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LIST OF ABBREVIATIONS
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I.O PREFACE
l.l Establishment and Mandate of the Committee

IVlr. Speaker, Sir

The Committee on Regional Integration is one of the Select committees of the

National Assembly established under Standing order 212 and. mandated to, inter alia;

'enhance the role of the House in intensification and development of the
integration process in the East African community and the greater African
region'.

The committee on Regional Integration was constituted by the House on Thursday
2nd }y'ray,20l3 comprising the following members:

l. Hon. Florence Kajuju, Mp (Chairperson)

2. Hon. Christopher Nakuleu, Mp (Vice Chairperson)

3. Hon. David Ouma Ochieng, Mp

4. Hon. Dan Kazungu, MP

5. Hon. Bady Twalib Bady, Mp

6. Hon. Robert Mbui, MP

7. Hon. AnyangaAndrewToboso, Mp

8. Hon. Florence Mwikali Mutua, Mp

9. Hon. Ogendo Rose Nyamunga, Mp

10.Hon. Charles Mutisya Nyamai, Mp

I l.l-lon. Alois Lentoimaga, Mp

12.Hon. Anthony Kimaru, MP

13.Hon. David Kariithi, Mp

l4.llon. Wanjiku Muhia, Mp

15.FIon. Murungi Kathuri, MP
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1.2 Com ntiltee M emb ers h ip
Mr. Speaker, Sir



-r

16.Hon.

17.Hon.

18.Hon.

l9.Hon.

20.Hon.

21.Hon.

22.Hon.

23.Hon.

24.Hon.

25.Hon.

26.Hon.

27.Hon.

28.Hon.

29.Hon.

AIi Wario, MP

Eric Keter, MP

Mary Seneta, MP

Gideon Konchella, MP

Dido Ali Rasso, MP

Ann Nyokabi, MP

Emmanuel Wangwe, MP

Peter Shehe, MP

Alex Mwiru, MP

Mark Lomunokol, MP

Sarah Korere, MP

Cyprian Kubai Iringo, MP

Timothy Bosire, MP

Joseph Kahangara, MP

1.3 Committee Proceedings

Mr. Speaker, Sir,

The Committee held a total of twelve (12) sittings where it met with various

stakeholders during the consideration of the Protocol which included; The Ministry of

East African Affairs, Commerce & Tourism, The State Law Office, lnstitute of

Economic Affairs (IEA), The National Treasury, Kenya Private Sector Alliance

(KEPSA), and the Kenya Institute for Public Policy Research (KIPPRA).

1.4 Subject Matter before the Committee
Mr. Speaker Sir,
The Cabinet Secretary for the National Treasury, Mr. Henry K. Rotich and the

Cabinet Secretary for East African Affairs, Commerce and Tourism, Mrs. Phyllis J.

Kandie jointly submitted a Cabinet Memorandum on the Protocol for the

of the Pro!ocol for
Monetary Union
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establishment of the East African Community Monetary union to the National
Assembly on 22nd Jury 2or4 for consideration and ratification pursuant to section g

of the Treaty Making and Ratification Act, 2012 and Article 2(6) of the Constitution
of Kenya. The Cabinet Memorandum and the protocol is hereby attached as annex
hvo (2) and three (3) respectively to this report.

The Cabinet Memorandum was subsequently committed to the Committee on
Regional Integration to i,quire into and examine the protocor for consideration and
action by the House.

1.5 Legal Basisfor EAC Monetary (Jnion protocol
The East African Monetary union is the third stage/pillar of the EAC integration
process. Its establishment is anchored in Article 5 (2) of the Treaty for the
establishment of the East African community which states that .,the partner states
undertake to establish among themselves and in accordance with the provisions of
this Treaty: a Customs Union; a Common Market: subsequentry a Monetary
union and ultimately a poriticar Federation',. In addition, Chapter Fourteen
(Articles 82, 83, 84,85,86,87 and gg) of the Treaty provides for cooperation in
Monetary and Financial Matters

Mr. Speaker, Sir,

The Protocol was committed to the Committee on Regional Integration for its
consideration alongside the provisions of Article I 18 of the Constit,tion and Section
8 of the Treaty Making and Ratification Act,2012

In considering the Protocol, the committee was guided by the Treaty Making and
Ratification Act, 2012 which provides in section g(4) that parriament may approve
the treaty '"vith or without reserv'ations. This provision recognizes the principle of
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- separation of powers between the legislature and the executive in so far as law/treaty

ratification is concerned and envisages a scenario where divergent views may ensue

befween the two branches of Govemment.

Mr. Speaker Sir,

The Committee observed that the Cabinet Memorandum forwarding the protocoi

from the Cabinet to the National Assembly noted that the practice in the EAC is to

negotiate protocols that do not allow reservations and declarations. This disregards

the provisions of the Constitution and Treaty Making and Ratifications Act, 2012

which give powers to Parliament to make reservations on provisions of intemational

treaties and protocols that contradict the Constitution of Kenya.

1.6 The Protocolfor the Establishment of East African Community Monetary
Union
The following is a summary of the key provisions of the Protocol for the
Establishment of the East African Community Monetary Union @AMU).

(i) Part B:-Establishment, Objectives and Scope of the Monetary Union

This part contains articles that define the overail objective of EAMU-

promoting and maintaining a zone of sound monetary and fiscal policies and

financial stabiliry to facilitate achievement of sustainable growth and

development of the community.

(ii)Part C:- Pre-Requisites for the Monetary Union

Prerequisites to EAMU covers the implementation of the Custom Union,

Common Market Protocol, coordination and harmonization of fiscal policies,

harmonization and coordination of monetary and exchange rate policies,

achievement and maintenance of macroeconomic convergence, tiamervork for

surveillance and enforcement and adherence to principles of open market

economy
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(iii) Part D- Macroeconomic Convergence Criteria
This part provides for the specific targets on inflation (g%), fiscal deficit
including grants (3%o), gross public debt (50%), and months of imporr cover
(4.5) to be achieved and maintained by EAC partner States as countries join the
EAMU.

(iv) Part E- Macroeconomic policy framework
This part provides for macroeconomic poricy framework comprising fiscal
policies, monetary poricy, and exchange rate policy. It further provides for horv
paftner states wirl harmonize, coordinate and disclose their fiscar poricies.
Provisions on building resilience and managing economic shocks among the
economies of the partner states and debt management are also given. of major
importance in this part is the ceding of partner State,s individual central Banks
of the monetary policy mandate to a supra national Bank in the region. This
will call for amendments in Article 23 1 of the Constitution

(v) Part F- Financial, payment and Settlement Systems

This part provides for the development of an efficient, sound, sustainable,
accessible, harmonized, stable and integrated financial and payment systems.
This will ensure efficient flolv of financial transactions within the monetary
ul olt
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(vi) Part G- Statistics

This part provides for the development and adoption of East African Statistical
Framework for compilation, analysis ancl dissemination of statistical data and
information necessary for the proper functioning of the monetary union.

(vii) I'art I- Institutional Mechanisnrs

This part provides for the establishment of the East Afi.ican central Bank, its
capitalization, independence and integration with the national centrar banks of
Partner States in the single currency area to form a tunctionaily integrated



system of central banks. The part also proposes formation of other institutions

to support the monetary union such as the Statistics, financial services and

surveillance.

l. 7 Committee Observatio ns

Below is a summary of the Committee Obsen ations on the Protocol for the

establishment of the East African Community Monetary Union:-

1.7.1 The East African Community (EAC) is a regional inter-govemmental

organization established under Article 2 of the East African Community Treary

that came into force in July 2000. The EAC is made up of hve (5) Partner

States namely; United Republic of Tanzania, Republic of Uganda, Republic of
Rwanda, Republic of Kenya and Republic of Burundi.

1.7.2 The EAC integration process has four (4) pillars namely; Customs Union (l't
Pillar), Common Market 12"d Pillar), Monetary Union (3'd pillar) and

Political Federation (4th pitlar).

1.7.3 Partner states have so far established among themselves a customs Union that

came into force in 2005, the EAC Common Market Protocol which was signed

in November, 2009 and its implementation started on I't July, 2010 with the

year 2015 as the target for its full implementation. Consequentiy partner states

have now embarked on the third pillar of establishing the East African

Community Monetary Union (EAMU) having established the first two pillars

of the EAC integration process.

1.7.4 The Cabinet of Kenya discussed and approved the Protocol on the

establishment of the EAC Monetary Union in the fifth Cabinet meeting held on

1Oth July, 2014 and forwarded the same to Parliament for ratification.

1.7.5 The East African Monetary Union will have both positive and negative

consequences on the economy. However, if mitigating measures put in place in

the protocol are well implemented the envisaged negative effects will be
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significantly reduced or altogether eliminated. Among the benefits that the

citizens will enjoy include; enhanced trade and investment, reduction in foreign

exchange risk, increased efficiency and wider market, ease of price

comparability, and symbol of integration.

1, 8 C o mmitte e's Reco ntmen datio n
The committee is convinced that the Protocol for the Establishment of the EAC

Monetary Union will be beneficial to the individual Partner States of the East African

Community and therefore recommends that the House ratifies the Protocol.

1.9 Acknontledgement

The Committee wishes to record its appreciation to the office of the Speaker and the

Clerk of the National Assembly lor facilitation. The committee is grateful to all the

stakeholders who appeared before it and made submissions. Further, the Committee

is indebted to the staff of the National Assembly, State Law off,rce, and rhe National

Treasury for the services they rendered to the Committee. It is their commitment and

dedication to duty that made the work of the Committee and production of this report

possible. I wish to express my appreciation to the Honorable Members of the

Committee who sacrificed their tirne to participate in the activities of the Committee

and preparation of this report.

Finally, the Committee appreciates the role played by the Chairperson of the EAC

Summit, H.E. Uhuru Kenyatta, CGH, the Chairperson of the EAC Council, Ms.

Phyllis Kandie, all the Kenyan negotiators and the Kenya National Assembly towards

the establishment of the E,AC Monetary Union.
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' Mr. Speaker, Sir,

On behalf of the Committee, it is therefore my pleasant duty and privilege, on behaif

of the Committee on Regional Integration, to commend this report on Protocol for the

Establishment of the East African Community Monetary Union for consideration and

approval by the House Pursuant to Section 8(4) of the Treaty Making and Ratification

4ct,2012 and Standing Order 199.

Signed

THE HON. FLORENCE KAJUJU, MP
CHAIRPERSON,

COMMITTEE ON REGTONAL TNTEGRATION

Date: l6 tc
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2.0 BACKGROUND

2.1 East African Community Monetary Union
2. 1 . 1 The negotiations of the EAC Monetary Union commenced in January 201 1

and were concluded in July 2013 thus paving way for its approval and

signing in November,2013. The r5'h Summit of EAC Heads of State on

the 30th November, 2013 in Kampala Uganda, signed the East African

Monetary union and directed that all partner States should conclude the

ratification of the Protocol establishing the Monetary Union by July,2014.

2.1.2 The East African community Monetary Union is expected to provide

among others benefits to the citizens and economies of the East African

Community which include;

(a) Enhanced trade and investment;

(b) Reduction in foreign exchange risk;

(c) Increased efficiency and wider market;

(d) Ease of price comparability;

(e) International Reserves ;

(f) Symbol of Integration.

2- 1.3 Further the East African community Monetary Union also present

challenges to the Partner States which include;

i. Loss of sovereignty in monetary and exchange rate policies.

ii. Amendment of the Laws to conform to the East African Monetary union

Protoco[.

iii. ConstrainedFiscal Environment.
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2.2Pre-requisites for the Monetary Union
2.2.1 Each of the Partner States in the region will be required to fulfiIl the following
pre-requisites before entering into the Monetary union as per the road map for the
establishment of the Monetary Union;

i. Fully implement the protocol Estabrishing the East African communiry
customs union and the protocol Establishing the East African community

- Common Market;

ii. Harmonize and coordinate their fiscal policies;

iii. Harmonize and coordinate their monetary and exchange rates policies;

iv. Adopt common principles and rules for payments and settlements;

v. Harmonize their payments and settlement systems;

vi. Harmonize their policies and laws relatilg to the production, analysis and

dissemination of statistical information;

vii. Introduce bands and gradually hx their bilateral exchange rates to facilitate the
conversion of the currencies of the Partner States to the East African crurency
unit;

viii. Integrate their financial systems and adopt common principles and rules for the

regulation and supervision of the financial system;

ix. Phase out any outstanding national central bank lending to its Government and
public entities;

x. Attain and maintain for three consecutive years the following macro-economic

convergence criteria:

. A ceiling on headline inflation of go%;

' A ceiling on fiscal deficit, inciuding grants of 3yo of Gross Domestic

Product;

' A ceiling on gross public debt of 50%o of Gross Domestic product in Net
Present Value terms;
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A reserve covers of 4.5 months of imporls.

2.3 International Comparison
(a)European Union Economic and Monetary Union (EMII)

2.3.1 The Maastricht Treaty of 1992 spelt out the following criteria for membership

of EU countries in the Economic and Monetary Union (EMU), which started in

January 1999:

(i) Long-term interest rate not in excess of 2 percent above the average of the

three countries with the lowest inflation rates;

(Q Inflation rate not higher than 1.5 percent above the average of the three

countries with the lowest inflation rates

(n) No devaluation of its currency in the two years preceding the entrance into the

Union; and

(ir) Government deficits and debts not exceeding 3 percent and 60 percent of the

GDP, respectively.

(b)West Africa Monetary Union (EMU) and West African Second

Monetary Zone (WAMZ)

2.3.2 The Treaty founding the West African Economic and Monetary Union

(WAMU) was adoptecl on 10th January 199 econornic and monetary union of

eight West African countries (Benin, Burkina Faso, Cote d'Ivoire, Guinea

Bissau, Mali, Niger, Senegal and Togo) which shale same cumency, West

African Francs (CFA francs), monetary policies, and French as an official

language.

2.3.3 Six of the 15 member countries of the Economic Community ol West Alrican

States (ECOWAS), namely, The Gambia, Ghana, Liberia, Nigeria and Sierra

Leone, embarked on an ambitious project to set up a second monetary union
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and common currency in West Africa (popularly referred to as West African

Second Monetary Zone (WAMZ), to coexist with WAEMU.

2.3.4 In April 2000, these countries signed the Accra Declaration on a second

monetary zone, committing themselves to restructuring their economies to

meet the following stringent convergence criteria one year ahead of the

ECOWAS goal of launching the single monetary zone (and the introduction of
a single currency) in the sub-region:

i) Maintain single-digit inflation by the end of 2000 and an inflation rate of
not more than 5 percent by 2003;

ii) Maintain gross foreign currency reserves to cover at least three months'

worth of imports by the end of 2000 and six months' worth by the end of
2003;

iii) Limit central bank financing of the budget deficit to 10 percent of the

previous year's tax revenue; and

iv) Maintain a maximum budget deficit-to-GDP ratio of 5 percent by the end

of 2000 and 4 percent by the end of 2003 .

2.3.5 The WAMZ partner States set a 10 year road map (2001-2012) to fully meet all

of the convergence criteria. The data available indicates that none of the six

countries was able to fully meet the convergence criteria in the 10 year period.

(c) Caribbean Monetary Union (CMU)

2.3.6 The bid for the formation of Caribbean Monetary Union (CMU) was started in

1989 by member States of the Caribbean Community (CAzuCOM)'. A set of
criteria was established which member countries must satisfr before joining

I The CARICOM Members arr: Antigla and B.rbuda; Behamar; Barbador; Belire; Dominica; Grenada; Guyan.; Halti; ,am.i.a;
Montserrat; Salnt Lucia;5t. Kittj and Nevis; St. Vincent and Grenadineji Suriname; and Trinid.d and Tobago
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CMU. The convergence criteria state that member countries must adhere to the

following:

(i) Hold external reserves equal to at least 3 months of imports for at least I

year.

(ii) Maintain a stable exchange rate for at least 3 years (i.e. the exchange rate

is not to fluctuate by more than 1.5% during the 3 years prior to monetary

union).

(iii) Have extemal debt service obligations of no more than r5yo of exports.

(iv) Contain fiscal deficits of below 3% of GDp.

(v) In the year prior to monetary union, have an inflation rate within 1.5% of
the median of the 3 countries with the lowest (but positive) rates.

2.3.7 The cAzucoM Partner Stares envisaged that cMU would include all members

of GARICOM and recommended that a fully operational common currency be

in place by the year 2000.
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3.0 SfIBNIISSIONS

3.1Submission by the Stdte Department of East African Affairs
3.1.1 The then Principal Secretary for State Department of East African Affairs, Ms.

Mabruki Mwanamaka appeared before the Committee on l4'h August 2Ol4 and

submitted the following on the protocol for establishment of the East African

Monetary Union:

The following is a summary of the submissions:

(I.) Negotiations of the EAC Monetary Union Protocol

3.1.2 The negotiations of the EAC Monetary Union commenced in January 2011 and

were concluded in July 2013 thus paving way for its approval and signing in

November, 2013. Prior to initiation of the negotiations, the Summit had issued

several directives on monetary union. The following three directives are worth

mentioning.

(a)The 6th Extra-Ordinary Summit of the EAC Heads of State held on 20th

August 2007, decided that there is need to move expeditiously towards

establishing a Common Market by 2010 and a Monetary Union by 2012 as

the EAC moves on to a Political Federation;

(b)The llth Ordinary Summit held on 20th November 2O09 received the

report on the progress towards the establishment of the EAC Monetary

Union and directed the EAC Council to ensure that, upon the coming into

operation of the Common Market, the preparations for the establishment of

the Monetary Union should be moved into higher gear; and

(c)The ll'h Extra Ordinary Summit held on 28th April 2013 directed the

Council of Ministers to expedite negotiations and conclusions of the

Protocol on the Establishment of the East African Monetary Union with a
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view ro signing the Protocol at the l5n summit of the EAC Heads of State

scheduled for November, 2013.

3.1.3 In line with these directives, the 15th summit of EAC Heads of State on the

30th November, 2013 in Kampala Uganda approved and signed the East

African Monetary Union Protocol.

