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Foreword

It is a legal requirement under Section 117 of the PFM Act, 2012 that the county
treasury prepares and presents before the County Executive Committee a
County Fiscal Strategy Paper that outlines the county’s fiscal framework for the
medium term. The approved fiscal strategy paper should then be presented to
the County Assembly by the 28" of February of each financial year.

This Fiscal Strategy Paper 2018 sets out the framework for the preparation of
the 2018/19 budget and articulates fiscal policies and structural reforms as well
as sector-based priorities and expenditure programs derived from the County
Integrated Development Plan 2018-2022. These proposed programs are in
compliance with the mandate bestowed on the County governments by the
Constitution. Towards the constitutional objects, the County Government of
Homa Bay will remain dedicated to prudently utilizing the available resources
and enhancing fiscal discipline so as improve the living standards of the people.

The County Government will focus its efforts on expanding and maintaining
county infrastructure, improving education and health care, increasing water
reticulation and/ or environmental preservation, enhancing social protection,
increasing employment opportunities and reducing poverty levels in the
County. This Fiscal Strategy Paper will continue to emphasize a shift of
resources towards programmes that enhance growth and job creation, and to
support stronger private sector investment in pursuit of new opportunities in a
changing economic environment.

I take this opportunity to thank all persons, groups and institutions that have
participated in the development of this document. We undertake to support all
initiatives geared towards the realization of objectives highlighted in this
document. And I urge all my fellow duty bearers to observe reasonable fidelity
towards delivery commitments made in this Fiscal Strategy Paper.

It is indeed our sincere hope that we will reach the necessary milestones
towards the realization of our county’s development agenda in the financial
year 2018/19 thanks to the able guidance of this paper.

Hon. Nicholas K’Oriko
CEC Member, Finance, Economic Planning & Service Delivery

Homa Bay County Government
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Legal Basis for the Publication of the Homa Bay County Fiscal Strategy
Paper

The Homa Bay County Fiscal Strategy Paper is prepared in accordance with
Section 117 (1) of the Public Financial Management Act, 2012 which states that:

(1) The County, Treasury shall prepare and submit to the County Executive
Committee the County Fiscal Strategy Paper for approval and the County
Treasury shall submit the approved Fiscal Strategy Paper to the county
assembly, by the 28th February of each year.

(2) The County Treasury shall align its County Fiscal Strategy Paper with the
national objectives in the Budget Policy Statement.

(3) In preparing the County Fiscal Strategy Paper, the County Treasury shall
specify the broad strategic priorities and policy goals that will guide the county
government in preparing its budget for the coming financial year and over the
medium term.

(4) The County Treasury shall include in its County Fiscal Strategy Paper the
financial outlook with respect to county government revenues, expenditures
and borrowing for the coming financial year and over the medium term.

(5) In preparing the County Fiscal Strategy Paper, the County Treasury shall
seek and take into account the views of:

a) The Commission on Revenue Allocation;

b) The public;

c) Any interested persons or groups; and

d) Any other forum that is established by legislation.

(6) Not later than fourteen days after submitting the County Fiscal Strategy
Paper to the county assembly, the county assembly shall consider and may
adopt it with or without amendments.

(7) The County Treasury shall consider any recommendations made by the
county assembly when finalizing the budget proposal for the financial year

concerned.

(8) The County Treasury shall publish and publicize the County Fiscal Strategy
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Fiscal Responsibility Principles in the Public Financial Management Law

In line with the Constitution, the Public Finance Management (PFM) Act, 2012,
sets out the fiscal responsibility principles to ensure prudence and transparency
in the management of public resources. The PFM law (Section 107) states that:

(1) A County Treasury shall manage its public finances in accordance with the
principles of fiscal responsibility set out in subsection (2), and shall not exceed
the limits stated in the regulations.

(2) In managing the county government's public finances, the County Treasury
shall enforce the following fiscal responsibility principles:

a) The county government's recurrent expenditure shall not exceed the
county government's total revenue;

b) Over the medium term a minimum of thirty percent (30%) of the county
government's budget shall be allocated to the development expenditure;

c) the county government's expenditure on wages and benefits for its
public officers shall not exceed a percentage (35%) of the county
government's total revenue as prescribed by the County Executive
member for finance in regulations and approved by the County
Assembly;

d) Over the medium term, the government's borrowings shall be used only
for the purpose of financing development expenditure and not for
recurrent expenditure;

e) The county debt shall be maintained at a sustainable level as approved
by county assembly;

(f) The fiscal risks shall be managed prudently; and

(g) 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 that may
be made in the future.

(3) For the purposes of subsection (2) (d), short term borrowing shall be
restricted to management of cash flows and shall not exceed five percent of the
most recent audited county government revenue.

(4) Every county government shall ensure that its level of debt at any particular
time does not exceed a percentage of its annual revenue specified in respect of
each financial year by a resolution of the county assembly.

(5) The regulations may add to the list of fiscal responsibility principles set out
in subsection (2). Specifically, the PFM Regulations provides further that:
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(a) the County Executive Committee member with the approval of the
County Assembly shall set a limit on the County Government’s
expenditure on wages and benefits for its public officers pursuant to
Section 107(2) of the PFM Act;

(b) the limit set under paragraph (a) above, shall not exceed thirty-five (35)
paragrap ty
percent of the County Government’s total revenue at any one time;

(c) for the avoidance of doubt, the revenue referred to in paragraph (b) shall
not include revenue that accrue from extractive natural resources
including oil and coal;

(d) the county public debt shall never exceed twenty (20%) percent of the
county government total revenue at any one time;

(e) the county annual fiscal primary balance shall be consistent with the
debt target in paragraph (d);

(f) the approved expenditures of a county assembly shall not exceed seven
percent (7%) of the total revenue of the county government or twice the
personnel emoluments of that county assembly, whichever is lower;

(g) pursuant to section 107(5) of the PFM Act 2012, the county government
actual expenditure on development shall be at least thirty (30) percent
in conformity with the requirement under section 107(2)(a) of the Act;

(h)if the county government does not achieve, the requirement of
regulations 25(1)(f) above at the end of the financial year, the County
Executive Committee member for finance shall submit a responsibility
statement to the County Assembly explaining the reasons for the
deviation and provide a plan on how to ensure annual actual
expenditure outturns as wells as the medium-term allocation comply
with the provisions of section 107(2)(a) of the Act and these regulations
in the subsequent year; and

