation and 220/400kV Isinya —
Namanga Substation have been completed and commissioned, among other
projects.

1.3.1.4 Petroleum and E-mobility

Petroleum

49. Price volatility of petroleum products remains a key challenge for consumers
and economic stability. In order to stabilize consumer prices against unpredictable
swings in global oil prices, the Government has developed a strategy to revive and
commercialize the National Oil Corporation of Kenya (NOCK). Under this
strategy, NOCK will benefit from a partnership that restructures it into three
subsidiaries segmented around the petroleum products value-chain along the
following streams: NOC Upstream Limited, focused on exploration and upstream
production activities and services; NOC Downstream Limited, focused on
marketing and distribution of petroleum products; and NOC Trading Limited,
specializing in holding strategic stocks of petroleum products for import and
export.

50. The Government has also approved the acquisition of the Kenya Petroleum
Refineries Limited (KPRL) by the Kenya Pipeline Company Limited (KPC). This
is expected to enhance petroleum supply chain infrastructure and thereby result in
security of supply and cost efficiency through reduced demurrage costs and
enhanced penetration of LPG usage in the country. This will enhance efficiency
and also foster synergy in the petroleum value chain by optimizing the use of our
existing downstream petroleum infrastructure.

51. Further, to cement the country as a leader in green energy, the Government
has developed the Liquefied Petroleum Gas (LPG) Growth Policy. The Policy
seeks to steer our nation along an irreversible path towards securing the dignity of
all households through the use of ch and affordable LPG. The Policy provides a
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pathway for progressively weaning-off the 70 percent of Kenyan households from
using dirty fuels as their primary cooking fuel. The Policy proposes that all housing
developments to have provisions for liquefied petroleum gas reticulation
infrastructure. This provision will be embedded as a prerequisite for approval of
any housing development projects, including those under the Affordable Housing
Programme. The policy further seeks to encompass establishing common-user
LPG import terminals, distributing subsidized LPG cylinders to low-income
households, promoting LPG use in institutions, facilitated by partnerships with
finance institutions, LPG players, and the Ministries of Education and Health.
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These measures aim to reduce consumer prices, improve public safety and /o

contribute to both public health and environmental sustainability.
E-Mobility

52. BETA identifies the adoption of electric mobility, or e-mobility, as a priority
intervention to achieve the win-win outcomes of reducing greenhouse gas
emissions, providing cheaper transport and leveraging our large local and regional
motorcycle market to build an electric and battery electric vehicle industry.

53. Motorcycles comprise the fastest growing form of transport in many
countries. This has had serious implications for climate change and air quality.
Africa now faces a tremendous carbon dioxide emissions challenge owing to its

huge two-wheeler, internal combustion engine powered fleet. Ageing fleets and -

unsustainable technologies are to blame for this hazard. In Kenya, two and three-
wheeler vehicles comprise the largest share of the national fleet, at 67 percent. This
puts Kenyan cities and urban areas in danger of turning into heavily polluted and
unhealthy places, placing millions of enterprising people at great risk.

54. For this reason, the Government has adopted e-mobility is a high-priority
intervention to address the challenges of pollution, adverse health effects and fuel
costs that raises operational and health costs across the board. Successful transition
to e-mobility requires intensive investment to reconfigure transportation system
through electrification and the provision of all necessary services and
infrastructures throughout the ecosystem. To attract investment, the Government
has developed a compelling package of incentives for serious investors in e-
mobility to stake their capital on opportunities in the country’s green growth
agenda.

1.3.2 Manufacturing Sector

55. Manufacturing sector in Kenya plays an important role in driving economic
growth by promoting and supporting productivity, boosting employment and
enhancing competitiveness of the country in exports markets. The Government’s
value chain approach is expected to revamp the sector, and encourage
competitiveness and growth of local industries. The Government has implemented
the following initiatives across the value chains:
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1.3.2.1 Agro-Processing

56. To promote growth of the agro-processing sector, the Government will
continue supporting value addition to agricultural produce across the value chain.
This will involve processing tea, coffee, meat, sugar, dairy, fruits and vegetables
locally in order to obtain more value and create additional jobs and wealth for

Kenyans.

57. In Kenya, post-harvest management has been a major challenge in the
agricultural sector with estimated loss of 20 percent to 50 percent of harvested
crops, fruits, vegetables and fresh horticultural produce, mainly due to poor storage
and handling practises. In the view of addressing the post-harvest losses and
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enhance farmers income, the Government has begun the construction of the initial 1O

18 County Aggregation and Industrial Parks (CATPs). The CAIPs are special zones
being set-up by the Government with the aim of having the project implemented
in all 47 Counties by FY 2025/26. This CAIPs will provide value addition centres
for agricultural products as well as storage facilities.

1.3.2.2 Leather and Leather Products

58. Kenya remains a leading producer of hides and skins in Affica. The leather
industry has the capacity to deliver 80,000 jobs and 100 billion dollars. To support
the growth of the leather industry in the country, the Government will build on the
ongoing interventions to facilitate local processing of all hides and skins that
include; setting up of leather cottage industries and expansion of existing tanneries;
completing the development of leather parks such as the Kenya Leather Industrial
Park (KLIP) and Kenanie; and supporting establishment of processing clusters in
Isiolo, Wajir, Narok, Ewaso Ng’iro.

1.3.2.3 Building and Construction Materials

59. The Government will continue to support building and construction value
chains, by: initiating the establishment of industrial park for construction materials;
enhancing local manufacturing of construction materials (clinker, cement, cabros,
prefabs) and electrical and electronics fittings, cables and products; and ring
fencing certain components of the low cost housing project for MSMEs.

1.3.2.4 Garments and Textiles

60. Garments and textiles sector has huge untapped potential of employing
thousands of Kenyans and earning significant foreign exchange. However, the
sector is confronted by numerous challenges including high cost of labour and low
agricultural productivity that hampers the competitiveness of Kenya’s garment
export. To unlock the potential of the sector, the Government will build on ongoing
measures including: attracting investment in manufacture of garments and
apparels, promoting modernization of textiles mills and cotton ginneries; and
promoting linkage of MSMEs (tailors) with schools, institutions to provide a

market for uniforms. ; /
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1.3.2.5 Dairy Products

61. Dairy and livestock sub-sectors are an integral part to the Government’s plan
to improve food security, create jobs and boost exports. To support value chains
under the dairy sub-sector, the Government targets to double milk production in
the next five years to expand opportunities for farmers. The Government has
already put in place a solid plan that will boost increase in production from 5.2
billion litres to 10 billion litres a year.

62. As part of the process, the Government will modernise Kenya Cooperative
Creameries plants and install milk coolers countrywide so that more milk can be
processed boosting milk quality and income of dairy farmers. The Government will

also eliminate brokers from agricultural value chain using the county aggregation (¥

and industrial parks so that farmers can earn maximum returns from their milk.
Other interventions include: duty free importation of raw materials for manufacture
of animal feeds to lower the cost production and make animal feeds affordable;
establishment of cottage industries at the Nasewa Industrial Park to promote animal
feeds production; supply and installation of dairy mechanization and value addition
equipment including bulk milk coolers; and promotion of investment in the cold

chains.
1.3.2.6 Edible and Crop Oils

63. Currently, Kenya's edible oil consumption is estimated to surpass 900,000
metric tonnes annually, with only 80,000 metric tonnes produced domestically.
This vast production deficit, amounting to 820,000 metric tonnes, is primarily
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bridged through imports, translating to an import bill of around Ksh 120 billion 2o

annually. To reverse this trend, the Government will continue to implement
measures targeted at increasing the annual production of edible oils from 80,000
metric tonnes to 240,000 metric tonnes within five years. This will reduce Kenya’s
dependence on imports and thus generate savings of almost Ksh 100 billion spent
annually on imports. Towards this end, the Government will continue to attract
investment to support edible oil cottage industries; provision of CMFs and
processing machinery for small industries; and expand processing capacity -of
existing industries.

64. As part of the process, the Government launched dispensing machines made-

in-Kenya dubbed “Mama Pima” geared towards lowering the cost of cooking oil Lo

in August 2023. The machines are expected to provide employment to thousands
of citizens and reduce the cost of the commodity. The initiative showcases the
Government's commitment to address the needs of the most economically
disadvantaged citizens and empowering them to improve the quality of life

1.3.2.7 Tea and Coffee Sub-sectors

65. Tea and coffee sub-sectors remain a key sector providing livelihoods to
millions of Kenyans and contributing significant foreign exchange earnings. To
revitalize the sub-sectors, the Government will build on the ongoing efforts
including: reforming the legal and policy frameworks; promote value addition
through provision of processing equifjjieit;‘export market development and export
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promotion; and establishment of warehouse for value added tea and coffee in key
development markets.

66. The Government’s reforms in the coffee sector are bearing fruit, with farmers
set to earn four times advance pay for their crop, from a low of Ksh 20 to Ksh 80,
following the allocation of Ksh 4 billion from the Coffee Cherry Fund. Coffee
reforms regulations will give farmers' the necessary representation and weight at
the Nairobi Coffee Auction. These measures are expected to aid ongoing efforts,
including expanding production to new counties and double coffee output in the

next 4 years.
1.3.2.8 Sugar Sub-sector

67. The Government is currently restructuring public sugar mills, expediting the
leasing of five companies for rehabilitation and expansion to boost industry
competitiveness before the COMESA sugar safeguards expire. The objective
includes creating a competitive sector, raising farmer incomes and enhancing their
productivity. As part of the process, the Government has waived Ksh 117 billion
non-performing debt for government-owned sugar factories.

1.3.3 Blue Economy

68. The Kenya’s lakes, coastal and marine environment are endowed with rich
natural resources that have an immense economic and cultural value to the region’s
inhabitants and the nation at large. Indeed, the blue economy provides a massive
potential for economic growth, livelihoods and jobs, and ocean ecosystem health.
However, the potential of the blue economy remain largely untapped in Kenya.

69. In order to support the blue economy, the Government has: established 22
new fish landing sites and 2 fish markets in 9 counties in the Nyanza and Coast
regions; funded and organised beach management units into cooperatives; set up
two aquaculture development and training centres in Sagana and Kiganjo;
developed two hatcheries at Kabonyo and Shimoni; and is in the process of
completing Liwatoni fish processing plant and Shimoni fish port; modernized a
Fisheries Monitoring, Control and Surveillance Centre.

70. The Government has also commissioned MV Uhuru II, a wholly newly-built
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merchant marine vessel that demonstrates the rapid maturation of the national ©

shipbuilding industry especially the Kenya Shipyards and highlights its dynamic
capacity to undertake different important assignments and deliver various types of
vessels for diverse markets. Notably, the Kenya Shipyards is quickly emerging as
a leader in high-quality shipbuilding for our local and regional needs. In this regard,
the Kenya Shipyards have been contracted to repair and maintain ships for
Government Ministries, Departments and Agencies, including the Kenya Coast
Guard Services, the Kenya Ports Authority, the Kenya Maritime Authority, the
Kenya Marine Fisheries Research Institute, Kenya Fisheries Service, Kenya
Fishing Industries Corporation, and private operators in the Indian Ocean coast as

well as Lake Victoria. In addition, the Kenya Shipyards remains Kenya’s strategic ‘9 W

anchor in the development of the blue economy by channelling technology as well




as local and foreign direct investment into a diverse industrial ecosystem with
distinct clusters assembled around shipbuilding.

1.3.4 The Services Economy
1.3.4.1 Financial Services

71. Safeguarding financial stability and expanding access to affordable finance
remain key priorities under the Government’s Bottom - Up Economic
Transformation Agenda (BETA). Towards this end, the Government will continue
to take steps to improve prudential regulation and supervision, with a view to
addressing the increased sophistication of the financial sector. This will promote

sustainability and resilience of the Kenyan financial sector along four pillars: {O

customer centricity; risk-based credit pricing; transparency; and ethical practices.
This will also enhance the financial sector’s capacity to provide affordable
financial services to all Kenyans and help millions of ordinary citizens overcome
pressing economic challenges and achieve prosperity.

72. To expand access to affordable financing to individuals and Micro, Small and
Medium Enterprises (MSMEs) excluded at the bottom of the pyramid, the
Government will continue implementing the Financial Inclusion Fund, or the
‘Hustlers’ Fund. The Government will also convert the Credit Guarantee Scheme
into the Kenya Credit Guarantee Scheme Company (KCGSC) to ensure
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sustainability and develop a Credit Guarantee Policy whose objective is to provide 0

a clear framework for a sustainable model for credit guarantee scheme for MSMEs.

73. To promote agricultural productivity and transformation, the Government has
initiated an Agricultural Financing and Inclusion Programme. The objective of the
Programme is to enhance access, efficiency and stability of agricultural rural
finance to facilitate transformation of the agricultural sector into an innovative,
commercially oriented and modemn agriculture, livestock and fisheries sector-as
envisaged in the Kenya Vision 2030. In this regard, the Government established a
Rural Kenya Financial Inclusion Facility (RK-FINFA). This will pursue the
objective of increased rural financial inclusion and green investments by

agriculture value chain stakeholders, leading to equitable employment % O

opportunities, innovative and resilient production systems, and increased incomes
for smallholders, poor and marginalized rural households, women and youth.

74. The banking sector remains stable and resilient, with strong liquidity and
capital adequacy ratios, although some risks are emerging. Helped by proactive
policies, credit to the private sector expanded at a broadly steady pace throughout
the pandemic and accelerated with the economic recovery, though it has moderated
recently with the tightening of financial conditions.

75. To strengthen resilience of the financial system, the Government will
continue to stress preservation of capital and liquidity buffers, and closely monitor
foreign exposures. In this regard, the Government will enhance surveillance while
encouraging banks to strengthen their governance frameworks and business
models, embark on mergers and acquisitions, and other capital strengthening
efforts. The Government will also continue monitoring of foreign exchange loans,
deposits, and on-and off-balance sl%fct exposures in the banking system, with a
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view to, identifying any potential liquidity risks and strengthening resilience and
contingency policies should these risks materialize.

76. As part of the process, the Central Bank of Kenya (CBK) is currently
reviewing the licensing fees for commercial banks. The licencing fees for
commercial banks was last reviewed in 1990. This was based on the number of
branches that a bank has. The banking sector has transformed significantly since
1990 with technology and innovations and moved towards branchless banking. For
this reason, the review will consider, among other things: the changing banking
sector land scape, increased supervisory or surveillance costs, and international
best practice. To further strengthen the resilience of the banking sector and increase
commercial banks’ capacity to finance large projects, the CBK will review the
minimum capital requirements for commercial banks. The current minimum
capital requirements of Ksh 1.0 billion for commercial banks has been in effect
since 2012. The banking sector has been transformed since 2012, growing from an
asset base of Ksh 2.3 trillion to over Ksh 7.0 trillion currently. The banking sector’s
risk profile has also changed in the last 10 years with growing prominence of
among others, cyber security risk, cross border risk and climate-related risks.

77. In order to position Kenya as premier green financial hub, CBK will work
with banks to build capacity and climate related risk management in their day to
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day operations. The initiative will attract global funds that are looking for /0

opportunities to finance initiatives that build climate resilience. As a strategy, CBK
will build on the progress that has been made in this areas which include issuance
the Guidance on Climate-Related Risk Management on 15 Ocotber, 2021. The
Guidance was aimed at enabling banks to integrate climate-related risks into their
governance, strategy, risk management and disclosure frameworks. It was also
intended to enable banks leverage on business opportunities from efforts to
mitigate and adapt to climate change. These include the adoption of low emission

energy sources, development of new products and services, access to new markets, 1

housing, and resilient infrastructure.

78. In order to deepen the domestic financial markets, CBK in partnership with
the National Treasury has spearheaded market development initiatives aimed at
increasing liquidity, reducing market segmentation as well as establishing a stable
yield curve which extends to twenty-five years. Notably, the Central Bank
introduced DhowCSD, an upgraded Central Securities Depository infrastructure
that offers a simple, efficient, and secure portal by the CBK to enable the public to
invest in Government of Kenya securities. The platform enables investors to
participate and trade in Government securities market (Treasury Bills and Bonds)
on their mobile phones and on web-based devices. The DhowCSD will transform
Kenya’s financial markets through enhanced operational efficiency and expansion

of digital access, market deepening for broader financial inclusion, and improved 4V

monetary policy operations. The DhowCSD will also improve the functioning of
the interbank market by facilitating collateralized lending amongst commercial
banks and further reduce segmentation in the interbank market. The Treasury
Mobile Direct (TMD) is also available to retail investors as well as the Internet
Banking (IB) platform targeting institutional and corporate clients to access
services such as bidding and dissemination of auction results for Government
securities and view their portfolio posit'ﬁls
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79. To deepen capital markets, the Government is undertaking a comprehensive
review of the legal and regulatory framework to address emerging issues in the
capital markets space. This includes, among others, aspects on collective
investment schemes, public offers and listings, alternative investment mechanisms,
and streamlining credit rating operations in Kenya.

80. To further exploit Kenya's established lead in digital finance, the Government
will continue to implement the National Payment Strategy (2022-2025) and fast-
track finalization of a National Policy on Digital Finance. Notably, the National
Payments System has undergone major changes and transformation, which include
establishment of national payments infrastructure, automation and upgrades of
various payment systems. These efforts have resulted in increased efficiency for\o
large-value, retail, and cross-border payment services. Together with the
introduction of mobile financial services in 2007, these modernisation efforts
revolutionized the payments landscape in Kenya, and boosted financial inclusion.

81. Building on the progress made, the Government will undertake a
comprehensive review of the National Payments System legal and regulatory
framework., The amendments are aimed at: i) strengthening CBK’s national
payments mandate and oversight to ensure that Kenya operated a safe, efficient and
effective national payments system; and ii) broadly, enhancing CBK payments
policy and supervisory framework in order to protect Kenyans from abuse by
entities that are operating without the required authorization and licensing.
Additionally, the review is intended to provide CBK with a comprehensive
consumer protection framework tailored on for the unique context of digitalfD_O
payments, guide CBK’s oversight of Payments Service Providers from a market
conduct point of view, and mitigate current and future consumer protection risks.

82. The Kenya National Payments System (NPS) does not operate in isolation; it
is linked to payment systems in other countries in the EAC and COMESA regions
through the East African Payment and Settlement System (EAPS) and the Regional
Electronic Payment and Settlement System (REPSS) for the EAC and COMESA.
CBK has worked closely with regional and continental counterparts in ensuring
that payment systems are supported by regional cooperation to facilitate trade at an
EAC, COMESA and pan-African level. In order to deepen co-operation and
emergence of integrated and efficient regional payment system that can support the
continent’s trade and investments agenda, CBK will continue to participate in
various initiatives at the regional and continental level. This continued cooperation
with sister central banks and regional partners will be anchored on ongoing
initiatives such as implementation of regional interoperability systems and
upgrading of the EAPS to run on a single shared technology platform.

83. To further improve domestic and cross-border payments, CBK has been
implementing a security programme, the SWIFT Customer Security Programme
(CSP), to ensure that Kenya is meeting set global security standards for payments.
With an increased digitisation of the payment infrastructure and the ever-growing
cyber threat, CBK will continue to build strong security systems in order to ensure
the safety, confidentiality and confidence in the NPS is maintained. This will also
protect payments infrastructure against cyber-attacks and other threats. Further,
Kenya joined and accepted to host the Pan-African Payment and Settlement
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System (PAPSS). PAPSS, which is a brainchild of Affican Export-Import Bank
(Afreximbank), is a centralized financial market infrastructure that allows a trader
in one country to instruct his or her financial institution to pay another trader in a
different country using their local currency. The platform is projected to save the
continent billions that are incurred when traders have to convert and trade in
dollars. With 12 African central banks having already been incorporated into
PAPSS so far, and many more expected to join up, the system will be effective in
the continent by when the platform will be adopted by African Union’s Assembly
of Heads of State and Government, later in 2024. .

1.3.4.2 Tourism Sector

84. Tourism sector is a critical enabler of the Bottom-Up Economic
Transformation Agenda in terms of unlocking employment opportunities and
generate foreign exchange which is important for enhancing the welfare of
Kenyans. For this reason, the Government will continue to implement initiatives
targeted at increasing tourist visits in the country in order to increase the sector
contribution to GDP over the next 10 years. In part, the Government will promote
investments in adventure, relaxation, sports, conference and medical tourism
among others aimed at growing tourist visit from the current 1.4 million to 200
million over the next 10 years that will increase foreign earnings to the country. In
this regard, the National Government in collaboration with the County
Governments will map out potential tourism products and sites for development
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and marketing to attract tourist with focus on a bottom-up job-creation. T he)©

Government will also engage sector stakeholders in re-examining the tourism and
wildlife sector and redesign tourism ecosystem to improve flow to the country.

85. The Government successfully hosted the Africa Climate Summit (ACS) at the
Kenyatta Convention Center and the first Wildlife Scientific Conference that
brought together wildlife researchers, scientists, conservationists, policy makers
and Government officials across the world. Following the success of the
conference, the Government tourism marketing model will focus on a more
inclusive approach in order to maximize the economic potential and create

employment opportunities. This also provides an opportunity to divert from the 9,

usual wildlife and traditional safari tourism, but also showcase Kenya’s rich
cultural heritage, pristine beaches, adventure tourism, and emerging markets such

as eco-tourism.
1.3.4.3 Aviation Sector

86. The Government will continue to entrench Kenya’s position as regional
aviation hub by expanding, modemizing and managing the aviation sector. In this
regard, the Government will continue to expand and modernize airstrips to connect
various parts of the country and enhance Kenya connectivity and competitiveness

in the region.
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1.3.5 Environment and Climate Change

87. The Government remains committed to the provision of a clean, secure and
sustainable environment and adequate drinking water and sanitation for all
Kenyans. Sustainable environment and water management is critical for the
realization of the Bottom —Up Economic Transformation Agenda and the Kenya
Vision 2030. For this reason, the Government will strengthen actions to halt and
reverse biodiversity loss, prevent deforestation, combat desertification and restore
degraded landscapes as part of a broader programme to fulfil the commitments to
reduce emissions by 32 percent by 2030. This is expected to achieve land
degradation neutrality, implement a global biodiversity framework and enhance
the integrity and efficacy of carbon markets.

88. Over 80 percent of Kenya's land area is arid and semi-arid, with only 12
percent tree cover. This makes Kenya vulnerable to climate hazards such as
droughts, floods and landslides. In order to reverse this, the Government will
continue to implement its National Tree Growing Programme as part of its plan to
grow 15 billion trees across the country by 2030 to promote and support more
resilient livelihoods. This will ensure that the country attains the Constitutional
mandate of at least 10 percent land area forest cover. Towards this end, the
Government has launched the National Landscapes, Ecosystem Restoration
Strategy that is aligned with the UN Decade for Ecosystem Restoration and Land
Degradation Neutrality Targets under UNCCD, Global Biodiversity Framework
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and NDC targets. This programme is expected to contribute to climate change 20

mitigation and adaptation, and employment creation for vulnerable groups and the
youth. In addition, the Government in collaboration with County Governments and
Development Partners will continue to commit funds towards the National Tree
Growing Programme through the Financing Locally-led climate Action (FLLoCA)
Program.

89. Restoration and rehabilitation of wetlands remains a key priority of the
Government. Towards this end, the Government has unveiled the Wetlands
Restoration Strategy to facilitate ecosystem restoration through the National Tree
Growing Programme, circular economy and climate action. To initiate the process,
Toniqo and Horri Ghudha wetlands were commissioned after being rehabilitated
by NEMA through fencing and tree planting to allow them to regenerate. The
wetlands offered a restoration model which will be replicated in the rehabilitation
of other wetlands across the country.

90. In order to sustainably manage waste, the Government is working on
developing a vibrant circular economy that will transform over 8 million metric
tonnes of waste Kenya generates annually into raw material for industrial

production.

1.3.6 Education and Training

91. Education and training is a key enabler of the Government’s Bottom-Up
Economic Transformation Agenda for inclusive growth. For this reason, the
Government has continued to heavily invest in education to facilitate development
of the necessary skills and competencies to leamers from pre-primary to the tertiary
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level to enable them effectively play their part by contributing to the nation
building effort, and partake of the dividends of shared prosperity.

92. The investment by Government has significantly reduced the teacher-student
ratio, with 56,760 new teachers employed, while 8,200 primary school teachers
were retrained to equip them with capacity to effectively deliver learning and
teaching at the Junior School level. In subsequent years, the Government is
committed to recruit more to further bridge the teacher-student ratio gap.
Government has also engaged 46,000 teacher interns to equip Kenyan youth with
practical skills and competencies.

93. Funding TVET and Universities in Kenya over the years, has continued to
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experience challenges over time. TVET has grown exponentially in the number of-{p

institutions and enrolment rate because it provides opportunities for youths to
acquire employment and entrepreneurship skills. The rapid change in technology
and the dynamics in the labour market, require that TVET links with industries to
update skills and training. To address this, the Government plans to increase tutors
in the Technical and Vocational Education and Training (TVETS) by another 2,000
to facilitate the value of technical and vocational training in the provision of skills,
knowledge and competencies. '
94. To address the financing gaps which denied many young Kenyans the

opportunity to pursue tertiary education, the Government has unveiled a new
funding model for higher education and technical and vocational training that

guarantees needy students free college studies. The new model for financial 7O

support is student-centred and deploys a rigorous, impartial means testing
instrument to establish their level of need, which then becomes the primary
consideration in allocating scholarships and loans. Additionally, to fully
democratise Kenya’s education system and make higher education accessible and
affordable to all, the Government has chartered the Open University of Kenya
following requisite Cabinet and parliamentary approvals. -

95. Information and technology (ICT) is a key factor in the developing world and
there is need to leverage technology at all levels of education by developing ICT
infrastructure for curriculum and improve digital literacy among teachers, parents,
and other stakeholders. In this regard, KNEC in line with the global trends and
expectations of the 21%' Century has incorporated digital literacy by ensuring that
the assessments for teacher trainees are conducted electronically. This will
entrench digital literacy among the teachers and provide skills that the teachers can
impart to the learners in schools. Additionally, digital literacy is one of the core
competencies that learners are expected to acquire under the CBC and is a key
target needed to ensure Kenya’s industrial development.

96. Further, he Government has prioritised the teaching and learning of digital
skills, including coding, from the primary school to tertiary education, including
TVET institutions. The recently launched Open University of Kenya will prepare
students to be competitive in the economy of the future. The curriculum for primary
and secondary schools as well as tertiary institutions, will continuously be
reviewed to make sure the students are in touch with global technological change.
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1.3.7 Women Agenda

97. Gender equality, women empowerment especially representation in decision
making and economic empowerment, and breaking the silence on Gender Based
Violence (GBV) remains key priorities of the Government. To protect women
against domestic violence, the Government launched Protection against Domestic
Violence Rules (PADV). This is a remarkable milestone in the collective efforts to
combat domestic violence. PADV rules are designed to provide a robust legal
framework that strengthens the support and protection mechanisms available to
survivors of domestic violence. These rules emphasize protection, intervention,
and holistic support, reflecting a multi-sectoral approach that involves
collaboration between Government agencies and civil society organizations.

98. Over the medium term, the Government will continue 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 and
protect them from predatory interest rates charged by unscrupulous money lenders.
Specifically, the Government will; i) prioritize Women’s Economic
Empowerment, ending GBV and implementation of the Constitutional provisions
of Article 81(b) of not more than two thirds of either gender; ii) develop an
Affirmative Action Policy; iii) finalize the process of merging the Affirmative
Action Funds into the proposed Biashara Bank. -

1.3.8 Social Protection
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99. Social Safety Nets Programs in Kenya play a pivotal role in reducing poverty, 20

improving social inclusion and enhance economic stability. By providing financial
and non-financial support to vulnerable populations, these programs contribute to
the well-being and resilience of elderly citizens. For this reason, the Government
will continue to develop and expand its social safety nets, addressing coverage
gaps, improve targeting, and building administrative capacity will be crucial to
achieving the goal of reducing poverty and promoting social inclusion. In part, the
Government will continue to enhance the capabilities of communities and officially
register Self Help Groups and Beneficiaries Welfare Committees (BWCs),
granting them formal recognition and opportunities to connect with Micro Finance
Institutions (MFIs) and non-state entities.

100. The National Council for Persons Living with Disabilities Fund has made
significant strides in promoting the welfare and inclusion of persons with
disabilities in Kenya. However, challenges such as resource constraints, ensuring
that funds are utilized effectively and raising public awareness about the rights of
individuals with disabilities continue to be areas of focus and improvement by the
Government. In order to effectively support people with disabilities (PWDs), the
Govermnment is developing programs designed to provide support persons with
disabilities and their caregivers. Special focus will be placed on offering respite
care services and strengthen psychosocial support systems. The Government is also
developing the National Disability Policy that seeks to advance the inclusion and
participation of persons with disabilities.
%0
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101. Street families is one of the impediments to socio-economic developments of
a country as potential human capital is wasted in the streets. The National
Government in collaboration with County Governments will create a well-planned
strategy on the rehabilitation of street families to ensure dignified reintegration of
persons living in the streets to society.

102. To ensure attainment of 100 percent NHIF coverage for senior citizens, the
Government has enacted the Social Health Insurance Bill, which extend health
insurance to all Kenyans based on member contributions, with government-
subsidized coverage for the poor; expand the cash transfer programmes for elderly
and vulnerable households to improve operational efficiency, prompt payment |
accountability and coverage; invest in education and training for caregivers and
medical staff to fill the gap of skills in the provision of specialised care for older

people.

103. To enhance savings rate that have consistently been among the lowest
globally, and to correct the delayed transformation of our social security
architecture, fundamental reforms are underway in our savings and social security
space. In this regard, the Government has taken deliberate measures to foster a
strong culture of saving among Kenyans and enable them to mobilise resources for
investment and development of intergenerational capital, to eliminate old age
poverty and ensure comfort in retirement. As a result of these initial interventions, 90
contributions to the National Social Security Fund have grown to Ksh 6.5 billion
monthly from the previous level of Ksh 1.4 billion a month. The implication of this
growth in national savings is that it will significantly consolidate Kenya’s ability
to invest in development using domestic pension industry financing.

1.3.9 Sports, Culture and Arts

1.3.9.1 Sports and Arts

104. Sports, Culture and Arts sectors are critical for revenue generation by availing
the foreign exchange through a sports economy value chain, inclusive growth and
employment creation. To realize these benefits, the Government continues to facilitate
the development of legal framework, economic institutions, and organisational }O
mechanisms to promote the effective and sustainable monetisation of all talent in
sports and creative economies. To foster talent development, the Government
developed the Sports and Creative Economy Master Plan, or Talanta Hela. The
program is intended to support and nurture the talents of Kenyan youth, providing
them with opportunities to turn their skills and abilities into viable sources of income.
The endpoint of Talanta Hela is 'pesa mfukoni' or competitive incomes that can sustain
livelihoods and reward talent, dedication, discipline and focus. Talanta Hela program
is a demonstration of the Government’s commitment to turn competitive capabilities
across all sporting disciplines and the expansive spectrum of the creative industry,
including music and dance, film and theatre, fashion and pageantry, digital content
creation as well as literary and fine arts. O

105. Over the medium term, the Government will establish a National Academy by
expanding the resident academy at the Moi International Sports Centre-Kasarani, to
incorporate modern training and accommodation facilities that meet international
standards. The Government will also prioritize the completion and upgrading of
stalled/ old sports facilities in optimal utility areas and high potential talent zones.
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Currently, the Government is upgrading the Moi International Sports Centre, Kasarani,
Nyayo National Stadium and the Kipchoge Keino Stadium in Eldoret to provide the
infrastructure for international football in Kenya.

106. Kenya is poised to co-cost the Africa Cup of Nations (AFCON) in 2027, jointly
with Uganda and Tanzania. AFCON is the premier sporting event in Africa, with
significant socio- economic benefits, well beyond the immense positive impact on
sports development. Hosting the event requires significant infrastructural investment,

in stadia, roads, airports, hospitality, communications, security and related
infrastructure. AFCON 2027 is among national priorities, particularly with regard to o
construction of a new Talanta Stadium and upgrading of the existing Kasarani, Nyayo
and Kipchoge Keino stadia and the attendant training grounds.

107. As a build up to AFCON'27 Kenya will also co-host in September, 2024 the
African Nations Championship (CHAN), earmarked for Kakamega and Bungoma,
with Bukhungu Stadium and Masinde Muliro Stadium, Kanduyi undergoing
significant upgrades. The hosting of major international sporting events, including the
WRC Safari Rally, Magical Kenya Open and Kipchoge Keino Classic remain key
avenues for the global branding of Kenya and for Sports Tourism, generating
significant revenues and contributing to the national economy.

108. To grow the sports and creative economy, the Talanta Hela flagship initiative 20
will continue to expand through grassroots youth talent identification, nurturing and
monetisation, and strengthening of institutions like the Kenya Academy of Sports, the
new Kenya Rallying School, the Kenya Film Commission and the Kenya National
Theatre. To effectively anchor this, the Sports Act and Sports Policy are undergoing
review, while enactment of the Creative Economy Policy, the Creative Industries Bill
and the Start-Ups Bill has been accelerated.

1.3.9.2 Culture

109. Culture serves as a critical repository of identity, knowledge, skills and practices,
including sustainable solutions to the pressing challenges of our time. Article 11, the
Constitution recognizes culture as the foundation of our nation and the cumulative
civilization of the Kenyan people and nation. Therefore, the Government will promote
all forms of national and cultural expression in various forms, including traditional
celebrations. The Government has approved the Culture Bill and is developing
Creative Economy Framework, National Kiswahili Council of Kenya Bill, the Kenya
Film Bill, the National Heritage and Museums Bill.

1.3.10 Youth Empowerment and Development Agenda

110. Youth empowerment and development is an integral part of the Government’s
Bottom-up Economic Transformation Agenda and essential to the entire plan. For this
reason, the Government will continue providing education, employment, and engagement 4,1@
opportunities that is aimed at empowering the youth to drive Kenya's socio-economic
development and foster a generation of informed, responsible, and empowered citizens.
This comprehensive approach is essential for building a more inclusive and prosperous
future for Kenya. Government interventions for the youth will be anchored on the Kenya

Young People’s Agenda.

1.3.11 Governance

111. To strengthen the framework for governance as envisaged under Article 10
of Constitution on national values and principles of governance, the Government
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has approved the Public Relations and Communication Management Bill and the
Statute Law (Miscellaneous Amendments) Bill, 2023. Further, the Government has
identified the significant improvement of productivity in key sectors an urgent
priority of national economic governance efforts. Such improvements require
immense investments and the resources from revenues generated. There is simply
no space for wastage and corruption because that would be the recipe for disastrous
failure. In line with this, the Cabinet approved the Public Audit (Amendment) Bill,
2023 in November 2023, which will enhance the Auditor General's independence
and transparency to ensure proper utilization of public resources through audits.

112. Corruption, wastage, inefficiency and negligence are serious threats to the |©
Transformation Agenda, and unacceptable practices that have no place in the
nation. To address these challenges, the Government will continue to scale-up the
implementation of the provisions of the Kenya 2010 Constitution, strengthen the
rule of law, increase access to justice, and ensure respect for human rights. As part
of the process, the Government will continue to strengthen various institutions that
are mandated to fight corruption in the country, implement reforms on good
governance and enhance the capacity to recover corruptly acquired assets.
Additionally, enactment of the Assets Declaration and Conflict of Interest Bill will
further tighten Kenya’s anti-corruption policy framework, and eliminate space for
misbehaviour. 2L

113. The attainment of the Government's BETA agenda will be underpinned by
sound and innovative policy and structural reforms targeted at all socio-economic
sectors, building efficient infrastructure, climate change, mitigation mechanisms,
and fostering strict compliance with the Constitution and the rule of law.
Parliament is an enabler in the prosecution of the agenda by way of its legislation,
oversight and representation roles. Parliament will specifically facilitate the
achievement of this agenda by approving the budget estimates submitted by the
National Treasury, passing the necessary pieces of legislation to enable the
implementation of the agenda and oversight the implementation of the agenda to %D
ensure transparency and accountability.

1.3.11.1Public Service Transformation

114. Kenya has one of the world’s finest human capital with huge potential to drive
socio-economic transformation envisaged under the Bottom-Up Economic
Transformation Agenda and the Kenya Vision 2030. For this reason, the
Government will continue to transform public service sector to make it more
responsive to people needs. In particular, the Government will continue to facilitate
Public Service Commission so as to exhibit high levels of productivity, good
governance, diligence and excellent performance.

115. In order to improve human resource management, the Government has
developed a Unified Human Resource (UHR) system - which will consolidate
Human Resource and Payroll data in the Public Service for access through a single L‘O
warehouse. Since July 2023, the UHR system is linked to Kenya Revenue
Authority i-Tax to facilitate filing of PAYE tax element associated with individual
employees and total monthly PAYE tax obligation from the State Departments.
The Government will incorporate t%o?r deductions to enable all remittances to
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be sent to respective entities including Pension Funds and other employees”
contributions schemes by July 2024.

116. The Government intends to roll out the UHR system for the entire Public
Service by July 2024. The roll out of the UHR will be carried out in phases. Phase
1 entailed rolling out the system to all MDAs and Counties, implemented in
September 2023. Phase 2 involved the roll out to all State Agencies that have
adopted the Unified Payroll Numbering (UPN) System—including Teachers
Service Commission (TSC). The 349,000 teachers under TSC have been issued
with UPN. Phase 3 will entail issuing the UPN to all Commissions and Independent
Offices, State Corporations, Public Universities, and Agencies by July 2024.

117. Public Service Internship Program is a transformative program that isp
currently in its third year with 16,500 young university graduates having
successfully completed a 12-month internship period since its inception. The
Government’s commitment is to onboard at least 10,000 interns every year to offer
an opportunity for university graduates. The internship programme has immense
value not only to the individual intern but also to the country. At the individual
level, the programme has afforded the interns opportunity to gain work experience
and enhance their employability chances. It has provided hands-on experience by
building upon skills acquired in the classroom while also instilling public service
etiquette, values and ethics. The programme has also enabled the Government 070
establish a database of skills available to the public service for future human
resource needs. Further, the programme has also helped to promote inclusivity and
diversity as envisaged in the Constitution. The internship programme is therefore

a clear testimony of the Government’s commitment to empower Kenyan youth and
enable them to contribute significantly to the socio-economic transformation of our

country.

1.3.11.2Strengthening Leadership Accountability and De-Personalising

Politics
118. The Government has implemented various initiatives and strategies to
strengthen leadership and governance. These efforts are aimed at enhancing }0
transparency, accountability, and leadership effectiveness. Specifically, the
Government has been engaging public participation in decision-making processes.
This includes public consultations and other forums for citizens to engage and hold
the Government accountable. Additionally, efforts have been made to improve the
efficiency and professionalism of the civil service. This includes hiring, training,
and performance evaluation of civil servants.

1.3.11.3 Strengthening Devolution

119. The Government remains committed to ensuring the success of devolution.
Delays in disbursing allocations to County Governments have had tremendous
negative effects overtime. This has been due to inadequate revenues flowing to the
exchequer. To reverse this trend, the Government for the first time in seven years,
disbursed 100 percent of equitable share to the 47 County Governments amounting
to Ksh 399.6 billion by 30" June 2023. This included Ksh 370.0 billion equitable
share and the arrears of Ksh 29.6 billion for the FY 2022/23.
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120. Over the medium term, the Government will continue disbursing funds to
counties in a more efficient and timely way; and supporting counties to improve
their capacity to generate their own source revenue reduce over-reliance on
transfers from the National Government. Government will also complete transfer
of all functions constitutionally earmarked to counties and develop a framework
for ensuring that state-owned firms carrying out devolved or shared functions
adhere to the principles of governance and ensure that the principle of funding-
follows-functions is adhered to with respect to all devolved functions.

1.3.11.4 Security

121. The security and safety of all citizens is the Government’s foremost commitment
and most fundamental obligation, without which every other endeavour including [0
attaining the Bottom-Up Economic Transformation Agenda is not possible. For this
reason, the Government continues to implement reforms targeted at improving the
operational capacities of our security forces to protect Kenyans against external and
internal threats.

122. As part of the process, the Government has increased funding to all security
agencies to improve their operations including addressing the spectre of terrorism that
is a continuing threat, banditry, cattle-rustling and armed lawlessness have besieged
and devastated communities in the Rift Valley, North-Eastern and, occasionally, parts
of Eastern and the Coast regions. As a strategy, the Government will endeavour to
achieve a corrupt free law enforcement sector and restoring public confidence in the_r)p
country’s security apparatus. The Government will also cultivate a culture of open
communication and information sharing among different stakeholders, with a special
focus on local communities, to aid in the ongoing campaign against violent extremism.

123. Cybersecurity threats are becoming a growing concern for Kenyan online
business especially with the rise of payment portals which have rendered them
vulnerable by cybercriminals. To mitigate these risks, the Government will continue
employing a robust security measure, educate business owners, and collaborate with
various actors both state and non-state. The use of electronic payment systems and
inclusion is a critical infrastructure deliberated through a National Computer and
Cybercrimes Coordination Committee (NCCCC).

124. The Government’s commitment to peace initiatives is unwavering as enshrined%,g
within the Global Public Security Framework. The Government aim to deepen
cooperation in peace and security initiatives as well as law enforcement programs. To
ensure peace in the region, the Government launched a security operation dubbed
Operation Maliza Uhalifu North Rift to deal with security challenges caused by
pastoralist militia activity. This has significantly reduced insecurity across North Rift
region. However, its long-term impact is less certain due to the country’s multiple
security challenges and the risk of overstretching Government security forces. To
enhance boarder security, the Government will earmark more Ports of Entry (PoE) in
different parts of the country.

1.3.12 Foreign Policy and Regional Integration

125. The Kenyan economy is firmly interconnected with regional, continental and
global economic systems. Our security and stability is likewise integrated with
those of our neighbours. Kenya has a fundamental, essential, legitimate and clear l{;@
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interest in conducting robust diplomacy in the form of bilateral and multilateral
engagements.

126. Notably, for the past 12 months, the Government has continued to fulfil
international obligations through Kenya’s leadership in the international arena.
This is underscored by the high-level summits Kenya has hosted and participated

in. Kenya successfully hosted the inaugural Africa Climate Summit (ACS 23), the
43" Ordinary Session of the Executive Council, the 5® MidYear Coordination
meeting of the African Union and the Regional Economic Communities, and the
first-ever African edition of the Berlin Climate and Security Conference in Nairobi,
bringing over 30 Heads of State and Governments to our country and over 30,000 {0
delegates from different parts of the world.

127. Over the medium term, to entrench Kenya’s significance in world affairs, the
Government will continue to promote friendly relations with our neighbours, play
a leading role in regional and pan-African affairs, collaborate with international
partners, and uphold commitment to the international community.

1.3.12.1Economic and Commercial Diplomacy

128. To unlock the potential of Kenya’s commercial and trade relations, the
Government will continue developing bilateral cooperation in trade and
investment, agriculture, forestry, capacity development in the public service and
transport and communications, among others. Other MOUs are on
telecommunications and ICT, oil and gas, mining and geology, health 9o
collaboration, capacity building of the Public Service and cooperation of our
respective diplomatic academies.

129. The Government has also set up a highly experienced economic advisory
team to forge the right policies and create an enabling environment for foreign
investors to support Kenya’s economic development agenda. Part of the critical
pillars of the foreign policy and regional integration agenda will include: '

i) deepening bilateral ties and work with other countries at various multilateral
fora. Kenya is fully committed to a just and rules-based multilateral order that

works for the betterment of humanity;

ii) ensuring that existing bilateral agreements and memorandums of I
understanding (MOUs) are constantly reviewed and updated for maximum
benefit;

iii) ensuring a mutually beneficial partnership that will seek more initiatives,
particularly for vocational training where young Kenyans can acquire critical
innovation skills in agriculture, science and technology, and health systems
among others; :

iv) considering easing entry visa requirements for this category of visitors
including diplomats, legislators, and businesspeople, in order to capitalize on
these opportunities. This would necessitate a reciprocal agreement for us to
ease access to visas into Kenya; and

v) expanding the market for our products and services by taking advantage of
our membership in regional or?isations such as the East African L{JD
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Community, the Common Market for Eastern and Southern Africa
(COMESA), the African Continental Free Trade Area (AfCTA), and the
Intergovernmental Authority on Development (IGAD).

1.3.12.2 Anchor State

130. The Government will continue to strengthen Kenya’s profile as regional role as
an anchor state in regional, continental, and global affairs. Underlying Kenya’s peace
and security diplomacy is the recognition of peace and stability as necessary pre-
conditions for development and prosperity. Linked to this, is Kenya’s conviction that
its own stability and economic wellbeing are dependent on the stability of the sub-
region, Africa and the rest of the world. To realize these benefits, the Government will

continue to:

i) promote the resolution of conflicts by peaceful means drawing on Kenya’s
experiences in mediation, conflict resolution and peacekeeping; 0

ii) collaborate with other African countries to strengthen the conflict prevention,
management and resolution capacity of regional institutions, including the East
African Community (EAC), Inter Governmental Authority on Development
(IGAD), Common Market for Eastern and Southern Africa (COMESA) and the
African Union (AU with the aim of promoting sustainable peace and
development;

iii) support peace efforts by the African Union and the United Nations through
contributing troops and providing leadership in peacekeeping missions within the
continent and globally; and

iv) create conflict analysis and prevention capacity nationally and in the regio:
through the foreign service academy.

1.3.12.3Global citizenship

131. The Government recognizes the role played by international organizations in the
global arena. These include the African Union, the East African Community and the
UN and its affiliates. For this reason, as part of global cooperation, the Government
will deepen bonds with long-standing international and bilateral partners to address
various issues such as peace and security, trade, human rights and environmental
protection shaped by its foreign policy objectives, economic interests, and regional
dynamics. Special focus will be placed on causes that improve the welfare of Africans

worldwide.
1.3.12.4 Diaspora

132. The Government recognizes the huge and untapped potential of Kenyans living
abroad which can contribute to the country’s national socio-economic transformation 20
as envisaged in the Bottom-Up Economic Transformation Agenda and the Kenya
Vision 20230. For this reason, the Government will implement the National Diaspora
Policy that seeks to engage the Kenyan Diaspora in a more constructive and productive
manner to harness the diverse skills, knowledge, expertise and resources of Kenyans
living abroad, and facilitating their integration into the national development agenda.

1.4 Medium Term Revenue Strategy

133. Domestic resource mobilization is a major source of long-term financing for
sustainable development and has been-a concern of many developing countries. To
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address this, a number of countries have embarked on the development of a
framework for guiding tax reforms to enhance domestic revenue mobilization.
Since 2016, over twenty-five countries globally have formulated Medium Term
Revenue Strategy (MTRS) and are at various stages of implementation geared
towards boosting tax revenues and improving efficiency of tax systems.

134. In Kenya, revenue as a percentage of GDP has been declining over the years
from 18.1 percent in FY 2013/14 to 14.3 percent in FY 2022/23 while expenditure
pressure has been rising resulting in increased borrowing to bridge the revenue gap.
In this respect, the Government with the support of development partners, in 2021,
embarked on the development of the MTRS to enhance domestic revenue [o
mobilization.

135. The MTRS is aligned to the National Tax Policy and will guide tax
administration to improve efficiency in the administration of tax laws, close
loopholes for tax evasion, and enhance voluntary tax compliance. The MTRS is
expected to hasten the fiscal consolidation process thus reducing the fiscal deficit
to facilitate the achievement of the EAC target of 3.0 percent of GDP.

136. The additional resources raised from the MTRS will facilitate the
implementation of the Government’s Bottom-up Economic Transformation
Agenda geared towards economic turn-around and inclusive growth through the>©
Fourth Medium Term Plan (MTP IV) of the Vision 2030, as well as the Medium-
Term Expenditure Framework (MTEF).

137. The objectives of the Medium-Term Revenue Strategy (MTRS) are to: (i)
improve efficiency in revenue administration; (ii) ensure equity and fairness in the
tax regime; (iii) enhance tax-payer compliance with tax obligations; (iv) expand
the tax base; (v) create certainty in the tax regime to attract investment; and (vi)
promote investment across various sectors by removing market distortions.

138. The implementation of MTRS is expected to among others: (i) raise revenue

to GDP ratio from 14.3 percent in FY 2022/23 to 20.0 percent by end of the FY
2026/27; (ii) increase tax compliance rate from 70 percent in FY 2022/23 to 90
percent by FY 2026/27; and (iii) increase investment to GDP ratio from 19.3 f’)'o
percent in FY 2022/23 to 25.7 percent in FY 2026/27.

139. The MTRS will be implemented within a three-year period beginning from
FY 2024/25 to FY 2026/27. Tax policy reforms will be implemented through the
Finance Acts and Regulations, beginning with the Finance Act, 2024 while revenue
administration reforms will begin from January 2024 as per the implementation
matrix annexed to the MTRS.

140. The implementation of the Strategy will involve Ministries, Departments and
Agencies; the Legislature, Judiciary; County Governments; private sector players
and development partners.

1.5 National Tax Policy

141. The National Tax Policy that was approved by Parliament in December 2023 hO
sets out broad parameters on tax policy and other tax related matters. The policy
provides broad guidelines for governing tax administration and the tax system in
Kenya. More specifically, the policy provides a set of guidelines for taxation of
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income, goods and services and forms the basis for review of tax legislation,
development and administration.

142. The overall objective of the policy is to guide the development of a
progressive tax system that enhances revenue mobilization by the Tax
administration, promotes investment and fosters a flexible fiscal space. The aim is
to ensure that tax rates do not affect the demand of the product and the tax structure
do not distort markets and to ensure that taxes do not affect investment.

143. The principles to guide tax reforms include: (i) economic efficiency - the tax
system shall minimize discrimination in favour of, or against, any economic choice
to mitigate distortions and expand the productive capacity of the economy; (ii) |O
equity and faimess - the tax system shall be designed to treat equally all taxpayers
placed in similar circumstances (horizontal equity), and treat differently those
placed under different circumstances (vertical equity); (iii) simplicity - tax laws
and administrative processes shall be clear so that it is easy to comply and difficult
to evade; (iv) administrative efficiency - the cost of compliance by taxpayers and
the administration cost to the Revenue Authority, shall be kept at a minimum level;
(v) flexibility - while the tax system shall provide certainty of “direction”, it will
be dynamic and responsive to changing circumstances in the economy; (vi)
revenue adequacy-the tax system will be designed to mobilize adequate tax
revenues to meet the needs of public expenditure; (vii) transparency and
accountability - the tax system shall enhance disclosure of information on revenues
collected and tax expenditures; and (viii) consultative - there will be wide W
consultation of key players in developing and implementing changes to the tax
system to ensure it adheres to the guiding principles and meets the constitutional

requirements.
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II. RECENT. ECONOMIC DEVELOPMENTS AND
MEDIUM-TERM OUTLOOK

2.1 Overview

144. The global economy is experiencing challenges arising from global supply
chain disruptions due to heightened geopolitical tensions, weakening demand
particularly in China and Eurozone, elevated global interest rates on account of
inflationary pressures limiting access to credit and exacerbating debt servicing
costs and significant losses and damages due to frequent extreme weather events
increasing fiscal pressures. As such, global growth is projected to slow down to 3.0
percent in 2023 and 2.9 percent in 2024 from 3.5 percent in 2022 which is below
the historical (2000-2019) average of 3.8 percent (Table 2.1).

145. Additionally, most currencies in emerging market and frontier economies
weakened against the U.S. Dollar, mainly due to the tightening of U.S. monetary
policy. Inflation in advanced economies has continued to ease, reflecting effects of
monetary policy tightening and lower energy prices. Nevertheless, coreg
inflationary pressures remained elevated.

Table 2.1: Global Economic Performance

Growth (%)
| _Actual |  Projected
Economy 2021 2022 2023 2024

World | 63 | 356 3.0 29

Advanced Economies | 54 | 26 15 | 1.4
Of which: USA 5.9 29 2.1 1.5
Euro Area 5.3 3.3 0.7 1.2

Emerging and Developing Economies | 6.8 41 4.0 4.0
Of which: China 8.4 3.0 5.0 4.2
India 9.1 7.2 6.3 6.3

Sub-Saharan Africa 4.7 4.0 33 | 40

Of which: South Africa 4.7 1.9 09 | 1.8
Nigeria | 3.6 3.3 29 31

Kenya* 76 | 48 5.5 5.5

Source: IMF World Economic Outlook, October 2023. *National Treasury Projection

146. Advanced economies are projected to record a slower growth of 1.5 percent
in 2023 and 1.4 percent in 2024 from 2.6 percent in 2022 mainly driven by lower
growth in the Euro Area. The slowdown in growth in the advanced economies is
as a result of aggressive monetary policy tightening that has contributed to a
significant deterioration of global financial conditions.

147. Growth in the emerging market and developing economies is projected to
decline relatively modestly, from 4.1 percent in 2022 to 4.0 percent in both 2023
and 2024, although with notable shifts across regions. In sub-Saharan Afica,
growth is projected to decline to 3.3 percent in 2023 from 4.0 percent in 2022 29
reflecting worsening climate change related shocks, inflationary and exchange rate
pressures, and domestic supply issueﬁcluding, notably, in the electricity sector.
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Growth in the region is expected to rebound to 4.0 percent in 2024, picking up in
four fifths of the sub-Saharan Africa’s countries, and with strong performances in
non-resource intensive countries.

2.2 Domestic Economic Developments

148. Despite the challenging environment, the Kenyan economy is demonstrating
resilience with growth performance well above the global and SSA average. In the
first three quarters of 2023, the economic growth averaged 5.6 percent (5.5 percent
Q1, 5.5 percent Q2 and 5.9 percent Q3). This growth was primarily underpinned
by a rebound in the agricultural activities which grew by an average of 7.0 percent
in the first three quarters of 2023 compared to a contraction of 1.8 percent during

the same period in 2022. All economic sectors recorded positive growth rates inip

the first three quarters of 2023, though the magnitudes varied across activities
(Table 2.2).

Table 2.2: Sectoral GDP Performance

— Annual Growth Rates Quartely Growth Rates
Ccio
¢ 2021 2022 2022 Q12022 Q2|2022 Q32023 Q12023 Q22023 Q3
1. Primary Industry 0.5 1.0 (0.4) (1.5) (1.5) 5.9 8.0 6.4
1.1. Agriculture, Forestry and Fishing (0.4) (1.6) 1.7 24) (1.3) 6.1 8.2 6.7
1.2 Mining and Quarrying 18.0 | 9.3 23.8 16.6 (4.5) 33 52 1.1
2. Secondary Sector (Industry) 68 | 35 4.4 4.2 3.0 2.4 1.7 2.9
2.1. Manufacturing 73 | 27 3.8 3.6 1.8 2.0 14 2.6
2.2. Electricity and Water supply 56 | 49 32 56 6.0 25 0.8 1.9
2.3. Construction 67 | 41 6.0 4.5 35 3.1 2.6 38
3. Tertiary sector (Services) 96 | 67 8.5 7.7 5.7 5.9 59 6.9
3.1. Wholesale and Retail trade 8.0 3.8 4.9 4.1 3.6 a1 4.2 4.8
3.2. Accomodation aud Restaurant 52.6 26.2 40.1 44.0 16.9 215 122 26.0
3.3. Transport and Storage 74 5.6 7.7 72 5.1 6.2 3.0 28
3.4, Information and Communication 6.1 9.9 9.0 112 11.8 9.0 6.4 7.3
3.5. Financial and Insurance 11.5 12.8 17.0 16.1 9.6 58 13.5 14.7
3.6. Public Administration 6.0 4.5 6.2 3.8 34 6.6 3.8 4.2
3.7. Others 10.8 52 6.7 5.5 4.7 4.8 49 6.3
of which:_ProfessiouaJ, Admin & 71 0.4 131 10.9 9.0 73 55 0.5
Support Services
Real Estate 6.7 4.5 6.0 5.0 4.0 52 58 6.2
Education 228 4.8 4.6 44 39 3.0 4.0 4.7
Health 89 4.5 5.7 4.4 G § 5.4 5.0 51
Taxes less subsidies 11.9 7.0 9.5 6.1 7.3 53 4.0 2.8
Real GDP 7.6 4.8 6.2 5.2 4.3 55 5.5 5.9

Source of Data: Kenya National Bureau of Statistics.

149. Agriculture: In the first three quarters of 2023, the agriculture sector
rebounded strongly following improved weather conditions and the impact of
fertilizer and seed subsidies provided to farmers by the Government. The sector
grew by 6.1 percent in the first quarter, 8.2 percent in the second quarter and 6.7
percent in the third quarter. The strong performance was reflected in enhanced

production, especially of food crops that led to significant increase in exports of DO

tea, coffee, vegetables and fruits. However, production of cut flowers and
sugarcane declined during the period.
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150. Services: The services sector continued to sustain strong growth momentum
in the first three quarters of 2023 growing by an average of 6.2 percent (5.9 percent
in the first quarter, 5.9 percent in the second quarter and 6.9 percent in the third
quarter). The robust performance was reflected in the notable growth of
information and communication (driven by increases in wireless internet and fiber-
to-home subscriptions), wholesale and retail trade, accommodation and food
services (driven by recovery in tourism), financial and insurance (due to strong
private sector credit growth, increased yield on investment and increased return on
deposits by commercial banks) and real estate (supported by sustained expansion

of the construction industry).

151. Industry: In the first three quarters of 2023, the industrial sector remained
positive and recorded growths of 2.4 percent in the first quarter, 1.7 percent in the
second quarter and 2.9 percent in the third quarter compared to growths of 4.4
percent, 4.2 percent and 3.0 percent, respectively in similar quarters in 2022.
Growth in the sector was supported by increased activities in the construction
sector mainly reflected in the increased consumption of cement and imports of
bitumen, iron, and steel. Activities in the manufacturing sector, which accounts for
nearly half of the industrial sector output, was hampered by a decline in the
manufacture of both food (particularly sugar production) and non-food products
while electricity sub-sector slowed down due to a notable decrease in electricity %o
generation from all sources, except geothermal.

{O

Inflation outcomes

152. Inflation had remained above the Government target range of 5+2.5 percent
from June 2022 to June 2023. In order to anchor inflation expectations, the
Monetary Policy Committee (MPC) gradually raised the policy rate (Central Bank
Rate (CBR)) from 7.50 percent in May 2022 to 10.50 percent in June 2023 and
further to 12.50 percent in December 2023. The tightening of the monetary policy
was to address the pressures on the exchange rate and mitigate second round effects
including from global prices. This ensured that inflationary expectations remain
anchored, while setting inflation on a firm downward path towards the 5.0 percent
mid-point of the target range. This policy action was complemented by
Government interventions and favourable weather conditions that increased food? ~
supply. Consequently, inflation eased gradually to 6.6 percent in December 2023
from a peak of 9.6 percent in October 2022 and has been within the target range
for the first half of FY 2023/24 (Figure 2.1). However, inflation has remained
sticky in the upper bound of the Government’s target range since July 2023 due to

relatively higher energy prices.

153. Food inflation remained the dominant driver of overall inflation in December

2023. However, it declined to 7.7 percent in December 2023 from a peak of 15.8
percent in October 2022 supported by general decline in international food prices,
government interventions through zero rating of select food commodities, and
improved weather conditions that enhanced production of fast-growing food items,

thus moderating their prices. Nonetheless, sugar prices remained elevated driven By
by domestic and global factors.

154. Fuel inflation declined to 13.7 percent in December 2023 from 15.5 percent
in November 2023, driven by a ﬂ)gnﬁd adjustment in pump prices by the

S w— — e e
_-i AN LT T a Ty 7= [ 2



128

Energy and Petroleum Regulatory Authority (EPRA). However, fuel inflation has
remained elevated reflecting the impact of higher international oil prices,
depreciation in the shilling exchange rate and gradual withdraw of the fuel
subsidize from September 2022 and the upward adjustment of electricity tariff
from April 2023. In addition, the upward adjustment of VAT on petroleum product
in July 2023 from 8.0 percent to 16.0 percent to eliminate tax credits from the sector
exacted upward pressures on prices. However, prices of cooking gas continued to
decline and moderated inflation reflecting the impact of the zero-rating of VAT on
liquefied petroleum gas (LPG).

155. Core (non-food non-fuel) inflation remained stable at 3.4 percent in O
December 2023, from a peak of 4.4 percent in March 2023. The decline is
attributed to the tight monetary policy and muted demand pressures.

Figure 2.1: Inflation Rate, Percent
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Source of Data: Kenya National Bureau of Statistics

Monetary and Credit Developments

156. Broad money supply, M3, grew by 21.1 percent in the year to November 2023
compared to a growth of 5.3 percent in the year to November 2022 (Table 2.3).
The primary source of the increase in M3 was an improvement in the Net Foreign
Assets (NFA) of the banking system and resilient domestic credit. The increase in
NFA mainly reflected the improvement in commercial banks’ foreign assets.

157. Net Domestic Assets (NDA) registered a growth of 10.7 percent in the year

to November 2023, compared to a growth of 14.6 percent over a similar period in
2022. The growth in NDA was mainly supported by an increase in domestic credit Z-t
particularly resilient private sector credit and net lending to government. Growth

of domestic credit extended by the banking system to the Government declined to

a growth of 14.4 percent in the year to November 2023 compared to a growth of
15.2 percent in the year to November 2022.
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Table 2.3: Money and Credit Developments (12 Months to November 2023,

Ksh billion)
Change Percent Change
2021 2022 2023 | 2021-2022 | 2022-2023 | 2021-2022 | 2022-2023
November | November | November | November | November | November | November
COMPONENTS OF M3
1. Money supply, M1 (1.11.2+13) 1,822.0 19020 | 20125 [ 800 1105 44 5.8
1.1 currency outside banks (MO) 238.6 2522 | 2721 | 136 20.5 57 8.1
1.2 Demand deposits 1496.6 1,560.6 16327 | 640 72.1 43 4.6
1.3 Other deposits at CBK 86.3 89.2 1071 | 24 179 2 201
2. Money supply. M2 (1+2.1) 34353 3,537.3 3,906.3 102.0 369.0 30 10.4
2.1 Time and savings deposits 1,613.3 16353 i 1,893.8 22,01 258.5 1.364 15.8
Money supply, M3 (2+3.1) 4234.0 44602 | 54026 | 2262 942.4 53 21.1
3.1 Foreign currency deposits 798.7 922.9 14963 | 1242 573.4 15.6 62.1
SOURCES OF M3 |
1. Net foveign assets (1.1+1.2) 5814 276.0 771.8 ‘ (305.3) 495.8 (52.5) 179.6
1.1 Central Bank 710.4 5317 | 4971 | (1737) (34.5) (252) (6.5)
1.2 Banking Institurions (129.0) (557) | 2746 | (126.6) 5303 | (982) 207.4
2. Net domestic assets (2.1+2.2) 3,652.7 41842 | 41,6308 | oSS 446.6 146 10.7
2.1 Domestic credit (2.1.142.1.2+42.1.3)|  4,797.6 54252 | 61868 | 6276 761.6 13.1 14.0
2.1.1 Govermnent (uet) 1,684.4 19404 | 22207 | 2560 280.4 152 14.4
2.1.2 Other public sector 84.9 793 16 | 69 323 | (65) 40.7
2.1.3 Private sector 3,028.3 3,4055 38545 | 3772 448.9 125 13.2
2.2 Other assets net (1,1450) | (1L2411) | (1,556.0) |  (96.1) (315.0) 8.4) (25.4)

Source of Data: Central Bank of Kenya

158. Growth in private sector credit from the banking system remained resilient
partly reflecting improving business conditions and demand for working capital.
Credit advanced to the private sector grew by 13.2 percent in the year to November
2023 compared to a growth of 12.5 percent in the year to November 2022 (Figure
2.2). Strong credit growth was observed in finance and insurance, agriculture,
transport and communications and manufacturing. Growth in private sector credit
is expected to remain relatively stable, supported by, among other factors, resilient
economic activity, and the implementation of the Credit Guarantee Scheme for the

vulnerable MSMEs.

Figure 2.2: Private Sector Credit
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Interest Rates Developments

159. Short-term interest rates increased in December 2023, partly reflecting the
tight monetary policy stance and liquidity conditions in the money market. The
interbank rate increased to 11.7 percent in December 2023 compared to 5.4 percent
in December 2022 while the 91-day Treasury Bills rate increased to 15.8 percent
compared to 9.3 percent over the same period (Figure 2.3). The introduction of the
interest rate corridor around the CBR (set at CBR+ 250 basis points by the MPC
in August 2023) has aligned the interbank weighted average rate to the Central
Bank Rate and thereby improving the transmission of the monetary policy.

Figure 2.3: Short Term Interest Rates, Percent
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160. Commercial banks average lending and deposit rates increased in the year to
October 2023 in tandem with the tightening of the monetary policy stance. The
average lending rate increased to 14.2 percent in October 2023 from 12.4 percent
in October 2022 while the average deposit rate increased to 9.1 percent from 7.0
percent over the same period. Consequently, the average interest rate spread
declined to 5.1 percent in October 2023 from 5.4 percent in October 2022.

External Sector Developments

161. The current account deficit improved to USD 4,196.5 million (4.2 percent of
GDP) in November 2023 compared to USD 6,012.3 million (5.4 percent of GDP)
in November 2022. The current account balance was supported by an improvement
in the trade balance account and resilient remittances (Table 2.4).

162. In the year to November 2023, exports contracted by 2.9 percent mainly due
to a decline in horticultural exports particularly cut flowers despite an improvement
in receipts from tea, chemicals and manufactured exports. The increase in receipts
from tea exports reflects higher prices attributed to lower global supply due to
drought amid resilient demand from traditional markets while the increase in
manufactured exports receipts reflects strong regional demand.

163. On the other hand, imports declined by 11.4 percent in the 12 months to
November 2023, mainly reflecting lower imports of infrastructure related
equipment, manufactured goods, ozl'_ , and chemicals. Oil prices remain elevated on
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account increased geopolitical fragmentation and global oil supply cuts by major
oil exporters particularly Saudi Arabia and Russia. As a result, the trade account
balance improved by USD 2,015.0 million to a deficit of USD 10,002.2 million in
November 2023,

Table 2.4: Balance of Payments (USD Million)

Actuals as a
Year to November 2023 | Percent of GDP
Percent
Nov-21 | Nov-22 | Nov-23 | Change | Change | Nov-22 | Nov-23
Overall Balance (1,005.0) | 1,802.8 | 1,321.4 (481.3) (26.7 1.6 13
A) Current Account (5,637.6) | (6,012.3) | (4,196.5) | 1,815.9 302 G4 | @2
Merchandise Account (a-b) (10,669.5)|(12,017.2) (10.002.2) | 2.015.0 16.8 (10.8) | (10.1)
a) Goods: exports 6.699.7 | 74729 7.258.5 (214.4) (2.9) 6.7 73
b) Goods: imports 17.369.2 | 19.490.1 |17.260.7 | (2.229.4) (114) 17.5 174
Ner Services (c-d) - 876.9 1,290.4 768.2 (522.2) (40.5) 1.2 0.8
¢) Services: credit 4.792.2 6,466.9 5,641.8 | (825.0) (12.8) | 58 5.7
d) Services: debit 39154 | 5,176.5 | 4,873.7 l' G028 | (58) } 4.7 4.9
Net Primary Income (e=f) (1,823.9) | (1,742.6) | (1.988.7) | (246.1) (141) | (1.6) (2.0)
) Primary income: credit 620 | 406 1034 \ 62.7 1543 0.0 0.1
£) Primary income: debit 18859 | 17832 | 20920 | 3088 17.3 16 | 21
Net Secondary: Income 5979.0 | 6457.0 | 7.026.2 | 569.2 8.8 58 7.1
2) Secondary income: credit 6,116.5 | 6,519.5 | 7.150.5 ] 631.0 9.7 59 72
h) Secondary income: debit 137.5 62.5 1243 | 61.8 98.9 01 0.1
B) Capital Account 196.8 1445 133.7 (10.8) (7.4) 0.1 0.1
C) Financial Acconnt (5,828.8) | (4,329.1) | (3,030.6) | 1,298.6 30.0 39 | G.1

Source of Data: Central Bank of Kenya

164. Net receipts on the services account declined by USD 522.2 million to USD
768.2 million in November 2023 compared to a similar period in 2022. This was
mainly on account of a decline in receipts from transport despite an increase in
receipts from tourism as international travel continues to improve. Net Secondary
income remained resilient owing to an increase in remittances which amounted to
USD 4,174.6 million in the 12 months to November 2023, and were 3.8 percent (©
higher compared to a similar period in 2022.

165. The capital account balance declined by USD 10.8 million to register a
surplus of USD 133.7 million in November 2023 compared to a surplus of USD
144.5 million in the same period in 2022. Net financial inflows slowed down but
remained vibrant at USD 3,030.6 million in November 2023 compared to USD
4,329.1 million in November 2022. The net financial inflows were mainly in the
form of other investments, financial derivatives, and direct investments. Portfolio
investments registered a net outflow during the period.

166. The overall balance of payments position slowed down to a surplus of USD
1,321.4 million (1.3 percent of GDP) in November 2023 from a surplus of USD 2:©
1,802.8 million (1.6 percent of GDP) in November 2022.

Foreign Exchange Reserves

167. The banking system’s foreign exchange holdings remained strong at USD
14,211.1 million in November 2023, an improvement from USD 12,084.7 million
in November 2022. The official foreign exchange reserves held by the Central
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Bank stood at USD 7,397.6 million compared to USD 7,969.5 million over the
same period (Figure 2.4). Commercial banks holdings improved to USD 6,813.5
million in November 2023 from USD 4,115.2 million in November 2022.

168. The official reserves held by the Central Bank in November 2023 represented
4.0 months of import cover as compared to the 3.9 months of import cover in
November 2022. It, however, fulfilled the requirement to maintain it at a minimum
of 4.0 months of imports cover to provide adequate buffer against short-term
shocks in the foreign exchange market.

Figure 2.4: Foreign Exchange Reserves (USD Million)
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Exchange Rate Developments

169. Kenya like several other countries is experiencing foreign exchange
challenges due to the rise of US interest rates. In December 2023, the Kenya
Shilling weakened by 25.3 percent against the US Dollar, 30.2 percent against the
Sterling Pound and 29.2 percent against the Euro, compared to a similar period in
2022.

170. The Kenya Shilling against the US Dollar exchanged at an average of Ksh
154.1 in December 2023 compared to an average of Ksh 122.9 in December 2022.
Against the Euro, the Kenya shilling weakened to exchange at Ksh 168.0 in
December 2023 compared to Ksh 130.0 in December 2022 while against the
Sterling Pound the Kenyan Shilling also weakened to exchange at Ksh 195.0
compared to Ksh 149.8, over the same period (Figure 2.5). The Kenyan Shilling

was supported by increased remittances, adequate foreign exchange reserves and 20

strong exports receipts.

171. The Government has taken measures to stabilize the foreign exchange market
which include resuscitating the inter-bank forex market and the Government-to-
Government petroleum supply arrangement. This arrangement is mainly intended
to address the US Dollar (USD) liquidity challenges and exchange rate volatility
caused by the global dollar shortage and spot market reactions that was driving
volatility and a false depreciation that was a scarcity value as well as market

distortion.




Figure 2.5: Kenya Shillings Exchange Rate
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Source of Data: Central Bank of Kenya

Capital Markets Developments

172. Activity in the capital markets slowed down in December 2023 compared to
December 2022 as advanced economies tightened their monetary policy amid
inflationary pressures. The NSE 20 Share Index declined to 1,509 points in
December 2023 compared to 1,676 points in December 2022 while Market
capitalization declined to Ksh 1,432 billion from Ksh 1,986 billion over the same

period (Figure 2.6).

Figure 2.6: Performance of the Nairobi Securities Exchange
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2.3 Fiscal Performance

173. Budget execution during the first five months of FY 2023/24 progressed
relatively well with revenues recording a growth of 13.2 percent in November 2023
compared to a growth of 10.6 percent in November 2022. Total revenue recorded
a shortfall of Ksh 98.7 billion with ordinary revenue missing the November 2023
target by Ksh 98.2 billion and Ministerial Appropriation in Aid (AiA) recording a
shortfall of Ksh 0.5 billion. Revenue performance is anticipated to improve over
the course of the fiscal year, mainly supported by the improved revenue
administration by the Kenya Revenue Authority.

174. Similarly, overall expenditures were below target by Ksh 335.7 billion in
November 2023 on account of below target disbursements towards; recurrent
expenditures by Ksh 166.7 billion, development expenditure by Ksh 106.1 billion,
and County Governments by Ksh 62.8 billion. The below target performance in
expenditures is largely explained by the shortfalls in revenue performance (Table

2.5a).

W

Table 2.5a: Fiscal Performance as at 30" November, 2023(Ksh billion)

Nov-22 Nov-23
Ksh. Billion % of GDP

Prel. Act. |Target  Prl. Act.  Deviation |Target Prl Act.

A. Total Revenue including External Grants | 897.1| 1,1167 _  1,0164 (100.3)) 6.2 6.3
Total Revenaes (1+2) 8938 | 1,1102° 10115 (98.7)| 6.9 6.3
1. Ordinary Revenue 786.5| 97111 878.9 (98.2)] 6.1 54
lmpottdsy _sa9| ' es8l 562, (126 04 _ 03
Escisedmy | 89| 131l uel_ (nnf 08| 07
Income tax 342.5 4570] 3804 (766 28' 24
VAT o 26391 2661 22| 161 1§
OtherReveme ___ _ | ss1| s3] 601 s8f 037 04
2. Ministerial Appropriation in Aid 107.3 1332 | 1323 (0.5 08 0.8
ofw RDL 16.8 142 137 (04 0.1 0.1

3. External Grants 33 6.5 49 (1.6) 00 00
B. Total Expendifure and Net Lending 1,003.8| 1,496.4 11608 (3357 93 7.2
1. Recurrent Expenditure 822.8| 1,087.5 9208  (166.7)| 6.7 52
2Development | 90| 2386 1324 (061 15 08
3.County Allocation 1221 170.4 | 107.5 (28 1.1 0.7

4. Contigency Fund * - - - - -

C. Balance Exclusive of Grants ___ (200.0) (386.2). 1’,149.2).r 236.9| (24) (0.9)
DGrants | 33| _65i 49 __ e 00 00
E. Balance inclusive of Grants (Cash basis) (196.7) {3791?)-’ (144.4). 21353 (24) (0.9
. Discrepancy 23.0 - . Mme _ag_- ' @O
F. Totol Fipancing __ no7| 397, 1327 Q40| 24'__08
1. Net Foreign Financing 39.0 0.9 (234). (24.3) 00 (0.1)
2. Net Domestic Financing 180.7 378.8 156.2 Q2.7 23 1.0
Nominal GDP (Fiscal Year) 14,002.5 | 16131L.5 16,131.5 - | 100.0 100.0

Source of Data: National Treasury
Revenue Performance

175. Revenue collection to November 2023 recorded a slightly higher growth of
13.2 percent compared to a growth of 10.6 percent in November 2022. This

revenue performance is partly explained by rising cost of living which has
negatively affected the business enviro@en%_ﬁxs at end November 2023, the
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cumulative total revenue inclusive of Ministerial Appropriation in Aid (A-i-A) was
Ksh 1,011.5 billion against a target of Ksh 1,110.2 billion recording a shortfall of

Ksh 98.7 billion.

176. Ordinary revenue for the period to November 2023 was Ksh 878.9 billion
against a target of Ksh 977.1 billion translating into a shortfall of Ksh 98.2 billion
despite recording a growth of 11.7 percent. All broad tax categories of ordinary
revenue safe for Value Added Tax (VAT) fell short of the respective targets during
the review period. Income tax recorded a shortfall of Ksh 76.6 billion, Excise taxes
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of Ksh 17.1 billion and Import duty of Ksh 12.6 billion. Value Added Tax (VAT) |

and other revenue were above target by Ksh 2.2 billion and Ksh 12.0 billion.

177. Ministerial A-i-A inclusive of the Railway Development Levy amounted to
Ksh 132.7 billion in November 2023 against a target of Ksh 133.2 billion recording
a shortfall of Ksh 0.5 billion.

Expenditure Performance

178. Total expenditure and net lending in the period to November 2023 amounted
to Ksh 1,160.8 billion against a target of Ksh 1,496.4 billion, translating to a
shortfall in expenditure of Ksh 335.6 billion. This was largely on account of below
target disbursement towards recurrent expenditure by Ksh 166.7 billion,
development expenditure by Ksh 106.1 billion and below target disbursement to
County Governments of Ksh 62.8 billion (Table 2.5a).

179. The below target recurrent expenditure as at November 2023 was on account
of below target payments on domestic interest (Ksh 51.8 billion), operations and
maintenance (Ksh 83.7 billion), pensions (17.0 billion), external interest (Ksh 6.2
billion) and below target contributions to civil service pension fund of Ksh 7.3
billion. Development expenditures were below target by Ksh 106.1 billion on
account of below target disbursement towards domestically financed programmes
by Ksh 91.1 billion and foreign financed programmes by Ksh 13.1 billion.
Disbursement to County Governments was below target by Ksh 62.8 billion. -

180. Fiscal operations of the Government by end of November 2023 resulted in an
overall deficit including grants of Ksh 144.4 billion against a projected deficit of
Ksh 379.7 billion. This deficit was financed through net domestic borrowing of
Ksh 156.2 billion and net foreign repayment of Ksh 23.4 billion.

2.4 Fiscal Policy

181. The medium-term fiscal policy approach seeks to support the Government's
Bottom-Up Economic Transformation Agenda through continued implementation
of a growth responsive fiscal consolidation plan that slows the yearly increase in
the public debt and puts in place an efficient liability management strategy without
affecting the provision of services to the public. In addition, the Government will
put in place measures to broaden the revenue base and rationalize expenditures in
order to reduce the fiscal deficits. Consequently, revenue collections are expected
to rise to 20.2 percent of GDP in FY 2027/28 from 19.0 percent of GDP in the FY
2023/24 while total expenditures are projected to reduce to 23.7 percent of GDP
from 24.2 percent of GDP over the same period. Implementation of the reforms on
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revenue and expenditure is expected to result in reduction in the fiscal deficit
including grants from Ksh 785.0 billion (4.9 percent of GDP) in the FY 2023/24 to
Ksh 771.0 billion (3.1 percent of GDP) in the FY 2027/28 (Table 2.5 b).