3.1,4 In the same meeting the following pronouncements were made relating to the

monetary union as captured in the Summit Communiqu6 issued;

a) All Partner States should conclude the ratification of the protocol by July,

2014;

b) The Sectoral Council on Finance and Economic Affairs will be responsible for
the implementation of the monetary union ;

c) The council of Ministers should implement the road map to single currency as

indicated in the schedule on EAC Monetary Union protocol;

d) The council of Ministers apprise the Summit on the progress made on the

implementation of the roadmap to single currency at every ordinary Summit;

e) The council of Ministers develops Bills for the establishment of the

institutions provided in the protocol for consideration by the East African

legislative Assembly as provided in the road map;

f) The following five key institutions will support the implementation of the

monetary union:

( I ) East African Monerary Institute (EAMI)- a transitional institution to

carry out the preparatory work for the monetary union;

(2)East African Surueillance compliance and Enforcement Commission to

be responsible for surveillance, compliance and enforcement of the

monetary union matters in the Community;

(3)East African Statistics Bureau to be responsible for statistics;
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(4)East African Financial Services Commission to be responsible for

financial services in the Communiry; and

(5)East African Central Bank to be responsible for monetary and exchange

rate policies and issuance of the EAC currency.

(2)Legal Basis on Ratification of the Protocol

3.1.4 Article 151(3) of the Treaty for the establishment of the EAC requires that

each protocol concluded should be signed and ratified by the Partner States. In

accordance with the provision of this Article, the 15th Summit of EAC Heads of
State signed the Protocol on the Establishment of the East African Community

Monetary Union on 3Oth November 2013 and directed that all Partner States

conclude the ratification ofthe Protocol by July,20l4.

3.1.5 Article 2(6) of the Constitution of Kenya provides that, "Any Treaty or

Convention ratified by Kenya shall form part of the laws of Kenya". The

Treaty Making and Ratification Act, 2012 was enacted to give efl'ect to the

provisions of this article and to provide the procedure for the making and

rati fi cation of Treaties.

3.1.6 The ratification of EAMU Protocol is therefore anchored in the Treafy

Establishing East African Cornmunity, the Constitution of Kenya and T'he

Treaty Making and Ratification Act, 2012.

(3) Sensitization of the public on the East African Monetary Protocol

3.1.7 Sensitization ofthe public and other stakeholders on the Protocol has been

ongoing. Key stakeholders sensitized include:

(a) Relevant committees of National Assembly such as Regional Integration

Committee, Finance, Planning and Trade and Defence and Intemationai
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(4) Hosting Institution(s) To Support East African Monetary Union
3. I .8 A meeting of the stakeholders has been held to deliberate on which

institution(s) the country should bid to host out of the five (5) institutions to be

established to support the East African Monetary Union.

3. I .9 The central Bank of Kenya had proposed that the country bids to host the East

African Monetary Institute (EAMI) in anticipation that it will transform into

East African central Bank as was the case in the European Monetary Union.

Stakeholders felt that it'"vould be risky to assume this eventuality since it is not

explicitly provided for in the East African Monetary Union protocol.

consequently, the stakeholders agreed that Kenya rvill bid for both the EAMI
and East African Central Bank.

3.1.10A team of experts drawn from stakeholders fiom financial sector and relevant

Ministries is to be constituted to prepare the concept note that will guide the

bidding process. The concept note will put a strong case on why Kenya is best

suited to host the two institutions.
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Relations. These comminees were sensitized in September, 2013 before the

approval and signing of the protocol. The public Accounts committee and

Public Investment committee and Senate committee on Finance,

commerce and Planning are extensively involved in the EAC activities on

harmonization of public financial standards within the context of the East

African Monetary Union; and

(b) Media, university students and civil society have also been sensitized.

counry specific sensitizations have also been undertaken. Recently country

wide sensitization of county leadership was undertaken on 19,h _ 26,h May,

2014 which brought on board stakeholders from all the 47 counties.



(5) Ongoing Preparatory Work On East African Monetary Union

3.1.11The Secretariat has kick started the preparatory work on harmonization of

public expenditure and Public Financial Management. Towards this end the

following activities have been undertaken:

a) Workshop on Public Financial Management among EAC Partner States was

held on 18th - 21" January, 2Ol4 inArusha, Tanzania;

b) Meeting of the Committee on Fiscal Affairs held on 1" - 4'h March , 2014 in

Nairobi. The meeting considered progress on harmonization of the fiscal

matters necessary for EAC Monetary Union and progress on harmonization

of taxes;

c) The meeting of the Sectoral Council on Finance and Economic Affairs held

on 12'h -15th March,2014, Nairobi. This meeting considered among others

the next steps for East African Monetary Union.

d) Stakeholders Workshop on Harmonization of Public Financial

Management Standards in line with the EAC Monetary Union, 17s -19'h

March, 2014, Nairobi; and

e) The Second Session of the Public Accounts Committee on Harmonization

of Public Financial Management Standards in the context of East African

Monetary Union held in Kigali Rwanda 8th - 9th May,2014.

(6) Implications Of The East African Monetary Union

3.1 . l2The East African Monetary Union will have both positive and negative

consequences on the economy. However, if mitigating measures put in place in

the protocol are well implemented the envisaged negative effects will be

significantly reduced or altogether eliminated.

3.1.13 The following are some of the positive implications of the protocol

(i) Enhanced Trade and Investment: A single currency wiil significantly

reduce the transaction cost. Transaction costs are costs relating to change
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from one currency to another for instance commission paid. The single

currency in the EAMU will eliminate these foreign exchange transaction

costs thus enhancing trade and investment in the region. with the

establishment of the Monetary union, more trade benefits are expected to

accrue to Kenya.

(ii)Reduction in Foreign Exchange Risk: The existence of multiple currencies

within the EAC region creates loreign exchange risks. This risk will be

eliminated by adoption of a single currency within the EAC region.

(iii)Increased Efficiency and wider Market: Deeper regional economic

integration will accelerate development in all partner states by strengthening

competition between llrms within the region. 'rhe local manufacturers will in
addition to being efficient, access the wider EAC region market for their
products.

(iv) Ease of Price comparability: The use of a single currency in the region will
ease price comparisons by consumers and producers in the region.

(v) International Reserves: In the EAMU protocol, partner States agreed to

maintain maintain 4.5 months of import cover. The law in Kenya allows lor a
minimum of 4.0 months of import cover. This enhanced level of reserye

coverage will help the country withstand exernal vulnerability in the event of
a c sls.
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(vi)symbol of Integration: The EAMU will culminate in the adoption of a
single cu*ency within the region that will act as a symbol of pride and

identity (crown) fbr East Africans. The single currency will symbolize

achievement of a long term EAC commitment to deeper integration for East

Africans.
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(7)Risks Associated with a Single Currency

3.1.15Just as did happen in Euro zone, in event one Partner State in a single currency

area does not play by rules spelt out in the protocol, consequences of this

misbehaviour will be transmitted in the entire single currency area. Request for

bail out and stabilisation of the Partner State in problem will impose burden to

other Partner States. Equally the stability of the currency will be affected thus

affecting credibility of the EAC currency internationally.

3.2 Commiltee Observations on the State Department of East African Affairs
S ubmissio ns.

3.2.1 The committee made the following observations from the submissions of the

Ministry
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3.1.14The following are some of the negative implications of the protocol

(i)Loss of sovereignty in monetary and exchange rate policies: The Central

Bank of Kenya will cede monetary and exchange rate policies to the East

African central Bank (EACB). This means cBK shall not be responsible for

formulating monetary policy, promoting price stability and issuing of
currency. Article 231 of the Constitution and other laws which give CBK

these roles will have to be amended.

(ii)Amendment of the Laws to conform to the East African Monetary Union

Protocol: Several laws touching on financial and fiscal matters will have to be

amended to conform to the EAMU Protocol. Consequently the govemment

will be required to undertake necessary policy and legislative changes.

(iii) Constrained Fiscal Environment: Fiscal policy is likely to be severely

restricted since public expenditure will be confined within the limits set in the

macro economic convergence criteria.



(i) There is low levels of sensitization of the public and Members of

Parliament on the Protocol and on the ratified protocols such as Customs

and Common Market Protocol.

(ii) The Central Bank of Kenya just like the other Partner States Central

Banks will lose its Constitutional mandate of formulating monetary

policy, promoting price stability, and issuing curency as enshrined in

Article 231 (2) of the Constitr:tion.

(iii) The implementation of the two first pillars of Common Market protocol

and the Customs Union Agreement have not been fully eft'ected.

3.3 Submission by the State Law OfJice

3.3.1 Ms. Dorcas Achapa from State Law office appeared before the commirtee on

141h August 2Ol4 and, presented the views of the Office of the Attorney General

on the protocol for the establishment of the East African Community Monetary

Union.

3.3.2 Io her submissions, she stated that:

(i) The 5'h Cabinet Meeting hetd on 10ft Juty 20 14 approved the protocol on the

Establishment of the EAC Monetary Union. The Protocol has been referred to

Parliament for consideration in accordance with the procedures set out in the

Treaty Making and Ratification Act,2012. The Protocol once ratified will form

pan ofthe Laws ofKenya.

(ii)The Protocol has been developed based on Article 5(2) of the Treaty

Establishing the East African Community that provides for the establishment of
a Customs Union, Common Market, a Monetary Union and ultimately a

Political Federation

(iii)The Protocol plovides for Partner States to cede their monetary and exchange

rate policies to a supra-national central bank upon adoption of the single

currency. The National Central Banks in the single currency area shall not be
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responsible for formulating monetary policy, promoting price stability and

issuing currency. The Central Bank of Kenya is vested with this mandate

under Article 231 of the Constitution. There wili therefore be need to effect

relevant constitutional amendments to reflect this position il accordance with

the implementation roadmap of the protocol by 2021.

(iv) There will be need for amendment and harmonization of national laws,

pertaining to the financial sector in order to facilitate the establishment of the

Monetary Union. Currently, the State Law Office is collaborating w'ith the

Ministry of East African Affairs towards amending relevant laws to allow the

for the full implementation of the Common Market Protocol.

(v)The Protocol provides for the establishment of 5 institutions; EA Monetary

Institute, EA Surveillance, Compliance and Enforbement Commission, EA

Statistics Bureau, EA Financial Services Commission and EA Central Bank. In

accordance with EAC practice and procedures, these institutions will be set up

through regionai iaws enacted by the East African Legislative Assembly.

(vi) Sensitization of the public and other stakeholders has been undertaken by the

Ministry of East African Affairs. Concems have been expressed relating to

whether the Partner States wiil be able to maintain monetary and financial

stability necessary for facilitating the implementation of the Protocol. These

concerns have however been mitigated as follows;

a) The implementation of the Protocol will be progressive over a ten year

period to allow the attainment, by the Partner States, ofthe pre-requisites

necessary for the establishment of the Monetary Union and the single

curTency afea.

b) The Protocol mandates the EAC Council of Ministers to develop

measures to support a Partner State that experiences macroeconomic or

structural imbalances arising from the implementation of the Protocol.
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c) The Protocol obligates the Partner States to establish mechanisms to

identify, monitor and mitigate any economy risk in a Partner State that

may threaten the economic stabiiity of the Monetary Union.

d) Only partner states that have strictly adhered to the pre-requisites- and

macroeconomic criteria will be admitted into the single currency area.

Non compliant Partner States wiil not be admitted.

e) The Protocol establishes institutional mechanism that will allow for its

monitoring and implementation.

3.4 Committee Observations on the State Law Of/ice Submissions
3.4.1 The Committee made the following observations from the submissions from

the State Law Office:

a) The adoption of the Protocol will lead to amendment of various

legislations including the Constitution of Kenya

b) The Protocol provides for Partner States to cede their monetary and

exchange rate policies to a supra-national central bank upon adoption of
the single currency. This will lead to loss of sovereignty on matters of

rnonetary policy.

3.5 Slbmissions by tlze National Treasury
3.5.1 Mr. Justus Nyarnunga from the National Treasury appeared before the

Committee on 26Lh August 2Ol4 lo make the submissions of the National

Treasury on the protocol for establishment of East African Community

Monetary Union.

3.5.2 Il his submissions, he stated that:

i. The East African Community has the oldest singie currency union in the world

with the East African Currgncy Board that established the East Aliican Shilling

which gave birth to the curent Kenya Shilling, Uganda Shilling and the

Tanzanian Shilling.
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lv.
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vlll

tx.

Negotiations for the rebuilding olthe EAC started in 1998 which culmirated to

the establishment of the current East Afiican Community.

The East African Community is established through a treaty which has four

pillars; namely, the Customs Union which came into force in 2005, the

Common Market which came into force in 2010, the Monetary Union and

ultimately the political federation.

The monetary union is a move to establish a common curency requiring the

efforts for ttre economies to move towards a convergence in a bid to divert

economic shocks from a partner state.

The Protocoi for the Establishment of the East African Monetary Union

requires that the Partner States move towards the macro-economic convergence

for 8 years after which they will be required to consistently stabilize for 3 years

to be admitted to the monetary union.

Studies for the monetary union were conducted in the European Union and in

West Africa in a bid to ensure that the model adopted is free from mistakes

other monetary union may have committed. The model adopted has inbuilt

stringent institutional framework to forestall such challenges.

The negotiation process of the EAMU was undertaken by a High Level I'ask

Force from each of the Partner States composed of national experts from the

Ministries of Finance, Central banks, Attorneys General, Capital Markets,

Pensions, Insurance and Statistics regulating agencies coordinated by the EAC

Secretariat.

The Sectoral Council on East African Monetary Union comprising of Ministers

responsible for Finance, East African Community Affairs and the Attomey

Generals was formed to guide the negotiations of the EAC Monetary Union.

The EAMU Protocol provides for Partner States to cede their monetary and

exchange rate policies to a supra-national central bank upon the adoption of a
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single currency. This implies that the CBK shall not be responsible for

formulating monetary policy, promoting price stability and issuing currency as

mandated in Article 23 1 of the Constirution.

There will be need to amend the Constitution of Kenya to _conform to the

provisions of the Protocol by the year 2021 as per the roadmap for the

establishment of the Monetary Union.

The Protocol provides for the establishment of 5 institutions to support the East

African Monetary Union to guide the region's financial stability.

The region is expected to fulfill pre-requisites before entering the monetary

union which include fult imptementation of the common market and custom

union protocols, harmonization of fiscal, monetary and exchange polices

among others.

3.6 Comminee Observations on the National Treasury Submissions
3.6.1 The committee made the following observations from the submissions of
the National Treasury:

(i) There is low levels of sensitization of the public and Members of
Parliament on the Protocol and on the ratified protocols such as Customs

and Common Market Protocol.

(ii) The Central Bank of Kenya will lose its Constitutional mandate of
formulating monetary policy, prornoting price stability, and issuing

currency as enshrined in Article 231 (2) of the Constitution

(iii) The implementation of the two first pillars of Common Mar.ket protocol

and the Customs Union Agreement have not been fully effected.
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3.7 Submission by Kenya Institutefor Public Policy Research and Analysis
(KTPPRA)

3.7.1 The Committee met with Dr. Simon Githuke and IvIr. August Muluvi,

representatives from Kenya Institute for Public Poiicy Research and

Analysis (I(IPPRA) on 12th August2Ol4 to make their submissions.

3.7.2 KIPPRA submiued that:

(i.) The formation of the EAC Monetary Union (EAMU) is a noble idea and Kenya

as a major beneficiary of the EAC integration should take the lead in

deliberations leading to its formation.

(ii.) There is need to leam from the experiences of the European Monetary Union

(EMU) along which the EAMU is modeled and avoid the so called "original

sin" of the EMU. The original sin can be summarized as a "common currency

without a state". The EMU thinkers at the time of its formation held that a

common monetary policy administered by the European Central Bank (ECB)

rvill co-exist with independent and largely uncoordinated fiscal policies of the

member states. This weakness was exposed during the sovereign debt crisis

which started in Greece in late 2009 and affected the entire Euro land.

(iii.) Another fault-line of the EMU conception was the introduction of a common

currency among structurally dissimilar economies with the effect of rendering a

common monetary policy ineffective in correcting economic imbalances. The

EU countries diverged in terms of their competitive position upon entry into

the EMU where those in the North such as Germany gained in terms of

competitiveness and accumulated huge account surpluses while the reverse

occurred to countries in the south such as Spain.

3.7.3 KIPPRA made the following observations on the Protocol for the

Establistr-ment of the East African Monetary Union that under Article 5 of

the Protocol on prerequisite for the monetary union that:

of the Prolocol f or
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(a) Prerequisite 1(b) be amended to read "harmonize and coordinate their

hscal policies to achieve a budgetary/ fiscal union". This would be the

most ideal situation.

(b)Another prerequisite that can be introduced concerns current and capital

account balances of the EAC partner states. Hr.rge imbalances in these

two accounts have to be discouraged.

(c) On macroeconomic convergence criteria- another criterion be introduced

lor the convergence of shorl-term and long term interest rates.

(d)The harmonization of legal system of the EAC partner states can be

considered as an important prerequisite. Different legal systems rvill

affect the way markets function e.g. mortgage market, modes of financing

by companies might differ significantly among the partner states affecting

the way the market operates.

(e)Article 5(3) and Article 6(2) should be harmonized and merged as they

both addressing macroeconomic convergence criteria.

3.7.4 Under Article 8 on hscal policies, the most ideal situation is for the

"harmonization and coordination of fiscal policies (budget and taxation) to

achieve a fiscal/ budgetary union", the model should be like the federal

system of the United States. This will be facilitated by;

(a) Consolidation of national budgets will create an automatic transf'er

mechanism of funds to those countries facing a negative economic shock.

It therefore acts like an insurance mechanism and avoids the need of

having to bail out partner states that become insolvent

(b) Having a centralized fiscal institution at the EAC level that will be

responsibie for the issuance of debt in a currency under its control. This

rvill insulate partner states from falling into default by tinancial market.
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(c) Matters related to f,rscal policy just like in the European Monetary Union

is most likely to be a difficult one given that fiscal matters are largely a

political process and spending priorities differ among countries and are

determined by those in power. The EAC countries also have their own

development plans e. g Kenya's vision 2030. This challenge can be

overcome through the formation of a political union.

3.7.5 Under Article 10 on Building resilience and managing economic shock:-

There is need for setting up of a permanent fund similar to the EU,s

European stabilization mechanism (ESM). EAC stabilization fund relying

on EAC partner states contributions to provide soft loans to countries

facing economic shocks.

3.7.6 Under Article ll on Monetary Policy:- Article ll(3) be amended by

deleting the word "stability" and replacing it thereof with the words .,and

financial stability" It is important for the monetary policy to consider what

happens in individual countries- e. g credit creation and not just EAC wide

economic aggregates.

3.7.7 Article 21 on other Institutions to support the Monetary Union to include

EAC fiscal institution. The proposed institutions to support EAMU should

be conceptualized taking into account the current institutional arrangement

especially as regards the role of the EAC Secretariat.

3.7.8 KIPPRA therefore concludes that

(a) In the absence of a political union, the EAC just like the European

Monetary Union will be a fragile construction. The EAC should strive to

become a political union in the form to federation of partner states with

taxation powers and a financial transfer equalization mechanism and

avoid design failures that have afflicted the European Monetary Union.