(i) the compliance plan above shall be binding and the County Executive
Committee member for finance shall ensure implementation.
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I. INTRODUCTION
1.1. Overview of the Fiscal Strategy Paper 2018

This year’s Fiscal Strategy Paper is the fifth of its kind for Homa Bay County since the
inception of the County Government. The paper entails:

a. An assessment of the current state of the economy and the financial outlook over
the medium term, including macro-economic forecasts;

b. A statement of fiscal risks outlining the potential policy decisions and key areas of
uncertainty that may have material effect on the fiscal outlook;

c. The proposed expenditure ceilings for the county government entities;

d. A statement of any potential deviation from the ceilings specified in the fiscal
framework;

e. The fiscal responsibility principles set out in section 107 of the PFM Act and the
PFM Regulations no. 25;

f. A fiscal framework consisting of updated forecasts of revenue and expenditure,
capital improvement, overall balance and the primary balance position, level of
the county public debt as well as sensitivity analysis of likely changes in the
economic fundamentals and, any other information considered material to the
fiscal strategy;

g. An explanation of the fiscal policies in relation to the fiscal responsibility
principles and any temporary measures implemented to ensure compliance, if
necessary;

h. An analysis and explanation of policies for revenue mobilization; expenditure
prioritization, justification and limits implied by law as well as deficits and debts;
and finally,

i. An analysis of the consistency of the updated fiscal strategies with the previous
fiscal strategies and an explanation of significant changes.

The Fiscal Strategy Paper also indicates the criteria used to apportion the available public
resources among the various programmes, projects and activities of the County
Government of Homa Bay that are competing for the inadequate resources.

The CFSP 2018/19 is entrenched on the national government’s second MTP priorities,
Kenya Vision 2030, Sustainable Development Goals (SDGs), Homa Bay County’s
Integrated Development Plan (CIDP) 2018-2022, as well as the national Medium-Term
Expenditure Framework (MTEF) 2018/2019 - 2020/2021.
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1.2.Theme of the FSP 2018: Unlocking Potential for Shared Prosperity:
Unlocking Potential for Shared Prosperity

The focus of the County Government is to steer the county forward towards wealth
creation and building an economically prosperous county through numerous strategies
and a proper sustainable fiscal policy framework. Riding on the enormous resources and
potential that the county has in Agriculture, Tourism, Sports, Energy, Minerals, Forestry,
and favorable weather conditions present numerous opportunities for investors which
will be key drivers of the economy.

The County is working towards strengthening the framework upon which a wealthy and
economically prosperous county agenda would be built. This journey experiences several
challenges that need to be addressed gradually. These challenges include the low level of
local revenue that has been enhanced by the introduction of Automation in the revenue
department and the uncertainties arising from national government own challenges in
dealing with devolution of function and their accompanying resources. Expenditure
pressures with respect to salary demands and operational costs have impacted negatively
on the county development agenda.

The overriding policy thrust for the Homa Bay County Fiscal Strategy Paper 2018 is to
unlock potential for shared prosperity for all. Resources will therefore be channeled
towards building capacity and resilience necessary for a transition to steady and sustained
growth. This will only be achieved by having a paradigm shift from agriculture to industry
and services.

Addressing Priority Concerns

The 2018-2022 medium term priority of the County Government of Homa Bay has been to
address the major challenges highlighted in the previous 2013-2017 CIDP. These
challenges remain, inter alia; low productivity and value addition in agriculture,
inadequate energy and infrastructure, weak entrepreneurial culture and inadequate
support to local businesses, inadequate access to portable water and essential health
services, inadequate quality and equality in education, inadequate financial and human
resources, and inadequate social facilities. Following the review of the County Integrated
Development Plan, 2013-2017 and incorporation of Sustainable Development Goals as well
as recent economic developments by Homa Bay County Government, it has become
imperative that more resources are dedicated to completion of on-going capital projects.
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As part of the county effort to consolidate gains and unlock potential for shared
Prosperity from devolution, public investments in the financial 2018/19 will be focused
more on (1) Revitalize Agriculture sector and ensure food security and value; (2)
Development of key infrastructure including construction of road networks to spur
economic growth; (3) Promotion of health care through investing in quality and
accessible health services; (4) Provision of safe, adequate and affordable water; (5)
Improvement and upgrading education standards;(6) Improvement of County
Governance;(7) Improvement of Information, Communication and Technology
infrastructure and (8) Creating an enabling environment for trade, tourism & business
activities.

Improving the Medium-Term Expenditure Process

As part of an effort to improve the MTEF process, the County will be focused on full
adoption of results-based management through program-based budgeting, strengthening
of budget execution and monitoring structures, cascading of IFMIS to all spending
entities and promoting social accountability. Entrenching performance-based systems in
the county will remain a priority of the current administration and therefore, budgetary
allocations for the financial year 2018/19 shall be based on efficacy of proposed
programmes, projects and activities. The proposed programmes, projects and activities
will strictly be those that are linked to clearly specified objectives and targets set out in
the CIDP 2018-2022 as well the as the national objectives captured in Kenya Vision 2030
and the draft Budget Policy Statement 2018.

Within the fiscal space provided, the County Government of Homa Bay will strive to be
more efficient to be able to consolidate gains in employment creation and poverty
reduction. Greater fiscal discipline and careful alignment of resources towards key result
areas will be emphasized. In particular, there will be a clear focus on better control of
expenditure as well as operating within the core mandates of the County Government.

1.3.Linkage of CFSP with National Budget Policy Statement 2018

The 2018 County Fiscal Strategy for ‘Unlocking Potential for shared Prosperity’ borrows
comprehensively from the 2018 National Budget Policy for ‘Creating Jobs, Transforming
Lives’. The Government has identified four key strategic areas of focus over the next five
years that will accelerate broad based economic growth. This will help transform the lives
of the Kenyans. The strategic areas under ‘The big Four’ Plan includes:

- | Homa Bay County Fiscal Strategy Paper 2018



Thematic Area I: Supporting value addition and raise the manufacturing
sector’s share of GDP to 15 percent by 2022.This will accelerate economic growth,
create jobs and reduce poverty.

Thematic Area II: Focusing on initiatives that guarantee food security and
improve nutrition to all Kenyans by 2022 through; expansion of food production
and supply, reduction of food prices to ensure affordability and support value
addition in the food processing value chain.

