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SPEECH DELIVERED TO THE NATIONAL ASSEMBLY ON 12T JUNE, 2008, BY HON. AMOS
KIMUNYA, E.G.H, M.P., MINISTER FOR FINANCE, REPUBLIC OF KENYA, WHEN
PRESENTING THE BUDGET FOR FISCAL YEAR 2008/2009

15T JULY, 2008 TO 30™ JUNE, 2009

Mr. Speaker Sir,
I beg to move that Mr. Speaker do now leave the chair.
I INTRODUCTION

1. Mr. Speaker, it is once again an honour for me to stand in front of this August House to
present the 2008 Budget. This is the first budget of the Grand Coalition Government, and comes
hot on the heels of the launch of the harmonised 1st Medium-Term Plan of the Vision 2030.

2.  Mr. Speaker, 5 years ago, the year 2003 ushered in political and economic optimism in
our country that had not been witnessed in decades. Collectively, we began the hard task of
rebuilding our then ailing economy in order to improve the living conditions of our people. We
consistently implemented a package of bold economic and structural reforms within the
framework of the Economic Recovery Strategy that has just ended. As Honourable Members are
aware, we made tremendous progress in many fronts. Economic growth accelerated from 0.5%
in 2002 to reach a peak of 7% in 2007, and poverty incidence reduced sharply from 57% in 2000
to 46% in 2006.

3. However, as we were preparing for the take off stage to a higher level of development
and prosperity, our Nation came under a serious threat of disintegration following the disputed
2007 December General Elections. The unfortunate events that followed were painful and
threatened to reverse the economic gains we had made over the previous five years. More
importantly, those events also threatened the very fabric of our nationhood, and are indeed a
costly reminder of our vulnerability.

4.  Mr. Speaker, it is, however, heartening to note that during the two long and
traumatizing months of the crisis, Kenyans in their diversity remained resilient and unwavering in
their demand for a return to peace and stability. This is a strong reminder of our collective
determination to overcome adversity, pick up the pieces and move our country forward.

5. The signing of the Peace Accord on 28" February 2008 by His Excellency the
President and The Right Hon Prime Minister, ushered in a new and much anticipated dawn for
peace and stability. At this point, let me, on behalf of the Kenya Government and all Kenyans,
salute all the many friends of Kenya who invested their time and resources to save our
Nationhood.

6.  Mr. Speaker, arising from these difficult times, we now can, albeit painfully,
comprehend our weaknesses as a nation and the challenges that we must confront as a people
in order to build a solid foundation for our nation and make progress in improving the lives of our
people. But more importantly, the crisis presented a historical turning point from which we have
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come out more focused and determined to stay on course so as to realize our collective vision of
a competitive and prosperous Nation. A new determination to achieve the goals and targets
contained within our National Vision 2030 that was launched on Tuesday.

7.  Mr. Speaker, we now fully recognize that achieving lasting peace and stability will only
be possible through genuine national reconciliation, social cohesion and solidarity among our
people, and above all elimination of deep poverty. Mareover, we must squarely deal with the
problem of inequality in incomes and assets, which have compounded the poverty problem and
the youth unemployment in our country. These are challenges that we need to confront jointly
with all stakeholders and Kenyans at large.

Il RECENT ECONOMIC DEVELOPMENTS

8.  Mr. Speaker, as we embark on this important journey of social and economic
reconstruction as well as transformation, we need to take into account the global environment
and its impact on our economy. Mr. Speaker, looking at recent global developments, we note
that although the world economy grew by an annual average of 5 percent from 2003 to 2007, the
expansion was associated with widening global imbalances. The recent turbulence in the U.S
housing market and in Europe is expected to slow down economic expansion particularly in
advanced economies. Further, the continued higher oil prices are forecast to lower growth
prospects worldwide and, are therefore, likely to weaken demand for our exports.

9.  Mr. Speaker, on the other hand, growth prospects for the emerging and developing
economies are expected to continue along its robust path and remain above the long-term trend.
For example, growth prospects in sub-Saharan Africa, China and India, are forecast to average
about 6.8 percent, 8 percent and 9 percent, respectively, during the 2007 - 2008 period. These
levels of growth are expected to support the demand for our exports. The continued strong
growth in China and India will, however, put further upward pressure on crude oil and food prices
and thus continue to cause hardship among our people.