Thus, completion of the East African Monetary Union should be
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accompanied by political unification efforts and avoid the "original sin"

that frustrated the functioning of the EMU.

(b) Of Article 6(3), Article 8(2) and Anicle l2(3). Given that the council is a

gathering of ministers responsible for EAC affairs, there is a real

possibility of "political logrolling" with effect of compromising

monitoring and enforcement of the set criteria especially in relation to

fiscal policy. The ministers will represent their National interests and are

likely to resist sanctions. It is thus advisable that this responsibility be

vested in another body such as the proposed EAC fiscal institution

(c)The full realization of the East African Monetary Union will have

implications on the Kenyan constitution and other laws. For example, the

harmonization and coordination of fiscal policies will affect the role of

the National Treasury, Parliament, and commission on Revenue

Allocation among others.

(d)There are also possible effects arising from the discovery of the minerals

mainly hydrocarbons in Kenya, Uganda, and Tanzania especially what

will happen to their economic structures when commercial exploitations

stafts and the effect on the exchange rate. The possibility of the EAC

economies diverging over time when commercial exploitation of these

minerals starts must be anticipated and counter policies devised.

(e) With the proposed EAC monetary union, there is urgent need to have

fresh look at the entire EAC institutional arrangement especially what

will be the role of the EAC Secretariat.

(f) The set timeframe of ten years for the flrll realization of the EAMU is

alright becar.rse deadlines fbr achieving the set objectives are critical and

the process should not be an open one. A ten year period for the lull

implementation of the EAMU can create the impression that the period is
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too short. However, as has been demonstrated with the implementation of
the customs union and the Common Market, these deadlines are not

usually met but are nevertheless important signposts.

3.7.9 ln addition , KIPPRA proposed introduction of the structural convergence

criteria of the economies:

(i.) conformity of the East Africa economic structures will prevent countries

responding differently when a common monetary. policy is adopted. Some

of the macro variables such as inflation and current account balance

challenges will be addressed by tackling structural problems facing the

EAC economies. Current account balance will also depend on the

economic structure of the partner states. This is particularly crucial after

the discovery of hydrocarbons and other minerals in EAC partner states.

The possibility of these countries becoming structurally dissimilar over

time cannot be ruled out.

Wage flexibility

Mobility of labour- related to the implementation of the common market

protocol.

( ii.)

( iii. )

3.8 Committee Observations on KIPPRA Submissions
3.8.1 From the presentation of KIPPRA, the committee made the following

observations;

1. Regarding the proposed implementation of the political federation before

the monetary union, the Committee maintained that the integration road

map should proceed in a logical manner as contained in the treaty.

2. It is important for the EAC Partner States to learn from other established

monetary unions to avoid any pitfal ls/fault-lines of such monetary unions.
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3.9 Submission by the Institute of Economic Affairs
3.9.1 The Committee met with Mr. Kwame Owinoh from the Kenya Institute for

Pubtic Policy Research and Analysis (KIPPRA) on 12'h August 2014 to make

their submissions.

3.9.2 The institute submitted that:

(i) The debate on the benefits and costs of a regional monetary policy framework

has been clouded by the excitement of potential political federation; the

potential hindrances and downsides are barely mentioned. Kenya should leam

from the experiences of other monetary unions, particularly the Euro, and

cautiously weigh the benefits and costs of membership in a monetary union.

(ii) The implication of a regional central bank is that the Member States would lose

their autonomy on monetary policy. National central banks will essentially be

subsidiaries of the East African Central Bank, limiting unilateral action by

Member States to address national fiscal and monetary challenges. The

Protocol allows member states to breach the 3o/o fiscal deficit only if the

ceiling on gross public debt of 50o/o of GDP in Net Present Value is

maintained.
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3. Regarding amending Articie 5(l)(b) and Article 8 , the Committee noted

that budgetary / fiscal union is not possible as the model adopted is different

from the one in the federal system of the United States of America.

4. Regarding amending Article 10 to ferm a permanent fund similar to EU's

stabilization mechanism, the Committee noted that this has been taken care

of in Article 10(3).

5. Under Article 11 where KIPPRA proposes amendment by deleting the *'ord

'stability' and replacing it thereof with the words 'financial stability', the

Committee observes that this amendment will have no material difference.



(iii)It is important to consider whether the East African community would be an

Optimal Currency Area (OCA) whose members would have more to gain as a

monetary union rather than as individual states. A simple measure for viability

as an OCA is macroeconomic convergence. World Bank data from 2004 to

2013 show significant variation in inflation and economic growth rates within

the region. In 2011, for example, the difference _in inflation rates between

Uganda and Rwanda was 13 percentage points, while in 2013 it was only 1.2

percentage points.

(iv)The economies of the member states of the East African Community have

nearly similar production structures and export baskets. This is favorable to

formation of a monetary union because it implies that the impact of extemal

shocks would be generally uniform, and policies made to adjust to such

shocks might not have widely different effects on different member states.

However, this lor,v level of diversification is a risk because no single country

in the EAC is dominant and diverse enough to be able to cushion the monetary

union in the event of economic shocks. The GDPs per capita of the EAC

member states are generally low and not too far apart. Burundi's GDp per

capita is even much lower than those of the other EAC members. In 2013 for

instance, the nominal per capita GDP numbers were: USD 994 in Kenya, USD

695 in Tanzania, USD 633 in Rwanda, USD 572 inlJganda, and USD 267 in

Burundi (World Bank data).

(v) The level with which Kenya meets the convergence criteria is mixed with

regards to different indicators. On the one hand, l0-year trend ofvariables like

inflation and tax to GDP ratio show that Kenya would face challenges meeting

the inflation target. Over the last ten years, Kenya had inflation of less than

8% in 2010 and 2013 only. On the other hand, 2008-2013 data show that the

ratio of public debt to GDP has been under the target ceiling of 50%, ranging
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between 44.5o/o and 48.5% Taking account of the plans for expansiQn of

infrastructure such as the Standard Gauge Railway, construction of a new

pipeline, issuance of Sovereign debt and the investment in Lamu Port among

others, it becomes evident that Kenya will have a larger debt to GDP burden

than the 5l%o that obtains today. Unless the growth in GDP is much higher

than the average of4% ofthe last five years, it will be a significant challenge

for Kenya to maintain its debt levels beiow the 5OYo.

(vi)The protocol sets a floor of tax to GDP ratio a125o . Coupled with the ceiling

on public debt, this target indicates an aspiration for a larger percentage of

revenue to be collected domestically. The ratio ranges from 15% to 20Yo

between 1991 and 2012. Taxes would have to be raised by at least 25Yo to

comply with this requirement.

(vii) Policymakers should be careful not to overstate the trade effect of a single

currency. One of the reasons conceived as a potential benefit for a single

currency is that it would enhance intra-regional trade' Furthermore, the

Common Market Protocol has not been fully implemented: As a result, there is

still limited mobility of labour and capital within the region. Establishing a

monetary union before complete realization of a strong customs union and

common market could be likened to placing the donkey before the cart.

Unifonn monetary policy would be less disruptive in individual states during

asymmetric regional shocks if factors of production could move easily within

the region.

(viii) The change in the currency and the substantial loss of sovereignty in

setting {iscal policy in the country would necessitate amendment of sections of

the Constitution of Kenya such as Article 231 that establishes the role of the

Central Bank of Kenya as the monetary policy institution. The limits on fiscal

policy could also affect sections of the constitution that deal with collection,
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mobilization and allocation of revenue. Since article 209 (2) expressly places

the responsibility for approving tax legislation in the hands of pariiament, the

introduction of fiscal limits by the protocol implies that Kenya's parliament

will cede this constitutional authority through ratification of the protocol.

(ix)The Protocol is unclear on the procedures and conditions for exit for any

member ofthe union. The effects ofthe 2008 global recession in the European

Union have shown the need for flexibility regarding exit from monetary union.

It is essential to note that the United Kingdom and Denmark, who are full

members of the European Union, but not of the Economic and Monetary

Union, have been able to uniiaterally adjust fisca1 and monetary policy in

response to the recession, without having to adhere to directions of the

European Central Bank.

3.10 Submissions hy the Kenya Private Sector Alliance (KEPSA)
The Committee met with Dr. Jared Osoro and Mr. Anthony Weru of the Kenya

Private Sector Alliance appeared before the Committee on 21" August,2014 and

informed it as follows:

The ratification of the East African Monetary Union will have a positive effect
to the region since it will move as a single economic block arising from the
harmonization of its fiscal, monetary and exchange rate policies.

The East African Community Monetary Union is modeled on the European
Union Monetary Union in terms of the convergence criteria. It will be

important to include the rate of economic grorvth as one of the macro-
economic convergence criteria.

11.

lll

l1'.

It is also important to note that in terms of t-iscal parameters, domestic resource

mobilization has not been taken into account.

The Indicative convergence criteria requires that the Partner States attain a core
inflation rate of 5%o, tax to GDP ratio of 25Yo and a ceiling of fiscal deficit
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excluding gant of 60 of GDP. However, some Partner States may not meet

the required criteria since their economies are small.

It is to be noted that the Partner States should be careful during the transition

period to ensure that the convergence criteria are met.

4.0 LEGAL OBLIGATIONS IMPOSED BY THE PROTOCOL ON THE
PARTNER STATES

4. 1 The Protocol for the Establishment of the East African Communiry Monetary

Union will present the following legal implications to the Partner States:

(i.) The provisions of the Protocol only apply to activities undertaken by the Partner

States in co-operation in monetary and financial matters.

(ii.) Partner States are obligated to harmonise and coordinate their fiscal policies,

financial accounting and reporting practices.

(iii.) Partner States will be obligated to develop and integrate their financial payment

and settlement systems. This includes adoption of an integrated trading and

securities depository system. The Partner States will therefore lose autonomy in

the mamer in which they manage their financial systems.

(ir.) Partner States shall be obligated to adopt common principles and rules lor

regulation and prudential supewision of the financial system. Kenya will

therefore have to harmonize all the laws regLrlating the financial sector in Kenya

in Iine with principles common principles and rules adopted.

(v.) As a prerequisite to the esrablishment of the Monetary Union, Partner States are

obligated to fully implement the Protocol Establishing the East African

Community Customs Union and the Protocol Establishing the East African

Community Common Market.

(ui.) I)aftner States are obligated to harmonize and coordinate their monetary and

exchange rate policies. The impact of this on Kenya and other EAC Partner

of !he Protocol for
Monetary UnioI
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(vii.)

(vi ii. )

(ix.)

(x.)

(*i.)

(xii.)

(xiii.)

(xiv. )

States is that their Central Banks shall lose their independence in terms of how

they formulate and change or revise their policies.

Partner States shall be obligated to introduce bands and gradually fix their

bilateral exchange rates to facilitate the conversion of the currencies of the

Partner States to the East Afiican currency unit.

Partner States shall have to phase _out any outstanding national central bank

lending to its Government and public entities. This will affect access to

financial/loan facilities of the Govemments of the Partner States from their oun

national central banks which may be on friendlier borrowing terms.

Partner States including Kenya are obligated to develop a medium term

convergence programme to facilitate the attainment of the agreed

macroeconomic convergence criteria.

Partner States including Kenya are obligated to coordinate and harmonise their

public procurement policies.

Partner States including Kenya are obligated to coordinate and harmonise their

budgetary frameworks. This will have an impact on the way the national

budgets are formulated.

Partner States are obligated to disclose their fiscal policies and disclose aid

flows to the East African Central Bank. Impact of this is that Kenya will have

enable access to information conceming its fiscal policies to the other Partner

States.

A single monetary and exchange rate policy shall be established by the East

African Central Bank that shall be binding on Partner States in the single

curTency area.

Where Partner States adopt the single currency, the currency shall be the legal

tender and it shall be used in the payment and settlement of transactions.

Further the Council will fix an irrevocable conversion rate at which the single
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(xv.)

currency shali replace the currencies of the Partners States in the single

currency area.

Kenya will be forced to amend its constitution and the following laws to be in

line with the- Protocol:

The Central Bank Act

The Banking Act

Various insurance laws

The Microhnance Act

The Central Depository Act

Procurement laws

The Capital Markets Act

Foreign lnvestment Protection Act.
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5.0 COMMITTEE'S OBSERVATIONS

Having examined the presentation made by the stakeholders, the Committee made the

following observations on the Protocol for the Establishment of the East African

Community Monetary Union;

1. Benefits of Establishing the EAC Monetary Union

The Committee noted that the establishment of the EAC Monetary Union will
provide benefits for the region's economies such as enhanced trade and investment,

increased efficiency and wider market, ease of price comparability and a symbol of
integration among others.

2. Sensitization process

The Committee noted with concem that the level of sensitization of the protocol was

not adequate.

3. Process of implementation of the EAMU protocol

The Committee noted that the East African Community Partner States have not

implemented fully the first two pillars of integration (Common Market and the

Customs Union protocols). Considering that the integration process is a phased

process, it will be important to ensure that the first two pillars are fully implemented

before moving into the Monetary Union.

4, Legal implications

The Committee observed that the ratification of the EAMU Protocol will Iead to

possible amendment of the Constitution of Kenya, various financial laws and

regulations to be in tandem with the protocol. This will require the relevant state

agencies to identiff laws early enough to enable Parliament to carry out its legislative

role. The Committee further observed that Parliament will not lose its Constitution

mandate of budget making with the ratification of the Protocol.
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5. Ratification Process of protocols

The Committee noted with concem that the ratification process was hurried and as a

result the Cabinet memorandum forwarding the Protocol to Parliament was

categorical that there is no room for reservations in ratification of the protocol. This is

against the provisions of Section 8(a) of the Treaty Making and Ratification Act,

20t2.

6.0 COMMITTEE'S RECOMMENDATIONS

Having considered the protocol and examined the presentations from various

stakeholders, and pursuant to Section 8(4) of the Treaty Making and Ratification Act,

the Committee recommends as follows:

(l)The House ratifies the protocol for the establishment of the East African

Community Monetary Union.

(2)The Ministry of East African Affairs, Commerce & Tourism; the Ministry of

Foreign Affairs & International Trade; the National Treasury, Parliament and

all the implementing agencies should aggressively sensitize the public on the

provisions of the protocol in line with the tenets ofpeople centered integration

process. Consequently, the National Treasury and Parliament should allocate

adequate resources to the implernenting agencies to facilitate adequate pr.rblic

sensitization.

(3 ) The Executive should fully involve Parliament from conception to the

ratification process of all the regional integration instruments. This will

mitigate against instances where reservations may be introduced during the

ratification process by the Parliament.

(4)The Ministry of East African Affairs, Commerce & Tourism, the Attorney

General and all other implementing agencies should expeditiously identify the
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legal reforms to be undertaken to facilitate proper and timely imptementation

of the Protocol.

(5)All partner states should fully implement the first two piilars of integration

(customs union and the common Market protocol) as contained in the

integration road map before moving into the Monetary Union.

7.0 CONCLUSION

The committee is convinced that the Protocol for the Establishment of the EAC

Monetary Union will be beneficial to the economies of individual partner stares of
East African Community and therefore recommends that the House ratifies the

Protocol for the establishment of East African Community Monetary Union.

For seamless and flawless transition of the East African Monetary Union, Kenya and

all the Partner States should endeavour to meet their obligations to fully implement

the first two pillars of the integration process (customs union and the common market

protocol).
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ANNEXES
ANNEX I: SUMMARY OF THE PPROTOCOL ARTICLE BY ARTICLE

Establishes the monetary union,

provides that the monetary union

shall be realized progressively and

it shall be govemed in accordance

to the relevant laws of the

community

Dellnes the ob.iective ol the

Monetary Union i.e. to Pronlote

:rnd maintain monctarY and

financial stabiliry" aimed at

facilitating economic integration

to attain sustainable grorvth antl

development of the Communitl"

There are still very low levels of

sensitization of members of public on

the Protocol, Customs Union and the

Custom Market

The realization of the union though

progressive, has ambitious timelines

which may not be achieved by some

partner states

The objective is good as it promotes

inclusive economic growth of the

community

Achieving macroeconomic

convergence it may be a challenge due

to the various

diversities within the

States.

soclo-economlc

various Partner

+ The provisions

cover activities

of the protocol

undeftaken by

EAC Secretariat has initiated a process

of harn-ronization of various standards

Part A: Interpretations

Com mittce's Commen ts/lLeservations;\ rt. Key Highlights of the Provisions

Det-rnes key terms such as East Africa

Currency Unit; financial market

infrastructure and free floating

Highlights the interpretation of key

words used in the pro

Part B: Establishment, Objectives and Scope of the Monetary Union

.,)
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partner states, in co-operation in

monetary and hnancial matters.

The partner states also agrees to

harmonize various monetary and

financial standards including

adopiion ofsingle cunency by the

year 224

Part C: Pre-requisite for the Monetary Union

Highlights the pre-conditions for

the realization of fuIl monetary

union which includes: the

harmonization of various fiscal

and monetary policies; integration

of financial systems; fully

implementation of the customs

union and common market by

2015; phasing out of any

outstanding lending by national

central banks by the year 2021 ar.d

attainment of macroeconomic

convergence among others

I Full implementation of the Customs

Union and Common Market protocols

as a prerequisite may delay the

establishment of the Monetarv Union

protocol.

The indicative convergence criteria

such as core inflation of 5Yo: tax to

GDP ratio of 25% and a ceiling of

fiscal deficit excluding grant of 6%o of

GDP are less likely to be complied

with by some of the Partner States.

Part D: Macroeconomic Convergence Criteria

6 Highlights the macroeconomic

convergence criteria that partner

states undertake to achieve and

maintain certain. This include: a

ceiling on headline inflation of

Attainment and maintenance of these

convergence criteria is less likely in

some of the states.

Kenya, the leading economic Partner

State had a headline inflation of 7 .39%

)
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Management Standards and Public

Accounts Committee Standards
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\Yo; a ceiling of fiscal deficit

including grants of 3% of GDP; a

ceiling on public debt to GDP ratio

of 50Yo; and a reserve cover of 4.5

months

Part E: Macroeconomic Policy Framework

The states agrees to achieve the

macroeconomic policy framework;

comprising of fiscal policies,

monetary policy and exchange rate

policy

This agreement by partner states

be seen through commitment

implementation of the Customs

and Common Market protocol

has not been strictly adhered

some Partner States.

should

to the

Union

which

to by

E The Partner States undertakes to

harmonize the various fiscal

policies and financial systems

including budgetary framework,

procurements, audit and avoid

harmful tax competition among

others

The harmonization of various fiscal

and financial standards has been

initiated.