Thematic Area III: Providing Universal Health Coverage thereby guaranteeing
quality and affordable healthcare to all Kenyans.

Thematic Area IV: Providing at least five hundred thousand (500,000)
affordable new houses to Kenyans by 2022, hence improving living conditions for
Kenyans

1.4.Outline of the County Fiscal Strategy Paper 2018
Introduction

Section (I) provides the overview of the County Fiscal Strategy Paper 2018/19, the 2018
thematic focus on Unlocking Potential for Shared Prosperity and improving the medium
expenditure process as well as the linkage with the National Budget Policy 2018.

Recent Economic Developments and Outlook

Section (II) outlines the economic context in which the 2018/19 MTEF budget is to be
prepared. It provides an overview of the recent global developments, national economic
developments and the macroeconomic outlook as well as recent developments by the
County Government. It also highlights the key risks to the fiscal framework and outlook
and considers ways to mitigate those fiscal and outlook risks. It also gives a highlight on
county fiscal, expenditure and lastly Debts and Deficit financing policies.

County Strategic Priorities and Policy Goals

Section (IIT) outlines the Big Four (4) National Economic Plan, strategic priorities of the
County Government, employment creation, Sustainable and Inclusive Development,
Progressive Politics and Improved Governance, Enablers and Critical Success Factors.
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Budget and the Medium-Term Expenditure Framework FY 2018/19

Section (IV) outlines the Fiscal framework, the revenue projections, expenditure
forecasts, fiscal balance MTEF budgetary allocation for all the eight sectors. The priorities
are linked to strategic issues for each and form the key result areas for the sector.
Prioritization approaches and forums have equally been highlighted .

County Financial Management and the Budget Framework

Section (V) outlines the fiscal performance and budget framework that includes an
analysis of Revenue Performance, expenditure performance by sector/Departments,
implications of the budget revenue, compliance with the fiscal responsibility principles,
development spending, Wage Expenditure, and county financial reporting structures,
Management of county assets and liabilities and the fiscal risks management strategies.

Conclusion

Section (VI) concludes the Fiscal Strategy Paper by pointing at summary areas of focus in
the MTEF year 2018/19 in Annex i, ii, iii and iv respectively.
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II. RECENT ECONOMIC DEVELOPMENTS AND OUTLOOK

2.1 Recent National Economic Developments

The Kenyan economy registered strong performance in the past five years and grew at an
average of 5.5 percent per year in the five years (2013 - 2017) outperforming the average
growth rate of 4.7 percent in the period 2008 to 2012. This was supported by strong public
and private sector investment and appropriate economic and financial policies. However,
uncertainty associated with elections coupled with the effects of adverse weather
conditions slowed down the performance of the economy in 2017. As a result, the
economy is estimated to grow by 4.8 percent in 2017, which is a slowdown from the
estimated growth of 5.1 percent in the 2017 Budget Review and Outlook Paper (BROP).

In 2017, the economy grew by 4.4 percent in Quarter 3, 5.0 percent in Quarter 2, and 4.7
percent in Quarter 1, largely supported by robust activities in the service sectors
particularly; accommodation and restaurant; real estate and information and
communication. The growth was somewhat constrained by subdued performances in
agriculture, forestry and fishing, manufacturing, electricity and financial intermediation
sectors.

Chart 1.1: Trends in Kenya’s Economic Growth Rates

Percent

0.0

2002 2003 2004 2005 2006 2007;2008 2009 2010 2011 2012 i2013 2014 2015 2016 2017
5 Est.

Source of data: Kenya National Bureau of Statistics
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The economy has been largely driven by growth in the non-agriculture sectors which has
remained vibrant growing at 6.7 percent in 2016 from 5.4 percent in 2013 and continues to
be the main source of growth. Services remain the main source of growth; the sector
grew from 5.0 percent in 2012 to 6.8 percent in 2016 supported by favorable performance
of ICT, real estate, wholesale and Retail Trade, Transport and Storage and
Accommodation and Restaurants. Accommodation and restaurants has been the fastest
growing sector. It grew from 3.1 percent in 2012 to 13.3 percent in 2016 supported by the
improved security situation that led to removal of travel alerts from major tourist
originating countries. The growth of the financial and insurance sector accelerated from
6.0 percent in 2012 to 9.4 percent in 2015 supported by reforms aimed at creating a
conducive business environment. However, the sector slowed down to 6.9 percent in 2016
and is estimated at 3.2 percent in 2017 partly due to low domestic credit to the private
sector and a decline in the growth of interest income. The industry sector grew from 3.5
percent in 2012 to 7.0 percent in 2015 supported by the construction sector as a result of
public infrastructural development. The sector slowed down in 2016 and 2017 following
subdued performance of the Manufacturing and Electricity and Water Supply sectors.
Meanwhile, growth of the agricultural sector rose from 2.8 percent in 2012 to 5.5 percent
in 2015 but contracted to (-1.3) percent in first quarter of 2017 due to the prolonged
drought that started in the fourth quarter of 2016. Growth in the sector recovered to 3.1
percent as weather conditions improved.

Inflation Rate

Nationally macroeconomic conditions remained stable, with single digit inflation which
was within the Government target range of 5+/-2.5 percent in the period 2013 to 2017 as a
result of prudent monetary and fiscal policies. Inflation averaged 6.7 percent during the
period 2013-2017 compared with 7.4 percent during 2002-2007 and 10.6 percent during
2008-2012. Inflation during the period 2008 - 2012 was highly volatile following a steep
depreciation of the Kenya Shilling and policy responses.
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Chart 1.2: Inflation Rate
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Overall month on month inflation was at 8.0 percent in December 2015 from 6.0 percent
in December 2014. Inflation during the period 2008 to 2012 was highly volatile following a
steep depreciation of the Kenya shilling exchange rate and policy responses. However,
inflation increased to above target in the first half of 2017 due to drought that affected
food prices. Inflationary pressures started to ease in the second half of 2017 as the weather
situation improved and earlier measures taken by the Government to address the food
shortages took effect. These measures included: allowing duty free imports of major food
items (maize, wheat, sugar, and milk) and introducing a temporary subsidy on maize
meal prices. As a result, overall month on month inflation was 4.5 percent in December
2017 from 6.4 percent in December 2016 and was within the Government’s target range.