10. Mr. Speaker, our region is particularly experiencing stable growth, which is good for
our trade prospects. In order, therefore, to cushion our economy and our people from these
challenges, and to take advantage of emerging opportunities, this Budget proposes various
measures to expand production, create employment and improve Kenya's global
competitiveness, and diversify to cheaper energy sources.

11.  Mr. Speaker, turning to the domestic front, | am happy to note that we have made
significant progress over the last five years, and we intend to build on these gains as we move
our economy back onto a higher level of growth and development. Since 2003, our economy has
expanded continuously, rising from virtual stagnation in 2002 when it registered a paltry 0.5
percent growth to 7 percent in 2007. This is the longest continuous growth registered in our
country over the past thirty years. The growth is attributed to the successful implementation of
sound fiscal and monetary policies, the deepening of structural reforms as well as targeted and
progressive investments in pro-poor programmes under the Economic Recovery Strategy.

12. Mr. Speaker, the favourable overall performance was replicated in virtually all sectors

of our economy. For instance; (i) growth of the manufacturing sector accelerated from 0.1
percent in 2002 to 6.2 percent in 2007; (ii) the wholesale and retail trade sector switched from a
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decline of 2.5 percent to register growth of 11.5 percent over the same period; and (i) our fotal
exports almost doubled largely driven by strong growth in coffee, tea and horticultural exports,
and, supported by strong growth on remittances and capital inflows, our international reserves
increased from USD1.1 billion in 2002 to USD.3.6 billion by end of 2007. For details on economic
performance under the ERS, Honourable Members may wish to refer to the Budget Strategy
Paper 2008, which has already been circulated along with the other budget documents.

13. Mr. Speaker, despite the progress we have made on the social and economic front
over the recent past, we recognize the many challenges we continue to confront in our effort to
raise the living standards of our people. Some of these challenges include: (i) low levels of
savings and investments; (i) low levels of productivity in agriculture and industrial sectors; (jii)
unemployment, particularly among the youth; (iv) high incidence of poverty; and (v) disparities in
regional development.

14. Mr. Speaker, these challenges were further exacerbated by the post-election crisis,
‘which negatively affected such sectors as agriculture, fourism, manufacturing and transport. The
displacement of some Kenyans from their farms and the subsequent general insecurity and
transport difficulties experienced, during the crisis partly contributed toward the on-going upward
pressure on food prices. This has been further worsened by the additional inflationary pressures
arising from higher international oil and food prices, all of which have diminished the purchasing
power of the ordinary mwananchi. Mr. Speaker, to ameliorate the suffering of our people from the
high prices of food, the Government will do all in its power to contain the current inflationary
pressures as a key development priority. | will spell out shortly the measures we will be
implementing.

15. -Mr. Speaker, this Budget, therefore, focuses on measures to address these challenges
and initiates implementation of the programs set out in our recently launched First Medium Term
Plan, covering the period 2008 — 2012. To achieve these objectives, we must remain focused on
the things required to raise long-term growth, expand employment opportunities, reduce poverty
among our people and promote regional development. Accordingly, Mr. Speaker, the 2008/09
Budget focuses on the following four priority development areas of the Grand Coalition
Government, namely:

. Restoring our economy to a higher broad-based long term growth path with expanded
opportunities for all Kenyans;

= Creating employment opportunities for our youth for a more stable and cohesive society;
. Reducing poverty and inequality through accelerated regional development; and
. Deepening our human development efforts for higher productivity and economic prosperity.

16. Mr. Speaker, the 2008 Budget is, therefore, anchored on the premise that the corner
stones of the next phase of our development agenda is to empower Kenyans by creating
employment opportunities for the youth, promoting unity of purpose, and reducing regional
imbalances in development. In this way, every Kenyan will feel he/she has a stake in this great
nation of ours. The Budget that | am presenting today is intended to usher our new thinking and



vision for building this Nation. Therefore, Hon Members, the theme of this year's budget is
“Working Together to Build a Cohesive, Equitable and Prosperous Kenya”

17.  Mr. Speaker, against this backdrop, the rest of my speech outlines sectoral policies
as well as expenditure and tax measures that we will implement in 2008/09 in order to achieve
the above-mentioned priorities.