Table 2.5b: Fiscal Framework (Ksh billion)

FY202122]  FY 202223 |FY 2023/24]FY 2024725]FY 2025/26|FY 2026727|FY 2027/28]
Revised

Acrual Estimates |Prel Act. PROJECTIONS
TOTALREVENCE ~ 21998 24786 | 23605 3070.6] 34350] 38331[ 43765] 49784
Ordinaryrevense | 19179| 21454 20411 26246) 29481| 32942] 37757/ 43058
Misterial Appropeationin Aid |~ 2819| 3332| 5194|  Mss| 4869|  S389) 6008) 6726
TOTAL EXPENDITURE AND NETLENDING | _ 30278 | 33666 | 32210| 39029 41s82| 450/ 51700| 58231
Recurrent _ 24353 | 23677| 23116| 27601 | 28593 30265 34037| 3,999
Development sa0.0 | s605| 4937|  7i7g| 8778 10687 1,2093) 14279
County Transfer 3524 _ 4363 | 4158  4239] 4461 4529 3520 5903
Contigency Fuad oot o o et 20| - 1| 50| _sol _sef 50
BALANCE EXCLUDING GRANTS G0 (979 @5|__ @Ry s 018 009 649
Guats | 30| 47| 31| 474f 493 82| 686} 738
BALANCE INCLUSIVE OF GRANTS (97.0)| _(8462) _(837.4)  (@8s0)  (7039)| (6667 _ (7249) _ (171.0)
Adjustment to cash basis oous| - | 3o - f | - = Lot
BALANCE INCLUSIVE OF GRANTS(cashbasis| _ (785)] — (346.2){  (S004)  (785.0)  (703.9)( (6667)  (7249) _(77L.0)|
Disreparey oo | BTA - GOI > . o @0
TOTALFINANCING . "I""77478| _ 8462| 7703| 7850| 7038| 6667| 73| 7710
NetForeignFinancing _ 25| 3627| 3108 3622 3261 1037/ 2308) 275
NetDi i Finandr_g 6033 483.6 439.5 4227 37177 563.0 494.1 553.5
Nominal GDP (Fiscal year) 12,6980 | 14,5116 | 14274.4 | 16,131.5] 18,0152 20,002.3| 22,180.5] 24,5945

As a share of GDP

TOIALRIVEN‘:'E 17.3 171 1685 18.0 131 192 18.7 202
Ordnaryreveme w1 wel M3l 163 B4 165|170 175
Miisterial Appropriation in Aid 22| 23 22 28 27 27 27 27
TOTAL EXPENDITURE AND NET LENDING 238 22 226 242 22 228 233 27
Recureat _ | e8| w3l 2| wi| &9| il 13155
Development 43 39 35 44 49 53 55 58
Couty Tramsfer . _ 28| 30| 29| 28| 25| 23 26| . 24
Contigency Fund : 0.0 : 0.0 00| _ 00 0.0 0.0
BALANCE EXCLUDING GRANTS {6.5) (6.1 (6.0) G2 42 (3.6) (3.6} (3.4)
Guams _ .. __ | __e2l 03| 02 03| o3| 03] 03 03
BALANCE INCLUSIVE OF GRANTS (6.3) (5.8) (5.9) (4.9 L) | (3.3) {3.3) (3.1)
Adusmenttocashbass .| 01 ] . - - - .
BALANCE INCLUSIVE OF GRANTS(cash basis 62} 68 (5.61 @.9) (1) I e %) (33 3.0
Discrepancy | _ (0.3 - (0.2) . - - (0.0
TOTALFINANCING  _ 59 6.9 54 49 g 33 83 _3d
NetForeignFinanciog _ [ ad| 28| 2a] . 2] - Bl .08 10 03
Net Domestic Financing 48 33 32 26 21 2.8 22 23
Nominal GDP !Elscal \'ear! 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Source of Data: National Treasury
Domestic Revenue Mobilization

182. The Government will implement a mix of tax administrative and tax policy
measures in order to boost revenue collection efforts by the Kenya Revenue
Authority (KRA) to over Ksh 4.0 trillion in the medium term thereby supporting
economic activity. In particular, the Government will focus on domestic resource
mobilization efforts that include:

i) Implementation of the Finance Act 2023 that targets to boost revenue
collection. This will lead to a tax effort of 16.3% of GDP in FY 2023/24;

i
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ii) Implementation of the National Tax Policy to improve the tax system's
administrative effectiveness, offer uniformity and clarity in tax laws, and
control tax expenditures;

iii) Implementation of the Medium-Term Revenue Strategy (MTRS) for the

period FY 2024/25 - 2026/27 to further strengthen tax revenue mobilization
efforts to 20.0% of GDP over the medium term,;

iv) Focus on non-tax measures that MDAs can raise through the services they
offer to the public e.g. Ministry of Land, Immigration and citizen services

among others; and
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v) Strengthening of Tax Administration by KRA through scaling up use of fo

technology to seal leakages; enhancements of iTax and Integrated Customs
Management System (iCMS); and use of e-TIMS (Tax Invoice Management

System).
Expenditure Reforms

183. The Government will sustain efforts to improve efficiency in public spending
and ensure value for money by: i) eliminating non priority expenditures; ii)
rationalizing tax expenditures; iii) scaling up the use of Public Private Partnerships
financing for commercially viable projects; iv) digitizing of asset reporting through
operationalization of IFMIS asset module by all MDAs; and iv) rolling out of an
end - to - end e-Government Procurement (e-GP) System to the National and

County Governments in the FY 2024/25 where all public procurement and assets J©O

disposal transactions are undertaken online and are fully compliant with the Public
Procurement and Asset Disposal Act of 2015 and its attendant Regulations 2020.
The developed e-GP system will be interfaced with the Integrated Financial
Management Information System (IFMIS) to process payments of contracted
suppliers. Currently, the Government is piloting the new e-GP system in twelve
(12) MDAs. Once the system is implemented, it is expected to promote savings of
about 10-15 percent of the total Government procurement expenditure, value for
money, efficiency, transparency, audit trail and enhance good governance in our

public procurement.

184. In order to increase efficiency and effectiveness of the public spending, the
Government will continue to implement Public Investment Management
Regulations that aim to streamline initiation, execution and delivery of public
investment projects. Ministries shall be required to finalize ongoing projects before
commencing new projects in order to reduce the Government’s exposure on stalled
projects. Additionally, all PIM approved projects shall be required to factor
environmental and climate related risks including carbon emission and disaster risk
management as part of project appraisal. Going forward, the National Government
will commence rolling out the PIM Regulations to County Governments. Further,
the Government will roll out the Public Investment Management Information
System (PIMIS) to all the Ministries, Departments and Agencies (MDAs). The
System is aimed at improving the management of development projects in the
country. All State Departments, SAGAs and SOEs shall be required to list all the

projects. S-)q
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185. To sustain and strengthen the pension reforms, the Government will monitor
and completely separate and delink the goverance of the Public Service
Superannuation Scheme from that of the non-contributory scheme. The
Government will also revamp the public service pension administration through
digitization and re-engineering of the pension management system, expected to be
completed by December 2024. Digitization will streamline processes, improve
accuracy, and facilitate timely pensions payments. This also enable better
monitoring and management of pension-related matters while re-engineering will

138

complement the digitization by availing an end-to-end Enterprise Resource j»

Planning (ERP) solution that takes advantage of the modern IT technologies. -

186. In order to address the challenges faced by Government Owned Enterprises
(GOEs), commonly known as Commercial State Corporations, the Government
has embarked on the process of privatising and restructuring of these entities.
Following the enactment of the Privatisation Act, 2023, the Government will fast-
track the privatisation of GOEs and Government Linked Corporations (GLCs). As
part of the process, the Government has identified and proposed eleven (11) entities
to be included in the 2023/2024 Privatisation Program, in line with the provisions
of the Privatisation Act, 2023. The privatisation is geared towards the

Government’s efforts for fiscal consolidation and spurring economic development2 o

through: Raising additional revenue; Reduction in the demand for Government
resources; Improvement of regulatory framework in the economy by unbundling
regulatory and commercial functions among some entities; and Improvement of
efficiency in the economy by encouraging more participation of the private sector
hence make the economy more responsive to market forces; among others.

Deficit Financing Policy

187. Consistent with the objective of minimizing costs and risks of public debt, the
Government will mobilize resources mainly from multilateral and bilateral
Development Partners (DPs). Commercial borrowing sources will be utilized as
last resort to fund the fiscal deficit and repay maturing external debts. Net domestic
financing requirements will be met through the issuance of Treasury bonds in the

domestic market.

188. More emphasis will be on maximizing concessional loans while non-
concessional and commercial external borrowing will be limited to economic
enabler projects that cannot secure concessional financing and are in line with the
Bottom-Up Transformation Agenda of the Government.

189. In light of increased cost of financing, the Government will continue to
monitor the global financial market conditions before accessing the international
capital market for any liability management operations. The Government will also
explore other alternative sources of financing including climate Fund financing
options, Debt for Nature Swaps, Samurai and Panda bonds depending on the
prevailing market and macroeconomic conditions.

190. The domestic debt market remains one of central funding source to the
Government as it contributes to half of the total required financing needs thus
mitigating against external currency risks. The Govermnment will continue to

9
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implement reforms that are aimed at deepening, improving efficiency and
diversifying the investor base within the domestic market.

191. Commitment to fiscal consolidation with a view to reducing fiscal deficits
remains important to Government in restraining debt accumulation and thus
progressively reduce the debt service over the medium-term amidst global shocks
on Kenya’s economy and its medium-term prospects.

2.5 Economic Outlook

192. The economy is projected to remain strong and resilient in 2023, 2024 and
over the medium term supported by the continued robust growth of the services
sectors, the rebound in agriculture, and the ongoing implementation of measures to
boost economic activity in priority sectors by the Government. As such, the

economy is expected to remain strong and expand by 5.5 percent in both 2023 and (O

2024 (5.5 percent in FY 2023/24 and in FY 2024/25) (Table 2.6 and Annex Table
1).

193. From the supply side, this growth will be driven by a strong recovery in the
agriculture sector supported by the anticipated adequate rainfall in most parts ‘of
the country and a decline in global commodity prices that will reduce the cost of
production. Additionally, Government intervention measures aimed at lowering
the cost of production such as the ongoing fertilizer and seed subsidy program and
provision of adequate affordable working capital to farmers will support growth of
the sector.

194. The industry sector will be driven mainly by increased activities in

manufacturing and construction subsectors. Manufacturing subsector will be 20

supported by improved availability of raw materials following the recovery in
agriculture production and a decline in global commodity prices which will support
food processing. Construction subsector will be driven by sustained investment in
the Affordable Housing programme, PPP infrastructure projects and the ongoing
work on building and maintaining public infrastructure. Electricity and water
supply subsector is expected to remain vibrant due to the anticipated increase in
demand as the industrial and residential consumption grows.

195. Services sector will be supported by resilient activities in accommodation and

restaurant, financial and insurance, information and communication, wholesale and 20

retail trade and transport and storage, among others. Accommodation and
restaurant subsector will be supported by the continued increase in tourists’ arrivals
as international travels recovers following the global economic slowdown and
Government’s effort to revamp the sector, through promotion of international
conference, cultural festivals and promoting wildlife safaris. Transport and Storage
subsector will be supported by improvement of critical national and regional trunk
roads that have the highest economic impact and adoption of electric vehicles
which signals new era of mobility. Activities in information and communication
subsector will be supported by laying of additional National Fiber Optic network

which will enable the Country to achieve the required national bandwidth to 2©

expedite the deployment and development of rural telecommunication services.
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196. On the demand side, growth will be driven by an improvement in aggregate
demand. Aggregate demand will be supported by household private consumption
and robust private sector investments coupled with Government investments as the
public sector consolidates. This growth will also be supported by improvement in
the external account supported by strong export growth and resilient remittances.

197. Consumption will mainly be driven by strong Private consumption which is
expected to increase to 78.9 percent of GDP in 2024 from 78.1 percent of GDP in
2023. The easing of inflationary pressures will result in strong household
disposable income, which will in turn support household consumption.
Government consumption is projected to decline in 2023 and 2024 in line with theifo
fiscal consolidation program.

198. Aggregate investment is projected to remain stable at 19.4 percent of GDP in
2023 and 19.5 percent of GDP in 2024 mainly supported by the private sector.
Investment will benefit from focus on public-private-partnership (PPP) projects
and improvements in the Foreign Exchange market conditions. Additionally,
private investments will be supported by stable macroeconomic conditions coupled
with the ongoing fiscal consolidation which will provide the needed confidence for
investors. Interventions by the Government through the Hustlers’ Fund will
strengthen MSMEs thereby correcting market failures for the vast majority -of
Kenya's at the bottom of the pyramid. This will strengthen the private sector led 2.0
growth opportunities.

199. Growth over the medium term will also be driven by sustained Government
investments in the Affordable Housing programme, PPP infrastructure projects and
the ongoing work on building and maintaining public infrastructure. The
development spending in the budget will be above 5.0 percent of GDP so as not to
impact on growth momentum. The spending supports investments in key projects
under the Bottom-Up Economic Transformation Agenda (BETA). Particularly,
investments in the nine priority value chains (Leather, Cotton, Dairy, Edible Oils,
Tea, Rice, Blue economy, Natural Resources (including Minerals and Forestry),
and Building Materials). o 30

200. The current account deficit is projected to improve to 4.4 percent of GDP in
2023 and 4.0 percent of GDP in 2024 compared to 5.1 percent of GDP in 2022.
The expected narrowing of the current account deficit is driven by a decline in
imports amid lower oil prices, exchange rate adjustment, and further rationalization
of capital spending. Additionally, the current account balance will be supported by
continued strong remittance inflows.

201. Kenya’s exports of goods and services is expected to continue strengthening
supported by receipts from tourism, and an increase in receipts from tea and
manufactured exports. The strengthening of the dollar against the Shilling is also
expected to support export receipts. The expected recovery of Kenya’s trading.-i{."h
partners and the implementation of Africa Continental Free Trade Area (AfCFTA)

will enhance demand for exports of Kenyan manufactured products. Additionally,

the implementation of crops and livestock value chains, specifically, exports of tea,
coffee, vegetables and fresh horticultural produce, among others will support
growth in export receipts.
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202. In the Balance of Payments Statement; external financing needs will be met
mainly by equity inflows and foreign direct investment given the conducive
business climate that Government has created particularly the fiscal policy
predictability.

Monetary Policy Management

203. The monetary policy stance is aimed at achieving price stability and providing
adequate credit to support economic activity. With agriculture recovering, the

contribution from food prices to headline inflation is expected to decline but
pressures from fuel prices are expected to remain in the near term. Overall, inflation
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is expected to largely remain within the target band of 5+2.5 percent in the medium-jO

term. This will be supported by muted demand pressures consistent with prudent
monetary policy and easing of domestic and global food prices coupled with
Government measures to lower cost of production through subsidizing farm inputs
and support sufficient supply of staple food items through zero rated imports.

204. In order to ensure that inflationary expectations are well anchored and in line
with maintaining external sustainability, the Government will continue to adjust
the monetary policy stance decisively as needed, to mitigate the second-round
effects, including from international oil price shocks, exchange rate adjustments,
and risks from any other future shocks. In addition to inflation objectives, the

Central Bank of Kenya (CBK) will ensure that the monetary policy stance and>6

central bank policy operations are mutually consistent at all times with policy, in
order to support confidence in macroeconomic stability, meeting Government’s
financing needs, maintaining Kenya’s external sustainability, and ensuring
adequacy of foreign exchange reserves.

205. The Government will also support a flexible exchange rate system to act as
external shock absorber. To address the challenges of pricing and liquidity, CBK
issued the Kenya FX code in March 2023. The code is aligned to best practices
adopted in leading jurisdictions and incorporates relevant elements of the Global
FX Code. The leading principles include practices on Execution, Governance, and

Risk Management and Compliance which foster a robust, fair, open, liquid and {{o

appropriately transparent market. This was complemented by concerted efforts to
reactivate the interbank FX market. Two foreign exchange inter-dealer brokers are
already active in the interbank FX market, supporting price discovery.

206. Over the medium term, CBK will continue implementing reforms outlined in
the White Paper on Modernization of the Monetary Policy Framework and
Operations. The reforms aim at enhancing the effectiveness of monetary policy and
support anchoring of inflation expectations through inflation targeting. In order to
enhance monetary policy transmission, CBK adopted a new monetary policy
implementation framework and launched the Centralized Securities Depository
System (CSD) in 2023. 5

207. The new framework, adopted in August 2023, which is based on inflation
targeting, introduced an interest rate corridor around the Central Bank Rate (CBR)
set at CBR+250 basis points. Consequently, monetary policy operations are aimed
at ensuring the interbank rate, the operating target, closely tracks the CBR within
the corridor. To further improve the operation of the interest rate corridor




framework, access to the Discount Window was improved as the applicable interest
rate was reduced from the 600 basis points above CBR to 400 basis points above
CBR. The Centralized Securities Depository System, the DhowCSD, which went
live on 31 July, 2023, is a versatile market infrastructure that will improve
monetary policy transmission and implementation and enhance operational
efficiency in the domestic debt market, further promoting capital growth, market
deepening, expansion of digital access for broader financial inclusion, and
positioning Kenya as the preferred financial hub in the region..

208. Additionally, the CBK will continue improving monetary policy formulation
and implementation in Kenya by refining macroeconomic modelling and {O
forecasting frameworks, fine tuning of monetary policy operations around the CBR
and improving the communication of monetary policy decisions to make them

more effective.

Table 2.6: Macroeconomic Indicators and Projections

142

Tovestment and Saving
Conswpption

88:‘!_- A

2020 2021 | 2022 | 2023 2024 2025 2026 | 2027
Act | Prel Act pul.m:t| Proj. | BPS2024 |BPS2024 | BPS 2024 |BPS2024
S s _ ammial percentage change, unless otherwise indicated
Natlonal Account and Prices | |
RelGOP .. . oo s [ . 6 _ | 38 53 5.5 = 56
PrimarySector ____ __ . _ .| 47 | _©5 | -0 | a4 41 _ | _39
__ . of which: Agricuture [ I - S 44, [__4.0 35
Industry | S 32 _34 | 33 38_
.. Savices _ 1.8 __62 66 | _ 66
GDPdeflwor . 4.9 38 | 358 _ |46 .
CPFI Index (eop) 5.6 5.0 5.0 5.0
(CPlindex(ovg)  __._._ . _. —— |53 _.50 50 |50
Terms of wade (-deteioration) -53, as. 28 | 39
|
Money and Credlt (end of period) . | e S s s fesaia 4 <
et domesticassets . ___|_158 | _152 | 148 | 117 | 93 92 | 86 8.9
, Net domestic credit to the Government - I - 189 06 | 77 | 84 87 79 | . 67
_Creditto thevestoftheeconomy Joa_ i 122 132 142 | 144 | 136 | 128 14.0
Broad Money, M3 (percentchange) | 68 i 1035 | 132 123 113 | 1o | 109 113
Reserve money (percentehange) . | 105 = 4.0 2 122, 1.2 108 _ | _ 108 | 111

1
. e e | . 883
Central Govemment . ] 28
Private 754 |
Guoss Fixed Capltal luvestment oo Lo M 9.9 |
Central Govermnent 35! 9 |
Private 142 |
GrossNatopnlSaving _ __ . _|..148 4.9, 159 1 _ 154
_ Cenual Governmeut R s R - . _
Private | 181 1 4 | ;
Expons value. goodsand services . _| 97 . 25, | 122
Imports value, goods and services — TR i o4 | 189
Current external balance. icluding official wansfers _ | -48 4.0 40 | -0
Gross reserves in months of next yr's imponts | 46 . 1 g | 4
Grossreserves inmonths of thisy’simponss |56 _ 32 | 38 | 40 43, 43_|_ 43 | a3
- ol _ ___ fiscalyea, inpercentage of GDP, wnless othenrise indicared -
Centeal Govermment Budget | | |
| Towlrevemue .. _. o165 | _1e0 | 173 | 165 | 190 _ | 191 | 192 | 197
Total cxpenditire apd nef lending | 244 _| 72346 | 238 | 226 | 242 | 332 | 228 | 233
Overall Fiscal balance excl. grants -78 -8.6 -6.5 -6.0 52 | .42 36 | 36
 Overall Fiscnl balance, incl. grants 77 | B3 | 63| 239 | 48 | 39 33| 33
_ Overll Fiscal balance, incl. gmnts, cashbasis | 7.6 | -83 62 | w56 | 49 | -35 | 33 | -A3
Primary budgerbalance 34 | -39 | -16 | -08 0.7 1.7 18 | L5 _
|
Publicdebt . __ T SRR (S| U | SO | — . |
Nominal central g debt (cop), gross 684 68.0 TiH 68.0 64.8
Nominal debt (cop). net of deposits i o 634 | 647 | 680 | 063.0 62.1
Domestic (gross) = __ _ 328 | 341 | 338 | 326 | 313 _
. Domestic (net) gy o _.379 | _308 | 305 | 296 | 286
External 353 339 375 ELE] 33.6
Memornndum Items: s
Nominal GDP (in Ksb Billion) 10,715 | 12028 | 13368| 15180 17083 | 18.948 | 21,087 | 23,304
Nominal GDP (in US$ Million) 100,658 | 109.697 | 113.421 | 101.978 | 114.510 | 126574 | 142.044 | 155474
Source of Data: The National Treasury P 7
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2.6 Risks to the Economic Outlook

209. There are downside risks emanating from domestic as well as external
sources. On the domestic front, risks relate to unpredictable weather conditions due
to the impact of climate change which could adversely affect agricultural
production and result in domestic inflationary pressures and food insecurity.
Additionally, tight fiscal space due to the impact of the multiple shocks that have
affected the global and the domestic economy might lead to tight liquidity
conditions for financing the budget.

210. On the external front, uncertainties in the global economic outlook stemming
from the escalating geopolitical fragmentations could result in higher commodity
prices which poses a risk to domestic inflation outcomes leading to further(o
tightening of financial conditions. Additionally, weaker global demand due to the
slowdown in the global economic recovery could adversely affect Kenya’s exports,
foreign direct investments and remittances. Continued strengthening of US dollar
against other global currencies arising from aggressive monetary policy tightening
present significant risks to financial flows and puts pressures on the exchange rate
with implication to growth and inflation.

211. The upside risk to the domestic economy relate to early easing of global
financing conditions and lower international fuel and food prices, which would
strengthen Kenya’s external balances. Faster than projected rebound in economic
activities that would result in higher Government revenues providing fiscal space >O
that would support fiscal consolidation.

212. The Kenyan Government continues to monitor the domestic and external
environment and will take appropriate policy measures to safeguard the economy
against the adverse effects of the risks if they were to materialize.
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III. BUDGET FOR FY 2024/25 AND THE MEDIUM
TERM

3.1 Fiscal Framework for FY 2024/25 and Medium Term Budget

213. The FY 2024/25 and the medium-term budget is based on the Government’s
policy priorities and macroeconomic policy framework set out in Chapter I and
Chapter II. To support the Bottom - Up Economic Transformation Agenda, the
Government will continue with the growth friendly fiscal consolidation plan by
containing expenditures and enhancing mobilization of revenues in order to slow
down growth in public debt without compromising service delivery.

Revenue Projections

214, In the FY 2024/25, revenue collection including Appropriation-in-Aid
(A.i.A) is projected to increase to Ksh 3,435.0 billion (19.1 percent of GDP) up
from the projected Ksh 3,070.6 billion (19.0 percent of GDP) in the FY 2023/24
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(Annex Table 2 and 3). Revenue performance will be underpinned by the on- (O

going reforms in tax policy and revenue administration measures geared towards
expanding the tax base and improving tax compliance. Ordinary revenues will
amount to Ksh 2,948.1 billion (16.4 percent of GDP) in FY 2024/25 from the
projected Ksh 2,624.6 billion (16.3 percent of GDP) in FY 2023/24.

Expenditure Projections

215. Government expenditure as a share of GDP for FY 2024/25 is projected to
decline to 23.2 percent from the projection of 24.2 percent of GDP in the FY
2023/24. In nominal terms, the overall expenditure and net lending is projected at
Ksh 4,188.2 billion compared to a projection of Ksh 3,902.9 billion in the FY
2023/24 budget. The FY 2024/25 expenditures comprise of recurrent of Ksh
2,859.3 billion (15.9 percent of GDP) and development of Ksh 877.8 billion (4.9

percent of GDP).

Deficit Financing

216. Reflecting the projected expenditures and revenues, the fiscal deficit
(including grants), is projected at Ksh 703.9 billion (3.9 percent of GDP) in FY
2024/25 compared to the projected fiscal deficit of Ksh 785.0 billion (4.9 percent
of GDP) in FY 2023/24.

217. The fiscal deficit in FY 2024/25, will be financed by net external financing of
Ksh 326.1 billion (1.8 percent of GDP), and net domestic borrowing of Ksh 377.7
billion (2.1 percent of GDP).

3.2 FY 2024/25 and Medium-Term Budget Priorities

218. The FY 2024/25 and the Medium Term Framework will focus on the
implementation of the Bottom-up Economic Transformation Agenda (BETA) as
prioritized in the Medium Term Plan (MTP) IV. The Agenda is geared towards
economic turnaround and inclusive growth, and aims to increase investments in the
five core pillars envisaged to have the largest impact to the economy as well as on

20
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household welfare. These include: Agricultural Transformation and Inclusive
Growth; Micro, Small and Medium Enterprise (MSME); Housing and Settlement;
Healthcare; and Digital Superhighway and Creative Industry. Implementation of
these priority programmes aims at bringing down the cost of living; eradicating
hunger; creating jobs; and provide the greater majority of our citizens with much
needed social security while expanding the tax revenue base and improving foreign
exchange balance.

219. To achieve the pillars, the Government will implement strategic interventions
under the following key enablers: Infrastructure; Manufacturing; Blue Economy;

Services Economy, Environment and Climate Change; Education and Training;’ho

Women Agenda; Social Protection; Sports, Culture and Arts; Youth Empowerment
and Development Agenda;, Govemance; and Foreign Policy and Regional
Integration.

3.3 Budgetary Allocations for the FY 2024/25 and the Medium-
Term

220. The total budget for FY 2024/25 is projected at Ksh 4,143.7 billion. The
allocations to the three arms of government including sharable revenues to the
County Governments is summarized in Table 3.1.

Table 3.1: Summary Budget Allocations for the FY2024/25 — 2026/27 (Ksh
Million)

Financial Years
S/NO. |Detalls Approved BPS Projection
2023/24 2024725 2025/26 2026/27
1.0 National Government 24644744 2511,463.6 2,733,098.4 2,994.685.9
Executive 2,400.067.0 2438939.0 2,662,848.9 2.918,504.4
Parliament 40,742.0 41,6234 43,168.3 44,7717
Judiciary 22,784.0 23,690.3 27,0811 31,403.8
2.0 Consolidated Fund Services 1,131.650.1 1,241,151.7 1279212.4 1.351,034.5
3.0 County Government 385.424.6 391,117.1 415,591.0 515,051.0
Totaliiiavasssussasneas Kshs 3,081.549.0 | 4,143,732.3 | 4,427,901.8| 4,860,771.4
% Share in the Total Allocation
1.0 National Government 61.9 60.6 61.7 61.6
Executive 60.3 58.9 60.1 60.0
Parliament 1.0 1.0 1.0 0.9
Judiciary 0.6 0.6 0.6 0.6
20 Consolidated Fund Services 284 30.0 28.9 27.8
3.0 County Government 9.7 94 9.4 10.6
Notes* o
* Consolidated Fund Services(CFS)is composed of domestic inferest, foreign interest, Net lending and
pensioné salaries for State Officers
**County Government allocation is composed of sharable allocation

Source of Data: The National Treasury
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221. The resource allocation for the priority programmes will be developed
through a value chain approach under five clusters namely: Finance and Production
Economy; Infrastructure; Land and Natural Resources; Social Sectors; and
Governance and Public Administration. The nine (9) identified key value chain
areas for implementation include: Leather; Cotton; Dairy; Edible Qils; Tea; Rice;
Blue Economy; Natural Resources (including Minerals and Forestry); and Building
Materials. This process ensures there is no break in the cycle in the resource
allocations for a value chain. The process also ensures adequate resources are
allocated to any entity along the value chain and helps to eliminate duplication of

roles and budgeting of resources. Spending in these critical needs are aimed at (]

achieving quality outputs and outcomes with optimum utilization of resources. The
momentum and large impact they will create will raise economic vibrancy and tax

revenues.

222. Further, the MDAs will be encouraged to adopt efficiency in allocation of
resources through cost budgeting and reviewing the portfolio of externally funded
projects. The MDAs are also encouraged to restructure and re-align with the
Government priority programmes. Realization of these objectives will be achieved
within the budget ceilings provided in this BPS. The following criteria will serve
as a guide for allocating resources: ,

i) Linkage of programmes with the value chains of the Bottom-Up Economia@

Transformation Agenda priorities;

ii) Linkage of the programme with the priorities of Medium-Term Plan IV of the
Vision 2030;

iii) Linkage of programmes that support mitigation and adaptation of climate
change;

iv) Completion of ongoing projects, viable stalled projects and payment of
verified pending bills;

v) Degree to which a programme addresses job creation and poverty reduction;

vi) Degree to which a programme addresses the core mandate of the MDAs, 53

Expected outputs and outcomes from a programme;
vii) Cost effectiveness, efficiency and sustainability of the programme; and
viii) Requirements for furtherance and implementation of the Constitution.

223. The baseline estimates reflect the current ministerial spending levels in sector
programmes. In the recurrent expenditure category, non-discretionary expenditures
take first charge. These include payment of public debts and interest therein,
salaries and pensions.

224. Development expenditures have been allocated on the basis of the flagship
projects in Vision 2030, the Bottom - Up Economic Transformation Agenda and
the MTP IV priorities. The following criteria was used in apportioning capital
budget:

B



a. On-going projects: emphasis was given to completion of on-going capital
projects and in particular infrastructure projects with high impact on
poverty reduction, equity and employment creation;

b. Counterpart funds: priority was also given to adequate allocations for
donor counterpart funds which is the portion that the Government must
finance in support of the projects financed by development partners;

c. Post COVID-19 Recovery: Consideration was further given to
interventions supporting Post COVID-19 recovery; and

d. Strategic policy interventions: further priority was given to -policy
interventions covering the entire nation, regional integration, social equity
and environmental conservation.

3.4 Details of Sector Priorities

225. Table 3.2 provides the projected baseline ceilings for the FY2024/25 and the
medium-term, classified by sector. Annex Table 4 provides a summary of
expenditures by programmes for the FY 2024/25-2026/27 period. The BPS Sector
ceilings were enhanced on account of additional programmes, completion of
ongoing projects and additional expenditures tied to A-i-A revenue collection.
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Table 3.2: Summary of Budget Allocations for the FY2024/25 —2026/27 (Ksh

Million)
Suppl Suppl
Estimates Estimates| % Share n Total Ministerial
Code |Sector Hod 2024 BPS Ceiling Nol Espenditure
0324 | 2024725 200526 [2026/27  |2023/24| 200425 | 202526 |2026/21
" [AGRICULTURE, RURAL & URBAK DEVELOPMENT
010 [(4RUD) SubTotal | 980891 | 878080 958113 | 9786 403| 350| 351| 325
RecGross | 325067  298199]  31307] 39310] 157 180 78] 166
Devoross | 655823 |  5nomea| 644006 642076| 837| 679 665 639
" 020 [ENERGY, INFRASTRUCTURE AND ICT [sub Total | 4947153 | 5056680 | 5462610 | Ss5684s| 2035| 2043 1999 1856
[Rec Gross | 1453060 | 1453060| 1562450| 1580466| 882| 87| 88| 795
DevGross | 3494093 | 3603620 3900160| 307380 1| 4220( 4025 3951
GENERAL ECONOMIC AKD COMMERCIAL AFPAIRS
030 |(GECK) sobTotal | 724430 | 567152 | 6698L5| 623608| 298| 22| 245| 208
RecOross | 395755  323052|  3sa009] 402970] 20 185|199 2
ler Gross | 328675 |  24400] 318196 220638| 420] 286] 329 219
040 |HEALTH |sub Total | 1388659 | 1475998 | 1555077 1600808 571 588| 569[ 535
locGross | s80912| o3os1|  ousa0a| osamss| s3s|  sar|  sa|  4M
Dev Gross | sogsse| 60277  e3smis|  eanm3| 647 106 656|644
050 [EDUCATION Isun Total | 689616 | 6664681 | 7241250 7828472 | 2837| 2654| 2649| 2614
[RecGross | 656575 | 6380440 6BSe250| 7a5472| 379| 3849|  3887) 3148
IDevross | 339501  2s4241| 3ss000|  3g000| 434 3| 39| 3m
060 |GOVERRANCE, USTICE, LAWAND ORDER (GLO) |SubTotal | 2403358 | 2509192 | 2729565 | 3082390 | 989 99| 99| 1029
PRecross | 2253634 23077 | 2p021| 2803428| 1366] 1404 1410] 1410
DevOross | 151125 181466 | oatsas|  ampeea] 14|  213]  249] 2w
PUBLIC ADMINISTRATION AND INTERNATIONAL
070 [RELATIONS (PAIR) Sub Total | 2993262 | 3516969 | 3905717| 5236144 | 1231] 1400| 1429 1748
RecGross | 1828738 2059635 | 2194310] 3someg| ao|  037|  ta4]|  1684
Fev Gross | 165023 | 1467334 | migdor| 1928385| 1487] 4718)  1766] 1916
080 [ATIOKALSECURITY oub Total | 1992865 | 2444216 | 2500530] 2617921 | 830 973 915 874
lRecGross | 1960325 | 2055856 | 297140| 264531] 1190 1240f 1189) 1089
DDevoross | 32540( 388360| 403390( 453300| 042]  4S5] 416|450
090 [SOCIAL PROTECTION, CULTURE AND RECREATION [Sub Total | 728535 | 722018| 732307| 751195| 300| 287| 268[ 251
RecGross | 4822 e6gses|  ers93|  ssumd| 290 283  am| 24
Devross | 250313  253033|  asema|  swm| 3|  a97|  265) 268
ENVIRONMENT PROTECTION, WATER AND
0100 [NATURAL RESOURCES lsub Total | 1255167 | 1279650 | 1576000 1677190| 516 510| 577| 560
[RecOross | 347249 345090| 383060| 40g720 21| 208] 247|205
Toevoross | 907917 93a160| 192040 amparo| use| 0se| 1231 1262
GRAKD TOTAL |§uh Total | 2431,0234 | 2511,4636 | 27330984 | 29946860 | 1000| 1000 | 1000| 1000
Rec Gross | 16478037 | 1657595 | 17640352 19882205 | 678|  6600|  6454[ 6639
Dev Gross | 7832197 | @S39341| 9600632 | 10064655 | 2|  300|  3546] 3361

Source of Data: National Treasury

Agriculture Rural and Urban Development Sector
226. The Agriculture Rural and Urban Development Sector is a major player in the
delivery of national development agenda as envisaged in Kenya Vision 2030, the
Kenya Kwanza Plan - Bottom-Up Economic Transformation Agenda (2022-2027),
Agricultural Sector Transformation and Growth Strategy (ASTGS) and the
Sustainable Development Goals (SDGs) and among other national and
international policies and obligations. é 2
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227. During the 2020/21-2022/23 Medium-Term Expenditure Framework
(MTEF) period, the Sector registered and issued 1,233,706 title deeds countrywide;
settled 24,112 landless households; geo-referenced 144,951 land parcels;
developed a national land value index in 25 counties, graduated 2,632 veterinary
and animal production technicians from livestock industry training institutions;
trained 2,293 actors in dairy, beef and apiculture value chains; produced 3.4 million
straws of semen and 85.7 million doses of assorted vaccines for livestock;
constructed a model feedlot in Baringo County; provided crop insurance cover to
1,004,651 farmers across 41 counties; supported 1,368,935 beneficiaries with
fertilizers, seeds, chemicals, agricultural lime and storage bags and 227,189 litres (O
of pesticides and 4,000 personal protective equipment; formalized and issued 6,023
letters of allotments in urban areas; facilitated compulsory land acquisition for 60
infrastructural development public projects; supported 19,395 groups in coastal
areas with a grant of Ksh 1.5 billion for alternative livelihoods; trained 875 fishing
crew to support deep sea fishing, completed 7 fish landing sites, and disbursed Ksh
251 million under the Coffee Cherry Advance Revolving Fund.

228. During the MTEF period 2024/25 — 2026/27, the sector plans to: register and
issue 1,270,000 title deeds countrywide; settle 47,000 landless households; geo-
reference 1,770,000 land parcels; produce and distribute 135 million doses of
assorted livestock vaccines, 10.5 million doses of semen and 45,000 improved 7©
embryos; distribute 640 milk coolers to counties; complete Kenya Leather
Industrial Park at Kenanie; train and recruit 1,000 fishing crew annually; construct

77 fish landing sites; develop 3 fishing ports; develop a fish processing plant in
Kalokol; undertake fish stock assessments; support 6,400 smallholder fish farmers

in aquaculture farming and 300 fisher folks interest groups with fish production
technological packages; support 4,166,282 farmers with 1,583,835 MT of
subsidized fertilizers and 9,102 MT of agricultural lime through the e-voucher
input subsidy system; create an enabling environment through development of 3
policies and compliance to various quality standards and regulations; provide 1585
MT of assorted oil crop seeds, 800 MT of Cotton seeds to farmers, 16.4 MT of;)fo
basic seed of cotton and 93.6 million of assorted clean crop planting materials;
41,500 MT of seed maize, 13,700 MT of seed potato and 900 MT of rice seed,
issue 22,425 allotment letters; facilitate compulsory land acquisition for 70
infrastructural development projects; and address 4,500 land disputes through
Alternative Dispute Resolution.

229. To implement the above interventions, the sector has a resource allocation of
Ksh 87.8 billion, Ksh 95.8 billion, and Ksh 97.2 billion for the FY 2024/25,

2025/26 and FY 2026/27 respectively.
The Energy, Infrastructure, and ICT (EII)

230. The Energy, Infrastructure, and ICT (EII) Sector emerges as a pivotal force,ll_o
strategically propelling and expediting socio-economic progress within the
country. Functioning both as a driver and an enabler to the other Sectors of the
economy, EII steadfastly advances sustainable, efficient, and -effective
infrastructure aligned to the Bottom-Up Economic Transformation Agenda
(BETA), the Fourth Medium-Term Plan (MTP IV) 2023-2027 of Kenya Vision
2030, regional infrastructure commitments, Africa Agenda 2063 and Sustainable

63




150

Development Goals (SDGs). The Sector comprises of nine sub-sectors namely;
Road, Transport, Shipping and Maritime, Housing and Urban Development, Public
Works, Information Communication Technology and Digital Economy,
Broadcasting and Telecommunications, Energy, and Petroleum.

231. During the period FY2020/21-2022/23, the Sector realized the following
achievements: Roads: Constructed 3,805 Km of new roads and 73 Bridges;
repaired 240 km of roads; and maintained and rehabilitated 122,736 Km; designed
4,923 Km of roads and trained 14,603 plant operators, contractors and technicians.
Constructed Nairobi to Naivasha Standard Gauge Railway (SGR) and Naivasha
Inland Container Depot; Revitalized 69 km of Kisumu-Butere, 65 Km Leseru- 1o
Kitale and 78Km Gilgil-Nyahururu rail branch lines; Rehabilitated Railway
Training School in Kisumu; Rehabilitated Kisumu Port; Rehabilitated Moi and
Isiolo Airports; Constructed and operationalization of East African Community
Regional Centre for Aviation Medicine; Constructed the first three berths at Lamu
Port; Completed relocation of Kipevu Oil Terminal; Completed development of
the Second Container Terminal at the Port of Mombasa; rehabilitated 4
aerodromes; and completed construction of a new airstrip at Mandera. The Sector
Trained 7,709 seafarers, 1,516 offered sea time; facilitated recruitment of 2,416 on
foreign ships; Constructed 1,787 housing units across the country and 10,261
housing units are ongoing at an average of 56% completion level under various 210
housing programs; Completed construction of Mtangawanda Jetty and Lamu
Terminal Jetty Access and New Mokowe Jetty was implemented to 98% level of
completion; Completed construction of 33 footbridges spread across the country;
Deployed 640KM of fibre from Eldoret to Nadapal, and 2,501 KM to 290 sub-
county sites; Connected and maintained 660 Government buildings with
broadband Network; Connected 46 hospitals and 46 markets to Public Wi-Fi;
Operationalized the Office of the Data Protection Commissioner in four regions
Nairobi, Mombasa, Kisumu and Nakuru; Completed Konza National Data Centre
with 72 clients on-boarded; Fully on-boarded 5084 Government services to E-
citizen portal; Gathered and disseminated news and information in both print and 3’\‘3
electronic media; Developed twenty-one (21) media standards which include
modules for accreditation guidelines; Increased the installed capacity from
2840MW as of June 2020 to 3312MW as of June 2023; Constructed 675 Km of
transmission line, 4 new high voltage substations, 1,266.7 Km of medium voltage
distribution lines and 30 distribution substations; Connected 1,681,404 new
customers to electricity Reviewed the South-Lokichar Field Development Plan
(FDP); Acquired Geoscientific Data in Block L16 covering 1,600KM2 and in
Block 117 covering 600KM2;

232. During the FY 2024/25 and the Medium Term period, the sector: will
implement the following programmes to achieve key strategic interventions as
highlighted; Construct 2,794 Km of new roads; Rehabilitate 560 Km of roads;[,\_@
Maintain 137,544 Km of existing roads and bridges; Construct 84 new bridges; and
Train 16,230 Plant operators, contractors and technicians. Complete construction
of Riruta — Lenana — Ngong Railway Line; Fast track completion of construction
of phase I of Nairobi Railway City (NRC) ; Complete construction of the new
MGR Link from Mombasa SGR Terminus - Mombasa MGR Station; Complete
construction of the Railway Bridge across Makupa Causeway; Aquire ferry vessel
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for Lake Victoria; Complete construction of Kisumu Airport Control Tower;
Complete rehabilitation of terminal building and apron at Ukunda Airport;
Automate and upgrade 9 Motor Vehicle inspection centres; and Establish 5 new
inspection centres. Develop Bills and Regulations; Develop and implement the
Maritime Spatial Plan; Complete development of survival training centre for
upscaling of Bandari Maritime Academy; Develop Maritime Rescue Coordination
Centre in Kisumu and Search and Rescue Centres in Busia, Migori, Homabay and
Siaya; and Train 21,500 seafarers and facilitate recruitment of 12,000 seafarers
under the Vijana Baharia Programme; Development: Construct 151,081 affordable
and 40,992 social housing units; Construct 5,000 hostel units in higher learning
institutions; Implement Second Kenya Informal Settlement Improvement Project
(KISIP II) in 33 Counties; Implement Second Kenya Urban Support Programme
(KUSP II) in 79 Municipalities in 45 Counties; and Construct 434 markets; Design,
document and supervise 330 new Government buildings and 495 for rehabilitation
and maintenance; Construct 197 footbridges; Construct 9 jetties and 1,150 meters
of seawall; Complete construction of 5 County Government Headquarters; Inspect
and audit 8,500 buildings and structures for safety; Test 60 buildings for structural
integrity; and Register 29,500 contractors and accredit 156,000 skilled construction
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workers and site supervisors; Install 6,700 Kms of Fiber Cable; Provide intemet) o

connectivity to 42,697 public institutions; Install 15,000 public Wi-Fi hotspots for
the Digital Superhighway; Modemize Kenya News Agency and Government
Advertising Agency; Establish 12 KBC Studio Mashinani; Connect 1,350,000
additional customers to electricity including 9,514 public institutions, and install
110,000 stand-alone solar home systems to enhance electricity access (both-On
Grid and Off Grid); Acquire Geo-Scientific data in 4,350 Km? to establish oil and
gas potential in the petroleum blocks; Complete evaluation of gas potential in
Block 9 in Anza Basin in Marsabit and Isiolo Counties; Provide 227 public learning
institution with Clean Cooking Gas (CCG); Distribute 6 Kg LPG cylinders to
210,000 low-income households;

233. To implement these programmes, the Sector has been allocated Kshs. 505.7
billion, Kshs. 546.3 billion and Kshs. 555.7 billion in FY2024/25, FY 2025/26 and

FY2026/27 respectively.
General Economic and Commercial Affairs Sector

234. The General Economic and Commercial Affairs (GECA) Sector comprises
eight subsectors namely: ASALSs and Regional Development; Cooperatives; Trade;
Industry; Micro, Small and Medium Enterprises Development; Investment
Promotion; Tourism; and East African Community Affairs. The sector contributes
to the Bottom-Up Economic Transformation Agenda (BETA) priorities through
promotion of job and wealth creation; industrial development, promotion of
investments and trade, tourism development, regional development; co-operative
development and widening regional economic integration while observing the need
for environmental conservation and climate change mitigation.

235. During the MTEF period 2020/21 - 2022/23 the sector implemented twenty
programmes and forty sub programmes which resulted to remarkable achievements
that include: Increase in the value of wholesale and retail trade by 12.1% from Ksh
727.6 billion in 2020 to Kshs. 815.9 billion in 2022; Increase in the value of
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Kenya’s exports by 35.6% from Ksh 643.7 billion in 2020 to Ksh 873.1 billion in
2022; manufacturing sector output increased from Ksh 2.376 million to Ksh 3.175
million in 2022; Growth in national SACCO savings from Ksh 846 billion in 2020
to Ksh 1,047 billion in 2022; Registered a total of 720,821 Micro and Small
Enterprises (MSEs) in the data system and 195,498 MSE Associations and groups
in collaboration with other government agencies; Constructed and refurbished 20
Constituency Development Centres across the country; Completed main works and
equipping of the Nyandarua Cold Storage facility; On-boarded 22 million Kenyans
within the Hustler platform with a repeat customer base of 7.5 million,
Modernization of NKCC has resulted in the increase of processing capacity of milk jo
from 300,000 litres to 800,000 litres per day in the last 5 years.

236. During the MTEF period 2024/25 - 2026/27 the sector will play a key role in
delivery of the Government’s Bottom-up Economic Transformation Agenda for
attainment of higher and sustained economic growth. As a driver, the Sector will
undertake targeted investments in manufacturing, agro-processing industry,
growth and promotion of MSMEs. As an enabler, the sector will create a conducive
environment for business, mobilize resources for investments and industrial
development, promote exports, promote sustainable tourism, deepen the EAC
integration, implement special programmes for accelerated development of the
ASALs and promote equitable regional socio-economic basin- based development. ZO

237. The sector will also implement other earmarked priority programmes such as:
Modernization of processing/ storage facilities and enhancement of value addition;
Promotion, aggregation and value addition for smallholder tea growers; National
feed subsidy; Establishment of aggregation centres and export warehouses;
Sensitization of Kenya’s exporters on export market requirements and
opportunities for dairy value chain, edible oils, garments/textile, leather and leather
products, rice and tea value chains; Promotion of Linkage of small enterprises to
large enterprises; Enhancement of Infrastructure for MSMEs; Establishment of
County Aggregation and Industrial Parks (CAIPs), Modernization of RIVATEX
machinery; promotion of consumption of locally manufactured goods!services;%o
Attraction of Investments both local and foreign into SEZs; Development of Athi
River Textile Hub, Railway siding and Industrial Sheds; Establishment of a
Convention center at Mombasa Beach Hotel; and Hosting of 5 international

sporting events.

238. To implement the above interventions, the sector has a resource allocation of
Ksh 56.7 billion, Ksh 67.0 billion and Ksh 62.4 billion in the FY2024/25,
FY2025/26 and FY2026/27 respectively. This comprises Ksh 32.3 billion, Ksh
35.1 billion and Ksh 40.3 billion for recurrent expenditure and Ksh 24.4 billion,
Ksh 31.9 billion and Ksh 22.1 billion for development expenditure for the same
period. ﬂ(D

Health Sector

239. The Health Sector is an important contributor to the national economic growth
through ensuring that all Kenyans are productive and live a healthy life. The
Constitution underscores the “right to health” while the Vision 2030 while the
Vision 2030, the MTP IV as well ghe Bottom-Up Economic Transformation
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Agenda recognize provision of equitable, accessible and affordable health care of
the highest attainable standards to all Kenyans.

240. Significant achievements were realized during the FY 2020/21 to FY2022/23
period: Reduction of Prevalence of HIV from 4.3% in 2020 to 3.7% in 2022; new
HIV infections from 32,027 to 22,154; and AIDS related mortality from 19,486 to
18,473. Kenya made strident efforts to combat Drug-Sensitive tuberculosis
(DSTB), Multi-Drug Resistant Tuberculosis (MRTB) and malaria by developing
new TB drugs, optimization of the existing ones, production of 244,927 units of
bleach (TBCide) and developing, piloting and adopting a new malaria vaccine.

241. The Sector established a diagnostic and reporting centre at KNH in the FY @@
2020/21, constructed and operationalized an Oxygen plant with a capacity to
produce 1,500 litres of oxygen per minute at Mwai Kibaki Hospital and
development and equiping the Chandaria Cancer and Chronic Diseases Centre
(CCCDC) at Moi Teaching and Referral Hospital (MTRH).

242. In FY 2022/23 over 6,000 primary health workers were trained on early
cancer diagnosis through e-learning platforms on the MOH Virtual Academy and
another 6,500 primary health workers on cervical and breast cancer screening and
treatment of precancerous lesions across the 47 counties. 257 community health
promoters in 10 counties were trained in cancer screening. Through support from 20
partners 150 thermal ablation devices were distributed in 22 counties.

243. In the FY 2021/22 and 2022/23, 270 healthcare workers were trained on
trauma and injury management. For the FY 2022/2023, 200 Community Health .
Promoters (CHP’s) and other community members such as boda boda riders were
trained on prevention of injuries and basic first aid in Nairobi and Nakuru counties.

244. During the period under review, KNH performed specialized surgeries that
include thirty-two (32) major liver resections, increased kidney transplants from
fifteen (15) FY 2021/22 to nineteen (19) in the FY 2022/23. A total of 30,451,
33,523 and 37,307 specialized surgeries were conducted in FY 2020/21, 2021/22
and 2022/23 respectively. These specialized surgeries include maxillofacial,
obstetrics and gynaecology, paediatrics surgery, cardiothoracic surgery,?2©
neurosurgery, plastic surgery, general surgery, ENT surgery, orthopaedic surgery,
ophthalmology. In addition, a total of 16,106 specialized renal services were
provided in the FY 2022/23 that included Continuous Renal Replacement Therapy
(CRRT), Tissue Typing, Venesection, Haemodialysis, Peritoneal dialysis, dialysis
Catheter procedures and Renal Biopsy. The hospital established heart surgery,
cancer treatment, diagnostics and imaging, laboratory medicine, tissue and organ
transplantation, gastroenterology, diabetes and endocrinology centres.

245. In FY 2022/2023, MTRH Laboratory performed 1,426,746 tests against
1,119,596 in FY 2020/21; 27.43% Improvement over the last 3 years, The
Laboratory was the first to hit over 1 million in East & Central Africa. This was L\{)
made possible through the construction of a modern laboratory. Further, fifteen
(15) Comeal Transplants were conducted in FY 2022/2023 against 7 in FY
2020/2021; 118.28% Improvement over the last 3 years. In addition, MTRH
performed the first Cochlear Transplant Surgery in June 2023, being the first public
Hospital to undertake specialized Surgery in East and Central Africa.
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246. KUTRRH commissioned the Integrated Molecular Imaging Center (IMIC)
and IMIC Hospitality Centre on 16 October, 2021. The center started operations
on 10" January 2022 and since then, the facility has been able to perform 1,169
successful FDG PET/CT scans in the year 2021/22 and 3685 in the year 2022/23
and 592 PSMAs in the year 2022/23. A total of 395 Brachytherapy sessions were
carried out in the year 2021/22 and 851 in the year 2022/23. To enhance capacity
for cancer detection, treatment and care, the sector established an Integrated
Molecular Imaging Center (IMIC) and IMIC Hospitality Centre at KUTRRH and

established.

247. In FY 2021/22 KEMRI supported the Ministry of Health in undertaking the
public Health Initiatives such as National school-based deworming programme,
Malaria Survey in school children, National Trachoma impact assessment survey,
capacity building for school health and nutrition and capacity building and
technical support for NTDs control and elimination by providing technical support
and field operationalization.

248. During the period under review the Ministry put several measures and
interventions in place to prevent and contain AMR. Key policy documents were
developed including the National Action Plan for containment and prevention of
antimicrobial resistance (2021), National antimicrobial stewardship guidelines.for
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health care settings in Kenya (2021) and the Patient and healthcare worker and).O

quality of care policy (2022).

249. Over the period in review 10 counties have established PCNs translating to
21% as per the target of 47 counties during the financial year in review. The
country has established 30 primary health care networks spread across ten counties
since 2020, with the bulk having been established in 2022/23. To strengthen
community reporting, the Sector developed an e-community health information
system for roll out to all the counties in 2022/23. It also collaborated with the
county governments to set up seven (7) primary care networks in seven counties,
namely Makueni, Kisumu, Garissa, Mombasa, Nakuru, Kakamega and Marsabit.

250. All essential HPT lists were reviewed to increase the scope and depth of 3’0

coverage by increasing the number of products available and the level of care
decentralized to improve accessed to UHC. The National Medicines and
Therapeutics Committee was operationalized to enhance rational use of Medicines
in the Country. Subsequently, 47 counties also formed and operationalized their

County MTCs.
251. One Million indigent households identified were covered under the

government social health insurance scheme nested in NHIF. 254,368 orphans and
vulnerable children (OVC) household were covered under Health Insurance

Subsidy Program (HISP). Number of mothers who registered through the Linda
mama program were 3,580,916 and 2,532,794 successful deliveries were reported [,{fo

over the period. 58,800 households were covered under Older Persons and Persons
with Severe Disability (OPSD) program annually over the period.

252. Electronic patient health records system for diabetes and hypertension was
rolled out in 98 health facilities during the period. Three (3) regional cancer centres
were established in Garissa, Mombasa, and Nakuru counties. Health care facilities
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with laboratory capacity to detect and report on Antimicrobial Resistance (AMR)
increased from 12 (2020/21) to 17 (2022/23). The proportion of laboratories with
capacity to conduct molecular testing of High-risk HPV increased from 9.1% to
10.6% in the period. Proportion of national and county reference laboratories able
to conduct molecular testing for emerging and re-emerging diseases stood at 31%.

253. Proportion of Women of reproductive age receiving Family Planning
commodities also increased from 43% in 2020/21 to 74% in 2022/23. Number of
facilities based neonatal deaths was 9.5 in 2020, 9.4 2021 and 10.1 in 2022. In FY
2021/22, a total of 2.2 million copies of Mother Child Health Handbook (MOH
216) were printed and distributed to all 47 counties. Proportion of fully immunized
children was 84%, 88% and 84.7% in 2020/21, 2021/22 and 2022/23 respectively.
Orthopaedic Trauma Registers (MOH 274) was developed. Vitamin A
Supplementation coverage was 82.1% in 2020, 86.3% in 2021, and 83.7 in 2022
due to Malezi Bora.

254. 121 hospitals across all the 47 counties facilities benefitted from the Managed
Equipment Services with Uninterrupted services due to an uptime of more than
95%.

255. Number of students enrolled at KMTCs increased from 17,241 in 2020/21,
21,700 in 2021/22 to 25,889 in 2023. KEMRI conducted 2.45 million specialized

o

laboratory test and produced 1,147,490 diagnostic kits over the period. KHPOA 2w

inspected for compliance to standards in service delivery a total of 13,996 facilities
while 17 level 5 hospitals assessed for emergency care preparedness.

256. 13 Medical oxygen was installed in six (6) national referral hospitals, (11)
county referral facilities, and 83 sub-county referral hospitals (L4s), with
KUTRRH, MTRH and KNH having 20,000-Litre capacity. 5 Pressure Swing
Adsorption (PSA) plants were installed. 10 facilities received liquid oxygen tanks
and 20,620 oxygen cylinders were delivered to facilities.

257. Electronic Community Health Information System (eCHIS) -piloted in
2021/2022 in Isiolo and Kisumu and expanded to Kakamega, Siaya, Vihiga,
Migori, Nakuru, and Nyeri in 2022/2023. Further, Operationalization of existing

Community Health Units increased from 81 per cent in 2021/2021 to 86% in% O

2022/2023.

258. In the FY 2022/23 the Ministry of Health undertook a health facilities census
of equipment at all health facilities in Kenya, both public and private. The census
revealed a large gap in equipment with some facilities lacking up to 70% of key
equipment for the level of the hospital. The Ministry has prioritised National
Equipment Support Programme to Counties which seeks to ensure each facility has
the minimum equipment for that level of hospital.

259. The key Sector programme priorities for the FY 2024/2025 — FY 2026/27
include: National Referral and Specialized Services, Curative and Reproductive
Maternal Neonatal Child & Adolescent Health (RMNCAH) Services, Health
Innovations and Research, General Administration and Support Services,
Preventive & promotive health services, Health resource development &
innovation and Health policy standards & regulations.

HO
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260. To implement these programmes, the Sector has been allocated Ksh 147.5
billion, Ksh 155.5 billion and Ksh 160.1 billion in the FY 2024/25, 2025/26 and

2026/27 respectively.

Education Sector

261. Education Sector is comprised of four sub-sectors namely; Basic Education,
Technical Vocational Education and Training, Higher Education and Research,
and Teachers Service Commission. The Sector is a critical player in promoting
political, social, and economic development through education and training to
create a knowledge-based economy.

262. The Sector realized a number of achievements during the 2020/21-2022/23
MTEF period. These includes: Enrolment in Public Primary Schools grew from
8,592,810 in FY 2020/21 to 8,849,268 in FY 2021/22 before declining to 8,123,952
in FY 2022/23, due to transition of grade 6 learners to junior school in grade 7.1
Enrolment of learners with special needs increased from 132,466 in FY 2020/21 to
146,313 in FY 2022/23. All learners in public primary schools were supported by
the government through capitation under the free primary education programme.
During the MTEF period, enrolment in Public Secondary Schools increased from
3,289,885 to 3,690,376, representing a 12.17% growth.

263. Overall enrolment in Public TVET institutions depicted a positive trend
having increased from 250,733 to 380,638 (51.81% change) .At the same time, the
number of trainees enrolled in TVET SNE institutions increased from 3,301 to

4,487.

264. The combined enrolment in public and private universities increased byJ©
11.72% from 571,510 in FY 2020/21 to 638,479 in FY 2022/23. The enrolment
corresponded to a rise in demand for university student loans with the number of
undergraduate students receiving loans increasing from 229,727 in FY 2020/21,
244,552 in FY 2021/22 before declining to 228,453 in FY 2022/23.

265. The Sector increased its skilled workforce in public schools by recruiting
5,000 teachers in FY 2020/21 and FY 2021/22 and 13,000 teachers in FY 2022/23.

In the FY 2020/21, 8,000 teacher interns were recruited, while 4,000 were recruited

and finally a total of 22,000 interns were recruited in the FY 2022/23. The sector

also promoted 42,564 teachers to various cadres to effectively implement the
curriculum. In addition to reduction of staffing gaps, 148,819 teachers were 3°
retooled on CBC reforms. To improve service delivery, 145,300 teacher files were
digitized in the period under review. Presently, a total of 356,321 teacher’s files

are accessible online. The sector recruited 1,918 and 1,300 TVET trainers in FY
2020/21 and FY 2022/23 respectively.

266. The MTEF 2024/25- 2026/27 coincides with a period when the sector is
undergoing major reforms in line with the Presidential Working Party on Education
Reform Report. These reforms aim to promote quality and inclusive education,
training and research for sustainable development and ensure socio-economic
development.

267. Under Basic Education, the Sector targets to enroll 10,058,422 learners in Lp

pre-primary schools; enroll 21,773,321 students in public Primary School and
10,523,218 in Junior Secondary Schools; enroll 465,867 SNE learners in Primary
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Schools; enroll 10,430,181 students in public Secondary Schools; construct 3,320
classrooms and 1,110 Laboratories in public Secondary Schools; Construction of
4,500 classrooms in Junior Secondary Schools; 8,992 learners provided with Elimu
scholarships; 16,000,000 vulnerable students to benefit from the School Feeding
Programme; enroll 61,409 SNE learners in Secondary Schools and 5,272 SNE
learners in Junior Secondary Schools; 155 curriculum designs developed for Grade
10 to 12 and 48,000 institutions assessed for quality and standards.

268. Under TVET, the sector intends to enroll 441,200 trainees in National
Polytechnics; enroll 637,350 trainees in TVCs; 13,620 students to be enrolled in
Special Needs TVCs; 7,500 TVET trainers accredited; 195 CBET curriculum go
developed/reviewed; 9,000 TVET trainers recruited and 77 workshops equipped in
the existing TVCs.

269. Under Universities, the sector targets to enroll 1,982,583.students in
universities; award loans to 2,413,042 students in Universities and TVET through
HELB and support 570 Research projects.

270. The Teachers Service Commission plans to recruit 8,000 teachers and 6,000
intern teachers for Primary Schools; promote 12,000 Primary School teachers;
recruit 58,000 teachers and 54,000 intern teachers for Secondary Schools; promote
5,760 Secondary School teachers; train 270,000 teachers on Competency Based
Curriculum and digitize 90,000 employee Records. PRy

271. To implement these programmes, the Sector has been allocated Ksh 666.5
billion, Ksh 724.1 billion, and Ksh 782.9 billion in FY 2024/25, FY 2025/26 and
FY 2026/27 respectively. This comprises of Ksh 638.0 billion, Ksh 685.6 billion,
and Ksh 745.2 billion for recurrent expenditure and Ksh 28.4 billion, Ksh 38.5
billion, and Ksh 37.6 billion for development expenditures for the same period.

Governance, Justice, Law and Order Sector :

272. Governance, Justice, Law and Order (GJLO) Sector consists of sixteen sub-
sectors namely: State Department for Internal Security and National
Administration, National Police Service, State Department for Immigration and
Citizen Services, State Department for Correctional Services, State Law office, @’7
The Judiciary, Ethics and Anti-Corruption Commission (EACC), Office of the
Director of Public Prosecutions (ODPP), Office of the Registrar of Political Parties
(ORPP), Witness Protection Agency (WPA), Kenya National Commission on
Human Rights (KNCHR), Independent Electoral and Boundaries Commission
(IEBC), Judicial Service Commission (JSC), National Police Service Commission
(NPSC), National Gender and Equality Commission (NGEC), and Independent
Policing Oversight Authority (IPOA).

273. During the MTEF review period, 2020/21 -2022/23, the Sector recorded
achievements in various programs and activities notably: On-boarding of 5,127
government services on the e-citizen platform; Enhanced public safety through UEQ
coordination of national police services and modernization of assorted security
equipment; Improved police and prison officers’ welfare through provision of
additional housing units, counselling services, enhanced mobility for police and
administrative officers, and fully operationalized 3 counselling centres and
regional offices; Clearance of 6,944 independent candidates for election;
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Upgrading of Integrated Political Parties Management Systems for verifying
political parties membership list; Conducted elections for 1874 electoral positions
(General Elections); Rehabilitated 3,625 persons with substance use disorders at
Miritini rehabilitation centre; registered 65 NGOs; Conducted psychosocial
assessments to 421 witnesses and related persons; trained 3,303 duty bearers’
officers on human rights and fundamental freedoms; 92.4% Successful Conviction
rate of all prosecuted cases; concluded 3,749 cases filed against the Attorney
General; and inspected 1,639 police premises. Further, in the bid to reduce the level
of corruption, 369 cases of corruption crimes were investigated where the value of
loss of Ksh 14.94 billion was averted and Ksh 13.14 billion corruptly acquired (O
assets traced and recovered.

274. In the 2024/25 to 2026/27 MTEEF period and line with the vision for a secure,
just, cohesive, democratic, accountable and a transparent environment for a
globally competitive and prosperous Kenya, the sector endeavours to: Facilitate
effective compliance with the Constitution to maintain peaceful coexistence,
security, law and order as well as enhance administration of and access to justice;
Strengthen the administrative, legal and policy coordination; Enhance and promote
digitization of information gathering, processing, recording and sharing for
effective service delivery; Increase use of geographical information systems in 90
crime surveillance and mapping; Promote anti-corruption, ethics and integrity,
national values and cohesion, as well as professionalism and impartiality in service
delivery; and Enhance compliance with the principles of equality and inclusion for
state and non-state actors and strengthen regional & international cooperation an
collaboration. ‘

275. The sector has been allocated Ksh 250.9 billion, Ksh 273.0 billion and Ksh
308.2 billion in FY 2024/25, FY 2025/26 and FY 2026/27 respectively. This
comprises Ksh 232.8 billion, Ksh 248.8 billion and Ksh 280.3 billion for recurrent
expenditure and Ksh 18.1 billion, Ksh 24.2 billion and Ksh 27.9 billion for
development expenditure for FY 2024/25, FY 2025/26 and FY 2026/273(0

respectively.
Public Administration and International Relations

276. Public Administration and International Relations sector is comprised of
twenty-three Sub- Sectors. They include: Executive Office of the President; Office
of the Deputy President; Office of the Prime Cabinet Secretary; State Department
for Parliamentary Affairs; State Department for Performance and Delivery
Management; State Department for Cabinet Affairs; State House; State
Department for Devolution; State Department for Foreign Affairs; State
Department for Diaspora Affairs; The National Treasury; State Department for
Economic Planning; State Department for Public Service; Parliamentary Service L@
Commission; National Assembly; Parliamentary Joint Services; Senate;
Commission on Revenue Allocation; Public Service Commission; Salaries and
Remuneration Commission; Office of the Auditor General; Office of the Controller
of Budget; and Commission on Administrative Justice.

277. During the implementation of the FY 2020/21 to FY 2022/23 budgets the 23
sub sectors realized various achievements of the targeted outputs and outcomes.
This includes facilitated the executive to_fulfil the Constitutional mandate,
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facilitated retired Presidents, Vice Presidents and designated State Officers in
accessing statutory benefits, Coordinated the implementation of key Government
strategic priorities and interventions, coordinated Intergovernmental Budget and
Economic Council (IBEC) meetings, fostered international relations and
cooperation, promoted sound public financial management and accountability,
strengthened coordination between policy formulation policy, planning and
budgeting, ensured efficiency of the Public Service, strengthened
intergovernmental relations and financial matters, promoted citizen centric public
service and promoted accountability and transparency in public financial
management.

278. During the 2024/25-2026/27 Medium Term Budget Framework the sector
will ensure the proposed programmes and projects are in line with the priorities of
the Kenya Vision 2030, the Fourth Medium Term Plan and the Government
priorities related Bottom-Up Economic Transformation Agenda (BETA). The
sector plans to implement the prioritized activities within 43 programs and 126
sub-programs despite a decrease in resource allocation for the FY 2024/25. In
addition, the Sector will continue to enhance efficiency and effectiveness in service
delivery and promote comprehensive public financial management, intensify
resource mobilization and strengthen monitoring and evaluation.

279. To implement these programmes, the Sector has been allocated Ksh 351.7 20
billion, Ksh 390.6 billion and Ksh 523.6 billion in the FY2024/25, FY2025/26 and

FY2026/27 respectively.

["D

National Security

280. The Sector plays critical role is key in creating a conducive environment for
socio-economic and political development. It is therefore a critical actor and
enabler in the realization of Kenya Vision 2030, and the Bottom-up Economic
Transformation Agenda (BETA). The Sector will continue to address
contemporary and emerging threats to national security that undermine peace and
development. These include terrorism, radicalization, human and drug trafficking,
money laundering, cyber-crime and other socio-economic and political challenges.

281. In order to implement the prioritized programmes and minimize the above-r} Q
mentioned threats, the Sector has been allocated Ksh 244.4 billion, Ksh 250.1
billion and Ksh 261.8 billion in FY 2024/25, FY 2025/26 and FY 2026/27,

respectively.
Social Protection, Culture and Recreation

282. The Social Protection, Culture and Recreation Sector is comprised of six (6)
sub-sectors namely: - Sports; Culture, the Arts and Heritage; Youth Affairs and
Creative Economy; Labour and Skills Development; Social Protection and Senior
Citizen Affairs, Gender and Affirmative Action. The Sector visualizes on a global
competitive, healthy workforce, Sports, culture and recreation industry, an
endurable impartial and informed society. The strategic roles played by the sector
in the country’s transformation and social economic development agenda include: [,tcg
creating an efficient, motivated and healthy human resource base for an enhanced
national competitive, economic growth and Development, productive healthy
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workforce, fundamentals rights, and adequate income from, work, representation
and social security, social protection, community empowerment, promotion of
volunteerism, safety, care and service for children, persons with disabilities, older
persons and other vulnerable group, rescue, rehabilitation, re-socialization &
reintegration of street families, advancement of diverse cultures, to monetize sports
and the Arts through the Talanta Hela Initiative, and enhance cohesiveness and
Kenyans regional and international competitiveness.

283. The sector major achievements during the Medium Term Expenditure
Framework (MTEF) period FY 2020/21 - 2022/23 include; the Sector garnered 134
medals in 32 International Sports Competitions hosted in the country, seven stadia j o
constructed/upgraded to completion and a 16-storey Talanta Plaza in Upper hill,
Nairobi which serves as the Ministry’s headquarter office was constructed. Further,
608 Sports Organizations were registered, 33,439 persons were reached through
Anti-Doping education and 3,127 Intelligence-based tests on athletes conducted.

In addition, 6,015 athletes, 1,360 coaches, referees and umpires were offered
training in different sports disciplines. The Sector established a virtual Library
through instillation of the library information management system (LIMS);
established and operationalized National Heroes council; established a COVID-19
testing and research centre at the institute of primate research (IPR), rehabilitated
the see wall of Fort Jesus, natured and trained youth, in theatre, drama and concerts 20
and poetry; and refurbished the Kenya National Archive and Documentation

services.

284. In addition, there were 19,900 youth provided with employment
opportunities; 61,391 youth trained in life skills, 29,415 in core business skills,
27,162 in job specific skills and 159,210 in entrepreneurship skills.
Operationalized 88 Youth Empowerment Centres and constructed 25 new Centres;
identified and nurtured 11,400 youth talents; 2,715 youth were engaged in green
jobs and 390,335 youth in the President’s Award Programme. In addition, 102,095
youth were sensitized on social vices, harmful cultural practices and contemporary
issues, 165,050 youth in peace, volunteerism and national cohesion, 35 youthgf':}
Saccos operationalized, 1,847 youth trained on online jobs and 32,430 youth on
AGPO and Affirmative Action Funds. The Sector finalized the National Policy on
Labour Migration to provide a framework for promotion of inclusive and
sustainable development of the country through safe, orderly and productive
Labour Migration; Developed Bilateral Labour Agreements on recruitment and
employment of Kenyan Migrant workers with Key The Sector disbursed cash to
756,485 older persons; 38,118 households with persons with severe disabilities
(PWsD); and 278,188 Orphans and Vulnerable Children (OVCs); Empowered
167,797 Community Self-Help Groups through mobilization, registration, and
capacity building, linked 139,822 groups to MFIs for financial support Registered O
and issued 120,929 PWDs with disability cards; Granted tax exemption certificates
to 5,533 PWDs; Supported 10,291 PWDs with assistive devices against a target of
12,000; Provided scholarships to 7,550 learners. Rescued 10,149 street persons,
against a target of 8,500; Supported 66,900 Orphans and Vulnerable children
(OVCs) with Presidential Secondary School education scholarship in the review
period. The National Government Affirmative Action Fund (NGAAF) supported
vulnerable groups through disbursement of grants to groups of social development
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through value additional initiative, disbursement of loans through Uwezo funds to
groups of youths, women and PWDs.

285. In the Medium Term period, the sector will prioritise the implementation of
the following key strategic interventions: - Review the existing labour laws to align
them with emerging issues in the labour employment sector, upgrade and expand
the existing industrial and training centres, strengthen the linkages between
training institution and industry. Social Development and Children services,
National safety programs that supports Social Economic growth and development
(NGAAF, WEF) and Sports, Arts and Social Development Fund (SASDF) to
promote and develop Sports, Arts and social development including Universal | ©
Health. Moreover, other Sector priority programmes for implementation during the
medium term include the following among others: Promotion of Harmonious
Industrial Relations, Provision of Skilled Manpower for the Industry, Improvement
of youth employability, Conservation of Heritage and facilities, Youth
Empowerment Services, Youth Development Services, General Administration,
Planning and Support Services, Talent development in the areas of sports, music
and arts, Development of sports infrastructure to international standards and
Establishment and operationalization of Government-run shelters for victims of
human trafficking. ‘

286. To implement these programmes, the Sector has been allocated Ksh 72.2 %0
billion, Ksh 73.2 billion and Ksh 75.1 billion for financial years 2024/25, 2025/26

and 2026/27, respectively
Environment Protection, Water and Natural Resources Sector

287. The sector contributes directly and indirectly to the Country’s economy
through revenue generation, wealth creation and job creation. The sector plays a
critical role in securing, stewarding and sustaining the environment and natural
capital of the Country. The sector has a great potential in contributing to
transforming Kenya into a newly industrialized middle-income country by the year
2030 as envisioned in the Vision 2030 and the successive S-year Medium Term
Plans (MTPs). According to the Economic Survey report 2023, the contribution.of
the sector to the Gross Domestic Product (GDP) was 3.6 percent for the year 2022.3'*0

288. During the FY 2020/21 — 2022/23 period the Sector’s key achievements
include; domestication of ten (10) Multilateral Environmental Agreements
(MEAs); training of small scale gold miners on mercury free gold mining;
monitoring pollution and effluent discharging facilities and conducting inspections
on plastic ban. Meteorological Services were modernized thus providing reliable
weather and climate information. The sector realized improved national forest and
tree cover by 8.83% and 12.13% respectively, protected 7.8 million Ha of closed
canopy forests and rehabilitated 16,589 Ha of degraded forests. In an effort to
increase access to water and sanitation, the sector increased access to improved 4O
water services from 65.5 % 2020/21 to 68% in 2022/23, improved urban sewerage
services from 27.7 % in 2020/21 to 32% and increased national sanitation coverage
from 78% to 81.5%. In addition, 1,117,492 people were connected to water and
sanitation services in low urban income areas/informal settlements and rural
marginalized/ASAL areas. On water harvesting and storage, Karimenu dam, Yamo
dam and three (3) peace dams namely Kases in West Pokot, Forolle in Marsabit
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and Naku’etum in Turkana were completed. The sector also fast-tracked the
construction of Thwake dam (86%), and Siyoi-Muruny Dam (77.5%). In addition,
156 small dams and pans were constructed, 258 schools and 45 health facilities
were connected to clean and reliable water in various counties. The sector further
enhanced flood control through constructing 34.134 kilometres of dykes / flood
control structures, completed the designs for the Igembe Dam and produced Design
Review Reports for the Badasa and Umaa Dams. The sector completed
construction of Thiba Dam; completed 97% of Galana 10,000 acres’ model farm;
put 5,000 acres under production and increased the capacity of water stored for
irrigation by 29.9 million cubic meters. The sector continued to sustainably reduce
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wildlife poaching; increased human Wildlife Conflicts response rate to 100% of all | ©

reported cases; constructed 124.0 km; rehabilitated 120.5Km and maintained
4,725km of fences.

289. During FY 2024/25 and the medium term key outputs for the Sector include:
completion of Thwake, Itare, Thambo Dam, Kanjogu Dam; complete 70 water and
sewerage projects across the county; connect 120 public learning institution and
140 health centres with clean and safe water; rehabilitate 200 rural water schemes
targeting approximately 1,500,000 people under Homn of Africa Groundwater
project; improve access to water services for approximately 2.02 million in urban
water supply and sanitation services; and expand water and sanitation
infrastructure in 28 towns across the country. The Sector will decentralize online

cadastre system; generate 10.5 billion in revenue; rehabilitate 10 mines; and train)’O

7,500 Artisanal and Small-Scale Miners on appropriate technologies. The Sector
will reduce and compensate cases of human wildlife conflicts; maintain access
roads and airstrips in Conservancies and parks; implement plastic ban in protected
areas across the country; rehabilitate Research & Training Facilities at WRTI
Naivasha; and construct four Research and Training Centres. To foster
environment protection and mitigate climate change impact the Sector plans
domesticate four (4) Multilateral Environmental Agreements; restore and
rehabilitate 36 wetlands; establish 12 model waste demonstration centres country-
wide; and establish 10 Material Recovery Facilities (MRF) and collection points
for plastic recycling countrywide. To enhance forest, cover the sector will produce
104,000 Kgs of seeds to support in the Tree planting programme; distribute
102,000 Kgs of seeds; produce 566 Million tree seedlings; refurbish and establish
149 tree nurseries; rehabilitate 25,950 Ha of degraded forests; protect 2.6 Million
Ha of existing forest canopy; establish 4,140 Ha of forest plantations; plant 17,575
Ha of commercial farm forests; and rehabilitate 606 Ha of Bamboo forests.

290. To achieve these outputs, the Sector’s total allocation is Ksh 128.0 billion,
Ksh 157.6 billion and Ksh 167.7 billion for the FY 2024/25, 2025/26 and 2026/27

respectively.

3.5 Public Participation/Sector Hearings and Involvement of
Stakeholders

291. Public participation and involvement of stakeholders in the medium-term
budget process is a Constitutional requirement. In fulfilment of this requirement,
while preparing the 2024 Budget Policy Statement (BPS), the resolutions adopted
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by Parliament on the previous Budget Policy Statements were taken into account.
Annex 3 explains how the resolutions by Parliament on the 2022 BPS and 2023
BPS have been taken into account in the 2024 BPS and the reasons thereof.

292. The PFM Act, 2012 requires that the input of the public be taken into account
before the budget proposals are firmed up. In this regard, the Sectors conducted a
Country-Wide Public Participation from 30" October to 6™ November 2023 in 46
Counties with the exception of Mandera County which could not be accessed due
to flooding. The issues raised by the Citizens were used by the Sectors while
prioritizing programmes and projects to be funded. The reports from the Country-
Wide Public Participation are annexed in each Sector Report. Further, Public
Hearings for the FY 2024/25 Budget were held between 13% and 15" December
2023 at the Kenya School of Monetary Studies. Virtual platforms were made
available on WebEx as well as live streaming on Face Book to ensure that
stakeholders who could not attend the Public Hearings physically had access to the
Hearings. Annex Table 5 provides a summary of the comments received and the
actions taken and or response given during the Public Hearings.

