¢KS blradAz2ylf ¢NBIFadaNE | yR
P.O Box 3006@0100, Nairobi, Kenya

Tel: 2252299

Email:info@treasury.go.ke

G FDPIGNBF AdzZNE P2 D S

BUDGET

STATEMENT

FY2018/19

Creating/Jdobs|Transforming d:iaesl SharindProspetity




|. Introduction

Mr. 'Speakett is my honour to prederthis:august House klive2018/19 Budget Statérhen
make 'this: Statement in fulfillment oégheements of Section:400f the Public: Finance

Management Act, 2012 'and the Standing Order Number 241 of the/National Assembly.

Mr. Speakethis is thefirst budget following the -conclusiogenérthleelections last year.
Alow me to congratulate-those who-veégetesl and those who:-are serving for the first time in
this -august/'House. 1 look forward to working.closely with all.jof you:in-order to achieve

development goals.

Mr. Speakewhile delivering his State-dilthi®raddress early thisyear, Pr&sident/'Uhuru
Kenyatta reminded us 'of thejourney. we have travelled asnauisitigna stronger
democratic sociefyhis '[democracy - hetsengthesd our collectivebelief [in justice  andr

aspiration®r aniinclusive astthred prosperity

Mr. 'Speakeas a countwe 'have come along way since 2013. At tinditetrid=. President
Uhuru-Kenyattad office iin' 2018ere weraumerousonstraintto econone growthFor
example;evhad huge infrastructure gaps:in roads, rail and aiatanspaghallenges at

our ports. Our capacity -to- generate energy wamdmiyen unreliabldydro - andostly

thermal- sources.- We ‘needed tormodernize our: education sector-torenable training of sk
manpowerQur health-facilitiegereoverstretched with, families; struggling \with, communicable
diseasesand inadequate modeeatment facilitidbove all, wiaced a challenge of rolling out

the devolved system of-Govermitb#7 County Governmeastenshringd our Constitution.

Mr. ‘Speakefaced with these challenties Jubilee Administratiesigned and implemented
an ‘Economic ‘Transformation Plan undesyfpitbarsinvolving: (improving the business

climate by maintaining macroeconomic sidghiéssingecuritghallengeand reducing:the



cost of doing business; (i) closing the infrastructure gaps; (iii) kayesticiprsusuch as
manufacturinggriculturand tourisngiv)-sharing prosperity: by invé@sfimepoor programmes

in health; education and:in: social-welfare programmes; and (v) fully: supporfirige devolution.
Plan.we'chose in 2013 has worked and is delivering positive results kro8peakeiet

me mention a feithe key achievements under-the Plan:

Y During the past: five years our economy has expanded by an average rate of 5.6 perc
per year outperforming the average growth rate of the previous fiv @&2ysa(2008
that of the global economy and-S8ahalvan AfricAle are now relishing the benefits of
an expanded economy that is more:competitive: and well ratechedEasthAindan
region but-also'in the whole of; Africa

1 Wehave complet@thase 1 /of the Sdand Gauge Railway (SGBjay, Kenyans are
enjoying ‘cheaper and -faster travels: between -Mombasa andingaivddaraka
Expressin addition; tH8GR freight service' that:started in January 2018, has facilitated
cheaper moventeofgoods, withthaonthly:loads:incriegsrom therinitial’ 22,345
metric tonnes to an impressive 213,559 metrjcatoerfiels increase in'only-a few
months

1 We have expanded our energy generation capacity. throughrinvestmergyn green ener

1 Today, 6.7 million Kenyans have:beeniconnected to: electricity. compared to 2.3 millior
2013

Y Security has:been subsailyimproved throughout the cothvnks to our:strategic
investment in police and military modernization

§ Our tourism sector icontinues on arecovery pathlargely due to Seziumpraveie

country and/effective tourism promotion strategies



1 We have significantly-eased the biirdedical expendituks.a resulpore Kenyans
are accessing specialized treatinaenever -before

Y We havalsomad e e dwucat i oncimor e ccinnediusiove and
by, (i) expanding the:free education prograinclude -free: day secondary  school
educatign(ii) introducing a new: curriculum that focuses on nurturin@ridi@nts
delivezdnew-and upgraded technical training institutes-across thad dualty

1 More vulnerable Kenyans are' benefiting from cash transfers; especially our senior citize

orphansand vulnerable children; and persons with disabilities.