A RESTORING OUR ECONOMY TO A HIGHER AND SUSTAINED BROAD-
BASED ECONOMIC GROWTH PATH

Restoring the Economy Back on a Higher Growth Path

18. Mr. Speaker, The Grand Coalition Government is committed to restoring the economy
back onto a higher growth path, consistent with the Medium Term Plan and the Budget Strategy
Paper, which are derived from the National Vision 2030,

19. This vision, Mr. Speaker, is based on three pillars: first, the economic pillar that aims
to accelerate annual real GDP growth to 10 percent by 2012 and thereafter sustaining it at this
level with a view to making Kenya an upper-middle-income country by 2030; second, the social
pillar that aims to achieve a cohesive society enjoying equitable social development; and third,
the political pillar, that aims to build a democratic, issue-based and accountable democratic
political system in our country. The bottom line is a higher quality of life for our people.

20. Mr. Speaker, we expect the impact on the adversely affected key sectors of our
economy to be short-lived. We have peace and stability, and the recent over-subscription of
Safaricom shares attests to the fact that investor confidence, both domestic and foreign, has
indeed rebounded. We initially anticipated growth for 2008 at 7-8%, but we now expect real GDP
to expand by between 4.5 - 6 percent in 2008 and by 7-8 percent in 2009 before progressively
rising to 10% by 2012/13. This will require us to boost investments to drive long-term growth,
which will further depend on increasing savings and expanding exports. To achieve this level of
growth, | will be proposing several measures under the following sub-headings:

() Sustaining macroeconomic stability and strengthening the financial sector to ensure low
but stable interest rates, a low rate of inflation and a stable currency in order to foster
rapid and sustainable growth and jobs creation;

(ii) Expanding infrastructure capacity to enhance our regional and global competition and
facilitate investment and growth;

(iii) Improving the business environment by reducing the cost of doing business
(iv) Ensuring an efficient and effective public sector and improving governance; and

(v) Promoting industrial research, technology and innovation for higher productivity and
expanded employment opportunities.



Ensuring Continued Macroeconomic Stability for Faster Growth

21.  Mr. Speaker, this year's Budget is by far the most difficult one since | became the
Minister for Finance in early 2006. This budget has to address many objectives including the
following; (i) designing an economic recovery program to address the downturn of the economy
following the post-election crisis; (i) addressing the humanitarian crisis that followed the disputed
elections, including the resettling of the IDPs; (iii) laying the foundation for returning to a higher
growth path consistent with achieving the Vision 2030 growth target of 10% by 2012/13, which
requires increased spending to fill the infrastructure gap and provide funding for the Vision 2030
flagship projects; (iv) providing relief to our farmers and strengthening the capacity of the NCPB
to play a more effective role in stabilizing food prices; (v) providing for the free primary as well as
free secondary school while ensuring spending on health is not adversely affected; (vi)
addressing the issue of unemployment, especially for the youth; and finally (vii) dealing with the
important issue of regional inequality.

22.  Mr. Speaker, dealing with these issues under normal circumstances is difficult, but
dealing with them when the revenue base has been eroded, is an arduous task. These are
challenges that, if not handled carefully, could upset our macro-economic framework. Honourable
Members will appreciate that raising taxes is not a viable option since the taxpayers are already
facing high prices for consumer goods and cannot afford a further reduction in their disposable
income. Similarly, a substantial increase in government borrowing risks raising interest rates,
thus jeopardizing the fragile recovery of the private sector, which, after all, is the key to creating
the jobs we need for our youth. Moreover, our debt service payments are already quite high and
further increases would only result in crowding-out priority expenditures in the economic and
social sectors. In addition, consistent with our financial independence strategy, we have not
factored in uncommitted budget support.