The Kenya Shilling Exchange Rate

The Kenya Shilling exchange rate demonstrated mixed performance but remained
broadly stable against major international currencies. As at January 2018, the shilling
exchange rate against the Dollar was at Kshs. 102.9 compared with Kshs. 103.7 in January
2017. Against the Euro and the Sterling pound, the Shilling weakened to Kshs. 125.4 and

Kshs. 141.9 in January 2018 from Kshs. 110.2 and Kshs. 128.0 in January 2017, respectively
(Chart 1.3).
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Chart 1.3: Kenya Shilling Exchange Rate
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Source of data: Central Bank of Kenya

The Kenya Shilling has continued to display relatively less volatility compared to most
sub-Saharan African currencies due to receipts from tea, horticulture, tourism, coffee
exports and Diaspora remittances which remained strong.

Interest Rates

Weighted interest rates on commercial banks loans and advances declined to an average
of 13.84 per cent in the third quarter of 2017 from 16.54 per cent during a similar quarter
in 2016. This was mainly attributable to the capping of interest rates that started in
September 2016. The Central Bank Rate (CBR) was maintained at 10.0 per cent

throughout the quarter. (KNBS-Quarterly Gross Domestic Product Report Third Quarter
2017).
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Chart 1.4: Short-Term Interest Rates
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The interest rate spread narrowed to 6.0 percent in September 2017 from 6.4 percent in
September 2016 with the Commercial banks’ average lending interest stabilizing at 13.7
percent over the same period. Meanwhile, the average commercial banks’ deposit rate
increased to 7.7 percent in September 2017 from 7.3 percent in September 2016.
Comparatively, Kenya has the lowest lending rates among the East African countries.

Money and Credit.

Homa Bay County operates within the global and national economic framework. The
global and national economic dynamics impacts both directly and indirectly on county
fiscal decisions and operations. Economic growth is a parameter that influences national
government transfer to the counties, given the positive correlation between it and
national revenue. Exchange rate fluctuations also affect the county processes with
currency devaluation making our imports more expensive. Interest rates affect the cost of
local borrowing while inflation changes the costs of goods and services and may affect
their affordability as per existing plans.

The growth of the size of the Kenya economy releases resources for development
activities in the counties. The County Government has been able to receive enhanced
portion of the shareable revenue from the National Government, thus enabling increased
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allocations to the various development programs. Thus, increased growth of the Kenya
economy leads to direct increased growth of Homa Bay county economy.

As a source of external funding at the National level, remittance inflows into the country
impact the economy of a nation from an individual level by augmenting the recipient’s
income which will in turn lead to reduced poverty levels. The remittances also increase
the credit worthiness of a country to the international markets for financing which
alleviates credit constraints and also act as a substitute for financial development. These
remittances trickle down to Homa Bay County due to a number of its residents in the
diaspora who have continued to maintain strong ties and bonds with family members.

Capital Markets

Activities at the stock market picked up in November 2017 from a slowdown in September
and October 2017 as the long electioneering period came to an end. The NSE 20 Share
Index improved to 3,805 points in November 2017 from 3,730 points in October 2017 while
Market Capitalization improved to Ksh. 2,562 billion from Ksh. 2,346 billion over the
same period. However, as of 2g9th December 2017, activities in the stock market had
slowed down reflecting the effects of the holiday season. The NSE Share Index was at 3,712
points and market capitalization at Ksh. 2,523 billion.

2.2 Recent County Economic Developments

Homa Bay County economy is anchored on the national economic environment since the
county depends heavily on national government transfers to grow the economy. Any
exogenous shocks greatly affect the county economy.

The broad national parameters outlined have implications on the development process of
the county. The prevailing macroeconomic stability in the country is necessary to create
conducive environment for private sector investments as a basis for sustained economic
growth, and ultimately, expanded economic opportunities and poverty reduction in the
county.

The GDP of Homa Bay County is expected to improve over the medium term as benefits
are realized from the huge investments being undertaken. This growth is however
intertwined with global conditions and macroeconomic stability of Kenya.

The expected level of growth in Homa Bay County will be supported by increased
production in agriculture following massive investments in the sectors together with
other measures such as improved investments in infrastructure, especially roads, water
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and energy. The improved investment climate is being brought about by promotion and
marketing of the county through investment forums done locally, nationally and
internationally.

On-going investments in agriculture, infrastructure, education, health services and social
protection are expected to contribute to the county’s growth. In collaboration with a
number of development partners, the county is keen on enhancing contract farming,
clustered rural enterprises and value addition with a view to reaching all potential
markets.

The county government will align its implementation to the National Government’s four
key strategic areas of focus over the next five years (The Big Four) that will accelerate
broad based economic growth and help transform the lives of all Kenyans by creating the
much-needed jobs enabling Kenyans meet their basic needs, improve living conditions,
lower cost of living, and reduce poverty and inequality. The policies in this CFSP are also
aligned to the medium-term priorities and strategies outlined in the Third Medium-Term
Plan (2018-2022) of the Kenya Vision 2030.

Implication of Recent County Developments

From the FY 2017/18 onwards, implementation of the county budget is expected to
progress well. Requisite measures have been taken to ensure the county focuses more on
development projects and reduce recurrent expenditures. The focus will also be on
ensuring priority programmes are fully implemented so that ongoing priority capital
projects are completed before embarking on new priority projects. Implementation of
such priority programmes will be better tracked and fed back periodically through the
County Integrated Monitoring and Evaluation System (CIMES).

Agriculture and Rural Development

Under Agriculture and Food Security, farm productivity and area under cultivation have
increased significantly with the provision of agricultural inputs to 4,800 farmers and
acquisition of 8 tractors complete with disc plough and harrows that were acquired to
speed up agricultural mechanization and minimize the cost of land preparations. The sub
department has strengthened and provided agricultural extension and education services
across the county thus enabling adoption of good agricultural practices and increasing
farm production. Additionally, 574 model farms have been established as technology
transfer sites (based on tissue culture banana, pineapples, sunflower, maize and sorghum)
thereby enhancing adoption of modern agricultural technology and increasing farm
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output. This has also been strengthened by the distribution of greenhouses to farmers
and promotion of greenhouse technology. Overall output and food security has been
improved thereby reducing food prices and dependence on food imports.