Mr. ‘Speakenotwithstanding sesignificardchievementaie are aware that a lot.-remains to
be «doneni order to-decisively: deal with/therpressing:challenges of unemployment, poverty a
inequality that Kenyaastinue to fade is'for this reason that tHeePresident has directed us
to focus on folkeystrategia r e as: (runder T hec Bing ctFour o Pl

transform thelives of Kenyans.

Mr. Speakegchieving these strategic objectives will require that we all-pulliin-the;same directic
It is in'this.context; tHaE the ‘President has urged us!to put our defasaeebuild bridges

and focusnseningour people for a better KenyaisThiprofound and timely call, .consistent

with 'the unifying: vision: of ‘our founding. fakisnas rekindled our:sense of. purpose and

triggered a -new sense of renewal.

Mr. 'Speakeconsistent with this vision; the -Budget we present today is ian:opportunity to begin
walk!this-talk; gneiore importantly,;to boldly-confront:the challenges we face today of gettin
employment foropouth, improving: the :lives of .our- people -and 'sharing the benefits of our
economicyprogresdccordingly,’the-therf hi s yiea r -0 BCCurbeuvadigientg ijSc

Transforming LiveandShamgPrzoosiper i t y. o



Mr. Speakehuilding: ainitednation rin which -every Kenyanahadecent living, raccess to
economic opportunities and a chance to pursue their dreams,is the jpressing challenge facin
as arnation and-one that the-Budget must speak tpth&lfedbremustheedt -h'e- ' Pr e s i d e
call toboldlyaddress thanderlyinghallenges and work hard togetlueder to-achieve our

national aspirations.

Mr. ‘Speakewe must now: seithe -opportunity accelerate our.economic! grovedie jobs

forour youtheduce poveryndshare oysrospety. Ths isbe@use:

We'have @overnment -and a Presidds fully committed to this resolve;
We have favorablglobal economic and trading environment;

Our.domestic .economic outlook'is bright;

=4 =4 =4 A

Wehave-a fiscal plan that supports gpoaxtitdes funds for our devolved government,

while-ensurimogir debt remaisgstainable;

1 Our-exchange raimterest rat@md mflation outlook are stable;

1 We have:development partners that ar¢orpaolyide both financial aneimamcial
support;

1 We' have foreign:investors knocking ons@andoesger to invest in-our.country;

1 We havecreative ranénthusiastibomegrown-entrepreneuesady to- expand: their
opportunitieandabove all

Y Ourpolitical environment has impsigeificantigver the-recent: months, thanks to the

fhandshake

Mr. 'Speakem the Bdget for FY 2018that | .will present shonghave balanced the need to
provide -resources to key priority ‘areas to support-the enablers afftieBrgrsafPlan
and-accelerate economic grosvile, at the:same time enstivatgur public-detegmaiaon a

sustainable path



Mr. 'Speakegiven the competing needs forour limited res@ivaes, hado make tough
choices We 'havecurtailedresources rgoing lmweispriorityareas following-the demsed

budgeting approablatwe have adoptethis hasenabled usetirecthese: savingeward

fthe Big Foar - a n: dnaltiers;ewhille conity with pmoor-expenditurehaaltheducation

and protecting-thervulnerable. We are clearly conscious-of our limited fiscal.space and we w
leveragingr on-the partnership betiveerivate sector and the Government to deliver most of

fi Hle ‘Big- Foarequirements. Overall, ‘we have moderatpeérmlingsand ensured' cautious
revenue projections, so-as to limit borrowing. Obviously, there are risks and spending press

that we will-need to manage prudently.