23.  Mr. Speaker, given this resource constraint, we have had to prioritize our expenditure
to ensure only key programs and projects, which are consistent with our policy objectives, are
funded. On balance, Mr. Speaker, | believe that this Budget has managed to address the key
issues and challenges currently facing our economy. [t deals with both the short-term and the
medium-term needs of our economy in a way that supports a move to a more rapid and
sustainable growth path as soon as possible but within the context of a stable macro-economic
environment,

24. Mr. Speaker, this Budget, therefore, lays a firm foundation for achieving macro-
economic stability, which is a pre-requisite to sustainable growth, employment creation and
poverty reduction. To allow sufficient credit expansion to finance increased private sector
activities, the Government will continue to contain the growth of it's debt at a level that will not
lead to an unsustainable spiral of debt accumulation. On the monetary side, the Central Bank will
pursue an appropriate monetary policy stance aimed at achieving a low rate of inflation. Mr.
Speaker, despite some external factors, which are beyond our control such as persistent high
global fuel and food prices undermining our efforts to contain inflation, we are determined within
our means to address all supply bottienecks in the agricultural and energy sectors, which have
exacerbated the problem. | will shortly outline measures to deal with the high food and fuel prices.

25. Mr. Speaker, the Government will continue to let the market determine the Kenya
shilling exchange rate, and only intervene to smooth out short-term fluctuations. It is worth noting
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that had the shilling been weaker than it is today, the cost of imported fuel and food would have
been much higher, which would have led to even stronger inflationary pressures. We will of-
course continue to monitor closely developments in the real exchange rate and other indicators of
external competitiveness to ensure Kenya's exports remain competitive. Further, and in order to
cushion our economy from exogenous shock, such as high oil prices and droughts, the
Government will build up adequate foreign exchange reserves equivalent to 4-months of
projected import cover.

Robust Financial Sector to Facilitate Investments

24. Mr. Speaker, we have made tremendous progress in implementing financial sector reforms
covering the areas of micro finance, insurance, banking and the capital market. | am happy to
report to this House that the Microfinance Act is now operational, following the issuance of
supporting regulations. But, Mr. Speaker, we still need to deepen the reforms to make our
financial sector more competitive and stronger. In this regard, | will be proposing, later in my
speech, measures to increase the minimum capital requirements for banks over the next two
years. The Government will also be tabling before this House, the SACCO Bills and the National
Payment Systems Bill. The enactment of these bills will further strengthen our financial system
and make it more competitive regionally. We will also strengthen the regulatory role of the CMA
and address weaknesses in its regulatory framework including the introduction of risk based
capital adequacy for the capital markets. Further reforms to improve performance of other sector
players are being implemented, including the restructuring of the five Development Finance
Institutions, and the Kenya Post Office Savings Bank, the privatization of the National Bank of
Kenya following the completion of its financial restructuring; and allowing repayment of loans
directly to the Agricultural Finance Corporation.

Expanding Infrastructure Capacity to Facilitate Investment and Faster Growth

25. Given the critical role of infrastructure in improving our country's competitiveness, we will
need to invest substantially in key infrastructural facilities. However, financing of infrastructure
continues to be a major challenge. To mitigate this challenge, we intend to tap more into the
private sector financing. Limited cases of such partnership have been executed but wider scale
partnership requires an adequate regulatory framework to guide and protect the interest of all
partners. In this regard, the Government will issue under the Public Procurement and Disposal
Act, 2005, guidelines on Public Private Partnerships (PPPs) early in the FY 08/09, after
necessary consultation with stakeholders. The Government will also set up the institutional
framework for coordinating and managing the PPPs.

26. Mr. Speaker, even as we await for the PPP framework we are determined more than ever
before to improve the condition of our infrastructure as a key policy priority toward the realization
of our Vision 2030 objectives. The implementation of various infrastructure projects in this Budget
will reduce the cost of doing business and facilitate private sector expansion and employment
opportunities. Mr. Speaker, in line with this commitment, | plan to issue a total of Kshs.52 billion
in infrastructure bonds comprising KShs.33 billion through a debut international sovereign bond
and Kshs.18 billion from issuance of long-term domestic bonds to finance rehabilitation and
expansion of the road network, enhancement of energy and water supply capacities, and further
rolling out of the ICT infrastructure.








































