The levels of engagement of the public

have been very low.

I

7

Public debt management; in

accordance to the debt ceiling

specified in Article 6 (2) (c) which

is 50% to GDP

The public debt ceiling of 50Yo to GDP

may not be achieved due to the fiscal

challenges

In Kenya fbr example, the

implementation of devolution has put

fiscal expansionary fiscal pressure on

the government which has led to huge

external borrowings.
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10 Partner states commit to establish

mechanism for managing

economic shocks arising from

exogenous factors

Management of exogenous shocks may

be a daunting task to the nascent union.

There is need to identify these

exogenous factors (global oil prices,

drought, agricultural produce price

fluctuations, terrorism) and come up

with practical measures of dealing with

them.

I

11 The partner states agree to commit

to a single monetary policy with an

objective of achieving price

stability

Partner states inciuding Kenya will

cede its monetary policy and exchange

rate policy to a supra-national centrai.

Central Bank of Kenya (CBK) will

cease to formulate monetary policy,

promoting price stability and issuing of

currency. This violates Article 23 1 of

the Constitution of Kenya and Section

8(9) of the Treaty Making and

Ratification Act No. 45 of 2012.

An independent (CBK) charged with

keeping inflation within a low target

range is mole likely to result in low

inflation than joining a monerary union.

The free floating exchange rate regime

is where the value of the currency is

determined solely by forces of market

demand and supply of the currency

Floating exchange rates bring

t2 Exchange rate policy; the

exchange rate in the single

currency area shall be free

floating/ fluctuating
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protectionist pressures and increased

chances of financiai instability which

both threaten economic integration and

therefore may not be an option for

small developing economies like the

EAC Partner States

13 Foreign exchange transactions by

partner states to be carried out

through a system of EAC Central

bank and national central banks of

the partner states

This provide for a shared role between

the EAC Central Bank and National

Central Bank of the Partner States

Part F: Financial, Payment and Settlement Systems

14 The financial systems envisaged does

not explicitly include SACCOs which

plays an important role especially in

provision of inclusive financia[ service

to the rural Kenyans.

15 Highlight on the Payments and

Settlement systems. The Partner

States commits to adopt an

integrated trading and securities

depository system

Harmonizatio n

management,

ol financial

accounting and

t6
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The financial, payment and settlement

systems should be reliable, efficient

and secrre

An integrated trading and securities

depositories system will promote

seamless cross-listing and trading in

the Partner State's national securities

exchanges.
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reportlng procedures and systems has been

initiated for the private sector

accounting and reporting. However,

The slow pace in adoption of

International Public Sector Accounting

Standards (IPSAS) by Partner States is

likely to hinder the harmonization of

public sector accounting and reporting

practices.

l7 Framework for compilation,

analysis and dissemination of

statistics in the Monetary Union

East African Statistics Bureau (EASB)

is expected to be established by 2018

Part H: Singlc Currency

i8 The Partner States undertake to

adopt single currency by the year

2024.
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The single currency is to be adopted by

at least three Partner States that meet

the requirements of the pre-requisite

conditions (art.5) and the

macroeconomic convergence criteria

(art.6).

The name of the single curency is lell

for the Summit to determine (Art. t 8

(5)). The citizens of the adopting

partner states should be involved in

determining the name of the single

curTency.

The changeover cost to the single

currency changeover should be well
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understood by both the private sector

plal'ers and the govemment. It may be

disruptive to the economies

What is lhe approximale cosl of new

single c urrency-speciJic signage,

production of new coins, destruction

of old coins ond notes, change in all

IT syslents, new single currency price

labeling (including menus), and new

POS terminals?

t9 Determination of conversion rates There should be measures in place to

cushion the citizens and indeed the

economies from currency exchange

losses arising from the irrevocable

conversion rate fixed by the Council.

Part l: Institutional Mcchanisnrs

20

22

Establishes the East African

Central Bank (EACB) and

provides that the Partner States

shall provide the capital for the

Bank

. This will occasion additional

expenditure to the govemment and will

require an amendment of the

Constitution and the several Acts to

cede some of the powers of the Central

Bank olKenya to EAC Central Bank.

I:larrnonization ol policies, laws

and systens by the year 2021

Pa rt J: Gcncral Provisions

. This will require strong financial,

political and institutional commitment

by the various Partner States.

. Entrenchment of Parliament (Members

of the PtoLocol for
Mone!ary Union
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and technical staff) will be crucial to

drive this agenda.

Sensitization of the general public and

the private sector is crucial for the

r ealization o f this Artic le.

a

23 provision envisages

the establishment of East Africa

Monetary Institute by the year

2015.

Transitional nd of preparatory work that the

institute shall be involved in is not

clearly stipulated.

The enactment of the statutory

instrument establishing the institute

may require time to be ratified by the

Partner States.

a The ki

24 The Council to develop measures

to support a Partner State the

experiences macroeconomic or

structural imbalances

e Partner States have smaller

economies that are less likely to absorb

major macroeconomic or structural

imbalance unlike the case of Germany

and Greece in the EtI.

Which safeguard mechanism will be

put in place to support a struggling

Partner State?

Any major macroeconomic/structural

imbalance may lead to a catastrophic

coilapse ofthe union.

A successful Monetary Union requires

that the economies joining it are

broadly the same, especially in regard

to their response to external and

I Th
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intemal inflation shocks. This is not the

case in EAC.

Intemational and regional

agreements on matters relating to

the Monetary Union

The admission of a Partner State into a

single currency area will be guided by

fulfillment of requirements ol the pre-

requisite conditions (art.5) and the

macroeconomic convergence criteria

(art.6).

The thresholds as set in (art.5) and

(art.6) are dynamic and inconsistent

with thresholds in other Monetary

Unions such as European Monetary

Union (EMU).

Admission to the single currency

Empowers the Council to make

regulations, directives and

decisions necessary for effective

implementation of the Protocol

26

areA

Dispute settlement

This is necessary and in order for

effective implementation

The dispute settlement mechanism

shall be guided by the provisions ofthe

Treaty.

27

1a
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be in accordance with Article 150 ol

the EAC Treaty

30 Entry into force The Protocol shall enter into tbrce upon

ratification and deposit of instruments

of ratification to the Secretarv General

by all Partner States.

I

.)I Depository and Registration of the

Protocol

The Protocol to be registered with AU,

UN. IMF and any other organization as

the Council may determine.
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REPUBLIC OF KENYA

PROTOCOL ON THE ESTABLISHMENT OI T,HE EAST AFRICAN
C OMJVIUNITY MONETARY UMON

ARRANGEMDNT Otr ARTICLES

PREANiBLIl

ARTICLE

PAI],T A:

TITLE
tr{TERPRDTATION

)

ARTICLE I InterPretation

P.,L1iT B

ARTICLE 2

ARTICLE 3

ARTICLE 4

PART C

ARTICLE 5

I'ART D

ARTICLE 6

rAITT tr

ARTICLE 7

ARTICLE B

ESTABLISHMENT, OBJECTI}BS AND SCOPE OF T}IE
MONETARY UNION

Establishment of ttre East African Community Monetary Union

Objective of the Monetary Union

Scope of Co-operation in the Monetaty Union

-- PRE:NEQUISIT,OS FORTHN MONETARY UNION

?re-recluisites for the Monetary Union

CON\TERGENCE

Macroeconomic Convergence Criteria

MACROI]CON OMIC POLICY FRAMEW ORI(

Macroeconomic PolicY Framewor:k

Fiscal Policies

)
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ARTICLE 9
ARTICLE 10
ARTICLE 1I
ARTICLE 12
ARTICLE 13

PART F
ARTICLE L4
ARTICLE 15
ARTICLE 16

PARTG

ARTICLE t7 Statistics

PART H

ARTICLE t8
ART]CLE 19

PART I

ARTICLE 20
ARTICLE 21

ARTICLE 22
ARTICLE 23
ARTICLE 24
ARTICLE 25

SINGLE CURR-E,NCY

Name, Status and Adoption of Single Curenc;,
Determination of Conversion Rates

INSTIT'U'IIONAL IVIECIIANISMS

The East African Central Bank
Other Institutions to support the Monetary,Union

R.EPUBLIC OF KENYA

Public Debt Management
BuiJding Resilience and Managing Economic Shocks
Monetary Policy
Exchange Rate Policy
Fore.ign Excirange Trausactions by Partner States

FINANCIAL, PAYMENT AND SDTTLEMENT SYSTEMS
Financial System
Payment and Settlement Systems
Financial Management, Accounti-ng and Reporting

STATISl'ICS

T'ART'J GENERAL I'ROVISIONS

Harnronisation of Policies, Laws and Systems
Tlansitional Provision
Measures to Address Imbalances
hrternational and Regional Agreenrents on Mafters Relating to the
Monetary Union
Admission to ttre Single Cun'ency Area
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ARTICLE 27
ARTICLE 28

ARTICLE.29
ARTICLE 30
ARTICLE 31

REPUBLIC OF KENYA

Regulations, Directives and Decisions

Dispute Sefflement
Amendment of the Protocol
Entry into Force
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REPUBLIC OF KENYA

PROTOCOL ON T.EE ESTABLISHMNNT OFTHE EAST AFRICAN
COMMUNI.TY MONETARY UNION

PIJRSUANT To THE PRoVTSIONS oF ARTICLES 5 (2)' 82 cnd 151 9I THE
TRNATY ['OR THD ESTABLISEMENT OF THE EAST AFRICAN

COTVNWUXT'TV, TETE PROYISIONS FOR TFTE ESTABLISHMENT OF TEE

EASTAFRICANCoi\,{MUNITYMoNTTARYIINIoNAREI{ER]JBYSET
FORTH:

wmREAS the Republic ofl Burundi, the Republic of Kenya, the Republic of Rwanda,

the Republio o[ uganda and the United RepubLic of Tanzania (hereinafter refened,to as

the "Partner States") are parties to the Treify for the Estabtishrnent of the East African

Communiry (hereinafter referred to as the "Trealy");

ANDWHER-DASbytheprovisionsofparagraplrlofArticletjtoftheTreaty,the
par[ner States undertook to conclude such-Protocols as may be necessary in each area of

ft co-operatiou, whictr shalI spell out the objectives an<l scope ol' and institutional
\-'l 

mechanisrns-for co'operation and iategration;

AND WIIEREAS
(a) urrder paragraplr 2 of Article 5 ol ttre Treaty, the Parrner States undertook to
-estabtishanrongthemselvesandinaccordancewithllreprovisionsoftheTreaty,a

Customs Union, a Common Market, subsequeotly a Moneta:y Union and

uttimately a Political Federation;

PRtrAMBLE

(b) pursuant to paragraph 2 of Article 5 and Anicles 75 and 76 of lhe T(eary, the

Partner S tates have established among themselves, a Customs Union tn

accordance with tlie provisions of the Protoco t for che Es(ablislment of tlte East

African Conrmunity Custonrs Union; and a Co mmon Market in accordance rvith

5
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REPUBLIC OF KENYA

the provisions of the Protocol for the Establisitment ol the East Afiican
Commuoily Common Market;

(c) under Chapter Fourteen of the Treaty Partner States agreed to cooperate in
monetary and financial matters;

CONSIDERING tlar the objective of the East African Community Monetar.y Union
shall be to promote financial stability aod facilitate the achievement of sustainable
growth and development of the Community;

RECOGNISTNG that the Monetary union together lvith the other integration srages of
the Community rvill contribute to the achievement of:

(a) harmonious, balanced and sustainable ecouomic development;

(b) sustainable and noo-inflationary economic growth;

(c) intra-iegional economic ard financial system integration; and

(d) efficient allocation of resources for economic development;

coNsclous of their individual obligations and commitments under the Treaty, the
Articles of Agreement ol the Internationzil Monetary Fund and other regionai and
international agreements;

AGR-]JE AS IIOI,LOWS:

)

o
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REPUBLIC OF KENYA

PART A

INTERPRDTATION

ARTICI,E 1

Interpretation

In this Protocol, except where the context otherwise requires:

"Community" means the East African Communily establishbd by Articte 2 of the

TreaEy;
' 

"Council" means the Council of Ministers of the Conimunity established by Article 9 of
the Tre afy;

"East African Ceutral Banl<" means the East African Cenlral Bank established in
accordance with Article 20;

ttEast African currency unit" means the unit of cumeocy that the currencies of the
Paftner States shall be converted into before adoption of a single currency;

"financial key" means the cost and benefit sliaring formula or figure indicating the

financial contribution of each Partner State in the single currency area in relation to the

East African Cenlral B ank;

"fitrancial market infrastructure" means a muitilaferal-system-amonfperticipating

instih:tions, including the operator of the system, used for the purposes of clearing,

settling, or recording paymerlts, securities, derivatives or other firiancial tlansactions;

"financieI systern" means interconnected financial institutions, markets, instruments,

services, practices and transactions in the Conmunify;

"irec floating " means an exchange rate regime that is determined by ma.rket forces of

demand and supply;

7
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REPUBLIC OF KENYA

..harnrfultaxcorrrpetition,,meanstaxmeasuresirrtroducedwithinrlreCommuniryasa

result ol preferential tax regimes that offer tax advantages to particular entities in one

Partner State lo lhe detrimen! of other Pattner Stales;

..MonetaryUnion,,nreanstheEastAfricanConmlunilyMonetaryUnionestablishedby

Article 2;

t'national central bank" means the central bank of a Partner State;

"payment systcm" fl]eans a set. of instruments, proceclures' and rules lor the transfer of

lundsbehveenoramongpadicipants;inctudingtheparticipantsa:rdtlreentiryoperating

the anangement;

"pubtic entity" means an entity established by Communiry law or any nationai law of a

?artner State, and inciudes a local authorily or any other body or entity where the

Government of a Partner State has a conlrolling interest;

,,secretary Gsneral,, rnearrs the Secre[ary General of tho communily appointed under

fu'ticle 67 of the Treary;

..singlecurrencyarea,,tneansthegeographicalareaoftliePartnerStateswhichadopt

the single curreoql;

"systcmofcentralbanks"meansanelworkofcentralbankscomposedoftheEast

African Central Bank and the national central banks of the Paltner States in the single

cuffencyareatvhetetheEastAfricarrCentralBankformulatesthepolicieswhichare

implemented by the national central ban'ks;

"summit"tneanstheSurnmitofthcHeadsofStateestablishedbyArticle9ofthe
Treaty;

"Trcaty"meanstheTrealyfortheEstablishmentoftheEastAlricanConrrnunity'

)
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REPUBLIC OF KENYA

PARTB

ESTABLISIIMENT, OBJE,CTIVES AND SCOPE OF TI{E MONETARY UNTON

ARTICLE 2

Establishment of the East African Commtrnity Mouctary Union

In order to promote the objectives of the Commutriry under Article 5 of the Trealy

and il accordance with the provisions of .this Protocol, the Partner States lrereby

establish a Monetary Union.

The Monetary Union refefied to under paragraph I shall be kuorvn as the East

Alrican Comnrunity Nlonetary Union (hereinaftet referred to as the "Monetary
Union").

Notwithstandiog paragraph l, the Monetary Union shall be realised progressively in
accordance with Article 5 and the Schedule.

The Monetary Union shall be governed io accordance with the reievant laws of lhe

Communify.

A1ITICLE 3

Objective of the MonetarY Union

'lhe objective of the lvlonetary Union shall be to promote and maintain monetaty and

financial stability aimed at lacititating economic integralion to attain sustaiuable growth

rnd development of the Conrmuniry.

2.
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REPUBLIC OF KENYA

ARTICLE,4

Scope of Co-operation in the Monctary Union

The provisions of this Protocoi shall apply to activities undertaken by the Partner

Statei, in co-operation in monetary and lurancial matters'

For the purposes of paragraph 1, the Partner States agree to:

(o) harmonise ancl coordinate their fiscal policies;

(b) formulate and implement a single mooetary policy and a single exchange

rate PolicY;

develop zind integrate their financial, paynrent and settlement systems;

adopl commcin principles and rules for the regulation and prudential

supervision of the financial system;

integrate their financial nranagement systems;

harmonize their financial accounting and reporting practices;

adopt common policies and standards on statistics; and

adopt a single currencY.

PART C

PRN-REQUISIT,ES FOR THE MONETARY UNION

ARTICLE 5

Pre-Requisites for the Monetary Union

For the porpose of realising the Monetary Union,

10
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REPUBLIC OF KENYA

(a) fully implement the Protocol Estabtishing the East African Communiry
Customs Union and the Protocol Establishing the East Alrican Community
Common Market;

(b) harmonise and coordinate tlreir fisca1 policies;
(c) halmonise and coordinate their monetary and exchange rate policies;
(d) adopt common pri-ociples and ruies for payn-Lents and settlements;
(e) harmonise their: payments and settlement systems;
(f) lrarmonise their policies and laws relating to the production, analysis and

dissemination of statistical information;
(g) introduce bands and gradually hx their bilateral exchange rates to facilitate

the conversion of the culrencies ol the Partner States to the East Aiicall
currency unit; and

(h) integrate their ilnancial systems and adopt common principles and rules for
the regulation and supervision of the financial system.

2, For the purpose of realising the Monetary (Inion, each Partner State shal[:
(a) phase out arly outstanding nationaL central bank lending to its Governorerlt

and public entities; and
(b) attain the macroeconomic convergence criteria specified in Articte 6 (2)

and maintain the criteria for at least tfuee eonsecutive years,

3. For the pulpose of paragraph 2(b), the Partner Slates agree to rnonitol the
following indicative convelgence criteria:

(a) a ceiling on core inflation of 5%;

(b) a ceiting on liscal deficit, excluding graots, of 6% of Gross Domestic Product;
and

(c) a tax to Gross Domestic Product ratio of 25%.

4. Each Partner State sha[[ develop a medium ternr convergence plogramrne to
facilitate the attainlnent of the agr:eed. macroeconornic convelgence criteria.

5. The Council shall, o0. the recommendation of the institution responsible [or
surveillance, conlpliance and enforcement to be established in accordance rvith

11
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REPUBLIC OF KENYA

Article 21, determine whether

paragraplis I and 2.
a Partner State meets the requirements of

PART D

CONVERGENCD

ARTICLE 6

' MacroeconomicConvcrgenceCritcria

[. The Partner States undertake to attain and maintain macroeconomio convergence'

2. For the pulposes ofparagraph l, macroeconomic convergence shall be assessed on
- 

tfr" foffowing performance convergence criteria:

'!.1,*

(a) a ceiling on headline inflation of 8%;

6j ;;;iii;;-;; n."ut a"n'it, including grants of 3olo ol cross Domestic

Product;
(c) ;;ild on gross pubtic debt of 50% of Gross Domestic Product in Net

IlesentYa I u e terms; and

(d) a teserve cover of 4.5 months of imports'

The Council shall develop measures to regularly monitor, assess, and enforce

adherence to tlle macro-economic convergence and foster frscal discipline in the

Partner States.