293. Further, the draft 2024 BPS was uploaded onto the National Treasury website
on 19% January, 2024 inviting the public and stakeholders to share comments. As
required by the Public Finance Management Act (PFM) Act, 2012, the-document
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was further shared with the various stakeholders including: 20

i) Institutions listed in the PFM Act, 2012 which include: the Commission on
Revenue Allocation; County Governments; Controller of Budget;
Parliamentary Service Commission and the Judicial Service Commission;

ii) Institutions that constitute the Macro Working Group which include: the
National Treasury; State Department of Economic Planning; Central Bank of
Kenya; Kenya Revenue Authority; Kenya National Bureau of Statistics;
Kenya Institute of Public Policy Research and Analysis; and Commission on

Revenue Allocation;

iii) Cabinet Secretaries and Principal Secretaries of all Government Ministries
and the Office of the Attorney General; and

iv) Office of the Council of Economic Advisors at the Executive office of the
President.

294. The comments were considered in finalizing this document. A summary of
the comments received from the various stakeholders and the public and the actions
taken are summarized in Annex Table 6.
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IV. COUNTY FINANCIAL MANAGEMENT AND
DIVISION OF REVENUE

4.1 County Governments’ Compliance with Fiscal Responsibility
Principles

295. Management of county finances shall be in accordance with the Constitution,
Public Finance Management (PFM) Act, 2012 and the Public Finance Management
(County Government) Regulations, 2015. Table 4.1 below provides a summary of
total expenditures and total revenues by counties for FY 2020/21 to 2022/23.

Table 4.1: Summary of County Revenues and Expenditures from FY 2020/21
to 2022/23

FY 202021 FY 2021722 FY 2022/23
Ksh Billiogs Approved  [Actual Approved |Actual Approved |[Actual
Budget Budget Budget Budget  |Budget Budget

Total Reveme 475.3 436.6 529.2 436.5 491.9 466
Total Expenditures 301.7 398 5357 401 515.2 4289
Total Development 186.9 116.1 193.3 985 160.5 98
Total Recurrent 3149 281.9 3422 302.5 354.6 330.9

Wages 176 190.1 195.1

Other recurrent 105.9 1124 135.8
% of Development in Total Budget|  37% 29% 36% 25% 31% 23%
% of Recurrent in Total Budget 63% 71% 64% 75% 69% 77%
% of wages in Total Revenue 40% 44% 42%

Source of Data: Controller of Budget
4.1.1 Allocation to Development Expenditure over the Medium-Term

296. As indicated in Table 4.1, the total County Govermnments’ approved
development expenditures over the medium-term account for 37% in FY 2020/21,
36% in FY 2021/22 and 31% in FY 2022/23 translating to an average of 35 % of
the total budget. The approved budget of eight counties, namely Bomet, Meru,
Nandi, Wajir, Kiambu, Laikipia, Nairobi and Tharaka Nithi did not conform with | ©
the requirement of Section 107 (2) (b) of the PFM Act, 2012 in FY 2022/23 (Figure
4.1).

- ﬁr“"_‘ 2024 Budget Policy Statement

i 4



165

Figure 4.1: FY 2022/23 Budgeted Development Expenditure as a Percentage
of Total County Expenditure
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4.1.2 Actual Development Expenditure over the Medium Term

297. The total actual development expenditure for the FY 2020/21, FY 2021/22,
and FY 2022/23 accounted for 29%, 25% and 23% of the total actual budget for

the same period as indicated in Table 4.1. This translates to an average allocation

of 26% of actual total expenditures to development expenditures. For the FY
2022/23, only seven counties met this requirement as far as the actual expenditure

as a percentage of total budget is concerned. These counties are: Marsabit (35.4%),
Baringo (31.2%), Uasin Gishu (31.0%), Mandera (30.8%), Kwale (30.4), Kilifi
(30.0%), and West Pokot (30.0%). On other hand, Busia (16.8%), Machakos
(16.8%), Nairobi City (13.9%), Kiambu (10.2%) and Kisii (5.7) spent the lowest /)
budgets on actual development in the reporting period as shown in Figure 4.2.

Figure 4.2: FY 2022/23 Actual Development Expenditures as a Percentage of

Total Expenditure
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298. Whereas most counties allocate the required 30% of their budgets towards
development, the actual development expenditure is less over the medium term.
This implies that County Governments’ development agenda is compromised with
higher allocations going towards recurrent expenditure. There is need for the
relevant institutions, including the Controller of Budget to put measures in place
to enhance compliance with the PFM law provision on development expenditure
and ensure the actual expenditures are aligned with spirit of the PFM Act, 2012,

4.1.3 Compliance with the Requirement on Expenditure on Wages and
Benefits

299. Over the medium — term, expenditure on wages and benefit for the FY
2020/21, FY2021/22, and FY 2022/23 accounted for 40%, 44% and 42% of the
total revenue, respectively as shown in Table 4.1. The report by the Controller of O
Budget on review of County Government’s budget implementation for FY 2022/23
shows the total expenditure on wages reported by County Governments amounted
to Ksh 195.1 billion. During the same period, the total revenue available to the
County Governments was Ksh 466 billion. This means that on average County
Governments spent 41.8 percent of their total revenue on wages and benefits which
is higher than the threshold of 35 percent provided by the PFM Act, 2012. Only 11
Counties, (Tana River, Turkana, Kwale, Mandera, Samburu, Isiolo, Kilifi, Nakuru,
Migori, Lamu and West Pokot) were able to maintain their expenditures to wages
and salaries below the 35 percent threshold in FY 2022/23 as shown in Figure 4.3.

Figure 4.3: FY 2022/23 County Governments’ Actual Expenditures on Wages
and Benefits as a Percentage of Total Actual Revenue
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4.2 Enhancement of County Governments’ Own-Source-Revenue

300. The report by COB on County Governments Budget Implementation Review Y

Report for the FY 2022/23 provides the Own Source Revenue (OSR) for the County
Governments as indicated in the Table 4.2.
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Table 4.2: Total OSR Collection for the FY 2022/23 (Including A-i-A)

FY 2022723 Actual EY 2022/23 AIA Other OSR FY Total FY 2022/23
OSR Collectlon {Ksh) |[Kshj 2022723 OSR Collection
(including A~T-A)

County (Kshs)
Baringo 313,351,637 - - 313,351,637
Bomet 242,395,023 - 242,395,023
Bungoma 379,716,358 797,606,548 - 1,177,322,906
Busia 201,772,364 142,150,611 - 343,922,975
|Elgeyo Mara kwet 217,350,450 - - 217,350,490
Embu 383,178,337 295,460,000 - 678,638,337
Garissa 81,361,298 61,130,000 - 142,491,298
tioma Bay 491,486,550 - 491,496,550
Islole 151,805,623 894,555 152,700,178
Kajlado 875,281,130 - 875,281,130
Kakamega 1,309,679,900 - - 1,309,679,900
Kericho 501,354,545 - - 501,354,545
Klambu 2,424,634,3B2 1,162,647,728 3,587.282,110
Kilifi 661,686,660 - 661,686,660
Kirinyaga 399,321,846 187,339,593 586,660,639
Kisli 413,988,597 563,229,532 ~ 977,218,129
Kisumu 731,449,033 422,015,272 - 1,153,464,305
Kitwsi 464,354,467 - - 464,354,467
Kwale 392,952,872 . 392,952,872
Laikipia 504,274,788 475,888,673 - 980,163 461
Lamu 156,907,612 - - 156,907,612
Machakes 1,429,791,260 - - 1,429,791,260
Na kuenl 418,752,940 472,843,046 891,595,986
Mandera 122,528,934 - - 122 528,934
Marsabit 58,565,723 74,980,200 - 133,545,723
Meru 418,801,954 317,884,152 14,300,484 750,986,590
Migori 406,364,909 - - 406,364,909
Mombasa 3,998,628,848 - - 3,998,628,848
Murang'a 534,416,925 123,750,039 658,166,964
Nalrebi City 10,237,263, 780 241,552,546 E 10,478,816,326
MNakuru 1,611,062,682 1,519,361,041 - 3,130,423,723
Nandi 200,737,628 - - 200,737,628
Marok 3,061,007,640 3,061,007,640
Nyamira 113,484,901 171,113,720 - 284,598,621
Nyandarua 505,913,3C6 - 505,913,306
Nyerl 610,656,883 469,530,000 - 1,080,185.883
Samburu 226,516,961 - 429,707,684 656,224,645
Siaya 402,229,607 105,812,055 - E08,041,662
Tailta Taveta 265,254,255 161,118,235 - 426,372,490
Tana River 59,173,171 - b 59,173,171
Tharaka Nithi 164,200,787 122,536,863 - 286,737,650
Trans Nzola 267,760,051 209,520,518 574,892,612 1,052,173,181
Turkana 177,717,811 - A77, 747,811
Uasin Glshu 936,606,563 45,440,020 - 982,045,563
Vihlga 108,347,382 133,002,807 - 241,350,189
Wallr 46,746,101 . - 45,746,101
Waest Pokot 128,195,210 - - 128,195,210
37,809,038,924 8,276,807,534 1,018,900,780 47,104,747,238

Source of Data: Controller of Budget

301. Analysis of OSR performance in the FY 2022/23 shows that County
Governments were able to raise a total of Ksh 47.1 billion from Own Source
Revenue (OSR) against an annual target of Ksh 66.1 billion representing an outturn
of 71.3 percent.

302. In FY 2022/23 six counties were able to meet their revenue targets namely
Kisii (150%), Garissa (142%), Nyeri (135%), Lamu (120), Kitui (111%) and
Kirinyaga (107). On the other hand, forty-one (41) County Governments did not
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meet their OSR revenue targets in FY 2022/23. Five counties collected less than
50% of their OSR targets which are Kericho (49%), Wajir (47), Murang’a (44%),
Mandera (42%), and Nyamira (36%) as shown in Figure 4.4.

Figure 4.4: FY 2022/23 Actual Revenue Collected by the County Governments
as a percentage of Annual Revenue Target
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303. In order to support the County Governments to enhance their Own Source
Revenue, the National Treasury is in the process of implementing the National
Policy to Support Enhancement of County Governments Own Source Revenue.
Some of the activities underway include enactment of the National Rating Bill, the
County Revenue Raising Process Bill and the development of 2 model Tariffs and
Pricing Policy by use by the County Governments.

304. The National Rating Bill was passed by the National Assembly and forwarded
to the Senate on 31% October 2023 for consideration. The Bill provides for among
others, standards in the way rating and valuation is conducted in the country; how
to deal with properties cross-cutting in more than one County Government;
procedure for claiming and payment of Contribution in Lieu of Rates (CILOR);
and timely updating of valuation rolls by the County Governments. More
importantly, the Bill will repeal the outdated Valuation for Rating Act, Cap 266
and Rating Act, Cap 267 and align the property rating legal regime with the
devolved system of governance.

305. The County Governments (Revenue Raising Process), Bill 2023 providés for

a process by which the County Governments introduce revenue raising measures 20

in conformity with Article 209 (5) of the Constitution. The Bill, which is currently
before Senate has gone through the First Reading.
306. The National Treasury notes that a number of County Governments are

having challenges in setting realistic revenue targets. To address this, the National
Treasury in collaboration with other stakeholders are planning to roll out a training

P o
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on Tax Analysis and Revenue Forecasting in the FY 2024/25. The team is currently
working on the training module on revenue forecasting.

307. In addition, the National Treasury is planning to build the capacity of County
Governments to generate statistics that conform to the Government Finance
Statistics 2014 Manual beginning in FY 2023/24. This will strengthen the County
Government’s fiscal policy making including realistic revenue forecasting.

4.3 Prudent Management of Fiscal Risks

4.3.1 Pending Bills

308. According to Section 94 (1) (a) of the PFM Act, 2012, failure to make any
payments as and when due by a State Organ or a Public Entity may be an indicator
of a serious material breach or a persistent material breach of its operational and O
financial commitments. In this context, Article 225 of the Constitution read
together with Section 96 of the PFM Act gives the Cabinet Secretary responsible
for Finance powers to stop transfer of funds to the concerned State Organ. Over
the years, County Governments have accumulated pending bills. As at 30t
September, 2023 Counties reported accumulated pending bills amounting to Ksh
163.62 billion, compared to Ksh 164.76 billion reported as at 30" June, 2023, a
decrease of 1.14 billion. This amount is as reported by County Governments to the
Office of the Controller of Budget.

309. The Office of the Auditor General (OAG) conducted a special Audit of
pending bills for County Governments as at 30% June, 2020 for the FY 2018/19

and 2019/20 which were conducted from May 2021 to December 2021. As per the )0
report, a total of Ksh 156.18 billion pending bills presented for audit to OAG, bills
amounting to Ksh 48.13 billion were reported as payable while Ksh 108.05 billion
lacked sufficient documentation to support services rendered or work done and
therefore were not recommended for payment. ;

310. A report by the Controller of Budget (CoB) indicates that as of 17" April,
2023, Counties had settled Ksh 23.96 billion (49.78% of the eligible pending bills)
leaving an outstanding balance of Ksh 24.05 billion (49.95% of the eligible
pending bills).

311. In relation to the ineligible pending bills, the Intergovernmental Budget and
Economic Council (IBEC) through a resolution of 5™ June, 2023 instructed all- %0
County Governments to finalize verification of ineligible pending bills. Once
verified, County Governments should prioritize payment of these arrears. As at
17t April, 2023 a total of Ksh 1.8 billion of the ineligible pending bills had been
paid by the County Governments, leaving a balance of Ksh 106.2 billion (Table
4.3).
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Table 4.3: Payment of 30% June, 2020 Audited Pending Bills by County

Governments as at 17" April, 2023

CoutyName | Eoble Pening Blls | Amount Prid so far | Balance Tneligible Pending B| Amount Pad so far | Balaace Total Outstanding
Barigo 460061 s 1109448 - 51,9448 DL
Bomet ST 091 313430 1097 17730397 2093825
Bungona Wmsesest| s RIS 10266958 . 102669258 136221045
Bush Bsd643 s6aT66:9 | 218985808 160041266 160041266 30mIT
FleeyoMarzkwet 97250631 684874 3401557 ITEEL . 1149317 606934
Enbu TOOEs| IS 813399 260720558 119943842 140776756 811646
Garea ungsn| e | sstamss| 4w . {86928 995087
Homa Bay S 2021956 40021360 69359187
Isido oene| ks aunm W1 28912399 610245169
Kafado pesm|  oomasn| om0 Lensnias - 67807464 259681474
Kalanega T ] IR DL ORI %1906 )
Kericho 1359571660 S| 7153538 2591140 : WL 94306307
Kiamby 3365130484 Wanes |  3mIsa 8119421 S60RLA9 5088522 46845952
K 61033514 wgn] s 1780551 . SBLIB051 NI
Kifrage ) S| 1sem 4719011 ST001 946613988
Kis 1R I EECT 516389488 S16389:458 08384926
Kism 1064082241 PRSI 36 81139200 « 1739200 1053545249
Kini 8323966 T I 1116548 L4 25458 2066770674
Kale 0395083 18421365 nomsls|  29m6m : 29934629 2941319910
Lakipia 1616471 osgmen| o] LI 13728268 10501008 Li248112
Lam 168652581 163862992 219008 1655441 99256365 1288006 248815
Vachakos aosssss | ueamen|  msism 51975538 « 519755508 2493823
Mabyeni o I 19990919 11921955 344037 |- e
\andera 195606061 19560661 : ALBLI0 - ALBLIO ALBLIO
Mersait 2551 ween|  wmal 6185250 36130202 09838
Mo LOSSHRL|  4BTI60 | 135798% W50 « WML 07941246
Vs 806362615 SR59038 BN BB PN 047 e
Mombasa ossss|  amsie] LAseds WA ; MENS 161268159
Viranga L3809 390386662 e T 391985 1675649193 1676853000
Narobi Ciy 1069369360 wssinl | geimy| ML : el
Nawu 225508 22996705 81228503 0453561 09435361 064364
Nand 99961375 A 24863941 2486841 695959364
Narok e ) 93780638 953780638 1657817258
Nyania 8105601 58814 2407483 6143841 61438141 0934564
Nraadarua st | sumpe|  esasaalo 349222218 892218 1519062228
Nied s 13318 - 30256 : N501256 251256
Sambnu 100097274 95476412 1620862 63814150 85194368 120240 157568294
Siasa wasm|  mysesn | 0 831335 : B35 613035
TaiaTaveta 1319911 s99311 6206530 192854197 152454497 610
Tana River waos|  masen|  anssn|  LeBness 166317855 1975323167
Tharaka -Nili o] aaesa| 91139 M0 42860 521161
Trans Naoia 619807056 9380530 02465% 3611 3066151 w3nm
Tk T 15505193 S85037816 : 385037316 )
Uast Gisho B854 S5l 4270 HOUS6169 3575115 14481054 511408
Viiea LRI o] s 410172194 . 310172194 TI860463
Wair 0136 30278535 a0 | 433524284 « 4335524264 135261365
West Pekot 673361710 0484712 653269% 15383655 16316318 13001 2324108
Tota G008 | Bosoasr| 4nsesess| loa0ssen|  Lasesam|  106GITTLIL| 13076338627

Source of Data: Office of the Auditor General and Controller of Budget
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4.3.1.1 Status of Pending Bills

312. County Governments owe money to the various pension funds (LAPTRUST,
LAPFUND and County Pension Fund) which have accumulated over the years. As
at 31 August, 2023, the status of pension pending bills submitted by the different
pension schemes to the Retirement Benefits Authority (RBA) was Ksh 73.4 billion.
A breakdown of the outstanding pension pending bills is shown in the Table 4.4,

Table 4.4 Outstanding Pension pending bills owed by County Governments
Accrued Interest | Total Debt Accrued

S$/No.|Nanie of the Scheme Principal Debt (Ksh) (Ksh) nterest (Ksh)

Local Authorities Provident Fund
9 =57 9

1 (LAPFUND) 2471.216,005 34,753,086.080 37.224,302,085
Local Authorities Pension Trust

2 7.999.9 24, 72 2231.216.1
(LAPTRUST) 099.904,407 4.231,311,725 32.231.216.132

3 County Pension Fund (CPF DC) 2.005,928,053.55 1,041.522,988.18 3.947.451,043.73
Total 12,477,048,467.55 | 60,925,920,793.18 73,402,969,260.73

Source: Retirement Benefits Authority

313. Some County Governments are not reflecting these pension liabilities in their
pending bills stock hence posing a great risk that these liabilities may not be
prioritized for payment. There is need for the County Governments to take stock

of all the pension liabilities and ensure proper recording in the stock of County
pending bills. In addition, Counties should prioritize the settling of these liabilities 1o
to ensure County staff do not retire without a pension.

4.3.1.2 Status of Debt owed to Kenya Power & Lighting Company (KPLC)
by County Governments

314. The outstanding pending bills owed to Kenya Power & Lighting Company
(KPLC) by County Governments as at 24" September, 2023 amounts to Ksh
3,492,122,613.47 with Nairobi County Government having the largest outstanding
bill amounting to Ksh 2,171,944,344.79. The amounts have been accumulating
over the years. Consequently, the National Treasury has issued a Circular to
County Governments reminding them to settle debts owed to KPLC and ensure
that these pending bills are included in their budgets and repayment plans in line
with the Public Finance Management Act, 2012 and in order to avoid disrupting
operations and other financial obligations of the Company. "

4.3.2 County Governments Capacity Building on Public Finance
Management

315. The Public Finance Management Act (PFMA), 2012 mandates the Nationall@
Treasury to develop and oversee the implementation of a comprehensive county
financing systems that ensures financial controls for efficient and effective
utilization of public resources. The National Treasury is further required to
strengthen county public finance management institutional capacities to
implement, manage and support governance, development and service delivery.

e

= | e ity 2024 Budget Policy Statement




172

316. There have been significant changes in key financial management leadership
positions in the county governments occasioned by change in the county
administration. In this regard, the National Treasury is planning for a capacity
building programme to the new Chief Executive Committee Members and Chief
Officers responsible for Finance, Heads of accounting, finance/budget,
procurement, economic planning, revenue, and internal audit; and County
Assembly Chair budget /Finance Members at the County Governments on PFM
matters.

4.4 Division of Revenue for FY 2024/25

4.4.1 Performance of Shareable Revenue

317. Ordinary revenue collected over the years has been below target except for
FY 2021/22 when the target was surpassed as indicated in Figure 4.5.

Figure 4.5: Estimates of Ordinary Revenue vs. Actual Revenue (Ksh trillion)
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Source of Data: National Treasury

4.4.2 Division of Revenue for FY 2024/25

4.4.2.1 Application of Article 203 (1) of the Constitution in Division of
Revenue

318. Article 218(2) of the Constitution requires division of revenue between the
two levels of Government and across County Governments to take into account the O
criteria set out in Article 203(1) of the Constitution. The criteria include factors
such as: national interest, public debt and other national obligations and needs of

the disadvantaged groups and areas, among others.

319. As indicated in Table 4.5, it should be noted that after taking into account all
the mandatory expenditures under Article 203(1) of the Constitution, the balance
left for sharing between the two levels of Government is Ksh 753.2 billion. After
allocating Ksh 410.2 billion to County Governments for FY 2024/25, of which Ksh
391.1 billion is the proposed equitable share and Ksh 19.1 billion is the allocation
from National Government share of revenue, the National Government is left with

i _ e
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only Ksh 343.0 billion to finance functions such as education, health, defence,
roads and energy, among others. This may occasion additional borrowing which
may distort the fiscal framework already set out in the 2024 Budget Policy
Statement. Table 4.5 provides an assessment of the extent to which the
requirements of Article 203 (1) of the Constitution have been incorporated in
estimating the division of revenue between the national and county levels of
Government in the FY 2024/25.

Table 4.5: Summary of considerations under Article 203 (1) of the
Constitution

ITEM DESCRIPTION (Ksh Millions) FY 2024/25
Ordinary Revenue (Excluding AIA) 2,948,124
National Interest [Article 203 (1)(a)] 106,830
Public debt (Art. 203 [1][b]) 1,352,610
Other National obligations (Article. 203 [1][b]) 719,092
Emergencies [Art. 203 (1)(k)] 5,000
Equalization Fund [Art. 203 (1) (g) and (h)] 11,400
Of which: a) Allocation in FY 2024/25 7,867
b) Arrears 3,533
Balance to be Shared by the 2 Levels of Government 753,192
County Government allocation from revenue raised nationally- 410,177
Of which: a) Equitable Share of Revenue 391,117
b) Additional allocations 19,060
Balance left for the National Government 343,015

Source of Data: National Treasury

320. Based on ordinary revenue projection of Ksh 2,948.1 billion in FY 2024/25,
it is proposed that Ksh 2,549.1 billion be allocated to National Government, Ksh
391.1 billion to County Governments as equitable revenue share and Ksh 7.87
billion to the Equalization Fund. The National Treasury proposes to further allocate
Ksh 3.53 billion to the Equalization Fund in FY 2024/25 as partial payment to
arrears for Equalization Fund. Table 4.6 shows the computation of the equitable
share to County Governments for the FY 2019/20 to FY 2024/25.

ST
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Table 4.6: County Governments’ Equitable Revenue Share (Ksh Million)

Budget Item FY 2019720 [FY 2020/21 [FY 2021/22 [FY 2022123 [FY 2023/24 [FY 2024725
1. Baseline (ie. ellocarion in the previous FY) | 314,000 | 316,500 | 316,500 | 370,000 | 370,000 385425
Less:-
Adjustment for RVILF - - - - - 10933
2, Adjusted Equitable share Base 314,000 | 316,500 | 316,300 | 370,000 [ 370,000 | 374,402
Add:-

a. Reverue Skave (RMLF, Level-5 Hospital
Grani, Compensation: for foregone user fees and

Rekakilitaiion of Village Poivtechnics - - 17400

b. Adjustents for revente growth 2300 - 36,100 . 15,000 16,625

¢. Transfer of Library Services 425

Computed Equitable Revenue Share Allocation 316,500 | 316,500 | 370,000 370,000 | 385,425 | 391,117

Source of Data: National Treasury

321

. The allocation to County Governments’ equitable revenue share of Ksh 391.1

billion in FY 2024/25 is informed by the following prevailing circumstances:.

i)

The implementation of the fiscal consolidation plan by the Government which
is aimed at reducing the fiscal deficit inclusive of grants from 5.6 percent of
GDP in FY 2022/23 to 4.9 percent of GDP in FY 2023/24, and further to-3.9
percent of the GDP in FY 2024/25. In this regard, there is need for continuous
rationalization of expenditures by eliminating non-core expenditures while
improving efficiency in development projects implementation so as to contain
expenditure growth, stabilize debt and reduce debt vulnerabilities;

The National Government continues to solely bear shortfalls in revenue in
any given financial year. However, County Governments continue to receive
their full allocation despite the budget cuts affecting the National Government
entities.

iii) Increased expenditures for National Government for purposes of debt

servicing coupled with a weakening shilling against the dollar;

iv) Low ordinary revenue collections attributed to the ongoing geopolitical

v)

shocks. This includes the Russia-Ukraine war and the US Federal Reserve’s
interest rate hike which has negatively affected the dollar and the international
debt market; and

The proposed equitable share of Ksh 391.1 billion in the FY 2024/25 is
equivalent to 24.86 percent of the actual revenues raised nationally, which is
in compliance with the Article 203(2) of the Constitution.

N0

4.4.2.2 Application of Article 203 (2) of the Constitution in Division of
Revenue.

322. Article 203 (2) the Constitution requires that the equitable share allocation to
counties should not be less than fifteen (15) per cent of the last audited revenue
raised nationally, as approved by the National Assembly. The above proposed
equitable share for FY 2024/25 of Ksh 391.1 billion is equivalent to 24.86 per cent
of the actual revenues raised national};}! of Ksh 1,573 billion for FY 2019/20, as per
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the records of the National Treasury. However, the last audited revenue raised
nationally, as approved by the National Assembly is Ksh 1,673 billion implying an
overstatement of Ksh 100 billion. This discrepancy has since then been raised with
the Office of Auditor-General and the Office of the Auditor-General has since
responded to the National Treasury modifying the audited revenues for the FY
2019/20, to Ksh 1,578,035,418,993. On revenue resulting from AMISON Grant of
Ksh. 4.6 billion, the Auditor-General has determined that it is within the purview
of the National Treasury to determine the sharable and non-sharable
revenue/receipts with regard to the UN/AMISOM receipts in accordance with
legislation. The modification to Ksh 1,578,035,418,993 and the determination on {0
the AMISON Grant of Ksh 4.6 billion has since been communicated to Parliament
for a resolution of the House.

323. However, applying the last audited revenue raised nationally, as approved by
the National Assembly of Ksh 1,673 billion, the allocation of Ksh 391.1 billion as
equitable share translates to 23.38 percent This also within the constitutional

threshold of Article 203 (2).
4.4.2.3 Other Policy Considerations in Division of Revenue for FY 2024/25

324. The Government under the Extended Fund Facility (EFF)/Extended. Credit
Facility (ECF) program supported by the development partners’ targets is
implementing a fiscal consolidation targeting to reduce the fiscal deficit to 3.9
percent of GDP in FY 2024/25. This is designed to slow down public. debt o
accumulation. _ 2 1

325. To achieve this aggressive fiscal consolidation, amid increase in debt
servicing costs as a result of exchange rate fluctuations and increased interest rates,
the National Treasury has proposed huge expenditure rationalisation in the FY
2024/25 and over the medium term. In order to be within this commitment, the
National Treasury, has so far managed to reduce the fiscal deficit to 5.6 percent of
GDP in FY 2022/23 and targets to reduce it further to 4.9 percent of GDP in FY
2023/24 through expenditure rationalization and mobilization of additional non-
tax revenues from Ministries, Departments and Agencies.

4.4.2.4 Additional Allocations to County Governments in FY 2024/25

326. Article 202 (2) of the Constitution provides that County Governments may
be given additional allocations from the National Governments Share of revenue
either conditionally or unconditionally; while Article 190 of the Constitution also
provides that Parliament shall by legislation ensure that County Governments have
adequate support to enable them to perform their functions.

327. Further, Section 4 of the County Governments Additional Allocations Act
(CGAAA), 2022 requires that additional allocations shall be funds agreed upon by
the National Assembly and the Senate during the consideration of the Budget
Policy Statement and shall comprise of County Governments’ additional
allocations financed from either the National Government’s Share of Revenue or
proceeds of loans or grants from Development Partners. Pursuant to Section 5 of
the CGAAA 2022, funds for additional allocations to County Governments shall

L8
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be included in the budget estimates of the National Government and shall be
submitted to Parliament for approval.

328. In the 2024 Budget Policy Statement, the National Treasury proposes to
allocate Ksh 54.7 billion as additional allocations (conditional and unconditional)
to County Governments. Out of this, Ksh 19.06 billion will be financed from the
National Government’s share of revenue, and Ksh 35.66 billion from proceeds of
loans and grants from Development Partners. These additional allocations to

counties are as follows:

i) Proceeds from Court fines amounting to Ksh 7.4 million: The unconditional
additional allocation to beneficiary counties emanating from contravention of 20
county legislation is projected to be Ksh 7.4 million. Whereas Court fines
from the National Government are remitted to the consolidated fund, court
fines from County legislation ought to be remitted to the County Revenue
Fund. Collection of fees, fines, and penalties is to be streamlined across the
47 Counties so that collection of the same is undertaken by the Judiciary and
the funds transferred to the National Treasury in line with the law. These
funds will be transferred from the exchequer to the respective County
Revenue Fund (CRF) Account;

i) 20% share of mineral royalties amounting to Ksh 1.055 billion: The National 20
Treasury proposes to allocate Ksh 1.055 billion to thirty-two (32) counties in
FY 2024/25; being the total sum of mineral royalties accrued in the FY
2021/22 as submitted by the State Department for Mining. Additionally, to
facilitate transfer of 10% share of mineral royalties due to communities, the
State Department for Mining, as the implementing agency has developed
draft regulations that have already gone through public participation. This
will be disbursed to the communities once the regulations have been finalized;

iii) Construction County Headquarters amounting to Ksh 445 million: To
support the construction of county, headquarter offices for five (5) County
Governments (Isiolo, Lamu, Tana River, Tharaka Nithi and Nyandarua), the N
State Department for Public Works, Ministry of Lands, Public Works,
Housing and Urban Development has been implementing construction of five
(5) county headquarters. These five (5) counties did not inherit adequate
facilities that could accommodate the new administration at the onset of
devolution and their construction are at different levels of completion. In the
FY 2024/25, Ksh 445 million has been proposed for transfer to five counties;

iv) County Aggregation and Industrial Parks (CAIP) amounting to Ksh 4.5
billion: In order to continue operationalizing the National Government’s
programme on County Aggregation and Industrial Parks (CAIP) Project
under the BETA framework, the National Treasury proposes to conditionally 110
allocate Ksh 4.5 billion to CAIP in the FY 2024/25;

v) Road Maintenance Fuel Levy (RMFL) amount to Ksh 10.5 billion: The
summit resolution of February 2023 stipulated the need to develop a reform
agenda for the road sector so that the RMFL allocation to the County
Governments is considered in the FY 2024/25 through a restructured process.
In this regard, a consensus has since been reached that, Ksh 10.522 billion
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being allocation for maintenance of county roads from RMFL be allocated as
a conditional allocation to County Governments;

vi) Conditional Allocation for the Community Health Promoters (CHPs)
Programme of Ksh 2.5 billion: During the 10" National and County
Governments Coordinating Summit, the implementation of the CHPs
programme was extended from the current three years to five years under the
BETA model of economic revival to accelerate the achievement of universal
health coverage through support to the County Governments. To this end, the
National Treasury proposes to allocate Ksh 2.5 billion as a conditional grant
to all the forty-seven County Governments. County Governments are )
expected to provide an equal amount of counterpart funding from their
equitable share to match the National Government’s contribution;

vii) Transferred Function of Museums amounting to Ksh 30. 2 million: The
Intergovernmental Relations Technical Committee vide Gazette Notice No.
13982 dated 11™ November 2022 delineated and transferred the Museum
function to County Governments. During the unbundling of the function the
National Government was carried to have exclusive mandate of “ancient and
historical monuments of national importance”. Thus eight (8) stations which
included: - Meru-Njuri-Njeke Museums, Narok Museum, Garissa Museum,
Wajir Museum, Longaingalani Museum, Kisumu Museum, Kitale Museum
and Isiolo Museum, were identified to be transferred to the respective County YO
Governments. By principle of resources follow functions, the determined cost
of the function amounting to Ksh. 30.2 million shall be transferred to the
respective County Governments, as additional unconditional allocations, in
FY 2024/25; and '

viii) Conditional allocations financed from proceeds of Loans and grants by
Development Partners amounting to Ksh 35.7 billion: A total of Ksh 35. 7
billion has been proposed for transfer to County Governments as conditional
additional allocations financed from proceeds of loans and grants from
Development Partners in the FY 2024/25, to support a total of fourteen (14)
donor-funded projects as outlined in Table 4.7. ‘b@
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Table 4.7: Additional Allocations to County Governments for FY 2024/25

SiNo IAddiﬁoaal Allocation

| Amount (Ksh)

a) Additional (Conditional & Unconditional) Allocations from the National Government’s Share of revenue for

Financial Year 2024/2025
Unconditional allocation financed from court fees and fines emanafing from contravention of County
1 o 7431745
Legislation
2 |Uncondiional allocation financed from the 20% Share of Mineral Royalties (due for the FY 2021722) | 1,055,205,814
3 |Conditional allocation for the Construction of County Headquarters 445,000,000
4 |Conditional allocation for County Aggregated Industrial Parks (CAIP) Programme 4,500,000,000
5 |Conditional allocation for Road Maintenance Levy Fund (RVILF) 10,522,211 853
6 |Conditional allocation for Community Health Promoters (CHPs) 2.500,000.000
7 |Conditional allocation for the Transferred Museum Function 30,184,835
Total Allocation from GoK 19,060,034,247

b) Additional Conditional Allocations Financed from proceeds of loans and grants from Development Partners for
Financial Year 2024/2025

1 |IDA (World Bank) Credit - National Agriculfural Value Chain Development Project (NAVCDP) 5.000,000.000
2 |IDA (World Bank) Credit - Food Systems Resilience Project (FSRP) 2,250,000,000
3 |IDA (World Bank) Credit - Water & Sanitation Development Project 5,700.000,000
4 |DANIDA Grant - Primary Health Care in Devolved Context Programme 487,500,000
5 |IDA (World Bank) Credit - Second Kenya Devolntion Support Program (KDSP IT) 1,762,500,000
6 DA (World Bank) Credit - Financing Locally - Led Climate Action (FLLoCA) Program — County 3712000000
Climate Restlience Investment (CCRI) Grants
] KfW (German Financial Cooperation) Credt - Co-Financing Locally- Led Climate Action (FLLoCA) 1200.000.000
Program — County Climate Restience Investment (CCRI) Grant T
g KfW (German Financial Cooperation) Credit - Drought Resilience Programme in Northem Kenya) 781,969,410
(DRPNK) Project C
9 |IDA (World Bank) Credit - Emergency Locust Response Project (ELRP) 1,900,000,000
10 |IFAD - Kenya Livestock Commercialization Project (Kel CoP) 378,730,000
11 |[FAD - Aquaculture Business Development Project (ABDP) 245,879,120
12 |IDA (World Bank) Credit - Keaya Urban Support Project (KUSP) — Urban Institntional Grant (UIG) | 1,575,000,000
13 |IDA (World Bank) Credit - Kenya Informal Settlement Improvement Project (KISIP IT) 10.600,000,000
14 |UNFPA Grant - 10th Country Kenya Programme 65,190,000
Total Allocation from DPs 35,638,768,530
Grand Total (both from GoK & DPs) 54,718,802,777

Source of Data: National Treasury

4.4.2.5 Disaggregation of Total Proposed Transfers to the Counties

329. Taking in to consideration the above proposed additional allocations to
County Governments in FY 2024/25, the expected total transfers to County
Governments is Ksh 445.8 billion. Table 4.8 shows disaggregation of total
proposed transfers to the Counties in FY 2024/25 and expected transfers in
previous financial year. From the table, there is clear demonstration that there has

been consistent growth of total
years.

==

%s to County Governments over the financial

85 |

¥ -

2024 Budget Policy Sta

tement



179

Table 4.8 Disaggregation of County Governments’ Allocation (Ksh Million)

Type/Level of Allocation FY 2019/20(FY 2020/21|FY 2021/22|FY 2022/723|FY 2023/24|FY 2024/25
A|County Equifable Share 316,500 | 316,500 | 370,000 | 370,000 385425 391,117
B|Additional condifional allocations, of which 43,505
a) Gok Funded 6,505 19,060
b) Allocations from proceeds of loans and grants 39,050 30204 32334 31382 33192| 35,658
C|Total County Allocations (A+B) 362,005 | 333,200 409,871 | 407,036| 424,933 | 445,835

Source of Data: National Treasury

4.4.2.6 Allocation of Sharable revenue between the two levels of Government
and the additional allocations to counties from the National
Government share of Revenue

330. It should be noted that, and pursuant to Article 202 (2) of the Constitution,
the National Government has over the years out of its own share of revenue
provided for additional allocations to County Governments. These allocations,
which have been mostly conditional are meant to accelerate achievement of policy
priorities of both levels of Government, some of which have international
obligations. In so doing, this tends to reduce on the National Governments entitled
share of revenue from revenues raised nationally. Table 4.9 shows additional
allocations to County Governments from the National Governments share of
revenue raised nationally.

Table 4.9: Division of Revenue Raised Nationally for FY 2020/21 — 2024/25 (Ksh
Million)

Type/Level of Allocation FY 2020/21{FY 2021/22 |FY 2022/23 |[FY 2023/24 |FY 202425
a) National Government Share 1,533,700 1,398,799 1,764,516 2,177.867| 2,549,140
Of Which
1) Addional Allocations to counfies
il Leasing of Medical Equipmert 06,205 7,205 3,200 5.862 -
fil Conniy Aggregared Industrial Parks ' 4,500
iiil Road Maintenai:ice Levy Fund 10,522
v} Comri fines and fees 7.4
v] 20% Share of Mineral Royalties 1,055
vi) Supplement jor construction of Caimiy 300 332 163 454 445
Headguariers
viij Commumnity Health Promoters (CHPs) 2,500
viii] Tranferred Museuns Function 30
if) Equiization Fund Asrears 3,533
b) 0.5% Equalization Fund 6,500 6,825 7,068 8,369| 7,867
¢) County Equitable share 316,500 370,099! 370.000' 385,425 391,117
Total Shareable revenue 1,856,700 1.775,587‘ 2,14]..585' 2,571,159 2,948,124

Source of Data: The National Treasury

4.5 Horizontal Allocation of Revenues
331. Horizontal allocation of equitable share of revenue among the County((D

Governments for FY 2023/24 is based on the Third Basis Formula, which was
considered and approved by Parliament in September 2020. The third basis takes
into account the following parameters: OPopulation (18%); Health Index (17%);
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Agriculture Index (10%); Urban Index (5%); Poverty Index (14%); Land Area
Index (8%); Roads Index (8 percent); and Basic Share Index (20%). The County
Governments equitable share of revenue for FY 2024/25 are as shown in Table

4.10.
Table 4:10 County Governments Equitable shares for FY 2024/25
FY 202324 FY 2024725
0.5 (Allocation ?ﬁu"‘) (Equitable Share*3-0.5 Total Equitable
County Total Equitable . Mﬁﬂnﬂo *(Formula®** Shore*++=
Share Allocnton Equitable|Allocation Equitable Share
ratio Share ratio
Col A Col B| Column C Column D Column E Column F = C+E
Baringo 6.647,771,1E6 1.61 2.547,825,0CC 1.8 4,202,674,960 6,750,489 560
Bomet 6577,924.07C 1.74 2.753,55C CC0 1.86 4,330,22C.756 7,083,77C, 756
Bungoma 11,111,983,6C8 2.81 4.446,825.0CC 2583 6.832,162,461 31,278,987.461
Buaix 7.475,585,285 18 32.CC6,750.C0C 187 4 580,8C8.705 7,587,558.7C5
Elzevo Marakwst | 4,801,453,188 12 1,.830,650,008 126 2.542,735.244 3,873,385,244
Embc 5,341,810 744 1.36 2,152,200.0CC 14 3,269 531,176 5,421,731,176
Garissa 8,248,748,2C1 322 3.513,15Cc0CC 2.08 4 854 254,856 8,367,404,256
Homa bay 8,128,387,25¢C 2.13 3,37C,725.00C 2.09 4.876,870,875% 8,247.595,879
Idolo 4.895.C<2 209 134 2,120,55C.0CC 122 2,848.1C9.825 <4 968,659,825
Kajiado 8,3C00,223,576 2.G3 3,212, 475000 2.24 5,215,229,332 8,427,694.332
Kaloamsega 312,512,646,262 3.29 5,206,425,0CC 3.3 7,859,312,766 13,1(5,736,766
Kericho 6,703,125%,925 1.7 2,690,25C,0CC 1.77 4,113,428,765 6,803,678,765
Fiambu 12,227,552.549 258 4,715,85CCCC 332 7,689.817.252 12,415,767.252
ittt 12.1C%,20C.498 33 Z,22223C,0CC 303 7,059,512,633 12,281,762 633
Hirinwara 5.420,217,528 134 2,i2¢,550,000 1.45 3,382,345,819 5,502,895,819
Fisii 5,258 588,608 2.46 3.852,95C,0CC 136 5.5C0,082,543 $,393,032.543
Kisumo 8,361,797,770 2.16 3,418,2C0,0CC 2.18 =,067,465,357 8,4835.665,357
Kirci 1C.829,486,936 2.79 4.415,175,C00 2.82 6.575,03C,956 10,550.205,856
Krwale 8,584,103,693 246 3,882,85C,0C0C 2C6 4 8C8,6596,798 8,7C1,646,798
Laikipia 5,358,246,532 1.32 2,{88,900,CCC 144 3.351.265,089 5440,1635,L85
Lamu 3,237,35¢,7C7 C.82 1,297,65C,CCC €.85 1.988.302,778 3,285552,778
Machakos 9,547,295,3C5 245 3,877.125.0CC 2.3 5,812.2%3,198 $.689.,368,198
™lakuoen: 8.455460,962 2.34 3,703 05C.0CC 2085 4,871,489,327 8,574,539,327
hiandera 11,633,191.646 3.23 5,211,475,0C0 2.87 6,685,128,044 21,796,603,044
Nlarsabit 7.56C,358,512 2.14 3,386,55C.CcCC 1.83 4.278,428,854 7.664,578,854
Meru 9.852,625,172 2.54 £.019,55C,CCO 2.59 6.020,232 823 30.039,782.825
Aligori 8,341 446,108 2.14 3.386,55C,C00 2.18 5,079,048.152 8,465.598,151
MMombasa 7.861,523,820 2.23 3,528975.0CC 191 441, 107 262 7.87C,C82,262
Aivranga 7.473,786,7C3 199 3,145,175.C0C 1.8 4,432 970,897 7,582,145,357
Nairobi 2C.072,059,125 5.3 7.959.975,0CC 5.53 12,415,569,757 2¢.375,544,757
Makuro 13,593 424.653 331 5,238.075,0C0 3.68 8,564.705 320 13,802.78¢C,320
“andi 7.305,294,033 1.69 2,674,425,0CC 2.04 %£,746,5C0,54C 7,421,325 940
Narock 9,186,276,859 2.54 4,£19,55C,CCC 2.28 5,3C5,437,910 9,325.987,910
Myamira 5.334,198,486 1.52 2,405 4CC.CCO 1.2% 3.002,183,803 5,4C7,583,8C5
Nyandarza 5955.976,056 154 2,437,050 .0CC 1.53 3.555,845.547 5,892 895,547
Nyreri 6,485,331,051 1.72 2.706,075,000 1.66 3.873,950,891 6,580,025,851
Samburu 5,594,312 489 1456 2,31C.45C,CCC 1.45 3,366,145 277 5,676,595277
Siaya 7,263,019 ,462 1.83 2,85597500C 1.82 4.476.465,755 7,372 440,755
Taita tavata 5,040,427.430C 1.34 2,i20.353C,LCC 1.2% 2,593.C39,227 5,113,589,127
Tana River .78C, 702,542 1.85 2.927,625,6C3 1.7 3.059.871,749 5.887,496,749
Tharalka Nithi 4.378,234,821 2.24 1.962,3C0,CCC 1.C6 2476468407 £.438 768, 24C7
Tran: Zizoia T489,822.44C 1.82 2.88CAa50.CCC 2.L3 4. 735425264 7.615.575 264
Tolkana 13.243,946,833 3.33 3,269,725 CCC 347 2,071,521,411 13.341.246,411
Uasia Gishe 3.426,L72,635 2 3,185,020,00C 232 5,382 896,68C 8,557,856,650
Vihiga 5.267.C26,885 1.47 2,326 275000 1.25 3012437256 5.340,712,256
Wajir 5.853,656,422 2.7 4.272,75C.000 246 5,72C,742.852 9,953,492,852
Wat Dclkot 6,573.866,4C3 1.58 2,50C, 350,000 1.79 4,175.583,239 6,675,533,239
Total 385 4234,616,067 1400 1£8,250,000,000 100 232,B66,788B,147 391,116,7868,147

Source of data: The National Treasury
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4.6 Intergovernmental Fiscal Transfers

332. National Government Ministries Departments and Agencies (MDAs) are.
responsible for development of frameworks for the management of conditional
additional allocations made to beneficiary County Governments. These
frameworks outline the total allocation to each conditional additional allocation
and the specific amount apportioned to each participating county governments; the
conditions to be met by participating County Governments; and the responsibilities
of both MDA, and beneficiary County Governments. The Accounting Officers in
the respective MDA are responsible for submission of these frameworks to the
National Treasury for inclusion in the County Governments Additional Allocations
Bill (CGAAB), 2024. (o

4.7 Equalization Fund

4.7.1 Challenges Facing Disbursement of Equalization Fund

333. The Equalisation Fund is established under Article 204 (1) of the Constitution
with an allocation of a half percent (0.5%) of all revenue collected by the National
Government each year on the basis of most recently audited accounts of revenue
approved by the National Assembly.

334. Article 204 (2) of the Constitution provides that the National Government
shall use the Equalization Fund only to provide basic services including water,
roads, health facilities, and electricity to marginalized areas to the extent necessary
to bring the quality of those services in those areas to the level generally enjoyed
by the rest of the nation, so far as possible. :

335. The Second Marginalization Policy was published in 2018. The policy
identified a total of 1,424 marginalized areas spread across 366 wards, 111
constituencies in 34 counties as eligible for Equalization Fund. To guide the
management and implementation of the Equalization Fund, the PFM (Equalization
Fund Administration) Regulations, 2021 were developed. The regulations provide
for establishment of three county committees; County Technical Committee, Sub-
County Technical Committee, and the Project Identification and Implementation
Committee.

336. Two Petitions, Petition number 003 of 2023 and Petition 4 of 2023 dated 31st
May, 2023 were filed in the High Court of Kenya at Garissa. The Court cases?,O

questioned the criteria of identifying and sharing revenue among the marginalized
areas and creation of fake wards as beneficiaries. In the Petitions, the Court ordered

that pending the hearing and determination of the applications.

i) An order restraining the respondents from implementing the Commission on
Revenue Allocation Second Marginalisation Policy and Criteria 2022/2023
for sharing revenue amongst marginalised areas;

ii) Conservatory orders issued restraining the Controller of Budget from
authorising the withdrawal of Equalisation funds; and

a5
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iii) Conservatory orders issued restraining the National Treasury from disbursing
the Equalisation funds.

337. The Court Order on the following Petitions was lifted on 26® November, 2023
hence commencement of implementation of the Second Marginalisation Policy in
the 34 beneficiary counties. Implementation will be hampered in 15 counties that
have not complied with the requirement to establish the three committees
anticipated in Regulations 14, 16, and 18 of the PFM (Equalization Fund
Administration) Regulations, 2021. The Fund has already written to the counties
requesting them to fast rack the creation of the committee to allow them access and
utilize the funds allocated to them. '@

4.7.2 Equalization Fund Allocation for FY 2024/25

338. The National Treasury proposes to allocate Ksh 7,867 million to the
Equalisation Fund being 0.5% of the actual revenues raised nationally of Ksh
1,573.4 billion for FY 2019/20, as per the records of the National Treasury and
Ksh 3,533 million towards payments arising from Equalisation Fund arrears.

4.8 Emerging Issues and Policy Interventions

4.8.1 Integrated County Revenue Management System (ICRMS)

339. In order to support County Governments, enhance their own source revenue
through automation, it is recommended that all the County Governments adopt an
Integrated County Revenue Management System. In view of the above, there is an
ongoing process to recommend a uniform integrated county revenue management
system that will enhance OSR administration and management at the County level

for improved service delivery. This will ensure uniformity in the collection, 20
recording, and reporting of own source revenues across the 47 County
Governments. Further, it will enable County Governments to generate reliable data

for revenue forecasting and revenue enhancement.

4.8.2 Challenges in County Governments’ Public Finance Management

340. During the last two cycles of devolution, independent and oversight
institutions such as the Office of the Auditor General, the Office of the Controller
of Budget as well as the National Treasury among others have reported gaps in the
control and management of public resources in county governments. A Multi-
Agency Taskforce established in FY 2022/23 identified challenges faced by
County Governments in the management of public finances.

341. These challenges include weak linkage between planning and budget%@
formulation, inability of county governments to adhere to the Public Procurement
Act resulting in high outstanding pending bills, low development budget
absorption, under-performance in own-source revenue, failure to use the prescribed
financial systems (such as IFMIS, IPPD among others), non-adherence to fiscal
responsibility principles, pilferage of public resources due to manual systems,
inadequate understanding of the Office of the Controller of Budget’s role in
approval of county requisitions, high wage bill, weaknesses in human resource
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management, weak oversight by County Assembly and a weakened internal audit
function among others. ’

342. The solutions proposed in the report by the Taskforce to address these
challenges include; review of the existing policy, legal and regulatory environment
to guide planning; strengthening county structures and institutions; adhering to
existing provisions of existing policies, legislations, regulations and guidelines
guiding economic planning, public finance management and expenditure control;
and continuous capacity building of County Government staff among others:

4.8.3 Intergovernmental Agreements in respect of the Additional
Conditional Allocations

343. Section 9 of the CGAAA, 2022 for FY 2021/22 vide Kenya Gazette
Supplement No. 74 of 29™ April made consequential amendments to the PFMA, (O
2012 to provide for among others, the insertion of Sections 191A to 191E on
intergovernmental agreements. These sections require that the National Treasury
shall enter into an intergovernmental agreement with the respective County
Governments for the transfer of the respective conditional allocations made to the
County Governments pursuant to the Act; that such agreements shall set out any
conditions that may be attached to the conditional allocations; and that the
requisition of funds from the County Revenue Fund (CRF) for the purposes of a
conditional grant shall be supported by the intergovernmental agreement approved
under Section 191A.

344. The Principal Secretary, National Treasury constituted an inter-agency tasl{LO
force to develop a model Intergovernmental Conditional Allocations Transfer
Agreement (ICATA). The task force has since finalized the development of the
model ICATA and subjected it to nationwide public consultations. Further, on 10%
November 2023, the National Treasury submitted the draft ICATA to the office of
the Attorney General for legal opinion, which was provided on 13" December,
2023 and has since been incorporated in the agreement. On 8" January, 2024 the
National Treasury forwarded the final Model ICATA to the Council of Governors

for onward transmission to the county governments for processing in line with
Section 191A-191E of the PFM Act, 2012.

345. The National Treasury has made a request to Parliament to fast-track the 5@
approval of CGAAB, 2023 in order to facilitate the processes leading to timely
disbursements and requisition of the funds for additional conditional allocations
made to County Governments in FY 2023/24.

346. In the FY 2024/25, Parliament is also called upon to expeditiously approve
the DORB 2024, CARB 2024 and CGAAB 2024 alongside 2024 BPS. This will
assist in eliminating delays in the processing of ICATAs and hence the
disbursements and requisition of the funds for additional conditional allocations
made to County Governments in FY 2024/25.

£
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ANNEX 1: ADHERENCE TO FISCAL RESPONSIBILITY
PRINCIPLES

1. In line with the Constitution, the Public Finance Management (PFM) Act,
2012, the PFM (National Government) Regulations, 2015 and in keeping with
prudent and transparent management of public resources, the Government has
adhered to the fiscal responsibility principles as set out in the statute as. follows
(Table 1):

Table 1: Performance of Fiscal Responsibility Indicators
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30 Totd Natond Government Revemes (L ALA)| 1899 | 2078 ( 1961|260 2685| 3001) 30k J0[ 7| 86| ML A A5 SISO
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Source: The National Treasury

a) A minimum of 30 percent of the national Government’s budget allocated
to the development expenditure over the medium term.

2. Consistent with the requirements of the law, the National Government’s
allocation to development expenditures has been set above the 30 percent of its
Ministerial expenditures. The allocation to development expenditures is projected
to increase to 35.6 percent in the FY 2024/25 and remain above the recommended
threshold over the medium term as shown in Table 1 and Figure 1. 7

o s m——— e r— e e et e R

: 91‘I - 2024 B;d}erPolicy Statement




185

Figure 1: Development Expenditures as a Percent of Total National
Government Budget
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Source: National Treasury

b) The National Government’s expenditure on wages and benefits for its
employees not to exceed 35 percent of the national Government equitable

share of the revenue.

3. The law requires that the National Government’s expenditure on the
compensation of employees (including benefits and allowances) shall not exceed
35 percent of the National Government’s equitable share of the revenue raised
nationally plus other revenues generated by the National Government pursuant to
Article 209 (4) of the Constitution. In conformity to this regulation, the National
Government share of wages and benefits to revenues was 29.2 percent in the FY
2022/23, and is projected to decline to 23.2 percent in the FY 2023/24, and to
further decline to 21.7 percent by FY 2025/26 (Figure 2).

Figure 2: Wages as a Percentage of National Government Revenues
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1Wages: For teachers and civil servants including the police. The figure includes the Sfunds
allocated for the pension contributory scheme

Source: National Treasury 4\ 6‘
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¢) Over the medium term, the National Government’s borrowings shall be
used only for the purpose of financing development expenditure and not
for recurrent expenditure.

4. The Government is committed and continues to adhere to the principle as per
the PFM Act section 15(2) (c) which requires that national Government's borrowed
resources be used only for purposes of financing development and not for recurrent
expenditure. In the FY 2022/23, a total of Ksh 493.7 billion was spcnt .on
development expenditure. This amount is projected to increase to Ksh 717.8 billion
in FY 2023/24, Ksh 877.8 billion in FY 2024/25 and Ksh 1,427.9 billion over the

medium term.

d) Public debt and obligations shall be maintained at a sustainable level as
approved by Parliament for National Government

5. The public debt and obligations remain at sustainable levels though with high
risk of debt distress due to global shocks that has led to a slowdown of economic
growth (IMF Country Report No. 23/266-July 2023). Under external Debt
Sustainability Analysis (DSA), the Present Value of the external debt to GDP ratio
remain sustainable through 2026. However, the Present Value of external debt to
exports and debt service to export ratios breach the sustainability thresholds even
in the medium term due to subdued growth in exports. These ratios are expected to
improve with economic growth recovery boosting growth in Kenya’s export sector
expected to improve external public debt sustainability ratios.

6. The debt service to revenue ratio in 2024 is worsened by the maturity of USD
2.0 billion international sovereign bond in June 2024 (Table 2).

Table 2: Kenya’s External Debt Sustainability

Indicators Thresholds | 2022 | 2023 [ 2024 | 2025 2026 | 2027
PV of debt—to-GDP 40 27.8 29.5 30.5 294 28.0 27.1
ratio

PV of debt-to-exports 180 2283 | 2204 |210.8 | 195.6 181.7 | 170.3
ratio

PPG Debt service-to- 15 21.2 22.0 31.1 213 22.0 19.7
exports ratio

PPG Debt service-to- 18 14.8 16.6 24.9 18.2 19.2 17.6
revenue ratio

Source: IMF Country Report No. 23/266-July 2023

7.  Overall, the Present Value (PV) of debt to GDP ratio is projected to remain
above the 55 percent sustainability threshold in the medium-term but will gradually
improve by 2027 (Table 3). The improvement in debt levels is anchored to fiscal
consolidation through broadening the tax revenue base and minimizing overall
expenditures tied to implementation of the fiscal reforms under the IMF Extended

Credit Facility program.
Table 3: Kenya's Public Debt Sustainability Analysis

— Benchmark 2022 [ 2023 [ 2024 I::.ozs [ 2026 | 2027
Projections
fa‘t;o"f debt~to-GDP 55 631 | 644 | 619 | 602 | 583 | 566

Source: IMF Country Report No. 23/266-July 2023
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8. As the economy recover from global shocks and fiscal consolidation
continues, Kenya’s debt indicators are expected to improve. However, Kenya debt
sustainability is vulnerable to exogenous shocks e.g., export and exchange rate.

e) Fiscal risks shall be managed prudently

9. Kenya’s risk remains high due to volatile international commodity prices,
tighter external financing conditions, elevated inflation and continued drought. The
Government established a Fiscal Risk Committee which will continue playing a
key role in identification, quantification and management of fiscal risks going
forward. In addition, the Government through the recently established pending
bills verification committee will minimize accumulation of arrears to suppliers; |o
and with continued fiscal consolidation programme, debt vulnerabilities will be
reduced and ensure a stronger debt sustainability position going forward. The
Government will also continue reviewing its macroeconomic forecasts and
regularly to ascertain the impact of the macroeconomic projections and their
implications on the budget. Potential fiscal risks arising from contingent liabilities,
including from Public Private Partnership projects among others are taken into
account and a contingency provision made to cushion the economy from

unforeseeable shocks.

f) A reasonable degree of predictability with respect to the level of tax rates
and tax bases shall be maintained, taking into account any tax reforms ) .0
that may be made in the future

10. On the principle of maintaining a reasonable degree of predictability with
respect to the level of tax rates and tax bases, the National treasury will implement
the National Tax Policy that will guide tax reforms and ensure certainty in taxation
and the Medium Term Revenue Strategy (MTRS) which contains revenue-raising
tax policy and administrative reforms to be undertaken over the medium-term.
Further, the Government continues to carry out tax reforms through modernization
and simplification of tax laws in order to lock in predictability and en.hance
compliance within the tax system.

1o (
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ANNEX 2: STATEMENT OF SPECIFIC FISCAL RISKS

Introduction

1. The economy is expected to remain strong and expand by 5.5 percent in both
2023 and 2024. The growth outlook will be supported by broad-based private
sector growth, resilient services sector, and the rebound in agriculture. The growth
outlook will be reinforced by implementation of policies and reforms under the
priority sectors of the Bottom - Up Economic Transformation Agenda geared
towards economic turnaround and inclusive growth. There are, however, downside
risks to the macroeconomic outlook envisaged in this 2024 BPS emanating from
domestic as well as external shocks.

2. For prudent management of risks, the PFM Act, 2012 requires the preparation

of a “Statement of Fiscal Risks. Thus, this section provides an assessment of fiscal [O

risks that the Kenyan economy is exposed to that may affect the achievement of
the macroeconomic targets and objectives detailed in this BPS. The fiscal risks
arise from assumptions that underline fiscal projections, the dynamics of public
debt, and operations of state corporations, contingent liabilities, financial sector
vulnerabilities and natural risks. Emergence of these risks could make it difficult
for the Government to actualize and sustain macroeconomic policies detailed in
this BPS. Thus, this section also details the measures that the Government is
implementing to mitigate such risks.

Risk in Changes in Macroeconomic Assumptions

3. Macroeconomic variables play a key role in the formulation of the budget as
they form a baseline in revenue projections and determine the Government’s
spending priorities. The macroeconomic assumptions underlying the FY 2024/25
budget entail an estimated growth of 5.5 percent in both 2023 and 2024. Inflation
is projected to gradually ease towards the Government target range of 5.0 percent
in FY 2024/25 and remain within the target range over the medium term. The
External sector is expected to remain relatively stable despite the projected global
economic slowdown, geopolitical fragmentation and uncertainties and tight global
financial conditions. The unexpected changes in the macroeconomic projections in
this BPS may pose risks to the projected revenue and expenditure.

4. Table 1 summarizes the likely impact of changes in the 2024 BPS outcomes
on the fiscal projections.

lo2,
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Table 1: Fiscal Sensitivity to Key Macroeconomic Variables, FY 2024/25 —

2027/28 (Ksh billion)
|

| Revenue Expenditures Budget Balance
:2024-25 202526 2026127 | 2027:28 |2024725(2025/26/2026 27|2027/28| 2024/25 | 202826 | 2026127 | 2027:28
Rednction it real GDP (%) by |
1.0 % point |23 | -135| -149 | -166 | 63 | 69 [ -77 | .17 | -60 [ 66 | -7 | -80
Increase in inflafion rate (%) .
by 1.0 % Point 125 | 139 [ 155 | 173 | 69 | 76 | 85 | 85 | 56 | 62 | 70 | 79
Depreciafion in exchange rate ;
(Ksh/USS) by 10% A3 | 41| 29| 33|38 |43 | 48 | 48 [ 175 | 198 | 231 | 269
Increase in vahue of faported
go0ds (USS) by 10% 140 | 49 | 53 | 58 | 00 | 00 [ 00 [ 00 | 140 | 49 [ 53 | -58
Allshocks Combined 359 | 165 197 | 230 [ 40 | 45 | 5151|319 | 120 | 146 | 174

Source of Data: National Treasury

5. The reduction of the projected real GDP in 2024 by one percent (from 5.5
percent to 4.5 percent) has the adverse impact of reducing revenue collection by
Ksh 12.3 billion in FY 2024/25. Due to the reduced revenues, expenditures would
decline by Ksh 6.3 billion resulting to an increase in fiscal deficit by Ksh 6.0 billion
in the same period. This shock would persist over the medium term with the decline
in revenues more than the decline in expenditures leading to a higher than projected
fiscal deficit.

6. A shock of a one percent increase in the projected inflation rate for FY
2024/25, from 5.0 percent to 6.0 percent, would result in an increase in revenues
and expenditures by Ksh 12.5 billion and Ksh 6.9 billion, respectively in FY §0
2024/25. The higher revenues compared to expenditures would result to an
improvement of the fiscal deficit by Ksh 5.6 billion in FY 2024/25. The impact of
the shock would persist over the medium term thereby improving the fiscal deficit

by Ksh 7.9 billion by FY 2027/28.

7. A 10 percent depreciation of the Kenya shilling to the dollar would haye a
higher impact on the revenues as compared to the expenditures. The revenues and
expenditures would increase by Ksh 21.3 billion and Ksh 3.8 billion respectively
in FY 2024/25 thereby reducing the projected fiscal deficit by Ksh 17.5 billion.
The effect of this shock would persist over the medium term with the increase in2<
revenues offsetting the increase in expenditures leading to a lower than projected
fiscal deficit. Fiscal deficit would reduce by an estimated Ksh 26.9 billion by FY

2027/28.

8. A shock of 10 percent increase in the value of imported goods in the FY
2024/25 would increase revenue collection by Ksh 14.0 billion in the same period.
However, the shock would have a negative effect on revenue collection over the
medium term due to change in consumer behaviour. The shock would not
significantly affect expenditures.

9. Overall, if all the four shocks were to hit the economy concurrently in the FY g

2024/25, revenues would increase by Ksh 35.9 billion as the movements in
inflation and exchange rate would offset the risk posed by a slowdown in real GDP

i = —— [ 2 S
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growth. The adverse impact of the shocks to expenditures would be significantly
lower compared to the increase in revenues thereby eliminating the fiscal risk on
the budget from macroeconomic shocks.

Assessment of Past Forecast Accuracy of Underlying Assumptions and
Budgetary Aggregates

10. Overall, the actual real GDP growth and revenue projections have been within
their respective set targets for the past three years with minimal deviations as
shown in Figure 1. However, expenditures have been performing below the target
leading to a lower than targeted fiscal deficit.

Figure 1: Deviations in Macroeconomic and Fiscal Aggregates

65% | som
6.0% I a0 !
555 ___7’
T0% e
5.0% /
g 45% g a.0% -
| T
Do 50% el
35% | i
| 4.0%
ET-0
——ra.
25% 0%
2.0% 200
et 2000/21 2021/22 2w 2019/20 202021 2021722 2exyn
;\,su; 2 A0
2,500
T 3400
E 2400 g o e
=
§ 2300 é 3,200 - -
# —
2,200 -~ "
E 2100 3000 / /-"
2,000 P -
3 = S zeoo e
2 1wo S —r - ——
—_—— =
1,800 I L —_—
i ——— — e 2600 o N~y
1,700
1630 2400
201920 2y 2y22 202323 W (T 1
-400 115.0
2019720 20021 2R man T
= -500 . -
& Development 3a 5 EEETE
a
g n Recurment 715
—ien -190,8458 s s ey
g -700 Totsl Expenditure -
i
3 . Grants 200 D
[ . - Ak ¢ =20 (D
500 ™~ - —
_"“-\.;:;_; / ordinary Revenus N2
1,000 —_—_ Totl Revanue 601 ETREED
1,100 2000 -150.0 -100.0 -50.0 00  50.0 1000 1508
Aversge Devintions (FY 2019/20 to FY 2022/23)

Source: National Treasury

11. Over the period 2019/20-2022/23, the average deviation between the assumed ©
and provisional actual real GDP growth rates was -0.3 percentage point with.a
standard deviation of 0.8 percentage point. With respect to inflation assumptions,

the standard deviation was at 0.7 percentage point over the four years, with the
largest deviation being recorded in FY 2021/22 at 1.3 percent mainly due to the
unanticipated inflationary pressures resulting from prolonged drought and cxtemal
pressures (Table 2).

12. The actual performance of fiscal aggregates against their targets was mainly
below target. Total revenue between FY 2019/20 and FY 2022/23 fell short of its
target by an average of Ksh 68 billion. This shortfall was from both ordinary
revenues by Ksh 24 billion and Ministerial A-I-A of Ksh 44 billion. The average
dev1at10n of total expendlturc and net lendmg between FY 2019/20 and FY 1—-0
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2022/23 was an underspending of Ksh 193 billion. This shortfall was mainly due
to lower absorption in development expenditures by Ksh 95 billion and recurrent
expenditures by Ksh 72 billion. The lower recurrent spending is in line with-the
fiscal consolidation programme by the Government that targets to curtail
unproductive expenditures.

13. The lower-than-projected spending on development expenditure poses a risk
to the projected economic growth and fiscal program. In order to prevent this risk
from materializing and improve efficiency of public investments, the National
Treasury froze initiation of new capital projects until the completion of the ongoing

ones. The Public Investment Management Unit will ensure that all capital projects |o

are planned, appraised, and evaluated before funds are finally committed in the
budget.

Table 2: Deviations in Macroeconomic and Fiscal Aggregates
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Source: National Treasury

14. The Kenyan economy slowed down to a growth of 5.2 percent in FY 2022/23
from a growth of 6.2 percent in FY 2021/22 mainly due to three major constraints
affecting the economy during the period. These included: Russia and Ukraine
conflict that disrupted global trade leading to increased fuel, fertiliser and food
prices; the lingering effects of the COVID-19 pandemic; and a severe drought
witnessed in the region and most parts of the country. =

15. The economy is projected to recover to 5.5 percent in FY 2023/24 with a 95
percent confidence level ranging between 7.1 percent and 3.9 percent at 0.8 percentz.
standard deviation. The economy is projected to grow by 5.5 percent in FY 2024/25 ¢
at a growth range of around 7.1 percent and 3.9 percent using the same standard
deviation at 95 percent confidence interval (Figure 2).

16. There is a 95 percent chance that the forecasted total revenue of Ksh 3,042.8
billion in FY 2023/24 will be within the actual revenue range of Ksh 3,216.8 billion
= ! | 7 i
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and Ksh 2,868.7 billion and a 50 percent possibility between Ksh 3,103.1 billion
and Ksh 2,982.4 billion with a standard deviation of Ksh 77 billion. The Projected
revenue of 3,445.6 billion for FY 2024/25 will fall at an actual range of Ksh 3,619.8
billion and Ksh 3,271.5 billion at 95 percent confidence interval.

17. The forecasted expenditure of Ksh 3,904.9 billion in FY 2023/24 has a 95
percent chance to range between Ksh 4,303.4 billion and Ksh 3,506.3 billion with
a219.0 billion standard deviations. The expenditure is projected to increase further
in FY 2024/25 to Ksh 4,198.8 billion and to range between Ksh 4,597.4 billion and
Ksh 3,800.3 billion at 95 percent confidence interval. The fiscal deficit will

therefore fall between Ksh 1,129.2 billion and Ksh 500.4 billion in FY 2023/24 [o

and between Ksh 1,018.3 billion and Ksh 389.6 billion in FY 2024/25 at a 95
percent confidence interval.

F_‘i_gure 2: Confidence Intervals
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SPECIFIC FISCAL RISKS

18. This section covers specific fiscal risk that Kenya faces and elevates the
importance of effective risk management. The specific fiscal risks include:

a) Fiscal Risks Associated with Public Debt;

b) Fiscal Risks Arising from Accumulation of National Government’s Pending
Bills;

c¢) Crystallization of Contingent Liabilities;

d) Fiscal Risks Related to Devolution;

e) Climate Change Related Fiscal Risks to the Economy; and 2.9

f) Other fiscal risks. L@é
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a) Fiscal Risk Associated with Public Debt

19. Kenya debt sustainability is vulnerable to exogenous shocks e.g, export
revenue patterns and exchange rate, To reduce debt vulnerabilities, the
Government has committed to reliance of concessional borrowing to finance
capital investments. Additionally, a steady and strong inflow of remittances and a
favourable outlook for exports will play a major role in supporting external debt
sustainability.

20. Performance of the economy and public revenues has a direct impact on the

debt sustainability. A slowdown in the growth of the economy worsens the debt
sustainability indicators. Market pressures due to the monetary tightening in the

USA and Europe have led reduced access to the international capital market. This

may hinder the Government from mobilizing resources to finance the budget.

21. High inflation rates stimulated high interest rates environment both
international and domestic markets making borrowing costly. This may hinder the
Government in performing liability management operation on its debt portfolio and
also increase the debt service costs on the existing portfolio. The Government will
continue to monitor the market conditions before performing any liability
management operations.

22. Limited access coupled with illiquid international capital market and domestic
market may hinder the Government’s plan to finance the FY2024/25 Budget. Thus,
there is need for adequate prioritizations and rationalization in the budget should
resources not be available. In addition, the on-going implementation of reforms in
the domestic debt market are expected to support Government against the
downside’s risks emanating from external debts as it provides an alternative,
though costlier funding source. ;

23. The risk of depreciation of Kenya shilling against major currencies may
increase in the cost of debt service as over 50 per cent of the total debt portfolio is
from foreign currencies. High interest rates have implication on the fiscal policy
as a larger proportion of revenue may be used to service debt. There is also
increased refinancing risk as most investors of new debt are increasingly preferring
short-term maturities due to uncertainty in the movement of interest rates.

24. Materialization of fiscal risks and contingent liabilities arising from state-
owned enterprises debts remain a key risk to the budget. Continuous monitoring of
these exposures is critical to avert any risks before they materialize.

b) Fiscal Risks Arising from Accumulation of National Government
Pending Bills

25. The Public Finance Management Act, 2012, Section 74(4) d states that an
Accounting Officer engages in improper conduct in relation to a national
government entity if the officer fails, without reasonable excuse to pay eligible and
approved bills promptly in circumstances where funds are provided for in the
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by a State organ or public entity is an indicator of a serious material breach or
persistent material breach of the measures established under the Act.

26. Despite numerous Circulars and Directives by the National Treasury requiring
Ministries, Departments and Agencies (MDAs), State Corporations to prioritize
payment of pending bills and the requirement that pending bills should form the
first charge of the budget, the level of compliance has been very low.

27. The total outstanding National Government pending bills as at 30% June, 2023
amounted to Ksh 567.7 billion comprising of Ksh 443.8 billion for State
Corporations and Semi-Autonomous Government Agencies, and Ksh 123.9 billion
in respect of Ministries, Departments and Agencies as shown in Table 3 and 4. (O

28. The National Treasury has devised a strategy to avoid the persistent problem
of pending bills. The strategy involves verification of the current stock of arrears
and identifying their underlying causes. This will help the Government to bring the
issue of pending bill to finality by identifying system changes necessary to avoid
accumulation of arrears. Towards this end, the National Treasury with the approval
of the Cabinet has established a Pending Bills Verification Committee to carry out
a thorough analysis of the stock of National Government pending bills.

29. The Committee will identify causes of pending bills and make
recommendations on policy, legal framework and procedures it considers
appropriate to curtail escalation of and avoidance of pending bills. The Cominitteelo
will also identify the causes of the pending bills and make recommendations to the
National Treasury on the necessary actions to be taken for satisfactory disposal or
settlement of the identified pending bill.

30. In addition to the above, there are other special areas pending bills which
include:

a) Pensions Arrears: The Retirement Benefits Regulations require pension
contributions be remitted to a custodian or guaranteed fund within ten days
of every calendar month. According to the Retirement Benefits Authority,
as at 30 June, 2023, the outstanding public sector schemes contributions
amounted to Ksh 40.8 billion excluding penalties and interest charged for
late remittances. A0

b) Legal liabilities: The legal arrears are handled by a taskforce in the Office
of the Attorney General and Department of Justice. As at June, 2020, the
total legal bills amounted to Ksh 150.95 billion. It is notable that legal bills
are very fluid and some have since been paid while others have arisen from
court and arbitral awards.

¢) Tax Refunds: The Kenya Revenue Authority had reported tax refund claims
amounting to Ksh 16.34 billion as at 31** October, 2023 comprising of Ksh
2.75 billion income tax and Ksh 13.58 billion in respect of VAT.