Mr. 'Speakethe rest of my Statement focuses on the economic: context around which this budc
is preparedrand detaflyarious 'strategies @aimed-at icreating jobs and tratisédisremgf
Keeemyans c undern AT he B brapdlyFoatliutke discdbdlicy and butdigete r e a |
framework ftheFY 2018/19 budget, together with taxais @k priority: expenditures-as well

as critical structural refdhaswe intend to implement
Il. RecentEconomic:Developments and-Qutlook

Mr. 'Speakewe recently. completed 'our Third Medium-TermPlan:(MTR. ll1), which-will guide us
achievinghe Sustaable Development Goals (SDGs), as well as our Vision 2030 developmer
objectives. Achieving our development agenda willirequire-robust .implementation of the pol
andopreogrcammestoout'biRednuntiVer neled fiBi doFoF

opportunities-presented by the.improving global and domestic environment.

Globalgrowthis projected to improve 1o 3.9 percent in201WafrdrA0B.8-percent’ in 2017.
This growth:moementum is supporéa@ligund in investments; trade .and industrial, production,

coupled with strengthened business and-consumer confidence.



EquallyMr. 'Speakeeconomigrowth in stbaharan Africa,recovering with groptbjected

at 3.4 percent in 201 fron2.8 percent in 20The improved global and regional .economic
outlookw!i -1 benefuit Kemny a 6 s growih oprospscts aindrniore e r
specifically oaranufacturing/industry. Aswinecall Mr. ‘SpeakeKenya recently ratified the
African_Continental Free ‘Trade Area (AlCIETAportant that we ‘take full advantage of this

new trading frontief tar «t"h e r- e-n:h-prospects kheregroa.6 s t r ade

Mr. Speakemn the [domestitont we (facedignificanthallenges: fagear, particularly: the
severe/drougand theprolonged electioneering period. :Despiteiiadenges, our economy
remained resilient expandingSyercent in 204upported by strong public investment and
macroeconomic: stabiig/a result, wgeneratedn addition&98,000 new jolas 2017up
from:833,000 jobs ini2016.

Mr. Speakerwe project the economy to graat lepast.8 percent this:year;supported by
growing rinvestorconfidence; improved agricultural lactivities  btdstmadsebgather,
ongoing public investments and the:improved demangdaisaluesto improved global and
regional growt@ver the mediterm, decisiviemmplementation fofie Big- FoaPlan,should
resultiin-faster . economic growth-of at least: 7.0 percenvpiehyieaturn shoslgoport job

creationand redypmverty among Kenyans

Mr. Speakedespitahe extrenhe difficult circumstances we faced as'a country last year, we
were sable tpreservermacroeconomic stakilityinflation, interest rates-and exchange rates
remaining largely stable thiutg?017. This serves as a clear demonstration to:domestic as well
as foreign investors:-of ourrcommitment to: mainte@comaeic stability, which-is key in

enhancing investor confidence. We!intend to sustain thisicommitment in/the years to come.

Mr. Speakemwe will continue to improve the environment for businesses to thrive, deal decisiv
with corruption and' adslrthe  governance and: performance challenges at our parastatals and

c



Statdinked companies, as well as improve efficiency in our financial sector. All these meastL

willlboost investments and:create the much needed jobs.

lll. Creatingjobs; Transforming dieelShaing Prosperityd o' T-hiie Bi g
FooruPraid P an

Mr. Speakey n-d ‘ecrt i T hi-e wdlargyg to beastumanufadiuling activities; enhance food
and nutrition: security, achieveruniversal health coverage dahd cangbarection of at least

500,000 affordable haouses by 2022.

Manufacturing

Mr. Speakegn manufacturing, we plan to increase!the contiibet@mofacturing sedtor
GDPto 15 percent by 2022 by additvgeetySDolla2 to 3 billion torour GDP.It/is expected

that'this will increase manufacturing sector;jobs by more than 800,000.

Mr. ‘Speaketthis will-be -achieved through establehingr: parks and textile -industries in
varous parts'ofthe country, nenawid transfoing industries such as the blue-economy and
manufacturing of construction matemalsreestablishinthe -automobile lindusttyich will

make new vehicles mdarddble.