Under Livestock and Fisheries, ppoultry production and income from poultry farming has
more than doubled since 320 chicken incubators were distributed to women and youth
enterprise groups across the county. Construction of modern livestock slaughter house in
Homa Bay town has improved hygiene conditions and quality of livestock products thus
improving earnings from livestock product sales. The department has also intensified
vector and animal disease control leading to improved livestock health and increased
earnings from livestock sales. Furthermore, farmed fish production has expanded
significantly since 160No. fish ponds were constructed and stocked as part of strategy to
promote fish farming and ease pressure on Lake Victoria. Cage fish farming has steadily
grown in the County and currently there are 23 cage farms with a total of 485 cages
Production of farmed fish has increased significantly thereby improving food security.
Through a partnership with two private companies, the County will be able to produce
fingerlings locally and roll out extensive cage fishing along high potential beaches of
Homa Bay County. Improved regulation of capture fisheries through enhanced
surveillance of capture fisheries and protection of fish breeding sites will improve fish
production from Lake Victoria. Value addition initiatives have improved county food
security and enhanced peoples’ standard of living.

Under Lands, and Physical Planning, land use has been improved in the county even as
preparation of the county spatial plan is ongoing. The continued investment in land
banking for various investment projects in all the 8 sub-counties including for the County
Headquarter, Gor Mahia Stadium, Animal Feeds and Sweet Potatoes Processing Plants
has made it much easier to attract investment under PPP and enforce land use provisions.
Already 5No. parcels of public land across the county including Oriang Estate, County
Headquarters and Kabondo parcels have been fenced for that purpose. Equally markets
have been surveyed and demarcated thereby improving trade, sanitation and revenue
collection. Equally accelerated titling of untitled lands is being facilitated; as is re-
surveying and parcellation of Kakelo Kamroth from which around 1,700 title deeds have
been issued thereby improving the availability of land as an economic asset against which
up to 76,000 locals can access credit.

Under Housing and urban development sub department, Residential and office
accommodation for staff has been improved significantly since 76 county staff houses
were renovated and an office for the department of trade was constructed. Local
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knowledge on the built environment is being improved significantly what with the
Appropriate Building Technology center that is being set up in Ndhiwa. The urban
development plans for Homa Bay and Rangwe Towns have been completed as well as an
inventory of all public lands thereby enhancing land management in the county.

Energy, Infrastructure and ICT

Under the energy and mining, security has been enhanced and trading hours extended in
300 market centers and streets across the county with the installation of 650 solar lights
in 40 wards and installation of street lights in major estates of Homa Bay town including
Makongeni, Shauriyako and Sofia. Stability and reliability of power supply has been
significantly improved with the help of KPL through BORESHA UMEME Programme,
resulting in reduced power outages and interruptions across the Southern Nyanza
Region. Power supply to about 780 additional primary schools through partnership with
REA and KPL has improved learning outcomes in the schools while life chances have
improved in the over 8,000 households and institutions (hospitals, beaches, boreholes
etc) that have been connected to electricity, increasing connectivity from 3% in 2013 to
the current 19. The county’s environmental health and standard of living has also been
improved what with improved uptake of alternative low cost clean energy technologies as
a substitute for fossil-based fuel with the help of Non-Governmental Organizations.

Under Transport and Infrastructure, the county has been opened up significantly for
business by improvement of the road network through building of 13No single span
bridges and opening and upgrading of over 58okms of road across the 40 wards. This has
also been enhanced by the maintenance through grading and gravelling 2,000km of
classified and unclassified roads (Class D and below) within the County and improvement
of 33 kilometers of the Kadongo-Gendia road to bitumen standards while another 47 Km
of Marindi-Magina-Pala-Kowuor is planned for 2018. Opening up of rural areas and
linking them to markets and other facilities has increased connectivity and improved
accessibility. The security has also been boosted and business hours extended in Homa
Bay and Oyugis towns thanks to the installation of 300No. fully functional solar powered
street lights. Kabunde Airstrip has been renovated and enabled to fully operate six flights
a week between Homa Bay and Nairobi through a strategic partnership with the Kenya
Airports Authority thereby boosting arrival of tourists and investors. Once, all roads
scheduled to be tarmacked through a partnership between the National Government and
Africa Development Bank such as Mbita-Sindo-Magunga-Sori, Kendu Bay-Oyugis,
Suneka-Rangwe, and Imbo-Olare are completed, the county is expected to be fully
opened up for meaningful business in all high potential areas of value addition. A fire
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engine is also being acquired with the support of Kobe City Government in Japan to boost
disaster preparedness and mitigate exposure to fires in schools and businesses.

Under ICT, there has been increased access to computers and reduced printing costs due
to the establishment of a digital printing facility and an ICT innovation center in Homa
Bay Town. Equally, government processes have been made very efficient and accurate at
the County Treasury and Office of the Governor where offices have been networked and
enabled to benefit from the national fiber-optic infrastructure. Largely the Internet
connectivity and developed communication systems have ensured efficiency and
effectiveness in service delivery to citizens and increased transparency and accountability
in financial management.

General Economic and Commercial Affairs

Under Trade, Industry, Cooperatives and Enterprise Development, the knowledge base
and capacity of small businesses has been expanded with over 144 small-scale traders
having been trained and provided with loans. Trading has also been stimulated and
income poverty addressed among over 2,000 vulnerable women and youths who have
benefited from 1,014No. Assorted ESP equipment including water pumps, car washing
machines, welding machines, brick-making machines and salon equipment which were
acquired and distributed to them.

The overall trading environment is also being improved with Oyugis Market being
upgraded in partnership with the national government. It is expected that farm incomes
and rural employment will be enhanced once processing plants are completed for
potatoes in Kabondo, animal feeds at Arujo, cotton at Kendu Bay, maize at Kigoto and
cassava at Rangwe. Direct investments into the county is also expected to increase leading
to greater employment and incomes for the local population once the 32 MOUs signed
during the investment conference are executed. The County initiatives have improved
access to better market environment, increased business hours, increased revenue
sources and improved access to cheap business credit.

Under Tourism, the profile of Homa Bay County has been raised as the county has
continued to hold and participate in Piny Luo Cultural and Tourism festival and other
events such as the Kenya County Miss Tourism pageantries which have served to improve
the image of the county thereby attracting tourists and supporting the local community.
Already, various tourist attraction sites across the county have been profiled and
successfully branded including the Tom Mboya Mausoleum in Rusinga Island which has
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been fenced and marketed as a serious cultural and tourism attraction center; the Oyugis
Bird Sanctuary which has been successfully mapped and fenced; Lake Simbi Nyaima
which has been successfully mapped and beacons placed for fencing; the Old Homa Bay
Pier which has been fenced and a guardhouse constructed; and the 3No. 2-door PIT
latrines which have been constructed at Ukoe Beach, Luore Beach and Magina Centres.