.)
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REPUBLlC OF KENYA

PART tr

]VIACROECONOMIC POLICY FRAIVIEWORK

ARTICLtr 7

Macroeconornic Po I icy Framework

In order to achieve macroeaonomic stabilify, econonric growth and balanced
development, the Partner States agree to adirere to the macroeconomic policy framework
comprising the fiscal policies, the monetary policy and the exchange rate policy provided
for in this Part.

AI{TICLE 6

Fiscal Policics

l. For purposes of Article 7, the Partner States urldertake to:

(a) harmonise and co-ordinate their iiscaI policies;
(b) disclose their fiscal policies to the other Partner States;

(c) coordlnate their fiscal poticieswith-the-sicglrntonet*ry'p+licy-and exchange rale
policy;

(d) harmonise and coordinate their budget frameworks;

(e) coordinate and harmonise their public procurement policies;

(f) implement their economic policies to achieve and maintain macroeconomic
convergence;

(g) adopt and adhere to the priociples offiscal discipline;

(h) avoid harmful tax conrpetition;

(i) disctose their aid flows to the East African Central Ban-k;

O ensure efficient mobilisation and allocation of resources.

cl
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REPUBLIC OF KENYA

2. The Council shall develop a mechanism to implement this Article'

ARTICLE 9

Public Debt Managemcnt

1. Ir-L inrplementing their fiscal poticies, the Partner States sha]l:

(a)atliusttheirnetfinancingtotheirrespectiveGovernmentsinaccordancewitlrthe
' deit ceiling specified in Article 6 (2) (c); and

(b) &;l;s" to-the Councii the status'of tlieir domestic and external debts, including
' 

ttreir publicly guaranteed debts, on a quarterly basis'

2. The ?artner States agree to adopt a conrroon public debr management frartework'

ARTICLE 1O

Building Resilience ancl Managing Economic Sltocks

l. The p ailhei Stdtes agree to establish mechanisms formarraging:economic-shoeks+hat-

may arise from exogenous factors and ensuring economic resilience among Lhe

economies of the P artner States'

2. The mecltanisnrs under paragraph I shall:

)

(a)

(lr)

(")

identify, monitor and mitigate any economic, 
-risks 

in a ?artner State thal

ifr.ut# tU. economic stabiliry of the Monetary Unron; 
-

il"ifJ.ra *^i"tain the resilience of the economies of the Partner States to

econontic shocks; and

,,Jiiit. ,fr" Monetary Union or the economy ol a Partner Slate in the evenl of

an economic shock.

14
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REPUBLIC OF KENYA.

3. The mechanisms under paragraph 1 shall include:

' (a) an early waming system which shall ensure that the risk profile of the economy

of each Partner State is regularly monitored and there ate measures to nitigate
any risks that may arise; and

(b) a stabitisation facility to provide assistance to a Paftner State experiencing or
tfueatened with a severe exogenous economic shock.

4. Nohvithstanding paragrapir 2(a), the Council may allow a Partuer State to exceed the

fiscat deficit target provided that the Partner State does not breach (he coovergence
ceiling on the debt ratio.

ARTICLE 11

Monetary Policy

i. For the purposes of Articie 7, the East Af ican Central Barrl< slrall formulale a single
monetary policy for the Monetary Union.

2. The single monetary policy shall be binding on the Partner States in the single
curency area.

3. The primary objective of the monetary policy shall be to acliieve and maintain pr'ice

stabitiry.

4. Without prejudice to paraglaph 3, the nronetary policy shall contribute to financial
stabitity and econonric g(owth and developmenl.

15
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l For the purposes of Ar:ticle 7, the East African Central Bank shall formulate a singie

exchangi rate policy for the sinlle cunency area'

2. The exchange tate regime for the single cunency area shall be free floating'

For the purposes of paragraph l, the Partner States, in tlte single cunency alea

;;;";A; iJ t onrf". io trt" rott Aflican Central Bank loreign reseryes as may be

determined bY the Council.

J

REPUBLIC OF KENYA

ARTICLN i2

Exchange Rate PolicY

ARTICLII 13

li)

rl The foreign r'eserves under paragraph 3 shail not.include the International Monetary

F;;J;;r.;;" p"sitio.s and the Special Drawing Rights of the Partner States'

Foreign Exchange Transactions by Partner States

For the purposes of Articles 11 and 12, foreign exchange transactions by the

cou.,n**t,,orthePartnerStatesinthesirrgtecurencyareaslrallbecarriedoutthrough
til" ,yr,., ofcentral banks referled to in Article 20 (2)'
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REPUBLIC OF KENYA

FINANCIAL, PAYMENT AND SETTLEM-BNT SYSTEMS

ARTICLE,14

Financial Systenr

l. The.Partner States underiake to develop and operate an efficient, stable anc integrated

financiaI system.

2. The financial system under paragraph I shall:

promote the developmenf of the financiaI sector;
promote financiaI inclusion and deepening;

facilicate regulation and prudential supervision ofthe Fr-nanciaI sector;

facilitate the development of the finaocial system inftastruclure;
facilitate early identification of risks or shocks to the hnatrcial system;

promote a comprehensive, accurate and systematic assessmenl oftlnancial
stability;
promote adoption of preventive and timely risk mitigation policies;

facilitate coordination and promotion ofa speedy region wide resPonse to a

cris is within the-Enancial system;
ensure market efhciency and stability;
facilitate the orderly, fair and transparent market conduct oflthe flnancial sector;

promote and strengttren competition for gleater affordabiiify offinancial
services;
promote confidence and the protection of consumers and investors; and

futfil its key economic functions without significant defaults or adverse

systernic irnpact on the real or financial sector.

3. The Ptutner States shall ensure that tlle financtal systenl:

(a) is resilient to endogenolu and exogenous shocks;
(b) lacilitates eflective assessment, pricing and m:irn

(u)
(b)
(")
(d)
(")
(0

(g)
(h)

(0
o
(k)

(r)
(m)
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REPUBLiC OF KENYA

(c) promotes resilience to major structulal changes'

4, .The financial system under paragraph I shall inciude the following subsectors:

(a)banking;
(b)capital and ntotleY rrarkets;'
(c)insurance;
(d)retirernent benefits;
(e)micro finance; and
(f) other financial services'

AII.TICLE 15

Payment and Settlement SYstems

1.The?artnerStatesshallclevelopandimplementsecure,efficienf,reliableand
integrated payment and settlernent systems'

2. The objective of the payment and settlement Jystems shall be to ensure the
- 

.m"i"rri now ol financial it ansactions within the Monetary Union'

3. For the purposes olparagrapli i, the Paltner States undertake to:

adopt an integiated trading and securities depository system; and

tr*,i,onir" o,ii i.rt"gr,,t" the payment and setilement system financial market
(n)
(b)

inlraslructure with olher systems'

ARTICLE 16

IlinanciaI Manrgenrent, Accounting and Reporting

i. The Partner Statcs sliall integrate thcir financial management systems'

Partner States shall harrnonise their financial accountin
2

ltJ

n reporting praclices.
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l. The Partner States shall, while observing internationally accepted best practices,

develop and adopt common methods, coucepts, definitions and classilications lor

compiiing, ailalysiog and disseminating t6e statislics necessary for the proper

functioning of the Monetary Union.

2. For the purposes ofparagraph 1, the council shall provide a framework that shall

promote irnpartiatity, reliability, indepeodence and common methods in the

tompilation, analysis and dissemination of statistics in the Monetary Union'

REPUBLIC OF KENYA

PART G

STATISTICS

ARTICLE 17

S ta tis tics

PARTH

SINGLE CURRNNCY

AIITICLE 1B

Nanie, Status and Adoption otSinglc Currency

l. Tlte Parlner States undertake to adopt a single currency.

2. The singte cunenc)/ shall be adopted by at least three Parlner Srates that meet the

requirements of Articles 5 and 6

19
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The Putner States which adopt the single cur:rency shall form the single cunency

area

-threouncil-shalt before the single curTency becomes the-legal'tender-oltlr-e-single---

.uo.n"y area, fix i,evocable convlersion rates at which the single cu.r'er1cy shall replace

the currencies ofthe Partner States'

4. The Summit strall, on the recom"rnendatiori of the Council, pronouoce the

formation and commencement of the single curlency area'

5. The Summit shall determine tlte name of the single currency'

6. The single currency shall be the legal tender of the single curency area'

7. The Summit shalt, on the recommendation of the Council' pronounce the date on

which tlie single cunency shall become the legal tender of the single currency

aIea,

8'ThesingleculTencyshallbeusedinthepaymentandseltlementsystemsforthe
settlement of aU tlansactionS in the single cunency area except as otherwise

provided by an Act of the Com-arunity'

ARTICLE 19

Determination of Conversion Rates

2A
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REPUBLIC OF KENYA

PART I

INSTITUTIONAL MECI{ANISNIS

ARTICLE 20

The East African Central Bank

The summit shall, on the recommendation of the council, establish an Easr Alrican
Cenrai Bank.

The East African central Bank shall, together with the national central banks olthe
Partner States in the single currency area, form a functionally integrated system ol
central banks.

( )
5

o

The system of central banks shall perform the functions of a centrai ban.l< in the
single currency area,

ln the performance of its functions, the East A&'ican central Bank shall be
independenl and shall not be influenced by a Partner State.

The Parhrer states in the single currency area shall provide the capiral for the East
Africao Central B ank as may be determined by the Council.

The financiaI rights and obligations of the Partner stares i. the single currency area
in relation to the East African cent.al I]anlc shalt be distr.ibuted airong rhe partner
States in the single currency ar.ea in accordance with the financiai keli determine<l
by the Council and shatl be adjusted every tkee years.
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Othcr Institutions to support the Monetary Union

The Summit shall, on the recommendation of the Council' establish the followirg

i*ii,r,i"nt to support the Monetarv Union:
'^"'"'^a;i '- insiiiutions responsible for financial services;

(h.t an instirutionl.-rp"".ilr. r"i survei.llance, compliance and enforcement;

i"i an i-nstitution responsible for statlstlcs; ano

i;j ,'"v "it* i""i*ii"" ;;;;;y for the proper tunclio.ing of the lvlonetarv

REPUBLIC OF KENYA

ARTICLE 21

AILIICI,tr 23

Tlr nsitional .ll rovisiotr

Union.

7

Hartuonisation of Policies' Laws and Systems

The Partner States undertake to harnronise thoir policies' lalvs and systems for the

;**;;t of implernenting this Protocol'

TheCouncilshallissuedirectivesforthepurposesofthisArlicle.

The Sumrnit shall, on thc recornmendation

il;; ^, 
the East African MonetarY In

,."pu.o,o.y lvork for the Monetary Union'

of the CoLurcil, establish an institution to be

siitut", which shall be responsible for the

22

I'ART J

GENERAL PROYISIONS

ARTICLE 22

)



REPUBLIC OF KENYA

ARTICLE 24

Measures to Address Imba lances

The CounciI shail
macroeconomic or
Protocol.

deveLop measures to
stluclural imbalances

support a Parlner State that experiences
arising from the implementation of tiris

ARTICLE 25

lnternetional and RegionaI Agrccments on Matters Retating to Monctary Union

For the purposes of Article 130(3) of the Treaty, the Partner States shall involve lhe East
African Central Bank in the negotiation, ccnclusion and implen.rentation of any

Bgreemeot with a foreign entily thal may impact on the single monetary policy and singre
exchange rate policy.

ARTICLE 26

Adrnission to Singlc Currency Area

The Summit, may on the recommendation of-the Council,-admit,a-Partner State rvhich
fr-rlfils the requirements of Articles 5 and 6, into the single currency area.

ATTICLE 27

Ileg ula tio ns, Directivcs and Decisions

The Council sha[[ make regularions, issue directives or take dccisions necessary lor the

effective implementatiori of this Protocol.
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D.ispute Settlement

ArrydisputebehveenPartnerstatesarisingfronrtheinterpretationorapplicationoftlris
il;i".;i shall be senled in accordapce rvitir the provisions of the Treafy'

REPUBLIC OF KENYA

ARTICLE 23

ARTICLE 29

Arneudtnent of t)re Protocol

?.4

)

I

1

Tiris Protocol may be amended by the Partnel States in. accoLdance with tho

provisions of Alticle 150 of the Treafy'

Subject to the provisions ofparagraph i, the Council may:"-i.i**ir- ,ri; approval or tie summir, review the Schedule and make such

rnodificationi as it may deetn necessary; and

(b) submit to the Partner States proposals lor the amendment of the provisions of
tliis Protocol.

ARTICLE 30

EntrY into Force

This Protocol shall enter into force upon ratification and deposit of instruments of

ratification with the Secretary General by all the Partner States'

)
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REPUBLIC OF KENYA

ARTICLE 31

Depository and Registration

l, This Protocol and all instruments of ratification shali be deposited with the Secretary
General who shall transmit certified copies of the Protocol and the instruments of
ratification to all the Parlner States.

2. The Secretary General shall register this Protocol with the African Union, the United
Nations, the International Monetary FunC and such other organisations as the Counci]
may determine.

DONE at I(ampala, Uganda, on the 30'r' tlay of November, in the year Two Thousand
and Thirteen.

IN FAITH WIIEREOF the undcrsigned have appended tlteir signatures hereto:

For thc
llc0ublic o f l(cn)'r

Iio r (hc
llc0ublic of Burundi

for rhc
RcpuLlic ofRrrrrrdr

For thc
Rcpul-tlic of UgLrndr

!or ttlc Uflitcd
Rc0ulrlic of TrnZ3ni.r

UI lURU IiUNY,\'Tf,\ OI{RE NI(UITUNZIZA I'\UL IC\G,

TIRES I D EN'T ESIDIiNT t'Rgs IIJeN',I

I(Ii rll t(.^.c UTA J SIIO
i\lus0y cN r

rRlislDEi\IT
KI }(\YE'[E
tRESTDtM
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REPUBLIC OF KENYA

SCIflTDULE

R O A-DI\IIAI F OR TM REALISA.TION O F TIIE MOI\IETARY UN IO N

ACTIVTTY RESPONSIBLN
TNSTITUTION

i TITVIELINI

Partncr
Council

States,

Establishment ol tirc follorviirg institutions: Partner States,

Surnmit, Council,

East African

Monetary
Institute, East

A lrican
Legis lative

AssemblY

By 20 l8

(a)lnslitution responsible for surveillance'

contpliauce and enlorcetnenl;

(b) Institution responsible for statistics;

icj Institutions responsible lor financial services'

)

3

)

By 2018

/{b-
,/

I By 2015Panrter States

Common Market Protocols '

Union and titetrnplementation of the Custotns

Nr.:.

I

lnstitute
(a) lnitiate tlte legal instrumerlts establishirlg East

A[ricatl Monetxry Institute

(b) ldentily the host Partner State;

(c) Sign host country agreenlellls;

(d) Operationalize the East African Monetary

Institule

t r\frican MouetaryEstablisltmcnt o I the Eas2

Slalcs,Partner

Council
ioord ination attd Itartnottisat ion of fiscai Pr:licies

By20L3Partner States,

Council, East

Afiican Nlonetary

lns t itule

and excltange rate policies during the transition to

the Monelary Union.

ization of lhe monctaryCoordination artcl harmon5

L
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REPUBLIC OF KEI\IYA

Harrnonise policies, slandords artd laws relating to

production, analysis and disserniration of statistical

information.
(a) Develop a frautework for production, analysis

and disseminatiorl of stalistical ittlormation.
(b) Dcvelopment of nationaI statistical systerns

while obscrving tlle requiremenr of the EAC
siatistical system and intemationally accepted

best practices; and

(c) Harrnonize stalistical lnethods, coucepts,

defiuitiorrs and classificati.ons for cornpiling

statistics rvhile obsen'ing internationally

accepted best practices.

Pafirre( States,

Council,

Instirution
responsibte for
statistics, Easl

Alrican Monetary
Instirute

By 2018

By 2018

Part er States By 20209 Hannonizltion of relevattl trational Larvs and

frarneworks to facilitare tlle esttrblishrnent of lhe

lvtonetary Union.

).

RI,SPONSIBLE
INSTITUTION

TI]VlIlLIN_Eiio ACTIVITY

By 2018
6 Harrnonize payments and settlelnent systems.

(a) Develop a payrnenl and settlement system

frarne',vork for harrnonisation and integration of
payrnent and senl€ment system inftastructure.

(b) Creare a framervork for integration of trading,

securities dcpositcry and payments and

settlement system infrastructure. I

Partner States,

Council, East

Africao Monetary
krstitute

1

Part cr States,

Council, East

Africal Monetary

lns t inr te,

Institutions

rcsportsiblc [or

financial services

E Integrote financial systetns and adopt cotntnon

principles and rules for the regulation and

supervision of the financial syslcnt.
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REPUBLIC OF KENYA

llle macroecctlolnlc convetgence

(b) Each Partr)er Stnle to design a nledium lerln

convergence prog13mms

t2. Strict adherence att d rnaitrtenance of the

Maclocconomic Convergellce.

-lvlonitoring consisterti contpliance u'itll

ths macroeconomic convergence criteria

Attainntent oI
criteria
(a) DeveloP

cotnpliatrce

cri(eria

a framework for

to nlacroecollotnic

rnonitoflng
convcrgence

Partncr Strtes,

Council, East

A[rican Monelary

llstitute,
institution
responsible for

suweillauce and

en[orcetnetrt,

institution
responsible for
statistics

Partlrer Slatcs,

Council,
Institution
responsible for

Surveillance,

Compliance and

Enforcernenl, and

institution
responsible for

Statistics

From 2021

RESPONSI}I-E
].,NSTITUTIO5-

ACI'IVITY

By 2-021Part er States,

Council, East

African lvlonctary

Institute

ding centrai bank lending to

publio entities.

(a) Prepare a timetable for progressively phasing

oul overdraft frcilitY.

(b) Establish a nrccltanistn co bridge ternporary

liquidiry gaPs

Pl:ase out aLlY ouLstrnl0

lno'
TT,MXLTNE 

I

I
I

I

I

I

t^l
li) lz-- Pr-

t--r

M
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C

R.EPUBLIC OF KENYA

Desigu and irnplentenl a comrnon exchauge rate
tnechartistn.
(a) Design a common cxchauge race policy;

(b) Lnplcrncnt a phase of convergence during
wlrich the Partfler States shall irrrplernent
managed float exchange rate regitncs;

(c) Implernent a phase of conversion of the
exclrongc rates during rvhiclr the council shall
irrevocably fix ttre excharrge rates aurong tlle
Partner States.