©8
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Table 3: Status of Pending Bills for National Government MDAs as at 30tk

June, 2023
Latest Pending Bills a8 2t 30th June 2024
Submission Pri Years [Bil incuned n the {Tolal Oustanding|
Pending bill 15| Amount Paid n | Ineligible | Outslanding ~ FY202223 Pending Bills a8
o WthJdune  [the FY202023 |Bills Bills as al 30th at 30th June 2023
Vote Minisryl 8tzfe Department/ Agency - [
A 8 ¢ ) EBCD F GeE+F
Kshs Kehs| s Khs Kshs Kshs|
$041[The Presidency - Nirobi Mekopelian Sevice (NHS) 0203 | 484008078| 3180161, .| 1enmees | s
1011 The Presdency - HQ MO | 12895385] 2081 | ansesn B30aT50| 186 R
1012]0fice f he Depiy Presiden 10820 ‘ : - R
1013/0fico ofthe Prime Gakinet Secrolay 1408073 ; ” :
1044t Degatmen for Parfamentary A 18X -
1015{Stse Deparimentfor eromance and Deivery Managemenl | 14082003
$046{e Depatnent for Cabinel Afiis 1823
1017]Site House H.06.2023 : . . . : .
1028z Depastenfor lmalSecuy & Naone Admiistefon | 07003 | 90623108] 206058516 | s 1447156 2425480
{023]Se Depadtmen! forConecEonal Series BOAR| 50050 . 552030519 s 15384
1024]Sise Depatmen for Inmigraion and ifzen Services 407.20 . ; 1303200461 1313208484
1075 |Naiona P Serice noa | 1swgnz| 1869703 11199138| 608851 M
1032/Ste Depatmert o Devel.fon T . | 122085488 B30 |  14824106
10%{Stze Depasiment forhe ASALS and RegionalDevlopment nOXB| e narss I 5564 20500]  BARSATR
104{Mnisty of Deence OAB| BMH0] 1755M60 : : oTeen| o8
105%]St2le Depastmer! for Foreign ABis 1820 |  701,1619% . 701161 % {205.4708 | 2087,341.01
1054]Stl Depastment o Diaspora Afs 1101208 : - R
1064]tale Depastment for Vocaionaland Tehvica Traing oA : : . .
1085]ie2 Depatment forHigherEducain and Research BOXB|  DRH 4 18357 #9908 15000585
1036] ke Deparimentfor Besi Educaion ROAB| B2 TPy 6I96280] 40650
1074{The Naional reasury 101208 285,358 2858350473 3860057 | 6960
{072]8le Cepament or Ecoramic Paraing G| 3B 35130 16600 510
{087}kl Depamen o Metical Senviss 00822 | 5000170488 5ER9T0468 %1751 066 5.990.91 358
§069/Sae Deparmenior Public Heakh and Profssioss Sadards | 2107203 . . 26R432| 26T
{091|ll Depaimenl or Roads 00002023 ; - ; .
1092tk Deparmentfor Transport 0105 |  6.147.4220 614120718 001808]  6HI%055
1035]Stale Degatmentfor Stippicg and Marine Afis o] om0 [Tore) imes| 07N
10851S4de Depatnentfor Putic Wotks 08| 88N 38567 esa0| 1 084%40
1034]Ste Depadimertfor Housing & Utban Developmett BONB | ,386.950760 {365 954769 14T 2] 2848857
$100{Slle Depatimert for Wt & Senon WeAR| AR 46810 40581 MR
$104]84le Deparment for igaion 14082023 ; - . ;
1332)Stale Deparmentfor Foreshy (9.08.208 - . . -
1391]tals Depatimectfor Ensionment § Cimal Charge 1000203 | 12146415 12,4615 nonRt| 115550
$112]Stule Depariment forLands and Prysical Plaving ogem | 5874004 7453614 T
1122[Sk Depatment foromaton Commasicaon Technlogy & Digdel § 2672073 | 169.508485 189 520,485 45050701 ] 6348128
1125] Sde Depament for Boadasing & Telecommunicalions 60100 | 130525640 1.3625408 NI
(09
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Lateat | Pending Bills as st 30th June 2023 |
Submlssion| Prior Years [Billa incumred inthe | Total Outstanding
Pending bills 23| Amount Paid in | Ineligible Ouistanding  |FY2022-23 Pending Eills a8
Vole Minisry! Stae Department! Agency ;tu::'!h June  |the FY2022123 |Bills 3:::; ;2 1; 30th at 301k June 2023
A B C D EsBCD F GEE+F
Kshs Kshs| Kshs Kshs| Kehs Kshs|
1132S1sle Depatment for Sports 02087023 | 1.142.662080 : 1,142,662,980 18162794 | 116082714
1134[Stale Department for Cullre end Heritage umnm | 405541 121300 BB 10,664,842 46,588,314
1152]Stele Depatmenl for Energy BB . - ; 949489 949489
1162]Stele Depaimend for Liveslock Development HOTRN | 18eE2T[ 15742443 32.206769 202200571 4441734
1158Stele Deparimen for Crop Development 2401023 | 12:858,346.305 - 12,560,40,385 3595719.806]  16,074,060.200
1166 State Depastment for the Blue Economy and Fisheries HoTHA| 109489310 109,199,310 a5t 1567042
1173]Stzie Depatment for Cocperalives B01.20% : - 11,401,098 11,401,008
1174]Stzte Depatment for Trade 08082623 | 33452189 - 38,452,180 14341415 52,793,604
1175/State Depatment for ldusty C18203 | 5104402 25,104,402 517197 82,626,309
1176]State Depariment for Micro, Small and Medium Enterprises Developm 11.08.2023 5 . . . -
1177|State Department for Investment Promobion 17.07.00 - - - i -
1184{State Depariment for Labour and Skifs Developmen ANB| 4510 5 24519, B1T92765| 105412009
1185|State Depariment for Social Proleckion and Senior Cifzens Afais | G1.68.2023 | 82,045,719 y 82,045.119 11,544,625 93,390,344
1132|State Deparment for Minng TONH| 46393688 ‘ 46,303,688 50781478]  106.475.166
1193 State Depadment for Petroleum 207200 | wesssan|  3noresu 172,150,397 seaon] 173367307
1232|State Department for Tousism HOAB|  17848ER s 1148528 53,168,575 101,203
1203Stale Depariment for Wil 1707208 | 2715967161 : 2,715,987, 161 | 2mis s
1213|Stale Department for Pubiic Service - NYS W27 | 14578189581 - 14,578,169.581 - | 14578,189,581
1213]State Depasiment for Public Semvice - HQ H0720% | 1478428801]  1,319,549,680 158,579,220 AT
1212]Stals Depariment for Gender and Afimative Action 107.200 5032816 . 5032816 21,947,908 2,980,724
113|Stale Deparment for Youh Afairs 2nd fhe Atts HorB | e61en . 66,185,271 26.091.83% 82,218,407
1221)Stale Deparmen for East Afican Community HONB| 16472080 916,580 15,555,300 51.054.183 66,610,063
1252]Stale Law Ofice and Department of Justice n0nn | S278M % 52,782,046 . 52760146
1261 The Judiciary sMoran|  msasin : AT 33583675] 58624848
1271|Etics and Anbi-Comupion Comnission (EACG) rr T 36,061,073 124008.414) 159,050,167
1281|Nalional Inle igence Senvice (NIS) 10.07.08 - - i E :
1291Ofice of he Direclor of Public Proseculons HONB | 30177% 31,017,184 147053,454) 178,080,048
1311|Office of lhe Regisirar of Potfical Parfies WOLHA | 31.24600 37,248007 1461648 38707678
1321Niness Prafecion Agency 2107.20% - : 2416,383 2416383
2011|Kenya Naticnal Commission 0a Human Rights 18072028 | 12888563 12,888,513 28103404 4059917
2024 National Land Commission 5100202 | 531486362 531495.362 246090.046]  747.586.408
2031 independent Electoral and Bouadaries Commission 306.2028 | 1.884,585670 1,804 5%.670 3618,165970|  6422,761640
2%41|Paiamentary Servica Commission 1082820 | 152814547 ; 152814517 H0414048] 393208565
2642|National Assembly 0700 |  %0s65301| 277,167,198 13,468,103 17,1635 30.63.92
2043|Patiamentary Joint Services 630007 | 540153628 : 540,163,628 876,115,563 1.416,469,181
44| Senale 14.08.202 % y ) -
2051 Jugicial Senice Commission 7oran| 1878194 18,781,994 3504774 2AT6.200
2451| Commission of Revenue Allocation 07.07.20% 2767.9% : 2,767,833 6564772 9,328,105
2071{Public Senvice Commission 1005 | ssonse2|  serxana| 1874388 . 34009400 34009400
2081|Sslaries and Remunaraton Commission 67.07.2023 744,160 d 744,160 2,305,651 3781
2091|Teachers Servics Commission 01.08.26% - ’ . - 2578.127,086|  2.578,127.886
2101|National Police Service Commission 108,262 527,260 2 571,280 ; 2 2
2111{Auditor Geners! UNHB | 107510 107.574.901 2118764 135,693,695
2121 Conboller of Budget U015 - . . 2,969,000 2,069,000
2131]Commission of Administrative Justice 2%.01.000 553349 448,700 5,084,782 6,634,879 1.779.671
2441|Nakional Gender and Equalty Commission HIT.00 < o - i -
2451 Independert Pokcing Oversight Authorly 0808262 48,479 . 4817 2 879
|GRaND TOTAL 85,203,268,047 | fo,001,880608| 2401648 75,275,286,780 48,626,145,860| 123,905,432,661

Source: The National Treasury
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Table 4: Pending bills for the Month of June 2023
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Payables Principal Amount| Penalfies Interest| Total Amount
Projects - Contractors 154,480.154,766.27| 4,562,516,255.92| 159,042,671,022.19
Projects - Consultancy 3,042,108,482.50 11,867.878.07 3,053,576,360.57
Projects - Land Compensation 42,545,609,736.06/ 0 42 .545,609,736.06
Projects - Retention/Confract Monies 1,410,743,809.82 0 1,410,743,809.82
Consumables & General Supplies 31,072,554,614.26 0 31,072,554,614.26
Other Canfracted Services 43,144,759,407 .21 0 43,144,759,407.21
Utility-Water 312,123,389.39 0 312,123,389.39
Utility-Electricity 1,577,003,357 .06 0 1,577,013,357.06
Pension Arrears - Employer Confribution 41,920,894,023.67 134,264,244 32 42 (55,188,268.59
Staff Loan Deductions 1,781,223,776 .98 0 1,781,223,776.99
Sacco Deductions 2.358,663,356.36 145,432,051 2.504,095,407 .36
Perscnnel Emolument Arrears 8,924,842,092 35 0] 8,924 ,842,092.35
Dividends 781,220,517.30 0| 781,220,517.30)
Surpluses 226,733,868 0 226,733,866.00
Cash Call 100,00C,000 0 100,000,800.00
Directors' Fees 4,372,327.10 0] 4,372,327 10
Fees 792,833,312 0 792,633,312.22
NHIF 33,291,184.07 0 33,291,184.07
NSSF 165,588,031.05 15,875,809 181,463,840.05
HELB Deductions 1,014,674.59 0 1.014,674.59
Levies 1,551,553,567.18 0 1,5661,553,567.18
Land Rates 197,936,088.55 41.864,299 239,800,387 .55
Lease/Rental 55,969,384.05 0 55,969,384.05
Taxes: Value Added Tax 8,832,395,646.25 1,898,141 8,834,293,787.25
Taxes: PAYE 20,001,311,748.04 157,088,149 20,158,407,897.04
Taxes: Corporation Income Tax 673,742,417.0C 0 673,742,417.00
Taxes: Customs 651,292,143.25 4] 61,292,143.25
Taxes: Excise 10,668,111,585.00 0 10,668,111,585.00
Taxes: Withholding Tax 1,493,504,162.12] 681,882 1,494,186,044 12
Licenses 408,587,662.64 0 408,987 .652.64
Pension Actuarial Deficit 4,171,996,24H 579,612,000 4,751,608,241.00
Court Awards 87,481,243.88 0 87,481,243.88
Litigation Costs 499,640,427 35 0 499,640,427.39
Principal Payments - GoK On-Lent 15,067,192,727| 920,400,699.79 15,987,593,426.94
Principal Payments - GoK Direct Loan 1.414,022,629 .46 0 1,414,022 629.48
Interest Payments - GoK Direct Loans 13,954.,407,279| 0 13,954,407,279.00
Principal Payments — Commercial Loans 7.487,528,079.79 1,094,464,705 8,581.,992,784.78
Interest Payments - Commercial Loans 6,376,024,199.19] 3,693,683,385.35 9,469,707,584.54
Bank Overdraft 5,112,898,649.85 0 5,112,808,649.85
Letter of Credit 280,65C,284 0 280,650,284.C0
Total 433,072,180,889,08| 10,769,687,500.04] 443,831,868,389.10

Source: National Treasury
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¢) Crystallization of Contingent Liabilities

31. Contingent liabilities are potential liabilities that may occur depending on the
outcome of uncertain future event. They are not reflected in the BPS financial
position but must be given adequate disclosure. However, a contingent liability is
only recorded in the financial statements if the contingency is probable and the
amount of the liability can reasonably be estimated. Contingent liability can be
explicit or implicit. Explicit contingent liabilities are specific Government
obligations established by law or a contract authorized by law. The Government is
legally mandated to settle such an obligation when it becomes due. On the other
hand, implicit contingent liabilities represent a moral obligation or expected burden
for the Government not in the legal sense but based on public expectations and [0
political intervention.

32. Contingent liabilities are frequently not recorded directly in the budget and
thus are not subjected to budgetary oversight. These could lead to poor
quantification of Contingent Liabilities and the possibility of large unplanned
expenditures if the guarantee crystallizes. There is need therefore to monitor these
contingent liabilities to avoid fiscal difficulties in the budget year in the event they

happen.

i. Governmeént Owned Enterprises (GOEs)

33. Under the State Corporations Act, Government Owned Entities, formally
known as state corporations, have legal capacity to contract debts and other Q"b
liabilities to finance their requirements. Approvals to procure such loans however,
must be obtained from the Parent/line Ministry with concurrence from the National
Treasury as per the requirement of the State Corporations Act. Government loans

to GOEs are either direct or on-lent. Direct Loans refers to the loans that the
Government loans to GOEs from the Exchequer resources while On-Lent Loans
refer to those loans that the Government borrows on behalf of GOEs. -

34. While Government at times has stake in GOEs and GLCs, its contractual
obligations may be limited. However, due to strategic nature of those entities in
view of the national interest and the overall impact of their failure to the economy, }D
the Government may be morally obliged to bail out these entities in case they are
in financial distress. This may pose serious fiscal risk and challenge to budget

implementation.

Governance

35. The Government has continued to strengthen GOEs corporate. governance
through Mwongozo guidelines and subsequent trainings on the same, to improve
governance. Further, the Govemment recommended establishment and
operationalization of audit committees and risk management frameworks for
Government entities including the GOEs. The Public Finance Management Act
and the Public Audit Act are geared towards enhancing effective financial

management and oversight for efficient delivery of strategic objectives by Lfo
Government entities. In addition, the Capital Market Authority issued Regulations
under the Capital Market Act (Cap 485) on code of governance requirements to be

i I P TR —

105 \’ \ 4~ 2024 Budget Policy Statement




199

observed by all companies listed at the Nairobi Securities Exchange (NSE)
including listed state corporations. These have enhanced accountability,
transparency and full disclosure of companies listed at the NSE part of which
include the listed GOEs and GLCs.

Privatization

36. Government Owned Enterprises face a number of challenges including: 1)
Inadequate capital for investments and working capital due to dwindling
Government Resources to invest in those entities; ii) Limited expertise in
Government on business and Commercial operations; iii) use of outdated
technology due to lack of capital for investments; iv) Dual mandate of regulatory
and commercial functions in some entities; and v) Government crowding out the
private sector in production of good and services hence lack of competitiveness
leading to inefficiencies; among others.

37. In order to address the challenges faced by Government Owned Enterprises,
the Government has embarked on the process of privatising and restructuring of
these entities. Following the enactment of the Privatisation Act 2023, the
Government is desirous to fast-track the privatisation of Government-Owned
Enterprises (GOEs) and Government Linked Corporations (GLCs). As part of the
process, the Government has identified and proposed eleven (11) entities to be
included in the 2023/2024 Privatisation Program, in line with the provisions of the
Privatisation Act 2023. This privatisation is geared towards the Government’s
efforts for fiscal consolidation and spurring economic development through: 200
Raising additional revenue; Reduction in the demand for Government resources;
Improvement of regulatory framework in the economy by unbundling regulatory
and commercial functions among some entities; and Improvement of efficiency in
the economy by encouraging more participation of the private sector hence make
the economy more responsive to market forces and competition; among others.

Fiscal Risk Analysis of Government Owned Entities (GOEs)/State Corporations

38. GOEs can be a major source of fiscal risk to public finances if they
underperformed financially. In FY 2021/2022, fiscal risk analysis was performed
on a sample of eighteen GOEs whose report identified and disclosed the fiscal risk o

exposure to the Government.

39. In the eighteen major GOEs, detailed financial evaluations and the assessment
highlighted a number of fiscal risks that could materialize. These stem primarily
from liquidity challenges resulting from unfavorable revenue and economic
performance. They also reflected a high liquidity risk demonstrated by their quick
ratios. Current ratios being less than one, implying their inability to service short
term obligations as and when they fall due. Subsequently, fourteen (14) GOEs were
found to have accumulated sizeable arrears/pending bills. These GOEs were
chosen, given their size and strategic importance to the economy and society, thus
holding high implicit risk to Government in that many of them are too strategic to
fail.

40. In 2023/2024 FY, the National Treasury is undertaking financial evaluation 7)(0
for fifty (50) GOEs, using their 2022/2023 FY audited financial statements and
report the put come to the fiscal risks'C?mm'%ttee by end of June 2024. Further, the

\0

i T T T SRS et § R T AT AT

106 [ | ==— 2024 Budget Policy Statement




National Treasury has customized the IMF Health Check tool in the Government
Investments Management Information System (GIMIS) that is being applied in the
process of undertaking the financial analysis.

41. Debt stricken GOEs, constitute a potential source of fiscal Risk. However, the
Government is cautious in issuance of guarantees and other support measures to
state corporations upon such requests. However, as the principal owner of all the
GOEs, the Government is naturally the underwriter of the risks that they face.

42. The National Treasury has guaranteed a number of GOEs and GLCs. As at
30™ June, 2023, only three entities had their loans guaranteed by the Government

200

amounting to approximately Ksh 170.229 billion, amongst which are the Kenya |0

Airways loans which were as a result of novation of the Company’s loans taken
over by the Government.

43. Total undischarged GoK Loans to GOEs stood at Ksh 961.683 billion by the
end of the FY 2022/23 compared with Ksh 916.762 billion reported in FY 2021/22.
The commercial loans borrowed by some of the Government Owned Entities on
the strength of their balance sheets amounted to Ksh 105.523 billion in FY

2022/23.

44. Pending Bills among the state corporations remain high, with records showing
Ksh 443.596 billion as at 30 June, 2023. Some of the major pending bills include;

Unpaid contractors’ fees for capital projects at Ksh 159.043 billion, undischarged 2°

tax obligations amounting to Ksh 41.890 billion and unremitted employer pension
contributions at Ksh 42.055 billion

ii. Public Private Partnerships (PPP) Projects

45. As one of the strategic and sustainable approaches towards managing the
current pressed fiscal space in meeting the planned development and investment
targets of the government, Public Private Partnerships is key in realizing fiscal
affordability and sustainability for public infrastructure funding. This is by
enabling government access to a more diversified less risky funding, off-balance
sheet financing, providing Government with flexibility to re-allocate its own
revenues to the urgently needed infrastructure development projects. The

Government has dedicated its efforts in supporting projects with greater economic > ©

impact like on low-cost housing, provision of water, improving agricultural
production, promoting decent healthcare services, ports, roads, energy sectors and
the development of Special Economic Zones (SEZs) as per the BETA priorities.

46. Currently, the PPP Directorate has a pipeline total of 31 projects at various
stages of the PPP project cycle, with most of them being at procurement stage.
With these PPP pipeline projects, the Government envisages mobilizing Ksh 50
billion within the next FY 2024/2025. With the Government’s focus in achieving
most of the infrastructural developments through the PPP framework, it plans to
work with the private sector to develop projects in priority sectors which include
Water, Transport, Ports, Housing, Industrial parks, Renewable energy,
Agriculture, ICT, Aviation, Hospitals, amongst others.

47. The summary of the targeted sectorﬁ:)j ects is here below:
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a) The Water sector - rolling out of water and irrigation projects for the next
financial years has started with a number currently under the project
development stages. Most of the projects in water and irrigation are being
prepared as Privately Initiated Proposals (PIPs);

b) Energy sector - there are two projects under PIPs to support electricity
transmission lines currently under project development phase (i) Africa 50
covering 165 km-400KV along Losuk — Lessos; Kisumu — Musaga 72 KM
220KV. The Project is estimated to cost USD.313.25 million (Ksh 44
billion); (ii) Adani Energy Solutions Ltd planning to do 197KM — 400KV
along Gilgil — Thika — Mala — Konza; 101KM-220KV along Rongai —(0
Keringut- Chemosit; 90KM — 132KV along Menengai — Olkalau. —
Rumuruti; 400/220KV sub stations at Lessos and Rongai; and 132/33KV
thur —dibuoro substation. Estimated cost USD 907 million (Ksh 127 billion);
and

¢) Roads and Transport sector — Mobilization of private sector resources to
develop and expand key trunk networks in the country, such as the
Mombasa-Nairobi Express way, which is at advanced stages of
preparations, having been granted 1st stage approval by the PPP Committee
recently and therefore ready to progress to project development phase.
Estimated cost is USD 3.6 billion. There is also JKIA Terminals 1E and 2B 20
which are at Feasibility Study phase, with the project implementation
targeted to commence in FY 2024/2025. The Roads and Transport projects
are intended to alleviate congestion, improve safety and enhance
connectivity to boost trade and investment.

48. There are potential fiscal risks associated with the Public Private Partnerships
projects including possible breaching of contract obligations, unfunded additional
obligations and those stemming from movements in inflation and exchange rate.

To mitigate these risks, the Government will reduce implementation bureaucracy,
strengthen PPP institutions, improve governance, promote the framework for
balancing risks with affordability and value for money while guaranteeing rapid 5>
service delivery through cutting down execution timelines and promoting local
contents for greater national value capture in PPPS. '

49. As part of de-risking public investments in respect to capital mobilization for
infrastructure development, the Government will continue to provide Government
Support Measures (GSMs) to private investors in PPP projects in the form of
Letters of Support (LOSs), Partial Risk Guarantees and Indemnity Agreements. To
date, a total of fifteen projects have been issued with GSMs.

d) Fiscal Risks Related to Devolution

50. County Treasuries are required under Section 107 of the PFM, Act 2012 to
manage their public finances in accordance with the principles of fiscal Ao
responsibility. Among the fiscal responsibility principles set out in Section 107 (2)
is the requirement for the County Treasury to manage its fiscal risks prudently. A
number of fiscal risks that require prudence in its management by the County
Governments are as follows: { 1
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i) County Governments borrowing through overdrafts from commercial banks
and other loan facilities (using different names for the financial securities)

without guarantee from the National Treasury;

ii) Pending Bills for Statutory deductions more especially pensions posing a
huge challenge to the social security of the pensioners who may retire
without a pension;

iii) Delays in enactment of crucial laws for the County Governments (both at
the county level and the National Government level);

iv) Overreliance of the County Governments in equitable share which exposes
the counties to fiscal shocks occasioned by delays or failure by the National
Treasury to raise the projected revenues;

v) Below potential OSR which results to unfunded budgets resulting to
accumulation of pending bills; and

vi) Accumulation of pending bills over time.

e) Climate Change Related Fiscal Risks to the Economy

51. Kenya is currently experiencing the effects of climate change, and this is seen
predominantly in increasing temperatures and increased rainfall variability among
other impacts including sea level rise. Average temperatures in Kenya have
increased by just over 1 degree Celsius since the 1950s. The National Environment
Management Authority of Kenya (NEMA) ! notes that the average number of hot
days and nights per year have increased by about 15.6 percent and 31 percent
respectively between 1960 and 2003. Kenya has also experienced increased rainfall
variability with an increase in both extreme rainfall events, droughts and a
shortening of seasons coupled by an overall decrease in annual rainfall amounts
over most parts of the country. Precipitation patterns vary across Kenya, with
highland areas receiving heavy rains, while low plateaus and arid areas remain
relatively dry. Since the 1960s, rainfall variability has increased, exacerbating the
contrast between the highland wetter regions in the west and lowland dryer areas
to the east. Observed extreme rainfall events have become more common and
intense, with more prolonged periods of drought in arid areas since 2000 (NEMA,

2015).

52. The main climate-related natural disasters that adversely affect the population
include droughts, and floods. Major droughts now recur roughly every 3-5 years
compared to a 7-year cycle observed in the past. Figure 3 shows the recent increase
in these events. These events lead to increased food insecurity, water scarcity,
reduced economic output, loss of life, loss of biodiversity, resource-based conflicts
especially among pastoral communities, and increased damage to infrastructure. A
recent severe drought was experienced in 2022-23 (following 5 consecutive failed

I National Environment Management Authority (2015). Kenya- Second National Communication
to the United National Framework Convention gn imate  Change. URL:
https://unfcce. int/sites/default/files/resource/Kennc2.pdf ? /
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rainy seasons), comes after severe flooding in 2019-20 (KMD 2022; 2023). Recent
trends have shown an uptick in these events, and climate change is expected to
further increase the frequency and intensity of these events.

Figure 3 Annual Frequency of Natural Disasters in Kenya, 1982-2022
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Source: IMF Climate change dashboard, EM-DAT!"], CRED / UCLouvain, Brussels, Belgium.

53. Climate impacts are spread variably across the country, with geographical
features in Kenya resulting in diverse climates across the country. In general,
coastal areas are warmer than the milder temperatures in inland and highland areas.
Precipitation is affected by altitude, as well as by teleconnections with sea surface
temperatures that increasingly are warming, tropical cyclones and advection from
the Congo basin. As such the western highland regions experience higher
precipitation, while eastern low-lying regions receive lower rainfall amounts on{©
average annually. Therefore, a thorough examination of the evidence and impact
of climate change across various regions will be important in determining the
impact of specific fiscal risks and appropriate mitigation and adaptation measures.

Long Term Climate Change Fiscal Risks

54. Rising temperatures associated with climate change will have increasing long
term impacts for both the economy and sustainability of public finances, increasing
fiscal risks. The impact of higher temperatures on economic growth is assessed
based on empirical analysis of past temperature changes on growth, and the
consequent impact of slower economic growth on fiscal projections to assess
building fiscal pressures. The assessment of the impacts of climate change is
undertaken through to the end of the century, given the slow onset nature of climate 70
change impacts on the economy and public finances, which builds slowly over time

to result in significant, compounding impacts.

55. The analysis demonstrates the impact of four different scenarios of
increasingly severe climate change impacts, against a baseline which reflects the
continuation of the current economic and fiscal path in the absence of climate
change. Table 5 describes the scenarios and expected increases in temperature

globally and for Kenya.

1) The International Disaster Database (EM-DAT), available at: https://www.emdat.be
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Table 5 Climate Change Scenarios Kenya

[ This scenario aims to limit the global

gg;?z 6 temperature rise to below 2° C above pre- 1.0 1.0
' industrial levels by the end of the century.
In this scenario, emissions follow current
trends, peaking and stabilizing by the end of
Midirite: the. century. ?t assumes th.at countx_it_as vfrill
SSP2-45 mal_n'_cam thexr. current chma.‘tg n'unga.non 1.2 1.6
policies but will not take additional actions
to meet their Paris Agreement
commitments.
Countries reduce their current climate
High: mitigation efforts, resulting in limited 1.4 29

SSP3-7.0 energy efficiency enhancements and
continued reliance on fossil fuels.
This scenario follows the emissions path of

Hot: the high scenario. However, it adopts the
SSP3-7.0, | 90th percentile of temperature increase 1.9 29
90t among all climate models for the SSP3-7.0 ' |

percentile | emissions, rather than the average
temperature projection.

56. The impact of climate change reduces GDP growth through lower productivity
growth, through several transmission channels, with more severe climate impacts
associated with larger reductions in GDP. Key transmission mechanisms include:

i) Higher depreciation of the public and private capital stock. Higher and more
volatile temperatures and changing precipitation will degrade roads, power
transmission lines, machinery and equipment and floods and landslides can
damage or destroy assets, all of which degrade the capital stock. -

ii) More frequent and severe climate induced natural disasters. Kenya
experiences floods, droughts and landslides. Increases in the frequency and
severity of these events would be expected to lead to more adverse economic | ©

outcomes.

iii) Reduced hours worked and effort. Hotter days can reduce productivity,
through- decreases in the number of days or hours employees are able to
work effectively and may also result in worsening health outcomes
(including through increased spread of diseases such as malaria, cholera and

typhoid).
iv) Other longer-term effects on economic structure and productivity. For

example, in a relatively worse climate scenario, certain sectors such as high
value-added agriculture (reduction in yields) or tourism may be affected.

I,
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57. The assumptions underlying the analysis is labour productivity growth at 3
percent, inflation 4.9 percent, effective interest rate for public debt at 7.2 percent
and assuming the debt to GDP ratio is maintained at around 55 percent of GDP in

line with the debt anchor.
Macroeconomic Impacts of Climate Change

58. Apart from the Paris scenario which sees a marginal improvement in the level
of GDP and growth (increasing the level of GDP by 0.5 percentage points by 2100,
under each of the other climate change scenarios there is a compounding decrease
in annual GDP growth and the level of GDP. Although reductions in growth rates
are small in any given year, this compounds significantly. Under the hot scenario,
GDP would be 4.2 percentage points lower than the baseline by the end of the
century (Figure 4). This is in line with estimates impacts for other similar countries
in the region.

Figure 4: Macroeconomic Effects of Climate Change 2013-2099
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Effects of Climate Change on Fiscal Projections

59. Based on an assumption of unchanged expenditure against baseline, and
declining revenue in line with the lower levels of GDP, the primary deficit
increases under each scenario except Paris, leading to an increase in net borrowing
and the debt to GDP ratio (Figure 5). The resulting deterioration would require a
level of fiscal consolidation (either expenditure cuts or revenue increases) to ensure
finances remain on a sustainable path. Given the need for increased spending on
infrastructure and human capital to promote growth, this could prove challenging.

(&
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Figure 5 Effects of Climate Change on Fiscal Projections (2013-2099)
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60. Under the hot scenario, the primary balance in 2073 increases from -0.4
percent of GDP under the baseline to -1.2 percent of GDP in 2100. Under the
baseline and Paris scenarios the debt to GDP ratio declines in line with the target
of 55 percent of GDP in net present value terms, which would also be consistent
with national debt anchor. However, the compounding effect of higher fiscal
deficits over an extended period of time would see the debt to GDP ratio breach
the current target under the hot and high scenarios, and under the hot scenario

would rise by 22 percentage points against baseline, reaching 76 percent by the end
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of the century, similar to the current level (Table 6). \ o
Table 6: Fiscal Impacts of Climate Change
Primary balance (% of GDP) 2024 2050 2075 2099
Baseline 1.2 -1.1 -0.7 -0.4
Paris -1.1 -0.6 -0.4
Moderate -1.1 -0.7 -0.4
High -1.2 -0.9 -0.8
Hot -1.3 -1.1 -1.2
Debt-to-GDP ratio (%) 2024 2050 2075 2099
Baseline 73.3 52.8 53.2 54.1
Paris 52.4 51.7 51.6
Moderate 52.8 533 54.4
High 53.8 57.3 63.8
Hot 55.0 62.7 76.0

61. The baseline scenario requires a modest fiscal consolidation of around 0.1
percentage points of GDP over the projection period to ensure a stabilization of the
debt to GDP ratio. Climate change would raise ihx \ \Ec’iz;n to 0.7 percent of GDP

(T able 7).
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Table 7 Recalibration Requirements to Stabilize the Debt to GDP Ratio
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Specific Fiscal Risks from Climate Change

62. Specific fiscal risks arise from the exposure of the government budget to
natural hazards and climate change risks. A specific risk relates to a situation that
may or may not occur but if it did could negatively impact assets, liabilities and
government spending and revenues. Unlike the slow onset risks described above,
the impact of specific fiscal risks could be significant in the sort-term. There are
two key types of fiscal risks of concern:

i) Direct physical risks, for example landslides causing damage to key public
infrastructure. These risks can be acute because of extreme weather events,
or chronic because of gradual changes to the environment that could result
in an increase in the number or severity of natural hazards.

ii) Transition risks that may arise when transitioning to a carbon neutral
economy which could affect the value of government assets, and the
potential need for support to adjust operations to climate neutral production,
outside of current transition plans.

63. The vulnerability to specific fiscal risks increases when the capacity-to absorb
risks is low. Financially weak PCs and, more generally, thinly capitalized sectors
such as agriculture and mining do not have the financial capacity or access to
finance to absorb the financial consequences of natural hazards and climate change
risks, and the cost is more likely to fall on the Government.

64. A complete understanding of specific fiscal risks and assessment of their
relevance to fiscal policy and the budget requires a comprehensive assessment.of
climate change risks across the general government sector and for all public

corporations.
Key Economic Sectors in Kenya Sensitive to Climate Change

(a) Agriculture: As the backbone of Kenya's economy, the agriculture sector,
highly reliant on predictable weather patterns, faces severe threats from erratic
rainfall and extreme weather events. This not only affects crop yields but also
has a cascading effect on food security and rural livelihoods.

\ L0
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(b) Energy: Kenya's energy sector, particularly hydroelectric power, is vulnerable
to changing rainfall patterns. This variability can lead to power shortages and
increased reliance on costly fossil fuels. Rising temperatures reduces the
efficiency of geothermal power plants and transmission lines.

(c) Labor productivity: Climate change can reduce labor productivity across all
sectors, with increased heat significantly affecting outdoor work. This may
particularly impact low-skilled workers and sectors like agriculture, forestry,
and fisheries in arid and semi-arid regions.

(d) Road transport. Road transport handles 93 percent of all freight and passenger
traffic. However, poor road conditions in some regions, where livelihoods (O
depend on livestock and trading, isolate these areas from the rest of the country
during the rainy season. Higher temperatures and more extreme rainfall can
lead to flooding of both regional and urban roads, as well as accelerated
degradation from potholes.

() Tourism and Wildlife: Tourism, closely linked to Kenya's wildlife and natural
landscapes including coastal ecosystems, is sensitive to climate change. Shifts
in weather patterns can alter wildlife habitats and migration patterns, reducing

tourism appeal.

(f) Water Resources: Water scarcity and the degradation of water quality due to
changing climatic conditions pose challenges to both human consumption and
agricultural use. This has implications for health, food production, and energy 7

generation.

(g) Health & Education: Extreme weather events including higher temperatures
and flooding can damage infrastructure and affect people’s access to health and
education services, droughts can reduce food availability and student
attendance, and flooding can increase the risk of transmission of waterborne
diseases such as cholera and typhoid.

Mitigation and Adaptation Measures

65. The Government is working to reduce emissions, build resilience and meet
NDC targets under the Paris agreement. The Government has also laid frameworks
for mainstreaming climate change in government decision making through theZ,o
development of the 5-year National Climate Change Action Plan (NCCAP) aligned
to the Medium-Term Plan (MTP) cycle. Further, most government entities have
established Climate Change Units (CCUs) as provided for under the Climate
Change Act, 2016. These Units are expected to support mainstreaming actions of

climate change.
66. Other examples of measures being undertaken by the government include:

i) Prioritisation of low emissions power generation (particularly geothermal
and hydroelectric);

ii) Planting 15 billion trees by 2032, which will reduce net emissions and help
protect infrastructure against natural disasters; ( (‘2' (
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iii) Ongoing efforts on tagging climate related expenditure in the budget;
iv) A target of 25 percent of new government buildings being green;

v) Reducing vulnerabilities of road infrastructure to flooding through
improved drainage design;

vi) Reducing the vulnerability of road infrastructure to potholing and
accelerated degradation through flooding and high temperatures through
trialling the use of concrete rather than bitumen surfacing, albeit at a higher

cost; and
vii) Reducing the vulnerabilities of rail infrastructure through improved design.

f) Other Fiscal Risks

i. Natural Disasters and Man-made Hazards

67. Crises and disasters remain a major concern for various economies across the
globe including Kenya. The Government will continue to enhancing the country’s
disaster risk management and financing framework by fast tracking the enactment
of the Disaster Risk Management Bill (No. 24 of 2023). This will ensure that there
will be an over-arching framework that guides disaster risk management in the
country. In addition, the Government will fast track the finalization of the disaster
risk financing framework under the Public Finance Management Act, 2012 in order
to enhance efficient and effective resource mobilization for disaster risk
management in country as well as development of Disaster Risk Financing
Strategy 2023 -2027 and mainstreaming disaster expenditure reporting into the
Government financial reporting framework.

ii. Money Laundering

68. In order to fight money laundering, the Government will continue to promote
financial integrity and compliance with international standards, particularly the
Financial Action Taskforce (FATF) Recommendations on Anti Money Laundering
and Combating the Financing of Terrorism (AML/CFT). This initiative will be
achieved through implementation of the AML/CTF National Risk Assessment
Report 2021 recommendations; the National AML/CFT Strategy, and the ¥ i
Eastern and Sothern Africa Anti-Money Laundering Group (ESAAMLG) Mutual
Evaluation Report (MER) 2022. -

69. In order to addressing the strategic deficiencies identified Mutual Evaluation
Report, 2022, various legislations relating to AML/CFT issues have been amended

[©

W L=,

through the Anti-Money Laundering and Combating of Terrorism Financing Laws 3@

(Amendment) Act, 2023. These amendments necessitated the alignment and re-
issuance of various Regulations. These included the Proceeds of Crime and Anti-
Money Laundering Regulations, 2023; the Proceeds of Crime and Anti-Money
Laundering (Criminal Assets Recovery Fund) Regulations, 2023; and the
Prevention of Terrorism (Implementation of the United Nations Security Council
Resolutions on Suppression of Terrorism) Regulations, 2023. In this regard, Kenya
has filed a request with the ESAAMLG for Technical Compliance (TC) re-rating
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as a result of these amendments. In addition, Kenya has completed the post-
evaluation observation period and the Post-Observation Period Report (POPR) will
be deliberated by the FATF Plenary in February 2024 in respect to the progress
made towards strengthening Kenya’s AML/CFT regime.

70. To address the recommendations in the Mutual Evaluation Report, the Central
Bank of Kenya has taken several actions including: conducting stand-alone
AML/CFT onsite inspections, revising Bank Supervision Operations Manual to
include AML/CFT risk-based supervisions, and undertaking institutional and
sectoral risk assessments.
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For comments and clarifications, please contact:

Public Relations Office

The National Treasury and Economic Planning
Treasury Building

P. O. Box 30007-00100

NAIROBI, KENYA

Tel +254-20-2252-299
Email: ps@treasury.go.ke

The document is also available on the website at: www.treasury.go.ke

Information in this publication may be reproduced without restriction provided that due
acknowledgement of the source is made.
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FOREWORD

The preparation of the 2023 Medium-Term Debt Management Strategy is in accordance with
the requirements of Section 33 (2) of the Public Finance Management (PFM) Act, 2012 and the
guidelines outlined in the Debt and Borrowing Policy. The strategy underscores the public debt
management objectives over the medium term which aims at reducing the cost and risk lIinked
to public debt and is anchored in the 2023 Budget Policy Statement (BPS).

The Strategy is prepared to guide prudent public debt management, informing the minimization
of costs given the risks characteristics of the current debt stock using the designed alternative
borrowing strategies and the fiscal deficit approved by parliament.

While preparing the 2023 MTDS, various alternative sources of financing were considered in
regards to the cost and risk associated with each alternative strategy to arrive at the optimal |0
financing strategy. Key elements include potential funding sources from domestic and external
debt capital markets and the corresponding risks and costs.

Accordingly, the 2023 MTDS envisaged maximization of concessional and semi concessional
external debt while proposing liability management operations in the domestic and in the
international capital markets. The domestic funding components wil be through medium to
long term bonds as the stock of treasury bills is reduced to lengthen the maturity structure and

to reduce refinancing risk.

The development of the domestic debt market is a precursor for accelerating attainment of
affordable, sustainable long-term financing for economic recovery. This is in the context of
pursuing the objective of a vibrant domestic debt market as per Kenya's Vision 2030 and the 7 O
Medium-Term Plan. In the same context, sustainability of public debt depends on the
commitment to pursue a fiscal consolidation path and macroeconomic stability.

To augment public debt sustainability, the 2023 MTDS re-iterates the importance of*stepping
up reforms in the domestic debt markets to ensure more depth, diversification and increased role
of domestic debt market in meeting the financing needs of Government. In tandem with the
vision for a deeper domestic debt market, the National Treasury and Economic Planning through
the fiscal agent and Capital Markets Authority, is implementing strategic debt market reforms
aimed at increasing domestic market efficiency. Deployment of a modern Central Securities
Depository (CSD) system that will automate issuance and settlement of government securities _}O
processes at both primary and secondary markets will be set by the fiscal agent, while the Over-
The-Counter (OTC) market trading platform to improve liquidity and price discovery and
complement the NSE role wil be operationalized in collaboration with financial markets
institutions in Kenya.

Implementation of the Strategy will be closely monitored to ensure its smooth implementation
while maintaining public debt at sustainability levels.

NJUGUNA NDUNG’U, C.B.S.
Cabinet Secretary/ The National Treasury and Economic Planning
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EXECUTIVE SUMMARY

This strategy covers the period FY 2023/24- 2025/26 over which the optimal debt portfolio will*
be achieved. The 2023 Medium Term Debt Strategy (MTDS) has been prepared amid global
economic slowdown caused by the effects of the COVID-19 pandemic and elevated global
inflation caused by supply chain disruptions and monetary tightening in the United States.

The strategy is aligned to 2023 Budget Policy Statement (BPS) whose aim is to support
economic recovery through a growth friendly fiscal consolidation plan aimed at slowing the
public debt accumulation without compromising service delivery to citizens.

The Government’s plan in the fiscal year 2023/24 and over the medium term is to implement
various priority economic policies, structural reforms, fiscal consolidation plan and sectoral
expenditure programs outlined in the 2023 BPS, through a Bottom-Up approach for a socio- [
economic transformation, economic turnaround and inclusive growth. The agenda is geared
towards economic turnaround and inclusive growth. Special focus will be placed on increased
employment, more equitable distribution of income, social security while also expanding the
{ax revenue base, and increased foreign exchange earning

The scope of coverage of this strategy is the existing debt stock, non-performing guarantees,
and the stated fiscal deficits in the 2023 BPS.

The Kenya’s present value of public debt was at 60.0 percent of GDP of which the domestic
debt was 33.2 percent of GDP while external debt was 26.8 percent of GDP. This is as per the
IMFE-World Bank debt sustainability analysis conducted in December 2022 in collaboration with

the National Treasury. 20

Public and publicly guaranteed debt in nominal terms asat end December 2022 was KSh.9,145.9
billion compared to the statutory public debt limit of KSh.10,000 billion as per the PFM
(National Government) (Amended 2022) Regulations, 2015. Total external debt was
KSh.4,673.1 billion while total domestic debt was KSh.4,472.8 billion. The debt levels remain
sustainable with elevated risk of debt distress as per the Debt Sustainability Analysis (DSA)
report by World Bank and International Monetary Fund as at December, 2022.

Preparation of the 2023 MTDS to guide borrowing in the medium term is in line with the PFM
Act 2012. The 2023 optimal strategy of the 2023 is to minimize costs and risks through a net
financing combination of 50 percent from both external and domestic sources. The strategy will 2 ©
maximize concessional borrowing while rolling over the commercial debt from external debt

sources. From the domestic sources, the strategy seeks to lengthen the maturity and deepen
the domestic markets through issuance of medum to long term debt securities under the

benchmark bond programme.
The strategy will meet the government requirements while repaying its debt maturities. The
outcomes of the optimal strategy are:
i It results to the least Present Value (PV) of debt to GDP of 53.1 percent in the medium
term compared to strategy 1 at 54.9 percent, strategy 2 at 54.4 percent and strategy 3 at
54.5 percent.

ii. Interest payments to GDP will improve from 5.3 percent as at end December 2022 to 4.4 L{’O
percent in the medium term. This is attributed to maximization of concessional sources
while commercial borrowing is reduced, thereby leading to reduction in the cost of debt
over the medium term.
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iii. Minimizes refinancing risk by lengthening the total portfolio ATM as a result of
lengthening of external debt portfolio. This is attributed to concessional terms that have

longer maturities.
iv. Minimizes interest raterisk in terms of average time to refixing.

v. Deepens the domestic bond market through issuance of more medum to long term
instruments as the main source of domestic financing.
vi. It allows for flexibility in the borrowing plan to adjust either external or domestic
borrowing targets depending on prevailing market conditions as it is more realistic.
Implementation of the strategy will be monitored and evaluated closely to factor any changes
as they evolve based on market realities and fiscal adjustments. i

Changes in global economic and market conditions may necessitate deviation from the optimal
strategy. Appropriate measures will be taken to align the strategy to policy actions at the time.

[O
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I  INTRODUCTION

1. PFM Act 2012, ‘General responsibilities of the National Treasury’ Section 12. Provides
that: (1) Subject to the Constitution and this Act, the National Treasury shall— (b) manage the
lcvel and composition of national public debt, national guarantees and other financial
obligations of national government within the framework of this Act and develop a framework
for sustainable debt control; The public debt management objectives asoutlined in Section 62(3)
of the PEM Act, 2012 are: (a) minimizing the cost of public debt management and borrowing
over the long-term taking risks into account; (b) promoting development of the market
institutions for Government debt securities; and (c) ensuring sharing of the benefits and costs of

public debt between the current and future generations.

2 The MTDS is prepared as required by as per the requirements of Section 33(2) of the
Public Finance Management Act, 2012. The 2023 Medium-Term Debt Management Strategy
(MTDS) outlines the strategies and initiatives to be implemented by the National Treasury, the
fiscal agent, and Capital Markets Authority aimed at reducing costs and risks of debt
management and borrowing, development of domestic debt market institutions and pursuit of

intergenerational equity in costs and benefits of public debt.

3 The 2023 debt management strategy covers initiatives to manage the costs and risks of
the current debt stock and projected debt service, and to minimize the costs and risks of
financing the fiscal deficits for the period FY2023/24-2025/26. The deficits for the period are
as proposed in the 2023 Budget Policy Statement (BPS). The MTDS analysis takes info account

the outstanding public debt and projected debt service in the context of ongoing and projected 2.0

macroeconomic environment and the conditions in the international capital markets.
Performing guaranteed debt and other local debt are excluded from the proposed debt
management strategies. Debts excluded amounts to KSh.236.2 billion which inclides
KSh.151.1billion uncalled guaranteed debts, KSh.58.5 billion Government overdraft at CBK,

KSh.12.8 billion Suppliers credit and KSh.13.9 billion Bank advances.
Background to the 2023 Medium-Term Debt Strategy

4, Kenya is in the process of recovering from the COVID-19 pandemic and grew by 7.5
per cent in 2021 up from a contraction of 0.3 percent in 2020; and is estimated to have grown

by 5.5 per cent in 2022 amidst global economic slowdown occasioned ‘by global supply chain 20

disruptions associated with Russia-Ukraine war in Europe. The economy is projected to grow
by 6.1 per cent in 2023 as the recovery process gains momentum.

5. Owing partly to the ensuing global supply cham disruptions, Kenya’s,annual inflation
was 9.1 per cent by end December 2022 up from 5.7 per cent in December 2021. Inflation is
projected to stabilize in the near termand converge towards the targetrange of 5 & 2.5 per cent.
Kenya shilling exchange rate and mterest rates are projected to stabilize as inflation declines
with the easing of global supply chain disruptions. Exchange rate stability will be supported by
recovery in remittances inflow, and tourism as well as reduced import of capital goods.
However, there are downside risks to this projection associated with increasing prices of crude

oil and delays in full normalization of global supply chain. Ly

6. Total revenue is projected at 17.8 per cent of GDP in the FY 2023/24 while total
expenditure is projected to decline to 22.5 per cent of GDP in FY2023/24 on account of planned
reduction of the fiscal deficits.

i A Public and publicly guaranteed debt in nominal terms as at end December 2022 was
KSh.9,145.9 billion compared to the statutory public debt limit of KSh. 10,000 billion as per the
PFM (National Government) (Amended 2022) Regulations, 2015. Total external debt was
KSh.4,673.1 billion while total domestic debt was KSh.4,472.8 billion.

1 H
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8. The December 2022 Debt Sustainability Analysis (DSA) indicates that Kenya’s public
debt remain sustainable but government must reduce fiscal deficits to reduce the rate of debt
accumulation. I

9. The next chapter reviews the costs and risks characteristics of public debt followed by
debt sustainability analysis, macroeconomic assumptions and key risks, potential sources of
financing, cost and risks of alternative debt management strategies and the last section describes
the strategy implementation work plan.
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. market condition that will trail the current global economic uncertainties. The Government will
maintain its presence in the international financial markets through refinancing the existing
commercial maturities and may consider liability management operations ahead of scheduled
maturities if the international debt capital market condition improves. '

107. The policy implications derived from the technical analysis of costs and risks and debt
sustainability are that: funding fiscal deficits and refinancing external debt has to be through
concessional borrowing and less commercial debt, while implementing development policies
geared towards improving Kenya’s export sector. The Government will focus to deepening and
developing domestic debt market to minimize reliance on external market.

108. The Public Debt Management Office has proposed liability management operation
measures to refinance and re-profile debt maturities subject to favorable market conditions.

109. To pursue debt sustainability, the Government will continue to lengthen the maturity
profile of public debt through issuance of medium to long tenor bonds and deepen domestic
debt market to be able to finance a higher proportion of budget deficits.

110. Opportunities for ‘debt for climate/nature swaps’ will be pursued under the proposed
Government water dams investment/funding programme with eligible creditors. Additionally,
the there is need for restraint measures aimed at reducing the rate of accumulation of public debt

stock as an imperative to public debt sustainability.

111.  To better manage net sovereign cash flow in funding development programmes, to the
extent possible, projects that generate local currency benefits should be funded through localZ®©
currency while projects that promote economic sectors that have direct and indirect foreign
currency income generation may be funded through external borrowing.

V. Public Debt Management Reforms

112. Article 214 (2) of the Constitution of Kenya defines public debt. The Public Finance
Management (PFM) Act, 2012 and attendant Regulations make reference to ‘National Debt’,
‘Public County Debt’ and ‘Public Debt which brings ambiguity with the Constitution of Kenya,
hence weakening effective management of public debt. The National Treasury has proposed
amendments to replace the terms National Debt and County Debt with Public Debt as enshrined

in the Constitution of Kenya.

113. The National Treasury has proposed to Parliament amendments to the PFM (National
Govermnment) Regulations, 2015 to replace the current public debt limit of Ksh. 10 trillion with 30
a debt anchor hinged on Gross Domestic Product as a desired level of public debt as a ratio of
GDP. The rationale is to allow flexibility and recognition of the periodic impact of exogenous
shocks on debt and GDP. Practicability of anchoring debt limit to National Gross Product will

be assessed as a more precise measure of relative size of debt.

114. Additionally, the National Treasury has developed draft guidelines for the
operationalization of the Sinking Fund in conformity with Regulation 206 (1) of the PFM
(National Government) Regulations, 2015, to provide liquidity for timely funding for
redemption of government securities, and payment of expenses, or incidental to, redemption of
an issue of national government loans. The guidelines will be subjected to public participation
process before submission to Parliament for consideration and approval

115. The public debt risks and costs mitigation strategy is defined for each in the following LtD
matrix:

Table 21: Costs and risks mitigation strategies l 5

Aar
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General risk
indicators

Risk Indicators

Risk management and mitigation strategies

Debt stock

Nominal debt as percent of GDP

Present value debt as percent of
GDP

e Reduce the overall public expenditure and
fiscal deficits in line with the consolidation
plan recommended in the IMF program

e Use concessional debt under external
borrowing and long tenor debt under
domestic

Cost of debt

Interest payment as percent of
GDP

e The Government to maximize the use of
concessional under external borrowing,
rollover the existing commercial debt at
lower or similar costs, and only access
commercial borrowing as a last resort if
concessional debt is completely un
available

e Onthe domestic debt implement reforms to
improve national savings, deepen the
domestic debt market and improve the
domestic debt market infrastructure to
attract capital and lower the yields of the
domestic borrowing (details of domestic
debt reforms below)

Refinancing
risk

Debt maturing in 1yr and ATM of
the total portfolio

e Reduce gradually the stock of T-bills and
replace with issuance of long tenor debt

e Maximize the use of concessional external
debt

Interest rate
risk

Debt refixing in 1yr

Fixed rate debt percent of total

T-bills (percent of total)

e Borrow fixed rate debt as a priority and only
resort to variable debt as a last resort.

e Develop capacity in the use of debt
derivatives, develop a- debt derivative

utilization framework undertake liability [

management operations on regular basis to
refinance near-term maturities

FX risk

FX debt as % of total

e Borrow in local currency debt as a priority
and diversify foreign currencies when
borrowing

e Develop capacity in the use of derivatives in
debt swap arrangement, develop a
derivative utilization framework and begin
implementing derivatives in low quantity
and increase the use gradually in the
medum term

0

U0

vi.  Domestic Debt Market Development Strategy

116. Development of the domestic debt market is a necessary catalyst for public debt
sustainability. With domestic debt comprising half the proportion of public debt, it mitigates

"r
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against foreign exchange risk exposure and cushions the public debt against the downside risks
of the global market volatilities. ‘

117. A number of strategic reforms aimed at increasing domestic market efficiency are
operational whereas others are at different stages of implementation. These include:

i. CBK implementation of the Internet Banking (IB) platform for institutional investors has
increased operational efficiency in the domestic debt market with investors provided with
access to services such as bidding, receipt of auction results for Government _securities
and viewing of portfolio positions. The launch of the Treasury mobile Direct (TMD) for (0
retail investors has enhanced financial inclusion by providing easier access and uptake of

government securities.

ii. Deployment of a modern Central Securities Depository (CSD) system that will automate
Government securities processes at both primary and secondary markets is at advanced
level The CSD system is envisaged to promote market deepening, improve market
liquidity distribution, enhance operational efficiency and support capital market growth.
It will also improve access to the Kenyan capital market by both domestic and foreign
investors and is envisioned to position Kenya as the preferred financial hub in the region.

iii M-Akiba bond focuses on promoting financial inclusion and enhancing a savings culture
to the Kenyan populace. Re-engineering of M-Akiba will support Government nitiative2®
to provide more financial products to retail investors at the bottom of the pyramid.

iv. Enhance investor education and outreach to promote awareness in government securities
and grow the retail base to boost a savings culture, promote financial inclusion and

broadening the investor base.

v. Strengthen secondary market liquidity by reducing bond fragmentation - through issuance
of benchmark bonds and maintaining a well-priced stable yield curve.

vi Enhancement of secondary market efficiency through the establishment of the Over-The-
Counter (OTC) trading platform to complement the NSE to improve liquidity and price
discovery. .

viiL Dnhance sustained market engagement and stakeholder consultations to improvelé")
coordination in debt management and market development initiatives to support the
growth of the capital market. :

viiiL, The Government is undertaking liability management operations through switch auctions

as part of a market-based debt re-profiling approach with the objective to smoothen the
domestic debt maturity profile, manage refinancing risks and enhance market

development.
vii. Intergenerational debt equity

118. The PDMO will regularly advise borrowing proposals in regards to promoting sharing

of benefits and costs of public debt between current and future generations. In particular,
repayment for debts for projects requiring low value investments shall be structured to have
shorler repayment periods to minimize of carry costs of debt associated with long grace and Y0
repayment periods which increase the overall debt burden on the future generations.

1S
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IX. MTDSIMPLEMENTATION, MONITORINGAND EVALUATION

i Domestic and external borrowing Plan

119. The Government through the annual borrowing plan will implement both the debt
management strategy and the optimal fiscal funding strategy

120. The PDMO will prepare domestic and external borrowing plan comprising of projected
borrowing and settlement of maturities within the 2023/24 financial year.

121. The external borrowing plan will comprise of expected disbursements by creditor, the
disbursement period and currency of disbursement within the financial year as per 2023 MTDS.

122. The borrowing plan may be revised to include liability management operations to
manage debt stock risks when the market conditions allow.

ii. Review ofthe Borrowing Plan

123. Review of the outcome of implementation ‘'of the borrowing plan will be done on weekly |©
basis (internal reporting), on monthly and annual basis to provide data for strategy evaluation
and for public information.

124. The progress of implementation of the 2023 MTDS will be monitored and reported

through monthly and annual debt reports. Annual Debt Management Report is regularly
prepared and published after end of each financial year.

ii. Monitoring and Review of Cost and Risk Indicator Outturn of the Strategy

125. The actual costs and risks characteristics of debt will be assessed against suétainability
threshold indicators and any deviations will be used to inform strategy review in the next MTDS
cycle. "

126. The costs and risks outcome characteristics in the 2023 MTDS are evaluated semi- 1o
annually and annually against sustainability threshold indicators to determine deviations and
suggest mitigation measures. Table 22 outlines the costs and risks parameters to be evaluated.

127. The evolving public debt structure and fiscal deficit will inform review of strategy for
management of costs and risks of the public debt going forward.

128. Likewise, guaranteed State corporations’ debt, fiscal commitments and contingent
liabilities will be tracked and assessed against overall sustainability levels.

an
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Exhibit EWG 5:

Copies of newspaper clips detailing Respondent State
_intention to set up debt swap arrangements.
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Kenya Lawmakers Approve
Plan to Issue Debt Swaps to

Fund Budget

.Nation in talks with development partners to structure
~ swaps :
.Similar instruments have been executed by Ecuador
and Gabon

MountKenyaNational Park, ..
Photographer Ed Ram/Getg/ Images

By David Herbling
March 6, 2024 at 2:50 AM CST

E@dated on:
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March 6, 2024 at 6:45 AM CST
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Kenyan lawmakers approved the Treasury’s plans to offer debt-for-
‘nature and food-security swaps to bolster the nation’s finances for its

next fiscal year starting J uly 1.

The East African nation is in talks with the United Nations and
development partners to structure the debt swaps, according to a
Treasury report that was published last month. The report didn’t
provide details on how much Kenya plans to raise via these
instruments and how they would work.

“While these swaps have been successful in other countries, there is a
need for full disclosure of this type of financing, including, but not oF
glimited to, community displacement and the risks associated with |
%them,” the National Assembly’s public debt & privatization committee

said in a separatereport.

BloombergGreen shale-0il ‘Fracklog’ Shows US Oil
| Production May Be Slowing'Zombie Fires' Smoldering Near Oil and |

| Gas Wells Threaten Canada’s DrillersSNB Didn’t Reveal Full Carbon |

Footprint in Report. Activists SayTexas Among States Facing New |

Fire Risks: Weather Watch

Both reports were adopted by lawmakers on Wednesday.

Debt-for-nature swaps have been executed by countries 25
including Belize, Ecuador and Gabon, in which they refinanced

2
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éexrsting debt in exchange for commitments to protect their marine

;fproceeds earmarked for the upgrade of a sewage treatment p]ant in
order to cut emissions and improve water quality. .

Read More About Kenya'’s Debt Plans:

1 5
‘.

'« Kenyato ‘Repurchase $1.44 'B'iiii"dr_w of 2024 Do!laf Bonds

EiKenya “which is classified by the International Monetary Fund as
being at high risk of debt distress, is seeking to diversify its sources of
‘borrowing to include sustamablllty linked bonds, samurai bonds, and !

Edlaspora bonds. It has also signed up to a $4.43 billion IMF program

to reduce its debt vulnerabilities.

(;O

In February, it tapped international debt markets after years of being
iépriced out of them, encouraged by successful eurobond sales

from Tvory Coast and Benin earlier this year. It repurchased $1.44
billion of its $2 billion eurobonds due in June, with the issuance of
‘new dollar bonds, easing investor concerns on how it would settle the

Zbullet maturity.

EKenya’s public debt stood at 11.25 trillion shillings ($78.7 billion), or pas
67.2% of gross domestic product at end-January in present value i
terms, above its self-imposed fiscal anchor of 55%.

Other Proposals Approved Include: = =

3
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. Gross external borrowmgs in the year through June 2025 of
670 billion shillings comprising 151 billion shillings in
commercial financing, project loans of 308 billion shillings

- and program loans of 210.5 billion shillings.

« Budget deficit target of 3.9% of gross domestic product for
year through June 2025 and 3.3% for both 2025-26 and 2026~

277,

— With assistance from Alister Bull
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Kenya Plans $500 Million
Debut Panda Bond to Fund

Next Budget

Kex_lya seeks to widen its fundmg pool from foreign s sources.
Photqgmpher Tony } Kammba/AFP/Getty Imqges
Giﬂ this aracle:

By David Herbling and Jing Zhao

March 28, 2024 at 10:08 AM CDT

Savc e et R e e AR T o TS S
" Listen

1:50
§Kenya plans to raise $500 million through a debut bond sale in China

;as it seeks to widen its funding pool from foreign sources, according to|
:people familiar with the plans. ip

The sale of the so-called panda bond is planned to take place in the
fiscal year commencing July 1 and will be used to finance its budget

5
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deficit, said one of the people, who asked not to be named as they are
not authorized to speak.

The deal is in early discussion, and the amount and issue time could
.change, the people said.

;?The East African nation is targeting a budget deficit of 3.9% of gross
domestic product for the year through June 2025 and 3.3% for both
2025-26 and 2026-27. -

The nation also plans to engage the Asian Infrastructure Investment
Bank to provide guarantees to support the issuance of the renminbi-
denominated bond, one of the people said. The nation’s cabinet in {O
January approved its membership of the multilateral lender.

Kenya’s Treasury didn’t respond to requests for comment.

The nation, encouraged by Egypt’s sale of Africa’s first sustainable
%panda bond in October, guaranteed by the African Development Bank
-and AIIB, has been on a drive to expand funding sources since
returning to international capital markets in February with
‘the issue of a new eurobond.

20

‘Egypt’s issue of a three-year bond that raised 3.5 billion yuan ($484
‘million) priced at 3.5% set “a template for other African countries to
follow,” according to a research note by HSBC Holdings Ple. China’s

(-
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Debt Swaps Explored by Global Fund
Targeting Health Investments

March 19, 2024 - 19:02 ® 3 minutes

(Bloomberg) — The Global Fund, which disburses more than $5
billion annually to fight diseases, is exploring swapping publicly
traded debt for public health investments.

The approach marks a departure from a model used by the fund
since 2007, a period during which it oversaw the forgiveness of
$367 million in bilateral debt owed by 10 developing nations to
Spain, Australia and Germany. Those arrangements resulted in a
combined $226 million in health investments.

The new approach mimics a framework pioneered by conservation
organizations, the goal of which is to refinance existing debtat |[O
more favorable terms with savings put toward environmental
protection. Such arrangements have been used by a growing list of
nations, including Belize, Ecuador and Gabon.

«The Global Fund is currently exploring alternative ways and
models to leverage this expertise, including debt swaps that involve
a buyback component on currently outstanding debts,” the fund
told Bloomberg in an emailed response to questions. “To the extent
that any of the debt is traded on public markets; market-sensitive
information is treated as strictly confidential,” it said.

The Global Fund didn’t say how the swaps would be structured or 250
which countries might be involved.

“We are talking to several implementing countries for different
E}M &mnes of innovative finance transactions,” the fund said.

:
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Debt Swaps Explored by Global Fund Targeting Health Investments - SWI swissinfo.ch 2
Kenya’s Finance Minister, Njuguna Ndung’u, has said the country is 36
discussing a debt for medicine swap with the fund and a debt for
food security swap with the United Nations’ World Food
Programme, Johannesburg’s Rand Merchant Bank said in a note on

Friday.

“We have proposals on the table that we are exploring” in terms of
a debt for medicine swap, Chris Kiptoo, principal secretary at the
Kenyan Treasury, told Bloomberg. “No decision has been made yet
on the amount and timelines. We are still exploring to see the best
fit. We are also looking at other swaps like debt for nature, food (O

too.”
The WFP didn’t immediately respond to a request for comment.

The Global Fund was created in 2002 to fight three scourges — HIV
Aids, tuberculosis and malaria. The Switzerland-based fund |
secures donations from governments, private companies and
foundations and says it has disbursed $60 billion, saved 59 million
lives and cut the death rate from the three diseases by more than
half in the nations where it invests.

The countries that have benefited from the bilateral debt swap
program are Ethiopia, Indonesia, Jordan, the Democratic Republic
of Congo, Sri Lanka, El Salvador, Egypt, Ivory Coast and Pakistan. 2@

_With assistance from Natasha White.

©2024 Bloomberg L.P.
N\
Imprint Follow us SWI swissinfo.ch - a branch of
Swiss Broadcasting
Data Privacy Statement Corporation SRG SSR

Rights to content and liability

RTS

Jobs Stay informed daily about

news in Switzerland with our SRF

mps:wa.swissinfn.chfeng;‘debt—swaps-explored-by-globa]-fund-targeting-health-inveslmemsfﬁ@??ﬁ



237

Exhibit EWG 6:

Africa Sovereign Debt Network’s Research and
informational output on Gabon’s debt-for-nature swap
arrangements
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TonomicsLaw

Sixty Fifth Sovereigh Debt News
Update: Debt-For-Nature Swap:
Portugal Signs Agreement to Trade
Cape Verde’s National Debt for
Climate Investments

By:

The African Sovereign Debt Justice Network

February 6, 2023

In January 2023, Portugal announced it had signed an agreement to swap Cape
Verde's debt for investments in an environmental and climate fund that is being
established by Cape Verde. The archipelago nation off West Africa's coast,

which is already suffering from rising sea levels and significant biodiversity loss
due to increasing ocean acidity, owes around €140 million to the Portuguese
state and over €400 million to its banks and other entities. Initially, €12 million
of debt repayments scheduled until 2025 will be put into an environmental and
climate fund established by Cape Verde. Ultimately the entire amount of debt (o
repayments will end up in the fund, allowing Cape Verde to invest in energy
transition and the fight against climate change. It is expected that private

Page 10of 4
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sector debts owed by Cape Verde to Portuguese companies will, at least in part,
be swapped in similar deals to accelerate mitigation and build resilience to
climate change in the country.

Climate change is a challenge that takes place on a global scale and no country
will be (environmentally) sustainable if all countries are not sustainable. Debt-
for-nature deals can help as they can produce green and blue bonds to finance
conservation efforts on land and at sea, which appeal to a rapidly growing

number of investors seeking to meet net-zero carbon emissions and other
environmental goals. Debt-for-nature swaps are financial transactions in which

a portion of a developing country's foreign debt is forgiven in exchange for (O
commitments to environmental investments.

DEBT-FOR-NATURE
SWAPS

* ENVIRONMENT FINANCIAL

Source: News24 While in support of the swap, Cape Verde Prime Minister
Ulisses Correia e Silva said in a statement that his country needed to urgently

" enable mechanisms and financing instruments to support such solutions and
deal with natural emergencies. Notably, developed countries have failed to
deliver promised climate finance to developing countries. According to research
from Overseas Development Institute (ODI), Portugal is one of the countries
which in 2020 paid the least percentage of its fair share.The ODI says that -

s
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based on its size, historic emissions and population - it should have paid $688
million towards rich countries’ collective $100 billion target. But it paid just $70
million, about one-tenth of its fair share.

Even so, “debt-for-nature” swap deals are emerging in other countries such as
Kenya, eSwatini, Pakistan, Colombia, and Argentina, and are part of attempts to
resolve a dilemma faced by world leaders on how and who will foot the bill for
actions taken to reduce the impact of climate change. According to a recent
Reuters report, Zambia is also considering a debt-for-nature swap proposal
from the World-Wide Fund for Nature (WWF). If it goes through, it could help the
country unhook, at least partially, from a $13 billion debt, currently under re- [©
evaluation. According to Zambian government debt data, the country
accumulated $31.74 billion by the end of 2021, out of which $17.27 billion is
external debt. While the potential for the swap is not part of the current
negotiations under the G20 debt restructuring framework, it could help cut
down the country's debt and boost green projects.

But the most notable story of debt-for-nature swaps can be seen in the

Seychelles. After defaulting on payment of $230 million in 2008, The Nature
Conservancy in 2015 announced a deal that saw approximately $22 million of
Seychelles’ national debt written off. Consequently, Seychelles has progressed
from protecting 0.04% to more than 30% of its national waters, covering 410

000 square kilometres of the ocean after developing 13 new marine protected 20

areas.

Nonetheless, some challenges such as high transaction costs, the need to
monitor conservation or climate projects, and the requirement that a debtor
country makes a long-term financial commitment, could limit the reliance on
debt-for-climate/nature swaps as a long-term solution for Africa. In addition,
coordination among existing creditors is a key hurdle to successfully swapping
sufficient and large amounts of debt. Further, debt-for-nature swaps are often
incompatible with the economic realities of LDCs. This is because most LDCs'
economies depend on natural resources. Therefore, inasmuch as debt-for- 3 O
nature programs fund projects that foreclose access to natural resources and
slow down the economic development of the South, they will face strong
opposition. For this reason, it has been proposed that pure debt-for-nature
programs should be rejected and that debt-for-sustainable development should

3
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be implemented. In essence, debt-for-sustainable development calls for
strategies that provide incentives to environmentally sound commercial
activities and force currently profitable commercial activities to become more
environmentally sound. Furthermore, while debt-for-nature swaps are important
when debt restructuring is not on the table, these deals do not substitute for
comprehensive debt restructuring reform especially for countries with
unsustainable debt levels. They also do not obviate the need for climate finance
grants and other mainstream debt relief.

Despite the potential challenges, these deals present an opportunity for [O
countries that cannot prioritise environmental actions due to financing
constraints and where creditors see the value of possible ecological outcomes.
Besides, debt-for-nature programs have promoted a number of valuable
conservation projects. However, the magnitude of the environmental crisis will
require stronger political commitments and economic resources that are largely
incompatible with the complex legal and financial framework that the swaps

necessitate.

View online: Sixty Fifth Sovereign Debt News Update: Debt-For-Nature Swap:
Portugal Signs Agreement to Trade Cape Verde's National Debt for Climate

Investments

Lo

Provided by Afronomicslaw

Page 4 of 4



242

' TonomicsLAaw

Ninety Sixth Sovereign Debt News
Update: Gabon’s Debt-For-Nature
Swap: Some Critical Reflections

By:

The African Sovereign Debt Justice Network

September 4, 2023

Gabon completed a $500 million debt-for-nature swap on 14 August, 2023. This
debt for nature swap seeks to help to refinance a small portion of its debt and
lock in funds for marine conservation. The deal is expected to generate $163
million for marine conservation over 15 years while slashing its debt, making it
the first in continental Africa. Credit enhancements, including political risk
insurance from US International Development Finance Corporation (DFC)
ensured the bond had an Aa2 rating from Moody'’s, a level much higher than

the sovereign’s Caal/B credit rating. (O

Gabon bought back three bonds, one maturing in 2025 and two in 2031, with a
total nominal value of $500 million. The buybacks were equivalent to around
4% of Gabon's total debt. In their place, Gabon issued a $500 million blue bond
which matures in 2038. The coupon on the new blue bond was priced at
6.097%, lower than the coupons on the repaid bonds which were between

5
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6.625%-7%.

While smaller than other such debt-for-nature swaps, Gabon’s is the first in
mainland Africa—a continent conservationists see as ripe for such deals,
replete with at-risk marine environments and often high sovereign debts—and
it is hoped it will provide the impetus for more blue bonds deals across the

continent.

The $500mn deal, which was arranged by Bank of America, lowers the interest
rate on Gabon’s debt and gives it longer to make repayments. As part of the
transaction, proceeds from a new bond issuance, arranged by Bank of America,
were used to refinance a portion of Gabon'’s existing national debt. The US Lo}
International Development Finance Corporation (DFC) has provided political risk
insurance of up to $500 million for the financing, which lowers the cost of debt
for Gabon. This transaction, it is hoped, will enable the country to make annual
contributions to an independent Conservation Fund and an endowment that will
continue to fund conservation after the bonds are repaid. In fact, Gabon
committed to spend $5 million a year from the savings over the next 15 years
on marine conservation and to fund an endowment that is expected to grow to
$88 million by 2038. That funding is projected to continue financing
conservation work after that date.

The new funds are designed to help Gabon improve the management of its
territorial waters, 26 percent of which are currently earmarked as protected, 22’
and make its fishing industry more sustainable. The small West African country

is 88-percent covered by forest and has a vast coastline rich in marine species.

Its extensive mangrove forests represent one of the most secure carbon sinks

in West and Central Africa.

Proponents of the deal hope it will drive momentum to reshape the financing
landscape for developing countries, which have long called for new ways to

address their high debt financing costs and free up money to spend on

mitigating the uneven impacts of climate change. For instance, Gabon’s

President Ali Bongo, who is bidding for a third term, said the swap was an

important moment for eco-friendly finance deals in Africa. According to him, "all ; C
too often talks of these new mechanisms to reward countries like my own

remain just that. In this case... we have made it a reality." The Nature
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Conservancy, a U.S.-based environmental organization, sponsored the deal and
will advise Gabon on its marine-conservation efforts.

The Other Side of the Debt Swap Story: Some Critical Reflections

Debt-for-nature deals have grown in size and frequency in recent years. The
Nature Conservancy has largely spearheaded their growth, with the Gabon deal
marking the organization’s largest by value following similar deals in Belize, the
Seychelles, and Barbados. Ecuador completed a $1.6 billion debt-for-nature
swap, the world’s largest, earlier this year, putting $12 million a year toward
the conservation of the Galdpagos Islands. TNC wasn’t involved in that deal.

These debt-for-nature deals are pitched as kill-two-birds-with-one-stone (O
solutions, as they aim to conserve nature and lower debts. They also provide
good branding for countries wanting to market their sustainability credentials to
attract investment., However, as with all stories, Gabon’s encounter with debt
for nature swap can be seen from a number of angles. Framed as a method of
averting ultimate financial disaster, it may be a success. Framed as a solution

to high debt burdens in developing countries, the Gabon deal is ineffective.
Before this deal Gabon was on the worry list for a large 2025 bullet Eurobond
maturity. This transaction offered a chance to eliminate this debt risk, but after
this transaction that risk remains. In Belize, for instance, the debt for nature

deal wiped out only 12% of GDP in debt as compared to the 125% burden. 20

The relatively small amount of debt relief isn't incidental or unique to Belize or

Gabon. Debt-for-nature swaps (and their close cousin, debt-for-climate swaps)

are minimally scalable. The sheer size of the debt and number of private actors
that must be enticed to participate in a wholly discretionary process is difficult

to arrange on even a small scale.

It also remains a mystery how Gabon's conservation promises would be

enforced and how the DFC insurance pledge would work if Gabon did one day
default. Additionally, Gregory Smith, a fund manager at M&G Investments, also
questioned why the swap had bought back just $95 million of a bond that needs
refinancing in 2025 compared to $405 million of its two 2031 maturing bonds,BO
referring to the bonds' nominal values.
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Moreover, debt-for-nature deals were pitched in the 1980s as a means of
converting existing hard currency debt into a local currency debt, so can we
see this happen soon? Debt risks would be much reduced if the new loan were
in local currency and not dollars. It would also be important that these deals
result in a small trust fund for improving debt management capacity. One of
Gabon’s hurdles for lowering its borrowing costs is a low credit rating. The
rating is low in part because of frequent mistakes with late debt payments,
suggesting efforts are needed to improve cash and debt management.

Besides, these transactions are often complex and costly. The overall fee Ee)
structure might be clear for participants in the transaction but is certainly not

for the market as a whole. The case studies mentioned explicitly exclude the

costs of the fees that are paid via the spread between the blue bond and loan,
which can amount to substantial figures. Even worse, to this day there is no

clarity on the interest on the blue loans provided to Ecuador and Gabon. If
anything, the Bank of America, which served as sole initial purchaser,

structuring agent and bookrunner on the Gabon deal, declined to reveal its
transaction fees. However, an honest conversation about the trade-offs in terms

of transaction fees versus conservation commitments requires this information2£>

to be public.

In addition, none of the debt-for-nature swaps conducted in the last two years
(Belize, Barbados, Ecuador, and now Gabon) fulfil the debt transparency
requirement in terms of the blue loan documentation. This degree of lack of
disclosure is a major setback for international efforts to advance debt
transparency, including those led by the G20. It runs the risk of normalizing
again the idea that is okay for public debt contracts to remain hidden.

Finally, it remains unclear whether independent Second Party Opinion and
third-party verification were conducted in the Gabon's blue bond issuance. The
In_ternational Capital Markets Association (ICMA) principles for green and
sustainability-linked bonds lists Second Party Opinion and third-party
verification as part of the required elements to ensure the integrity of the asset
class. This is meant to ensure to all parties of the fulfilment of the sustainability
commitments of the bond through a publicly available performance assessment
process. Debt swaps fail to fulfil this criterion. TNC as an active participant of
the Gabon transaction is not an independent party. Furthermore, an audit of
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the conservation fund, which is neither public nor related to the conservation
targets, does not appear to be material to the conservation goals. Which begs
the questions: do previous debt-for-nature swaps also lack third-party
verification? And why should debt-for-nature swaps be held to a lower standard
in terms of verification than Green or SLB bonds?

In conclusion, these debt-for-nature transactions must be held to high
standards. The Gabon debt swap, while highly lauded, demands careful scrutiny
and analysis to ensure it genuinely benefits the country's economic and
environmental conservation goals. It is critical to encourage transparency,
robust scrutiny, and ethical financial practices. And as Smith opines, the (O
narrative on these debt-for-nature swaps needs to be tweaked from maximising
the reduction in debt levels, to maximising the reduction in refinancing risks.
The African Sovereign Debt Justice Network, in its book entitled ‘Transforming
Climate Finance in an Era of Sovereign Debt Distress’ launched during the
African Climate Summit in Nairobi, also proposes that African countries should
tread with caution in adopting green finance instruments and other related
market-based proposals addressing climate change. The book highlights the
ongoing global commodification and corporatization of nature which fuels the
trend of extractivism from Africa by developed countries. This manifests 20
through the promotion of continuation of natural resource extraction,
particularly, critical minerals, for a “green transition” despite the proven dire
environmental consequences, green debt as well as a more significant role to

be played by private finance in addressing climate change.

This update was prepared by Akinyi |. Eurallyah, AfSDJN Senior Fellow. Email:
E.akinyi@dal.ca

View online: Ninety Sixth Sovereign Debt News Update: Gabon's Debt-For-
Nature Swap: Some Critical Reflections
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Debt-for-Climate Swaps and lllicit
Financial Flows: A call for caution
in designing climate finance
infrastructures

By:

Olabisi D. Akinkugbe
Morris Kingsley Odeh

December 1, 2023

Ahead of COP28, there have been widespread calls for the adoption of ‘debt-for-
nature' and 'debt-for-climate' swaps as an alternative climate finance system to
address funding gaps in developing countries. Typically, these swaps involve a
debtor country repurchasing its debt securities at substantial discounts or
converting official bilateral debt into environmental assets, which enables more
fiscal savings to be redirected toward conservation objectives. Unlike most
climate finance instruments, these debt swaps avoid burdening countries in the
Global South with additional unsustainable debt, thus allowing for a more (O
effective response to the climate crisis without sacrificing spending on other
development projects. Depending on the specific transaction, the entire
conservation funding may be provided upfront on day one or over the life of the
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deal.

These calls align with emerging debt-for-nature swap agreements in various
countries, including Zambia, Kenya, Pakistan, Colombia, Argentina, and
Eswatini, and are projected to exceed $800 billion in global public and private
deals in the coming years. For instance, in May 2023, Ecuador secured the
largest deal of its kind by refinancing $1.6 billion (£1.3 billion) of its commercial
debt at a discount in exchange for a consistent revenue stream dedicated to
conservation around the Galdpagos Islands. Additionally, in February 2023,
Portugal agreed to forego €12 million in yearly repayments of Cape Verde’'s
£150 million of long-term debt, redirecting the funds to clean-energy transition, [
climate adaptation, and nature protection in the Cape Verdean archipelago.
Similar deals are expected to follow for private sector debts owed by Cape
Verde to Portuguese companies.

Although debt-for-nature transactions have roots dating back to the 1980s, the
renewed interest in them can be attributed to the recent increase in the debt
vulnerability of many countries, a direct outcome of the COVID-19 pandemic. In
2020, global debt surged, contributing an estimated $19.5 trillion to global
deficits. Also, the need for financial firms to boost their Environmental, Social,
and Governance (ESG) metrics has played a complementary role. In August
2022, the IMF published a working paper highlighting the intersection between
climate change and excessive debt levels. The paper explores how climate /2
change can worsen debt vulnerabilities and how countries with substantial debt
face limited fiscal flexibility for climate mitigation and adaptation. Of the 59
developing economies most vulnerable to climate change, 34 are also at high
risk of fiscal crises. Therefore, the paper suggests that ‘debt-climate swaps
could be useful to expand fiscal space for climate investment when grants or
more comprehensive debt relief are just not on the table.’

This concept holds particular significance for African countries. For instance,
Africa is home to most of the world's most climate-vulnerable countries but
struggles to mobilize the financial resources needed to address climate change.
Simultaneously, these countries contend with high levels of debt acquired 30D
through loans and bonds from international donors and banks. Now, 21 African
countries are at high risk of or in debt distress, yet ongoing debt restructuring
negotiations are yielding minimal results in terms of debt relief. What is
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particularly concerning in this context is that the African continent contributes
the smallest share of global greenhouse gas emissions, yet it is the most
vulnerable region in the world, experiencing consistently extreme weather
events, droughts, and rising sea levels.

The intersection of climate change and unsustainable debt in the Global South,
particularly in African countries impedes economic development, exacerbates
poverty, and hinders progress toward achieving Sustainable Development

Goals (SDGs). This debt places them at a disadvantage in attracting

investments for climate adaptation and mitigation measures, including
transitioning to cleaner energy sources, implementing sustainable agriculture (©
practices, and improving infrastructure to withstand climate-related disasters,

as their budgets are burdened by debt servicing.

The unique financial innovation of debt-for-climate swaps has the potential to
address these challenges simultaneously, although this point has been disputed
by some commentators. Others prefer a climate finance structure of an
ecological debt for fiscal debt swap.’ In either case, these swaps represent ‘a
game-changing way’ to accelerate climate finance to vulnerable developing
countries. Debt conversion, whether based on ecological debt or sovereign
debt, can provide much-needed financial relief to African countries, helping
them meet their climate commitments outlined in the Paris Agreement and 70
supporting investments in renewable energy, sustainable agriculture, and
environmental protection. This includes initiatives like drought-resistant seeds,
sea walls, resilient buildings, and environmental restoration. For instance, in
2015, the National Conservancy announced a deal that saw approximately $22
million of Seychelles’ national debt written off. Consequently, Seychelles
progressed from protecting 0.04% to more than 30% of its national waters,
covering 410,000 square kilometres of the ocean after developing 13 new

marine protected areas.