Health Services

Under health, the burden of HIV/AIDS and other diseases has been reduced as a result of
investments in 309 more personnel, additional comprehensive care centers and improved
public health and sanitation. In fact, HIV prevalence has decreased marginally from 27%
in 2013 to 25% in 2017. The sector has also been able to procure drugs and non-pharms for
all gazzetted health facilities(260), recruit 711 additional health personnel; the county
constructed modern maternity wards in Ndhiwa, Rangwe and Kendu Bay sub county
hospitals; renovated part of County referral hospital, establish 1 satellite MTCs in Oyugis;
procure digitized medical equipment including renal and dialysis machines, x-rays, CT
scan and ultra-sound machines; constructed 5 staff houses, constructed 4 general wards,
purchased 7 fully equipped ambulances in collaboration with partners, purchased 2
hospital generators, established 14 WASH facilities in the county. The sector has also
established green energy (solar energy) in u facilities with the support of partners.
Delivery in health facilities has improved from 47% to 56%. Maternal mortality rate has
declined from 673 to 583 per 100,000 live births while under five mortality rates has
declined from 170 to 130 per 1,000 live births.

As part of promoting healthy living and preventing chronic diseases, a comprehensive
County Community Health Strategy has been implemented with 2147 CHWSs being
recruited in the process across 243 Community Units to emphasize household health
beyond clinical care. Output-based approaches in reproductive health are also being
implemented and, the County Health Master Plan is being taken seriously.

Education

Under education, the county has attained a near-56 percent increase in enrolment to
record 86,859 pupils at ECD centers following the recruitment of 27 ECD supervisors and
1,319 ECDE teachers who have been deployed to the 9o8 ECD centers in the county. The
teacher-child ratio in the county’s ECDE centers has reduced drastically thereby
improving learning outcomes and the contact time between pupils and teachers. The
County Government has also managed to recruit 120 VIC instructors to its 15 vocational
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Training Centers and supplied 1,800 water purifiers to ensure clean water to 409 ECDE
schools across the county through partnership with the Replenish and Vestagard
International Project based in the US.

The County also established 1 ECDE centre of excellence by UNICEF and WASH and
Sanitation Programme carried out in 100 ECDE centers by partners. Bbursary worth 9o
million has also been issued to needy students of the county. In terms of infrastructure,
67No ECDE classrooms (23 by county and 44 by partners i.e. EE, Plan International), 2
innovation centers at Homa bay and Mbita. 1 boys hostels at Sero VTC as well as 2 new
classrooms at Rang’i VTC and 1 No. Twin workshop at Kotora VTC have been completed.
Equally 5No VTCs (Sindo, Sibuor, Jwelu, St. Annes and Kosele VTCs) have been supplied
with tools and Equipment worth Kshs. 1.5 million. Education effect in conjunction with
the department has constructed 44 new classrooms, and rehabilitated 12 others in
Kasgunga, Gembe and Rusinga Wards in Mbita Sub-County.

The Sector has also collaborated with UNICEF to build and equip 1 model ECDE centre at
Arunda ECDE Centre. Another partnership with Kenya Italian Development
Programme(KIDDP) has led to the supply of tools and equipment to 3 Vocational
Training Centers namely; Waondo, Nyagwethe and Mfangano. The same partnership has
also sponsored instructors for various courses at KTTC.

In partnership with the Ministry of Education Science and Technology the Sector
supplied tools and equipment to Homa Bay and Oriwo VICs. On the same note a
partnership with Stichting Gered Gereedschap from Netherlands saw the supply of tools
and equipment to Oriwo, Jwelu, Sibuor and Omiro VTCs.

Another milestone in the sector has been the establishment of Tom Mboya University
College which has already opened its door to the second batch of students. Space for
university education has been enhanced in the county and the college is expected to
continue stimulating the economy of Homa Bay Town through employment, demand for
services and linkages with the local industry.

Over-rally there has been an increased access to quality education and training.
Enrollment rates in both ECDE and County polytechnics have tremendously increased as
a result of the improved infrastructure, staffing and tuition fees subsidization.
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Public Administration and Government Relations

Under Finance, public management of county financial resources have been improved
and the necessary framework established for sustained economic growth of the county.
Financial transactions are now being efficiently tracked through the full adoption of the
Integrated Financial Management System (IFMIS) complete with all modules such as e-
procurement. All the financial operations of the County Government are now housed at
the County Treasury.

Under Planning, Budgeting and Service Delivery, all the requisite county strategic and
development plan have been prepared as well as the estimates of revenue and
expenditure for all the years. Office accommodation for the county planning function at
Homa Bay has been enhanced with renovation of the County Planning Unit. Transport
has also been improved for senior officers what with the 21No. motor vehicles procured
for CEC members and Chief Officers. The establishment of a regional bank could also
improve financial access and spur further economic development in the Lake Basin
Region.

Under the County Executive Services, the framework for the operationalization of all
government functions have been put in place and office accommodation improved since
the Old Municipal Building housing the Governor’s Office was renovated, re-roofed,
extended, furnished and equipped with all the relevant systems. Security of county assets
in the compound has been enhanced since a complete perimeter wall, a guard house and
a stand-by generator were provided. At the field administration level, office
accommodation has been enhanced through construction of 4No. new sub-county offices
and renovation of 3No. old sub-county offices. Equally, government reception has been
enhanced since the residences of the Governor and the Deputy Governor were renovated.
and offices installed with various ICT and security equipment. Overall, service delivery
has been improved significantly since all the relevant offices were created, housed and
filled with able personnel including 10 CEC members; 10 Chief Officers; 7 members of the
County Public Service Board, 8 Sub-County Administrators and 39 Ward Administrators.
The implemented projects above have also led to coordinated efforts and smooth
implementation of county projects and programmes.

Under the County Assembly, the framework for representation, oversight and legislation
has been put in place fully and all developed regulations have provided a legal framework
for operationalization of respective county functions, relevant offices have been
established, accommodated and operationalized with 74 staff who were recruited at the
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head-quarter and 120 staff placed at the wards. Already, all the 18No. priority bills have
been enacted for the complete operationalization of the County Government. On the
infrastructure front alone, the main assembly hall and all its offices, conference and
committee rooms have been modernized and equipped. All systems including for water
and sewerage, ICT as wells burglar-proof windows and doors; and a high perimeter
fencing complete with modern parking lot have been put in place.