14, Partner States,

East African
Mooetary

Institute, Council

By 2022

By 2021

o
(d) Convert Parlnet States' currelcies to a singlc

EAC currency on a date to be announced that
shall not be rnore tiran six rnon(hs lrorn the date

of irrcvocable fixilrg of the exchange rates.

No. ACTTYITY R,DSPONSIBLE
L\STITUTION

TIPII,LL\]J

Establishnre|t of East Alrican
stabilisation faciliLy,

-lllitiate a bill ro estibtish (he

Comrnunify stabi Iization iacility;

Council, East

African Monetary
Institute.,

instituliou
responsible for
Surveillance,
compliance and

Enforcernerrt

East Africarr
Legislative

Assembly

By ?02?

East A[rican

Co0rrnuni[r'Partler Scates,

Dctennination oFConversion Rates and desigrr of a
single cunency
(a) Develop lcgal iustrutnents to inevocably fix:

-the exclrauge rates alnong currencies of tlre
Part er States;

-llte conversiorr rates at wllicll tJre single
currency will rcplace t[e currcncics of llre

Partner Strtes.

Partllcr States,

Council, East

Alrican Monetary
lnstitute, Easr

A frica n

Legislative

15.

I

ii.

innt-



REPUBLIC OF KENYA

(b) irrevocably set uP llle parities at which AssemblY

nationai curretrcies wilI c

African CurrencY Unit

conversion Phase;

(c) Develo P
methodologY [or

compuling the EACU as a weighted basket of

the Paruler States exchange rate vls a vls a

suitable external reference currency'

(d) Identi! natne and design of single currency

througll a cont Petitive Process

l'7 . EnactlneIlt o f the legaL irlstruulerlt establisiring tlre

EACB.

(c) operationalizalioll of the systern of central

banks

(b) inrplerncnt a singte uronetary poLicy and a

srngle cxcitange rate PolicY

xcltangc for atr Easl

(EACU) at tlte

and adoPt a

By 7024

B r" ?021Partner States,

Council, East

African
Legislative
AssemblY, Erst

African lvlottetary

lnstitute

TINTELDI]IRESPONSIBLE
INSTITUTION.4CTIYITYn*b

Parhler States ard

East African
Monetary
Institute

Conversion and redenomination of existing legal

insLruments.

-Establislr rutes fol the redenotninalion of

existing legaI instrulnents and all other

^"rru*, necessary for dle transitioll to the

single currencY.

i6.

20?-,\Partner . Slstes,

Council, EI\CBIotroduction of single currencY

-Launch of bank notes and coins of the single

curteflcy

l8
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(l Dear -Y-,

P. O. Box 6zll5-00?fX)
i{/\ IRO B I

1 1th July, 2 O 14
, ,:0

()

Hon. Prof. Githu Muigai, EcH, FCIATb
Atto rn ey- Ge neral
Office of the Attorney-General and Departmen! of Justice
NAIROBI

Dr. Karnau Thugge, EBS
Principal Secretary
Nationai Treasury
NAIROBI

Mwanarnaka Arnani Mabruki
Principal Secretary /East Atrican Community
l"linistry of East Africar-, Affairs, Coi-rir,-,erce anci'l'ourism
NAIROBI

Dr. Ibrahirn M. Moharned
Principal Secretary/ Commerce and Tourism
Ministry of East African Aflairs, Commerce and Tourism
NAIROBI

RD: CABINET MDMORANDUM ON THE PRoToCoL oN THE
ESTABLISHMENT OIT THE EAST AFRICAN COMMUNITY MONETORY
UNION

I reler to the Fifth Cabinet Meeting 2O14, held on loth July, 2O14, dr-rring
rvhich Cabinet Memorandum CAB(14)64, -loinrly submitted by the Cabinet
Secretaries for the National Treasury and East African Aftairs, Tourisrn arrd
Cornmerce was presented and discussed.

I rvish to in[orm
IVlemorandurn and:

yoLr that Cabinet considered I.he conren!s of the

lil Approved the Prorocol on establishmer-rI ol lhe Easl Aft.ican lVIc:-rerar-y
Urrion and [or iLs [or,,varclirrg to Parliament [or ratiiication

itt.-'

I
I



r)[{,${x" fl_ " uu5 !

(ii)

Please proceed and initiate action along the Lines ol lhe Cabinet decision

Yours

Directed the cabinet Secretary for the National Treasury, cabrnet '

i"".*"w for East African Affairs, Commerce and Tourism and the

Atto rney-Generai to take appropriate action'

/r
I

l,1h1.tL+-,

FRANCIS. T. KIMEMIA, EGH
SECRETARY'i. OTHE CABINET

Copy to: ' Mr. HenrY K' Rotich
Cabinet SecreLary,
Ministry of the NationaL Treasury
NAIROBI

Mrs. Phyillis Jepkosgei Kiping'or Kandie
Cabinet Secretary,
Ministry of East Af.i.^t Affairs, Commerce and Tourism
NAIROI]I

(: ilr'H!-T
u) LUE[[* t
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ANNEX 4

MINUTES



MINUTES OF THE 3OTH SITTINc OF THE SELECT COMMITTEE ON RE6IONAL
INTEGRATION HELD ON TUESDAY 5TH AUCUST, 2OI4 IN THE MEMBERS LOUN6E,
PARLIAMENT BUILDIN65 AT 12,0O NOON

Present:

L Hon. Florence Kajuju, MP
2. Hon. Christopher Nakuleu, MP
3. Hon. Alois Lentoimaga, MP
4. Hon. Cideon Konchella, MP
5. Hon. Eric Keter, MP
6. Hon. Kubai lringo, MP
7. Hon. Rose Nyamunga, MP
B. Hon. Dido Ali Rasso. MP
9. Hon. Andrew Toboso, MP
I0. Hon. Peter Shehe, MP
11.Hon. David Ouma, MP
12. Hon. Mark Lomunokol, MP
13. Hon. Kathuri Murungi, MP
14. Hon. Wanjiku Muhia, MP
15, Hon. Timothy Bosire, MP
16. Hon. Sarah Korere, MP

Absent With ApoloSV

Joseph Kahangara, MP
Charles Nyamai, MP
Anthony Kimaru, MP
Alex Mwiru, MP
Ali Wario, MP
Bady Twalib Bady. MP
Ann Nyokabi, MP
Florence Mutua, MP
Mary Seneta, MP
Emmanuel Wangwe, MP
David Karithi. MP
Robert Mbui, MP
Dan Kazungu. MP

Chairperson

Vice-Chairperson

'1. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
B. Hon.
9. Hon.
'10. Hon.
11. Hon.
I2. Hon.
13. Hon.

1



ln Attendance

1 . Ms. Esther Nginyo
2. Mr. Fredrick Otieno
3. Mr. Nicodemus Maluki

Third Clerk Assistant

Third Clerk Aetistant

Third Clerk Assistant

MlN.NO. CRt/130/2014 PRELIMINARIES

The Chairperson called the meeting to order at 12.30 p.m followed by a word of prayer

by Hon. David Ochieng', MP

MlN.NO. CRI/131/2O14 CONSTDERATTON OF THE CABINET MEMOMNDUM ON
THE PROTOCOL FOR THE ESTABLISHMENT OF THE EAC MONETARY UNION

The Chairperson informed the Committee of the Cabinet Memorandum on the Protocol

for the establishment of the EAC Monetary Union that was tabled in the House on 22"d

July 2014. The Committee agreed on the need to have sufficient information on the
protocol for establishing the monetary union and resolved to have a presentation on the

same from the Parliamentary Budget Office. Further it resolved to invite the following
stakeholderst

i. lnrtitute of Economic Affairs

ii. African Economic Research Consortium
iii. Kenya lnstitute of Policy and Public Research

iv. The National Treasury
v. Ministry of East African Affairs, Commerce and Tourism

vi. State Law Office

The Committee however noted with concern that contrary to the information on

Cabinet Memorandum on public sensitization on the Protocol that sensitization waj
done to the Committee on Regional lntegration and other Committees of the National
Assembly and the Senate, the Committee was not involved in the said sensitization. The

Committee emphasized on the need to engage the public in the regional integration

issues as the process should be people driven to be successful.

MIN.NO. CRV132/2014 ANY OTHER BUsINE55

The Committee agreed to benchmark on countries with regional cooperation and

integration to learn from their best practices. The following cou ntries/regions were

proposed;

1. 5outh Korea as a Member of A5EAN

2. Brazil as a Member of Mercosur

7



3. Switzerland, Ceneva, the Headquarters of World Trade Organization
4. 6hana as a Member of ECOWAS
5. ICAD Headquarter

r"4IN.NO. CRt/133/2014 ADJOURNMENT

There being no other Business, the chairperson adjourned the meeting at 1.16 p.nr

5igned.... .....

Chairperson

Date o{G I C)q _o 1+I
I

3
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MINUTES OF THE 31'T SITTINC OF THE SELECT COMMITTEE ON RECIONAL

INTECRATION HELD ON THURSDAY 7TH AU6UST, 2OI4 IN THE COMMITTEE ROOM

9, PARLIAMENT BUILDIN65, AT I2.OO PM.

Present
l. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
8. Hon.
9. Hon.
10. Hon.
11. Hon.
12. Hon.
13. Hon.
'14. Hon.
15. Hon.

Florence Kajuju, MP
Christopher Nakuleu. MP
Dido Ali Rasso, MP
Alois Lentoimaga, MP

David Ouma, MP
Eric Keter, MP

Joseph Kahangara, MP

Wanjiku Muhia. MP
Kathuri Murungi, MP
David Karithi, MP
Andrew Toboso, MP
Timothy Bosire, MP
Rose Nyamunga, MP
Dan Kazungu, MP

Mark Lomunokoi, MP

Chairperson

Vice-Chairperson

A.bsent With Apology
l. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
8. Hon.
9. Hon.
10. Hon.
ll. Hon.
12. Hon.
13. Hon.
.I4. Hon.

Sarah Korere, MP

Emmanuel Wangwe, MP

Florence Mutua. MP

Charles Nyamai, MP
Anthony Kimaru, MP

Peter Shehe, MP
Robert Mbui, MP

Bady Twalib Bady, MP

Mary Seneta, MP

Ann Nyokabi, MP

Ali Wario. MP
Alex Mwiru, MP

6ideon Konchella, MP
Kubai lringo, MP

1



ln Attendance

Kenya National AssemblY
'1. Mr. Evans Oanda

2. Ms. Esther NginYo

3. Mr. Nichodemus Maluki

4. Mr. Robert NYaga

5. Mr. Joash Kosiba

6. Ms. Sharon Cherono

First Clerk Assistant

Third Clerk Assistant

Third Clerk Assistant

Fiscal Analyst

Fiscal AnalYst

Researcher

MIN.CRI/NO.134/2014 PRELIMINARIEs

TheChairpersoncalledthemeetingtoorderall2,3opmfollolvedbyawordofprayer.

MIN.CRI/NO.I 35/2014 PRESENTATION ON THE CABINET MEMORANDUM ON

THE PROTOCOL FOR THE ESTABLISHMENT OF EAC MONETARY UNION

TheParliamentaryBudgetofficemadeaPresentationtotheCommitteeontheProtocol
for the Establishment of EAC Monetary Union as follows;

l. Background
1. The East African Community (EAC) is a regional inter-govern mental organization

established under Article 2 of the East African community Treaty that came into force

inJuly2O0O.TheEACismadeupoffive(5)PartnerStatesnamely:UnitedRepublic
of Tanzania, Republic of Uganda' Republic of Rwanda' Republic of Kenya and

Republic of B urundi.

2. The EAC integration process has four (4) pillars namelyl customs Union (lu Pillar)'

common Market (2^d Pillar), Monetary union (3',d Pillar) and Political Federation (4th

pillar).

) Partner states have so far established among themselves a Customs Union that came

intoforcein2005'theEACCommonMarketProtocolwhichwassigned in

November,200ganditsimplementationstartedonl"July'2O10withtheyear2O15
as the tarSet for its

embarked on the thi

Union (EAMU) havin

full implementation. Con5equently partner states have now

rd pillar of establishing the East African Community Monetary

g established the first two pillars of the EAC integration process'

2



ll. Monetary Union and Process of Ratification of the Protocol
(a) Concept of a Monetary Union

4. The concept of Monetary Union is derived from monetary inteSration which is an

aspect of economic inteSration, which involves exchange rate unification and

currency convertibility. Monetary integration is an encompassing concept, which may

conrist of Monetary Union or a common currency area.

5. Burda and Wyplosz (2O01) define Monetary Union as an agreement among sovereign

countrieJ to ute a common currency. They observed thal a monetary union involves
the irrevocable fixing of exchange ratet and the abandonment of margins of
fluctuation among a number of currencies. lndividual currencies are no longer
distingukhab/e as they are substituted by a common currency and central banks lose

any remaining autonomy, although one central bank ir needed to manage the
common currency.

6. The features of a monetary Union and a true currency union include:
(i) A voluntary coming together of independent nations at a highest political level.
(ii) Abolition of member countries' individual currencjes and the establishment of a

single currency that will be used throughout the union.
(iii)The adoption of a common monetary policy throughout the member countries of

the union.
(iv)The exi(ence of a single central bank to manage the single currency.
(v) lrrevocable fixing of exchaqge rates where individual currencies are not

abandoned.

(b) Process of Ratification of a Protocol
B. The Cabinet of Kenya discussed and approved the Protocol on the establishment of

the EAC Monetary Union in the fifth Cabinet meeting held on l0'h July, 2014 and

forwarded the same to Parliament for ratification. The Cabinet memorandum on the
Protocol was tabled in the House on 22"d )uly, 2014 for ratification pursuant to
Treaty Making and Ratification Act No 45 of 2012.

7. The Protocol on the Establishment of the East African Community Monetary Union
was signed at the l5th Ordinary Sr-rmmit of EAC Heads of States on 3Oth November,
2013 in Karnpala, Uganda. The EAMU Protocol outlines a ten-year roadmap towards
a single currency by the year 2024.



g.Thel5rhSummitofEACheadsofstateon3OihNovember,20l3inKampalauganda
signedtheEACMonetaryUnionProtocolanddirectedthatallpartner'stateJ
concludetheratificat|onoftheprotocolbyJuly,2ol4.|tisagainstthisbackground
that Parliament ratification of the protocol is being sought'

10. The ratification of the EAC Monetary union Protocol is anchored in the EAC Treaty'

theConstitutionofKenyaandtheTreatyMakingandRatificationAct'2012.Itis
importanttonotethatArticle2(6)oftheConstitutionofKenyaprovidesthat'.,Any
Treaty or Convention ratified by Kenya shall form part of the laws of Kenya"

11. The Annexes and Protocols to EAC Treaty forms an integral part of the Treaty as

providedforinArticlel5.l(4)oftheTreaty.TheratificationprocessofthisProtocol
thereforeisguidedbySectionsB&goftheTreatiesMakingandRatificationActNo.
45 of 2012.

l2.ParliamentthereforemayapprovetheratificationofthisProtocolwithorwithout
reservationstospecificprovisionsofthetreatyasprovidedforinSectionB(4)ofthe
Act. Any proposed reservation can be introduced as a provision into the Protocol in

accordance with the Procedure set out in the Standing Orders as provided for in

Section B (5).

l3.ltisimportanttonotethatParliament.annotapProvetheratificationofatreatyor
part oi it if its provisions are contrary to Constitution as ttipulated Section 8(9)'

WhereParliamentrefusestoaPprovetheratificationofthetreaty'theCovernment
shall not ratify the treaty (Section 9 (3)'

lll. Pros and Cons of a Monetary Union

14. According to the Cabinet, the establishment of a Monetary Union will provide

u*ongoth.,thefollowingbenefitstothecitizensandeconomiesofEastAfrican
CommunitY (EAC):

i) Enhanced trade and investment

ii) Reduction in foreign exchange risk

iii) lncreased efficiency and wider market

iv) Ease of Price comParabilitY

v) lnternational Reserves

vi) Symbol of lntegration. 
4I
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15.Studies on existing Monetary Unions such as European Monetary Union (EMU) and

West African Economic and Monetary Union (WAEMU) indicate that Monetary
Unions jigsaw is a difficult one to solve. There are benefits and there are costs. The

following are some of the challenges of establishing and joining a monetary union:
i) Lose of monetary policy power by the Central Bank
ii) Lose of national sovereignty in the use of monetary policy instruments such as

exchange rate and interest rate5

iii) Exposure to asymmetric shocks i.e. shocks which tend to hurt some member
countries but not others

iv) High real exchange rate persistence as exchange rates adjusti more slowly to
shocks in the member countriei of currenry unions

v) Loss of seigniorage i.e. the profit between the difference in the value of money
and cost of cost it.

vi) Potential for political tensions

vii) Covernment's ability to adjust to economic shocks is highly constrained this .may

lead to high unemployment.

N. lnternational Comparative Analysis
(a) European Union Economic and Monetary Union (EMU)

16. The Maastricht Treaty of 1992 spelt out the following criteria for membership of EU

countries in the Economic and Monetary Union (EMU), which rtarted in January

1999:
(i) Long-term interest rate not in excess of 2 percent above the averase of the three

countries with the lowest inflation rates:

(ii) lnflation rate not higher than 1.5 percent above the average of the three countries

with the lowest inflation rates

(iO No devaluation of its currency in the two years preceding the entrance into the

union:
(iv)Covernment deficits and debts not exceeding 3 percent and 60 percent of the

CDP, respectively.