Avoid Legitimization of IFFs

While debt-for-climate swaps present potential benefits in terms of both debt}o
relief and climate finance, it is crucial to design and monitor them carefully to
prevent inadvertent facilitation and legitimization of illicit financial flows (IFFs)

in the Global South, including African nations. IFFs refer to money that is
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illegally earned, transferred, or used across borders, encompassing corruption,
tax evasion, money laundering, and other illegal activities. Despite the high
incidence of IFFs in Africa - every year, an estimated $86.6 billion leave the
continent as IFFs - discussions on IFFs have not received adequate attention in
the context of debt swaps. In this paper, we call for caution in exe_ciuting debt
conversion transactions and for IFFs to be a central component of climate

finance discussions.

There are three ways in which IFFs may feature in debt swap transactions:
diversion, greenwashing, and tax evasion. Firstly, freed-up funds emanating [O
from debt swaps can be diverted for private profit or kickbacks to public
officials and other stakeholders. For instance, a recent evaluation of Australia’s
Emissions Reduction Fund (ERF) reveals that 70 to 80% of carbon credits
intended for carbon emission reduction projects do not go to those projects.

ERF has been described as an ‘environmental and taxpayer fraud’ and a waste

of billions of dollars. Another example is the first debt-for-nature swap in Africa
regarding Gabon. The transaction was structured by the Bank of America. The

deal has been criticized for lacking transparency in sustainability frameworks

and reporting procedures. Commenting on the possibility of Gabon’s funds

being diverted for personal gains, Daniel Hardy, a researcher at the Vienna
Institute for International Economic Studies, and former head of the IMF's debtﬁ.‘O
and capital market instruments division stated that ‘If they decided to spend all
the money on the president’s private airplane, so be it.” There is no guarantee

that the funds derived from the debt relief would be invested in climate-

resilient infrastructures.

This problem is exacerbated by the complexities of debt conversion. The
financial structures of debt-for-climate swaps can be intricate, involving
negotiations between debtor countries, creditors, banks, and international
organizations. For example, the debt swaps to protect oceans in Seychelles,
Belize, and Barbados in 2018, 2021, and 2022, respectively, were highly
complex and included multiple stakeholders. The involvement of various parties
creates opportunities for technical and challenging-to-track financial ﬁo
transactions, making them susceptible to corrupt practices and hidden financial

dealings.
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Secondly, debt-for-climate deals, if not properly designed, can provide an‘?“r}1
avenue for multinational banks to collect substantial fees, with only a rélatively
small fraction allocated to the environment, especially ‘if the funds to
repurchase debt are supplied by a third party funding itself via ESG-labeled
bonds.’ For instance, in the Belize case, only $84 million of the $553 million
deal was dedicated to marine conservation, making a mockery of the whole
idea. Also, there is the Gabon deal, where Bank of America, the structuring
agent, refused to disclose its transaction fees or follow the International Capital
Markets Association Principles for green and sustainability-linked bonds casting
doubt on the purported commitment to sustainability. These transactions have!O
been described as greenwashing because significant portions of the funds from
the debt swaps are directed toward transaction costs. While it may appear to
be a sustainable transaction, it serves as a fagade for channelling profits into
private quarters. The fiscal savings that are actually going into nature
conservation and climate change are inconsequential as most of the funds end
up in the pockets of intermediaries such as credit providers, consultants, and

insurers.

Furthermore, in some cases, proceeds from debt relief or climate finance may
be funnelled through offshore accounts or tax havens. This is likely to occur in
circumstances where the debt-swap transaction is settled through 2.0
intermediaries, such as foreign firms, special purpose vehicles, and insurance
companies. These tax havens are known for their secrecy and may facilitate the
concealment of assets from domestic taxes, potentially legitimizing IFFs.

If these issues are not addressed, the potential benefits of debt conversion will

be undermined, and countries may continue to resort to costly external

borrowing to address the climate crisis, as the fiscal savings resulting from debt
forgiveness are not properly directed. So, the policy of debt-for-climate swaps
needs to be well-designed and properly implemented to minimize the risk of
facilitating or legitimizing IFFs, particularly in Africa. This could be achieved, in 22
our view, through four main initiatives: transparency, centering community
interest, oversight structures, and civil society engagement.

Firstly, there is a need for transparency and integrity in the transaction process.
Transparency has been widely acknowledged as a critical tool in combating
IFFs. The terms of any debt-for-climate swaps should be made accessible to the
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public, including the amount involved, the projects to be financed, and the
parties involved. This involves not just public disclosure, but also allowing the
public to obtain and review the relevant transaction documents. The swap
should also be open to independent second-party opinions and third-party
verification, as required by the International Capital Markets Association
Principles for green and sustainability-linked bonds.

Secondly, the transaction should prioritize the interests of people, communities,
and ecosystems impacted by climate change as the prevalent consideration. It
should be viewed as both a corporate social responsibility and a commitment to
the SDGs, rather than a profit-making venture. So, transaction costs should be (0
kept at a reasonable level by excluding unnecessary intermediaries, using
domestic firms, and keeping the deal as simple as possible.

Also, there is a need for robust accountability mechanisms to track the use of
funds and ensure they are directed toward legitimate climate projects thro%gh
the establishment of oversight and enforcement bodies, similar to the proposed
Anti-Corruption Court or independent domestic monitoring organizations. The
recipient of such funds should be accountable to the oversight bodies, whose
operations should also be transparent. The oversight and enforcement
mechanisms for debt-for-climate swaps should be strong and adequately
resourced to detect and prevent IFFs.

Furthermore, it is important to promote the active engagement of civil society /O
organizations in the processes of debt-for-climate swaps. Their role would be to
ensure that the involved parties adhere to principles of transparency,
accountability, and minimal transaction costs. Involving civil societies in these
processes brings in a stakeholder with a public interest focus, adding an extra

layer of oversight.

In summary, as stakeholders gather and discuss at the COP28 summit in Dubai,
it is important for them to bear in mind that while debt-for-climate or ecological
debt for fiscal debt swaps offers a promising approach to addressing debt and
climate challenges simultaneously, they need to be implemented with careful
attention to transparency, accountability, and integrity. Otherwise, it could
become just another pathway to facilitate IFFs in Africa, which have the ¥
potential to undermine the fiscal benefits that should ordinarily result from

these swaps.
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View online: Debt-for-Climate Swaps and lllicit Financial Flows: A call for caution
in designing climate finance infrastructures
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The 2023 Africa Climate Summit was criticized for its focus on creating
investment opportunities from the climate crisis rather than addressing the
devastating impacts of climate change on Africa. Unfortunately, this is a
hallmark of climate gatherings. It is not unusual that the outcomes of such
conferences are deemed to have missed the mark. COP 28 was not so different.
On several fronts, COP 28 was expected to address pertinent issues, including
the unjust financial architecture underpinning climate finance, attaining a just
transition away from fossil fuels, and the operationalization of the loss and
damage fund. Like most other COPs, COP 28 had its ‘wins’, including pledges
regarding the loss and damage fund (L&D Fund) and the first express mention©
of transitioning from fossil fuels. Serious questions, however, remain on
whether the seemingly incremental achievements are at the scale and pace
compelled by climate change and the inequality it fuels.

A key concern for Africa going into COP 28 was the inadequacy of climate
finance flows to Africa. Studies have revealed that out of an annual need of
$277 billion between 2020 and 2030, the continent receives only $29.5 billion.
COP 28 saw ‘additional’ financial commitments made with respect to the Green
Climate Fund, Least Developed Countries Fund, and Special Climate Change
Fund. The commitments, however, pale in comparison to the climate finance
needs of the continent. A few countries endorsed the Declaration on a Global A
Climate Finance Framework, which renews the $100 billion annual pledge from
developing countries and urges debt-free financing for adaptation efforts.
These pledges are not only grossly insufficient, but they also promote initiatives
like debt swaps and sustainability linked bonds which risk keeping climate
vulnerable countries in a cycle of indebtedness. Its call for the continued
implementation of the Common Framework, without addressing the existing
shortfalls, including inadequate debt relief and its disregard of climate
considerations in debt restructuring processes, is also quite problematic.

The final outcome of COP 28 (the UAE Consensus) was silent on the nexus
between climate finance and debt. This is a reversal from the moderate
engagement with the issue at COP 27. The 2022 Sharm el-Sheikh ~ 3J
Implementation Plan shone the light on loss and damage and the growing debt
burden in developing States and invited international financial institutions and
multilateral development banks to reform practices and priorities ‘taking into
account debt burdens.’ Despite failing to reference the climate finance-debt
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nexus, development banks and financial institutions announced plans to .
expand climate-resilient debt clauses in their lending. The benefits of such
clauses will be dependent on their terms, and while commendable, the ultimate
relief from the debt crisis worsened by climate change remains the cancellation

of debt.

In light of the scale and impact of climate disasters on the continent, the
operationalization of the loss and damage fund (L&D Fund) was a key highlight
of COP 28. However, in addition to the selection of the World Bank as an interim
host, which was initially resisted by several developing countries under G77,
the issue of adequate and sustained contributions still needs to be addressed. |O
‘The effectiveness and transformative potential of the L&D Fund for people a@nd
communities affected by extreme climate impacts is ultimately hinged on the
modalities of its financing. Currently, pledges to the Fund stand at
approximately $700 million and contribution is on a voluntary basis. The
voluntariness of the L&D Fund is a nod to the departure from obligatory climate
finance and the entrenchment of ex gratia funding. The failed pledge to
mobilize $100 billion in climate finance made in 2009 adopted a similar model.
There is little confidence that the L&D Fund will do better. Worse still, there is
no consensus target and timeline that could serve as a north star for the L&D

fund.

Another key milestone of COP 28 for Africa was the recognition of the linkages R
between climate change, health, and agriculture. Specifically, the adoption of

the UAE Declaration on Climate and Health and the UAE Declaration on
Sustainable Agriculture, Resilient Food Systems, and Climate Action in

recognition of the adverse impact of extreme weather events on food security

as well as health systems in Africa. To yield results, much more will be required

in terms of scaling financing to adapt health and agriculture to climate change.

The question of fossil fuels was contentious, following a back and forth on the
language until it settled at a ‘transition away’ from fossil fuels by 2050 rather
than a ‘phase out.” This issue is key, especially with respect to a just transition
for countries whose economies are heavily dependent on fossil fuels for their
revenues.as well as energy needs. The UAE Consensus retains the Paris X0
Agreement’s narrow framing of ‘just transition of the workforce and the
creation of decent work and quality jobs.” This barebone engagement fails to, in
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any meaningful way, address the unique impacts of the transition on vulnerable
communities, groups, and countries, nor does it contain concrete measures to
address adverse impacts. It also fails to address the increasing trend of ‘green
protectionism’ and climate hegemony, and the adverse transboundary impacts
of the climate initiatives of developed States.

The first Global Stocktake took place at COP 28. The findings were concerning
but not surprising. The Paris Agreement’s goal of keeping global average
temperature well below 20C above pre-industrial levels and aiming for 1.50C
remains out of reach. 2023 is set to be the warmest year on record. Only about
one fifth of the total carbon budget for a 50% probability of limiting global
warming to 1.50C remains. Adaptation responses remain fragmented,
inadequate, and unequally distributed.

But there are also reasons to hope. For one, there is progress towards the
temperature goal from an expected temperature increase of 40C in 2015 to the
current range of 2.1 - 2.80C. So, while so much remains to be done, it is
possible to transition to a just climate healthy world. Finance is a big part of
that conversation. As noted in the UAE Consensus, ‘there is sufficient global
capital to close the global investment gap.’ It is simply a question of responsive
and just allocations. COP 29, scheduled for November 2024 in Azerbaijan, will
be crucial in this regard since countries are expected to submit their new 23
Nationally Determined Contributions (NDCs) detailing their climate action
efforts and required financing. Developed countries will need to actually deliver
on climate finance in line with the legal commitments under the UNFCCC for
climate action to be achieved. This should be at the centre of climate action
discussions at the upcoming US Climate Action Summit as well as the World

Bank and IMF Spring Meetings.

View online: Climate Action in Africa in 2024: Lessons to Draw from the
Outcomes of the 28th Meeting of the Conference of Parties to the United
Nations Framework Convention on Climate Change (COP 28) 3’0
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5th March 2024 NATIONAL ASSEMBLY DEBATES 1

THE HANSARD
Tuesday, 5" March 2024
The House met at 2.30 p.m.
[The Speaker (Hon. Moses Wetang 'ula)) in the Chair]
PRAYERS

Hon. Speaker: Hon. Members, Leaders of the Majority Party and the Minority Party,
congratulations. Your good conduct is continuing. We have quorum to transact business.

(Several Members walked into the chamber.)
Order, Hon. Members, take your seats. I have two Communications to make.
COMMUNICATIONS FROM THE CHAIR
RELATIONS BETWEEN THE HOUSES OF PARLIAMENT

Hon. Members, you will recall that when I took the Oath of Office and assumed the
role of the Speaker of the National Assembly on Thursday, 8™ September 2022, I also solemnly [O
undertook to uphold comity between the two Houses of Parliament and between the National
Assembly and other arms of Government. In undertaking to ensure the improvement of
bicameral relations between the two Houses, I was cognisant of the unpleasant disputes relating
to the processing of legislative business between the Houses. Regrettably, the disputes
culminated in a court action that is currently on appeal at the Supreme Court of Kenya.
Subsequent to my election, I have consistently engaged the leadership of the House and that of
the Senate in discussions to reach an amicable resolution of outstanding matters relating to
processing of legislative business between the Houses. I am glad to note that the leadership of
Parliament is united in its abhorrence to previous incidents where the Houses have publicly
exhibited discord and division while engaging each other on respective mandates of the T
Houses.

1, therefore, wish to inform the House that the leadership of Parliament, comprising the
Speakers of both the National Assembly and the Senate and Leaders of the Majority and
Minority parties of both the National Assembly and the Senate met on Thursday, 29 February
2024. As part of the agenda, the meeting deliberated on enhancing bicameral relations between
the two Houses. The meeting addressed the status of the ongoing litigation between the Houses,
noting that the Supreme Court of Kenya granted the Houses an extension of 120 days to engage
in out-of-court negotiations and record consent. Further, the leadership of Parliament observed
the tremendous progress made in the negotiations and interrogated various options for
formalising the processing of legislative business in Parliament. In this regard, the leadership
noted that the National Assembly is already seized of the Houses of Parliament (Bicameral
Relations) Bill, 2023 (National Assembly Bill No.44 of 2023), which is sponsored by Hon. 5 o
Samuel Chepkong’a. The Bill was read a First Time on 17" August 2023. For purposes of
expeditiously arriving at a legislative solution to govern bicameral matters, the leadership of
Parliament adopted the Bill as the lead/compromise Bill on bicameral relations. In addition,
the leadership of both Houses of Parliament agreed that the National Assembly would fast-
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House. Would I be asking for too much if you asked them to rise if they are in the House so
that we can see them? We do not meet some of them in our usual places because we have not

yet familiarised ourselves with each other.
Hon. Speaker: I presume that you should know your colleagues.

(Loud consultations)

Order, Hon. Members. Hon. Kajwang', you have a duty to know your colleagues and,
more so, those who are serving in a Committee that you describe as being your lifeline in the

House.

(Question put and agreed to)
MOTIONS
CHANGES TO COMMITTEE MEMBERSHIP

Hon. Kimani Ichung’wah (Kikuyu, UDA): Hon. Speaker, I beg to move the following

Motion:
THAT, further to the resolution of the House on Thursday, 27" October 2022

appointing Members into various Committees and pursuant to the provisions of Standing
Order 173, this House further approves the appointment of Hon. Paul Abuor, MP, to
replace Hon. Peter Kalerwa Salasya, MP, in the Departmental Committee on Regional
Development.

I request the Deputy Chief Whip of the Minority Party, Hon. Mwenje, to second.

Hon. Speaker: Hon. Mwenje.
Hon. Mark Mwenje (Embakasi West, JP): Thank you, Hon. Speaker. I beg to second.

(Question proposed)
(Ouestion put and agreed to)

Hon. Speaker: The Chairperson of the Committee on Public Debt and Privatisation,
Hon. Shurie.

ADOPTION OF REPORT ON THE 2024 MEDIUM-TERM
DEBT MANAGEMENT STRATEGY

Hon: Abdi Shurie (Balambala, JP): Hon. Speaker, I beg to move the following Motion:

THAT, this House adopts the Report of the Public Debt and Privatisation
Committee on its consideration of the 2024 Medium-Term Debt Management Strategy,
laid on the Table of the House on Thursday 29" February 2024 and, pursuant to the
provisions of Section 15(4) of the Public Finance Management Act of 2012, and
Standing Order 232A(7) and (8):

1. Approves the 2024 Medium-Term Debt Management Strategy.

2. Makes the policy and financial resolutions contained in the schedule to the

Order Paper.
SCHEDULE _g
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POLICY AND FINANCIAL RESOLUTIONS RELATING TO THE 2024 MEDIUM

TERM DEBT MANAGEMENT STRATEGY

A. POLICY RESOLUTIONS

8

THAT, in the next Medium Term Expenditure Framework (MTEF) cycle, the
National Treasury ensures consistency between the Medium-Term Debt
Management Strategy and the Budget Policy Statement regarding the optimal
borrowing strategy and the fiscal consolidation path;

THAT, the National Treasury ensures that the fiscal deficit and subsequent public
borrowing projections are realistic by incorporating forecasts on any potential in-
year changes to interest rates, exchange rates, and contingency spending;

THAT, to address the emerging escalation of domestic interest rates alongside
domestic interest payments, within 60 days of adoption of the Report, the National
Treasury submits a report to the National Assembly providing practical measures to
reduce the domestic debt service burden to sustainable levels;

THAT, in line with the resolution of the National Assembly on the 2023 Medium
Term Debt Management Strategy, the National Treasury publishes guidelines that
will ensure that the Treasury Single Account is established and operational by July
1%, 2024; ;
THAT, within 30 days of the adoption of the Report, and subject to Section 50 of
the Public Finance Management Act, 2012 (Amended in 2023), the National
Treasury submits a comprehensive report to the National Assembly on the breach of
the debt anchor of 55 percent (+5) of Gross Domestic Product and the remedial
measures undertaken to ensure adherence to the debt threshold;

(O

THAT, in order to promote fiscal sustainability, reduce debt distress and to slow debt 2O

accumulation, any deviation from medium term fiscal deficit path designed by both
the Budget Policy Statement and the Medium-Term Debt Management Strategy, and
any resultant readjustment to loan financing, should be pre-approved by the National
Assembly; '
THAT, the National Treasury ensures the customization of the MTDS for the next
MTEF cycle to Kenya’s specific debt challenges by providing specific measures to
deal with undisbursed loans and related commitment fees, measures to resolve risks
emanating from non-performing loans owed by state-owned enterprises, and
estimation of contingent liabilities;

THAT, in order to help enhance public participation in public debt matters, the
National Treasury publishes simplified, citizen-friendly documents to accompany
the technical reports on public debt submitted to the National Assembly; and
THAT, at least two months before the end of the current financial year, the National
Treasury submits to the National Assembly:

(i) the Annual Borrowing Plan that addresses any deviations from the 2024
MTDS in financing the FY 2024/25 Budget Estimates, attendant cost and
risks of the deviations and policy measures to address them; and

(ii) a schedule of all projects for which borrowing is to be undertaken in the
FY 2024/25.

B. FINANCIAL RESOLUTIONS

I

THAT, the fiscal deficit target for the medium term is approved and set at 3.9% of
GDP for FY 2024/25; 3.3% of GDP for FY 2025/26, and 3.3% of GDP for FY
2026/27, in line with the fiscal consolidation path; and

n
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2. THAT, the country’s borrowing strategy is approved at 55 percent for net external
borrowing and 45 percent for net domestic borrowing as contained in the 2024
Medium Term Debt Management Strategy.

This is the second Report on the Medium-Term Debt Management Strategy that was
considered by the Public Debt and Privatisation Committee in the 13th Parliament. I sincerely
thank Members of the Committee who diligently worked to ensure that this Report was tabled
in this House.

The Medium-Term Debt Management Strategy (MTDS) delineates the strategies and
initiatives to be implemented by the National Treasury in, financing the fiscal deficit that is
projected for the Financial Year 2024/2025, and is projected to amount to Ksh703 billion or /<
3.9 per cent of the GDP. The 2024 Medium-Term Debt Management Strategy has evaluated
four alternative funding strategies and their impact on the inherent costs and risks associated
with the current public debt portfolio. Therefore, it recommends a borrowing strategy to finance
the fiscal deficit for the Financial Year 2024/2025, comprising a net borrowing ratio of 45 to
55 per cent of net domestic borrowing to net external borrowing, respectively. _

The proposed strategy aims to maximise concessional borrowing for external financing
while minimising commercial borrowing, thereby mitigating the cost of debt. On the domestic
front, the strategy seeks to reduce refinancing risk by increasing the issuance of medium-to-
long-term bonds. Adherence to this strategy will be key to achieving public debt sustainability.
Public and publicly guaranteed debt stood at Ksh11.25 trillion as of January 2024, comprising
Ksh5.06 trillion in domestic debt and Ksh6.19 trillion in external debt. In nominal terms, this 2O
represents 69.7 per cent of GDP.

Kenya's debt indicator, as set under the Public Finance Management (PFM) Act 2012,
was adjusted in November 2023 to a debt anchor of a threshold of 55 per cent plus 5 that is to
be achieved by 2028. Kenya's public debt stock is projected to reach 67.2 per cent in 2024. The
subsequent downward movement to 55 per cent is premised on implementing the fiscal
consolidation plan as indicated by the fiscal path and economic growth, In this regard, we urge
discipline and commitment to this path.

As we move into the financial year, we should understand that the current debt stock is
characterised by elevated costs and risk factors that are evident through rising weighted average
interest rates, heightened refinancing pressure and exposure to real exchange rate risks.
Consequently, this indicates an overall hardening of borrowing terms that amplify the cost of 23
sustaining fiscal deficits as compared to previous fiscal years.

Public debt continues to be a significant driver of our expenses. It is subsequently
crowding out development expenditure. Notably, the proportion of interest servicing
expenditures as a share of GDP has increased from 3 per cent to 5.5 per cent over the past
decade. This could have had a crowding-out effect on development expenditure, which
declined from 10.3 per cent to 4.4 per cent over the same period. There is a need to reverse
that.

As indicated by movements of the weighted average interest rates of the total debt
portfolio, the interest rate risk stood at 7.7 per cent as of June 2023, following a general increase
in interest rates that was observed for both external and domestic loans over the past year.
Furthermore, the share of debt on fixed interest rates declined while the share of exposure to
variable rates increased. This indicated an increase in the interest cost of the debt stock in the
coming year.

On the refinancing risk, it is noted that the Average Time to Maturity (ATM) of the
stock of debt decreased between December 2022 and June 2023, while the percentage of total
debt maturing within one year increased slightly. This indicates an increase in the refinancing
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pressure and calls for proper implementation of liability and cash management to minimise the
impact of implementing the budget. :

The Exchange Rate Risk refers to the vulnerability of the public debt portfolio to
exchange rate volatility. A review of the valuation effect following the depreciation of the
Kenya Shilling against the US Dollar and the Euro, which jointly account for 88 per cent of the
denomination of the debt stock, resulted in an increase of the debt stock by over Ksh800
billion.

Given these circumstances, conventional debt management policies may prove
inadequate in addressing the challenges faced by the country. Such challenges include the
accumulation of undisbursed loans that necessitate annual payment of commitment fees,
possible inefficiency in utilising borrowed resources, and a growing level of contingent
liabilities. Therefore, heightened vigilance in debt management and adherence to fiscal
consolidation measures is imperative.

After deliberation and consideration of contributions by various stakeholders, the
Committee gave the following non-financial proposals:

1. That, in the next Medium Term Expenditure Framework cycle, the National
Treasury ensures consistency between the Medium-Term Debt Management
Strategy and the Budget Policy Statement regarding the optimal borrowing
strategy and the fiscal consolidation path. :

2. That, the National Treasury ensures that the fiscal deficit and subsequent public
borrowing projections are realistic by incorporating forecasts on any potential
end-year changes to interest rates, exchange rates, and contingency spending.

3. That, to address the emerging escalation of domestic interest rates alongside
domestic interest payments, within 60 days of adopting the Report, the National
Treasury submits a report to the National Assembly providing practical
measures to reduce the domestic debt service burden to sustainable levels.

4. That, in line with the Resolution of the National Assembly on the 2023 Medium-
Term Debt Management Strategy, the National Treasury publishes guidelines
that will ensure that the Treasury Single Account is established and
operationalised by 1st July 2024.

5. That, within 30 days of the adoption of the Report and subject to Section 50 of
the Public Finance Management Act of 2012, as amended in 2023, the National
Treasury submits to the National Assembly a comprehensive report on the
breach of the debt anchor of 55 per cent plus 5 of GDP and the remedial
measures undertaken to ensure adherence to the debt threshold.

6. That, to promote fiscal sustainability, reduce debt distress and slow debt
accumulation, any deviation from the medium-term fiscal deficit path designed
by both the Budget Policy Statement and the Medium-Term Debt Management
Strategy and any resultant readjustment to loan financing should be pre-
approved by the National Assembly.

7. That, the National Treasury ensures customisation of the Medium-Term Debt
Management Strategy for the next Medium Term Expenditure Framework cycle
to Kenya's specific debt challenges by providing specific measures to deal with
undisbursed loans and related commitment fees, measures to resolve risks
emanating from non-performing loans that are owed by state-owned enterprises
and estimation of contingent liabilities.

8. That, in order to help enhance public participation in public debt matters, the
National Treasury publishes simplified, citizen-friendly documents to
accompany the technical reports/on public debt that is submitted to the National
Assembly; and, g
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9. That, at least two months before the end of the current financial year, the
National Treasury submits to the National Assembly: '

(a) The Annual Borrowing Plan that addresses any deviations from the 2024
Medium-Term Debt Management Strategy (MTDS) in financing the
Financial Year 2024/2025 Budget Estimates, attendant cost and risks of
the deviations and policy measures to address them; and,

(b) A schedule of all projects for which borrowing is to be undertaken in the
Financial Year 2024/2025.

Hon. Speaker, the Committee also makes the following financial recommendations:

1. That, the fiscal deficit target for the medium term is approved and set at 3.9 per
cent of GDP for Financial Year 2024/2025; 3.3 per cent of the GDP for Financial
Year 2025/2026 and 3.3 per cent of GDP for Financial Year 2026/2027 in line
with the fiscal consolidation path; and, ’ (O

2. That, the country's borrowing strategy is approved at 55 per cent (+5 per cent)
for net external borrowing and 45 per cent for net domestic borrowing as
contained in the 2024 MTDS.

Hon Speaker, I beg to move. I request Hon. Makali Mulu, the Vice-Chairman of the
Committee, to second.

I thank you, Hon. Speaker.

Hon. Speaker: Who is seconding you?

Hon. Abdi Shurie (Balambala, JP): Hon. Makali Mulu.

Hon. Speaker: Hon. Makali Mulu, go ahead.

Hon. (Dr) Makali Mulu (Kitui Central, WDM): Thank you very much Hon. Speaker.
Let me start by thanking my Chairman for moving this important Motion. Before I get to the
body of the Report on Consideration of the 2024 Medium-Term Debt Management Strategy,
let me make some opening remarks.

Hon. Speaker, first, I thank you, your Office, and the Office of the Clerk of the National _
Assembly for allowing our Committee to present this Report to the House before the ChairmamzD
of the Budget and Appropriations Committee presents the Budget Policy Statement. .This is
very critical because whatever budget deficit we agree on should inform the Budget Policy
Statement so that the two Committees, the Budget and Appropriations and the Public Debt and
Privatisation, are seen to be aligned.

The other important issue is to remind Hon. Members that we are discussing public debt
as a country because we are spending more than we are collecting. When we look at our
revenue, the amount we are collecting and the amount we spend, we realise that public debt is
a critical issue in this country.

Let me give an example. When we look at the current Financial Year, it is projected
that about Ksh2.5 trillion will be collected. In the coming Financial Year, we project to collect
about Ksh2.9 trillion in ordinary revenue. When we look at those figures and compare them
with where we are today, we realise that we are currently short by about Ksh300 billion. This _
means that if the trend remains, by the end of the year, we will not have achieved our projected
revenue collection, which in turn will increase our deficit. It means the Ksh2.9 trillion
projection for the next Financial Year will start with a negative of Ksh300 billion, assuming
this year's projection becomes the base year. We need to be more realistic with revenue
projections and be thorough in the assumptions that are made to determine them.

The other important point is the issue of expenditure. We have often said that we do not
look at the expenditure side of the equation as a country because the more we spend, the more
we increase the budget deficit. Therefore, we need to ensure that we focus on core expenditure
items. When we spend, we must look at the items we are supposed to spend on and make sure
that they will generate more revenue for this cou’n_t;xjo that we can grow the economy.
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Hon. Speaker, we have projected a Ksh3.9 trillion budget this year. In total, we project
borrowing about Ksh703 billion. One thing we need to question as a House is whether the
amount we are approving today or tomorrow of Ksh3.9 trillion will remain throughout the year.
Experience and practice have confirmed to us that there are in-year deviations. For example,
this year, we approved a budget with a deficit of 4.4 per cent. As of now, it has been adjusted
upwards to 5.5 per cent. In the process of this adjustment, even though it can be justified, was
this House involved in making that decision? As a House, if we want to be effective, and since
we have a Public Debt and Privatisation Committee, it is important that the in-year deviations
are discussed by this House and approved. '

In the process of discussing this matter, there are a few things that I want to note.
Average interest rates have increased, leading to an increase in the total amount of loans, and
the average change to maturity of loans is getting shorter, making it worse for us. Also, we (©

cannot ignore the exchange rate when discussing public debt matters. »
The other important issue is that we approved a debt anchor of 55 per cent, and we said

we need to see it go down. Tt was 63 per cent at the time, but it has now gone up to 69 per cent
of the GDP. Tt is increasing instead of decreasing. As a House, we need an explanation as to
why the figure is increasing, instead of decreasing. We do not have that explan_atidn.

Hon. Speaker, I second.

Hon. Speaker: Order, Hon. Members.

(Question proposed)

Before I give the contributors a chance, allow me to acknowledge the following schools
in the Public and Speaker's Galleries. We have Moi Girls' School Nairobi, Kibra Constituency,
Nairobi County, and St. Francis Secondary School, Subukia, Subukia Constituency, Nakuru
Country. 250

On your behalf and my behalf, I welcome the students and their teachers to the House
of Parliament.

Hon. Members, I can see that the screen is full. I believe you have logged in to
contribute to this Motion. Hon. Julius Melly. Leader of the Majority Party, do you want to be
the first to contribute?

Hon. Kimani Ichung’wah (Kikuyu, UDA): Yes.

Hon. Speaker: Okay.

Hon. Kimani Ichung'wah (Kikuyu, UDA): Thank you, Hon. Speaker. I rise to support
the Report on the Consideration of the 2024 Medium-Term Debt Management Strategy.

Hon. Speaker, allow me to begin by thanking.... )
Hon. Speaker: Hon. Members, those who wish to contribute to this Motion should

remember that in a Procedural Motion on limitation of debate, the time allocated to each 20
Member to contribute is five minutes, including the Leader of the Majority Party.

Hon. Kimani Ichung'wah (Kikuyu, UDA): Thank you, Hon. Speaker. I hope the
Clerks-at-the-Table have noted that you have taken about 30 seconds of the five minutes.

(Laughter)

I thank the Chairman and Members of the Committee. I particularly thank Hon. Makali
Muluy, who is a very diligent member of the Committee, along with the Chairman.

I rise to support this Report and many of the recommendations, especially on our fiscal
consolidation process from 3.9 per cent of GDP that is envisaged in the Financial Year
2024/2025 to 3.3 per cent of GDP in the Medium-Term Debt Management Strategy for two
years after the next financial year. %
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The fiscal consolidation programme will encompass two aspects: Revenue generation
and expenditure. The Departmental Committee on Finance and National Planning will bring
the Finance Bill, 2025 later in the year that will deal with revenue generation matters. What is
more important is expenditure and how we, as a country, can rationalise it. This is where we
have a huge challenge. As Hon. Makali Mulu has said, the changes in the medium-term debt
management strategy usually emanate from reviews of our expenditure. Every supplementary
budget comes with additional expenditure, at the time when there is decline in revenue
collection. I hope that the National Treasury will adhere to what the Committee and House
recommends this time, should we adopt this Report and its recommendations. If the National
Treasury discovers that our revenues are either not performing or improving within the year,
then it is imperative that it also reviews the expenditure side of our Budget. This is because it
is a challenge that we have. The Chairman of Budget and Appropriations Committ¢e, Hon. [O
Ndindi Nyoro, has been very keen on this. However, I ask him that we actualise the House
resolutions this year.

This is not only about the National Treasury but also the county Governments.
Recently, a Member said that even our counties have borrowed from their big brother, the
National Government, County Governments make budgets based on projected revenues that
are never realisable. Kiambu County has collected Kshl billion in the half year against a
projection of Ksh7.98 billion. It is impossible to achieve the revenue targets that they had in
the next four months to the end of the financial year. The same happens in the National
Government. Therefore, it is imperative that when the National Treasury realises that the Kenya
Revenue Authority (KRA) is not up to speed in terms of the projected revenue collection, it
should review the expenditure downwards. It is time that the Budget and Appropriations 1O
Committee has food for thought on whether we put an embargo on new expenditure. I know
this has been there, but we need to make sure that additional capital expenditure is checked.

The other thing that we must check is our recurrent expenditure. I often see
advertisements for jobs in the Public Service in the newspapers. Many of them may not
necessarily be replacement of people who have left office. At the end of the day, this will lead
to a very huge recurrent expenditure that will negate the fiscal consolidation that we are trying
to pursue.

As I conclude, and as I said, the National Treasury must ensure that fiscal consolidation
is not only a term that exists in our books and those reports, but it is something that they must
actualise this time round. ;

Hon. Speaker, with those remarks, I beg to support the Motion. 3D

Hon. Speaker: Hon. Robert Mbui.

Hon. Robert Mbui (Kathiani, WDM): Thank you, Hon. Speaker, for giving me this
opportunity to also contribute to this debate. Two things come to my mind on this issue of the
2024 Medium-Term Debt Management Strategy. First, before Members vote on this"'Motion,
we must be very careful to know what exactly we are voting for. This is the beginning of the
budget cycle. If we are not clear about what is happening, we may just agree to things and then
we start complaining later on. We must note that this is the beginning of the budget cycle and
it is part of it. As we vote for it, we must be careful. _

Secondly, we, as politicians, must also be careful on what we say, even during the
campaign time because there are things that we have to do eventually. Sometimes, it is very
humiliating and humbling to eat a humble pie. When we passed the Finance Act, 2023, some i)
Members who had voted for it started complaining publicly later on about some sections in it.

Thirdly, passing the 2024 Medium-Term Debt Management Strategy enables and
allows the Kenya Kwanza Government to borrow more. The promises they made during the
campaign trail were that they were against Government borrowing. They demonised the
previous President and said that borrowing was a v’e/r_\;r bad thing. However, they continue to
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borrow. We are planning to borrow more money. This regime can teach the previous one a lot
of things on borrowing. This is because they are now going further into using other marketing
instruments like Green, Blue, Samurai, Panda and Sukuk Bonds, among others. There is abetter
and more intention of borrowing from that strategy.

Borrowing is not necessarily a bad thing. Even in our investments, we borrow money
so that we can do good things with it. What matters is not what one uses the money for, but
how he spends it. If you borrow and put up an investment that gives you good returns, then it
is a good one. However, if you borrow money and then you consume it or use it for normal
day-to-day operations, then that is a problem. There is also a problem when one borrows to pay
bad loans. This is not a good strategy. Unfortunately, I have seen a tendency where the current
borrowing is at a much higher cost than the previous one. The Government borrows so that it
can settle loans that were borrowed at lower interest rates and thus, they pay higher interest
rates based on the current plan. We have to be careful about those things. :

It is also unfortunate that there is a lot of borrowing from the local market. The late
President, His Excellency Mwai Kibaki, stopped borrowing from the local market. That
immediately opened up and stopped crowding out the private sector. Business people took
loans from banks. Before the late President Kibaki’s tenure, even opening accounts with some
of those major banks was almost impossible. That is because the minimum deposits were so
high as they were dealing directly with the Government. It is something that we need to look
into. Why should we allow our Government to borrow from the local market and crowd out

(©

the private sector? 290

I also want to point out that the National Treasury does not take this House seriously.
We are aware that they have told this House several times that they would release funds meant
for the National Government Affirmative Action Fund (NGAAF) and National Government
Constituencies Development Fund (NG-CDF), but they have not honoured it. This has
happened four times. I have said this because the Committee’s recommendations confirm the
same. Recommendation five says that within 30 days of the adoption of this Report and subject
to Section 50 of the Public Finance Management (PFM) Act, the National Treasury will submit
a comprehensive report to the National Assembly on the breach of the debt anchor of 55 per
cent of GDP. We are at about 70.8 per cent of the GDP. That means that when the National
Treasury gave an undertaking, they did not fulfil it. We are now giving them time to go and
fulfil something that they did not fulfil, when they had the opportunity.

In the last discussions on the Medium-Term Debt Management Strategy, we talked
about the National Treasury opening a single account. We are repeating ourselves. )

Hon. Speaker: Your time is up. Hon. Joseph Makilap.

Hon. (Dr) Robert Pukose (Endebess, UDA): He is not in the Chamber.

Hon. Speaker: Hon. Omboko Milemba.

Hon. Omboko Milemba (Emuhaya, ANC): Thank you, Hon. Speaker, for giving me
this chance to speak on this Motion on the Report on the Consideration ‘of the 2024 Medium-
Term Debt Management Strategy. It emanates from the International Monetary Fund (IMF). It
is supposed to create awareness in the countries on how to fix the deficits in their budgets.
However, 1 also believe greatly that this must be customised to different countries. In this case,
it needs to be customised to Kenya so that it can work well for us.

The deficit in the Report before us is likely to be above Ksh703 billion and this needs
to be fixed. This strategy is showing us how the National Treasury will fix this through the
policy and financial resolutions. It is very important for this House to discuss this matter, thanks
to the fact that it is coming earlier than the budget, unlike last year when the opposite happened.

Hon. Speaker, it is important to understand that there are situations within our system
that are creating huge debts for us that can be fixed as indicated in the Report. Looking at
Recommendation No.5, it talks about the adoptionll o(f_\ewingle account by the National Treasury
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even though Hon. Mbui stopped there because he got tired. We said this last year and we will
continue to say and hammer it until the need for a single account at the National Treasury is
accepted. How often do we borrow money while we have it in our own banks?

[The Speaker (Hon. Moses Wetang 'ula) left the Chair]
[The Deputy Speaker (Hon. Gladys Boss) took the Chair]

During the Committee sittings, we received very many case studies, showing how the
Government has borrowed money which is deposited in our banks. It has stayed there for more
than five or seven years and the banks are lending it to the Government in form of treasury
bonds and treasury bills. So, it ends up borrowing its own money which it took from outside at
a high interest rate. Then, it is given to a department or ministry and it goes back to the bank.
Again, it is given to the Government as local borrowing in form of treasury bonds and treasury (=
bills. This is making our borrowing escalate for no proper reason. Therefore, there is need for
the National Treasury to create a single account. Although we repeated this last year, we have
to hammer it down until it is done.

Another case study which is showing what is making our borrowing to escalate, is the
high commitment fees and timelines for disbursing loans. During the Committee sittings, we
saw that Kenya has been loaned money by several institutions, but the National Treasury has
not utilised it. Somehow, the country is still paying commitment fees for those-loans year-in,
year-out, even though they are unutilised. This has escalated our borrowing and it is very bad.
I urge the Government to go slow in committing itself to taking loans that it is not ready to
utilise.

As I conclude, I also want to speak on the issue of various expensive loans that are
taken but, unfortunately, are not utilised. Like an Hon. Member said earlier, sometimes, we
end up taking expensive loans to pay cheaper ones. This is dangerous because of the deficit we 20
have in our budget.

Hon. Deputy Speaker, with those few remarks, I support.

Hon. Deputy Speaker: Member for Baringo North, Hon. Joseph Makilap.

Hon. Joseph Makilap (Baringo North, UDA): Thank you, Hon. Deputy Speaker, for
giving me this opportunity. I rise to support this Report that has been brought by my
Committee. Public debt has become a stigma for our country. It needs to be conrolled so that
we can finance programs in this country without struggling to pay the debt. .

As a Committee, one thing we realised and which some Members have raised is that a
lot of money to the tune of Ksh4 billion is pending in various international banks. This has
been paid as commitment fees for loans we have not received or used. As you are aware, the
Public Finance Management (PFM) Act, 2012 is very clear, that we borrow for development 30
and are expected to inject that money into the economy, through programs which in return
bring revenue that can be used to finance other programs. .

Hon. Deputy Speaker, absence of resources for programs like agriculture and roads
which are meant to generate revenue for our economy, means that we are not doing much for
our country. I urge Members to support the implementation of those raft of proposals that have
been recommended by our Committee to the National Treasury, so that we can have value for
money. Can you imagine a commitment fee to the tune of Ksh4 billion? That money is enough
to build a road from Barwessa to Kolowa, and which can transverse about three or four
constituencies in Kenya. That money cannot be accessed because the loan has been approved.

Borrowing is expensive. We need to control the interest rates because, at the moment, (O
if you are in the private sector, you get a loan at 22 per cent. This has come as a result of
Government borrowing from commercial banks. V\Fhat does this mean? It means that
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commercial banks lend money to the Government because it is offering a good interest rate.
The implication is that it becomes very expensive for individuals, commercial enterprises and
private companies to borrow from commercial banks. The consequence is that if citizens and
business people are unable to borrow from our financial institutions, we will not collect enough
taxes to run the economy because the loans are expensive and businesses cannot afford them.

Hon. Deputy Speaker, one proposal we brought through our Chairperson is that we
should not get a loan to re-finance another loan but to fund programs. If we borrow money
from a financial institution, it must fund a particular program as indicated by the ‘National
Treasury so that we can have a positive outcome. '

For us to grow our economy, we need to reduce our appetite for huge fiscal debts. Asa
country, we have to live within our means. For us to continue with our programs, we must
reduce the fiscal debts. The source of public debt in Kenya is as a result of high fiscal deficit
in our budget. As a country, we need to reduce our development programs and live within our
means so that we can grow our economy using our Own resources. _

Hon. Deputy Speaker, I support the proposals and recommendations that have been
made because they will grow our economy and we will have a sustainable...

Hon. Deputy Speaker: Hon. Beatrice Elachi, Member for Dagoretti North.

Hon. Beatrice Elachi (Dagoretti North, ODM): Thank you, Hon. Deputy Speaker. I
also rise to support this Report and appreciate the work that has been done by the Committee
in terms of looking at how our country is strained by debt, the risks involved and what we need

to do.
When you look at the Report, you realise the Controller of Budget (CoB) has provided

(O

serious insights that we need to ask ourselves a few questions whether we like her or not. OnelD

thing she has brought out clearly is that there is no way the Government can spend Ksh4 billion
or Ksh5 billion on debt interest composed of domestic interest payments. We then come with
Ksh300 billion that is foreign interest payments worth Ksh105 billion. She questions us and
says that if we continue with this trend, the country will be distressed. Parliament has been
given the opportunity to interrogate those reports and the budget but, one thing this House can
do to help the country is by looking at different natural resources that we have, like minerals,
and determining how we can use them to pay some of those debts. -

We agree to pay interest on debts that have not been disbursed. In the last
administration, that was the biggest challenge. We borrowed money that we were unable to
spend and later found ourselves owing very high interest rates. We thereafter started
complaining. Today, we are here and have raised everything we can but, most importantly,
how do we balance ourselves and look at the different sectors and parastatals that are ailing. It
is time we agreed that there is so much that the national Government can do to create revenue
to deal with our current debt.

Additionally, when you read the Report, the Auditor-General in advising the
Government and states that the Government continues to pay commitment fees incurred on
undrawn amounts regarding loans signed between the Government of Kenya and foreign
lenders. If that is what is happening, how do we re-negotiate those loans since we have not
spent them? I believe we can re-negotiate. We can take cheap loans to repay the existing ones.
This will reduce the strain that is currently affecting the country. The National Treasury has to
question the need for some loans and ensure they are spent on the intended purpose. With time,
some of them have been overtaken by events. We, therefore, should ask ourselves whether we
need the loans. When we get our budgets, we wait to see how the National Treasury will advise
us, that, yes, we have our budgets and this is the total amount we want to spend, but we have a
framework of how we can re-evaluate and work within the budget regardless of over-
estimation. Let us spend what we have. As I support this, I am waiting to see...

Hon. Deputy Speaker: Hon. Ndindi Nyoro. (
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Hon. Ndindi Nyoro (Kiharu, UDA): Thank you, Hon. Deputy Speaker. First, I would
like to thank and congratulate Hon. Shurie and the entire Committee, including the Vice-
Chairperson, Hon. (Dr) Makali Mulu, who is also a member of the Budget and Appropriations
Committee.

I will go straight to the point because I want to highlight a few things. When the Kenya
Kwanza Government came into power, the President was very categorical that Kenya had to
reverse its gears concerning borrowing. The Budget and Appropriations Committee alongside
the Public Debt and Privatisation Committee and the Departmental Committee on Finance and
National Planning have been able to gradually reduce the deficit. In the last financial year,
Kenya had a deficit to GDP ratio of about 5.7 per cent which, at some point, came down to 4.5
per cent and later to 5.5 per cent after the supplementary budgets. Although we will be debating |
the Budget Policy Statement (BPS) tomorrow, what we have managed to do for the next
financial year is to bring down the deficit from Ksh886 billion to about Ksh703.9 billion, which
is about 3.9 per cent deficit to GDP ratio. This is a good path in managing our appetite to
borrow. _

Secondly, we sometimes read in the newspapers about the amount of money that has
been borrowed. The truth of the matter is that Kenya does not borrow money outside the
budgeted deficit. We have seen an escalation of the debt portfolio due to the fact that 50 per
cent of our debt, which is approximately Ksh11 trillion, is domestic, while the rest is foreign.
70 per cent of our foreign debt is dollar-denominated. When the shilling loses its value by 20
per cent, this rolls over to our foreign debt portfolio. This will increase the debt, for instance,
by Ksh1 trillion without borrowing a shilling. This is because our debt is in shillings but 50 per
cent of the debt is borrowed in external currencies. Whereas Kenya is adopting a conservative P
model of borrowing less, we have also seen some of the major economies over-borrowing.
Currently, the United States of America has a 120 per cent debt to GDP ratio of over Ksh34
trillion, which has also caused a standoff at the Congress. In the United Kingdom, the debt to
GDP ratio is over 100 per cent, but we cannot compare our economy to those of the developed
economies because our cost and use is different. We will continue to borrow less because we
cannot afford to continue digging the hole of debt.

When we talk of debt, we look at several things. For instance, Japan has the highest
debt to GDP ratio in the world of over 250 per cent, but we have to look at the cost. In Kenya,
the cost of borrowing domestically... Recently, we had an infrastructure bond of over 17 per
cent which is tax free. For the last 10 years, Japan has had bonds with negative yield; meaning
a negative interest rate. The more reason we cannot compare ourselves to them. The 27
ramifications of Japan over-borrowing have led to inflation which, in turn, has caused their real
GDP to remain constant for the last 30 years. Kenya is a gross borrower and, therefore, does
not lend to anyone. Some of those big economies report gross borrowing but they also....

My time is up. :

Hon. Deputy Speaker: Hon. Njeri Maina, Member for Kirinyaga, just give me a
minute to recognise some schools. I wish to recognise two schools seated in the Public Gallery:

1. Milimani Secondary School from Naivasha Constituency, Nakuru County.
2. Nairobi River Primary and Junior Secondary School from Embakasi West
Constituency, Nairobi City County.
Before you proceed, Hon. Maina, let me allow Hon. Mark Mwenje to welcome the

S

teams.
Hon. Mark Mwenje (Embakasi West, ODM): Thank you, Hon. Deputy Speaker. Let m

me take this opportunity to welcome Nairobi River Primary and Junior Secondary School
students from Embakasi West. I thank the school for the splendid job they have been doing.
We have done four additional classrooms in the school. It is good the students are here to see
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this is where we get funds to build their classrooms. I encourage them and believe that there
are future Members of Parliament from among the students.

On behalf of the entire House, I welcome all the students. Thank you.

Hon. Deputy Speaker: Thank you. You may proceed, Hon. Njeri Maina.

Hon. Njeri Maina (Kirinyaga County, UDA): Thank you, Hon. Deputy Speaker. Irise
to support the Report by the Committee. This House owes a fiduciary duty to electorates. It is
therefore important to examine our Medium-Term Debt Management Strategy to ensure that
any monies are applied accordingly. The ideal situation is that the net external borrowing does
not exceed 55 per cent and the domestic borrowing does not exceed 45 per cent of the GDP.

We must, therefore, examine key priority areas that need funding by this House. We
must also continue to ensure there is continuity in Government projects. Cutting down recurrent (O
expenditure is also something that we should consider. The fiscal policy that we have must
reflect the financial constraints of this nation. That is what I call walking the talk. Since the
Kenya Kwanza Government took office, it has borrowed less. I want to disabuse the notion
that it has borrowed more as the Kenya Kwanza Government. I refer to my good colleague and
friend, Hon. Ndindi Nyoro, that when the shilling depreciates, the value of our debt increases
too. Around 70 per cent of our debt is in US dollars. That is the net effect we see in the increase
of our debt. It is not about the debt; it is about whether the debt is sustainable. )

Countries like the United States of America have debts over 128 per cent of their GDP.
As 0f 2023, the US had more than US$32 trillion debt. The question that we must continuously
examine is whether we have a sustainable debt and whether we can manage the same for
posterity. The G7 nations like Canada, Germany and the rest have net debts of around 128 per
cent. We must continuously engage in this conversation to ensure that we examine policies that )
do not denigrate our development agenda but ensure that, for posterity, we sustain the same
and can pay our debt.

Thank you.

Hon. Deputy Speaker: Hon. Donya Dorice, Member for Kisii. :

Hon. Dorice Donya (Kisii County, WDM): Thank you, Hon. Deputy Speaker. I rise to
support this Report. There was a time when I was a member of the Board of Management
(BoM) at Awendo Sugar Company. I saw over 100 unused vehicles. Those are Government
assets. If you moved around the country and identified unused Government assets, they could
be sold. You could make the process quicker so that the money collected can be used to run
Government activities. Anytime there is borrowing, they say we have to fund such activities,
forgetting that we have our own sources from where we can collect money and use it to run 3@
Government projects and activities.

Each borrowing must have a purpose and approval. If I took a loan from any bank in
Kenya today, I would be given a limit on when to pay, interest and purpose. We are never clear
on what we want. It is easier to borrow from other places than to allow the Government to give
a clear procedure on how it can have its idle assets sold to limit the amount of money it borrows.

Thank you, Hon. Deputy Speaker.

Hon. Deputy Speaker: Member for Manyatta, Hon. John Gitonga.

Hon. Gitonga Mukunji (Manyatta, UDA): Thank you, Hon. Deputy Speaker. A
nation’s strength ultimately consists of what it can do on its own and not what it can borrow
from others. Around 13 years ago, our debt was less than Kshl trillion. Right now, we are
talking about close to Ksh11.25 trillion. We need to borrow less as we move forward. The next
generation must not find this country in crisis in form of debt. I congratulate the Committee for
the Report. As a House, we need to be keener on issues of borrowing in this country and the
programmes we are borrowing to finance. I propose that, as we look at handling debt, we need
to factor in audits, especially by well-trusted auditors, even international ones, to check on the

viability of programmes and projects that we fund with debts. That will help us to get value for
¥
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money because we are net borrowers. We cannot say we will live without borrowing. Let us
borrow and ensure we maximise the opportunities and value for money.

I will deviate a little bit and go back to the borrowing in Kenya right now. I call upon
the National Treasury to look at the interest rates that banks give to ordinary business people.
If you borrow from a bank, 20 per cent of your profit goes towards repaying the debt. That
means people have a problem financing their operations. I call upon the National Treasury to
check on that. T understand inflation, but it is important to have local solutions, especially for
our businesses. We also need to review laws. It is always good to say we are a thinking and
working nation. We passed the Finance Bill, 2023 last year. Some things are working, others
need improvement, while others need to be re-thought. While we are preparing to consider
another budget and Finance Bill in June, some of the taxes we introduced and were to increase (O
our collection have not worked right. We must review that as a House and ensure that we come
up with ways of raising revenue that are not too much into killing the businesses that are being
operated in the country.

On the turnover tax that we introduced to our farmers, it is important because we are a
asking the House to review it and reduce what is required from farmers, so that we do not have
a case where farmers get frustrated and have to use the internet in trying to solve issues.

As I close, we need to work on the savings that this country is accumulating. I am happy
that the Government has come out strongly to see how it can improve our savings so that we
can stop borrowing too much from foreign entities and get crushed by paying using doHars.

(The Deputy Speaker (Hon. Gladys Boss) left the Chair) 2B
(The Temporary Speaker (Hon. Peter Kaluma) took the Chair)

We need to work with the Kenyan Shilling and negotiate on our interest rates so that we can
have this country sorted out as we move on. '

That is my submission. I congratulate the Committee. Thank you. .

The Temporary Speaker (Hon. Peter Kaluma): Hon. Mugambi Rindikiri? He is not
in the House. Hon. Geoffrey Ruku, Member of Parliament for Mbeere North? He is also not in
the House. Hon. (Dr) Robert Pukose, Member of Parliament for Endebess, do you want to
contribute to this? :

Hon. (Dr) Robert Pukose (Endebess, UDA): Thank you, Hon. Temporary Speaker,
for allowing me to contribute to the policy and financial resolutions relating to the 2024
Medium-Term Debt Management Strategy. )

From the onset, this strategy states that, at least two months before the end of the current
Financial Year, the National Treasury submits to the National Assembly the annual borrowing B 0
plan that addresses any deviations from the 2024 Medium-Term Debt Strategy in financing the
2024/2025 Budget Estimates, attendant cost and risks of the deviations and policy measures to
address. To help enhance public participation in public debt matters, the National Treasury
shall publish simplified, citizen-friendly documents to accompany the technical reports on
public debt submitted to the National Assembly. As you are aware, many people do not
understand some of the technical terms that are used in some of those reports. Therefore, it will
be very important that the National Treasury publishes simplified citizen-friendly documents
to accompany the technical reports on public debt.

Hon. Temporary Speaker, the country’s borrowing strategy is approved at 55 per cent
for net external borrowing and 45 per cent for net domestic borrowing as contained in the 2024
Medium Term Debt Management Strategy. We should have some fiscal policies that gives us
some discipline that we do not deviate so much. Article 223 of the Constitution allows Z,@
Parliament to approve expenditure by the G;)\E:mment that was not planned for. The

=
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Govemment can spend, but we have to look at what is in our collections. It is very important
that we do not spend beyond what we can collect. We must stick within a certain level of our
discipline in our fiscal policies. It is also important that we do not go beyond such that we have
to come to supplementary estimates to try and cut down on our costs. Our budget should be
limited to what we can collect within our expenditure. For instance, when you go to a
supermarket, you can only spend what you have in your pockets. You do not spend what you
do not have in your account. ,

As a country, we need to have fiscal policies and discipline to spend within our means.
We should not over-borrow loans that we will be unable to service. -

With those few remarks, I support.

The Temporary Speaker (Hon. Peter Kaluma): Hon. Daniel Manduku.

Hon. Daniel Manduku (Nyaribari Masaba, ODM): Thank you, Hon. Temporary
Speaker. From the onset, let me inform the House that I am a member of the Public Debt-and
Privatisation Committee, and it is my wish that the National Treasury adheres to its proposal
as stipulated in the Medium-Term Debt Strategy. Ironically, the National Treasury proposes a
borrowing strategy of 55 per cent being foreign and 45 per cent being local and yet,-in the
Budget Policy Statement, they are planning to borrow 63 per cent to 37 per cent this year.
Further to that, this House, sometimes back, resolved that the debt anchor be 55 per cent. A
few months down the line, our debt anchor to Gross domestic product (GDP) is at 69 per cent.
I would have wished to see a situation where that debt anchor gradually starts going down
towards a target of 55 per cent. The National Treasury has promised that they should achieve
that anchor by June 2028. This House needs to sanction the National Treasury strongly so that
from time to time, they are obligated to come and give reports on a quarterly basis.

There is a problem with our debt. When it is borrowed, there is no rule or law on how
it is applied in terms of development versus recurrent expenditures. Any good economist will
tell you that debt should strictly be applied to development expenditure. It is very sad to see
that we have borrowed a lot of money and used it on recurrent expenditure. In my view, going
forward, we need to redefine recurrent vis-a-vis development expenditure with ‘special
emphasis on the development of human resources like teachers, doctors and other people who
help in uplifting our social status as a country.

Some Members keep comparing Kenya to countries like Japan and the United States of
America, which have exceeded 100 per cent debt to GDP ratios. I want to remind them that
those countries have a lot of foreign reserves running to billions of dollars. They also have
monies that they have lent to countries like Kenya. So, a comparison to such countries is not
appropriate. _
Lastly, in all discussions that we have had about public debt, we need to seriously
consider having a Public Debt Act so that it can legislate and seal any loopholes that the Public
Finance Management Act does not cover. This may reduce the abuse of Article 223 of the

Constitution.

Thank you, Hon. Temporary Speaker.

The Temporary Speaker (Hon. Peter Kaluma): Hon. Edith Nyenze? She has stepped
out. Hon. (Dr) James Nyikal, Member of Parliament for Seme, do want to contribute to this?

Hon. (Dr) James Nyikal (Seme, ODM): Thank you, Hon. Temporary Speaker, for
giving me this opportunity. I must appreciate what the Committee has done. It is the second
time that we are discussing the Budget Management Strategy during the budget process. It is
the first time we are doing it before the Budget Policy Strategy which means that we are
seriously taking up the matter of looking at our debts and linking them to our budget because
that is where the issue lies. Debts on their own are not a bad thing. However, it is important to
look at what we do with the debt. It is necessary that we achieve its purpose because it comes
from the budget deficit which could either be orr Ecurrcnt or development expenditure. We
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should agree that we do not borrow for consumption to finance our recurrent expenditure.
However, when we borrow for development, we should plan to ensure that it brings revenue
later on. Those are the most important issues when you are dealing with debts. What is the
source of debt? As I have said, it is basically a budget deficit. The budget deficit is our
expenditure against our revenue. Therefore, if we have a large fiscal deficit, we should look at
cutting or reducing our expenditure instead of seeking more loans. Debt is good, but it becomes
a problem when you cannot repay it. We have too many problems in this country. The cost of
living has gone up because we are servicing the debt. We cannot finance our expenditure. We
must reduce expenditure.

This Report has two main parts, one is a list of financial resolutions that are directly
related to what we plan to do. The fiscal deficit target is projected at 3.9 per cent of the GDP
for the Financial Year 2024/2025. The issue is: Can we adhere to these proposals? Last year,
we set this target at 4 per cent and now we are at 5.5 per cent of the GDP! We have a deficit.
We can come up with all these resolutions but are we going to adhere to them? The country’s
borrowing strategy is approved at 55 per cent of the GDP for external borrowing and 45 per
cent for domestic borrowing. This is a good thing if we stick to it. Last year, we set this at 53
per cent of the GDP and we went up to 68 per cent. We had also set our debt ratio at 55 per
cent and we went beyond that.

Therefore, these policy recommendations are key and without them, the financial
resolutions in the Report will not work. We should encourage...

(Hon. (Dr) James Nyikal's microphone went off)

The Temporary Speaker (Hon. Peter Kaluma): Why are you okaying? Will you finish
if T add you one more minute?

Hon. (Dr) James Nyikal (Seme, ODM): Yes. We have public participation in the
budget-making process and the same should apply to the Medium-Term Debt Management
Strategy (MTDMS).

In the recommendations, we have stated that we will have a schedule of what we intend
to do with the Budget. We should also bring a schedule of what we have accomplished with
the debt we took in the last budget and the returns. This is the only way we can have a
meaningful approach to debt management.

Thank you, Hon. Temporary Speaker.

The Temporary Speaker (Hon. Peter Kaluma): Next is the Member of Parliament for
Kitui Rural, Hon. David Mboni.

Hon. David Mwalika (Kitui Rural, WDM): Thank you, Hon. Temporary Speaker. At
the outset, I support this Report and thank the Committee for bringing it here.

I also thank the National Treasury on how it has handled the repayment of the
Eurobond. The situation with the Eurobond brought a lot of anxiety in the financial market.
Last year, when I was in Washington DC for the International Monetary Fund (IMF) and World
Bank talks, everyone thought that Kenya would be the next country after Zambia and Ghana,
in terms of loan defaulting. Now we are off the hook. As a result, the Kenya shilling has
appreciated against the dollar. Many people were hoarding the dollars in the hope that the
Government would mop up the dollars to repay the Eurobond. At least, the dollar market has
stabilised now.

The proposals in the MTDMS are not new. They have been there before. The question
is: Have they been implemented? When you look at the Report, the 2023 set fiscal deficit was
targeted at 4.4 per cent, but the actual deficit is at 5.5 per cent. This means that we do not follow
the proposals. We need to be serious as a country. If we want to fight debt, we have to have
balanced budgets. I like the Committee’s 1|'ecp7mmendation that the National Treasury should
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submit to Parliament the list of projects that it intends to borrow for. Currently, we are
borrowing for recurrent expenditure. There are no major projects in the country. A country is
doing poorly when it starts borrowing for recurrent expenditure and not investments. We need
to move towards balanced budgets.

In addition, there have been many roadside promises. When the Head of State makes a
roadside promise, it has to be featured in the Budget. This means we have to either re-organise
the Budget or bring in Supplementary Budgets further increasing the budget deficit. A budget
deficit equals a debt. It is high time those roadside promises stopped and we follow the Budget
to the letter. This will reduce the fiscal deficit.

Hon. Temporary Speaker, Article 223 has been over-used and abused. The Auditor-
General and the Controller of Budget reported that billions of monies were used under this /O
Article. This creates a deficit and now we have to borrow to fund the projects which the money
was budgeted for. It is high time we reduced the use of Article 223. e

We need to go for concessional loans which are cheaper than commercial loans. We
also need professional negotiators for our loans. I do not think the Eurobond was negotiated by
professionals because the US$2billion was to be repaid once. I am happy that this has been re-
negotiated and it is going to be paid in instalments. Imagine if we had to pay Ksh300 billion in
June this year; this country would collapse. We need professional negotiators. I also love the
Committee recommendation on...

(Hon. David Mboni raised his hand)

The Temporary Speaker (Hon. Peter Kaluma): Hon. Mboni, what are you signalling
to the Chair by raising your hand? I will add you two minutes.

Hon. David Mwalika (Kitui Rural, WDM): Okay. As a country, we cannot afford to 2O
pay Ksh3 billion. We need professional negotiators who can negotiate so that we pay loans in
instalments. '

The implementation of the Treasury Single Account is something which was proposed
a long time ago. However, there is a lot of resistance from the National Treasury or the
Government agencies. I was talking to somebody who was telling me that Government
agencies and parastatals have over Ksh200 billion held in private banks. However, the
Government borrows money from there and pays interest on it. The Treasury Single Account
should be implemented so that all that money is mopped up and put in thé Central Bank of
Kenya. The Government can then borrow the money, use it and repay when in a position-to do
s0.

Borrowing domestically closes up private investment. I was talking to somebody and
they told me the interest rate for the bonds is 18 per cent while the interest rate in the bank now
is around 20 per cent. How many Kenyans can afford to borrow at that rate? The proposals that
have been proposed should be implemented so that, at least, we can move forward.

I support.

The Temporary Speaker (Hon. Peter Kaluma): Hon. Thuku Kwenya, Member of%()
Parliament for Kinangop.

Hon. Kwenya Thuku (Kinangop, JP): Thank you, Hon. Temporary Speaker for giving
me the opportunity to contribute to this Report on the Medium-Term Debt Management
Strategy.

At the outset, as a Member of the Public Debt and Privatisation Committee, I wish to
support our Report. This is a Report that is very important in as far as fiscal planning, Budget,
and the Budget Policy Statement are conc?g. It is simply a document by the National
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Assembly which tries to envision how the National Treasury will manage debts in the coming
financial year. -

I have taken interest in looking at the Debt Management Strategy of the National
Treasury. Parliament must be alive to what is happening in this country, especially the issue of
debt. Largely, our budget is financed through borrowing and that is perturbing. Looking back
ten years ago, it is sad to say that our borrowing has gone up by around 350 per cent from
Ksh2.25 trillion to about Ksh11 trillion to date. That is something that should concern every
Member of Parliament because it is our business to oversight the National Treasury. At times,
they are just "borrowing happy" to the extent that there are so many loans that have been
committed to this country and yet, the absorption rate is so low. The country is made to pay
commitment fees for loans that have not hit our coffers! We are borrowing but the money
remains in the pockets of the people who lend us the money. I have said it in this House, and I
will say it again, that it is a perfect example of walking into a commercial bank, borrowing
money but not walking away with the money. You spend the money at the behest of the lender.
It becomes a big burden to this country. You can imagine borrowing money but the lender
dictates how it should be drawn and yet, you are paying the commitment fee, interest and all
that. It, therefore, becomes a trap! We are ensnared in some kind of deep hole or abyss that we
are trying to get out of.

It is time for the National Treasury to become serious in as far as debt management is

concerned. When we talk about expenditure, the House is always full because people are happy
to spend money. But we are not careful to ask where the money is coming from. Thave listened
to one of the Members contribute and he has ably said that our Budget has two columns as
many people would think. That is not so because there is the revenue column which has an
aspect of debt and it is quite a chunk! This financial year, we have borrowed close to Kshl
trillion. It is in this financial year that we passed the Debt Management Strategy that envisaged
a situation whereby borrowing would be up to a certain extent. We have surpassed it and no
report has come to this House and yet, we resolved that if the National Treasury surpasses the
amount that was approved by this House, they should come back with a report explaining why.
We have not received that as the Public Debt and Privatisation Committee. Indeed, it should
concern Uus. _
On the issue of the Single Treasury Account, whereby all the monies collected by the
Government should be deposited in one Government account, allow me to state as follows: As
much as we are saying that our borrowing is at 55 per cent this financial year, we cannot live
with that. We are borrowing more than is envisaged in this document. We are not living up to
the resolutions of this House. I strongly feel that the National Assembly should rise up...

The Temporary Speaker (Hon. Peter Kaluma): Hon. Thuku, I have recognized the

fact that you are speaking to yourself. Let me take it that you have concluded your contribution. _%Q

I will give you a minute to tie your comments well.

Hon. Kwenya Thuku (Kinangop, JP): Thank you, Hon. Temporary Speaker fot your
magnanimity. As a House, we must live to our calling and responsibility. We must oversight
the National Treasury. They should not just be presenting documents to this House and once
we interrogate them and pass resolutions, we assume that it is the end of the work of the House.
We are not mere spectators in this game. We are not spectators but players; we are part of the
budget-making process. The National Treasury must be well advised that any document that
they present to this House is for purposes of consumption of this House, which also plays the
oversight role. We are going to keep them on their toes so that we bring down the level of debt
from wherever it is to a figure that is manageable.

I can see the Clerk-at-the-Table is on my case! Kindly be kind to me. The issue of
wanton borrowing must be dealt with once and for all by this House. It is only this House that

can pronounce itself on the matter. Thank you. 025
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The Temporary Speaker (Hon. Peter Kaluma): The Chairperson, Departmental
Committee on Justice and Legal Affairs Committee, and Hon. Martin Owino Peters, I will give
you the chance to contribute after Hon. Jackson Kosgei.

Hon. Jackson Kosgei.

Hon. (Dr) Jackson Kosgei (Nominated, UDA): Thank you, Hon. Temporary Speaker.
At the outset, I wish to support this Report and Motion. .

Allow me to reflect on the rise and fall of empires in history of the last 6,000 years.
Historians have summarised reasons that make Governments stand or fall. Sound fiscal policy
is a Government plan and decision that determines how much money to borrow and collect in
taxes and how to spend it to meet expenditure in the country. If this is nof done, it can bring
down regimes because it has done so. -

Hon. Temporary Speaker, it is important to note that the Constitution we are currently
using in this country gives Parliament that solemn role to participate in the financial policy of
the country. It meant well because this can sustain the country. It has been found that what (2
sustains a nation is national pride. This is where people are proud of their own country. I
remember when the late President Kibaki talked about raising of resources in this country. He
came from the point of national pride that ipa ushuru ujitegemee’. Tax compliance enhances
sustainability. This should make us proud to be Kenyans because we are the ones who are
paying the bills of our civil servants in this country, irrespective of any political affiliation. We
are all citizens of Kenya.

In conclusion, this House should look at, and analyse in depth, the impact of any newly
borrowed money on our economy and how we can deal with it. I cannot over-emphasize this
because colleagues have dealt with it. Otherwise, Hon. Temporary Speaker, I support the

Motion.
The Temporary Speaker (Hon. Peter Kaluma): Hon. Martin Owino Peters, Member

for Ndhiwa.

Hon. Martin Owino (Ndhiwa, ODM); Thank you, Hon. Temporary Speaker. I want tozo
support this Report. There are some idioms that teach us. For example, debt is slavery to those
who are free. If those who are free are grossly indebted, they become slaves of the lender as is
in this case. Hon. Sir George is a friend of mine. If you see him repeatedly biting off what he
cannot chew, he will choke over it. The situation in our country is serious when it comes to
debt. Somebody said that for fiduciary responsibility of this House, let us stop lamenting but
oversee the Executive so that it does not go overboard. ‘

How I understand the Budget Policy Statement is that it is a plan of action. We have
now come up with the mid-term strategies as the policy action plan that should be followed
when doing stuff. In following that, I think, as a House, we amended our Standing Orders that
we should get reports from those Ministries every three months. Let us not rely on auditors'
reports. All these yearly reports are done too late when things have already happened. However,
if we can follow closely and see what is being done after every three months, then we can
prevent some of those things. I think that is the right intervention we should tap into. o

There is something here, which I think is very grave as well. The fidelity to the plans bo
which we put in place. For example, over 90 per cent of what we pay is interest; not principle.
There is also another animal called exchange rate. Every time our shilling is down, we pay
Ksh40 billion to the loan because of the exchange rate. So, the National Treasury should be
uptight in making sure that the Kenyan shilling does not fall that gravely to the dollar.

I want to make a point that has been cited many times on contingency spending as
stipulated in the notorious Article 223 of the Constitution. This is what puts the Government
way over what they are supposed to be spending whenever they are allocated money. Perhaps,
we need to amend the Article. I know there will be a lot of resistance, but spending before and
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looking for sanitation later is what is causing all these problems. We should stand up as a House
and say: “Enough is enough with this Article.”

Lastly, there is an omission here that I thought should have been included in this mid-
term strategy - debt re-negotiation. Some debts should just be re-negotiated. There is no way
one is going to meet them, especially when they commit the money, do not use it, and it
continues to accumulate interest. For us to remain relevant in this market, we should sit with
the lender to re-negotiate the loan in order to pay it in a certain way. Otherwise, I thank the
Committee. Let us stand for the people of Kenya and say no more borrowing to pay for existing
debt. .

The Temporary Speaker (Hon. Peter Kaluma): The Member of Parliament for

Wundanyi, Hon. Mwashako.

Hon. Danson Mwashako (Wundanyi, WDM): Thank you, Hon. Temporary Speaker. (©

I rise to support the Report on the consideration of the 2024 Medium-Term Debt Management
Strategy that has come to this House at the appropriate time. It is important to put things into
perspective. Many years back, this country engaged in borrowing both locally and out of the
country without involving Parliament. This Report clearly outlines the policy on how_the
Government intends to engage in borrowing. This is to make sure that the budget deficits for
every year, when the budget is passed, can be covered through borrowing. It is important to
realize that this debt management strategy is a Government policy. Now that the Governiment
has brought this document to Parliament as per the Constitution and the Public Finance
Management (PFM) Act, 2012, it is upon this House to make sure that the policies and
aspirations that have been outlined in these documents are fulfilled.

Many times, borrowing in this country has been shrouded in controversy. Remember) O

the times of the Eurobond. It was clear that money came into the country, but one could not
trace where it went. Today, as we read this Report, we find ourselves in a situation where there
is hope that if this document is to be followed to the letter, as a country, we shall get ourselves
a better way of managing our fiscal debts. That way, we will not overburden the current and
future generations. There is a principle in the Constitution that talks about inter-generational
equity. Today, we may be excited about big projects that are done through money that we
borrow from the Chinese and every other partner out there. However, if we are not prudent
enough, then we will be over-burdening our future generations to a situation whereby we
bequeath our children a country that is not sustainable. Therefore, we will have failed in our
duty as people who are supposed to be responsible.

I remember last year the Cabinet Secretary for the National Treasury stated in this
House his attempt to change our national debt from an absolute number of Ksh10 trillion t0
anchoring it at 55 per cent of the Gross Domestic Product (GDP). We raised many issues
because it looked like it was just another gimmick to confuse Parliament and the country. This
Report indicates that we are currently above a-debt to Gross Domestic Product (GDP) ratio of
70 per cent. The Government’s ability to reduce debt-borrowing to 55 per cent plus the 5 per
cent that it indicated is something that must be looked into, pushed and forced, so that the
Government demonstrates that it has the will and heart to bring down the rate of borrowing,

Before I conclude, it is recommended that foreign borrowing should be 45 per cent of
the total debt and domestic borrowing should be 55 per cent of the total debt. However, this
Report clearly indicates that we have reversed that trend. The rate of foreign borrowing is
higher vis-a-vis domestic borrowing. We find ourselves facing huge foreign exchange rate risks
since our shilling has lost a lot of value and depreciated against the dollar. Most of our debt is
in dollars. Therefore, our debt ends up ballooning without real value coming into the country.
Therefore, as we balance between costs and risks, we must ensure that ... '

The Temporary Speaker (Hon. Peter Kaluma): I will give you two minutes to

conclude. =y {
=
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Hon. Danson Mwashako (Wundanyi, WDM): Thank you, Hon. Temporary Speaker.
We must look at the trade-offs. If we borrow more foreign loans, we face huge foreign
exchange rate risks. At the same time, if we borrow more locally, we may crowd out investors
and the private sector in the country. This trade-off must be well calculated. .

I like the part in this Report that states that after its adoption, the Ministry of National
Treasury and Economic Planning must submit its debt sustainability analysis to this House so
that we know whether our debt as a country is sustainable, and if we can manage it and pay it
off. '

I sit in the Budget and Appropriations Committee. The Principal Secretary for the
National Treasury and Economic Planning appeared before us yesterday and told us that they
wish to make the fiscal consolidation path that they have been following friendly, so that we
can cover our budget deficits. At the same time, we must continue paying our debts in good
time. As we do so, we should not sacrifice cheap debt for expensive debt like we did recently,
where we raised the Eurobond at 6.75 per cent and we will be paying it at 10 per cent and yet,
we call that sustainability. ‘

It is my hope that this policy will be followed and Parliament will keep the Government
in check so that we can get good dividends from this Report. I support. .

The Temporary Speaker (Hon. Peter Kaluma): Hon. David Gikaria, Chairperson of
the Departmental Committee on Environment, Forestry and Mining. i

Hon. David Gikaria (Nakuru Town East, UDA): Nakushukuru sana, Hon. Temporary
Speaker, kwa kunipatia nafasi hii ya kuchangia mjadala huu kuhusu madeni. '

Hakuna mtu, familia au nchi isiyo na deni. Huwa unakopa pesa ili ufanye nini? Kuna
pesa zinazokopwa zisizo na faida yoyote nchini. Hata unapokopa pesa kwako nyumbani,
lazima ujiulize utalipa vipi. Lazima uwe na mshahara wa kutosha. Kama ni Serikali inayokopa,
lazima ikusanye pesa na iwe na mikakati ya kukusanya hela ambazo zitasaidia kulipa madeni
hayo. Lazima ujiulize pia unakopa kutoka kwa nani? Ni nini kitakachofanyika ikiwa
utashindwa kulipa? Tunapaswa tujiulize maswali mengi wakati tunakopa hela, iwe ni mtu
binafsi au nchi. Wizara ya Fedha imetuelezea kuwa hatujatenda vizuri na tunajua hiyo ni kweli.

Mhe. Spika wa Muda, unakumbuka kuwa pesa zilikuwa zinachukuliwa kufanya miradi
ambayo haikuwa ya kuwekeza hela tu, ila ilitoa mapato pia. Hakuna wakati tuliambiwa kazi
ambayo hela hizo zilifanya au njia zilizotumika ili tuseme kwa Kiingereza kuwa tumepata
value for what we have borrowed.

Nashangaa kuwa Wizara ya Fedha bado inaweka mikakati ya kupunguza madeni tangu
tupate Independence, mikakati ambayo tunaendelea kukiuka. Wenzetu wachache hapa
wamesema kuwa tuweke mikakati hiyo na tufanye kazi yetu kama Wajumbe. Hiyo siyo kazi
ya Executive hata kidogo. Tumepitisha mambo haya yote katika sheria zetu. Chochote ambacho
Executive inataka kufanya, sana sana kuhusiana na haya maneno, lazima kipitie katika Jumba
hili. Ikiwa Jumba hili litapitisha mambo hayo, hatuwezi kumlaumu mtu mwingine. Lawama ni
kwetu sisi Wajumbe. Lazima tukae chini na tujiulize pesa tunazokopwa ni za kufanyia nini.
Tutapata mapato gani tukikubalia Serikali ikope pesa ili ifanye miradi? Tutaweka mikakati
gani ya kupunguza madeni? '

Tunaishukuru Kamati husika kwa kazi nzuri iliyofanya katika Ripoti hii. Tunaomba
kuwa isiwe tu matamshi na kuandika maneno kwenye karatasi kisha turudi kufanya kinyume
na ile mikakati tulioweka.

Kuna njia nyingi ambazo ndugu zetu katika Wizara ya Fedha na Kamati ya Bajeti
wamezingatia lakini ni muhimu tusipitishe madeni haya kwa watoto ambao bado
hawajazaliwa. Tunapoyachukua haya madeni, ni lazima kila mtu abebe mzigo wake kwa
wakati unaofaa. Ni makosa sana mimi nibebe mzigo na nimwachie mwingine aje alipe kama
vile ilivyotendeka. Nitaubeba mzigo wangu kwa sababu najua nina miaka fulani ya uhai, na
nikimaliza miaka yangu, atakayekuja kulipa sio s./ly;ghuli yangu. Bunge hili lina jukumu la
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kusimamisha fikira kama hizo katika siku zijazo. Isikuwe kuwa mimi kama Mjumbe sijali kile
nitakachofanya katika miaka mitano nitakayokuwa hapa kwa sababu yule atakayekuja baada
yangu ataubeba mzigo huu.