Social Protection, Culture and Recreation

Under the department of Sports and Culture, Homa Bay County has been put on the map
of cultural tourism by facilitating Kochia Kagan Dancers and other troupes for cultural
exchanges to several places including to Washing DC for the Smithsonian festival. Suba
and Luo cultural festivals as well as councils of elders have also been facilitated including
the annual cultural festival at Rusinga.

Local sports talents are being developed and exposed through facilitation of county
leagues for football (men & women), volleyball (men & women) and net ball. The 10-a-
side rugby tournaments have also been facilitated to popularize the sport and tap local
talents as is gymnastic sports such as Tae Kwon Do. Already, county representatives in
karate and Paralympics continue to post good results in international competitions.

As part promoting sport as a professional undertaking and a source of income, over 40
community playgrounds have been upgraded across all the 40 wards. Specifically, the
Homa Bay County Stadium is being upgraded with the ablution block, changing rooms
and fencing almost complete. Largely the County has improved the livelihood of the
disadvantaged members of the society, increased the participation of youths in
development activities and nurtured already identified talents.

The county social protection policy has been developed and approved by the Assembly to
guide all measures to alleviate suffering for vulnerable households. It is expected that
cash transfers and other social benefits to older persons and members of other vulnerable
groups will begin to flow effective 2018/19 financial year.

Environmental protection, Water and Natural Resources
Under Water and Sanitation, many more initiatives of the Sector have led to a clean and

secure environment, reduced prevalence of waterborne diseases and improved access to
water hence enhanced productivity.85No. new boreholes have been sunk and 45No.
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equipped. 18No. additional water pans have been rehabilitated and 20No. springs
protected to reduce water wastage and improve safety of water available to local
households. 4 No water supplies are under Public Private Partnership. Ultimately,
number of households with access to clean water has been increased from 68,884 to
75,772 representing 10 per cent improvement. Equally, the household average distance to
water points is at 3 Km.

As part of a campaign to step up environmental conservation and improve forest cover,
over 50,000 seedlings have been distributed and planted across the county especially
around the known water towers. Tree planting and re-afforestation initiatives have been
prioritized also as part of natural resource management as is the modernization of urban
sewerage systems especially the Homa Bay Sewerage and Water Supply which is being
supported through a strategic partnership with the World Bank and LVEMP I1.

2.3 Current Fiscal Performance

The FY 2017/18 fiscal framework assumed a timely exchequer release of Equitable Share
from the National Treasury as well as achievement of revenue collection targets from the
local sources. In addition, the financial objectives were aimed at containing non-priority
and unproductive recurrent expenditure so as to maintain a balanced budget.

Implementation of the FY 2017/18 budget is on course although performance is lagging
behind targets. In the first six months of the year, revenues collection has consistently
lagged behind targets due to the under performance of the main revenue tax heads. On
the other hand, there have been elevated expenditures pressures as a result of a huge
wage bill while heightened political pressures during the August 8™ elections and the
repeat presidential elections also impacted negatively on revenue collection.

Total cumulative revenue including A-I-A collected in the first half of the FY 2017/18
amounted to KSh. 2.48 billion against a target of KSh. 3.75 billion, representing a shortfall
of Kshs. 1.27 billion. The shortfall was as a result of the below-target collection of the local
revenue by KSh. 70 million as well as failure of National Government to remit KES 1,200
million both for equitable share and grants. The shortfall in local revenue was mainly on
account of underperformance in all streams especially rates, cess and parking fees.

Total expenditure in the first half of the FY 2017/18 amounted to KSh. 2.1 billion against a
revised target for the year of KSh. 3.75 billion representing an under spending of KSh.
1.65 billion for the period. Recurrent expenditure in the first half of the financial year
amounted to KSh. 1.77 billion against a target of KSh. 2.53 billion for the period. This is
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about KSh. 0.76 billion below projection for the period. Development expenditure in the
same period was only KSh. 0.33 billion compared to a target of KSh. 1.2 billion for the
same period. This represented an under-spending of KSh. 0.87 billion for the period.

The FY 2017/18 budget has been reviewed to reflect revenue performance by end
November 2017 and to take into account expenditure rationalization necessitated by the
accommodation of the emerging priorities and salary and election related expenditure
pressures. In the revised fiscal framework, local revenues are projected at KSh. 118 million
down from KSh. 209 million. Total expenditures are projected at KSh. 7.5 billion up from
KSh. 7.2 billion.

2.4 Economic Outlook

Kenya’s economic growth prospects for the FY 2018/19 and over the medium term takes
into account the global and Sub-Saharan Africa growth recovery. The growth projection
takes into account the strategic objectives of the Government as outlined in the third
MTP of Vision 2030. Real GDP is projected to expand by 5.3 percent in FY 2017/2018, 5.9
percent in FY 2018/2019, 6.3 percent in FY 2019/2020 and 6.8 percent by FY 2020/21. This
growth will be supported by implementation of “the Big Four” plan, sustained investment
in infrastructure, strong agricultural production due to improved weather conditions,
buoyant services sector, continued recovery in tourism, increased investor and consumer
confidence, and macroeconomic stability.

The outlook, therefore points to a continued coordination of monetary and fiscal policies
for overall macroeconomic stability which will support robust growth, lower fiscal
deficits, contain inflation within the target range and a gradual improvement in the
current account balance.

Inflation is currently within set target and is expected to remain so in the medium term
underpinned by prudent monetary policy, favorable weather outlook, relatively lower
international oil prices, and a stable exchange rate which is expected to dampen any risks
of imported inflation. The interest rates are expected to remain low and stable over the
medium term supported by improved liquidity conditions.

The GDP of Homa Bay County is expected to improve over the medium term as benefits
are realized from the huge investments being undertaken. This growth is however
intertwined with global conditions and macroeconomic stability of Kenya. The expected
level of growth in Homa Bay County will be supported by increased production in
agriculture following massive investments in the sectors together with other measures
such as improved investments in infrastructure, especially roads, water and energy. The
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improved investment climate is being brought about by promotion and marketing of the
county through investment forums done locally, nationally and internationally.