(b) West Africa Monerary Union (EMU) and West African Second Monetary Zone
(wAMZ)

17. The treaty founding the West African Economic and Monetary Union (WAMU) was

adopted on 10th January i994 in Dakar Senegal and came into force on 1" August

1994. WAMU is a regional economic and monetary union of eight Wert African

l;



countries (Benin' Burkina Faso, Cote d'lvoire' 6uinea Bissau' Mali' Niger' Senegal and

Togo) which share same currency' West African francs (CFA francs)' monetary

policies, and French as an official language'

1 8. Six of the l5 member countries of the Economic Community of West African States

(ECOWAS), namely, The Cambia' Chana' Liberia' Nigeria and 5ierra Leone'

embarked on an ambitious pro,ject to set uP a second monetary union and common

currency in West Africa (popularly referred to as West African Second Monetary Zone

|WAMZ)' to coexist with WAEMU'

19. ln April 2000. these countries signed the Accra Declaration on a second monetary

zone, committing themselves to restructuring their economies to meet the following

strinSent convergence criteria one year ahead of the ECOWAS goal of launching the

sing[ monetary zone (and the introduction of a single currency) in the sub-region:

i) Maintain single-digit inflatlon by the end of 20OO and an inflation rate of no

more than 5 Percent bY 20031

ii) Maintain gross foreign currency reserves to cover at leait three months'worth of

imports by the end of 2000 and six months' worth by the end of 2003:

iii)Limitcentralbankfinancingofthebudgetdeficittolopercentoftheprevious
Year'5 tax revenue; and

iv)MaintainamaximumbudSetdeficit-to-CDPratloof5percentbytheendof2000
and 4 Percent bY the end of 2OO3 '

20.The wAMZ partner states set a ro year road map (2001-20i2) to fully meet all of the

convergence criteria. The data available indicates that none of the six countries was

able to fully meet the convergence criteria in the 10 year period'

(c) Caribbean Monetary Union (CMU)

21. The bid for the formation of Caribbean Monetary Union (CMU) was started in '1989

by member States of the Carlbbean Community (CARICOM)r' A set of criteria was

establishedwhichmembercountriesmu5tsatisfybeforejoiningCMU.The
converSence criteria state that member countries must adhere to the following:

(i) Hold external reserves equal to at leait 3 months of imports for at least 1 year'

(ii) Maintain a stable exchange rate for at least 3 years (i'e the exchange rate is not

to fluctuate by more than l 57o during the 3 years prior to monetary union)'
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(iii) Have external debt service obligations of no more than l5olo of exports.
(iv) Contain fiscal deficits of below 3ok of CDP.
(v) ln the year prior to monetary union, have an inflation rate within 1.5olo of the

median of the 3 countries with the lowest (but positive) rates.

22.The CARICOM Partner States enviJaSed that CMU would include all members of
CARICOM2 and recommended that a fully operational common currency be in place

by the year 2000. However, to date none of the CARICOM countries ratisfy all the

criteria.

V. Key Observations on the EAC Monetary Union Protocol
23.The proposed EAC Monetary Union (EAMU) is modeled on the European Union

Economic and Monetary Union (EMU). However, there are itructural differences in
the economies of Member States of EU and EAC. The economies of the EU Partner

States which presently stands at (28) are much developed compared to the EAC

which is compoted of five (5) Partner States with small developing economies which
may not withstand macroeconomic shocks.

24.All EU Member States form part of Economic and Monetary Union (EMU), which can

be described as an advanced stage of economic inteSration based on a Jingle market.
However, only eighteen (18), out of the 28 Member States have joined the single

currency area (Euro Currency). The resilience shown by United Kingdom and Sweden

during the Euro crisis is attributable to non joining of the single currency area (the

euro cu rrency)

25.The following are some of the key timelines on the provisions of the Articles of the
Protocol:
a) Fully implementation of Customs Union and Common Market by 2015

b) Establishment of East Africa Monetary lnstitute by 2O15

c) Establishment of EASB. EASCEC and EAFSC by 20'llB
d) lntroduction of a single EAC Currency, EAC Central Bank by 2024
e) Establishment of a monetary reserve mechanism to provide funds for maintaining

the official exchange rates of the EAC currency by equalizing the buying and

selling of foreign exchange ( EAC Stabilization Fund/Exchange Stabilization Fund)

by 2022
f) Harmonization of relevant National Laws and framework for the establishment of

the monetary union by 2021.

1



g) Phasing out of outstanding Central Bank Lending to Public Entities by 2021

h) Attainment of macroe.oiomic convergence criteria and maintaining the criteria

going forward bY 2O2l '

26.ThemacroeconomicconverSencecriteriathatPartnerStatesundertaketoachieveand
maintain include: a ceiling on headline inflation of 8o/o; a ceiling of fiscal deficit

including grants of 3 o/o of LDP; a ceiling on public debt to CDP ratio of 50o/o: and a

reserve cover of 4'5 months'

27.The public debt ceiling of 5Oo/o to 6DP may not be achieved due to the fiscal

challenges. ln Kenya for example' the implementation of devolution hal put fiscal

expansionary pressures on the Sovernment which has led to huge external

28.The pre-requisite on full implementation of the Customs Union and Common Market

protocols as a prerequisite may delay the establishment of the Monetary Union

bo rrowings.

protocol.

MonetarY Union Protocol verY low'

2g.ThelevelsofenSagementandsensitizationofkeystakeholdersincludingParliament
and the public on the Customs Union' Common Market Protocol and the proposed

lV. Pertinent lssues

30.The following are some of the pertinent issues may be considered by the Partner

5tates:

i'lncompleteimplementationofEACCommonMarketProtocol:-EACPartnerStates
should consider full implementation of the Customs Union and Common Market

Protocolswhichareapre.requisitefortheimplementationoftheMonetaryUnion.
partner states should ensure that they are open to trade; diversify their economies'

thus mitigating the effects of cou ntry-s pecific shocksl and they should have full

mobility of inputs, especially labour which is presently partially immobile'

ii.Ad,ustmentsCosts:.UponratificationoftheProtocol'Partnerstateswillbefaced
with various asymmetric macroeconomic shocks which will lead to various

adjustment costs. These include:

a) Fiscat contraction:'Kenya for example' could face challenges due the

imPlementation of devolution'



iii.

iv.

vi.

vii.

viii.

ix.

b) lnflation Target: - There are other issues such as whether the target headline
inflation of Bolo is achievable or whether the target is very high.

c) Levelt of Public Debt: - The level of public debt in Kenya for example present
stands at 560/o to CDP.

d) Budgetary costs. - The implementation of the protocol will lead to additional
budgetary costs to the Partner States.

Public Participation: - There are still very Iow levels of sensitization of members of
public on the Protocol, Customi Union and the Custom Market.
Cost of the lnstitutional Arrangements: - The Protocol proposes to create five (5)

lnstitutions and the East African Stabilization Fund to support the East African
Monetary Union. The cost of establishing these institutions and the Fund will
require budgetary support by the Partner States.

The Time Frame: - Based on lessons learnt from existing monetary unions and
attempt to establish monetary unions in other areas, the ten years (2014-2024)
time frame for the establishment of a single currency area may not be adequate
for full realization of the macroeconomic convergence criteria. The EAC Partner
States may consider at leait a 20 years.

The convergence criteria: - The proposed indicative convergence criteria (Article
5 (3) and the macroeconomic convergence criteria (Article 6) are ambitious Iest

likely to be met by the partner states. There is a need for adjustment an
enhancement of the convergence criteria.
Fiscal Convergence: - There may be need for establishing ex ante a set of fiscal
rules with credible sanctions against non-conformers, and giving greater
independence to Central Banks.

Political Commitment: - A monetary union can never be realized until there is

existence of the requisite political commitment that binds Partner State not only
monetarily, but also fiscally.

Monetary Union Trilemma: - The EAMU process is modeled on the EU Monetary
Union. The willingness to submit to lvhat is known as the 'imposrible trilogy'
principle, which asserts that two out of the three following featureJ are mutually
compatible: full capital mobility, independence of monetary policy and a fixed
exchange rate will determine the realization of the union.

9



ANNEX: ANALYSIS OF THE PROTOCOL ARTICLE BY ARTICLE

This section provides article by article analytical review of the protocol and

Parliamentary Budget Office commentt and reservations:

Part A: lnterPretations

Defines keY

Currency

There a re

5ensitization

terms such as East

Unit; financial

Africa

market

infrastructure and free floating

Part B: Establishment' Objectives and Scope of the Monetary Union

stitf very low levels o f
2 Establishes the monetary unlon'

provides that the monetary union

shall be realized progressively and it

shall be governed in accordance to

the relevant laws of the communitY

of members of Public on the

Protocol, Customs Union and the Custom

Market
The realization of the union

progressive. has ambitious

which maY not be achieved

though
t imelines

by some

pa rtner states

The objective is

inclusive economic growth of the

communitY
Achieving macroeconomic convergence it

may be a challenge due to the various

socio-economic diversities within the

various Partner States.

EAC Secretariat has initiated a process of

harmonization of various standards such

as accounting & financial reporting

standards, Public Finance Management

Standards and Public Accounts Committee

5tanda rds

The levels of engagement of key

stakeholders including Parliament are very

low.

good as it Promotes
3

PBO Com m e nt s/Rese rvat io ns
Key Highlights of the Prov r5lon5Art.

words used in the Pro

Defines the objective o

Monetary Union i.e. to Promote and

maintain monetary and financial

stability aimed at facilitating

economic integration to attain

sustainable growth and development

of the CommunitY

f the

The provisions of the Protoco lcover1

10
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I activities undertaken by Partner 
i

lstates. in co-operation in monetary 
I

land financial matters The Partner 
I

lstates also agrees to harmonize 
I

lrarious monetary and financial 
I

I stundurd, including adoPtion "f I '
I single currencY bY the Year 224 
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Part C: Pre-requisite for the Monetary Union

5 Highlights the pre-conditions for the
realization of full monetary union
which includes: the harmonization of
various fiscal and monetary policies;
integration of financial systems; fully
implementation of the customr
union and common market by 2015:
phasing out of any outstanding
lending by national central banks by
the year 2021 and attainment of
macroeconomic convergence among
othe15

Full implementation of the Customs

Union and Common Market protocols as

a prerequisite may delay the establishment
of the Monetary Union protocol,
The indicative convergence criteria such as

core inflation of 5o/o: tax to 6DP ratio of
25o/o and a ceiling of fiscal deficit
excluding grant of 60/o of C-rDP are less

likely to be complied with by rome of the
Partner States.

Part D: Macroeconomic Convergence Criteria

Highlights the macroeconomic
convergence criteria that pa rtner
states undertake to achieve and
maintain certain. This include: a

ceiling on headline inflation of 87o:
a ceiling of fiscal deficit including
grants of 37o of 6DP; a ceiling on
public debt to CDP ratio of 50olor

and a reserve cover of 4.5 months

Attainment and maintenance of these
convergence criteria is less likely in some
of the states.

Kenya, the leading economic Partner State

had a headline inflation of 7.39olo in July
2O14: a fiscal deficit including grant5 of
4.1o/o in 2014/2015 budget; a public debt
to CDP ratio of 57 o/o: and a reJerve

cover of 4 months.

Part E: Macroeconomic Policy Framework

7 The states agrees to achieve the
macroeconomic policy framework;
comprising of fiscal policies,
monetary policy and exchange rate
policy

This agreement by partner states rhould
be seen through commitment to the
implementation of the Customs Union
and Common Market protocol which has

not been strictly adhered to by some
Pa rt ner States.

I The Partner States undertakes to
harmonize the various fiscal policies
and financial systems including
budgetary framework, procurements,
audit and avoid harmful tax

The harmonization of various fiscal and
financial standards has been initiated.
The levels of engagement of the public
have been very low.

11
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competition among othe15

may not be achieved due to the fiscal

challenges

ln Kenya for example' the implementation

of devolution has put fiscal expansionary

fiscal pressure on the government which

The public debt cei ling of 5Oolo to CDP

has led to huge external borrowings

Public debt managemen

accordance to the debt ceiling

specified in Article 6 (2) (c) which is

50olo to 6DP

in
9

a daunting taik to the nascent union'

There is need to identify these exogenous

factors (global oil prices, drought'

agricultural produce price fluctuations'

terrorism) and come up with practical

Management of exogenous s hocks maY be

measures of dealing with them

mechanism for managing economlc

shocks arising from exogenous factors

Partner state5 commit to establish

t1

10

Tlre partner states agree to comm

a single monetary PolicY with an

objective of achieving price stability

12 Exchange rate policy; the exchange

rate in the single currency area shall

be free floating/ fluctuating

it to Partner states including Kenya will cede its

monetary policy and exchange rate policy

to a supra-national central'

Central Bank of Kenya (CBK) will ceate to

formulate monetary policy' promoting

price stability and issuing of currency' This

violates Article 23,l of the Constitution of

Kenya and Section B(9) of the Treaty

Making and Ratification Act No' 45 of

2012.
An indePendent (CBK) charged with

keeping inflation within a low target

range is more likely to result in low

inflation than joining a monetarY unlon.

The free floating exchange rate reglme rs

where the value of the currencY is

determined solely by forces of market

demand and suPPIY of the currencY

Floating exchange rates bring protectioni5t

presJure5 and increased

financial instabilitY which

economic integration and

chances of
both threaten

therefore maY

1)

lt
I

I

I

I l
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I
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I

I
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not be an option for imall developing
economies like the EAC Partner Statej

13 Foreign exchange transaction5 by
partner states to be carried out
through a system of EAC Central
bank and national central banks of
the partner states

This provide for a shared role between
the EAC Central Bank and National
Central Bank of the Partner States

Part F: Financial, Payment and Settlement Systems

14 Provide for the development of an
integrated financial JyrtemJ

The financial iystems envisaged does not
explicitly include SACCOs which plays an
important role especially in provision of
inclusive financial service to the rural
Kenyans.

Highlight on the Payments and
Settiement systems. The Pa rtner
States commits to adopt an
integrated trading and securities
depository system

The financial,
systems should
secure

An integrated trading and securities

depositories system will promote seamless

cross-listing and trading in the Partner
State's national securities exchanges.

payment and settlement
be reliable, efficient and

Harmonization
management,
reporting

of fina ncia I

accounting and

17 Framework for compilation, analysis
and dissemination of statistics in the
Monetary Union

East African Statiitics Bureau (EASB) is

expected to be established by 2O18

Part H: 5ingle Currency

15

o The harmonization of financial
management, accounting and reporting
procedures and systemr has been initiated
for the private sector accounting and
reporting. However,
The slow pace in adoption of
International Public 5ector Accounting
Standards (lPSA5) by Partner States is likely
to hinder the harmonization of pr-rblic

sector accounting and reporting practices.

1l



18 The Partner

adopt single
)n) 4

states undertake to

currency bY the Year

The single currencY is to be adopted bY at

Ieast three Partner 5tates that meet the

requirements of the pre-requisite

conditions (art.5) and the macroeconomic

convergence criteria (art.6).

The name of the single currency is left for

the 5ummit to determine (Art 18 (5))' The

citizen5 of the adopting partner states

should be involved in determining the

name of the single currency'

The changeover cost to the single currency

changeover should be well understood by

both the private sector players and the

government. lt may be disruptive to the

economles
What is the aPProximate cott of new

single currency-specific signage'

production of new coint, dettruction of
old coins and notes, change in all lT
tyttemt, new single currency price labeling

(including menus), and new POt

termina ls ?

There should be measures

cushion the citizens and indeed the

economies from currency exchange losses

arising from the irrevocable

rate fixed bY the Council.

converSlon

in place to
Determination of conversion ra te5

19

20 Establishes the East African Central

Bank (EACB) and Provides that the

Partner States shall Provide the

capital for the Bank

Part l: lnstitutional Mechan ism s

. This will occasion additional exPenditure

to the Sovernment and will require an

amendment of the Constitution and the

several Acts to cede some of the powers

of the Central Bank of Kenya to

Central Bank.

EAC

Part J: Ceneral Provisions

1llaws

14

This will require strong financial, Political

I

lltt
b l Harmonization of Policies'i--l

I

rl



systems by the year 2021 and institutional commitment by the

various Pa rtner States.

Entrenchment of Parliament (Members

and technical staff) wiil be crucial to drive

this agenda.

Sensitization of the general public and the

private sector is crucial for the realization

of th is Article.

23 Transitional provision envisages the
establishment of East Africa Monetary
lnstitute by the year 2015.

The kind of preparatory work that the

institute shall be involved in is not clearly

stipulated.
The enactment of the Jtatutory inttrument
establirhing the institute may require time

to be ratified by the Partner States.

2+ The Council to develop measures to
support a Paftner State the

experiences macroeconomic or
itructural imbalances

The Partner States have smaller economies

that are less likely to absorb major

macroeconomic or Jtructural imbalance

unlike the case of Cermany and Creece in

the EU.

Which safeguard mechanism will be put in
place to support a struggling Partner State?

Any major macroeconomidstru ctu ra I

imbalance may lead to a catastrophic

collapse of the union.
A successful Monetary Union requires that

the economies joining it are broadly the

same, especially in regard to their

response to external and internal inflation
shocks. This ir not the case in EAC,

25 lnternational and regional

agreements on matters relating to the

Monetary Union

The involvement of EAC Central Bank in

the negotiation, conclusion arrd

implementation of any agreement with a

foreign entity that may impact on single

monetary policy is necessary for
macroeconomic stabi lity.

The admission of a Partner State into a

single currency area will be guided by

fulfillment of requirements of the pre-

26 Admission to the single currency area

15



macroeconomic converSence

(art.6).

The thresholds a5 set in (art.5) and (art'6)

are dynamic and inconsistent with

thresholds in other Monetary Unions such

ean Monetary Union (EMU).

requisite

as Europ

and the

crite r ia
conditions (art.5)

This is necessarY and in order for effective

implementation
Em powers

regulations,

necessary

the Council to make

directives and decisions

for effective

implementation of the Protocol

27

The dispute settlement mec

the provisions of the TreatY
hanism shall be

guided bY
Dispute settlement28

Any amendment of the

Treaty

Protocol shall be
Amendment of the Protoco29

ratification and deposit of instruments of

ratification to the 5ecretary Ceneral by all

Partner States.

Entry into force The Protocol shall enter into force upon
30

UN, IMF and any other organization as

the Council maY determine.

Registration of the The Protocol to be registereDepository and

Protocol

d with AU.
3l

MIN.CRI/NO.136/2014 COMMITTEE'SCONCERNs

The Committee raised the following concerns from the Presentation:

i. There is need to have more comparative studies on models of regions that have

monetary union in place in addition to the European Union Model'

ii. Delays in the implementation of the EAC Common Market Protocol and the

customsUnionwouldaffecttheimplementationoftheestablishmentofthe
monetary unlon.

I

l

I

in accordance with Article l50 of the EAC 
I



I.

IV.

Upon ratification of the monetary union protocol, one of the effects the monetary
union wiil be asymmetric macroeconomic shockJ which will lead to various

adjustment costr such as fiscal contraction, inflation target, levels of public debts

and additional budgetary costs. The EAC partner states individual economies are

small to handle the asymmetric macroeconomic shocks.

There is need for establishment of a development fund for the region to be used

for developing the partner rtatei in a bid to bring them at par.

MIN.CRI/NO.137/2014 ADJOURNMENT

There being no other business, the Chairperson adjourned the meeting at 1.25 pm. The

next meeting will be held on Tuesday, 12'h August, 2014.

Signed.......