Tunaomba Wizara ya Fedha na Kamati ya Bajeti kuweka mikakati ya kupunguza
madeni. Tunapigia upato Ripoti hii ili ipite lakini ikishapita, tusiambiwe kuwa madeni yetu
yamefika Ksh135 trilioni kisha tuanze kuilaumu Bunge ya mwaka jana au mipango ya yule Rais
wa awali. Tunapaswa tuzingatic mambo hayo na kuweka mikakati. Yale mambo ambayo
wameahidi wana...

The Temporary Speaker (Hon. Peter Kaluma): Member for Bomet County, Hon.
Linet Chepkorir. On a very special request, make your contribution.

(Hon. Linet Chepkorir consulted with Hon. Josses Lelmengit) (O

Is she consulting with Hon. Josses Lelmengit? It is normal for some of the best leaders
we have in the country today to consult. Make your contributions. .

Hon. Linet Chepkorir (Bomet County, UDA): Thank you, Hon. Temporary Speaker.
T was still consulting. I have just come to the House but I will contribute before the end of this
debate. '

The Temporary Speaker (Hon. Peter Kaluma): I did not get you well, Member for
Bomet County. Are you waiting to contribute on the next one? Let us have Hon. Stephen
Mogaka. Before Hon. Stephen Mogaka contributes, Hon. Josses Lelmengit had made a request.

Hon. Josses Lelmengit (Emgwen, UDA): Thank you for giving me this opportunity to
add my voice on this debate and to let you know that I support this debate. I also thank the
Public Debt and Privatisation Committee for coming up with this Report on the Medium-Term
Debt Management Strategy.

First, I thank the President. During the last financial year, he tried and persuaded the
Committees of this honourable House to cut down the Budget by close to Ksh300 billion. In
this case, the principle is: Do not spend money you do not have. Truly, we need to cut down
on the Budget because we understand the challenges we have as a country, especially the extent
of borrowing we have done over the years. Right now, close to Ksh73 of every Ksh100 we
collect goes to debt payment. The rest, less than Ksh30, goes to recurrent and development
expenditure. We are on the red line. We have a big challenge.

The other question is to the National Treasury. Do we prudently use the money we
borrow on projects within the country? Is it allocated to different regions in this country fairly?
That is so that we can see a fairer distribution of those resources across board whenever we pay
debts as a country or through the taxpayers’ money. All Kenyans are paying taxes. This is the 2
big question for the National Treasury. ;

Again, are we budgeting for corruption? This is the hardest thing we need to deal with.
As much as we need to borrow this money, we need to use it prudently. We need to cut down
on luxurious expenses within our Ministries. For example, one time I asked the President where
we would get money to finance the operations of this Government. He said that running a
Government is like running a family. What do you do whenever you do not have money as the
breadwinner of the family? One easy way for a lazy person is to continue borrowing: without
considering the generations to come that will be required to pay the foreign debt. The other
way is cutting down expenses and living within our means. For example, instead of buying a
300 ml Coca-Cola that goes for Ksh400 in a very expensive and luxurious hotel, you can still
buy the same in a local or retail shop at Ksh50. I support the Motion that we need to cut down
expenses and borrowing.

I would like to encourage and persuade the National Treasury to stick to the previous
guidelines we provided—borrowing up to 65 per cent from external sources or foreigners, and
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up to 35 per cent from domestic sources. Why do we go overboard? We need to be true to our
word so that we can win the Kenyans' trust. .

Lastly is on expenditure. We need to ask the Executive to spend this money prudently
so that we can stop budgeting for corruption. This entire time, people within our constituencies
have been asking why we budget for corruption. People are exaggerating the expenditure of
money towards different projects. Just as the President put it last time: fumeishiwa na wajinga
in this country. People understand the cost of constructing a certain road, a classroom and so
on. They question whenever they see we have hiked the tendering prices for particular projects.
We need to ask the Executive.

The Temporary Speaker (Hon. Peter Kaluma): Member of Parliament for
Karachuonyo Constituency. The best finance mind we have in the House. Proceed.

Hon. Adipo Okuome (Karachuonyo, ODM): Thank you for the compliment. ©

Let me start by saying that before we borrow, we should first find out why we are
borrowing. Let us not borrow money for recurrent expenditure. Let us borrow money that will
help us invest in this country. That is very important, If we know what we are borrowing for
and we borrow for what purpose, we should be able to follow up on the progress of
implementation. We should be receiving reports quarterly, on the progress of the work as it is
going on, so that we make sure that the project which has been started using a loan is completed.
This is very important. Many times, we have spent a lot of money on a project that cannot be
completed. '

The other important point is the cost of borrowing. We should be very conscious of the
cost of borrowing, which is interest. This is when we can see whether to borrow locally or from
external sources. When our money goes down in value when we have borrowed from external
sources, the loan increases in amount without any benefit. This is because of the value of the

money as we pay the loan we borrowed. When we look at that cost, it will call upon us to see2D

how our Kenya Shilling behaves. We expose ourselves to more debts if the Kenya Shilling is
not protected. We expose ourselves to local problems in our purchases, especially purchases
from without the country, meaning buying from outside Kenya. That also becomes expensive.

What I really want to emphasise is that we should also look at the time we are
borrowing. If we are borrowing at a time when the Kenya Shilling is very weak, we will be
getting dollars at a very high cost. That gives us a repayment burden. In fact, I would even
think of the possibility of borrowing at a time when the Kenya Shilling is strong even if the
excess can go to our reserve so that we use this reserve when things get worse with our money.

The other thing that is also increasing the problem of borrowing is the so-called pending
bills. That is another borrowing. Let us call it what it is. We are borrowing from the wrong
people. We are borrowing locally from contractors. This adds to our burden when we are
repaying our debts. Therefore, I wanted us to be holistic in looking at these issues to avoid the

possibility of creating a burden that is impossible for us to pay. 3O

Thank you for giving me time to contribute to this noble debate. I support.

The Temporary Speaker (Hon. Peter Kaluma): The Member of Parliament for West
Mugirango, Hon. Stephen Mogaka. .

Hon. Stephen Mogaka (West Mugirango, JP): Thank you, Hon. Temporary Speaker,
for giving me this opportunity and for also giving my elder a chance to go ahead of me. I want
to support the Report of this Committee and give my input. )

It is commendable that this Report complies with the Public Finance Management Act
as well as the Standing Orders. To that extent, kudos to the Committee. -

What is a bit disappointing about the Committee is their observation about the level of
public participation during the consideration and preparation of this Report. Public debt is a
matter of public concern. To have a Report in the National Assembly without public
participation quite undermines public interc?l dc},:lot know why the public did not get to know
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that there was this session going on and if they knew, why they kept off from it. Going forward,
I suggest that the Committee goes an extra mile to ensure that even if we are going to conduct
our proceedings live, the public should be involved. This is very important because it is the
public that puts pressure on the Government to fulfil its election manifesto and election pledges
which end up in the Appropriation Act and which invariably creates a budget deficit that has
got to be filled through both external and domestic debt. Therefore, going forward, I want the
public to be an integral part particularly in x-raying the level of public debt so that they give
their input on the strategy that we need to employ, as a nation, to manage debt.

My second observation is that there is no doubt that the National Treasury presided
over the creation of the public debt, and it is the same National Treasury we are going to rely |1
on going forward to implement the Medium-Term Debt Management Strategy (MTDS). I urge
this Committee to go the extra mile for the sake of the Republic to ensure that the
recommendations in this Report are followed to the letter. If we get off the road, we will suffer
the public wrath and default on our financiers which will interfere or bring down the credit
rating of this country that has a stellar performance in redeeming the Eurobond and meeting its
international obligations. '

I also want to suggest to the Committee that, now that we are in the ICT era, let us
create a platform for making online surveillance of what is happening with our public debt.
The last I heard is that the public debt register is manual. Let us live the current age and let the
Committee be upbeat to help us do the right thing. .

I call upon ourselves, as a House, to do our oversight role because, at the end of the 20
day, this MTDS is extremely good. Let it not be yet another policy paper that will be gathering
dust in the archives of our good Government offices in the Executive. Above all, I urge
members of the public to be patriotic and support the country and the Budget because those
debts were incurred to do projects. When duty calls upon the citizens of this country to make
their contribution through taxes and to redeem those debts as well as support the development
agenda, I call upon us all to rise to the occasion and do our obligations.

I thank you, Hon. Temporary Speaker, for allowing me to contribute.

The Temporary Speaker (Hon. Peter Kaluma): The Hon. Julius Melly.

Hon. Julius Melly (Tinderet, UDA): Thank you, Hon. Temporary Speaker. First of
all, I laud the Chairperson and the Public Debt and Privatisation Committee, Hon. Shurie and
his Committee, for doing a wonderful job. I hope that the National Treasury is going to stick 20
to the issues that have been raised. Every other time, the National Treasury issues a very good
Budget Policy Statement and a very good framework on MTDS. However, there is no
consistency between the two. The other day, as a House, we sat and went through the Budget
Policy Statement because it forms the basis under which we fund our Budget. It gives the
policies, frameworks and programmes that underpin the estimates that we are going to have.
But we realise that it has become a circus. We have a very good document, but it lacks the
programmes underpinning the funding. So, we want the National Treasury to be consistent on
that. The Medium-Term Expenditure Frameworks (MTEF), the Debt Management Strategy
and the Budget Policy Statement should speak to one thing so that we move on as one.

The National Treasury should come to this House to get approvals especially on issues
that make us borrow and increase debt. The other day, we had issues with borrowing because LfO
our debt went up because of interest rates, exchange rates and contingency spending. The US
Dollar at one time was Ksh120, but it is now Ksh160. As a country, we are going to pay more
in the international market. Those are the issues we are now telling the National Treasury to
look into so that when they make a forecast to borrow, they should know how the interest rates
are moving and the contingencies at hand. This will, therefore, enable them to borrow within a

framework that they understand very well.
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The other issue is that it is very clear that the National Treasury shall submit a report to
the National Assembly providing practical measures to reduce the domestic debt service burden
to a sustainable level. If this is not done, borrowing within the local market is going to be a
problem. The interest rates will go through the roof if we do not have a capping. Capping will
spur development and borrowing by ordinary people. If we cannot do that, interest rates will
go very high and the banks will not have any money to lend. They will only lend the
Government because it will be the only one that will be able to pay. .

I thank the Committee for recommending that the National Treasury shall submit a
comprehensive report to the National Assembly on the breach of the debt anchor of 85 per cent.
This has been said severally. The National Treasury is a very important Government
department that has the responsibility of ensuring that public debt is managed and does not go
beyond the 55 per cent or plus five digits. That is the reason why we are saying that it has a (O
very big role to play in ensuring that, that aspect is kept and they report to this House because
we represent the people.

Because the issues raised here are very important, I ask the Committee on
Implementation and the Budget and Appropriations Committee to look into this particular
issue. Every time we pass important policy matters that are placed before this House, let them
be stuck to and let the relevant committees ensure that they are implemented to the letter.

I thank you, Hon. Temporary Speaker.

The Temporary Speaker (Hon. Peter Kaluma): Member for Taita Taveta County.

Hon. Haika Mizighi (Taita Taveta County, UDA): Ahsante, Mhe. Spika wa Muda,
kwa kunipatia nafasi nichangie Hoja hii. Naunga mkono Ripoti ya Kamati ya Deni ya Umma
na Ubinafsishaji. Kukopa na kukopeshana kupo. Lakini ni lazima tujue tunakopa fedha kwa 20O
malengo na mikakati gani ya kuhakikisha tunaboresha maisha ya wananchi. Tumeona, pesa
zimekopwa mara nyingi na zinafika nchini. Baadaye, tunapata manung’uniko kwamba
hazikufanya ile kazi ama hazikwenda kwa walengwa. Wakati tunakopa zile pesa, ni vyema
tuwe na mikakati dhabiti ya kuzifanyia kazi.

Jambo la pili ni kwamba wakati hizo pesa zinafika, ni vizuri ziboreshe wananchi wote
kwa jumla. Zisitumiwe katika upande mmoja wa nchi na zikose kufika upande mwingine na
wakati wa kulipa, wananchi wote wanajumuishwa. -

Nikimaliza kwa sababu ya muda, dawa ya deni ni kulipa. Tuna mpango mzima wa
kukopa pesa. Pia, ni vizuri tuwe na mikakati mizuri ya ni vipi pesa hizi zitalipwa, ili tusije
kulimbikizia madeni vizazi vijavyo. Mtoto hajazaliwa lakini tayari anadaiwa kwa sababu
tulikopa pale mbele bila mipango mizuri. Naunga mkono Ripoti hii. Ni jambo njemagﬂ
tunazungumzia hapa Bungeni masuala haya ya kukopa na kukopesha pesa kutoka kwa nchi
mbalimbali ama za nje.

Ahsante.
The Temporary Speaker (Hon. Peter Kaluma): Hon. Commissioner Mishi Mboko.

Hon. Mishi Mboko (Likoni, ODM): Thank you, Hon. Temporary Speaker. I stand to
support the Motion on Report on the Consideration of the 2024 Medium-Term Debt
Management Strategy. As Members of Parliament, we need to ensure that the strategies and
policies which are being laid down should be implemented and enforced, so that we rescue our
country from sinking due to public debts. Before we take any kind of a loan, we need to know
its purpose. Sometimes, we borrow so that we can finance Government’s budget or some
projects. However, do we ask questions? Are the projects which we will build finance the loans L{O
we have taken? That is a question we need to answer.

Secondly, we should also ensure that there is no corruption. We borrow money to
finance development projects. Some people do some deals or use shortcuts to allocate more
money so that they can have their ‘cut’ which makes the country lose a lot. Before we borrow
some money, we need to know thc-{'yd c}f a loan we are borrowing. Is it a concessional or
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commercial loan? A commercial loan keeps on accruing some interests and it will reach a time
when we will not manage to repay it. Concessional loans are taken under multilateral and
bilateral arrangements. Sometimes, we can renegotiate and maybe get a waiver or be given
more time to repay them. We need to know the kind of loans we are borrowing.

We also need to do cost-benefit analysis. If we borrow a loan, we need to know whether

we would benefit or lose. We should not be enticed to borrow a loan any time. Some .

organisations like International Monetary Fund (IMF) and World Bank influence us to borrow
loans. If we agree to borrow from them without cost-benefit analysis, it can be very risky. We
also need to cut our expenses. This is what other Hon. Members have said, which is paramount.
We need to do so to ensure that we do not lose any money.

The public debt in the country is very high right now. Before we borrow some money, (O

we should know the debt sustainability. How are we going to sustain it? Will we do so by
knowing the total public debt right now? What will be the risk of borrowing new debts? Those
are the questions we need to discuss and agree on before borrowing some money.

We should reduce borrowing money because our debt is in trillions. We are not even
talking of billions. We need to put a pause on our borrowing. If we borrow to finance projects,
let us just complete those that are there. Let us also emphasise and target the ones which-can
generate some income or funding, and finance the loans we, as country, have taken. I also want
to emphasise on what other Members have said. We keep on borrowing loans which burdens
Kenyans and future generations. Our economy is going down each and every day.

When we are borrowing money, we need to know the currency that we are using. Are

we using the lender’s currency or ours? This affects us because our currency is depreciating, It 2

has become a challenge for us because we have been borrowing using foreign currencies. This
is an area we need to emphasise on.

Otherwise, I support this Report.

The Temporary Speaker (Hon. Peter Kaluma): Hon. John Mutunga, you have less
than five minutes.

Hon (Dr) John K. Mutunga (Tigania West, UDA): Hon. Temporary Speaker, I wish
I could tell somebody else to protect me from you. I have been raising my hand since I arrived
here. Something has gone wrong.

The 2024 Medium-Term Debt Management Strategy has been brought to the House so
that we can look at it. I like the mood in the House. Today, I have listened to Hon. Members
speak on this Motion. I wish this is how we debate issues touching this country. The Committee
Members have given their comments. The National Treasury is mandated to develop a strategy
to manage debts, as per the Constitution and laws of Kenya, specifically the Public Finance
Management (PFM) Act which prescribes how it should be done. 2

It is purposely meant to manage the cost of debt. It is not only an expose’ of how much
debt we have and an outlay of the extent to which we have borrowed but, it is also supposed to
enable us manage debt. The goals of this particular strategy are basically to reduce debt costs,
lengthen the maturity period and support the domestic market. If we have to reduce the debt
costs, we must be conscious of how our trend moves. We, as a country, often get into very high
debt levels. We already have them. Rising debt levels raises the sustainability concerns. Are
we able to sustain very high debts? Right now, we can speak to the fact that Kenya’s public
debt is sustainable. However, there are very high risks of distress which need to be looked into.
If the National Treasury will listen to what Members have said today in this House, then it will
keep on monitoring the public debt to the extent that they will make sure that it is managed to
levels where the risks are not extremely high or distressful.

It also needs to bring in measures to include fiscal consolidation and optimising funding
to mitigate risks. When we have fiscal consolidation... Sometimes, I marvel at the extent to
which we are not conscious of fiscal cq_u%ligal.}on. We talk about it a lot but when you ask
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yourself how much we do to make sure that we reduce the fiscal deficit... Every year, we post
a budget that has a bigger deficit than the previous year and we keep increasing the money for
recurrent expenditure as opposed to the money for development expenditure. Also, we see
budgeting for things that are not a priority as far as we are concerned, as a country. The shift
in debt composition is an issue that we need to be very careful about. We are more reliant on
borrowing domestically than from out there. We need to change that equation. We should focus
on relying on long term concessional loans than borrowing the very costly local loans.

The other issue that is important is the servicing cost of the debt. Of course, a drop in
the Kenyan shilling will increase the servicing cost of the debt. This is a trend that needs to be
monitored very carefully such that, if there is any movement of the shilling, we see how we
can bring in the containment measures. (O

On the diversification of the borrowing, we are limited to a few. We need to open-up
and diversify abroad. We need to look at which other frontiers we can access, how much of the
public-private partnerships (PPPs) are we getting into and how much of the green bonds are
we going for so that we can diversify our borrowing.

The other key issue is market reforms. How much of over-the-counter trading platforms
have we opened and how much of them can we adopt as a country, if we are to manage this
state?

I can see my time has gone. Let me say my final point on transparency and
accountability. How much do we expose this to Kenyans so that they can also follow what the
Treasury is doing? :

The Temporary Speaker (Hon. Peter Kaluma): Mover. I recognise the interest 20
generated but our Standing Orders provide that the time has reached for the Mover to teply. 1
am not able to extend the debating time.

(Hon Ruku spoke off record)

Hon. Ruku, I know you really wanted to contribute. However, I cannot extend the
debate time. The only exception I will create is if the Mover will be philanthropic enough to
donate a few minutes to Members. Otherwise, as you all know, once time reaches for the Mover
to reply, he has to reply. How many minutes does the Mover have to reply? Ten minutes.

Mover, do you want to be gracious enough to donate a few of your minutes?

Hon. Abdi Shurie (Balambala, JP): Hon. Temporary Speaker, I have no choice now
that you have put me on the spot. I can see Hon. Ruku, with all due respect, giving me a look 20
that scares the shit out of me. I will give two minutes to Mheshimiwa Ruku and Mheshimiwa
Wamuchomba. ,

The Temporary Speaker (Hon. Peter Kaluma): There is somebody behind you.

Hon. Abdi Shurie (Balambala, JP): Ooh Sorry! And Mheshimiwa Nyenze as well. Two
minutes each.

The Temporary Speaker (Hon. Peter Kaluma): Yes, two minutes each. Hon. Ruku.

Hon. Ruku GK (Mbeere North, DP): Thank you, Hon. Temporary Speaker and the
Mover. I rise to put my voice on this issue of public liability management of our nation. It is a
concern that has been hanging over the neck of this nation for quite some time. Liability
management is key and all departments in the Treasury should coordinate properly so that our
debt can be properly managed. For us to manage our liability properly... For example, by the
close of last month, there was Kshs411 billion which was maturing as domestic debt for the
Government to pay. WO

Financial shocks are generated if we do not manage our liabilities properly. It is
important to recognise that there are clear benefits if debt management is done in the most
prudent way. The risk associated with over-by em'g%the nation with excess debt can be

- \J
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mitigated if the coordination of monetary policies is managed properly, and we become more
accountable to Kenyans when it comes to foreign and domestic debts. We will also know when
to limit ourselves in borrowing locally or internationally. _

The Temporary Speaker (Hon. Peter Kaluma): Hon. Gathoni Wamuchomba.

Hon. Gathoni Wamuchomba (Githunguri, UDA): Thank you, Hon. Temporary
Speaker. I rise to support the adoption of the financial resolutions but with a caution. The story
of deficit is deafening. Every time we speak about loans and budgeting processes in this
House... I was reading an article — and I do not know how credible it was — that was written by
somebody who is not in Kenya. That article made me feel scared. The article outlined the
extent to which Kenya has borrowed. We have borrowed loans that will be comfortably repaid

after 29 years from the day the article was written. That really scares me. That means that, any |O

child that will be born today will have to wait for 29 years to be off the debt. That is not very
good news.

This House must interrogate and inter-interrogate the processes of borrowing in this
country. Other countries have moved away from deficit to something we call “national
sovereign wealth.” It is sad that in Kenya, we no longer talk about sovereign wealth; we talk
about debts. In other words, what we are investing for our young generation is not generational
wealth but generational debt. That means that the future of this country will be sunk in debts.
So, even as we speak in this House and say that the Auditor-General must be fired because she
highlighted a lot of issues that concern Kenyans in debt, we must ask ourselves if we are being
fair to the future generations of this country and to what extent have we created generational
wealth that young Kenyans will forever enjoy. Otherwise, the story of deficits and loans is
really saddening. As I support this policy and recommendations, I want to be on record to put
a caution that, it is time to we start moving from deficit to what we call “national sovereign
wealth.”

The Temporary Speaker (Hon. Peter Kaluma): Hon. Edith Nyenze. i

Hon. Edith Nyenze (Kitui East, WDM): Thank you, Hon. Temporary Speaker for
giving me this opportunity. Every financial year, the National Treasury or the Government
borrows to finance its fiscal deficit as it is stipulated in the Budget Policy Statement. It also
borrows to pay off the maturing debts. However, unstable debt can lead to debt distress where
a country is unable to fulfil its financial obligations. If our country reaches that point of distress,
it will be pathetic to Kenyans. That is why this calls for debt restructuring so that we can avoid
the distress. '

There should be control of cashflows to ensure there is no leakage or corruption because
money borrowed to do a project will not be well utilised. We should negotiate with our creditors
so that we are able to pay our debts in good time to avoid embarrassment and distress. We also

20

need to pay more than the minimum amount required and prioritise paying debts which attract 2, O

higher interests. We look forward to a time when our country will be stable and debt-free. Even
if we have debts, they should not distress Kenyans by being over-taxed to pay them. We look
forward to such a time.

Thank you, Hon. Temporary Speaker.

The Temporary Speaker (Hon. Peter Kaluma): Mover.

Hon. Abdi Shurie (Balambala, JP): Thank you, Hon. Temporary Speaker. I wish to
thank all the Members for their contributions. I am glad that this Report generated a lot of
interest and, as a Committee, we truly appreciate. I want to put it on record that we did public
participation on the Medium-Term Debt Management Strategy (MTDS) which we published
in the dailies, although we did not receive any direct contribution from members of the public.

As a House, we are making progress because this is the second time we are debating
the MTDS on the Floor. I am sure you have seen the kind of interest it has generated. This has

not been the case in the past and we appreciate it. = )
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Hon. Temporary Speaker, I beg to reply and request that pursuant to Standing Order
53(3), you defer putting of the question to another day. Thank you.

The Temporary Speaker (Hon. Peter Kaluma): I consent to the request made by the
Mover. The question on this Motion, will be put the next time it is scheduled on the Order
Paper by the House Business Committee.

(Putting of the question deferred)
Next Order.
BILL
Second Reading

THE NATURAL RESOURCES (BENEFIT SHARING) BILL
(Senate Bill No.6 of 2022),

The Temporary Speaker (Hon. Peter Kaluma): Mover. LO

Hon. David Gikaria (Nakuru Town East, UDA): Thank you, Hon. Temporary
Speaker.

I beg to move that the Natural Resources (Benefit Sharing) Bill, (Senate Bill No.6 of
2022), be now read a Second Time. \

Hon. Temporary Speaker, I want to start by advising the House that this is a Private
Member’s Bill from the Senate, that was brought by Senator Mungatana of Tana River County.
The Bill went through First Reading on 17" August 2023 and was thereafter, committed to the
Departmental Committee on Environment, Forestry, Climate Change and Mining, for
consideration and reporting in the House, pursuant to the provisions of the National Assembly
Standing Order 143.

In accordance with Article 118 (1)(b) of the Constitution and Standing Order 127(3),
the Committee sought views from the public by way of written memoranda and further
conducted public participation hearings on the same Bill. Organisations and institutions that
made their presentations to the Committee on the Bill included the following: The Ministry of
Environment, Climate Change and Forestry, which objected to the Bill for various reasons that 2

are...

(Hon. Kimani Ichung 'wah consulted with Hon. Naomi Wagqo)

The Temporary Speaker (Hon. Peter Kaluma): Leader of the Majority Party, the point
being made by the Chairperson of the Departmental Committee on Environment, Forestry,
Climate Change and Mining is very critical. I request you as the leader in the House and all
Members to attend to that point. ¢

Hon. David Gikaria (Nakuru Town East, UDA): Thank you very much, Hon.
Temporary Speaker. I know how critical this is. Over and above being in the House, when you
and I are in the field, we see how critical it is for people to concentrate. Otherwise, you know
what happens when one stops concentrating. You concede too many goals and lose!

The National Treasury also came before the Committee. The State Department for
Mining...
The Temporary Speaker (Hon. Peter Kaluma): Hon. Gikaria, the point you were b
making is that the ministry in charge of environment matters opposed this Bill.

Hon. David Gikaria (Nakuru :LBWD E3§:£, UDA): Yes, it opposed this Bill.

)
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Exhibit EWG 8:

Prof. Njuguna Ndung’u addressing the issue of debt swaps
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Exhibit EWG 9:

Eurodad Report of November 2023 titled: Miracle or
Mirage? Are Debt Swaps Really a Silver Bullet?
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Executive summary

As the end of 2023 approaches, 136 countries are considered
to be in a critical debt situation. At the same time, fiscal space
has been reduced, leading many, including governments,

UN agencies and some international NGOs, to point to debt
swaps as an innovative solution for tackling sovereign debt
problems, while also generating resources for the Sustainable
Development Goals (SDGs) or climate action. Therefore, debt
swaps, while not new, are gaining increasing attention in
international development and climate forums, particularly due
to the proliferation of so-called "debt-for-nature swaps’.

However, as we detail in this briefing, debt swaps will not
provide substantial debt reduction, nor will they create
sufficient fiscal space for global south countries to tackle

the development and climate chaltenges. Debt swaps will
not cover up the shame of the lack of political will and
commitment amangst countries in the global north to support
the global south, Instead, countries in the global north should
recognise their historical responsibilities in perpetuating
neo-colonial economic governance and dynamics that keep
countries in the global south tied to debt dependency. As
such, progress on debt swaps must not be an excuse to
detract attention from the urgent need to move forward
fundamental reform of the international debt architecture.

The'_'- evolution of debt swaps

A debt swap is a financial instrument that provides
conditional debt reduction in exchange for agreements by
Lhe debtar to invest the freed-up resources in specific areas,
such as education, health, climate or the environment. Over
the last 30 years, the types of debt swaps have evolved in
different ways, depending on the origin of the debt (whether
private or bilateral), the debt conditions (whether commercial
or concessional), the agreed purpose of the swap or the type
and number of actors involved, as well as the conditions

and mechanisms used to implement the swap and/or the
resulting projects. With regards to this briefing, Eurodad has
identified three types of debt swaps, which are defined by the
main actors involved (see Table 1).
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While for many years bilateral debt swaps have been the
most prominent form, the focus has switched lately to private
intermediation debt swaps, which involve a debt buy-back
from bondholders. The recent debt-for-nature swaps focused
on marine conservation in Barbados, Belize, Ecuador and
Gabon, have been presented as the future of debt swaps,
attracting a lot of attention. However, these cases have also
raised concerns, mainly due to the lack of transparency, the
high transaction costs, and doubts about country ownership
and participation from cammunities and civil society.

Table 1: Types of debt swaps

Agents
involved

Debt swap
types

Dther O
characteristics )

Bilateral debt A bilateral « Treating bilateral debt

swaps creditor and = Disbursements are usually in
a sovereign local currency
debtor « Can be reported as official
development assistance {ODA}.
+ Australia, Belgium, France,
Italy, Germany, Norway,
Portugal, Spain and the US
are among the countries
with pilateral debt swap
programmes
Third party A bilateral = Treating bilateral debt =
involvement creditor. a = Disbursement to the
debt swaps saovereign multilateral fund in local
debtor and a currency
multilateral « Can be reported as official
or multl- development assistance {ODA)
stakeholder = Active programmes with the
fund (public or World Food Programme (WFP)
privatej and the Global Fund to Fight
AIDS, Tuberculosis and Malaria
(Global Fund).
Private Bilateral + Treating bilateral or, most
intermediated or private recently, bondholder debt. 20
debt swaps creditors = |nvolves a debt buy-back
via debt buy- (bondholders), operation and a new debt
back a sovereign issuance/new loan.

Mostly used for debt-for-
nature swaps.

Usually involves commercial
banks, multiiateral
development banks,
development finance
institutions, insurance
companies, legal and financial
advisors and other private
financial institutions.

deblorand a
ncn-for-profit
private agent

Lo
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Debt swaps: Miracla or mirage?

Taking both these recent cases into consideration, along with
debt swap experiences throughout the last three decades,
this report has identified a number of guestions, concerns
and challenges:

Debt swaps are not an effective instrument for
significantly reducing debt levels. The history of debt
swaps shows that the overall impact on debt levels has
been rather limited, mainly due to the reduced scale of the
operations. Over three decades of debt swaps have led

to roughly US$8.4 billion of debt treated, 0.11 per cent of
total debt payments by low- and middle-income countries
during the same period. Debt swaps are not a means to
restore debt sustainability, and cannot be a substitute

ar a way to avoid a comprehensive debt restructuring,
including debt cancellation.

Debt swaps should be seen as tools to free up funds

for governments with fiscal space constraints and

with limited access to grants or concessional finance.
However, it is improbable that debt swaps will be able

to substantially contribute to the SDGs, climate and
conservation financing needs. According to research from
the International Monetary Fund (IMF), climate conditional
grants (grants addressed to climate projects or goals)
are more efficient than debt-for-climate swaps, due to the
length. complexity and high transaction costs that these
operations entail and the fact that grants are normally
more targeted and therefore lead to a higher net fiscal
transfer.

The impact of debt swaps does not only depend on the
ability to scale them up. As is shewn in this briefing,
potential for such scaling up is limited and should be
additional to existing official development assistance (ODA)
and climate finance commitments. Instead, the potential
impact of debt swaps will also depend on elements such
as the disbursement schedule and the currency in which
the debtor agrees to mobilise the freed-up resources. It

is vital that the calendar for the debtor to disburse the
freed-up resources is sustainable and realistic, not adding
additional fiscal pressure, and that such disbursements
are made in local currency.

»

Debt swaps inherently bear conditionality. The debt
swap will not happen if the debtor country does not agree
to invest the freed-up resources in the area or project to
be approved by the creditor. This entails a risk that they
will be used by creditors to impose their own interests
and priorities over those of the borrowing country.
Particularly concerning is the use of ‘tied aid’ methods

to promote creditor country commercial interests or
coupling debt swaps with carbon credit exchanges. In this
sense, if ownership by the debtor country is not ensured,

a debt swap can lead to a loss of sovereignty. These exact
concerns have been raised in recent debt-for-nature swaps,
where international conservation foundations or foreign
corporations played a prominent role in setting up the deal.

Debt swaps tend to be slow, complex and costly
instruments. Debt swaps tend to have high transaction
costs, particularly in relation to the amounts involved, due
to complexity of the process, the number of agents involved,
the lengthiness of the negotiation and implermentation
periods, and the multiplication of transaction and 20
management costs. Even when the amounts dealt with

have been scaled up, as with the recent debt-for-nature
swaps, these transaction costs have not been reduced.

Lack of transparency and accountability has been a
constant. In most recent debt-for-nature swaps, the
amount, quality and comprehensiveness of available
information is not sufficient, which can lead to
misunderstandings. Debt swaps are mechanisms to
deal with sovereign debt, as such transparency and

accountability should be a given. =

Insufficient community and civil society participation.
While debt swaps have occasionally incorporated the
participation of citizens, civil society or other local

entities of both the lender and borrewing country, this

has not always been the case. Additionally, the quality

of this participation has been questionable, with many
cases barely going beyond a tick box exercise, Another
area of concern is the lack of systematic monitaring,
accountability and evaluation of the impacts of debt
swaps. Reports of the exclusion of indigenous peoples and
local communities in the definition and implementation |
of debt-for-nature swaps in the past, has even led to the
violation of their rights. Debt swaps have occasionally led
to communities experiencing exclusion, denial of access-to
traditional lands and resources, displacement, knowledge
extraction and biopiracy, and human rights violations.
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s The risk of greenwashing. Debi-for-nature and debt-

for-climate swaps can open the door to greenwashing,

as in the wrongdoing case where new bonds in debt-
for-nature swap schemes were labelled as "blue

bonds". However, the bigger greenwashing risk is that
creditors and the international community, including
international conservation NGOs, appear to be delivering
on their climate finance and environmental conservation
commitments, while actual results are still to be seen and
concerns remain unaddressed.

Debt swaps are used as a means of legitimising and
erasing responsibilities on illegitimate debt. The
unconditional cancellation of illegitimate debts has long
been a key demand from many debt justice organisations.
While debt swaps are conditional debt relief instruments,
they should not be used in the case of illegitimate debts
that should not have been acquired in the first place.

In conclusion, for countries without access to grants or
concessional finance, well-designed debt swaps can play a
role in mobilising extra resources for the SDGs or climate
projects. However, experience shows that their impact on
the fiscal outlook and debt situation of the country will not
be particularly meaningful. Furthermore, the recent debt-
for-nature swaps via debt-buy-back operations, involving
new bond issuances to refinance existing distressed

debt, are perpetuating the debt dependency and the
dependency on financial markets. This is, in turn, enhancingo
the financialisation of development and climate finance.
Moreover, for debt swaps to work for economic, climate,
gender and sacial justice, the quality and governance
failures should be actively tackled prior to any further
promotion, Finally, the increasing focus on debt swaps
should not become an excuse to detract from the urgent
need for debt cancellation and delivery of debt-free
climate finance, nor to avoid the necessary reforms in the
international debt architecture.
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Introduction

Countries in the global south are facing a multiplicity of
crises. The Covid-19 pandemic, the climate emergency,
inflationary trends and increasing borrowing costs, together
with volatile and grim econamic forecasts, are some of the
elements of the polycrisis generating terrible human, social
and political consequences in the global south. Governments
in countries across the global south — many of which went
into 2020 with high public debt levels' - have been taking
out more loans to fight the pandemic, invest in the recovery
and tackle the climate emergency. Total public debt in the
global south increased from 35 per cent of Gross Domestic
Product (GDP) in 2010 to 40 per cent in 2021, leading to 136
countries in the global south being in a more or less critical
debt situation.?

As several United Nations (UN) agencies have been warning,
debt service is already crowding out spending on public
services that are essential in order to reduce poverty and
inequalities and to tackle the climate crisis. On average,
domestic and external debt service is absorbing 38 per cent
of budget revenue and 30 per cent of spending across the
global south. More crucially, debt service equals combined
total spending on education, health, social protection and
climate.® Increasing debt levels, rising borrowing costs and
bleak economic prospects will only exacerbate the difficulties
that many countries are facing today when it comes to
making their debt payments.

In this context, the international community responses to
the debt crisis have fallen way short of what is needed. The
lack of @ comprehensive and fair debt resolution framework,
with the G20 Debt Service Suspension Initiative (DSSI) and

Commaon Framework failing to deliver on sufficient debt relief,

leaves countries in the global south facing debt distress

in a very complex situation. Either they keep borrowing at
escalating onerous costs in order to refinance their existing
debts — a path that is not available for all countries; or they
seek debt restructuring, most probably in a messy, lengthy
and costly process, facing credit rating downgrades, with
bilateral creditors barely offering any debt cancellation, with
private creditors resisting participation and with multilateral
creditors totally refusing to participate in debt relief.

On top of this, fiscal consolidation (reducing fiscal deficit

by cutting expenses and/or increasing revenue) and other
austerity measures {i.e. privatisation, promoting public-
private partnerships (PPPs), liberalisation, etc.) will likely be
implemented so they can keep up with the payments, by the
government’s own will or through an International Monetary
Fund (IMF) programme that will be needed before even
starting any debt restructuring.®

To tackle the sovereign debt crisis and at the same time
generate the resources needed to invest in sustainable l
development, including climate resilience, numerous voices
have been pointing to “debt swaps” as a possible innovative
solution. Debt swaps are not new, but they are gaining
increasing attention, particularly due to the proliferation of
so-called "debt-for-nature swaps”. However, debt swaps are
not regarded by everyone with the same level of enthusiasm.

This briefing aims to inform the discussions on debt swaps
among civil society, academics and policy makers. It has
been compiled with information from ten interviews with
policy makers, academics and other experts,” as well as

by online surveys with civil society representatives and a
literature review of anzlyses, proposals and positions by civil
society organisations (CSOs) and international organisations.
This text has been reviewed by Eurodad members and

allies (see acknowledgements on page 2). The first section
of the report describes different types and experiences of
debt swaps; the second section explores the history of debt
swaps, particularly focusing on recent cases; and the third
and final section outlines different limitations, risks and
opportunities that different actors have highlighted around
the implementation and results of debt swaps.

&
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1. What are debt swaps and how do they work?

A debt swap?® is a financial instrument that provides
conditional debt reduction in exchange for the debtor agreeing
to invest the freed-up resources (usually in local currency)

in specific areas, such as education, health, climate or the
enviranment. A debt swap involves both the sovereign debtor
country and also either a creditor (usually a bilateral creditor)
or a group of creditors (for example, a group of bondholders
or several bilateral creditors). The agreement can establish
that the full amount treated by the debt swap should be
invesied by the creditor, but it can also establish that some
of the resources included in the swap will be unconditionally
cancelled, and the rest is to be invested in the agreed area.

The mechanics of debt swaps can vary substantially. Throughout
the last four decades the types of debt swaps have evolved in
different ways, depending on the origin of the debt (whether
private or bilateral), the debt conditions (whether commercial
or concessional), the agreed purpose of the swap (see

Table 1) or the type and number of actors involved, as well

as depending on the conditions and mechanisms used to
implement the swap and/or the resulting projects.

While most of the attention and discussions today are focused on
debt-for-climate and debt-for-nature swaps, over the years debt
swaps have been developed and implemented in a wide range
of areas, depending on the use of the freed-up resources.

While debt swaps are gaining attention, particularly through
the promotion of debt-for-nature and debt-for-climate swaps,
they are not so new. Debt swaps have been in place since the
1980s, when there was a proliferation of debt-far-equity swaps
and debt-for-nature swaps treating debt with private creditors.®
In debt-for-equity swaps, sovereign debt was exchanged for
public assets (i.e. privatisation of public enterprises),’® with
experiences in "Chile — swapping 70 per cent of its commercial
debt in 1985 - as well as Argentina, Mexico, and the Philippines
during the 1980s and 1990s""

These debt-for-equity swaps were controversial as they
facilitated the acceleration of the privatisation of public assets
in the global south. As we will see, there were numerous
experiences of debt-for-nature swaps in the 1980s and 1990s,
and debt-for-development swaps in the 1990s and 2000s. The
present push for debt swaps builds on those experiences.

The following sections explain the different debt swap
dynamics, depending on which actors are involved, although
the debt swap's final mechanics and details can vary from
case to case?

Table 2:
Purposes of

debt swaps Debt for Sustainable

Development Goals
(SDGs)/development

Debt far education

Debt for development swaps ok

Freeing up resources from debt servica payments in exchange for the debtor government’s
commitment to fund local development investments, policies, programmes or projects in the
debtor country. Some debt swaps have also been focused on economic developmenl, including
par tnershlps with the local and creditor caur\lry privale sectar.

Focused on education projects, normally including investment in educatmn mfrastructure {building

schuols. providing furnlture or equipment ...}, training and cther related publlc mvestmenls in education,

Dakbt for Feaith

Fucused on financing healthcare policies or fighting specific diseases like the Debt2lealth

programme run by the Glubal Fund tu Flght AIDS, Tuberculosm and Malana

Debt for food

Focused on flnancrng projects, programmes and policies to fight undernuurlshment and promote food

security, like those sponsored by the World Food Programme under their debt-for-food programme

Debt for environment'swaps

Focused on the debter gevernment commitment to invest in nature or biodiversity conservation
projects These types of debt swaps have usually involved the participation of a conservation non-

Debt for nature

governmental organisation (NGO) that facilitates the operation and oversees the conservation

prolects attached to :t

Debt for cllmale

Broader than debt for nature swaps, focused mainly on climate adaptation pnhcies and pr DJECIS.

although they can also be addressed to mitigation

Dther debt swaps

Debt for equity or

Conversion of debt into equity shareg

of public companies or into private investments, in order to

WIS
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ilateraldebt swaps

A classic bilateral swap involves a sovereign creditor and a
sovereign debtor, in an operation between two governments
agreeing over bilateral debt. According to the International
Institute for Environment and Development (IIED), debt swaps
on bilateral debt have been the most prominent form of

debt swaps.” A bilateral debt swap can be triggered by a
petition from the debtor government, but on occasions it is
the creditor government that offers — sometimes as a top up
of a debt restructuring process or debt relief commitment

— the possibility of the swap. Regardless of who initiates

the process, the two governments need to agree on the
purpose of the swap. This is the development area or type of
infrastructure in which the creditor country is going to invest
the proceeds of the debt reduction and on the terms of the
operation. According to Aldo Caliari from Jubilee USA, there
are three elements within the terms of the operation that will
mark the potential impact of the debt swap:™

i. The nominal value of the debt to be reduced: How much
debt is included in the swap.

ii. The conversion or discount rate: This is the percentage of
the nominal value of the debt treated that is to be mobilised
by the donor as counterpart funds. If, for example, US$100
million will be included in the swap, the deal can determine
that US$50 million is cancelled unconditionally and that the
borrower country will invest US$50 million in the agreed
development area or investment. In some cases, the amount

Figure 1: Bilateral debt swaps

to be disbursed by the borrower is 100 per cent of the debt
treated; in others, there is a part of outright debt cancellation.

ili. The disbursement modalities: These can include a schedule
and currency in which the debtor agrees to mobilise the freed-
up resources. In most bilateral debt swaps, disbursements
by the debtor country are io be made in the local currency.

Other terms, including procurement policies for the
implementation of the project, monitoring and accountability, or

CS0 participation, must also be agreed between the parties. While
the main agreement is between two governments (therefore, a fO
bilateral operation), the possibility for other stakeholders (CSOs,
local institutions or corporations) to participate in the definition,
implementation or averseeing of the process also exists.

For Paris Club lenders, when the debt swap is proposed as part
or on top of a debt restructuring agreement regarding non-
Official Development Assistance {ODA) claims (debt generated
by loans under cornmercial terms and/or non-reported as ODA),
such a deal can include a limit on the percentage of debt that
can be treated in the swap operation. There are no restrictions, 220
however, regarding debt swaps on ODA claims — debt resulting
from concessional lending reported as ODA in the first place.”
For Organisation for Economic Co-operation and Dévelopment
(OECD) countries, debt swaps can be reported as ODA
following the same rules as other debt relief initiatives.'

The following scheme is an attempt to simplify the mechanics
within a bilateral debt swap, but as mentioned before, the
details may vary from case to case.

Petition / offer of debt swap

CREDITOR

GOVERNMENT

Bilateral debt partial cancellation

Accountability

Mablit ciivmm =nm bha camnebad e AMRA

Negotiation of terms for debt swap

Disbursement in local
currency, equivalent to whole
or part of the amount of
cancelled debt, to an agreed
J purpose in the agreed terms
{calendar, procurement,
monitoring, accountability,
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In 1990, debt swaps were integrated as an option in Paris
Club provisions, which gave an impetus to the bilateral debt
swaps.”” According to Aldo Caliari, “after a first wave of debt
swaps, at the end of the 1990s their relevance declined in the
context of adoption of the much more comprehensive Heavily
Indebted Poor Countries initiative (HIPC), which would later be
expanded in the [Multilateral Debt Relief Initiative] MDRI". In
the 2000s, there was a second wave of bilateral debt swaps
for development, particularly targeting countries excluded
from HIPC and MDRI, such as lower middle-income countries
(like Indonesia and El Salvador), or non-HIPC low-income
countries (like Pakistan), or targeting debt remaining after
HIPC debt relief (as a top up of this initiative).'®

In the last two decades, several creditor countries have
developed their own debt swap programmes, offering
similar schemes to various debtor countries. For instance,
this is the case of the French government programme Debt
Reduction-Development Contract (C2D), which channelled
additional debt relief to HIPC eligible countries through "a
unique debt-swap mechanism”.'® The French C2D scheme
consisted of eligible debtor countries repaying the debt and
then France granting back an equivalent amount in the form

Box 1: Debt swaps the French way

of grants for poverty reduction programmes determined
by the two parties. France, Germany, ltaly and Spain have
active bilateral debt swap programmes, while Australia,
Belgium, Norway, Portugal, Russia and the US either had
programmes in the past or have occasionally agreed on ad
hoc bilateral debt swaps.

There has not been a systematic monitoring or evaluation

of debt swaps, but researchers Diego Filmus and Esteban
Serrani produced one of the most extensive compilations of
bilateral debt swaps, covering 1988 to 2008.2° Serrani and
Filmus identified 128 debt swap operations in 38 countries, L©
with a nominal value of US$6.13 billion, converted into US$3.32
billion invested in social projects.?' In comparison, HIPC and
MDRI provided 37 countries up to US$76.2 billion and US$43.3
billion of debt relief, respectively.?? Canada, Germany, Spain,
Switzerland and the US appear in the study as the bilateral
creditors that are most involved in bilateral debt swap
operations, with 72 per cent of all the debt treated by bilateral
debt swaps during those 20 years. Geographically speaking,
58 per cent of the operations reviewed took place in Latin

American debtor countries (74 cases), 23 per cent in African .2—-0

countries (29 cases) and 19 per cent in Asian countries.

in 1999, France committed to topping up the debt
cancellation that they were to provide via the HIPC initiative
witr: a particular debt swap scheme to cancel the ODA

debt obligations. Under the programme Debt reduction
and development contract (C2D), the eligible countries
continued with the debt payments, but after payment the
French government would return to the debtor country

"an equivalent sum in the form of a grant to finance
programmes previously determined in a contract signed by
both parties”. The programme mobilised around €5.4billion
- including arrears — over two decades in 18 countries.

However, as the French Platform on Debt and Development
(PFTD) highlighted. this mechanism "differs from other
debt-swap toots in that it maintains a financial flow

in currency from the beneficiary to the creditor. Debt
servicing thus weighs all the more heavily on the country’s
balance of payments because the mechanism calls for
interest payments”. The grants from the donor side are
discontinued when the debtor is unable to continue with
the debt payments, even during debt payment moratoria
within a broader scheme like the G20 Debt Service
Suspension Initiative (DSSI) in 2020. Since the debtor has

to make the debt payments in order to benefit from a
refinancing of an equivalent amount in the form of grants,
if those payments are postponed, the refinancing in grants
is also interrupted.

Right before C20 was announced in 1999, the French
authorities promised an additional cancellation of all of the
HIPC initiative eligible countries’ ODA debt. An extensive
evaluation undertaken by PFDD on two decades of C2D
programmes showed that detays in the implementation of
the HIPC initiative led to countries like Burundi and Rwanda
repaying most of their debt obligations before they could
sign their first C2D contract. “Frem this point of view,
France has not respected its initial commitment to total
cancellation”.?? The evaluation also concluded that, despite
the promise of civil society participation, this was only the
case in five of the 18 countries. In the cases where CSO
participation was allowed, this was limited to monitaring of
certain projects financed by the proceeds of the swap, but
never on the decision making of the allocation of the funds.
Only very late in the process and only in four countries, the
CSO0s involved received support to ensure independent and
quality monitoring of the projects
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"1.2 Third party involvement debt swap

Another modality of debt swaps on official debt is what we
could call third party involvement debt swap, also referred
to as triangular or trilateral debt swap. In this type of debt
swap, a third party is added to the operation, normally a
public or private multilateral or multi-stakeholder fund that
plays an intermediary role in the operation. This is the case
of debl swaps operated through the World Food Programme
(WFP) or the Global Fund to Fight AIDS, Tuberculesis and
Malaria (Global Fund).

The WFP has enabled debt swaps involving creditors such as
France, Germany, ltaly, Russia and Spain, with countries like
Egypt. Guinea-Bissau, Mozambique and others in the Sahel
and southern Africa region, with the resources freed-up by the
debt swap invested in an already existing national WFP food
programme in the country, in partnership with the debtor?

The Global Fund started its Debt2Health programme in 2007
and has developed 12 operations since then in ten countries
(Cameroon, Céte d'lvoire, Democratic Republic of the Congo,
Egypt. El Salvador, Ethiopia, Indonesia, Jordan, Pakistan

and Sri Lanka) involving three creditor countries (Australia,
Germany and Spain). The Global Fund facilitates individually
negotiated debt swap agreements between a creditor and
debtor country, and part or all of the debt cancelled in the
operation is invested in programmes to fight AIDS, tuberculosis
or malaria or to strengthen public health systems through

€D
finiis
B

Global Fund projects. As with the WFP, the resources released
by the swap operation are invested in local currency in existing
Global Fund programmes in the country or used to start new
programmes. In the 16 years of implementation, the Global
Fund has mediated in debt cancellation totalling slightly over
€336 million, of which almost €226 million was invested in
health programmes (see Table 3).

In this type of debt swap, the creditor — usually a bilateral

one - cancels part of the debt owed by a country in the global
south that commits to disburse, in local currency, an equivalent IO
amount to the whole or part of the cancelled debt to an existing
multilateral fund — the third party. These resources are used

to implement existing or new projects by the multilateral fund
in the debtor country. The negotiation of the terms for the debt
swap, including the quantity of debt that is to be cancelled and
the percentage that it is to be disbursed by the debtor couniry in
the existing fund, happen between debtor and creditor country,
but with the mediation or facilitation of the multilateral fund.

According to the Global Fund, the main benefit for using this
modality is that transaction costs can be reduced. Thereis no 2.0
need to set up a new mechanism or procedures to implement,
monitor or evaluate the project in which the freed resources

are invested. According to the Global Fund, they assume

the role (at no cost to the debtor or the creditor) of identified
programmes aligned with national strategies and priorities,
ensuring transparency, accountability, country ownership and
measurable impact.

Table 3: DehiéHeal_th Agreement Signed Health'investments  Debt swap amount * Benefiting programm'e ke
Debt2Health .
swaps Sormany - loconesty. | SERONE LU S0 SUPISE  e ) P
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Figure 2: Third party involvement debt swap
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Negotiation of terms for debt swap,
mediated by the multilateral fund

Disbursement in local
currency, equivalent to whole
or part of the amount of
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Fund explores interest
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debtor government
for debt swap
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Bilateral debt partial cancellation
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Box 2: Multilateral debt swaps

Since multilateral creditors claim to have preferred
creditor status in any debt treatment, there have never
been experiences of debt swaps involving obligations

lo multilateral development banks. However, in 2016,
the Commonwealth Secretariat defined a proposal for
“M::itilateral Debt Swap for Climate Change Adaptation
and Mitigation™? This proposal, besides the debtor
government and a multilateral creditor, also requires the
participation of a "climate finance” provider, particularly
mentiontng bilateral donors. The propesal mechanics
would require the climate finance provider (or pool of
providers) to write down the debt held at multilateral
creditors, by making a donation to cover losses caused
by ihe debt cancellation for the multilateral institution
(similar to the way the Multilateral Debt Relief Initiative
was financed).?”

A trust fund would be set up to manage, invest and
disburse resources for climate adaptation or mitigation
projects, and the fund would be financed by the debtor
government's payments of debt service, which would be
diverted away from multilateral institutions through the
swap arrangement. Whether the swap mechanism would
entail a discount (partial unconditional debt cancellation)
would be up to the climate finance providers parficnpating

in the scheme. If there is no debt cancellation, then the full

amount owed to the multilateral creditor would need to be
disbursed to the trust fund. In this case, the only savings
from the debt swap would be those “derived through
foreign currency savings (assuming multilateral debt in
$US), increased employment, growth and climate change
adaptation progress”.?® In any case, the Commonwealth
proposal is a theoretical one.

20
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tion debf swaps

What we call private intermediation debt swaps also

involves third parties, usually a not-for-profit entity — a
non-governmental organisation (NGO) or private foundation

- offering a debtor government to facilitate a debt swap
involving a debt buy-back. A debt buy-back is simply buying
debt titles - this can be private but also bilateral - from the
creditor, usually at a discount. When it involves bondholders
(so debt issued in the form of bonds), this buy-back is made
through debt secondary markets. In the case of bilateral debt,
it involves just an agreement with the bilateral creditors. The
aperation usually involves other agents including commercial
banks, multilateral development banks, development finance
institutions, insurance companies, legal and financial advisors
and other private financial institutions.

This kind of scheme was particularly relevant for debt-for-
nature swaps in the late 1980s and 1990s, led basically

by three non-governmental conservation organisations:
Conservation International {Cl), World Wildlife Fund (WWF)
and The Nature Conservancy (TNC). The first debt-for-nature
swap was done in Bolivia in 1987, orchestrated by the NGO
Conservation International, involving debt to commercial
banks.? This was in exchange for Bolivia's commitments to
protect a biosphere reserve and establish a supporting fund
in local currency.®® From 1987 to 2008, there were at least

48 debt-for-nature swap operations in 15 countries treating
around US$170 million of bilateral and commercial debt, and
generating approximately US$150 million in local currency for
conservation purposes.’ At the end of the 1980s, UNICEF also
promoted commercial debt swaps, using a similar scheme
but for children's aid programmes instead of for conservation
programmes, Between 1989 and the end of the 1990s,
UNICEF facilitated 21 swaps worth US$52 million out of a total
of US$199 million of cancelled debt.®

Until 2008, these operations would generally entail the private
entity either soliciting 2 debt claim donation (total or partial)
from a bilateral creditor, buying the debt from the bilateral
creditor or purchasing commercial debt from a private
creditor at 2 discount, The debt claims could be transferred
to a trust fund to which the debtor country then owed the
debt. The operation could involve a partial write off of the
debt that this third party has bought or received in donations.
The debter country would then commit to disburse, generally
in local currency, the equivalent to whole or part of the debt
involved in the operation to the trust fund, to be invested

in the agreed purpose of the fund. In the cases mentioned
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These first experiences with debt swaps did not remain
uncontested. According to researcher Andre Standing, "in
the run up to the first Earth Summit in 1992, large numbers
of organisations, including those representing indigenous
peoples and small-scale farmers, denounced debt swaps
categorically”.*® Another criticism, particularly on early
experiences of debt-for-nature swaps, is that they did not
bring indigenous voices into discussions. In fact, they even
threatened indigenous peoples’ rights® (see Box 10).

In 2015, the debt swap that TNC managed in Seychelles brought {O
some innovation to the above scheme, in what has been
considered as the basis for the more recent cases of debt-for-
nature swaps in Barbados, Belize, Ecuador and Gabon. In that
case, TNC set up a trust fund, the Seychelles Conservation

and Climate Adaptation Trust (SeyCCAT), through which they
issued a blue bond (US$15.2 million) and received grant money
from private philanthropic foundations (US$5 million). These
resources were used to lend to the Seychelles government,
which in turn used that money to buy back bilateral debt worth
US$21.6 million from Paris Club creditors at a discount of 6.5 Z0O
per cent. The direct debt reduction totalled US$1.4 million,

but Seychelles committed to invest US$5.6 million in marine
conservation plus US$3 million for the endowment trust.
According to TNC, "the debt conversion effectively redirects
the Seychelles’ debt payments from official creditors to the
newly created local trust, and restructures debt payments

to more favourable terms (i.e. longer term and partial
conversion to local currency)”.*® In exchange for the savings
that these more favourable terms provided, the government
committed to protect 30 per cent of its waters and 15 per
cent of its high-biodiversity areas, and adopted a marine 30
spatial plan to guide the update of coastal zone management,
fisheries and marine policies. Through SeyCCAT, TNC used
the debt payments made by the Seychelles government to
repay the blue bond and to fund other marine conservation
and climate adaptation programmes. .

The recent debt-for-nature swaps in Barbgdos. Belize,
Ecuador and Gabon are slight evolutions of the Seychelles
model, invelving private creditors (bondholders) instead of
Paris Club creditors. The main element of these recent cases
is the issuance of a debt bond by a special pﬁrpose vehicle
(SPV) {see more detail under ‘Creation of a Special Purpose [
Vehicle (SPV)’ on page 14) to finance a debt buy-back by the
debtor country in debt secondary markets. The savings of the
operation, which will be disbursed in a trust fund to finance
conservation projects, come from either buying the debt at

a discount from bondholders or issuing a new bond in better
conditions (lower interest rates and longer maturity periods),

[2.
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Figure 3. Private intermediation debt swaps via debt buy-backs
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Table 4: Country Intermediary Bond [ssuance
Key agents [deal arranger) arranger
involved in
p Barbados TNC Credit Suisse
recent private International
intermediation and CIBC
swaps FirstCaribbean
Belize TNC (through Credil Suisse
NatureVest) International
Fruador Climate Fund Credit Suisse
Managers/Ocears
Finance Company
and Pew Bertarelli
Soureom: Orean Legacy
THEE S - - - -
0. Oriega-Pachecs.’ Gabon TNC Bank of America
White & Case™

Creditenhancement  Otherinstitutions Involved

{Guarantees

Inter-American Bank of New York Mellon (BNYM)
Development Bank {endocwment trustee),

(1ADB) Shearman & Sterling,

Dentons: DLLA Piper;

Gilbert LLP; White Oak Advisory, Cleary
Gottlieb Steen and Hamilton, Norton
Rose Fulbright; Chifford Chance (legal ana
financial advisors)

US International Potomac Group (advisors)
Development Shearman & Sterling; Ropes & Gray; DLA

Finance Corporation  Piper; and Barrow & Co (legal and financial
(DFC) advisors)

DFC (political Aqua Blue Investments {technical support)

risk) and IADB Bank of New York Mellon (BNYM) (facility
(guarantee) lender of the loan to Ecuador)
DFC Lazard Fréres, White & Case (advisors)

The different deals in Barbados, Belize, Ecuador and Gabon
have different characteristics, but they all share certain
elements, similar to the Seychelles scheme:

+ Marine protection focus: All of the cases have focused on
marine and coastal protection, framed within the global
commitment to effectively conserve and manage at least 30
per cent of marine and coastal areas by 2030, as agreed in
the Kunming-Montreal UN Global Biodiversity Framework.*®

» Third party intermediation: One of the main elements
is the leading role of international foundations, mainly
TNC or, in the case of Ecuadeor, a consortium of private
investment agents focusing on the blue economy.®® All of
the above cases have been initiated by these international
organisations that have been exploring which countries
could be the best placed to develop their schemes
for debt swaps. The level of economic gains for these
arganisations for their participation in the debt-for-nature
deals remains unknown,

» Distressed bond debt: in most cases, sovereign bonds
were being traded in financial markets at a discount before
the debt swap. This is a key element for this kind of debt-
for-nature swaps/debt buy-back, as such distress is the
main element that determines how much debt reduction
will be secured. The participation of bondholders in the
exchange or debt buy-back (see ‘Debt buy-back’ below)

Aenende nnwhethar thew avnart tn ha naid at all ar nat =

« Creation of a Special Purpose Vehicle (SPV): The

intermediary sets up an SPV, which is a subsidiary company

that is created to undertake a specific business or purpose.

The SPV is the one that issues the new bond to finance the
debt buy-back, usually with the support of an interpational
commercial bank as a global lead arranger for the new

bond. In the four recent cases, the SPV is domiciled in a tax 72V

haven rather than in the borrowing country.

Table 5. Special Purpose Vehicle and domicile in recent
private intermediation swaps

Country Special Purpose Vehicle Domicile
Barbados BB Blue Financing DAC ~ lreland
Belze  Belize Blue Investment Company (BBIC)LLC  Delaware
Ecuador GPS Blue Financing DAC Ireland
Gabon Gabon Blue Bond Master Trust Delaware

Source: Eurodad, from different sources

« New “blue” bond: The SPV issues a new bond, usually
on better terms than the existing bonds and lends the
proceeds of the new bond to the debtor country through
a so-called “blue loan". In the recent cases, the new bond
has been labelled as “blue” bond by the issuer, but this

hae raicad eAanrarnce fram caveral snente in tha finanrial
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be used for: buying back existing bondholder debt from
secondary markets: establishing an endowment fund
for the conservation objectives of the deal; and covering
transaction costs, including closing costs and fees.

« Credit enhancement: International financial institutions,
such as the inter-American Development Bank or the US
International Development Finance Corporation (DFC),
provide credit enhancements (through guarantees) to
secure more favourable terms for the blue loan than those
that the country would get by themselves (lower interest
rates and/or longer grace period and maturity). "The
DFC provided political risk insurance of non-payment of
arbitral award and denial of justice for Belize and Ecuador,
the IDB provided credit guarantees for Barbados and
Ecuador, and TNC for Barbados™.“

« Debt buy-back: As mentioned above, the proceeds of
the new bond issuance will be used to buy back part
(Barbados and Ecuador) or all (Belize) of existing external
bonds on the secondary market at a discount (below
par market prices) or existing domestic loans with high
coupon rates (Barbados).

+ "Blue” loan: The SPV lends part of the praceeds from the
blue bond issuance to the borrowing country through a
new loan, which is conditional to the investment in marine
conservation.

» Marine conservation fund: All of the cases included the
creation of a conservation fund to manage the endowment
funds and finance marine conservation projects. This
body is governed by a board including international
partners (usually the deal arrangers) and local agents
- government, private sector and in some cases civil
society. This fund receives the payments committed by
the government (including savings from the debt buy-
back operation and additional commitments), usually in
local currency, and chooses which projects to fund (if nat
agreed ex ante). The fund also "assists the government
advance on its other conservation commitments” If it is
established in the deal, the fund also collects penalties
when key conservation milestones are missed. Such
penalties, instead of going to the blue bond holders, are
heid by the conservation fund and can be refundable if the
government complies with the commitments.

The deals in Barbados, Belize, Ecuador and Gabon also share
some challenges and elements of concern:

« Long preparatory and negotiation process, led by the
foreign lead arranger.

Debt swaps: Miracle or mirage?
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Lack of transparency during the process and even at the
announcement of the deal. Some of the transparency
concerns have been addressed ex post, mainly due to
concerns raised by civil society; in the case of Ecuador,
this was through freedom of information demands.

High transaction costs, given the involvement of multiple
agents along with the intermediary. For instance, in the
case of Barbados, besides TNC (intermediaries) and

the bond issuance arrangers — Credit Suisse and CIBC
First Caribbean — up to four legal advisors for TNC were (D
involved, one financial and one legal advisor to Barbados,
one legal advisor to the IDB, one legal advisor to the
arrangers and one endowment trustee, The potential high
payouts for a large number of intermediaries in these
privately led operations undermine savings that could
otherwise (i.e. if the operation was publicly managed) go
towards conservation.

Linked to the high translation costs, CS0s have raised
concerns about the different interest rates of the blue bond
and the blue loan. For instance, the loan to Ecuador carries

a 6.98 per cent rate whereas the blue bond was issued at 0
5.4 per cent.” In the case of Barbados, the pre-existing debt
carried a 7.2 per cent interest rate, while the new blue bond
achieved a very low 3.8 per cent interest rate. However,

the loan to Barbados carried a 4.9 per cent interl_est'rate.

In the case of Gabon, it seems that the blue loan carried

an interest rate about 2 per cent higher than one attached

to the blue bond.* The difference between both is what
covers transaction costs, including the guaraﬁtee fees

or the intermediaries (TNC or other), as well as advisory,
monitoring and reporting cost recovery. However, CS0Os have
argued that there is usually lack of transparency around
these costs and how much will be raised throdgh this
difference in interest rates between the bond and the 10an50

A key element in assessing the viability of the conditional
debt buy-back model is the element of the distressed

debt. In order for these operations to free up substantial
resources for conservation, the buy-back operation needs
to provide a substantial discount. For the investment bank
Lazard, this model is hardly replicable at scale because
“the transaction is only possible in case of distressed debt
over a long period — as it takes time for an investor to raise
funds and reach an agreement with the debtor country over
this type of instrument”. For Lazard, the type of buy-backs
that have recently characterised the debt-for-nature swaps
“are inherently country-specific and situation-specific
transactions”. It is worth noting that the Lazard assessment
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« ome have also raised concerns around the possibility that
debt-for-nature may trigger a downgrade of the country’s
credit rating, leading to increasing borrowing costs. In
the recent debt-for-nature swaps, the debt buy-back
was assessed by Moody's as "distressed exchange” for

Ecuador and Belize, but not for Gabon and Barbados. While

Belize had already missed payments before the swap and
Ecuador lacked market access. and both countries’ bond
yields were at highly distressed levels, that was not the
case for Gabon and Barbados. In Gabon and Barbados,

their bond yields were at around 11 per cent and 8 per cent
respectively; in the case of Belize and Ecuador, bond yields

were above 20 per cent.*®

» Lack of or unclear participation of local communities and
civil society. While TNC argues that, at the government's
request, they help "design participatory and transparent
processes with active stakeholder engagement to expand
marine protections and identify areas for sustainable
economic activity”.*® There is no detailed information about

how this participation is unfolding in the different processes,

and consultation or participation, even by national
parliaments, is non-existent in the definition process, for
instance to decide whether the focus should be on marine
conservation or another social or environmental priority.

Despite being presented as breakthrough proposals and
success stories, according to the International Monetary
Fund (IMF), "these operations* have been small and did not

provide a universal solution for countries struggling with debt

sustainability and nature loss"*®
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Box 3: Not so “blue”

In September 2023, the International Capital
Markets Association (ICMA) published a guide for
bonds to finance the sustainable blue economy,
including the so-called "Blue Bonds". In parallel to
this launching, Nicholas Pfaff, deputy chief executive
and head of sustainable finance at ICMA, stated that
the debt-for-nature swaps using the combination of
"blue bonds” issuance by Credit Suisse and BOA in
the cases of Belize, Barbados and Gabon and debt
buy-back, was something “completely different” to
what the blue bond terminology referred to, leading |©
to “regrettable confusion”. The main reason was that
most of the funds raised, if not all, were actually
used for the debt buy-back, and not for the marine
conservation policies.

TNC responded with a sort of "rebranding” from

blue to "nature bonds”, as "an expansion of TNC's
successful Blue Bonds madel”.** Before the ICMA
guidance, Barclays had already raised concerns about
“greenwashing”, as the proceeds of the bonds were
used mostly to finance the purchase of bonds, and only 7
a small subset was being devoted to nature projects.
For Barclays analysts, the misuse of the "blue bond”
{abel in these debt-for-nature swap operations was not
only misleading, but also "exacerbating concerns over
the quality of the ESG-labelled market”.*

Table é:

Average Funds for

Key indicators New "Blue®  Dabt hought= repurchase marine
of recent Country Loan back Debt reduction price conservation
debt-for- Per cent
nature swaps Per cent of of external Cents per
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2. A new push for debt swaps

Over the last years, debt swaps have started gaining attention
again. After the financial crisis in 2008, TNC revived the
proposal of debt-for-nature swaps, recognising that the
devaluation of sovereign debt bonds from developing countries
in financial markets posed an opportunity to revitalise them.%
More recently, the exacerbation of debt problems across

the global south, together with the decline in ODA flows and
the lack of conservation and climate finance, have opened

the door for a renewed interest in debt swaps, particularly,
debt-for-climate and debt-for-nature swaps. As a report

by the Potomac Group®® for the African Development Bank
states, "debt-for-climate/nature swaps are seen as a proven
and effective method” to address debt, climate and nature
challenges "with a comprehensive and holistic strategy”.%’

Other institutions that have been discussing, developing
proposals or promoting debt-for-climate swaps and debt-for-
SDG swaps include the Commonwealth Secretariat,* the UN
Economic Commission for Latin America and the Caribbean
{ECLAC).™ the UN Economic and Social Commission for

Asia and the Pacific (ESCAP)®® and the UN Economic and
Social Commission for Western Asia (ESCWA). In the case

of ESCWA, their proposal is that multiple bilateral creditors
write off debt service payments (or part of it) until 2030, and
these resources are devoted by the debtor country to a "Debt
Conversion Account” to fund projects selected through the
ESCWA Debt Swap Mechanism, using a Key Performance
Indicator {KPI) framewaork to select and monitor those
projects aligned with existing nationa! development plans
and climate commitments. ESCWA would also liaise with
donors to scale up the fund for investments.®’ The Global
Fund and WFP have been promoting debt swaps in their
areas of expertise, health and food security respectively. The
Global Partnership for Education, also a multi-stakeholder
global fund promoting investment in education in lower
income countries, has launched the Debt2Ed programme, a
third party involvement debt swap scheme to mobilise more
resources for education.?

From the creditors' side, the European Commission (EC),

the World Bank and the IMF have also shown interest

and discussed the possibility of promaoting debt swaps
further. In the case of the European Commission (EC), the
Directorate General for International Partnerships (DG

INTPA) commissioned a report from Lazard consultants to
explore further actions of the European Union institutions and
member states in promoting debt swaps.*® In 2022, the IMF
published a working paper comparing debt-for-climate swaps
to alternative fiscal support instruments, concluding that
"debt-for-climate” swaps are generally a less efficient form

o 308

restructuring. They argued in favour of climate conditionality
in comprehensive debt restructurings as an alternative to
debt swaps. In debt restructurings, in contrast to debt swaps.
both bilateral and private creditors participate and the
perimeter of the debt treated is usually bigger.

The discussion around debt-for-climate swaps has also

been part of the climate discussions at the UN Framework
Convention on Climate Change (UNFCCC). At COP27 in Sharm
El Sheikh, Egypt's Ministry of Finance, with the support of

the UN Economic Commission for Africa (UNECA), convened [©
the "Sustainable debt coalition initiative”, supported by 16
countries,** which called for debt swaps, amongst other
mechanisms, “to address issues related to both climate
change and financial stability".s%

The UN Secretary-General Antonio Guterres also endorsed
the push for debt-for-climate and debt-for-SDGs swaps in
his SDG Stimulus proposal. For Guterres, debt swaps "can
be helpful for countries that do not yet have unsustainable
debt burdens but do have limited fiscal space for SDG
investment”. However, he also mentions the limited results
“in part due to high transaction costs”. Guterres proposes
“a reference framewaork (which could include template term 20
sheets and performance indicators) could help standardise
contracts to the extent possible”, together with support in

the form of partial guarantees or colletarisation, similar to
those used in the 1990s in the Brady bonds.* In a similar
direction, the Group of G77, the largest intergovernmental
group of global south countries in the UN, calls for the
international financial institutions (IFIs) to support "developing
countries in the formulation and financing of SDG swaps”

and for the UN Conference on Trade and Development
(UNCTAD) to “help standardise the use of debt swaps, and
scale up their use from a multilateral approach with the O
constructive participation of public and private creditors, and
recommendations to avoid downgrading from credit rating
agencies when these mechanisms are executed".*’

7
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Box 4: Debt relief for climate action

We have also recently seen several proposals following

a similar logic tc that of debt swaps: connecting debt
relief to climate and development action. One of these
initatives is the "Debt Relief for Green and Inclusive
Reccvery” {DRGR) proposal put out by the Heinrich Boll
Foundation, the Centre for Sustainable Finance (SOAS,
University of London), and the Global Development

Policy Center (Boston University). It proposes a debt
restructuring mechanism, including substantial debt
write off, conditional te the development of a "Green and
Inctusive Recovery Strategy” defined by each country,
outlining the actions they commit to 1n order to advance
their development and climate goals.®® The V20, a group of
countries vulnerable to climate change, issued a statement
in October 2021 with a proposal along the lines of the
DRGR.¥ According to their own definition, this proposal
would be "a sort of grand-scale climate-debt swap where
the debts and debt servicing of developing countries are
reduced on the basis of their own plans to achieve climate
resilience and prosperity”,

The proposal is based on the commitment from debtor
countries to redirect debt servicing payments towards
new Investments that could include "adaptation and
na:ure-based solutions to render infrastructure projects
mare resilient to climate harm, while outdated thermat
coal, diesel or other fossil power plants could, for instance,

-

21 From Seychelles to Gabon:

the future of debt swaps?

The increasing focus on debt-for-climate and debt-for-nature
swaps has been spurred by the recent cases managed

by TNC and others in Barbados, Belize, Ecuador, Gabon

and Seychelles (see Section 1.1.c). These cases have been
presented as the future of debt swaps and are attracting
increasing interest from both institutions and governments.
For instance, United Nations Development Programme
(UNDP) is exploring a potential debt-for-nature swap in Lao
PDR. The European Investment Bank (EIB) has also recently
announced that they are in advanced talks with Barbados for
a debt-for-climate swap. The nature of the operation or the
role of the EIB has not yet been clarified. However, according
to news reports, it is inspired by the combination of debt buy-
back and environmental, social and corporate governance

be recapitalized and transformed into hubs for green
hydrogen production, waste to energy or biomass power
generation facilities”. Instead of a small-scale debt relief
operation, this would be linked to a large-scale debt
restructuring, addressing not only short-term needs but
also long-term needs to “lay the foundation for inclusive,
sustainable growth and development”. In both the DRGR
and the V20 proposals, the World Bank and/or other
mutltilateral development banks would act as guarantors
for the restructured debt through a new guarantee facility.
These proposals also argue that, to determine the level of
debt restructuring and debt write-off, the IMF and World (T
Bank should develop new debt sustainability analysis
methodology, in order to take into account the climate and
other sustainability risks and spending needs for climate
action and achieving SDGs.

Along the lines of debt swaps for climate action, the

Institute for Environment and Development (IIED) also
developed a proposal that would move "from project swaps
to programme swaps"® Based on the need for much larger
scale debt swaps, IlED proposes the freed-up resources

to be invested in “budget support programmes for climate
resilience or biodiversity protection for poverty reduction”.
According to them, this approach “would allow a much L0
maore cost-effective, high-volume spending instrument that
is more strategically linked to policy than projects”.

Beyond newcomers, TNC plans to scale up debt-for-nature
swaps to at least 20 countries. In a map shared by a coalition
of CSOs critical of TNC swaps, on top of the ongoing cases,
debt-for-nature swaps were being scoped in countries like
Mexico, Jamaica, the Bahamas, Angola, Kenya, Tanzania

and South Africa. Meanwhile Peru, Chile, Brazil, Cabo

Verde, Senegal, Ghana, Namibia, Mozambique, Madagascar,
Mauritius, Sri Lanka, Indonesia, Vietnam, Micronesia, Solomon
Islands, Tuvalu, Fiji and Tonga were amongst the potential o
countries to develop debt-for-nature swaps.”? Barclays bank
analysts have calculated that there is a market for debt-for-
nature swaps that could potentially exceed US$800 billion in

both public and private deals.”
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For the CSO erlassjahr.de, the expansion of the TNC model
for debt-for-nature swaps is corrupting the nature of debt
swaps because, in the debt-for-nature modality, the creditors
do not make any effort to reduce debt, and they are receiving
what their claims are worth in the markets at the moment

of the swap. For erlassjahr.de, "Unlike some philanthropic
private creditors in the earlier phases of the global debt

Box 5: A resurgence of bilateral swaps

crisis, today's investors are not prepared to waive their
claims beyond what they have already lost due to the falling
market price".” For erlassjahr.de, the motivation of private
creditors in these operations is purely financial, as the nature
conservation element is minimal. Such operations should
therefore be qualified just as debt buy-backs rather than
debt-swaps.

2023 has seen a resurgence of bilateral debt swaps. In
January, Cabo Verde signed a debt swap deal to convert

up to €140 miliion owed by the African country to Portugal.
The deal is lhe result of a pilot programme that IIED,
together wath Bankers without Boundaries, UNECA,
Internatioral Union for the Conservation of Nature (IUCN),
Global Green Growth Institute {GGGI), ADAD (a Cabo Verde
NGO) and Potomac Group implemented in Cabo Verde and
Senegal to promote debt swaps. One of the key novelties in
this debt swap programme is the use of climate and nature
Key Performance Indicators (KPIs) identified by the debtor
government, based on existing national commitments and
strategies and local stakeholders’ priorities, and negotiated
with the creditor country. In a first phase, Cabo Verde will
pay - into an environmental and climate fund created for
the occasion - €12 rmillion of debt payments to Portugal
schieduled until 2025. The total debt payments scheduled
between Cabo Verde and Portugal, according to the World
Bank Internaticnal Debt Statistics, between 2023 and 2025
1s £61 million, of which €33 million 1s concessional debt
The debt swap deal will initially cover 19 per cent of the
total debt payments from Cabo Verde to the Portuguese
gevernment in the next three years. Depending on the
performance in relation to the agreed KPls, more debt
relief can come after 2025, up to the full amount owed.
The annual climate financing needs for Cabo Verde are
estimated to be US$200 million per year and total public
external debt i1s US$1.98 billion.”

In September 2023, a new bilateral debt swap deal

was announced between Peru and the US, in this case
with the participation of four international conservation
NGOs: Conservation International (Cl), The Nature [~
Conservancy (TNC), Wildlife Conservation Society (WCS),
and World Wildlife Fund (WWF). The deal follows the
traditional bilateral debt swap agreement under the

US Tropical Forest and Coral Reef Conservation Act
(TFCCA) and will redirect over US$20 million of Peru's
debt to the US government to a conservation fund that
will provide grants to local NGOs for projects protecting
the Amazon tropical forests. This operation covers-all of
Peru's public debt te the US government, 2.33 per cent of
Peru's debt to bilateral creditors and 0.05 per cent of all
external public debt™

Finally, in October 2023 Egypt became the first country

to sign a memorandum of understanding for a bilateral
debt swap agreement with China. The details of the debt2
swap are not officially public, but according to media
reports, the deal will focus on heaith and transportation
sectors, and it will involve the participation of Chinese
corporations.”” Earlier this year Egypt also signed an
agreement with Germany for a bilateral debt swap of €54
million to be invested in energy transition.” The possibility
that Chinese lenders invest in debt swaps has been
addressed by several analysts, given the importance of
China as a bilateral but also commercial lender.