On-going investments in agriculture, infrastructure, water, health services and social
protection are expected to contribute to the county’s growth. In collaboration with a
number of development partners the county is keen on enhancing contract farming,
clusterized rural enterprises and value addition with a view to reaching all potential
markets.

Ultimately, the County Government of Homa Bay will consider all existing options for
significantly expanding fiscal space during the MTEF period 2017/18-2019/20 and to
generate the necessary resources for priority investments in people, infrastructure and
technology. The options include: (i) re-allocating public expenditures from low-priority
areas; (ii) increasing overall revenue; (iii) lobbying for more aid and transfers; (iv)
eliminating revenue leakages and; (v) adopting a more pro-growth macroeconomic
framework.

2.4 Risks to the Economic Outlook and Fiscal Framework

Risks from the global economies relates to uncertainties in the global financial markets
particularly with regard to the U.S. economic and trade policies, normalization of
monetary policy in the advanced economies and the Brexit outcome. The recent
geopolitical tensions building around production and use of nuclear weapons are likely to
weigh down global growth with negative impact on trade and financial flows.

At the county level, the economy is exposed to risks including public expenditure
pressures especially recurrent expenditures including wages and personnel benefits which
have continued to limit funding for development expenditure. Occurrence of adverse
weather conditions could also affect agricultural production and infrastructural
developments thus undermining the growth outlook.

The County Government is also subject to general developments and specific events
outside its control that may cause its fiscal outturns to differ from its forecasts in this
fiscal strategy paper. First, estimates and projections of revenue are subject to a number
of general risks that can affect revenue collections both at national and county levels.
These risks include failure of the tax system to keep pace with changes in the business
environment, tax avoidance, court decisions, KRA rulings and the outcome of compliance
programmes. These pressures may undermine revenue collection and exchequer releases
to the County Government. Major inflation, high import commodity prices, high
exchange rates and limited grants from the national government and overseas
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development partners could also undermine the purchasing power of the county
government.

There are also a number of fiscal risks that may affect the expenditure estimates and
projections of the County Government. In particular, demand driven programmes, which
form the bulk of the County Government's expenses, can fluctuate significantly with
economic and social conditions. Such unforeseen expenses include a huge increase in
contingent liabilities such as the requirement to settle liabilities inherited from the local
authorities (legal claims) and potential natural disasters.

The County Government of Homa Bay however remains focused on putting in place
preventive measures to ensure the fiscal outturn is as desired and, revenue and
expenditure returns are as planned. The County government will monitor the above risks
and undertake appropriate measures to safeguard against these risks should they
materialize.

2.5 The County Fiscal Policy

The National Government’s fiscal stance over the medium term aims at supporting rapid
and inclusive economic growth, ensuring a sustainable debt position and at the same
time supporting the devolved system of Government for effective delivery of services. The
fiscal policy also indicates Kenya’s deliberate convergence path towards the East African
Community Monetary Union Protocol’s fiscal targets.

The Homa Bay County Fiscal Framework is aligned to the National Government’s fiscal
stance and aims at striking an appropriate balance between stimulating economic growth
at the County and a balanced fiscal policy. It aims at supporting rapid investment and
effective delivery of public goods and services in an effective and sustainable manner. It
stresses prudent fiscal policy to reinforce County Government’s commitment to
responsible financial management practices as outlined in the Public Finance
Management Act 2012. In addition, the county fiscal policy objective will provide an
avenue to support economic activities while allowing for implementation of the
programmes in the CIDP sustainably.

In an effort to boost local revenue mobilization, the County Government is going to
institute a combination of policy and administrative reforms to bolster revenue yields
going forward. These efforts will reverse the revenue losses experienced in the recent past
where local revenues have declined from KSh. 191 million in FY 2015/16 to KSh. 144 million
in FY 2016/17. Measures are in place to automate revenue collections, enforce all fiscal
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policies and cover all revenue streams such as land rates and service charges. The county
will continue to hire and train more staff to improve their capacity geared towards
promotion of efficiency and accountability. Emphasis will be put on;

i. Ensuring resources allocated are adequate and used efficiently;

ii. Improving revenue collection and funding only priority expenditures;
and

iii.  Scaling up external support and direct investment

Embedded in this policy is the aim to continue containing the growth of recurrent
expenditures in favor of capital investment so as to promote sustainable and inclusive
growth. The county will continue reorienting expenditure towards those priority
programmes outlined in County’s Integrated Development Plan and as identified in
public consultative forums. The critical programmes to be implemented are expected to
accelerate economic activities and socio-economic development.

2.5.1 Revenue Policy

Full realization of local revenue targets is hampered by weak revenue collection systems,
non-optimal collection in major revenue streams, leakages in the system due to
inadequate internal controls and undercharging in some areas. The County Government
of Homa Bay will focus on achieving and sustaining a strong revenue performance
through modernizing revenue administration to widen tax base, improving billing and
collections, optimizing prices charged for services offered and using county assets to
make money. The county government will accelerate the pace of automation of the
revenue collection system to enhance effective collection and seal existing loopholes. A
revenue entity will be created to reengineer procedures with emphasis on risk control,
integrated management, and development of intelligence and simplification of payment
procedures. Reforms to rationalize exemptions and incentive structures shall also be put
in place through necessary objective criteria for granting waivers. The county will review
the A.L.A policy to allow departments to retain part of the funds collected for internal use,
in order to improve A.L.A collection. Also, a regular review of fees and charges through
the finance bill will be carried out on a timely basis.

2.5.2 Expenditure Policy

The County government is committed to ensuring prudent application of public
resources for maximum returns to the public. The County Government of Homa Bay is
focused on structuring its expenditure in favor of capital improvement, especially
development of infrastructure and implementation of flagship projects identified in the
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sectoral plans and the CIDP 2018/2022. Recurrent expenditure will therefore be structured
to decrease over time as capital expenditure increase in relative terms. Some of the
approaches adopted to achieve this include:

* Reducing the wage bill - such as through closely linking wage increases to
productivity increases, while harmonizing wages and consolidating allowances;
implementing the voluntary early retirement schemes aimed at downsizing non-
value adding cadres; and flexibly allowing for recruitment of critical personnel in
order to achieve the optimum level for service delivery.

» Reducing the stock of pending bills - such as by implementing a strict
commitment control system, paying up and closing the genuine stocks identified
and terminating and completing stalled projects that are likely to le