Mr. Speakewe will target investors that-are ready:to invest in specific areas by providing tailc
made inceines, - some of which are innmy tax prapasalwill outline-later in ‘this Statement.
Alreadyone investor is settiagéin Eldoret; benefiting from incentives offered ymelgathe S
Economic ZoneE@Act. The Government will pr@andein Naivasha for-potential investors
interested: in settingtlwpir -activities in: tAEZ to benefit from the: SGR 'and cheaprgeothermal
power generated neaiye willalso .conclude rmod®f financing the developroétiie

Dongo Kundu SEZ in-fMomlzasang others



Mr. Speakernwe are taking: actions rtoremovédrattn barriers ‘within: the ' East:/African
Community- (EAC); region.- Togetherwith- other [EAC Partner :States! we ~are working on
framework for-the implenientaf the EAC Noariff-Barriers Act, 2017. In addition, we have

established an online reporting:mechanisrtaoff lanriers.

Further, we-have 'embarked-on the review of the Common: External Tariff to enhance protecti
industries inthe region that is expected to be completed in thel coming fiscal year. Meanwhile

have stay of application.on some of the sensitive paréumisipéétion of the review.

Mr. 'Speakem order to reduce the cost of production for our manufdveerd We cost

of oHpeak: power by half and we plan toimplement-modalities 'of bringing the cost of energy
about USents9 per kilowathourfor selected investors: We rare reviewing work permits to
accommodate iexpatriates: whose -skills' suppdetvelopment-agendée «will .continue to

expand infrastructure and land-access targeting manufacturing zones.

Mr. 'Speakeillicit-and counterfeit trade rob us-of revenue to fund critical- programmes and rete
our progress towards industtiatisdo ! deal with- this, our-Aygtcy Team, comprising of
Kenya Bureau of Standards (KEBS);  Kenyan: Revenue '‘Authority (KiZAurdadeAnti
Agency are coordinating efforts to identify; seize and destroy counterfeit goealstiddready,

takerhave yielded results

Food and/Nutrition:Security

On ‘food securitylr. ‘Speakenye plan:torgrow enough food-to fegdapieat affordable
prices. Achieving:this will regumi@ancing:largeale (productidoy placingan additional
700,000 acred landhrough PP&hd' bypromoting investmentostiparvest handliag well
as aoptingcontract faing and other.commerciatadiig arrangements, including supporting

the development of agro-parks or-hubs to serveas alink to farmers and markets



Mr. Speakerwe will also. suppsmallholder farméns upscalingap -and livestock insurance
and promoting -use -of rappropriate farming techniques; in additioraffordabi@mgdit

facilities.

Affordable Housing

-cess to adequate and affordable housing remains a key concern in Kenya. It

estimated that the countryds urban centres

this shdage will rise to 300,000 units by the yean202€ent policidd the momentlp

about 50,000 new housing units are being constructed every year.

Mr. Speakegvery Kenyan has a right to decemtr.shelineet this requirement, we plan to
increase the supply of affordable houses by partnering with the private sector to develop hom
serviced land. This will require reforms in property registrations, access to affordable financing
adoption ofew lowc o0 s t building technol ogi es, whi ch

Big Fouro Pl an.

AlreadyMr. Speakewyith aview to extendingdoerm loans to financial institutions secured
against mortgages have established the Kenya Mortgage Refinance CompanitithMRC)
will bgointly owned by the Governriapirivate sector anelectdevelopment partners. This

canpanyvas incorporated in April 2018 and has started raising capital.

Mr. Speakewe havalsodeveloped a comprehensive housing package that will incentivize the
private sector in the construction of low cost housing. This includésoepoicimx rates

to 15 percent fdevelopers who construct at least 100 upgsmpddditionally, we plan to
establish a National Social Housing Development Fund and strengthen the National Hou

Corporation (NHC) to take up more strategic roles in resource mobilization and manageme