T
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3 Questlons concerns and challenges around debt swaps

In the context of increasing debt vulnerabilities and shrinking
fiscal space, debt swaps are presented as an opportunity to
deal with the two problems at once. Many analysts agree that
swaps are not an adequate tool for substantially reducing
debt levels (see Section 3.1}, but nonetheless addressing debt
vulnerabilities is one of the arguments used by many of the
institutions promoting debt swaps.

Even if we see debt swaps as a tool to release resources to
invest in development or climate action, rather than focusing
on resolving debt problems, both past and recent experiences
teach us that we need to be cautious about the effectiveness
of the tool and wary about some wrongdoings in their
implementation. The following section explores some of these
concerns and challenges in the conceptualisation, definition
and implementation of debt swaps.

3.1 gAr' debt swaps fit to deal

nsustamable debts?

As mentioned above, there is broad agreement amang
analysts that debt swaps are not an effective instrument for
significantly reducing debt levels. The history of debt swaps
shows that the overall impact on debt levels has been rather
limited, mainly due to the reduced scale of the operations
and of the actual debt cancellation involved. Writing for the
Institute of Development Policy and Management, Essers,
Cassimon and Prowse argue that "traditionally, debt swaps
have been piecemeal operations with a negligible effect

on overall debt burdens (involving millions rather than
billions of US dollars)"?* As mentioned above, there is not a
comprehensive study or calculation of how much debt has
been treared through debt swaps or how much has been
invested through these instruments.

Table 7 shows some of the partial calculations made by
different authors, including Eurodad's calculation of recent
debt-for-nature swaps. Adding all these together (although

it is 2 rough estimate, as we do not know if some of the
calculations overlap with the others), we could get to a total
of US$8.4 billion of debt treated through swaps between 1987
and 2023. Over these three decades, low- and middle-income
countries paid more than US$7.6 trillion in debt service.®® That
is, deht swaps over the past 36 years treated around 0.11

per cent of total debt payments by low- and middle-income
countries during the same period. As mentioned, HIPC and
MDRI debt relief delivered on almost US$120 billien, over 14
times more than through debt swaps.®

Table 7: Selected calculations on amounts treated and
invested through debt swaps

Funds invested

Debt treated In projects

N SwWaps through swaps
Debt-for-nature swaps from  US$170 million US$150 million
1987 to 2008 (48 operations
in 15 countries)®
UNICEF debt swaps US$1%9 million USS52 million
programme between 1989
and 1990 (21 operatlansl"
Bilateral debt swaps USssé. |3 billion US$3.32 billion

between 1988 to 2008 {128
operations in 38 cou ntnes}"‘

US%$1.93 billlan

Debt-for-nature swaps
2015-2023 {5 operations in
5 countries)

US$811 6 million

Source: Euredad based on Sheikh,® Ruiz® Filmus and Serrani,; and other sources.

For a debt swap to have a meaningful impact on debt levels,
it should include a significant propertion of the country’s
debt in the swap, but also entail a significant discount. That
is, there has to be an ambitious amount of outright and
unconditional debt cancellation included. For researchers
Cassimon, Renard and Verbeke, the first wave of debt swaps
resulted in nothing more than “an attempt to ‘rearrange the
deck chairs on a sinking Titanic™.®®

On top of the limited impact, as several international
institutions acknowledge, debt swaps "are not a means

to restore debt sustainability in countries with solvency
challenges™® They cannot be a substitute or a way to

avoid a comprehensive debt restructuring, including debt
cancellation. In this direction, the G77 states that, while
acknowledging debt swaps for SDGs can unlock additional .0
financial resources to address the financing gap. it also
recognises that “debt swaps cannot replace broader debt
treatments in unsustainable debt situations"?®
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2 debt swaps an opportunity to provide

pment and climate finance?

As inadequate tools to address debt problems, debt

swaps should be seen as mechanisms to free up funds for
governments with fiscal space constraints, in order to invest
in development, climate action or nature conservation.
Different authors consider that debt swaps should be
considered in the case of countries with high but sustainable
debts, that lack fiscal space and have limited access to
grants or concessional finance’' Faced with the many
pressing financing needs of countries in the global south,
and the limited opportunities to access non-debt creating
development and climate finance, the prospect of liberating
resources from debt payments for investing in SDGs,
energy transition, adaptation or conservation projects is an
opportunity that most governments will consider beneficial.

That does not mean that debt swaps will be able to
substantially contribute to the SDGs, climate and conservation
financing needs. The increasing focus on debt swaps can

give the (wrong) impression that the financing gap is being
addressed through this ‘innovative’ mechanism. This detracts
attention and efforts away from the need to fulfil the existing
ODA and climate finance commitments, and to step up both
unconditional grants and highly concessional finance to all
countries in the global south.

According to IMF research, climate conditional grants (grants
addressed to climate projecls or goals) are more efficient
than debt-for-climate swaps, given the length, complexity
and high transaction costs that these operations entail and
the fact that grants are normally more targeted and lead to a
higher net fiscal transfer. For the IMF researchers, the most
cost-efficient from the perspective of a creditor or donor
would be to combine "a climate-conditional grant which
exacltly pays for the climate investment with some additional,
unconditional debt relief".”

M

Box é: What is in it for the creditor?
One guestion that we should be able to answer is

why creditors are interested in debt swaps. On the
one hand, for bilateral creditors, and according to
Lazard's report for the European Commissicn, debt
swaps can support the development finance strategies
of donor countries, as well as fostering diplomatic
relations between donor and recipient countries. Some
donor countries will be interested in the possibility of
increasing their ODA or climate finance,” others will
use the debt swaps to influence the recipient country’s
development or climate policies. This can give the
donor a sense of having control over the use of the (©
freed-up resources, particularly if it is compared with
unconditional debt cancellation. This is control that
can be secured by introducing some type of clawback
mechanism or performance targets, on top of the

use of funds oversight* Creditors may alse think

that debt swaps can be more popular domestically
than unconditional debt relief, which might have a
connotation of rewarding failure.

The other side of the coin is that the priorities set by
creditors might not be aligned with the development

or climate agenda of the debtor country, undermining
the debtor country’s ownership over the projects or
programmes funded by the swap and jeopardising the
quality of those projects. Authors Cassimon, Bernard yAY
and Verbeke write that the excessive earmarking and
donor micro-management should be abandoned in
favour of country priority setting and implementation in
order for debt swaps to "hold at least some promise of
translating into an efficient and effective instrument of
development”*®

For private creditors, the incentives are definitely
different. For those looking to green their portfolios,
swapping their claims through new ESG bonds
issuance {even if these include a discount) that might
improve their ESG rating can be reason enough,
However, in the case of swapping highly distressed =
debt, the risk assessment of facing a higher haircut
in the event of a debt restructuring is surely of bigger
importance. In the case of the involvement of other
private sector intermediaries, the interest is probably
in the business cpportunity that debt swaps pose, given
the high fees involved.
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Fallabout scaling up debt'swaps?

If debt swaps are unlikely to cancel enough debt to contribute
meaningfully to the debt crisis and so far have not been
successful in significantly increasing fiscal space, is it all
about making debt swaps bigger? The case for scaling up
debt swaps is a constant in the literature and analyses, but
we need to consider what is the potential for such scaling up.

For Lazard, analysing the suitability of bilateral debt swaps
for European Union institutions and governments, even in its
most efficient form — i.e. a full conversion of all ODA claims
held by Paris Club members into local currency - bilateral
"debt swaps do not have the potential to significantly help
bridge the SDG financing gap overall”.? Only 2 per cent

of financing needs for low-income countries and low- and
middle-income countries between 2019 and 2030 would

be met. In the case of low-income countries, maost debt is
bilateral — mostly owed to China and other non-Paris Club
lenders without the tradition of debt swaps — and multilateral.
It is worth remembering that multilateral creditors refuse to
participaie in debt relief, including debt swaps. In the case of
middle-income countries, most debt is owed to bondholders.
As we have seen, the potential of scaling up debt swaps
with bondholders will depend on the bonds being traded at
discount for a long period of time.

Box 7: The additionality factor

3.4 Details matter: disbursement schedl;l_e
and local vs foreign currency '

The way the funds are disbursed by the debtor country
(both in terms of the calendar and currency) is key to
determining the impact debt swaps have in freeing up
fiscal space. These include the disbursements schedule
and the currency in which the debtor agrees to mobilise
the freed-up resources.

In relation to the calendar, the arrangement should make
sure that there is not an additional budgetary pressure for
the debtor government having to advance disbursements
upfront when the original debt payments were more
spread out.'®? For instance, in a debt-for-education swap
between Spain and El Salvador, where no discount rate
was granted — the government had to disburse all the

debt treated - and payments had to be made upfront. This
meant that the fiscal space in the country actually shrunk.
It is therefore key to make sure that the calendar for the
debtor to disburse the freed-up resources is sustainable
and realistic, not adding additional fiscal pressure. In

cases of unsustainable debts and liquidity problems, if the
debtor government was struggling to make the debt service
payments in the first place, "itis unlikely that théy will have
the resources to invest in areas agreed in the debt swap".'%

in order tc make a real impact, debt swaps should

be additional to existing ODA and climate finance
cemmitments, which are systematically unmet by
countries in the global north. In the case of bilateral debt
swaps, the debt relief in a debt swap can be counted as
0ODA according to the OECD Development Assistance
Committee (DAC) rules. For Eurodad, however, debt relief
should not be counted as ODA, as it not only inflates the aid
figures, but it alsc opens the door ta double counting and
is a threat to additionality.’” Other C50s, including those
that are part of the Climate Action Network International
(CAN-Ij, also argue that it is "problematic to propose

that the resources mohilised through debt swaps car. be
couinted towards official climate finance or ODA"®

Additionality means that the debt aiscount should not
reduce the level of other funds, for development or
climate, that the creditor sheuld be providing From thel,D
debtor side, additionality means that the development,
climate or conservation action that will be undertaken,
thanks to the swap, would not have been implemented in
the absence of the operation.” Such additionality is very
difficult to assess given the lack of predictability of both
elements, and the difficulty to set the "counterfactual

of what would have happened if the debt swap had not
taken place".®™ For Cassimon, Renard and Verbeke,

“the combination of donors targeting overall ODA levels
and debt swaps being ODA eligible is a recipe for non-
additional debt relief"'®

=
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In traditional bilateral debt swaps, one of the key elements
that usually benefits the debtor country is that, while in many
cases the debt payments are in foreign currency, the deal
establishes that the investments committed by the debtor
will be disbursed in the local currency. This diminishes the
pressure on the foreign reserves of the country, and usually
brings in savings for the debtor country.

However, in the case of a currency devaluation, that can
play against the debtor country. In a debt swap between
Senegal and Argentina, with the participation of UNICEF,
the agreement was for Senegal to pay a reduced amount
of the original debt to UNICEF for projects in the country,
in local currency. However, "one month after the debt
swap agreement was signed, the local currency devalued
by 50 per cent, doubling the Government obligation®, '
Currency devaluation or exchange rate instability, in some
cases coupled with inflation, can jeopardise the real

value of the benefits of the debt swap and undermine its
implementation.'™ All of these elements. together with the

issues of additionality and transaction costs (see Section 3.6),

are key when assessing whether a debt swap will actually
crezate additional fiscal space.

Box 8: A fair burden sharing for all creditors?

One of the elements that sorme analysts raise in
reiation to the adequacy of debt swaps is that they

are not compliant with the principle of comparabiiity
of treatment The experience with debt swaps shows
that there 1s always only one creditor (or multiple
bondholders! involved This means that the effort this
creditor is willing to make to provide a debt write-off I1s
net going to be matched by other creditors. In the end,
this means that “some of the debl relief generated by
debt swaps will end up subsidising non-participating
creditors” ™ Debt swaps involving different creditor
ciasses (bilateral, private and multilaterai) or different
creditors within a group (i.e. two bilateral creditors)
have been mentioned as a possibility in thecreticat
propusais, but have never been implemented. For
Lazard, in their report with recommendations for the
EU, European institutions "should be careful in granting
any sort of debt relief that would not be matched by
other creditors, especially non-Paris Club anes"?’ So,
why should European creditors be making an effort if
Crina is not willing to?

3.5 Are debt swaps another open door

to donor conditionality?

In general, debt swaps can be defined as conditional debt
relief, By their nature, they inherently bear conditionality, as
the debt swap will not happen if the debtor country does not
agree to invest the freed-up resources in the area or pr'uject
to be approved by the creditor. Lenders therefore have "much
more control over where freed-up resources are allocated
than if the debt was just cancelled outright™'®® While this is

an issue that is barely raised by institutional analyses on
debt swaps, it is usually a concern for CS0s and independent
researchers. The main concern is that the lender will use this
door to impose their own interest and priorities over those of
the borrowing country. The urgent need for funds and fiscal
space would make it difficult for a debtor country to reject a
debt swap proposal based on having different priorities. The[,o
present focus on debt-for-climate and debt-for-nature swaps,
displacing the appetite of debt-for-other SDGs, can illustrate

- this dilemma. Ultimately, the debt swap can be perceived as

leading to a “loss of sovereignty in the allocation of fiscal and
natural resources by the debtor country".'® '

Beyond the issue of priorities, debt swaps can also give the
creditor a lot more power over how the resources will be
allocated and how the projects will be implemented. In past
bilateral experiences, lender countries have used debt swaps
to impose, for example, a contractor from the donor country
{following the practices of tied aid). For instance, in Spain,

out of 20 debt swaps implemented between 2001 and 2015,
five of them include in the contract that the projects will be
implemented "with the participation of Spanish companies or
development organisations”. In the other 15 cases, the contract 20
reads that it will be implemented by either Spanish or local
entities (from the debtor country), leaving the door open to

the participation of Spanish corporations."? Other bilateral
creditors, including Italy and the US, have also occasionally tied
their debt swaps to the participation of national entities."

s
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In the case of recent debt-for-nature swaps, the prominent
role of international conservation foundations or foreign
corporations in setting up the deal also raises concerns about
ownership by the debtor country and breach of sovereignty.
In the case of Ecuador, for instance, the resources devoted to
marine conservation will be managed by the Galapagos Life
Fund (GLF), a foreign not-for-profit endowment fund where
six of the 11 seats of the board are for private actors. This
includes two from Pew Bertarelli Ocean Legacy and Oceans
Finance Company (Climate Fund Managers subsidiary) and
representatives from local tourism and fishing industry

and researchers. Only five seats are to be allocated to the
Ecuadorian government. For local, regional and international
CS0s analysing the deal, this "undermines sovereign rights
for independent definition of conservation policies and the
management of its natural resources”.'?

Deil wwaps have not
proved to be effective in
reducing debt levels in a
substantive way and they
cannot be considered a
viable alternative to debt
restructuring or outright
debt cancellation

Box 9. Debt swaps and carbon credits

Some authors highlight the possibility of coupling

debt swaps with carbon markets. Fer instance, for

the authors of the IMF working paper on debt swaps
write that "public or private creditors undertaking debt
swaps could be given credits to offset their carbon
footprint”. While they acknowledge that this actually
allows for higher emissions in the creditors’ country
(mainly the global north), they argue that it would also
facilitate the funding of projects focusing on effective
emissions reductions.'? Cassimon, Essers and Prowse
also highlight how debt swaps can "package up and
sell carbon offset creditors”. This is not a hypothetical{ <
proposal, as they take the example of a debt-for-wind-
power swap between Spain and Uruguay in 2005-2007.
The deal earned Spain certified emission reduction
credits through the now defunct Clean Development
Mechanism (CDM)."" For the IMF researchers, such

a mechanism, which could be facilitated with a new
facility like the CDM and could help lower the cost of
new ESG debl in cases of debt-buy-back, "would need
to be designed to avoid risks of greenwashing and align
climate actions underpinning debt swaps with global
mitigation efforts”. For them, this means focusing on
projects that would not have happened without the lb
debt swap, so any mitigation gains are additional."
However, that additionality will be difficult to assess.

The promotion of coupling debt swaps with carbon
credit transfer is an opportunity for creditors to claim
as their own climate mitigation efforts that are actually
made by the debtor. It i1s not just difficult to avoid the
greenwashing but also an open door for the bigger
emitters to avoid their mitigation responsibilities.

“This perception could be all the more prevalent as

the production and consumption patterns of advanced
countries, which have historically been responsible

for most of the world’s environmental degradation,

are not changing”, according to a briefing published

by Banque de France."'s The briefing also highlights
the risks of double counting climate change mitigation
efforts between countries {that could be reported both
by the creditor and the debtor)."”” Such a scheme would
neither be aligned with the principles of Common But
Differentiated Responsibilities (CBDR), as the mitigation
effort 1s made by those who are least responsible for
the climate crisis.
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@:_&- low, complex and costly
Debt swaps are complex instruments, time-consuming and
burdensome at negotiating the terms of the swap, but also at
setting up the operaticnal structures for implementation and
oversighl. Those structures differ in the cases of bilateral,
third party involvement or private sector intermediated
swaps. Bilateral debt swaps usually involve the set up of

one or more binational committees, tasked with monitoring
the implementation throughout the life of the debt swap
agreement. The composition of these binational committees
varies, and can incorporate civil society from both the
creditor and the debtor country (see Section 3.7). In the case
of thir d-party involvement swaps, one of the arguments their
promoters use is that these structures are already in place,
so the time and costs for setting them up are saved. However,
the negotiations can still be lengthy. In the case of the private
intermediated swaps through debt buy-back, the structures
are much more complex and it can take up to several years fo
negotiate. In the case of Seychelles, for instance, it took up to
five years to close the deal.

The complexity of the process, the number of agents invalved,
the lengthiness of the negotiation and implementation,

and the multiplication of transaction and management

costs inhierent to the fragmentation of projects being dealt
with separately,""? lead to debt swaps tending to have high
transaction costs, particularly in relation to the amounts
involved. For Caliari, "scaling-up operations through multi-
creditor funds can minimise transaction and negotiation costs
and create efficiencies™."?

However, in the case of the recent debt-for-nature swaps,
where the amounts dealt with have been scaled up, transaction
costs remain high given the complexity of the operations. In the
recent debt-for-nature swaps managed by TNC in Barbados.
Betize, Gabon or the Seychelles, and the one managed by a
consortium of private investment firms in Ecuador, the high
transaction costs and the lack of transparency around them
has been a key issue for civil society. In the case of Ecuadeor, for
instance, transaction costs will be covered by the 1.33 per cent
interest rate difference between the blue bond and the blue
loan to Ecuador® In the Belize case, while only US$84 million
of the US$553 million deal went to actual marine conservation,
up to US$86 million was allocated to intermediaries and
service providers such as re-insurers, advisers and credit
providers, with an additional US$10 million provided by Belize
to help caver the closing cost for the transaction.'”' Moreover,
the part of the transaction costs to pay the fees of the banks
involved are in fact free money, because the insurances
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In order to lower transaction costs, some institutions and
analysts are proposing a standardisation of the mechanism,
a sort of template that would "make the instrument less
bespoke and less cumbersome”'?? and therefore less costly.

3.7 Transparency, accountability'and

civil society participation

The opacity has been a constant in recent cases of debt-
for-nature swaps. The secretive negotiations prior to the
debt buy-back operation are justified to avoid a revaluation
of the distressed debt being swapped. However, even once
the operation is sealed, the guality and comprehensiveness {
of the informaticn available is not sufficient and can lead

to misunderstandings around the operations involved in

the complex debt swaps. We need to take into account that
these are mechanisms dealing with sovereign debt, so public
resources, as well as transparency and accountability, should
be a given. In the case of Ecuador, only after local civil society
reguested information through a constitutional act of access
to public information, the government released the details of
the debt swap for conservation in Galapagos.

On some occasions, bilateral debt swaps have incorporated
the participation of citizens, civil society or other local

entities of both the lender and borrowing country. According ’,),O
to Lazard. this "has had significantly positive impact on

the implementation of the instrument”'?* For instance,

the evaluation of a debt swap between Peru and Germany
between 2003 and 2015 concludes that the operation’ impacted
positively on the promotion of citizens' participation at a local
level. There was better organisation of citizens' oversight

and better participation of civil society in political processes,
an increase in women's participation and a strengthening of
dialogue hetween citizens and local authorities.?
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However, not all the experiences are so positive. First of

all. civil society participation has been quite reduced. Of

the 128 debt swaps reviewed by Serrani and Filmus, there
was some form of citizen representation in the binational
committees in just 29 cases; and in 77 cases, civil society
was represanled in lechnical commitlees.'” Another element
is the quality of that participation. The evaluation of the
French C2D programme shows how, despite the promises
by the government to involve civil society, there was formal
participation in only five of the 18 eligible countries. In just
four of them, participation went beyond the formalities
(Democratic Republic of Congo, Cameroon, Céte d'lvoire and
the Republic of Congo). The experience in these four cases
is not completely satisfactory, and the report concludes

that civil society could not influence the orientation or
implementation methods of the C2D programme. In the case
of Spain, an evaluation of debt swaps found that C50s were
only invalved in technical committees, but not in the Oversight
Binational Committee. This excluded them from decisions
on the design and regulation of the debt swap. Moreover,

the creditor country, Spain, only guaranteed participation by
Spanish civil society, while participation of local civil society
was contingent on the decision of the debtor country.'?

The lack of systematic monitoring, accountability and
evaluation of the impacts of debt swaps is also an area of
concern. While bilateral debt swaps often undertake periodic
reviews of the financial aspects of the debt swap,"*’ a more
comprehuensive monitoring, systematic accountability
mechanism and ex post evaluation should be the starting point.

Deblt swaps cannot
become an excuse for
creditor countries to
avoid their commitments
to c'eliver ODA and
climate finance

Box 10: Indigenous peoples and
local communities at the centre

Beyond the tick-box exercise of civil society participation
that many debl swap cases have implemented,
historically there has been a staggering exctusion

of indigenous peoples and local communities in the
definition and implementation of debt swaps, particularly
when it comes to debt-for-nature swaps. Ou tcomes from
the early debt-for-nature debt swaps in the 1980s and
1990s included “restricting access to traditionally owned %
natural resources and land uses and the dispossession
of indigenous peoples from their lands”

The exclusion of indigenous pecples from using their
lands or coastal resources was illustrated by the very
first debt-for-nature swap in Bolivia, which prevented
the Tsimané indians from securing formal tenure for
their land and “restricted their traditional practice

of foraging for food and fuel”.””® Unfortunately, the
experience in Bolivia was not an exception, and other
cases of communities experiencing exclusion, denial of
access to traditional lands and resources, displacement,
knowledge extraction and biopiracy and human rights
violations have occurred linked to debt swaps.

Debt-for-nature swaps focusing on ocean conservation
can also come with problematic practices for coastal
and small-scale fishing communities, "including

the privatisation of fishing rights, advancing blue
carbon trading, expanding high end eco-tourism and
commercia! fish farming”'* Unfortunately, the lack

of transparency and details available regarding how
local communities, indigenous peoples and small-scale
fishing communities are being involved, or not involved,
in the recent cases of debt-for-nature swaps, does not ‘1‘0
leave much room for optimism.
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a risk of greenwashing and legitimising illegitimate debts

The risk of greenwashing in relation to debt-for-nature and
debt-for-climate swaps is not just a possibility, it is a reality
that even financial market institutions have highlighted.
The concerns raised by ICMA or Barclays about wrongly
labelling the new bonds in debt-for-nature swap schemes
as "blue bonds", when most of the proceedings were not
being used for ocean conservation but to buy debt back, are
the tip of the iceberg. The multiple challenges raised in this
section around the use of conditionalities, the sovereignty
breach and the risk of tied aid, the high transaction costs
and hidden profits for the many agents involved, the lack of
transparency, participation, accountability and engagement
of indigenous peoples and local communities, as well

as the lack of really significant impacts in debt levels or
development and climate finance, are being widely ignored in
the PR campaigns around the promotion of debt-for-nature
and debt-ior-climate swaps. The bigger greenwashing risk
is that creditors and the international community, including
international conservation NGOs, appear to be delivering
on their climate finance and environmental conservation
commitments, while the actual results are still to be seen
and concerns remain unaddressed.
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In addition, social movements and CS0s have frequently
highlighted the risk of swapping and therefore legitimising
and erasing responsibilities on illegitimate debt. The term
“illegitimate debt” generally refers to debt with features

that are irregular, inappropriate, irresponsible, dubious or
fraudulent — those that go against widely accepted legal,
political, financial, economic, environmental and particularly
ethical standards and principles. For Filipino activist Lidy
Napcil, “when defining illegitimacy, the first thing we need

to take into account is that there is more than just legality at
stake"*® A key demand of many debt justice organisations has
been the unconditional cancellation of illegitimate debts that
should not have been acquired in the first place. In the sense °
that debt swaps are conditional debt relief instruments, they
should not be used in the case of illegitimate debts.”®

For other CS0Os, however, debt swaps could be considered as
a mechanism for reparation in the case of illegitimate debts.
In 2007, erlassjahr.de submitted a proposal to the Indonesian
and the German government to convert the proceeds from

a 1992 loan to sell ships to the Suharto dictatorshipiinto a

compensation fund for the victims of the atrocities committed

by the army. Interestingly the German development
minister at the time was prepared to consider it, but the
democratically elected government of Indonesia was not.
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4. Conclusions: to swap or not to swap?

Debt swaps have not proved to be effective in reducing debt
levels in a substantive way and they cannot be considered

a viable alternative to debt restructuring or outright debt
cancellation, especially in the case of unsustainable debt.
With their high transactian costs, complex governance
structures and the use of conditionality, debt swaps are a
less efficient form of fiscal suppert for countries in the global
south than unconditional grants or even highly concessional
finance. However, for countries without access to grants or
concessional finance, debt swaps can play a role in mobilising
extra resources for SDGs or climate projects. Well-designed
debt swaps providing funds for local projects that respect
the priorities of communities and meaningfully include
community participation from the early stages of operation
can have a positive impact. However, experience shows that
their impact on the fiscal outlook and debt situation will not
be particularly relevant.

When evaluating the efficiency and adequacy of debt swaps, a
key distinction has to be made between the traditional bilateral
or third-party involvement debt swaps, and the recent debt-for-
nature swaps via debt-buy-back operations. The latter, involving
new bond issuances to refinance existing distressed debt, are
perpetuating the debt dependency and the dependency on
financial markets, which is in turn enhancing the financialisation
of development and climate finance. These can even be seen as
a bail-out and subsidising of private creditors, as the operation
ensures the resources for the debt-buy-back thanks to public
guaranlees (credit enhancement) on distressed debt that,
otherwise, could have been the object of a more comprehensive
debt restructuring, including debt write-offs,

Moreover, in all types of debt swaps, concerns around the
democratic quality and fairness of debt swaps remain
unanswered. The challenges and risks highlighted in

this briefing should be considered before defining and
implementing debt swaps, including: disbursement
modalities and prioritisation of local currency; ownership
by the borrowing country and respecting the aid efficiency
principles (discarding any type of tied aid or coupling with
carbon credits); reducing transaction costs and ensuring
additionality; transparency, accountability and systematic
evaluation; civil society participation, particularly respecting
the voices and rights of local communities and indigenous
peoples; and considering the origins of the debt and the call
for unconditional debt cancellation of illegitimate debts. As
exposed in this report, it is not just an issue of scaling up,
but the devil is in the details. In order to work for economic,
climate, gender and social justice, quality and the governance
failures in debt swaps should be actively tackled before

Debt swaps cannot become an excuse for creditor countries
to avoid their commitments to deliver ODA and climate
finance, nor should they be used to inflate ODA or official
climate finance figures. The 0.7 per cent of GDP for ODA is

a longstanding commitment that has been systematically
undermined. As Eurodad has recently shown, “reported 0DA
to GNI is stuck at an average of 0.34 percent - not yet halfway
to the longstanding UN target of 0.7 per cent”'*? Moreover,
countries in the global north are also failing to deliver on
climate finance commitments, while offering more than 70
per cent of the climate finance flows in the form of more debt. lo

Debt swaps will not cover up the shame of the lack of political
will and commitment amongst countries in the global north to
support the global south. Countries in the global north should
recognise their historical responsibilities in perpetuating
neo-colonial economic governance and dynamics that keep
countries in the global south tied to debt dependency. They
should also fully comply with the principles of Common

But Differentiated Responsibilities (CBOR) decided within

the UNFCCC agreements, as those most responsible for

the climate crisis, and pay back the ecological and climate
debt that they owe to the global south. As the debt justice
movement claims, "like the debt crisis, the climate crisis

is rooted in the plunder of the resources of the South, for )
which we demand reparations and restitution for the massive
climate debt owed by the North" ¥

Finally, progress on debt swaps should not be an excuse
to detract attention from the urgent need to mave
forward the fundamental reform of the international debt
architecture. Establishing a timely, transparent, rules-
based and comprehensive sovereign debt resolution
mechanism, together with ather reforms of the international
financial architecture — including the regulation of Credit
Rating Agencies — would offer countries the possibility

of undertaking fair and unconditional pre-emptive debt
restructurings. The attention that debt swaps are gaining
in international development finance arenas should not
become a distraction from the structural reforms that the
international financial architecture so desperately needs.
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CHAIRPERSON’S FOREWORD 329
The 2024 Medium-Term Debt Management Strategy (MTDS) was formally presented

to the National Assembly on February 15t 2024, in accordance with Section 33(1). of

the Public Finance Management Act, 2012, and Standing Order 232A of the National
Assembly Standing Orders.

Pursuant to Standing Order 232A(3), the 2024 MTDS was referred to the Public Debt
and Privatization Committee for thorough examination and subsequent
recommendations for approval by the House. I am pleased to inform this esteemed
House that the Committee has diligently carried out its responsibilities. Therefore; it
is my esteemed privilege to present the Committee's report on the 2024 Mediun-Term
Debt Management Strategy to this House. (O

The Medium-Term Debt Management Strategy delineates the strategies and initiatives
to be implemented by the National Treasury in financing the fiscal deficits projected
for FY 2024/25 and the medium-term, as outlined in the 2024 Budget Policy
Statement. For the FY 202425, the fiscal deficit is projected at Kshs. 703.9 billion (3.9
percent of the Gross Domestic Product, arising from estimated expenditures of Kshs.
4.19 trillion and projected revenues worth Kshs. 3.44 trillion.

In this context, the' 2024 MTDS has evaluated four alternative funding strategies and
their impact on the inherent costs and risks associated with the current public debt
portfolio. It, therefore, recommends a borrowing strategy to finance the fiscal deficit

for the FY 2024/25, comprising of: a4) Gross Borrowing Ratio of 63 to 37 for external
borrowing to domestic borrowing, respectively; and b) Net Borrowing Ratio of 45 tozi)
55 for net domestic borrowing to net external borrowing, respectively. .

The proposed strategy aims to maximize concessional borrowing for external
financing while minimizing commercial borrowing, thereby mitigating the cost of
debt. On the domestic front, the strategy aims to reduce refinancing risk by increasing

the issuance of medium-to-long-term bonds. -

The 2024 MTDS was published when the public debt stock stood at a historical high

of Kshs. 11.25 trillion or 69.7 percent of GDP in nominal terms. The current debt
stock is characterized by elevated costs and risk factors, evident through rising
Weighted Average Interest Rates, heightened refinancing pressure, and exposure to 40
real exchange rate risks. Consequently, this indicates an overall hardening of
borrowing terms that amplifies the cost of sustaining fiscal deficits compared to
previous fiscal years.

Given these circumstances, conventional debt management policies may prove
inadequate in addressing the challenges faced by the country such as the
accumulation of undisbursed loans that necessitate annual payment of commitment
fees, possible inefficiency in utilizing borrowed resources, and dwindling inadequate
revenues. Furthermore, there is a growing level of contingent liabilities, such as non-
performing loans owed by State-Owned Enterprises that need to be addressed.
Therefore, heightened vigilance in debt management and adherence to fiscal O
consolidation measures is imperative.
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Examination of the 2024 Medium-Term Debt Management Strategy (MTDS)

In reviewing the 2024 MTDS, the Committee held productive deliberations with key
stakeholders and received their submissions. These include the Controller of Budget
(OCOB), the Auditor General (OAG), and the Governor, Central Bank of Kenya (CBK).
The committee also held discussions with the Cabinet Secretary, National Treasury
and Economic Planning before the report was finalized.

Further, in line with Article 201(a) of the Constitution, the National Assembly
undertook public participation on the 2024 MTDS. This was done through a request
for memoranda, which was submitted to the Committee for consideration. The also
held meetings with the Institute of Public Finance (IPF) and the International Budget

330

Partnership (IBP). Recommendations arising from these deliberations have beenfD

incorporated into this report.

Once approved, the 2024 MTDS is expected to inform the country’s borrowing
strategy in the coming financial year and over the medium term. '

Key Recommendations

Arising from these consultative engagements, the Committee has made the following
recommendations:

a) Non-financial Recommendations

1) That, in the next Medium Term Expenditure Framework (MTEF) cycle, the
National Treasury should ensure consistency between the Medium-Term Debt
Management Strategy and the Budget Policy Statement regarding the optimal
borrowing strategy and the fiscal consolidation path;

2) That, the National Treasury should ensure that the fiscal deficit and subsequent
public borrowing projections are realistic by incorporating forecasts on any
potential in-year changes to interest rates, exchange rates, and contingency
spending;

3) That, to address the emerging escalation of domestic interest rates alongside
domestic interest payments, the National Treasury should submit a report
providing practical measures to reduce the domestic debt service burden to
sustainable levels to the National Assembly, within 60 days upon the adoption of
this
Report.

4) That, in line with the resolution of the National Assembly on the 2023 Medium
Term Debt Management Strategy, the National Treasury should publish guidelines
that will ensure that the Treasury Single Account is established and operational by
July 1st, 2024;

{ .
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5)

6)

7)

8)

9)

1)

2)

That, within 30 days and subject to Section 50 of the Public Finance Management
Act, 2012 (Amended in 2023), the National Treasury should submit a
comprehensive report to the National Assembly on the breach of the-debt anchor
of 55 percent (5) of Gross Domestic Product and the remedial measures

undertaken to ensure that the adherence of the debt threshold,

That, in order to promote fiscal sustainability, reducc debt distress and to slow debt
accumulation, any deviation from medium-term fiscal deficit path designed by
both the Budget Policy Statement and the Medium-Term Debt Management
Strategy, and any resultant readjustment to loan financing should be pre-approved

by the National Asscmbly;

That, the National Treasury ensures the customization of the MTDS for the next
MTEF cycle to Kenya’s specific debt challenges by providing specific measures to
deal with undisbursed loans and related commitment fees, measures to resolve
risks emanating from non-performing loans owed by state-owned cnterprisés, and
estimation of contingent liabilities; and

That, in order to help enhance public participation in public debt matters, the
National Treasury should publish simplified, citizen-friendly documents to
accompany the technical reports on public debt submitted to the National
Assembly.

33
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That, at least two months before the end of the financial year: 2

a. the National Treasury shall submit to the National Assembly the Annual
Borrowing Plan that addresses any deviations from the 2024 MTDS in
financing the FY 2024/25 Budget Estimates, attendant cost and risks of the
deviations and policy measures to address them; and

b. The National Treasury should submit a list of a schedule of all projects for
which borrowing is to be undertaken in the FY 2024/25.

b) Financial Recommendations )

That, the fiscal deficit target for the medium term is approved and sct at 3.9% of
GDP for FY 2024/25; 3.3% of GDPF for ¥Y 2025/26, and 3.3% of GDF for FY
2026/27, in line with the fiscal consolidation path; and

That, the country’s borrowing strategy is approved at 55 percent for net external
borrowing and 45 percent for net domestic borrowing as contained in the 2024
Medium Term Debt Management Strategy.
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1. PREFACE
I.1. Establishment and Mandate of the Committee

The powers of each House of Parliament to establish Committees and to make Standing
Orders for the orderly conduct of its proceedings arc provided under Article 124 of
the Constitution of Kenya (2010). For critical oversight over matters relating to public
debt and debt guarantees, public-private partnerships, and privatization of national
assets, Standing Order 207A establishes the Public Debt and Privatization Committee

with specific mandates:

i. Oversighting public debt and guarantees, pursuant to Article 214 of the
Constitution

ii. Examining matters related to debt guarantees by the National Government

iii. Oversighting Consolidated Fund Services, excluding audited accounts;

iv. Examining reports on the status of the cconomy with respect to public debt.
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v. Oversighting Public-Private Partnership programs by the National Government (O

in respect of the public debt; and
vi. Oversighting the privatization of national assets

This Committec is, therefore, mandated, among other functions, to examine the
Medium-Term Debt Management Strategy and propose recommiendations to the
House for adoption.

1.2. Membership of the Committee

The Public Debt and Privatization Committee comprises of the following Members of
Parliament: - :

CHAIRPERSON
Hon. Abdi Shurie, M.P.
Balambala Constituency
[ubilee Party
VICE~-CHAIRPERSON
Hon. (Dr.) Makali Mulu M.P
Kitui Central
Wiper Party
Hon. Junet, Mohamed S.N. CBS. M.P  Hon. Mohamed, Abdikadir Hussein, M.P
Suna East Constituency lLagdera Constituency
ODM Party ODM Party
Hon. Omboko Milemba M.P Hon. Sulcka, H. Harun. M.P
Emuhaya Constituency Nominated
ANC Party UDM Party
Hon. (Dr.) Irene Kasalu M.P Hon. Chege Njuguna M.P
Kitui County Kandara Constituency
Wiper Party UDA Party
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Hon. Kwenya, Thuku Zachary, M.P
Kinangop Constituency

Jubilee Party

Hon. Kipkoros, Joseph Makilap M.P
Baringo North Constituency
UDAP

Hon. Aden Daud, EBS, M.P
Wajir East Constituency

Jubilee Party

Hon. (Dr.) Daniel Manduku, M.P
Nyaribari Masaba Constituency
ODM Party

1.3. Committee Secretariat

Hon. Abdi Ali Abdi, M.F
Jjara Constituency
NAP-K

Hon. Letipila, Dominic Eli, M.P
Samburu North Constituency
UDA Party

Hon. Kirwa, Abraham Kipsang, M.P
Mosop Constituency

UDA Party

In the preparation of this report, the Committee was facilitated by the following staff:

Mr. Leonard Machira
Principal Clerk Assistant II & Head of Secretariat

Mr. Chacha Machagc
Fiscal Analyst I/ Clerk Assistant

Ms. Audrey Ogutu
Legal Counsel I

Ms. Fridah Ngari
Media Relations Officer III

Mr. George Mbaluka
Office Assistant

1.4. Parliamentary Budget Office

Mr. Job Mugalavai
Fiscal Analyst I/ Clerk Assistant

Mr. Eugene Luteshi
Audio Officer Il

Ms. Yasmin Hassan
Assistant Serjeant-at-Arms

The Committee also reccived technical support from the staff of the Parliamentary

Budget Office.

Dr. Martin Masinde
Director, Parliamentary Budget Office (FBO)

Mr. Robert Nyaga
Ag. Senior Deputy Director, Parliamentary Budget Office (PBO)

Ms. Julie Mwithiga
Fiscal Analyst I
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IL

REVIEW OF THE 2024 MEDIUM TERM DEBT MANAGEMENT STRATEGY

IL.1. Introduction

1)

2)

3)

4)

5)

6)

.=

The 2024 Medium-Term Debt Management Strategy (MTDS) was submitted to

Parliament subject to Section 33 of the Public Finance Management Act, 2012.
Overall, the 2024 MTDS sets out the medium-term strategy of the national
government with respect to the management of actual and potential liabilities
related to loans and guarantecs, and its plans for dealing with those liabilities.
Furthermore, the MTDS provides information on the stock of public debt as of the
date of the statement, the sources of loans made to the national government, and

the nature of guarantees given by the national government, among other

information.

The 2024 MTDS was tabled in the National Assembly on February 15t 2024 and
committed to the Public Debt and Privatization Committee subject to Standing
Order 232A of the National Assembly Standing Orders for consideration.
According to standing order 232A(4), the Committec was required to table its
report within 10 days. Nevertheless, a 10-day extension was granted by the
House on February 220d 2024, to give the Committec extended time to undertake
further engagement with stakeholders and to table a comprehensive report.

This report of the Committec on the MTDS contains a schedule showing the stock
of domestic and forcign public debt (including guarantecs), evaluates the
principal risks associated with existing loans, evaluates the sustainability of the
amount of debt, and makes recommendations on the overall debt stratcgy for the
next financial year and the appropriate limit for domestic and foreign
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borrowing. 20
11.2. Public Debt Stock, Guaranteed Debt and the PFM Debt Threshold

Public and Publicly Guaranteed Debt amounted to Kshs. 11.25 trillion, as of

January 2024, comprising of Kshs. 5.06 trillion in Domestic Debt and Kshs. 6.19
trillion in External Dcbt. This equates to 69.7 percent of the Gross Domestic
Product (GDP) in nominal terms and/or 67.2 percent of GDP in Present Value
(PV) terms. In the preparation of the 2024 MTDS, the public debt stock position
as of June 2023, provided the baseline. '

As of June 2023, the debt stock amounted to Kshs. 10.27 trillion, and comprised

of cxternal debt amounting to Kshs. 5.46 trillion and domestic debt worth Kshs.
4.83 billion. Between June 2022 and June 2023, the public debt stock increased

by 1.64 trillion owing to; a) the depreciation of the exchange rate between the _77@

Kenya Shilling and major currencies and, b) the fiscal deficit for FY 2022/23
worth Kshs. 837.4 billion.

The 2024 MTDS indicates that fiscal consolidation measurcs will strive to
achieve the adherence to the debt threshold as set under the PFM Act 2012. In
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November 2023, Kenya’s debt limit was amended from a numerical ceiling of
the Kshs. 10 trillion to a debt anchor threshold of 55% (+5), to be achieved by
2028. A review of the 2024 MTDS notes that the PV of the Debt-to-GDP ratio
rose from 63.9 percent in 2022, to 68.2 percent in 2023 and will decline to 67.2
percent in 2024. According to the National Treasury, the threshold will be met

to by November 2028.

7) The public debt stock also contains total outstanding Government-Guaranteed
Debt, which as of June 2023, amounted to Kshs. 170.2 billion and is broken
down as follows: Kenya Power & Lighting Company (Kshs. 9 billion); Kenya Ports
Authority (Kshs. 50.5 billion); Kenya Electricity Generating Company (Kshs. 22.4
pillion); and a called guarantee loan related to the Kenya Airways PLC worth ©

Kshs. 88.2 billion.

I1.3. Cost and Risk Characteristics

8) The structure of the public debt portfolio has evolved over time, along with the
associated costs and risks. As of the end of Junc 2023, external debt at 53 percent,
constituted the largest proportion of the total debt portfolio, against domestic
debt at 47%. This was largely influenced by valuation effects emanating from the
depreciation of the Kenya Shilling against currencies that denominate the debt
stock and subsequently increased debt servicing expenditure.

9) It is worth noting that the Mcdium-Term Debt Management Strategy did not
consider the costs and risks from contracted but undisbursed loans. According
to the Office of the Auditor General, a total of Kshs. 4.99 billion has been utilized
to meet commitment fees for undrawn loan amounts between FY 2020/21 and 20
FY 2022/23. The lack or partial disburscment of loans is an indicator of
inefficicncy in the utilization of loan resources, and the incurrence of
commitment fees is an avoidable incidence if the right proactive policies and
initiatives are provided. .

a) Interest rate risk.

10) As of June 2023, the Weighted Average Interest Rate (WAIR) of the total debt
portfolio stood at 7.7 percent. Over the past year, there has been a general rise
in interest rates for both external and domestic loans, rising from 3.8 percent to
4.0 percent and from 11.5 percent to 11.7 percent, respectively. This increase in
WAIR signifies a widespread tightening of borrowing conditions for domestic
and external loans, as evidenced when new domestic and cxicrnal loans are 3’0
acquired at higher interest rates. This trend is further corroborated by the
escalation of interest payments from Kshs. 121.1 billion (or 3% of GDP) in FY
2013/ 14, to Kshs. 892.8 billion (or 5.5 percent of GDP) in FY 2023/24.

11) In addition, the proportion of public debt subject to fixed intercst rates decreased
from 76.9 percent to 72.7 percent, whereas the proportion subject to variable
rates increased from 23.1 percent to 27.3 percent. This indicates a gradual shift

-
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an increase in public debt exposed to interest rates fluctuations, potentially
creating the level of uncertainty in determining the public debt interest

expenditure,

12) The debt re-fixing in 1 year as a percentage of total outstanding debt increased
from 23% in December 2022 to 26.7% in June 2023. This was driven by an
increase in external debt re-fixing in one year from 27% to 33% during the
period; this is as a result of the maturity of the USD 2 billion in 2024. Debt re-
fixing in one year for domestic debt, howcver, declined marginally from 18.7%
to 16.8 % owing to the use of long-tenor Treasury bonds. The increase in the
proportion of debt re-fixing in one year implies an increase in vulnerability from
the external debt stock.

b) Refinancing Risk.

13) The Average Time to Maturity (ATM) for both domestic and external debt (©
experienced a decrease between December 2022 and June 2023. Specifically,
domestic debt decreased from 7.8 years to 7.5 years, while external debt
decrecased from 9.8 years to 9.3 years. This resulted in an overall reduction in
the Average Time to Maturity of the total debt portfolio from 8.8 years to 8.5
years. A decline in the Average Time to Maturity indicates an increase in
refinancing risk for both domestic and external debt, consequently leading to an
increase in debt service expenditure.

14) The decline in the average time to maturity of domestic debt may follow investor
preference for short-term debt instruments compared to longer-term bonds,
which are required for lengthening the maturity profile of domestic debt. On the
other hand, the increase in refinancing risk for the external debt portfolio is
likely to be caused by maturing commercial debt in the medium term. 0

15) As such, the percentage of total debt maturing within one year increased to
12.7% in June 2023 from 11.7% in December 2022, This slight incrcase was
influenced by an increase in external debt maturing within one year from 5.1%
to 9.7%, which was partially offset by a dccline in domestic debt from 18.7% to
16.8%. 'This shift indicates progress in the objective of lengthening the maturity
profile of the domestic debt portfolio by substituting short-term instruments with
medium to long-term instruments, thereby reducing refinancing risk.

c) Exchange Rate Risk
16) Exchange rate risk refers to the Public Debt portfolio’s vulnerability to exchange
rate volatility. This mainly applies to forcign currency-denominated debt in
terms of: a) external debt stock share of total stock of debt, b) exchange rate
appreciation or depreciation and, ¢) currency ‘composition/denomination of g@
external debt stock. Changes in cxchange rate risk exposure have both upside
and downside risks to the public debt stock,
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17)

18)

19)

i1.4.

20)

21)

22)

By the cnd of June 2023, the external debt stock amounted to Kshs. 5.4 trillion
(53%). This was a Kshs. 1.2 trillion (27 percent) increase from Kshs. 4.2 billion
in June 2022, when it accounted for 50 percent of the entire debt stock, thus
indicating an increasc in cxchange rate risk exposure.

A review of the currency composition of external debt indicates that, as of June
2023, the United States Dollar accounted for the largest share (67.2%), followed
by the Euro (21.3%), Yen (3.9%), Great British Pound (2.3%), Yuan (5.10), and
others at 0.2%. Owing to its share, the depreciation of the USD/KSHS Exchange
rate will have a larger valuation cffect on both the external debt stock and
external debt servicing expenditure. As such, the diversification of the currency
composition of the external debt stock is recommended. fe)

On the depreciation of the exchange rate between June 2022 and June 2023, the
Kenyan shillings depreciated by 19.3% against the United States’ Dollar and
23.4% against the Euro. This in turn affected over 88.5 percent of the external
debt stock. According to the National Treasury, the materialization of this risk
resulted in an increase in public debt stock by over Kshs. 800 billion.

Public Debt Sustainability Analysis.

In terms of Debt Carrying Capacity (DCC), Kenya is classified as a medium
performer with a Composite Indicator of 2.98 (a decline from 3.12 in 2020).
The Composite Indicator (CI) is assessed using: the World Bank Country Policy
and Institutional Assessment;, real GDFP growth; remittances; international
reserves; and global growth. This indicates the need for new policiés targeting
debt management, improving the quality of institutions, and adherence to fiscal
consolidation objectives, among other factors.

According to the 2024 M1Ds, Keriya’s public debt stock is sustainable but at a
high risk of debt distress, primarily from liquidity pressures and increased
vulnerability to macroeconomic shocks. The stock of public decbt, as of June
2023, amounted to Kshs. 10.26 trillion with a Present Value (PV) debt to GDP
ratio of 68.2 percent. This is above the threshold of 55 percent and has increased
from 63.9 at the end of 2022, The 2024 MTDS indicates that, following the
implementation of the fiscal consolidation plan, this ratio will decline towards

56.9% by 2028.

The pressure from clevated debt servicing expenditures is also indicated by
breaches of liquidity thresholds. According to the 2024 MTDS, three (3)
thresholds have becn breached: a) PV of PPG external debt to exports ratio; c)
PPG Debt service to exports ratio; and d) FFG debt service to revenue ratio; due
to the impact of Eurobond payments (2024 and 2028) and rollover of other
external bank loans on exports and revenues. This indicates increased
vulnerability and the need for: a) liability and cash management, b) continued
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lengthening the maturity profile for both domestic and external debt, and c)
increasing the country’s export income.

IL5. TFinancing the 2024/25 Budget and Fiscal Deficit

23) According to the 2024 Budget Policy Statcment, the total expenditure for FY
2024/25 is estimated to be Kshs. 4.2 trillion against the revenue estimate of Kshs.
3.45 trillion resulting in a fiscal deficit (including grants) of Kshs. 703.9 billion
(3.9% of GDP). This is expected to decline to Kshs. 666.7 billion in 2025/26.

24) The fiscal deficit under the 2024 Budget Policy Statement indicates that the fiscal
deficit will be financed as follows:

a. Net external borrowing Kshs. 326.1 billion. Gross external borrowing (©
worth Kshs. 670 billion inclusive of a) Commercial Financing — Kshs. 151
billion, b) project loans: Kshs. 308 billion and ¢) program loans — Kshs.

210.5 billion; and,
b. Net Domestic Borrowing worth Kshs. 377.7 billion.

25) The achievement of a lower debt-to-GDP ratio in the medium term is contingent
upon the accuracy of macrocconomic assumptions as well as the realization of
fiscal consolidation plans. Previous medium-term projections have contrasted
with actual achievements, leading to expansion of the fiscal deficit by the end of
the financial year, leading to more borrowing than projected. It is critical,
therefore, that the macroeconomic assumptions underpinning the Budget Policy
Statement are realistic for achieving a sustainable debt position.

IL.6. The 2024 Proposed Borrowing Strategy

26) The 2024 MTDS proposes an optimal borrowing strategy after the evaluation of
four different borrowing scenarios to arrive at a financing composition of
domestic and external debt that minimizes costs and risks. The assumptions
underpinning the selection of the optimal borrowing strategy for FY 2024/25
are outlined in the 2024 Budget Policy Statement, including a real GDP growth
rate of 5.5%, inflation target of 5.0%, revenue of 19.1%, and fiscal deficit rate of

3.9%.

27) The risks to the assumptions are outlined as climate-rclated shocks, exchange
rate volatility and depreciation of the Kenya shillings, performance exports, ())O
investor preference for short-term instruments that can heighten refinancing
risks, and the materialization of contingent liabilities arising from State Owned
Enterprises (SOEs) debts and Public-Private Partnerships (PPPs).

28) Therefore, the preferred borrowing strategy to finance the fiscal deficit for FY
2024/25 is as follows:

a. Gross borrowing ratio of domestic borrowing to external borrowing of
63:37, respectively; and,
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29)

30)

30D
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b. Net borrowing ratio of domestic borrowing to net external borrowing of
45:55, respectively.
The external borrowing composition would maximize concessional borrowing
and reduce commercial borrowing, thereby reducing the cost of debt. On the
domestic front, the refinancing risk would be reduced by contracting more
medium-to long-term bonds instead of treasury bills.

The chosen strategy is consistent with the FY 2023/24 financing strategy, which
gradually reduced reliance on domestic borrowing, primarily short-term
domestic borrowing, in favour of long-term securities. External borrowing aims
to increase dependence on concessional borrowing. Ilowever, commercial
borrowing may become unavoidable due to currcnt liquidity constraints. As
such, there is a general requirement for efficient, transparent, and accountable

use of commercial debt.

Despite developing an appropriate strategy, adherence to it is critical. A review
of previous ycars’ borrowing strategies shows a shortfall in achieving the
external loan target while surpassing the domestic borrowing target. The lack of
adherence to the strategy of choice may lead to the accumulation of unintended
costs and the occurrence of unexpected risk characteristics in the medium term
and negatively affect progress towards lowering the high level of debt distress
and promoting Debt Sustainability.

[L7. The Fiscal framework underpinning the 2024 MTDS

32)

33)

34)

In the upcoming fiscal year 2024/25, the government projects that revenue
collection, including Appropriation-in-Aid, will rise to Kshs. 3.4 trillion,
constituting 19.1 percent of GDP, up from Kshs. 3.1 trillion (FY 2023/24).
While there is optimism about revenue growth, it's crucial to critically evaluate
the feasibility of mecting thesc targets.

Total government expenditure and net lending for the upcoming fiscal year is
estimated at Kshs. 4.19 trillion. This includes recurrent expenditure worth Kshs.
2.86 trillion (15.9 percent of GDP) and development expenditure of Kshs. 877.8
billion (4.9 percent of GDP). It's noteworthy that the rising proportion of public
debt interest payments as a share of GDP has increased from 3 percent to 5.5
percent over the past decade and could have had a crowding-out effect on
development expenditure, which declined from 10.3 percent (FY 2013/14) to
4.4 percent (FY 2023/24), over the past 10 years.

Consequently, the resultant projected fiscal deficit for FY 2024/25 is Kshs. 703.9
pillion, equivalent to 3.9 percent of GDF. However, the financing approach for
this deficit differs between the 2024 Budget Policy Statement (BPS) and the
Medium-Term Debt Management Strategy (MTDS). Therefore, there's a need for
the National Treasury to enhance its policy formulation processes to ensure
consistent communication of fiscal policy and provide clarity on the rationale

and outcomes. LL;
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II. SUBMISSIONS FROM KEY STAKEHOLDERS

I11.1. The Controller of Budget (OCOB)

The Controller of Budget made the following submissions to the committee:

35) The Office of the Controller of Budget (OCOB) is established under Article 228
of the Constitution to oversee the implementation of the budgets of the National
and County Governments by authorizing withdrawals from public funds as
established under Articles 204, 206, 207, and 228 of the Constitution.

36) To promote prudent borrowing, the 2024 MTDS proposes net financing as
follows: 45 percent domestic financing and 55 percent external borrowing. The
2024 MTDS aims to ensure that the government meets its expenditure
requirements while repaying debt obligations when they fall due.

37) There is a need to adopt a deficit financing policy that is cognizant of a country’s D
export capacity, which does not adversely affect the foreign exchange rate. For
instance, debt servicing expenditure amounted to Kshs. 8.26 billi_c'm being
incurred in the first half of 2023/24 and January 2024 to cover cxternal
payments arising from foreign cxchange fluctuations.

38) On the least cost of debt in terms of interest payments as a percentage of GDP
and implied interest rate, the OCOB indicated that: '

i.  While maintaining the independence of the Central Bank of Kenya (CBK),
the Monetary Policy Committce (MPC) should consider the review of the
Central Bank Rate (CBR), which increased from 12.5 percent to 13 percent
on the 6th of February, 2024;

ii.  While the decision to increase the rate mitigated adverse economic impacts
and financial disruptions, it is important to note that the national
government’s interest payments have substantially increased; '

fii. During the first half of the current financial year, the government spent Kshs. 2O
405 billion on debt interest expenses, composed of domestic interest
payments worth Kshs. 300 billion and foreign interest payments worth Kshs.
105 billion. If this trend continues, it is projected that the government will
end up spending over Kshs. 800 billion on debt interest expenses by the end
of the financial year; ’

iv. Domestic interest expenses rose by 19% compared to a similar period last
year because of rising interest rates and further debt accumulation. Foreign
interest rose by 57%, driven mainly by the depreciation of the shilling. Fiscal
policy should, therefore, refrain from replacing cheaper debt with costlier
ones; and

v. The twin tragedy of rising interest rates and steep depreciation of the shilling 30
is increasing our debt servicing burden to unmanageable levels, with the risk
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of leaving the government with limited funds for other necessary
expenditures.

39) Regarding the Present Value (PV) of Debt to GDP as an outcome of the Fiscal
Consolidation Plan, the OCOB indicated the following:

i The current PV of debt to GDP, as stated in the MTDS, is at 68.3 percent as
reported. Fiscal consolidation, as a government policy, is intended to reduce
deficits and the aitendant accumulation of debt.

ii. The Government should endeavour to develop a balanced budget and
encourage it at the subnational level. As evidenced by the Controller of
Budget Reports, Kenya's budget deficit and debt crisis stem from the
government's persistent overspending on non-core areas.

40) To minimize refinancing risk by lengthening the total portfolio Average time to
Maturity (ATM) through the issuance of medium to long-term bonds and
concessional loans with longer maturities, the OCOB indicated that:

i, Kenya sccurcd partial repayment of the USD 2bn Eurobond due in June
2024. '

ii. Kenya decided to buy back most of that bond and issue a new long-term USD
L5 billion note that alleviates the pressure of bullet payments until 2029,
when repayments start.

iii. The instrument was taken at a high price of 10.375% in effective terms to
repay a bond, with a yield of 6.875%.

iv. There are circumstances in which expensive concessional loans are
acquired. It has been observed that such loans are expensive in the long run
and with a low impact in terms of economic development. Multilateral
agencies typically provide these concessional loans.

v. An audit of concessional loans and their respective projects should be
conducted to ascertain the effectiveness of these loans. Analysis by COB
revealed that the average interest paid on concessional loans averaged 14.5%
for many years.

41) Regarding measures to minimize interest rate risk arising from the status of
average time 1o re-fixing, the OCOB indicated the following: )

i, There has been a reduction in the average time to re-fixing of domestic debt
from 11.3 years, as reported in the 2022 MTD target to 7.7 years as of June
2025.

ii. Furthermore, there is a deviation of -3.6 years, occasioncd by a marginal

increase in the interest rate indicators. The indicators point towards
investors' preference for short-term securities over long-term securities.
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L

ii.

iii.

iv.

Vi.

vii,
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42) On the operations of the Overdraft facility, the Controller of Budget indicated
that: ’

During the first six months of FY 2023/24, the total charge on the overdraft
facility amounted to Kshs. 4.21 billion, an increase of 105.8 percent
compared to Kshs. 2.04 billion incurred during a similar period in FY
2022/28.

This increase is due to a gradual increase in the CBR rate from 8.75 percent
to 10.5%, and finally to 12.5 percent in December 2023, combined with an
increase in the overdraft facility limit from 80.05 billion to Kshs. 97.05
billion in FY 2023/24

The OCOB therefore recommended that:

The Central Bank of Kenya should consider revisiting the interest rate
adjustment at the earliest opportunity to reduce domestic interest rates, as
inflation in Kenya is driven by a supply and demand imbalance. As such,
the rise in intercst rates to curb inflation may not necessarily impact
inflation caused by a food supply shortage;

There is a nced to implement fiscal policies such as Ievying higher taxes for
non-essential imports and giving more incentives to support local
production that would enhance GDP and conscquently lower food prices;

The establishment of the single treasury account should be fast-tracked, this
will help mop up the idle balances belonging to MDAs being held in
commercial banks; '

There is a need to implement the 2024 MTDS and decpen the domestic bond
market to enhance cconomic growth and limit the crowding-out effect on
credit supply to the private sector; '

Measures should be put in place to increase the absorption rate of loans. A
case example was provided and involved the Coast Development Authority
(CDA) which received Kshs. 271 Million for implementing the Malindi
Integrated Social Ilcalth Program, funded by the Italian Government.
According to the status report, some of the reasons for the delays are
awaiting approval by the National Project Steering Committee (NPSC) and
Tax exemption approvals; '

The National Treasury should fast-track the long outstanding Sinking Fund
implementation during this period of high debt service requirements;

The National Assembly should enact strict legislation that would help
alleviate the pending bills and ensure that pending bills are priority
expenditures cach financial year in line with the National Treasury
Circular-No.10-2020-on-Prioritization-of-Pending-Bills by State
Corporations and Semi-Autonomous Agencies (SAGAs); and
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viii. There is a need to adopt a deficit financing policy that is cognizant of the

export capacity of the country, and that does not adversely affect the foreign
exchange.

IIL2. The Auditor General (OAG)

In the presentation to the Committee, the Auditor-General indicated that:

44)

45)

46)

47)

48)

49)

3

Section 42 of the Public Audit Act, 2015 bars the Auditor-General from
questioning the merits of a policy objective of the National Government or
County Government or any other public entity. However, Article 229(6)
mandates the Auditor-General to confirm whether or not public money has becen
applied lawfully and effectively. This entails the assessment of implementation

of Government policies and programs.

The Office has continually raised concerns over the growing level of public debt [0

in Kenya. The outstanding amount of public debt has increased over the years
from Kshs. 4.8 trillion in FY 2017/2018 to Kshs. 10.3 trillion in FY 2022/2023,
representing a Kshs. 5.5 trillion (114%) increase over the six (6) year period

The increase in public debt was driven by the issuance of commercial debt with
high market interest rates, additional fees, and commissions. The government
has issued 4 Eurobonds including a 10-year Eurobond, issucd in 2014 is due to
mature in June 2024, with a coupon rate of 6.875% and an initial value of USD
2 billion, 2019 issuance and matures in May 2027, with a coupon rate of 7%
and an initial value of USD 900 million, a 2018 and matures in February 2028,
with a coupon rate of 8.500% and an initial value of USD 2 billion.

The fourth and the newest Eurobond was issucd in February 2024 and mature
in 2031, with a coupon rate of 10.375% and a value of USD 1.5 billion (approx.
Kshs. 233.25 billion at an exchange rate of 155.5Kshs/USD). This bond was
issued to finance the repayment of the Eurobond, maturing in June 2024.

The Office has raised various issues pertaining to accountability and
sustainability of public debt expenditure and has submitted annual financial
audit reports on public debt expenditure. Among them: Public Debt Servicing
Activities (September 2022) Special Audit on Utilization of Commercial Loans in
Kenya for the period 1 July 2010 to 31 December 2021 (September 2022) and,
Contracting of External Loans for Public Development Projects by The National

Treasury (October 2023).
The audits have revealed, among other issucs, that:

There are no specific financial statements prepared to show the complete debt
position (Debt stock). Currently, the status of public debt is only included as
an annexure in the Consolidated Fund Services - Public Debt. Other
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government liabilities or obligations, such as pending bills/ accounts payab§c4 9
and pension arrears, are not included in the Debt stock.

ii. The cost of debt servicing has over the years increased from Kshs. 322, billion
in FY 2017/2018 to Kshs. 617.7 billion in FY 2022/2023 (92% increase).

iii. The cost of domestic debt has become more expensive than the cost of external
borrowing. The cost of domestic debt averaged three times the cost of external
borrowings despite it constituting 47% of the total debt. During the period
2017/2018 to 2022/2023, the cost of external borrowing averaged 28%
while domestic debt averaged 72% of total finance costs.

iv. The Government continues to pay commitment fees incurred on undrawn
amounts regarding loans signed between the Government of Kenya and (9
foreign lenders. A total of Kshs. 4.99 billion was incurred for undrawn
between FY 2020/2021 and 2022/2023. The amount of Kshs. 4.99 billion
comprises of Kshs. 2,063,104,537, Kshs. 1,486,813,083, and Kshs.
1,435,968,272 for the years 2020/2021, 2021/2022 and 2022/2023
respectively. These amounts are included in the Interest Payments on Foreign

Borrowings for the respective ycars

v. Debt servicing is prone to forcign exchange loss exposure on payment of
external debt. In order to reduce the exchange rate risk exposure, the Office
has recommended that the Government consider hedging mechanisms on

forcign exchange risks.

vi. A review of records held by the National Treasury's Commonwealth
Sccretariat Debt Recording and Management System as of 30 June 2023
revealed that the Government has defaulted on servicing an amount of Kshs. 2.0
11.04 billion in respect of three (3) loans advanced towards the construction

of the following three (3) dams:

a) Arror dam, of which Euro 91.9 million had becn disbursed, resulting in a
default of Euro 3.2 million in principal payments and Euro 9.9 niillion in
interest payments thus far totalling Euro 23.1 million or Kshs. 2.9 billion.

b) Itarc dam project of which Euro 141.5 million had been disbursed,
resulting in a default of Euro 36.4 million in principal payments and Euro
6.7 million in interest payments thus far totalling to Euro. 43.1 million or
Kshs. 5.3 billion.

c) Kimwarer dam project, of which Euro 71.9 million had been disbursed,
resulting in a default of Euro 15.4 million in principal payments and Euro
7.4 million in interest payments thus far totalling to Euro. 22.8 or Kshs. %0
2.8 billion.

50) In addition to the proposals on reducing the risks and costs of the stock of debt
in linc with the Debt Management Objectives, the office gave the following
proposals, that:
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(a) Acquisition of land, relocation of utilities, and wayleave compensation should
be financed in advance through timely disbursement of GOK counterpart
funding beforc the signing of financing agreements.

(b) The time between feasibility studies and the actual time for signing financing
agreements is reduced to avoid the cost of redoing feasibility studies.

(c) Implementing agencies should involve project implementing agencies during
project identification and designs through public participation in order to
enhance ownership, social accountability, and sustainability of the projects.

(d) In instances where a project has several loans attached to it, there should be
clear segregation and utilization of funds.

(e) Establishment of a Debt Sinking Fund in foreign currency (USD) to be used in
debt repayment.

(D The capacity and skills of PDMO should be enhanced for adequate evaluation
and negotiation of favourable credit terms and conditions and for adequate
monitoring and evaluation of loan projects.

(g) To ensure adequate project oversight, the implementing agencies should
enthance the monitoring and evaluation of debt-funded projects.

I1L.3. The Governor, Central Bank of Kenya (CBK)

The Governor, Central Bank of Kenya gave the following submissions to the

Committee:

51) Kenya's public debt as a share of GDP has been rising steadily since 2008 to an
estimated 73.3 percent by end-December 2023. While public debt is considered
sustainable, the Debt Sustainability Analysis (DSA) conducted in December 2023
placed Kenya at high risk of debt distress, calling for appropriatc measures to be lo
put in placc to reduce debt vulnerabilities. In particular, the DSA showed
increased vulnerability of Kenya's public debt to exports and financing risks.

52) The objectives of the 2024 Medium-Term Debt Management Strategy (MTDS)
are similar to those of the 2023 strategy. The 2024 MTDS prioritizes
concessional external borrowing, while medium to long-term Treasury bonds
are the main instruments for domestic financing. The main difference in the two
strategy documents is in the financing mix.

53) The 2024 MTDS targets increascd deficit financing from external sources with
a financing mix of 55 percent from external sources and 45 percent from the
domestic market, compared to a balanced financing mix of 50:50 in the 2023
MTDS. Regarding gross financing needs, the 2024 MTDS assumes a- ratio of
63:37 percent from domestic and external sources compared to 65:35 percent BO

in the 2023 MTDS.
s
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54) Assessment of the implementation of the 2022 MTDS, which guided borromng4 7
in FY 2022/23, shows the realization of 22:78 percent external to domestic
financing of the gross financing needs compared to the projected 25:75 percent.
This was on account of unfavourable global market conditions.

55) The review also shows the deterioration of costs and risk characteristics of the
public debt portfolio. The Strategy aimed at lowering the debt scrvice cost and
minimizing the refinancing risk. Ifowever, there was an increase in both the debt
service cost and the refinancing risk due to the appreciation of major currencies
against the Kenya shilling and elevated interest rates in the domestic market.
Investors' preference for shorter-dated instruments also contributed to the
decline in the Average Time to Maturity (o

56) The key macroeconontic assumptions underpinning the 2024 MTDS are based
on stable and robust real GDP growth supported by the implementation of
priority programs outlined in the Bottom-Up Economic and Transformational
Agenda (BETA), improving fiscal position, and a stable macroeconoric
environment. These are largely aligned with the government's policy objectives
stipulated in the 2024 Budget Policy Statement and CBK's view on the
macroeconomic outlook.

57) The 2024 MTDS considered four deficit financing strategies with varying
financing mixes from domestic and external sources. The most preferred strategy
(S4) minimizes costs and risks through increascd concessional borrowing and a
gradual reduction of Treasury bills stock, with domestic financing mainly2 o
coming from medium to long-term Treasury bonds. Regarding net financing, the
option assumes 45 percent domestic and 55 percent external borrowing.

58) The projected budget deficit for FY 2024/25 is Kshs. 703.9 billion, and the
required borrowing in alternative financing strategies. Under the most preferred
strategy, the budget deficit will be financed through nct domestic financing of
Kshs. 316.8 billion (45 percent) and net foreign financing of Kshs. 387.1 billion
(55 percent). The preferred financing strategy is feasible, given that the actual
domestic borrowing in the last four years averaged at Kshs. 462.3 billion.

59) There are significant differences between the projected financing of the budget
deficit articulated in the 2024 Budget Folicy Statement and the preferred strategy
in the 2024 MTDS. Whereas the MTDS is more skewed towards foreign
financing of the budget deficit, the BPS relies more on domestic financing. _3’0

60) The preferred financing strategy, compared to alternative stratcgies, gives
improved expected outcomes in terms of the cost and risk of debt, reduced
refinancing risks, and longer time to maturity. Consequently, public debt as a
percent of GDP is expected to decline gradually to sustainable levels as the
government pursues a fiscal consolidation plan.
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62)

63)

64)
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In addition, there will be a notable improvement in the borrowing terms
reflecting the Government's strategy to maximize concessional and semi-
concessional loans from multilateral and bilateral sources.

On Domestic Debt Market Development, it was indicated that the CBK is
committed to continue implementing and supporting refornis aimed at further
deepening the domestic debt market to reduce the cost of debt and improve
market liquidity. Some of the major initiatives and reforms include:

i Modernization of market infrastructure: The government successfully
implemented the Central Securities Depository System (DhowCSD) is expected
to enhance the efficiency of domestic debt operations, improve market
liquidity, promote capital market growth, broaden investor base, and position
Kenya as the preferred financial hub in the region.

i, Automation of access to government securities: CBK rolled out TMD in
February 2020, a digital channel for retail investors to access government
securities through mobile phones and an Internet Banking platform for
institutional investors.

iii. Sustained market engagement and stakcholder collaboration: CBK has
enhanced coordination with the National Treasury on debt and market
development initiatives, including debt re-profiling through switch
operations, and improved market engagement through the Bond Market

348

10

Forum, which has been instrumental in developing one of the fastest-growing ) o

bond markets in Africa.
The 2024 MTDS objectives are consistent with the key priorities of domestic debt
management and ongoing fiscal consolidation measures aimed at reducing the
fiscal deficit and lowering debt costs and risks. CBK welcomes the Government's
plans to diversify the investor basc and explore new sources of financing, such
as green and blue bonds. The CBK will continue to deploy measures to develop
the domestic debt market, including ongoing modernization of the market
infrastructure to diversify the investor base and mitigatc the exchange rate risk.

The 2024 MTDS notes that the risks posed by inflation-induced high interest
rates in both domestic and international markets may posc a challenge to the
government's financing of the FY2024/25 Budget and performing liability
management operations on its debt portfolio as well as increasing its debt service

costs. IHowever, it should be noted that the issuc of liability management <O

operation relating to the 2024 Furobond has now been addressed conclusively
following the recent issuance of a Eurobond of US$ 1.5 billion.
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IIL4. The Cabinet Secretary, National Treasury and Economic Flanning

The Cabinet Secretary, National Treasury and Economic Flanning gave the following
submissions to the Committee:

65)

66)

67)

68)

69)

70)

71)

72)

73)

The current stock of public and publicly guarantced debt stands at Kshs. 11.25
trillion or 69.7 percent of GDP in nominal terms. The current Fresent Value of
public debt to GDP is 67.2 percent. The public debt comprises a mix of External
debt of Kshs. 6,189.97 billion; and Domestic debt of Kshs. 5,058.04 billion.

In recent months, external debt has risen relative to- domestic debt due to the
depreciation of the Kenya shilling against forcign currencies. External debt is
largely from official creditors and on concessional terms. It is composed of Kshs.
3,118,57 billion as multilateral debts (50% of total external debt); Kshs.
1,399.72 billion bilateral debts (23%); and Kshs. 1,671.68 billion commercial (0
debts (27%) of which Eurobonds account for Kshs. 1,141.33 billion (18%).

Domestic debt is mainly held in the form of Government debt securitics as
follows: Kshs. 4,272.25 billion in Treasury Bonds (85% of the total domestic
debt), Kshs. 565.63 billion Treasury Bills (11%); and Kshs. 220.16 billion (4%)
as others (Overdrafts from Central Bank of Kenya, IMF SDR Allocation and Bank

advances).

The proposed FY 2024/2025 fiscal deficit of Kshs. 703.87 billion will be
financed as follows: Net Foreign financing worth Kshs. 326.12 billion and Net
Domestic financing worth Kshs. 377.75 billion '

Under the current revenue-driven multi-year fiscal consolidation program, the
National Treasury commits to bring down the Present Value of debt as a 20
percentage of GDP from 67.2 percent to 55% over a period of five years as per
the rccent amendment of the Public Finance Management Act on the debt

anchor.

The weighted average interest rate of the total debt portfolio was 7.7 percent per
annum in June 2023, of which domestic debt is 11.4 percent per annum. The
weighted average interest rate of external debt increased to 4.5% in June 2023
compared to 3.9% in December 2022.

The rise in interest rates in the public debt portfolio is a.ttributeél to the tight
liquidity conditions both in the domestic and international financial markets.

The average Time to Maturity of the total portfolio declined from 8.8 years in
December 2022 to 8.5 years in June 2023 because of the reduced performance 30
of long-tenor bonds and issuance of more short-term domestic debt attributed to

the tightness of liquidity in the market.

The projected debt redemption profile is characterized by large maturities in
20238, 2029, and 2030 on account of Eurobond and bank-syndicated debts.
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74) The 2024 Medium-Term Debt Strategy aims to optimize access to external

concessional borrowing and undertake liability management to minimize costs
and refinancing risks in the debt portfolio. On a net basis, the strategy assumes
a mix of 45% domestic and 55% external financing over the medium term. In
gross borrowing terms, external and domestic financing accounts for 37% and

63%, respectively.

75) In addition to the commitment to fiscal consolidation (required to stabilize the

growth of public debt), the 2024 Medium-Term Debt Strategy identifies key
actions to guide borrowings during FY2024-25 to 2026-2027, which include:

i. Use of long-tenor Treasury bonds for refinancing of maturing domestic debt
and raising of new deficit funding resources along with a reduction in the
proportion of short-term domestic debt (Treasury bills). This will minimize
refinancing risks and lengthen the Average Time Maturity for domestic and
total debt.

ii. Deepening the domestic bond market by issuing more medium to long-term
instruments as the main source of domestic financing. '

jii. Maximize the use of concessional borrowing as opposed to commercial debt to

lower costs and risks;
iv. Minimize intcrest rate risk in terms of average time to re-fixing.

76) In collaboration with other financial sector players, including the Capital Market

Authority and the Ceniral Bank of Kenya, The National Treasury will sustain
domestic debt market reforms to improve the performance of the primary
issuance and promoie vibrancy of the secondary market to develop a credible
yield curve for Government securities. These reforms include the publication of
an issuance calendar, Separation of the Retail and Wholcsale Market for
Government Securities; and Re-engineering of Retail-Bond Issuance, among

others.

Further submissions to the Committee included:

77)

78)

On whether the financing framework under the 2024 Budget Policy Statement
is linked to the strategy under the 2024 Medium Term Debt Management
Strategy, it was indicated that the 2024 MTDMS has been prepared based on the
projected macroeconomic indicators and fiscal deficit trajectory in the 2024 BPS.
The strategy focuses on maximizing concessional and reducing commercial
borrowing, thercby reducing the cost of debt.

On how the MTDS addresses rising debt servicing costs and creates fiscal space
to support other sectors' expenditure needs, the Committee was informed that
the objective of the MTDS is to raise resources through borrowing to finance the
budget deficit while maintaining minimum costs and prudent levels of risks in
the portfolio. Debt scrvice costs have continued to rise in line with the growth

of public debt, however, efforts hav(?bien made to grow the proportion of
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79)

80)

81)

82)

83)

351

concessional debt in the portfolio and increase the stock of long-tenure domestic
debt to minimize settlement risk. A multi-ycar fiscal consolidation framework
secking ‘to lower the fiscal deficit will ultimatcly drive debt servicing costs

downward.

On how the strategy would achieve the PFM threshold of 55% (+5) by 2029,
the Commiitee was informed that the fiscal deficit is the primary driver of debt.
The 2024 BPS pronounces a tight fiscal deficit path underpinning the projected
PV of debt to GDP from 68.2% in 2023 to 56.9% in 2028 and 55% by November

2028.

On how the strategy has accommodated policy impact emanating from the
continuous deviation from the annual MTDS plan/strategy, the committee was
informed that the strategy considers the impact of exogenous shocks that (O
influence access and cost of financing. Under the 2024 MTDS, the National
Treasury will seek to explore alternative sources of financing to raise resources
for budget financing and liability management to help lower costs and risks in
the debt portfolio.

On undertaking a conservative approach towards commercial borrowmg and
ensuring that loans are earmarked to capital projects whose returns are
comparable to the high yields that the loans bear, the Committee was informed
that commniercial borrowing is driven by a lack of access to adequate budget
support from multilateral and bilateral lenders. Whereas project-linked finance
is desirable, some flexibility in the use of funds is requircd to ensure the delive 2——0
of high social impact projects like education, health, water, and sanitation
which may not necessarily demonstrate revenue streams but contribute to
human capital development critical for growth and development of the country.

