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GOVERNMENT OF KIRIBATI
MINISTRY OF FINANCE & ECONOMIC DEVELOPMENT

Phone: [685] 7402 1805, Addreas: PO Box 67, Tarawa, Kirbatl

Fiscal Strategy for the 2019 Budget

The Fiscal Stralagy oullines the major paramelers that lhe Government will use ta form Lhe 2015
Budgel This includes lhe setting of Fiscal Targels lhal will gude expenditure decisions, and the
indexation to ba applied lo Minisiry operaling and personnet hudgets. The Fiscal Strategy must ensura
lhal the top pnorities of Government can be met in 3 sustainable way, withoul compromising the
delivery of essential services or lhe budget in the long run — parlicularly in an environmenl where
extremely volatile fishing revenues can lead Lo significant risks.

While it has been commaon practice lhat lhe Government has a Fiscal Strategy, {his is Ihe lirs! ime lhal
the Govemnment has laken the step to make lhe Strategy publicly available. This is parl of the
Governmeant's commitment to improved pubic financial management and lransparancy, 15 consistenl
with global best-case practice, and s recommended under Lhe Inlernaticnal Mongtary Fund's (IMF}
Public Expendilure and Financial Accountability framework.

Economic¢ assumptions

Each year, the IMF Arlicle IV mission does an assessment of the Kinbati economy and public

linances As lhe Government of Kinbal currently has limited capacity to provide independent
macroeconomic forecasts of ils own, (he IMF Ardicle IV review 1S used as lhe primary source for lhe
lorecasis lor lhe nalignal budgeting process

Afler grawing 10.3 percenl in 2015, the Kinbali economy grew by 1.1 percentin real terms in 2018
The fall in the growth rale was driven largely by a fall in fishang revenues after the recard high of 2015
and the completion of lhe major construction phase of some developmenl projecls. The IMF esimates
thal real GDP growth 18 expected to pick up te about 3 percent in 2017 and 2.3 percenl in 2018, driven
by eanstruction, and wholesale and retail trade. For 2019, growlh is expected 1o be slable al 2.4
percant )
Inflalion has ramained subdued in line with the prices of imporied goods, wilh 5-year averags inflalion
of 0.7 percent The IMF expects inflation in 2018 to closely follow the expecled Auslralian inflation rate
of 2.5 percent, but it is nolable that inflation was just 1.5 percent in the March quarter 2018

Tuble 1: Evonomic assumptions as at 1 July 2018
2017 20J8 2049 2020 2021 2022

Real ecanomic growlth (%rGiDP} 3.1 23 24 23 1% 19
Mominal economic growth (2anGDP] 6.9 4.2 d.5 K S e S
Consumer price growlh (%CPI) Al 2.5 2.5 25 23 2.3

Population growah (%a) 2.1 2.1 2.1 2.4 2.1 2.1




Fiscal Stralegy

Within the conlext ol the economic forecasts, the Fiscal Strategy sels oul a senes of Fiscal Targets
thal will guide Lhe formation of lhe 2019 Budgat:
1. The Budgel balance

a. At least a balanced budgel — the Gavernmenl commils to spending less than il
garns in revenueg across 2019 and the medium-lerm,

b, No RERF Drawdown - the Governmenl is commitled Lo achieving the 1 billion
largel lor lhe RERF balances and ensuning that the RERF benefils all generations of
I-Kiribati

¢. No new debt — as the Budgel is nol anlicipated to be in deficit and the Government
has sufficient cash reserves (o cover a revenue shock there is no need to draw on
addilional lending.

2. Revenue estimales for fishing

a. Cansislant with the medium-term lorecast for the 2018 Budged, fishing license
revenue Is forecast to be $130m in 2018 and the medium term

3 Expendilure

a, A continualion of the Copra Price Scheme - the Government is commitled Lo the
%2 per kilogram pnce, with no inlenhon 1o reduce or increase lhe pnce guaranise

b. No furiher step-change In civil servant salaries in 2019 — given lhe large increase
in {ha 2018 Budgel there will be no further general pay increase unlil a review ol the
performance wnpravements and impacls from Lhe previous pay nse. The Government
remains commited to better pay and conditiens for public servanls.

& Operational baaslines for Minlstries will be Indexed al 1.5% — Lhis 15 lo ensure that
nperabonal budgets are kept in line wilh general price rises, bul this does not include
any pravision for new measures or operational overspends, which will be considered
lhrgugh ihe Budgat Commitlee process as normal

d. The Government recognises lhe impodance of the Local Conlribution lo Development
as an impariant lool in achieving ils development aims, and will look to increase ils

involyement in lpcal developmenl aclivilias

Along with the Fiscal Targels, the Government is alse commitling to the following Budgel initialives:
4 The Governmend is commilled to Asset Management and Maintenance and will make
provision for lhe managemenl of major assels in the 2019 Budget. In particular, this includes a
provisian for lne mainlenance and upkeep of he South Tarawa road network,



5. Cash management practices will be improved, mainly in relalion o cash balances that earn
zero-inleresl {i.e, they will be invesled in interest bearing accounts) and a review of lhe
auwmber, and rala, of Spectal Funds

€. The Establishmont Register process will be inlegrated with the Budgel process Lo allow
lar lhe efeclive funding and operational needs of new and conlinuing slal

Il the Fiseal Stralegy is observed, prior bo Lhe consideralion of any new Budget proposals, il s
estimated thal total expenditure and total revenue will be approximalely as lollows:
Table 2 Estimated medium-term outlook ($m), no new measures
2019 2020 2021 2011.
| Total Revenue | 2047 2072 D ARE| 2047

| Tatal Expenditure 1919 | 193.9 | 195.3 196.0
| Projected Balance 12.7 133 71| 87

The above lable lorecasls revenue increases as due largely to tax growth from 2 growing economic
base. Fishing revenues are held steady at $130 million across the estimates as per lhe Fiscal
Slralegy. Mare accurate eslimates will become possible once more data on cumenl revenue
collections becomes available, parliculady lor laxes. There are alse subslantial risks surrounding the
lisheries estimales, wilh revenues aflecied by wealher, commercial, and exchange rate risks. Fishing
revenues are lhe single largesl snurc;a of nisk 1o Lha Fiscal Strategy, with any Tluctuations in fishing
revenye (gither posilively or negalively) having a significanl impact on the Governmenl's fiseal
posilion.

The figures in Table 2 show an improvement in Lhe fiscal batance across the forward eslimales,
although the figeal balance declines [rom 2021 onwards due Lo the completion of some budget support
programs. These fiscal balances are essanlial in defining the fiscal space for the govermmenl to lake

on additicnal expendilure measures, be they once-ofl expendilures or recurrent.