On how 2024 MTDS addresscs the materialization of domestic debt-related
interest and refinancing risk that could causc liquidity constraints, the
Committee was informed that the 2024 MTDS seeks to maintain a trade-off of
risk and cost in the domestic debt portfolio. Whereas interest costs have risen in
the last few months due to external factors, the focus is to undertake a number
of reform measures in the domestic debt market to promote efficiency in the
primary market and restore vibrancy in the secondary market. The
interventions will lower overall costs and reduce refinancing risks along the
maturity structure of domestic debt.

On possible strategies designed to address issues raised by Sovereign/Credit
Rating Agencies whose reports are critical in determining the cost of borrowing,
the Committee was informed that credit rating agencies have raised concerns
over the ability of the Government to fully finance the budget deficit due to
limited access to international market particularly to refinance the 2024
Eurobond. However, Kenya has been able to de-risk the 2024 Eurobond through
a buy-back operation, and domestic debt markets have positively responded to
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this action. The National Treasury has initiated a process to develop a strategy
to enhance Kenya's credit rating profile.

84) On how the matcrialization of the exchange rate risk resulted in the increase in
the debt stock by over Kshs. 800 billion would be addressed in the future, and
how the appreciation of the exchange rate would be factored; the Committce
was informed that Kenya has a market-determined exchange rate regime that
acts as an automatic stabilizer; it stabilizes prices and supports cconoimic
activity. The recent 2024 Eurobond buyback operation de-risked the space and
slowed depreciation of currency and a surge in foreign exchange flows is
expected in the near term. Overall, the debt-to-GDP ratio will continue to
decline due to revenue mobilization and fiscal consolidation efforts. \O

4

85) On how the MTDS addresses contracted but undisbursed loans (the resultant
commitment fees) and measures geared towards increasing the rate of loan
disbursement, the Committee was informed that the MTDS's primary objective
is to mobilize resources to finance the deficit and maintain an optimal mix of
debt to lower costs and risks. Absorption of project funds is a matter of budget
execution by line ministries, departments, and agencies and is outside the scope
of debt management strategy.

86) On the need to expound on the components of net domestic and net external
borrowing proposed under the strategy, the Committee was informed that the
details of net domestic and net extcrnal financing may be broadly stated in
future MTDS as details depend on lending policies of potential multilateral, 2. O
bilateral and private lenders and market conditions.

87) Having noted that up to $8.5 billion or 25% of total debt will be maturing in
+10 years thus raising concern on how the burdens and benefits of the usc of
resources and public borrowing are shared cquitably between present and
future generations (Article 201(c) of the Constitution), the Committeec was
informed that new loan commitments will continue to be contracted over the
period consistent with Government development plans over time. This will
ensure intergenerational equity in terms of benefits and burden sharing. When
such an imbalance occurs, corrective measures will be taken.

88) On how the strategy would improve the position of Kenya's DSA risk indicators,
the Committee was informed that a multi-year fiscal consolidation policy stance
would drive debt to GDP downward and improve debt sustainability indicators. 30
The MTDS will continue to lay emphasis on concessional financing and issuance
of longer domestic debt instruments to finance the deficit and ensure a balanced
mix of external and domestic debt.
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111.5. Submissions from Public Participation 353

89) In line with Article 201 of the Constitution, the National Assembly undertook
public participation in the 2024 Medium-term Debt Management Strategy
through requests for memoranda from the public. The period provided was
seven days as from February 19th, 2024, and the advertisements were placed on
the Daily Nation and The Standard newspapers.

90) At the expiry of the period indicated in the advertisement for submission of
memoranda, no submissions had been received from the public on the 2024
Medium term debt management strategy. However, the Committec invited three
civil society groups and met two of the groups and their submissions are
contained in this report.

II1.6. Institute of Public Finance (IPF) o

The Institute of Public Finance (IPF) made the following submission to the Committee,
that:

91) The Institute of Public Finance (IPF) is an independent non-profit think tank that
furthers the principles of public finance management through the generation of
Credible Evidence, Advocacy, and Technical Assistance.

92) There is a need for increased oversight on public—private partnerships, noting
the acknowledgement of increased risk exposure by both the 2024 BPS and 2024

MTDS and the need to ensure value for money.

93) To promote debt transparency and accountability and manage fiscal risks, PPPs
should be highlighted in the MTDS and attendant contingent liabilitics.

94) To minimize the cost of external debt and exposure to forcign exchange risks,
scenario analysis for various strategies should be deepened to include currency
composition to guide an optimal debt structure for foreign currency-
denominated debt. This would help maintain a portfolio that is not excessively 225

vulnerable to dollar fluctuations.

95) To minimize refinancing and lengthen the total portfolio Average Time to
Maturity (ATM), new debt contracted for FY2024/25 and the medium term
should be pegged on a longer maturity period. The MTDS should strive to attain
the pre-COVID repayment periods, which, according to the Annual Debt
Management Report for FY2021/22, averaged nine years for domestic debt and

10 years for external dcbt.

96) There is progressive improvement in debt reporting with the 2024 MTDS,
including loan guarantees, to three State-Owned Enterprises: Kenya Airways,
Kenya Ports Authority, and Kenya Power and Lighting Company. Neverthcless, 30
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comprehensiveness should be improved to include information such as the
duration of the guarantec, nature, and risk assessment. )

97) For the government to achieve fiscal targets, the BPS and Annual Borrowing Plans
must be aligned with the MTDS. It has been noted that over the medium term,
the best scenario (S4) proposed by the 2024 MTDS differs from the domestic to
external debt ratios reflected in the 2024 BFS over the medium term.

98) To promote transparency, accountability, and predictability, the MTDS should
include a requirement that the Annual Borrowing Flans indicate the investment
to be funded by the borrowed funds. As such, any infrastructure bond procured
should be able to identify the infrastructure to be funded by the proceeds. (O

99) The 2024 MTDS proposes debt-for-naturc swaps and food security swaps to
fund the budget deficit for FY2024/25. While these swaps have been successful
in other countries, there is a need for full disclosurc of this type of financing,
including, but not limited to, community displacement and the risks associated

with them.

100)The MTDS provides that the PDMO will explore alicrnative funding sources,
including issuing Kenya Shilling syndicated debt, foreign currency-denominated
domestic bonds, and private placcment for both local and external markets. The
following concerns arosc: '

i, The domestic issuance of the US$-US$-denominated bond could amplify the /O
country’s foreign exchange pressures if potential investors creatc a preference
for bonds. As such, the government needs to finalizc issuing a diaspora bond
by mobilizing dollars from Kenyans abroad.

ii. The government pursues Kenya shilling syndicated debt, specifically targeting
pension funds holding more than Kshs. The bulk of the 1.7 irillion worth of
assets are locked in government securities. .

101)There is a need for the National Treasury and the Central Bank to undertake
nationwide civic cducation on investing in government securities, given the
innovative platforms in place, such as the new Central Securities Depository
System (DhowCSD) that went live on July 31, 2023. Reducing the denomination
of investments should also be considered. , BO

IIL7. International Budget Partnership (IBF)

The International Budget Partnership (IBP) made the following submission to the
Committee, that:

102) The International Budget Partnership Kenya (IBP Kenya) is a Kenyan non-profit
organization working to advance transparency, accountability, participation,
and cquity in national and county budgeting processcs.
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103)Kenya’s growing appetite for borrowing to facilitate expenditures has seen
Kenya’s public debt stock grow from Kshs. 2.45 trillion as of December 2014, to
Kshs. 10.58 trillion as of Septemiber 2023, an astonishing increase of 331.8 %.
This significant growth in Kenya’s public debt burden over a short period has
generated a vicious cycle, necessitating more expenditures on debt servicing and
repayment each year. This has and will continue to affect the state’s ability to
provide basic services over the medium term.

104) The MTDS and the Budget Policy Statement are tabled for analysis and approval.
Therefore, it presents an opportunity to provide visibility of the state of debt and

assess what options exist to manage it.

105) Despite the availability of actual statistics as at the end of December 2023, the
MTDS baseline was based on public debt statistics as of the end of June 2023 as
such there is a need to adopt a more proactive methodology in the future.

106)There is a contrast in the borrowing strategy proposed by MTDS and BPS. The
2024 MTDS proposes a borrowing strategy of 45:55 for the domestic-to-external
debt mix, while the 2024 BPS proposes a domestic-to-external financing mix of
54:46. '

107) The proposed BPS 2024 mix may be more costly in the medium term because of
thc high-intercst rate on domestic borrowing and the low interest rate on

external borrowing.

108) The yearly budget deficit of the national government determines the amount of
borrowing undertaken each year. Where persistent deviations exist between Z&
national government expenditures and revenue collection, the resultant budget
deficit nccessitates growth in borrowing to bridge the resource gap.

109)The BPS 2024 proposes a decrease in the fiscal deficit (excluding grants) of KES
-761.1 billion as envisaged at the start of the FY2023/24, to KES -753.2 billion
—a 1% decrease in absolute terms. Including grants, the deficit is expected to fall
from KES -718.9 billion to KES -703.9 billion equivalent to a 2% decreasc.

110) The intended decrease in the deficit aligns with the national government’s efforts
to narrow the fiscal deficit (including grants) to 3.9% of GDP in FY 2024/25. To
the extent that this target deficit will impact the sustainability of Kenya’s public
debt, the target is welcomed.

111) However, historically, the achievement of this target has been affected by in-year
increases in expenditure (encouraged by supplementary budgets) and 30
underperformance of revenue, creating a historical pattern of in-year fiscal
deficit increases. This requires action to align expenditures with available

FesSOurces.

112) There should be a comniitment by the government to reduce the fiscal deficit as
a percentage of GDF and to consolidate the fiscal deficit. Failure to do so will

‘O

ke —_—
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perpetuate the current tendency to spend more than the available tax revenues,
worsening the growth in our public debt burden. :

113) The significant growth in Kenya’s public debt over a short period has generated
a vicious cycle, necessitating more cxpenditures on debt servicing and
repayment cach ycar. This has and will continue to affect the national
government’s ability to disburse funds to county governments over the medium

term.

114)Kenya’s public debt stock stood at KES 11.14 trillion as at the end of December
2023. Domestic and external debt stocks account for 45.3% and 54.7%,
respectively. Over time, Kenya's public debt burden has become increasingly
unsustainable shown by its gradually worsening Risk of Debt distress rating.[©
According to the International Monetary Fund (IMF), debt distress refers to a
situation in which a country cannot fulfil its financial obligations, and debt
restructuring is requirced. Kenya is currently at a high risk of debt distress,
exceeding three of our four external debt substitutability indicators, as shown in

the snippet below.

115) However, the sustainability of public debt is premised on the choice of financing
decisions madc each year in BPS and MTDS documents. Kenya has taken to the
commercial markets to refinance its 2014 debut sovereign bond dug in June of
2024. This includes the issuance of a brand-new Eurobond worth $1.5 billion at
a 9.85% interest rate — notably higher than the 2014 Eurobond rate of 6.85%,) O
and additional loans from thie Trade Development Bank.

116)In addition, the national government has been borrowing on the domestic front
at rclatively high ratcs, with the most recent 8.5-ycar infrastructure bond

(IF31/2024/8.5) earning an interest rate of 18.46%. -

117)The increased use of expensive commercial external loans has increased the cost
and risk of the public debt stock and is unlikely to realize the development
objective as commcrcial debt is utilized for gencral budgetary support and
refinancing maturity of loans. This negates the country’s capacity to repay public
debt permanently, leading to a vicious cycle of debt repayments.

118)One consequence of Kenya’s borrowing decisions in the past has been the 3()
astronomical growth in Kenya’s allocation to public debt servicing through the
Consolidated Fund Services (CFS). Between FY 2014/15 and FY 2023/24, the
amount allocated to debt servicing each year rose by 1068.8% or KES 1.71
trillion. Currently, 73 out of every 100 shillings collecied in ordinary revenue
will be going towards servicing public debt, leaving little for national and county
governments to county governments to deliver services.

119)The MTDS does not dig deeper into the portfolio and attendants risk debt owed
by state-owned enterprises and corporations. This is of concern because these

>
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institutions hold an increasing loan portfolio. The reforms envisioned to
rationalize SOEs should take place to minimize attendant contingent liability.

120) The International Budget Partnership (IBP) therefore recommended that:

i.

iii.

iv.

Iv.

There is a need for the MTDS to present the actual debt portfolio and effect the
reforms that are necessary to reduce the risk exposure presented by State
Owned Enterprises and Corporations.

Debt repayments be restructured in the medium term to create less pressure on
available tax rcvenues. It is clear that in the medium term, there will be limited
fiscal space if current CFS spending is sustained. The available windows should
be utilized, and the public should be informed of what.measures are being
taken.

Beyond fiscal consolidation measures, the national government should seek
more affordable borrowing options over the medium term given the projected
resource envelope and cost of borrowing. This includes reducing the
prominence of commercial and domestic debt in the debt portfolio and
exploring alternative sources of financing. :

The National Treasury should employ realistic revenue targets and ensure
adherence to the proposed fiscal deficit in FY 2024/25. On the expenditure
side, options should be put in place to minimize the use of Article 223 of the
Constitution, and issues raised by the Office of the Auditor General’s Special
Audit Report on the Supplementary Budget should be addressed.

(O

The 2024 Budget Policy Statement should be aligned with the proposed /O

financing strategy in the 2024 MTDS to ensure sustainable and .optimal
borrowing in the future financial years. ‘
A public debt policy upon which the MTDS is anchored should be developed.
This would consider the country's developmental needs, as well as how to
handlc both public and publicly guaranteed debt. '

COMMITTEE OBSERVATIONS

Arising from the above deliberations, the Committee made the following observations:
121) The proposed borrowing ratio in the 2024 MTDS of 45 percent domestic and

55 percent cxternal borrowing differs from the proposed ratio in the 2024 BPS
of 54 percent domestic and 46 percent cxternal borrowing. This observation
was also noted by the Committee's report on the 2023 MTDS and indicates a
continued disconnect in policy formulation geared towards minimizing the cost

and risk of borrowing;

122) The depreciation of the exchange rate against the United States Dollar and the

Euro, which when combined account for over 88.5 percent of the denomination
of the external debt stock, has been costly as indicated by the incurrence of Kshs.
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2 26 billion to meet external debt servicing arising from the fluctuation of the
foreign exchange rate between July 2023 and January 2024;

123) There is a cross-board tightening of borrowing conditions for both domestic and
external borrowing, as evidenced by the increasing Weighted Average Interest
Rate (WAIR) of the total debt portfolio and is collaborated by the increasing debt
service expenditure under the Consolidated Fund Services;

124) The Medium-term Debt Management Strategy (MTDS) is a framework that was
developed by the World Bank and the IMF to guide countries in debt
management decisions and operations. Nevertheless, there is a need to
customize the MTDS to Kenya's country-specific challenges in order to address
high public debt stock, committed but undisbursed loans (and commitment
fees), and the rise in non-performing loans owed by statc-owned enterprises, [O
among other rising contingent liability risks;

125) There is low civic participation in public debt management policy design and
debt management. This is indicaled by the lack of responsc from the public
following the call for submissions issued by the National Assembly on the 2024
MTDS. Appropriatc measures are therefore required to proniote citizen
engagement through enhancing transparency and public accountability;

126) There is slow progress in the establishment of the Treasury Single Account. The
resolution of the National Assembly on the 2023 MTDS intended to ensure the
government mops up surplus funds held by Ministries, Departments and
Agencies bank accounts. The account is a requirement of Section 28(2) of the
Public Finance Management Act, 2012, and an effective method for enhancing 20
payment and revenue collection systems. Guidelines will also help minimize the
impact on financial transfers from domestic financial institutions and initiatc
the full transition to the Treasury Single Account as from FY 2024/25.

127) There is a deviation from the fiscal deficit target for FY 2023/24. The 2023
MTDS set the fiscal deficit target at 4.4 percent as a sharc of GDF; this has
increased to 5.5 percent in the first Supplementary Estimates. It is important to
note that in-ycar deviations from fiscal targets negate the substantial efforts
undertaken in designing a policy framework and stratcgies intended at a)
reducing debt distress, b) slowing debt accumulation, and ¢) improving overall
resource utilization. 30

128) The PV of debt to GDP is projected to reach 67.2 percent in 2024 and has thus
surpassed the anchored debt threshold of 55 percent (+5) subject to Section 50
of the PFM Act 2012 (Amended in 2023), the National Treasury is yet to submit
a report on the breach of the debt threshold, indicating the exceptional
circumstances, as required by the PFM Act, 2012.

3
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V. COMMITTEE RECOMMENDATIONS ;

In view of the foregoing, the Committee has made the following recommendations:
¢) Non-financial Recommendations

129) That, in the next Medium Term Expenditure Framework (MTEF) cycle, the
National Treasury should ensure consistency between the Medium-Term Debt
Management Strategy and the Budget Policy Statement regarding the optimal
borrowing strategy and the fiscal consolidation path;

130) That, the National Treasury should ensure that the fiscal deficit and subsequent
public borrowing projections are realistic by incorporating forecasts on any
potential in-year changes to interest rates, exchange rates, and contingency
spending;

131) That, to address the emerging escalation of domestic interest rates alongside
domestic interest payments, the National Treasury should submit a report
providing practical measures to reduce the domestic debt service burden to
sustainable levels to the National Assembly, within 60 days upon the adoption
of this Report.

132) That, in line with the resolution of the National Assembly on the 2023 Medium
Term Debt Management Strategy, the National Treasury should publish
guidelines that will ensure that the Treasury Single Account is established and
operational by July 1, 2024;

133) That, within 30 days and subject to Section 50 of the Public Finance
Management Act, 2012 (Amended in 2023), the National Treasury should
submit a comprehensive report to the National Assembly on the breach of the
debt anchor of 55 percent (5) of Gross Domestic Froduct and the remedial
measures undertaken to ensure that the adherence of the debt threshold;

30

134) That, in order to promote fiscal sustainability, reduce debt distress and to slow 2.0

debt accumulation, any deviation from medium term fiscal deficit path designed
by both the Budget Policy Statement and the Medium-Term Debt Management
Strategy, and any resultant readjustment to loan financing, should be ' pre-
approved by the National Assembly;

135) That, the National Treasury ensures the customization of the MTDS for the next
MTEF cycle to Kenya’s specific debt challenges by providing specific measures
to deal with undisbursed loans and related commitment fees, measures to
resolve risks emanating from non-performing loans owed by state-owned
enterprises, and estimation of contingent liabilities;

136) That, in order to help enhance public participation in public debt matters, the
National Treasury should publish simplified, citizen-friendly documents to
accompany the technical reports on public debt submitted to the National

Assembly; and 30

4
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137) That, at least two months before the end of the financial year:

a. the National Treasury shall submit to the National Assembly, the Annual
Borrowing Plan that addresses any deviations from the 2024 MTDS in
financing the FY 2024/25 Budget Estimates, attendant cost and risks of the
deviations and policy measures to address them; and

b. The National Treasury should submit a list of a schedule of all projects for
which borrowing is to be undertaken in thé FY 2024/25.

d) Financial Recommendations

138) That, the fiscal deficit target for the medium term is approved and set at 3.9%
of GDP for FY 2024/25; 3.3% of GDPF for FY 2025/26, and 3.3% of GDP for FY
2026/27, in line with the fiscal consolidation path; and @)

139) That, the country’s borrowing strategy is approved at 55 percent for net
external borrowing and 45 percent for net domestic borrowing as contained in
the 2024 Medium Term Debt Management Strategy.

VI. ANNEXURES

140) Further, pursuant to Standing Order 232A(5)(a), Schedule 1 indicates details
on the stock of foreign public debt and publicly guaranteed debt, and Schedule
2 indicates details on the stock of domestic debt, are hereby attached in Annex

1 and Annex 2.

REPORT ON THE 2024 MEDIUM TERM DEBT 6

MANAGEMENT STRATEGY " ? ;



361

HON. ABDI SHURIE, MP.
CHAIRPERSON, PUBLIC DEBT & PRIVATIZATION COMMITTEE

DATE
a (v

REPORTON THE 2024 MEDIUM TERM DEBT 37
MANAGEMENT STRATEGY



362

Exhibit EWG 11:

The Senate Standing Committee on Finance and Budget
Report on the 2024 Medium-Term Debt Management
Strategy
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PRELIMINARIES

ESTABLISHMENT AND MANDATE OF THE COMMITTEE

Article 124 (1) of the Constitution of Kenya provides that each house of Parliament may
establish committees and shall make Standing Orders for the orderly conduct of its

proceedings, including the proceedings of its committees.

Parliamentary Committees consider policy issues, scrutinise the workings and
expenditures of the national and county governments, and examine proposals for

legislation. The end result of any process in Committees is a report, which is tabled in the

House for consideration.

The Senate Standing Committees on Finance and Budget is established pursuant section 8
(1) of the Public Finance Management Act, Cap.412A and standing order 228 of the Senate
Standing Orders. The Fourth Schedule to the Senate Standing Orders outlines the subject
matter assigned to each specific Committee. The Standing Committee on Finance and
Budget is mandated to- i
a) Investigate, inquire into and report on all matters relating to coordination, control,
and monitoring of the county budgets and examine -
i.  the Budget Policy Statement presented to the Senate;
ii. the report on the budget allocated to constitutional Commissions and
independent offices;

iii.  the Division of Revenue Bill, the County Allocation of Revenue Bill, the
County Governments Additional Allocations ‘Bill, and the cash
disbursement schedule for county governments;

iv.  all matters related to resolutions and Bills for appropriations, the share of
national revenue amongst the counties, matters concerning the national
budget, including public finance and monetary policies and public debt,
planning, and development policy; and

b. Pursuant to Article 228 (6) of the Constitution, to examine the report of the

Controller of Budget on the implementation of the budgets of county

governments.
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MEMBERSHIP OF THE COMMITTEE

Following the constitution of Standing Committees of the Senate of the Thirteenth (13*)

Parliament on Thursday, 13® October, 2022, the Senate Standing Committee on Finance

and Budget as currently constituted is comprised of the following Members-

Sen. (Capt.) Ali Ibrahim Roba, EGH, MP -
Sen. Maureen Tabitha Mutinda, MP -
Sen. (Dr.) Boni Khalwale, CBS, MP -
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Sen. Joyce Chepkoech Korir, MP -
Sen. Mohamed Faki Mwinyihaji, EGH, MP
Sen. Richard Momoima Onyonka, MP -
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CHAIRPERSON’S FOREWORD

The 2024 Medium Term Debt Management Strategy (MTDS) was submitted to Parliament
by the National Treasury on 15" February, 2024 pursuant to section 33 of the Public
Finance Management Act, Cap.412A. The Act provides that ‘On or before the 15%
February in each year, the Cabinet Secretary shall submit to Parliament a statement
setting out the debt management strategy of the national government over the medium term
with respect to its actual liability and potential liability in respect of loans and guarantees

and its plans for dealing with those liabilities’.

The 2024 MTDS was tabled in the Senate at the sitting held on 15" February, 2024.
Thereafter, it was referred to the Standing Committee on Finance and Budget for

consideration, facilitation of public participation and consequent tabling of a report in the O

Senate.

Pursuant to section 33(2) of the PFMA, the MTDS should be aligned to the broad strategic
priorities and policy goals set out in the Budget Policy Statement. Section 33(3) of the Act
provides that ‘the Cabinet Secretary shall include in the statement the following
information-

a) the total stock of debt as at the date of the statement;

b) the sources of loans made to the national government and the nature of guarantees

given by the national government,
c) the principal risks associated with those loans and guarantees;
d) the assumptions underlying the debt management .s:trategy; and

e) an analysis of the sustainability of the amount of debt, both actual and potential.” 70

The MTDS covers the period between FY 2024/25 to FY 2026/27 and it outlines the

strategies and initiatives to be implemented, aimed at minimizing costs and risks of debt

management.

Public and publicly guaranteed debt in nominal terms as at the end of June, 2023 was
Kshs.10.278 trillion (70.8% of GDP). This comprised an external debt stock of Kshs.5.446
trillion and domestic debt stock of Kshs.4.832 trildon. The National Treasury indicated
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that the stock of public and publicly guaranteed debt as at February 2024 stood at
Kshs.11.248 trillion (69.7% of GDP) in nominal terms. Present value of public debt to
GDP is 67.2%. This comprises external debt stock of Kshs.6.1899 trillion and domestic

debt stock of Kshs.5.05804 trillion.

The National Treasury committed to bringing down the Present Value (PV) of debt as a
percentage of GDP from 67.2% to 55% over a period of five (5) years in accordance with
the requirements of section 50 of the PFMA Cap.412A.

External public debt comprises; multilateral, bilateral and commercial creditors-
a) Kshs.3.118 trillion as multilateral debts (accounting for 50% of total external debt);
b) Kshs.1.399 trillion bilateral debts (23%); and (O
c) Kshs.1.671 trillion commercial debts (27%) of which Eurobonds account for
Kshs.1.141 trillion (18%).

Domestic debt mainly comprises Treasury bonds and bills as follows-

a) Kshs.4.272 trillion in Treasury Bonds (accounting for 85% of total domestic debt);

b) Kshs.565.63 billion Treasury Bills (11%); and

c) Kshs.220.16 billion (4%) as others (Overdrafts from Central Bank of Kenya, IMF

Special Drawing Rights (SDR) All(;(;ation and Bank advances.

Government guaranteed debt at the end of June 2023, to Kenya Power and Lightning
Company (KPLC), Kenya Ports Authority (KPA), Kenya Electricity Generation (KenGen)
and Kenya Airways (KQ) amounted to Kshs.170.2 billion. The called-up guarantee loan of 2o
Kshs.88.2 billion relates to KQ guaranteed debt.

The proposed fiscal deficit for FY 2024/2025 is Kshs.703.87 billion which will be financed
through Kshs.362.12 billion as net foreign financing and Kshs.377.75 billion as domestic

financing.

Regarding optimal borrowing strategy- The MTDS aims to optimize access to external
concessional borrowing to minimize costs and refinancing risks in the debt portfolio. The

optimal borrowing strategy assumes a mix of 45% domestic and 55% external financing

“|
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over the medium term. In gross borrowing terms, external and domestic financing accounts
for 37% and 63%, respectively.

Total Debt Sustainability Analysis- According to the National Treasury, the Debt
Sustainability Analysis (DSA) conducted in December, 2023 indicates that Kenya's public
debt remains sustainable but with a high risk of debt distress. The PV of debt to GDP ratio
is projected to remain above the 55% threshold until 2029. This is projected to decline

steadily to 48.1% in 2033 because of fiscal consolidation.

The External Debt Sustainability Analysis indicates that-

a) External debt sustainability indicates that PV of public and publicly Guaranteed
(PPG) external debt to GDP ratio remains below 40% threshold throughout
projection period. .

b) The PV of PPG external debt to exports (solvency indicator) remains above the
threshold (180%) through 2029. |

¢) The debt service to exports (liquidity indicator) exceeds its threshold (15%) in the
medium term on account of Eurobond repayments in 2024 and 2028, and rollover
of external bank loans (2025-26).

d) The breaches in the debt thresholds in terms of exports indicate increased

vulnerability of public debt to export and financing shocks.

Regarding the cost and risks analysis of existing public debt portfolio, its evident that-

a) Depreciation of Kenya shilling against major currencies increased the nominal debt
to GDP ratio to 70.8% in June 2023 from 67% in December, 2022.

b) The total interest payments as a share of GDP increased to 5.5% as at June, 2023
from 5.3% as at end of December, 2022.

c¢) The weighted average interest rate of external debt increased to 4.5% in June 2023
compared to 3.9% in December 2022.

d) Average Time to Maturity of the total portfolio declined from 8.8 years in December

2022 to 8.5 years in June 2023.
e) The projected debt redemption profile is characterized by large maturities in 2028,

2029, and 2030 on account of Eurobond and bank syndicated debts. : %O

g
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Some salient observations made by the Committee include- _

a) The stock of public and publicly guaranteed debt is KSh 11.248 trillion; comprising
of domestic debt of KSh 5.058 trillion (45%) and external debt of KSh 6.89 trillion
(55%). This is an increase of Ksh. 970 billion from Kshs. 10.'278 trillion by the end
of FY 2022/23 and is attributed to exchange rate movements and additional
borrowing, among other factors.

b) The present value (PV) of debt to GDP stands at 67.2% against the recommended
benchmark of 55% as provided in section 50 of the PFM Act, 2012. Whereas this is
a breach against the benchmark, the National Treasury projects that the present [O
value of debt will be aligned with the benchmark by FY 2028/29 through a defined
fiscal consolidation path including revenue mobilization targeted at 20.2% of GDP
by 2028. This requires regular reporting to Parliament to enhance continuous
oversight and ensure compliance.

¢) Although the debt-carrying capacity declined from strong in 2021 to medium as at
December 2023 and the National Treasury indicates that the overall debt levels
remain sustainable, the risk of debt distress is high due to global shocks that can
potentially exacerbate macroeconomic vulnerabilities and subdue economic
performance.

d) The recent liquidity management measures undertaken in February 2024 involving %)
partial buy-back (USD 1.5 billion) of the USD 2 billion Euro bond maturing in June
2024, addressed the settlement risk associated with the Bond and has consequently
influenced key macro variables such exchange rate dynamics and investor
sentiments. |

e) The proposed fiscal deficit for FY 2024/2025 of Kshs. 703.9 billion is to be financed
through net foreign financing (55%) and net domestic financing (45%), targeted at
optimizing the cost and risk indicators of debt. Despite the National Treasury
indication that the national government will favour concessional borrowing, there
is a proposed commercial borrowing in FY 2024/25 of Kshs. 151.00 billion which %O

has the potential of worsening the debt position as commercial loans have higher

q
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The Committee made several recommendations including-
a) That, consistent with the financing requirements underpinning the 2024 Budget
Policy Statement, the proposed fiscal deficit target of Ksh. 703.9 billion (3.9% of
GDP) for FY 2024/25 be approved. This is broadly in line with the proposed fiscal
consolidation path, progressing to 3.1% of GDP by FY 2027/28.

b) That, the proposed borrowing strategy in the 2024 MTDS of 55% for net external
borrowing and 45% for net domestic borrowing be approved for FY 2024/25 and
the medium term.

¢) That, going forward, the National Treasury should in subsequent budget cycles,
ensure that the MTDS submitted to Parliament for consideration and approval/ o

contains the most recent data on the stock of public and publicly guaranteed debt as

at the date of the statement in line with section 33(3) of the PFM Act, Cap.412A.

/O

10 | SCF&B Report on the 2024 Medium Term Debt Management Strategy



373

Acknowledgment

I take this opportunity to commend the Members of the Committee for their devotion and

commitment to duty, which made the consideration of the 2024 Medium Term Debt

Management Strategy successful.

I also wish to thank the Offices of the Speaker and the Clerk of the Senate for the support

extended to the Committee in undertaking this important assignment.

Lastly, I wish to thank the stakeholders who submitted written memoranda and who

appeared before the Committee to present their comments.

It is now my pleasant duty, pursuant to standing order 223(6) of the Senate Standing
Orders, to present the Report of the Standing Committee on Finance and Budget to the
Senate on the 2024 Medium Term Debt Management Strategy.

SIgnatlure.cccoceessrsssssscssassenossssonnsne 1§ ; o R —— =S (©

SEN. CAPT. ALI IBRAHIM ROBA, EGH, MP.
CHAIRPERSON,
STANDING COMMITTEE ON FINANCE AND BUDGET

f

11 | SCF&B Report on the 2024 Medium Term Debt Man}:gement_sn'ategy



374

ADOPTION OF THE REPORT OF THE STANDING COMMITTEE ON
FINANCE AND BUDGET ON THE 2024 MEDIUM TERM DEBT
MANAGEMENT STRATEGY

We, the undersigned Members of the Senate Standing Committee on Finance and Budget,

do hereby append our signatures to adopt this Report-

!
Name Designation Signature
1. Sen. (Capt.) Ali Ibrahim Roba, EGH, _ !
Chairperson '
MP
2 : . . ;
Sen. Maureen Tabitha Mutinda, MP Vice-Chairperson
- I
3. |
.J Sen. (Dr.) Boni Khalwale, CBS, MP | Member (O
|
4. :
Sen. Tabitha Karanja Keroche, MP Member
5. .
Sen. Joyce Chepkoech Korir, MP Member
6. Sen. Mohamed Faki Mwinyihaji, CBS,
! Member
.' MP
7 | . ; |
Sen. Richard Momoima Onyonka, MP | Member |
1'
8.
Sen. Shakila Abdalla Mohamed, MP | Member
' Sen. Eddy Gicheru Oketch, MP Member _
| [

e

12 | SCF&B Report on the 2024 Medium Term Debt Management Strategy



13 |

375
CHAPTER ONE

1.0 OVERVIEW OF MEDIUM-TERM DEBT MANAGEMENT STRATEGY

. Article 201 of the Constitution read together with Section 62 (3) (c) of the Public

Finance Management (PFM) Act, Cap 412A gives the basis for prudent and
responsible use of public finances. Particularly, the law requires that the burdens
and benefits of the use of resources and public borrowing shall be shared equitably
between present and future generations. Prudent and responsible use of public
resources entails management of debt levels and borrowing as well as minimization

of the cost of debt.

. The Medium-Term Debt Management Strategy is submitted to Parliament pursuant

to section 33 (1) of the PFM Act, Cap 412A on or before the 15th February in each
year. The document sets out the debt management strategy of the National
Government over the medium term with respect to its actual and potential liability

in respect of loans and guarantees and its plans for managing the liabilities.

. The Debt Management Strategy is submitted alongside the Budget Policy Statement

(BPS) hence the law requires that the medium-term debt management strategy be
aligned to the broad strategic priorities and policy goals as set out in the Budget
Policy Statement. Section 64(2)(a) of the PFM Act, Cap 412A requires the Medium-
Term Debt Strategy (MTDS) to be consistent with the Budget Policy State;nent

(BPS).

. The Cabinet Secretary responsible for matters relating to finance is tasked to include

in the MTDS information on the following-
a) The stock of public debt as at the date of the statement. (?J@
b) The sources of loans made to the national government and the nature of
guarantees given by the national government.
c) Principal risks associated with these loans and guarantees,
d) Assumptions underlying the debt management strategy.

e) An analysis of the sustainability of the amount of debt, both actual and

potential. [ g
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5. Section 62 of the PFM Act, Cap 412A provides for the establishment of a Public

Debt Management Office (PDMO) domiciled within the National Treasury. The
core objective of the office is to ensure minimization of the cost of public debt
management and borrowing over the long-term taking account of risk; to promote
the development of the market institutions for Government debt securities and to

ensure the sharing of the benefits and costs of public debt between the current and

future generations.

. The PDMO is also mandated to assist County Governments in debt management

and borrowing. Consequently, County Treasuries are required to furnish the PDMO
with any information that shall enable it to execute its mandate efficiently. This

points to the role of the County Governments in the management of public debts.

1.1 Stock of Public Debt and Debt Service Expenditures

14 |

7. Public and publicly guaranteed debt increased by Ksh.1.64 trillion from Ksh.8.63

trillion in June 2022 to Ksh.10.278 trillion by the end of June, 2023. By the close of
FY 2022/23, the composition of debt indicates that Ksh.5.446 trillion was
attributable to external debt and Ksh.4.832 trillion was from domestic sources. This
represented a 26% (Ksh.1.117 trillion) and 12% (Ksh.527 billion) increase
respectively. The significant increase in the external debt stock was exacerbated by
the depreciation of the Kenya Shilling against major world currencies especially the

US dollar which accounts for the largest share of the loan portfolio.

. According to the National Treasury the Public and publicly guaranteed debt stood

at Ksh.11,248.01 billion. This was equivalent to 69.7% of GDP in nominal terms.
The debt mix shows that Kshs. 6,189.97 billion (55.07%) was due to external
creditors and Kshs. 5,058.04 billion (44.93%) due to domestic lenders.

. There was Kshs. 170.2 billion in outstanding government-guaranteed debt as of

June, 2023. Guarantees totaling Kshs.9.0 billion were given to Kenya Power &
Lighting Company, Kshs.50.5 billion to Kenya Ports Authority, and Kshs.22.4
billion to Kenya Electricity Generating Company (KenGen), all of which were
performing. The MTDS analysis included a guaranteed debt of Kshs 88.2 billion
owed by Kenya Airways which was called uf.
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10.In financing the budget, revenue collection including Appropriation-in-Aid (A.i.A)
is estimated to be Ksh. 3,435.0 billion (19.1% of GDP) against estimated overall
expenditure and net lending of Ksh.4,188.2 billion (23.2% of GDP) in FY 2024/25.
Consequently, the fiscal deficit (including grants), is projected at Ksh.703.9 billion
(3.9 % of GDP), and further to 3.1% of GDP by FY 2026/27.

1.2 Cost and Risk Profile of Public Debt Portfolio

11. With regards to the cost of the public debt portfolio, the 2024 MTDS indicates the
weighted Average Interest rate on the total debt portfolio was 7.6% in June 2023
compared to 7.7% in June 2022. |

12. The Average Time to Maturity (ATM) of the domestic debt declined from 7.8 years
to 7.5 years while that of external debt declined from 9.8 years to 9.3 years. between
June 2022 and June 2023.Moreover, the ATM for total debt portfolio reduced to 8.5
years from 8.8 years during the same period. Partly, the implication could result in
more credit instruments maturing within a shorter period and thus leading to
liquidity constraints. _

13. The composition of external debt by currency as at June 2023 comprised of USD
(67.2%), Euros (21.3%) Japanese Yen (3.9%), GBP (2.3%), Chinese Yuan (5.1%)
and others (0.2%). The implication is that total external debt is subject to exchange

rate volatility mainly the US Dollar.

9

1.3 The 2024 Proposed Borrowing Strategy 25

14. The 2024 BPS highlights the assumptions underpinning the selection of the optimal
borrowing strategy for FY 2024/25, which are: real GDP growth rate of 5.5 % ,
inflation target of 5.0%, revenue of 19.1% of GDP and fiscal deficit rate of 3.9 %

of GDP.

15.In addition, climate-related shocks, exchange rate volatility and depreciation of the

Kenya shillings, performance of exports and investor preference for short-term

S
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instruments could potentially impact refinancing risks as well as risks of contingent
liabilities under SOEs and PPPs. ;

16. The indicated borrowing strategy for deficit financing for FY~2024/25 is a gross
borrowing ratio of domestic and external financing of 63: 37, and a net borrowing
ratio of 45:55, respectively. The strategy intends to maximize concessional loans
and reduce commercial borrowing on the external component while utilizing more
of medium to longer-term bond instruments.

17. However, actual performance of past approved strategies indicates deviation from
the projected borrowing strategies due to market realities or conditions. For FY
2022/23, external sources contributed 22% while domestic sources contributed 78%
as compared to the approved ratio of 25% from external and 75% from domestic

sources putting more pressure on the domestic market.

1.4 Public debt sustainability analysis

18.The reported present value of public debt to GDP stands at 67.2 % against the
recommended benchmark of 55 %. The National Treasury projects that the present
value of debt will be aligned with the benchmark by 2029 through a defined fiscal
consolidation path as well as revenue mobilization. This requires regular reporting
to Parliament to enhance continuous oversight and ensure compliance. 290

19.The debt carrying capacity has declined from s&ong in 2021 to medium as at
December 2023; and although overall debt levels remain sustainable, the distress
level remains high. However, the Committee was informed by the National Treasury
that the successful liquidity management involving partial buy-back (USD 1.5
billion) of the USD 2 billion Euro bond maturing in June 2024, addressed and

removed the settlement risk associated with the Bond.

¢
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CHAPTER TWO

2.0 OVERVIEW OF SUBMISSION FROM STAKEHOLDERS

20. Pursuant to the provisions of Article 118 of the Constitution and the Senate Standing

Orders, the Committee sent invitations to key Stakeholders inviting them to a

meeting and submit their comments on the Medium-Term Debt Management

Strategy.

21. The Committee received submissions from the following Stakeholders-

a) The National Treasury and Economic Planning;
b) The Commission on Revenue Allocation; -
c) The Institute for Social Accountability;
d) The Institute of Certified Public Accountants-Kenya (ICPAK); and
e) The International Budget Partnership-Kenya (IBP-K).
2.1 The National Treasury and Economic Planning ")O

17 |

22.The National Treasury appeared before the Committee and made the following

submissions-

a) The current stock of public and publicly guaranteed debt stands at Kshs.

11,248.01 billion or 69.7 percent of GDP in nominal terms. The current

Present Value of public debt to GDP is 67.2 percerit. It comprises a mix of
external debt of Kshs. 6,189.97 billion; and domestic debt of Kshs. 5,058.04

billion.

b) External debt, which has risen relative to domestic debt due to depreciation

of the Kenya shilling against foreign currencies, is largely from official

creditors and on concessional terms. It is composed of: Kshs. 3,118.57 billion

as multilateral debts (accounting for 50% of total external debt); Kshs.
1,399.72 billion bilateral debts (23%); and Kshs. 1,671.68 billion)
commercial debts (27%) of which Eurobonds account for Kshs 1,141.33

billion (18%).

17/
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Domestic debt is mainly held in the form of Government debt securities as
follows: Kshs. 4,272.25 billion in Treasury Bonds (accounting for 85% of
total domestic debt) Kshs. 565.63 billion Treasury Bills (11%); and. Kshs
220.16 billion (4%) as others (That is, Overdrafts from Central Bank of
Kenya, IMF SDR Allocation and Bank advances).

d) The proposed FY 2024/2025 fiscal deficit of Kshs. 703.9 billion is to be

financed through Net Foreign financing of Kshs 326.12 billion (Commercial
Borrowing -Kshs. 151.00 billion, Programme loan -Kshs. 210.48 billion,
Project Loans & A-I-A-Kshs. 308.54 billion, External Repayment -Ksh
(343.90) billion) and Net Domestic Financing of Kshs. 377.75 billion.

Assessment of the cost and risk characteristics of the current debt portfolio

18 |

€)

g)

h)

Under the current revenue driven multi-year fiscal consolidation program,
the National Treasury commits to bring down the Present Value of debt as a
percentage of GDP from 67.2 percent to 55% over a period of five years as
per the recent amendment of the Public Finance Management Act on the debt
anchor.
The weighted average interest rate of the total debt portfolio was 7.7 percent
per annum in June 2023, of which domestic debt was 11.4% per annum. The
weighted average interest rate of external debt increased to 4.5% in June
2023 compared to 3.9% in December 2022.
The rise in interest rates in the public debt portfolio is attributed to the tight
liquidity conditions both in the domestic and international financial markets.
Average Time to Maturity of the total portfolio declined from 8.8 ‘years in
December 2022 to 8.5 years in June 2023 on account of reduced performance
of long tenor bonds and issuance of more short-term domestic debt attributed
to tightness of liquidity in the market. 'l
The 2024 Medium-Term Debt Strategy aims to optimize acée_ss to external
concessional borrowing and undertake liability management, to minimize
costs and refinancing risks in the debt portfolio. On a net basis, the strategy
assumes a mix of 45% domestic and 55% external financing over the medium
&
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term. In gross borrowing terms, external and domestic financing accounts for
37% and 63%, respectively.

j) The 2024 Medium-Term Debt Strategy identifies key actions to guide
borrowings in addition to fiscal consolidation during FY2024-25 to 2026-
2027, which include-

i. Use of long tenor Treasury bonds for refinancing of maturing
domestic debt and raising of new deficit funding resources along with
reduction in the proportion of short-term domestic debt (Treasury
bills) to minimize refinancing risks and lengthening Average Time
Maturity for domestic and total debt.

ii.  Issuance of more medium to long-term instruments as the main source
of domestic financing to deepen the domestic bond market. ™

iii. Maximize use of concessional borrowing as opposed to commercial
debt to lower costs and risks.

iv. Minimize interest rate risk in terms of average time to re-fixing.

k) The latest Debt Sustainability Analysis Report indicates that;

i.  Public debt remains sustainable though the distress level is elevated
due to the adverse effects of multiple shocks experienced by the
country since 2020. ‘

ii. The Debt Carrying Capacity has declined from strong to medium
since 2021 to date. _

iii. External debt vulnerability has increased as a result of subdued
growth in exports. i

iv. Recently, Kenya successfully executed a liability management
operation targeting the 2024 Eurobond. The operation permanently
removed settlement risk on the USD 2 billion Eurobond maturing in
June 2024 by partially buying-back USD 1.5 billion of the Bond.

1) In collaboration with other financial sector players including the Capital
Market Authority and the Central Bank of Kenya, the National Treasury will

sustain domestic debt markets reforms to improve performance of the

19
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primary issuance and promote vibrancy of the secondary market to develop
a credible yield curve for Government securities.
m) These reforms include-
i.  Publication of an issuance calendar;
ii. Separation of the Retail and Wholesale Market for Government
Securities; |
iii. Re-engineering Retail-Bond Issuance;
iv.  Establishment of the Over-The-Counter (OTC) Market for
Government Debt Securities;
v.  Establishment of an Efficient Horizontal Repo Market and Securities |O
Lending and Borrowing (SLB). :
vi. The National Treasury & Economic Planning has engaged the
IMF/World Bank to assist the PDMO in the domestic market

development.
2.2 The Commission on Revenue Allocation

23.The Commission appeared before the Committee and made the following
submissions-

a) That there is inconsistency in figures of the public debt stock between the
2024 MTDS and the 2024 BPS. According to CRA, the MTDS provides the
debt stock as at end of June 2023 as Ksh. 10,278.7 billion, comprising of L9
Ksh. 5,446.6 billion in external debt and Ksh. 4,832.1 billion in domestic
debt while the BPS provides the debt stock as at end of June 2023 as Ksh.
10,189.5 billion, comprising Ksh. 5,357.4 billion in external debt and Ksh.
4,832.1 billion in domestic debt.

b) Further, the stock of domestic debt as Ksh. 4,832.1 billion and External Debt
Ksh. 5,446.5 billion are inconsistent with the figure of Ksh. 4,741.9 billion
and Ksh. 5,349.1 billion, respectively. The Commission recommended for
harmonisation of the two figures and also with the figures presented in the
BPS 2024 on external debt indicated at Ksh. 5,357.4 billion

Ple
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c) CRA noted that the figure of pre-1997 government loans of Ksh. 17.8 billion
is always acknowledged in the current and previous MTDS; yet no
explanation is provided on why it has never been paid. They submitted that
there should be an explanation of the pre-1997 government loans of Ksh.
17.8 billion and why this loan is still outstanding.

d) On debt sustainability analysis, the Commission indicated that Section 6 of
the Public Finance Management (Amendment) Act 2023, amended the debt
sustainability thresholds to 55 percent in PV terms with a compliance period
of not later than five years from 17% October 2023-the date of coming into
force of the Act. The national government is required only in exceptional [
circumstances to exceed the threshold by not more than 5%. Therefore, the
PV of debt to GDP ratio projected at 56.9% in 2028 is above the 55%
benchmark and thus against the PFMA (Amendment) Act 2023.

2.3 Institute of Certified Public Accountants- Kenya (ICPA-K)

24.ICPA-K appeared before the Committee and submitted that the growth of Kenya’s
public debt in the last ten years has raised concern on the sustainability of the
government’s fiscal path given the increasing impact of debt service repayments on
service delivery and the economy.
25. The institute recommended the following- 20
| a) Establish and operationalize a Sinking Fund to enable the country set aside
funds in the years leading to debt maturity.
b) Establish and operationalize a Kenyan Sovereign Wealth Fund through
policy and legislation.
¢) Prioritize projects independently assessed for financial viability and consider
absorptive capacity constraints within the investment timelines.
d) Consider Public Private Partnerships (PPPs) as a form of financing
development expenditure.

e) Gradually retire expensive commercial loans for long-term concessional )¢

2
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Publish core public and publicly guaranteed debt statistics at the general
government level annually, including information on individual' debt
instruments contracted. k

Develop and adopt strict analytical and monitoring processes for approval
and implementation of resource-backed loans.

Parliament should demand regular reports on capital projects financed
through debt from the National Treasury to enhance openness and
transparency. The reports should include the corresponding feasibility
studies, details of commitment fees, if any and project implementation status.
Enhance prudent financial management ;cmd accountability in

implementation of development projects.

2.4 The Institute for Social Accountability

22|

/

26. TISA appeared before the Committee and submitted the following-

a)

b)

d)

The government revised the fiscal deficit from Ksh. 718 billion to Ksh. 785
billion in the supplementary budget I for FY 2023/24. Given the trends in the
previous fiscal years, TISA noted with concern the upward revision of fiscal
deficit in the supplementary budgets.

From the Controller-of Budget report for FY 2022/23 which highlighted that
interest payments on domestic debt (Ksh. 527.93 billion) were three times
higher than interest payments on external debt (Ksh. 154.94 billion), TISA
pointed out the cost of domestic debt to the economy, indicating that it would
result in a crowding-out effect on the private sector.

The latest Controller of Budget report on the national government budget
implementation indicates a possibility that the country’s public borrowing
does not necessarily finance development needs as envisioned. A case in
point is the Eurobonds, whereby oversight reports could not trace their
utilization by MDAs.

The National Treasury should contemplate actively pursuing debt

L9

20

restructuring initiatives in both the short and medium term to mitigate the 3 O

current trend of rising interest rates. The government should also put in debt
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restructuring efforts focused on current expensive loans, whose fiscal risk is
high.

e) That there is a notable improvement in the domestic debt mgturity profiles.
Debt with maturity of less than 1-year decreases from 19.5% in Dec 2022 to
16.7% in June 2023 and those with maturity of 4 - 5 years increases from
8.7% to 16.0%. This needs to be scaled up to minimize the cost of public
debt management and borrowing over the long term.

f) The high debt-to-GDP ratio (70.8) raises concerns about default risk,
potentially affecting Kenya’s ability to borrow at favourable interest rates.
This has consistently seen debt servicing divert resources away from critical ,]O
investments in basic services like education, and healthcare. This is also
against the IMF program which prescribed 55.0% target that should be
achieved by 2027. The interest payment as a share of GDP also increased by
1.2% due to accumulation of debt and increase in interest rates by Central
banks in the domestic and international markets.

g) While the anticipated decrease of the fiscal deficit to 3.9% of GDP is
positive, there is room for further improvement. There is also need for a cost-
benefit analysis for the government's tax exemptions amounting to nearly
400 billion, especially in light of ongoing fiscal consolidation efforts.

h) TISA lauded the National Treasury’s decision to diversify funding sources 20
by incorporating Kenyan Shilling syndicated debt. However, they expressed
concern on the proposal to float domestic bonds which come at very high
interest in foreign currency, saying that it will deal a double blow to Kenyans
in the form of deferred taxation.

i) They noted that the interest rates for the infrastructure bond continue to have
a crowding out effect on other producers (manufacm;'ers, farmers and
MSMES) who would be pivotal in supporting the expanéion of the tax base.

j) That the National Treasury should give clear and deliberate commitment on
green and blue bonds as part of development ﬁnanciilg. The green bond

market offers opportunities for national and subnational governments to

25
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invest in climate change related projects while contributing towards climate
resilience and sustainable development.

k) The government’s plan to involve the private sector especially in
infrastructure financing through Public-Private Partnerships should follow
the transparency and accountability mechanisms spelt out in the constitution,
which have previously been disregarded.

1) TISA recommended that the National Treasury should expedite the
operationalization of a sinking fund which was part of the commitments
outlined in the 2023 MTDS, to help stem default in times of economic
distress, such as the ongoing global financial crisis, the depreciation of the jO
shilling as well as the current drought facing most Kenyan counties.

m) That PFM Act 2012 seeks to establish PDMO within Treasury but with some
degree of autonomy. TISA proposed for fast tracking of the deﬁelopment of
a Policy, Financial and Administrative Framework within which PDMO

would operate.

n) TISA commended the government’s commitment to expand coverage in
reporting of public debt to include non-guaranteed debt owed by SOEs,
saying that this will improve transparency and accountability in public debt
management. Further, that it will ensure, they are subjected to budgetary
oversight reducing the possibility of poor quantification of Contingent 2©
Liabilities and the possibility of large unplanned expenditures if the
guarantee materializes. Guaranteed debt has been rising over the years closed
at Kes 19.02 billion by June 2023 which expose taxpayers to-risks of hefty
bailouts in the event of default.

o) TISA suggested that MTDS should delve into the question of increased
borrowing to repay loans which is a deviation from section 15(2)(c) of the
PFM act that requires public debt to be used for development. The
government should liaise with the OAG, COB, EAC and Parliament to create
proactive plans to improve debt. There should be transitional justice for the
economic extraction, abuse and near slavery to the Kenyan people who}@

continue to pay for debt that was not properly utilized.
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2.5 The International Budget Partnership-Kenya (IBP-K)
27.The International Budget Partnership-Kenya (IBP-K) appeared before the

25 |

Committee and submitted as follows-

a)

b)

g)

That MTDS should provide an opportunity for visibility of the state of the debt

and options to manage it. The MTDS contains data as at June 2023 yet there
are sufficient details up to December 2023.

The MTDS should play a proactive role in debt management over the medium
term. It should also be an opportunity for robust public discourse on deficit
financing. Its short-term nature means that there isn’t much consideration of
the long-term effects of the different options and mix of borrowing. This then
means that it’s difficult to tell what different options would mean in the long
run.

Develop a public debt policy on which the MTDS will be anchored. ‘This will

consider the developmental needs of the country and set a direction of how the

country will handle both public and publicly guarantéed debt.

The BPS of 2024 should align with the proposed financing strategy in the
MTDS to ensure sustainable and optimal borrowing in the next financial year.
IBP submitted that since growing fiscal deficit is a key driver of public debt
burden, the government should reduce the fiscal deficit as a percentage of GDP
to consolidate the existing fiscal deficits. Further, the National Treasury should
employ realistic revenue targets and ensure adherence to the proposed fiscal
deficit in FY 2024/25. '

Beyond fiscal consolidation measures, the national government must seek
more affordable borrowing options over the medium term given the projected
resource envelope and cost of borrowing. This includes reducing the
prominence of commercial and domestic debt in the debt portfolio and
exploring alternative sources of financing that are lower.

IBP noted that expenditure on public debt obligations continues to pose a risk
to the timely delivery of public services. They recommended that debt

repayments be restructured in the medium term to create less pressure on the

available tax revenues.
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CHAPTER THREE

3.0 COMMITTEE OBSERVATIONS AND FINDINGS

28.Having considered the 2024 MTDS and submissions from the stakeholders, the
Committee made the following observations and findings. That-

a) The stock of public and publicly guaranteed debt is KSh 11.248 trillion;
compri'sing of domestic debt of KSh 5.058 trillion (45%) and extemnal debt
of KSh 6.89 trillion (55%). This is an increase of Ksh. 970 billion from Kshs.
10.278 trillion by the end of FY 2022/23 and is attributed to exchange rate
movements and additional borrowing, among other factors.

b) The 2024 MTDS indicates the stock of public debt as at 30" June 2023
instead of indicating the status as at the date of statement as required by the
PFM, Cap.412A. Jo

c) The present value (PV) of debt to GDP stands at 67.2% against the
recommended benchmark of 55% as provided in section 50 of the PFM Act,
2012. Whereas this is a breach against the benchmark, the National Treasury
projects that the present value of debt will be aligned with the benchmark by
FY 2028/29 through a defined fiscal consolidation path including revenue
mobilization targeted at 20.2% of GDP by 2028. This requires regular
reporting to Parliament to enhance continuous oversight and ensure
compliance.

d) {\lthough the debt-carrying capacity declined from strong in 2021 to medium
aé at December 2023 and the National Treasury indicates that the overall debt 20D
le.vels remain sustainable, the risk of debt distress is high due to global shocks
that can potentially exacerbate macroeconomic vulnerabilities and subdue
economic performance.

e) The recent liquidity management measures undertaken in February 2024
involving partial buy-back (USD 1.5 billion) of the USD 2 billion Euro bond
maturing in June 2024, addressed the settlement risk associated with the

Bond and has consequently influenced key macro variables such exchange

rate dynamics and investor sentiments. (-; ;
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f) The proposed fiscal deficit for FY 2024/2025 of Kshs. 703.9 billion is to be
financed through net foreign financing (55%) and net domestic financing
(45%), targeted at optimizing the cost and risk indicators of debt. Despite the
National Treasury indication that the national government will favour
concessional borrowing, there is a prop;)sed commercial borrowing in FY
2024/25 of Kshs. 151.00 billion which. has the potential of worsening the
debt position as commercial loans have higher interest rates.

g) There is a notable deviation in the approved borrowing strategies under the
MTDS and the actual borrowing outturn that necessitates in-year reporting /O
to Parliament. To illustrate, the approved strategy in the 2022 MTDS for FY
2022/23 (in gross terms), was 25:75 percent external to domestic financing,
compared to actual borrowing of 22:78 external to domestic financing. This
trend has been observed over the last three financial years, with the tendency
to favour domestic borrowing.

h) The debt service has been on an upward trajectory since June 2018 and stood
at Ksh. 1.199 trillion as at June 2023 (59% of revenue). This has significantly
reduced the fiscal space available to fund other critical expenditure needs.

27 | SCF&B Report on the 2024 Medium Term Debt Ma7agement ._'x;trategy
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4.0 RECOMMENDATIONS

The Committee makes the following recommendations-

28 |

a)

b)

d)

That, consistent with the financing requirements underpinning the 2024 Budget
Policy Statement, the proposed fiscal deficit target of Ksh. 703.9 billion (3.9% of
GDP) for FY 2024/25 be approved. This is broadly in line with the proposed fiscal
consolidation path, progressing to 3.1% of GDP by FY 2027/28.

That, the proposed borrowing strategy in the 2024 MTDS of 55% for net external
borrowing and 45% for net domestic borrowing be approved for FY 2024/25 and

the medium term. E

That, going forward, the National Treasury should in subsequent budget cycles,
ensure that the MTDS submitted to Parliament for consideration and approval
contains the most recent data on the stock of public and publicly guaranteed debt as

at the date of the statement in line with section 33(3) of the PFM Act, Cap.412A.

That, to enhance monitoring and transparency on in-year borrowing operations, at
the end of every quarter of the financial year, the National Treasury should submit
to the Senate a status report on any deviation from the approved borrowing strategy

indicating the reasons for the deviation.

That, pursuant to section 50 of the Public Finance Management Act, Cap.412A, the
National Treasury should submit a report to the Senate by end of 30" April, 2024,

on the specific measures being taken to ensure that the National Government

(O

complies with the 55% debt threshold within the timelines provided in the Act. L@

5
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The report prepared by IMF staff has benefited from comments and suggestions by
Executive Directors following the informal session on July 25, 2023. Such informal
sessions are used to brief Executive Directors on policy issues and to receive feedback
from them in preparation for a formal consideration at a future date. No decisions are
taken at these informal sessions. The views expressed in this paper are those of the
IMF staff and do not necessarily represent the views of the IMF's Executive Board. o

The IMF's transparency policy allows for the deletion of market-sensitive information
and premature disclosure of the authorities’ policy intentions in published staff reports
and other documents.
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http://www.imf.org/external/pp/ppindex.aspx
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EXECUTIVE SUMMARY

This Background Paper provides technical information to accompany the main
paper on Making Public Debt Public: Ongoing Initiatives and Reform Options. This
material, presented in three chapters, covers the following issues:

o Empirical evidence of benefits of public debt transparency

¢ Sound practices in public debt management that promote transparency

o Review of international data standards and public debt databases
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INTRODUCTION

1. Public debt transparency can provide significant benefits to borrowers and creditors.
Increasing debt transparency, however, requires closing significant country data gaps and
addressing adverse incentives. This background paper delves deeper into the benefits of public debt
transparency already briefly described in the main paper and expands on two elements that can be
used to enhance debt transparency: (i) sound debt management practices and (ii) an overview of
public debt-related international statistical standards and a review of publicly available debt
databases and information available therein.

EMPIRICAL EVIDENCE OF BENEFITS OF PUBLIC DEBT
TRANSPARENCY

A. Better Data Dissemination Practices Lower Financing Costs |O

2 Greater data transparency reduces information asymmetries and uncertainty about
economic developments and prospects, which in turn should translate into lower riskiness
markets attach to more transparent countries, reducing their financing costs. The question of
whether transparency is rewarded by financial markets has been a focus of many studies which
indeed find a favorable effect of transparency on countries’ financing conditions as evidenced in
lower sovereign bond spreads (see, for example, Cady, 2005; Cady and Pellechio, 2006; Glennerster
and Shin, 2008; Moretti, 2011; and Choi and Hashimoto, 2018; Kubota and Zeufack, 2020; Gonzalez-

Garcia, 2022).

3. One way to assess the countries’ level of data transparency is through their
participation in the IMF Data Standards Initiatives—a global data transparency framework which
sets standards for data dissemination. The dissemination of government debt data, along with other
key macroeconomic and financial data, has been an essential part of the IMF Data Standards 2o
Initiatives since their creation in 1996. Depending on which of the three tiers of the Initiatives
countries participate, the framework prescribes or encourages dissemination of government debt,
with various disaggregation.’ Encouraging all the countries to publish more granular public debt
data with detailed creditor breakdowns has been the focus of the latest Tenth Review of the Data
Standards Initiatives, approved by the IMF Executive Board in 2022.

4, Results from a recent IMF study provide further evidence of a significant improvement
in sovereign financing costs as countries enhance their data dissemination practices through
implementing the IMF Data Standards Initiatives. In particular, Gonzalez-Garcia (2022) shows a

"In particular, the framework prescribes quarterly dissemination of general government gross external public debt (by
maturity and instrument) for the countries subscribing to the Special Data Dissemination Standard (SDDS) and of
total general government gross debt (by instrument, currency, and residency of creditors) for the countries in the
highest tier, SDDS Plus. Countries in the first tier, Enhanced Data Dissemination System (e-GDDS), are encouraged to
disseminate quarterly public and publicly guaranteed external debt (by maturity).

LE—' INTERNATIONAL MONETARY FUND 3
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significant reduction in sovereign spreads (measured by the JP Morgan EMBIG spread index) in the
quarters following countries’ subscription to the Special Data Dissemination Standard (10—

14 percent reduction in the spread index) or publication of data by countries participating in the
Enhanced General Data Dissemination System through a dedicated data portal, a National Summary
Data Page (4-6 percent reduction) (Figure 1). Furthermore, these favorable effects manifest more
significantly in countries with relatively weaker governance as they would likely set to benefit the
most, including through a signaling effect from increasing transparency through data dissemination.

Figure 1. Effect on Sovereign Spreads of Joining the Data Standards Initiatives
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Source: Fund Staff.
Note: *** ** * = significant at 1, 5, and 10 percent level, respectively.

B. Public Debt Transparency Promotes Diversified Investor Base (°©
Information on public debt management practices, which are primarily the responsibilities of debt managers, can

be used to measure the benefits of public debt transparency. Debt managers influence the composition and
characteristics of public debt portfolio; the extent to which they adhere to sound debt management principles is
reflected in the resilience of debt portfolio to shocks, including the degree of diversified investor base. This section
presents evidence of strong link between public debt transparency and diversified investor base.

5. Sound public debt management practices help to build resilient debt portfolios,
reducing vulnerability to domestic and external shocks. While public debt managers have
limited role in influencing fiscal risk indictors, such as public debt to GDP or interest payment to
revenue, their main influence is in building debt portfolios that can absorb shocks. For example, a
debt portfolio comprising mainly domestic currency securities of long maturity, with wide investor
base will be more resilient to shocks than a debt portfolio with shorter maturity or a portfolio with

large foreign currency component.

6. Public debt mangers that borrow from international capital markets to meet the
government's financing requirement exhibit high transparency. Tapping the international
capital market requires detailed dissemination of information through publications of prospectus.
Similarly, to attract foreigner to the domestic debt markets, countries have to disseminate timely,
accurate and comprehensive information. In a well-functioning domestic market, issuance of

4 INTERNATIONAL MONETARY FUND S
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securities is a recurring activity, thus information needs to be easily accessible and current. In return,
such market can allow debt managers to lengthen maturity and rely on fixed rate domestic security -
thus reducing refinancing, interest, and exchange rate risk. For example, Brazil and Hu\ngary, whose
debt portfolio carries low market risk—and therefore less vulnerable to shocks—are amongst the
top scorers on public debt transparency as reported by the Institute of International Finance (IIF).?

7. Progress in the sovereigns’ diversification of their investor base is mirrored by
improvement in public debt transparency. Applying concentration risk measures, Herfindahl-
Hirschman Index (HHI), Concentration Risk (CR), Hall and Tideman Index (THI) and Entropy
Concentration Index (ECI) to the sovereign investor base, improvement in the diversification of the
investor base is closely linked to better performance in public debt transparency (Figure 2). Indeed, (O
in some cases, a unit of improvement in public debt transparency (based on |IF ranking on debt data i
transparency), is associated with reduction in the concentration of the investor base by

2.5 - 7.3 percent.

8. In summary, evidence supports the notion that strong public debt transparency
practices result in resilient public debt portfolios. Sovereigns that borrow regularly from
international capital markets need to have in place strong public debt transparency. Regular
publications of debt management strategy, annual borrowing plan, debt management report,
investor presentation, debt bulletin, issuance calendar and debt statistics are highly encouraged.
Organizational and legal documents, such as borrowing powers, governance framework and
institutional structure should also be publicly available. 2%

2The stock of domestic currency stands at 95 and 80 percent of total, and average time to maturity are 4 and 5 years,
for Brazil and Hungary, respectively.

; INTERNATIONAL MONETARY FUND 5
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Figure 2. Sovereign Investor Base Concentration Risk Versus Debt Data Dissemination
Practice Score
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SOUND PRACTICES IN PUBLIC DEBT MANAGEMENT
PROMOTING TRANSPARENCY

9. Sound governance mechanism that supports prudent sovereign debt management
requires transparency in public debt management operations and accountability of the
institutions involved. Transparency in the public debt management framework, which is broader
than reporting on the indebtedness position, helps to enhance the credibility of a sovereign
borrower and mitigate investors’ uncertainty, both during normal times and crisis periods (IMF and
World Bank, 2014). This Chapter considers the key channels for enhancing public debt transparency
through legal framework, overall fiscal framework, institutional arrangements, organizational
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structure, operating framework, and management information system used for public debt
management.

10.  The.power to borrow on behalf of the government as defined by the legal authority to
borrow is not absolute and is often subject to controls and transparency safeguards to
promote discipline and accountability (Awadzi, 2015).3 Transparency safeguards include legal
obligations for reporting and audit of public debt management thereby making governments less
likely to over-borrow or borrow in risky instruments. Such legislative oversight would compensate
for the delegation of authority from the legislation to the executive without requiring the legislature
to approve individual government borrowing decisions (Roy and Williams, 2010).*

11.  Legal obligations should include adoption of sound practices on the operating 1O
framework of public debt management and on its reporting. Reporting should include regular
submission of public debt statistics and annual publications of public debt management strategy
(DMS), borrowing plan (ABP) and report on previous year's public debt management operations
along with an evaluation of its outcome. Publication of periodic “in-year” public debt statistics
typically include information on debt position of the government and its explicit contingent
liabilities, portfolio composition and risk indicators, terms and conditions on new borrowings,
auction results, collateral and fees.5 For disclosure on new borrowings, a National Gazette or Council
of Ministers’ legal documents could be used where such officially published information is
catalogued and identified for long-term record-keeping and cross-reference purposes (Maslen and
Aslan, 2022). Publication of DMS, ABP and issuance calendar enhances predictability of public debt
operations while the annual report to the legislature strengthens accountability of public debt
managers (IMF and World Bank, 2014). A host of transparency requirements are essential in the
primary and secondary market segments of domestic public debt (IMF and World Bank, 2021).6 In
addition to dissemination of public debt related information through publications, transparency in
the broader sense could also include periodic consultation with market participants and analysts on
public debt management policies and future reform plans.

12.  The transparency and accountability framework can be further strengthened by public
disclosure of external audit reviews conducted impartially by the supreme audit institution,

3The control measures include legal restrictions on the sources from which the government may borrow, purposes of
borrowing, debt ceilings, and annual borrowing resolution. e

“Reliance on ex-ante transactional approval by the legislature may, however, be necessary in countries with weak
political and economic institutions to preserve debt sustainability, especially for non-marketable external loans.

5The coverage of public debt statistics should include borrowing, liability management operations such as buy
backs / debt exchanges, restructuring, loan guarantees extended, on-lending operations and derivatives position.
Information on cost and risk aspects of explicit contingent liabilities (including deposit insurance schemes and credit
guarantees) should be disclosed in the public accounts (IMF and World Bank, 2014).

®For issuance of government securities, the adoption of market-based pricing in auctions is predicated on a strong
commitment to transparency and non-interventionalist policies by the public debt manager. Transparency that
improves predictability in the timing and amount of issuance enables better planning for investors to manage their
balance sheets. On the other hand, dissemination of pre and post trade informaticn in the secondary market through
market quotes and transactions improve secondary market liquidity (IMF and World Bank, 2021).
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typically the Auditor General (IMF and World Bank, 2014; World Bank, 2021). Audited annual
financial statements on public debt are the principal means by which governments report to their
legislature on its debt position. Specifically, a financial compliance audit examines the reliability and
integrity of the government's reported indebtedness including an assessment of the risk of material
misstatement, whether due to error or fraud. Compliance audits also helps to determine the
adherence of public debt management operations to the domestic laws and regulations.

13.  Institutional arrangements that are based on transparent allocation of mandates and
responsibilities for public debt management among the key stakeholders (for e.g., between the
public debt management office, ministry of finance and the central bank) helps to resolve conflicts
between public debt management and fiscal and monetary policies, especially when the central (O
bank acts as an agent of the government for issuing securities (IMF and World Bank, 2014).
Transparency about roles and instruments is important for market participants to reduce the risk of
misinterpreting policy signals and implementation. Clarity in roles and responsibilities also enable
public debt managers to have the operational independence to execute their public debt
management strategies while ensuring adherence to internal controls and due diligence.

14.  As part of organizational structure, consolidation of public debt management
functions in the same authority as a public debt management office (DMO) could enhance
efficiency in debt management operations resulting in better transparency through
comprehensive and timely reporting on government debt. Reflecting the functions of a modern
DMO, the establishment of a sovereign investor relations office could serve as a key vehicle for 22
promoting public debt transparency through comprehensive dissemination in investor friendly
formats and communications with a wide network of stakeholders within and outside the country
(Knight and Northfield, 2020).” When public debt management responsibilities are dispersed across
several official entities, transparent reporting on overall public debt portfolio and operations must
be closely coordinated through regular exchange of information within the institutional framework.®
This is facilitated through the formation of a separate middle office which has the responsibility of
monitoring the overall public debt portfolio.

15.  The incentives for governments to use some entities for off-budget fiscal activity

could be reduced by requesting fiscal reports from all the public sector, including all
corporations that governments can control by directing to spend or borrow, (IMF, 2014; IMF, ZO
2019). Targeting a broader category of public sector debt to be reported is usually done to monitor
wider coverage of contingent liabilities, including indirect contingent liabilities stemming from
unguaranteed debt liabilities of the subnational governments or public sector enterprises. For such
arrangements, the ministry of finance, the public debt manager, the central bank, or a statistical

agency should be given legal powers to obtain relevant public debt and guarantee information from

TStakeholders comprise domestic and non-resident investors, primary dealers, credit rating agencies, international
financial institutions, public and the press.

8Monitoring of stocks and flows on loans would require close coordination with induvial creditors and disbursing
units, especially if the entities spending the resources are located outside the Ministry of Finance. Itis good practice
for disbursement requests to be processed through the DMO (World Bank, 2022).
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sub-national governments and other parts of the public sector for publishing a consolidated public
sector debt position on a regular basis.?

16.  Public debt transparency through comprehensive, timely and accurate reporting could
be supported by the development of a consolidated and updated government debt database
in a debt management information system (DMIS). The DMIS should have the core
functionalities to capture the creation of a debt instrument that include commitments and any
enhancements or cancellations; and cover all relevant cash flows across the “loan cycle” that include
disbursements, prepayment or buybacks, debt service payments, fees, exchanges, and arrears.
Development of a public debt database that ensures a high degree of integrity based on strong
internal controls require an organizational separation between the front office that records the initial
debt creation and the back office that confirms the debt liability.”® Straight-through-processing  j©
capabilities of the DMIS that allows for automatic settlement, payment and registry of debt related
transactions further mitigates scope for operational risks. The DMIS should be fully integrated with
the government’s accounting system to ensure consistency between public debt statistics and fiscal

accounts,

REVIEW OF INTERNATIONAL DATA STANDARDS AND
DATABASES ON PUBLIC DEBT

A. Summary of Provisions of Relevant International Data Standards

17.  International statistical standards provide a single coherent framework for reporting
public debt stocks and flows across economies (Table 1). The Government Finance Statistics
Manual (GFSM), External Debt Statistics (EDS): Guide for Compilers and Users, 2013, and Public Sector
Debt Statistics (PSDS) Guide for Compilers and Users are the main international sta ndards for debt
statistics. The frameworks in the manual and guides are derived from the System of National
Accounts 2008 (2008 SNA) and Balance of Payments and International Investment Position Manual

(BPM6).

18. The definitions of sectors, instruments, and residence are consistent between the

different statistical manuals (Table 1). For external public debt, the methodology is aligned with
BPMS, in which external debt includes all liabilities as defined in the SNA 2008 (excluding equity

liabilities and investment fund shares, and financial derivatives and employee stock options) that are
owed to non-residents; the total amount of such liabilities is presented as the gross external debt
position. In turn, external government (public) debt as reported in the EDS will conceptually be the

same as external government or public debt reported in GFS/PSDS. Metadata should specify

valuation and coverage of debt instruments as well as information on country specific data sources_'g 7/

9Reports on public sector debt should consolidate intra-sectoral flows and stocks by eliminating all material
transactions/flows and crossholdings of assets and liabilities among institutional entities.

19Similarly, for recording payments, the staff member preparing the payment order should be different from the one
clearing the payment, with both reporting to distinct hierarchical lines.

[ O INTERNATIONAL MOMETARY FUND 9



403

MAKING PUBLIC DEBT PUBLIC—ONGOING INITIATIVES AND REFORM OPTIONS—BACKGROUND PAPER

and compilation practices. The PSDS Guide and GFS Manual provide methodology for reporting
domestic public debt.

10 INTERNATIONAL MONETARY FUND
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B. Public Debt Databases

19.  There are at least fifteen publicly available databases for public debt data (Table 2).
Some databases explicitly focus on debt (like the Quarterly Public Sector Debt—QPSD) or have
specific series for government debt (like GFS and IFS). Others provide partial information on debt,
such as the Coordinated Portfolio Investment Survey (CPIS) (for bilateral cross-country exposures for
portfolio securities but not loans and no domestic component) and Monetary and Financial Statistics
(MFS) (for debt held by domestic financial sector). Two of the databases—the BIS Locational Banking
Statistics and the OECD Creditor Reporting System—are based on creditor-reported data.

20. The key messages from this overview are the following:

o Public debt data are fragmented across databases and across institutions (the Fund, World Bank,
other IFls). ,

While nearly all the databases aim to have universal country coverage, the actual availability of /O
data falls short of this.

o About half of the databases cover total government debt—both external and domestic, while
the remaining half focuses only on government external debt.

¢ Inmost cases, the databases aim to cover all the levels of government. The most comprehensive
public debt database is QPSD, but it does not include a composition by creditor type.

e Most databases include breakdown of public debt data by instrument, following the guide on
Public Sector Debt Statistics but not always (for example, GFS includes only debt securities and
loans, while the full breakdown includes SDRs, currency and deposits,
insurance/pensions/standardized guarantee schemes, and other accounts payable).

o While the breakdown by creditor is requested in more than half of the databases, definitions L0
vary, and availability of data is limited. The World Bank's IDS database is the most
comprehensive database of long-term, public external debt with breakdowns of aggregate
external debt data by individual creditor. Data are sourced from the loan-level data collected in
the World Bank’s DRS. While loan-by-loan information is confidential, aggregated data,
including the stock of public external debt and debt service data by creditor type and by
individual creditor countries are published. In addition, information on average commitments
and average loan terms by creditor type and creditor county for each individual debtor country

and debtor type is published.

o There is no single database that provides data on total public (general government) debt for all
countries with desired breakdowns, and the differences in coverage and concepts and variety of _7>O
reporting frameworks can lead to inconsistencies across databases along with duplication of
effort for countries reporting to these databases.

[ L{/ INTERNATIONAL MONETARY FUND 13
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Table 2. Public Sector Debt Data in International Databases

@: universal coverage O: share of countries reporting debt data In total IMF membership .1 ‘: applies fully / partially

Coverage by
Creditor Residen

Sectoral Coverage

Creditor Type

Instrument

Debtor Country
Share/Number of
Countries Reporting
Debt Data (approx!)
Composition by
Composition by

Guaranteed

e
. . . . . . Domestic Debt

Govemment
Public Sector
Public and
External Debt

GF5 {IMF} 1/

-]
o,

1FS (IMF}

F-Y
(=]

PSBS {IMF) 2f

&

GDD (IMF) 2/

]

Sovereign Debt Database
(IMF) 3/

-
Y
@

QPSD (WB-IME)

-
[=]
(=]

1DS (WB)

QEDS {WB-IMF)

]

JEDH
{BIS-IMF-0ECD-WB)

-
2]
o

e eoeoo,

CPIS (IMF}

o
w

COIS (IMF)

-
-
o

MES-SRFs (IMF}

&

LBS (BIS) 5/
44

CRS {DECD) 6/

oocecee eses®rs

W
-

Source: Fund staff.
Notes; GFS=Governance Finance Statistics; 1ES=International Finance Statistics; PSBS=Public Sector Balance Sheet;
GDD=Global Debt Database; Sovereign Debt Database by Arslanalp-Tsuda (2014), separate databases for advanced
economies and emergi e ies; QPSD=Quarterly Public Sector Debt; IDS=International Debt Statistics;
QEDS=Quarterly External Debt Statistics; JEDH=Joint External Debt Hub; CPIS=Coordinated Portfolio Investment Survey;
DIS=Coordinated Direct Investment Survey; MES-SRFs=Monetary and Financial Statistics-Standardized Report Forms;
LBS=Locational Banking Statistics; CRS=Creditor Reporting Syster; ODA=O0fficial Development Assistance. 1/ Sectoral
coverage varies by country, with about 60 countries reporting general government debt; 2/ constructed; sectoral
coverage varies by country; 3/ constructed; 4/ includes composition by creditor country and multilateral institution; 5/
covers data reported by BIS-reporting banks from 44 countries (by nationality of reporting bank); 6/ covers data for 141
ODA-eligible countries reported by Development Assistance Committee (DAC) members, including DAC member
countries (31), non-members, and multilateral organization.

/O
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