Chairperson

Date 6lc .i-c irl
.1.
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MINUTES OF THE 32NO SITTINC OF THE SELECT COMMITTEE ON RECIONAL
INTECRATION HELD ON TUESDAY i2TH AUCUST, 2O]4 IN CONTINENTAL HOUSE,
4TH FLOOR, PARLIAMENT BUILDINCS AT IO.OO AM

Present:

l. Hon. Florence Kajuju, MP
2. Hon. Alois Lentoimaga, MP
3. Hon. Eric Keter, MP
4. Hon. Kubai lringo, MP
5. Hon. Rose Nyamunga. MP
6. Hon. Peter Shehe, MP
7. Hon. David Ouma, MP
8. Hon. Mark Lomunokol. MP
9. Hon. Kathuri Murungi, MP
10. Hon. Wanjiku Muhia, MP
I I . Hon. Timothy Bosire, MP
,]2. Hon. 5arah Korere, MP
I3. Hon. Florence Mutua, MP
14. Hon. Mary Seneta, MP

Chairperson

Absent With Aooloev
Christopher Nakuleu, MP
Joseph Kahangara, MP
Charles Nyamai, MP
Anthony Kimaru, MP
Alex Mwiru. MP
Ali Wario. MP
Bady Twalib Bady, MP
Ann Nyokabi, MP
Emmanuel Wangwe, MP
David Karithi, MP
Robert Mbui, MP
Dan Kazungu, MP
Cideon Konchella, MP
Dido Ali Rasso, MP
Andrew Toboso, MP

Vice-C hairperson'1. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
B. Hon.
9. Hon.
lO. Hon.
.l1. 

Hon.
1 2. Hon.
13. Hon.
14. Hon.
I 5. Hon.
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1. Mr.
2. Ms.

3. Mr.
4. Mr.
5. Mr.
6. Ms.

Evans Oanda

Esther NginYo

Fredrick Otieno
Nicodemus Maluki

.Joasi Kosiba

5haron Cherono

First Clerk Assistant

Third Clerk Assistant

Third Clerk Assistant

Third Clerk Artittant

Fiscal AnalYst

Research Officer

Krppre

Mr. Augustus Muluvi

Dr. 5imon Cithuku

lnstitute of Econo mic Affairs

'1. Mr. Kwame Owino

MlN.NO. CRI/138/2O14 PRELIMINARIES

The Chairperson called the meeting to order at 1O'30 a m followed by a word of prayer'

She welcomed all present to do self-introduct ion

MlN.No.cll/13g/2oI4CONSIDERATIONoFTHECABINETMEMORANDUMoN
THEPRoTocoLFoRTHEESTABLISHMENToFTHEEACMoNETARYUNtoN

l.PresentationbyKenyalnstituteofPublicPolicyResearchAnalysis

Dr. 5imon cithuku and Mr. August Muluvi appeared before the committee and made a

presentation as follows that:

i. There is need to harmonize and merge the indicative converSence criteria as cited

in Article 5(3) with the Macro-economic convergence criteria as cited in Article

6(2) in the Protocol.

ii. Under pre-requisites for the monetary union 4'2(ii)' be amended to read as

,harmonize and coordinate their fiscal policies to achieve a budgeta rylfiscal

u nion'.

2
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Under Article 6(3) which ttates that 'the Council shall develop measures to

regularly monitor, assess, and enforce adherence to the macro-economic

convergence and foster fiscal discipline in the Partner states'. lt is proposed that

instead of a council, an oversight body can be created to ensure adherence to the

convergence criteria.
Under the macro-economic Convergence Criteria, there is need to introduce

another criterion for the convergence of short-term and long-term interett rates'

There is need to consider as pre-requisite the harmonization of the legal system -of

the EAC Partner States since different legal systems will affect the way markets

function.
There is need for the introduction of Structural convergence Criteria of the

x

economies since conformity of the East Africa Economic Structures will prevent

countries responding differently when a common monetary policy is adopted'

Tackling structural problems facing the EAC economies will address challenges srrch

as inflation and balance of paymenl.

Under Article B of the Protocol on Fiscal Policies, the most ideal situation would

be the harmonization and coordination of fiscal policies to achieve a

fiscal/budgetary union. ln terms of the fiscal union, the model should be like the

devolved system in Kenya or the United States syrtem. Consolidation of national

budgets will create an automatic transfer mechanism of funds to those countries

facing a negative economic shock. A proposal is therefore made for the formation

of an EAC Fiscal lnstitution that will be responsible for the issuance of debt in a

currency under its control. This will insulate the Partner States from falling into

default by fina ncia I market.

Under Article 1O(3) as a Mechanism for building resilience of EAC's economies

against economic shocks, it is proposed that a permanent fund similar to the EU's

European Stabilization Mechanism be Jet up which will be from the EAC Partner

States contributions to provide soft loan to countries facing economic shocks'

Under Article li(3) it is proposed that the following words 'and financial stability'

be inserted immediately after the word 'price' to read as follows: 'the primary

objective of the monetary policy shall be to achieve and maintain price and

financial stability'. This is because it is important to consider what happens in

specific countries.

Under Article 21 on other institutions to support the Monetary Union, it is

proposed that the following institutions be included; EAC Fiscal lnstitution and

EAC Presidency -similar to the EU President to enture political convergence as the

EAC awaits the formation of a political union.



XI

xlt

There is therefore need to establish a political union for purpose5 of strengthening

the Monetary Union.
There is also the need to relook at the EAC lnstitutional arrangement with the

proposed EAC Monetary Union.

2. Presentation from the Institute of Economic Affairs

Mr. Kwame Owino, Chief Executive Officer, lnstitute of Economic Affairs appeared

before the Committee and made a presentation as follows that:
i. The Monetary Union Protocol is a standard document that ha5

borrowed widely from the European Union.

ii. The Cabinet Memorandum has a bias as it rtipulates the benefits that
the East African Citizens will gain from the Monetary Union. However,

by ratifying the protocol, it is not guaranteed that the Monetary Union

will provide the benefits as stipulated.

iii. From the European Union experience. it can be noted that countries

like the United Kingdom and Sweden that have not embraced the EU

Monetary Union have been able to withstand the economic shocks in

the region.
iv. Contrary to the indication by the Cabinet Memoran'dum on the key

stakeholders sensitization on the monetary union, it was noted that the

said consultation was not done widely as indicated.

v. Ratification of the Protocol for the establishment of the EAC Monetary

Union raises constitutional issues. The Central Bank of Kenya as

established in Article 23'l of the Constitution will be rendered redundant

with the establishment of a 5upra-national Central Bank. This will call

for an amendment to the Constitution.
vi. On fiscal policy, once the Monetary Union Protocol is ratified,

Parliament will surrender part of its fiscal authority.
vii. There is need to conclude the implementation of the customs union

protocol and common market agreement first before embarking on the

monetary union.

MtN.NO. C3t/140/2014 COMMITTEE'S CONCERNS

The Committee having Iistened to the presentations raised the following concerns thati

i. The European Union integration process has been in place for over 50 years and

introduced its monetary union only l5 years ago. Being a strong economic

4



ll.

llt.

regional block, the EU has countries that are able to absorb the economic shocks

for the weaker countries in their region. On the contrary, the EAC region does not

have countries that can absorb economic shocks for other Partner state.

It is important for the EAC to establish a Fiscal MonitorinS lnstitution that will be

monitoring the fiscal policies of the Partner States.

The establishment of the Monetary Union will provide for establishment of

various institutions which will haue budgetary implications.

MIN.NO, CRI/141/2O14 ADJOURNMENT

There being no other business, the chairperson adjourned the meetin8 at 11.46 a.m. The

next meeting will be held on Thursday, 14'h August, 2014.

Signed

Chairperson

ACIY-I
I
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MINUTES OF THE 33RD SITTINC OF THE SELECT COMMITTEE ON RECIONAL
INTECRATION HELD ON THURSDAY 14TI-'AU6U5T,2014 IN CONTINENTAL HOUsE.
4TH FLOOR, PARLIAMENT BUILDINCS AT 12.00 NOON

Present:

1. Hon. Florence Kajuju, Mp
2. Hon. Rose Nyamunga, Mp
3. Hon. David Ouma. MP
4. Hon. Mark Lomunokol. Mp
5. Hon. Wanjiku Muhia, MP
6. Hon. Timothy Bosire, MP
7. Hon. 5arah Korere, MP
B. Hon. Florence Mutua, MP
9. Hon. Mary Seneta, MP
10. Hon. Emmanuel Wangwe, Mp
l'1. Hon. David Karithi, MP
12. Hon. Robert Mbui, MP
13. Hon. Dan Kazungu, MP
.l4. 

Hon. Cideon Konchella, Mp
15. Hon. Dido Ali Rasso, MP
.l6. Hon. Andrew Toboso, MP

Chairperson

Absent With ADolosv
Christopher Nakuleu, MP
Joseph Kahangara, MP
Charles Nyamai, MP
Anthony Kimaru, MP
Alex Mwiru, MP
AIi Wario, MP
Bady Twalib Bady. MP
Ann Nyokabi, MP
Alois Lentoimaga, MP
Eric Keter, MP
Kubai lringo, MP
Peter Shehe. MP
Kathuri Murungi, MP

Vice-Ch airpersonl. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
B. Hon.
9. Hon.
1O. Hon.
il. Hon.
,]2. 

Hon.
13. Hon.
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n Attendance

'1. Ms. Esther NginYo

2. Mr. Fredrick Otieno

3. Mr. Nicodemus Maluki

4. Ms. Sharon Cherono

Third CIerk Assistant

Third Clerk Asristant

Third Clerk Assistant

Resea rch Officer

'1. Mwanamaka Mabruki

2. P eler Njoroge

State Lar,v Office

1. Dorcas AchaPa

2. Allan Cithaiga

Principal Secretary

State Department of East African Affairs

Deputy 5olicitor Ceneral

Senior State Counsel

MIN.NO. CRI/142/2O14 PRELIMINARIES

The Chairperson called the meeting to order at 12'30 p'm' followed by a word of

prayer. She welcomed ail present to do self-introduction'

MIN.NO. CR]/143/2O14 CONSIDERATION OF THE CABINET

MEMORANDUM ON THE PROTOCOL FOR ESTABLISHING EAC MONETARY UNION

Presentation by the State Law Office

Ms. Dorcas Achapa, Deputy Solicitor Ceneral' State Law Office appeared before the

Committee and made a presentation on the Protocol for establishing the EAC Monetary

Union as follows that:

The5'sCabinetMeetingheldonlO'fluly20l4approvedtheProtocolonthe
EstablishmentoftheEACMonetaryUnion.TheProtocolhasbeenreferredto
Parliament for consideration in accordance with the procedures set out in the

TreatyMakingandRatificationAct.2Ol2.TheProtocolonceratifiedwillform
part of the Laws of KenYa.

The Protocol has been developed based on Article 5(2) of the Treaty Establishing

theEastAfricanCommunitythatprovidesfortheestablishmentofaCustoms
Union, Common Market' a Monetary Union and ultimately a Political Federation

II

Ministrv of East African Affairs' Commerce & Tourism
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lv.

The Protocol provides for Partner States to cede their monetary and exchange rate
policies to a supra-national central bank upon adoption of the single currency.
The National central Banks in the single currency area shall not be responsible for
formulating monetary policy, promoting price stability and issuing currency. The
Central Bank of Kenya is vested with this mandate under Article 23,I of the
Constitution. There will therefore be need to effect relevant conrtitutional
amendments to reflect this position in accordance with the implementation
roadmap of the protocol by 2021.
There will be need for amendment and harmonization of national lawJ,
pertaining to the financial sector in order to facilitate the establishment of the
Monetary Union. Currently, the State Law Office is collaborating with the
Ministry of East African Affairs towards amending relevant laws to allow the for
the full implementation of the Common Market Protocol.
The Protocol provides for the establishment of 5 institutionj; EA Monetary
lnstitute, EA Surveillance, Compliance and Enforcement commission, EA Statistics
Bureau, EA Financial Services Commission and EA Central B.ank. ln accordance
with EAC practice and procedures, these institutions will be set up through
regional laws enacted by the East African Legislative Assembly.
5en5itization of the public and other stakeholders has been undertaken by the
Ministry of East African Affairs. Concerns have been expressed relating to whether
the Partner States will be able to maintain monetary and financial stability
neceJsary for facilitating the implementation of the Protocol. These concerns have
however been mitigated as follows:

.:. The implementation of the Protocol will be progressive over a ten year
period to allow the attainment, by the Partner States, of the pre-requisites
necessary for the establishment of the Monetary Union and the single
currency area.

.!. The Protocol mandates the EAC Council of Ministers to develop measures
to support a Partner State that experiences macroeconomic or structural
imbalances arising from the implementation of the Protocol.

.l The Protocol obligates the Partner States to eJtablish mechanismJ to
identify, monitor and mitigate any economy risk in a Partner State that
may threaten the economic stability of the Monetary Union,

* Only partner states that have strictly adhered to the pre-requisites and
macroeconomic criteria will be admitted into the single currency area. Non
compliant Partner States will not be admitted.

.i. The Protocol establishes institutional mechanism that will allow for its
monitoring and implementation.

3



Presentation by the State Department of East African Affairs

Ms. Mabruki Mwanamaka, Principal Secretary, State Department of East African Affairs

appeared before the Committee and made a presentation as follows:

i.TheEastAfricanHeadsofStatessignedtheEastAfricanMonetaryUnionProtocol
on 3O,h November,20]3 in Kampala and directed that the Partner States conclude

ratificationoftheProtocolbyJuly'2Ol4,However'Kenyahasnotratifiedthe
Protocol.

ii. The Sectoral council of Finance and Economic Affairs will be in charge of the

implementationoftheEastAfricanMonetaryUnion.TheCouncilofMinisterswill
develop bil15 to facilitate implementation of the EA Monetary Union'

iii. Sensitization has been done to the relevant committees of Parliament' media.

university students and civil society organizations' Countrywide 5ensitization of

county leadership on the protocol has been done in the 47 counties'

iv. Upon establishment of the East African institutiont to tuPPort the monetary

union, Kenya will be negotiating to host the East African Monetary lnstitute'

v. The benefits that the East African Monetary Union will bring to the citizens and

the economiet of the partner states include; enhanced trade and investment'

reduction in foreign exchange risk, increased efficiency and wider market' ease of

price comparability' international reserves and symbol of integration'

vi. The monetary union will also bring negative implications to the Partner States

which includel losr of sovereignty in the formulation of the monetary and fiscal

policies'amendmentoflawsinthepartnerStatestoconformwiththeprotocol
and exposing the partner states to the risks that go with a single currency'

MIN.NO. CRI/144/2O14 COMMITTEE'5 CONCERNS

MembersraisedthefollowingconcernsontheProtocolfortheestablishmentofEAC
Monetary Union that;

The Republic of Tanzania despite lagging behind in other matters of regional

inteSrationhasalreadyconcludedwiththeratificationoftheProtocolofthe
establishment of EAC Monetary Union. The Committee was however informed

4
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IV

that ratification of protocols and treatieJ in the Republic of Tanzania is not aJ

stringent as it is in Kenya.

The effects of the principle of variable geometry to the implementation of the
monetary union. The Committee was informed that pursuant to Article 7(l)(e) of
the Treaty for the Establishment of the East African Community and Article 1B(2)
of the Protocol, at least three countries can adopt the single currency.

The partner states have not been able to put in place the right enabler such as

infrastructure and free movement of labour among the partner states to facilitate
implementation of the monetary union. There is therefore need to conclude the
implementation of the Common Market and the Customs Union.

The economies of the Partner States are not strong enough to absorb economic
shocks from any member. There is therefcre need to reform nationally before the
implementation of the monetary union.

There is need.to conduct further sensitization to the citizens of East African
Community on the issue of the monetary r-rnion.

MIN.NO. CRI/145/2O14 ANY OTHER BUSINESS

The Committee was informed that Kenya Private Sector Alliance and the Central Bank of
Kenya will also be invited to discuss the issue of the Monetarv Union.

MlN.NO. CRt/146/2014 ADJOURNMENT

There being no other business, the Chairperson adjourned the meeting at 13.56 p.m. The
next meeting will be held on Tuesday, 19th August, 2014.

5igned..

Ch rpersona
,--.,.1ck I lrLCi ?e, {Date....

.
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MIN.NO. CRI/148/2O14 PRELIMINARIES

The Chairperson called the meeting to order at 12.40 p'm followed by a word of prayer

MIN.NO. CRI/I49 /2014 SCRUNITY OF PROTOCOL FOR THE ESTABLISHMENT OF

THE EAST ARICAN COMMUNITY MONETARY UNION (PRESENTATION BY

PARLIAMENTARY LECAL OFFICE)

The Parliamentary Legal office made a presentation to the committee on the Protocol

for the Establishment of the East African community Monetary Union article by article as

follows;

PART A- INTERPRETATION

Article I is the interpretive article of the Protocol. The most imPortant definitions to

point out are-

i. East African central Bank (EACB)which means the bank established under

Article 2O;

ii. East African currency unit which means the currency the Partner states shall be

converted into before adoption of a single currencyl

iii. Financial key which means the formula or figure indicating the financial

contribution of each Partner 5tate in the single currency area in relation to the

EACBI

iv. system of central banks which means a network of central banks composed of

the EACB and nationat central banks of partner states in the single currency

area where EACB formulates policies which are implemented by the national

central banks.

PART B-ESTABLISHMENT, OBJECTIVES AND SCOPE OF THE EAST AFRICAN

COMMUNITY MONETARY UNION

Article 2 provides for the establishment of the East African Community Monetary Union.

which shall be realjsed progressively in accordance with Article 5'

Article 3 provides for the objective of the Monetary Union which is to promote and

maintain monetary and financial stability.

2



Article 4 provides for the scope of co-operation in the monetary union, that is, it applies

to activities undertaken by the Partner states. in co-operation in monetary and financial

matters. Key things to note, is that it also provides that Partner states agree:

.

to harmonise their fiscal policies:

formulate and implement single monetary policy and ringle exchange rate

policyl

develop and integrate their financial, payment and settlement systemsl

adopt common principles and rules for the regulation and prudential

supervision of financial syitem; and

adopt a single currency.

t.

lv.

PART C -PREREQUISITES OF THE MONETARY UNION

Article 5 provides for the prerequisites of the monetary union, which include that

Partners shall fully implement the Protocol Establishing the Customs Union and the

Common Market, harmonise their fiscal policies, harmonise monetary and exchange rate

policies among other requirements.

Article 5 further provides that each Partner state shall-
i. phase out any outstanding national central bank lending to its Covernment

' and public entities: and

ii. attain the macroeconomic criteria set out in Article 6 and maintain it for at

least three consecutive yea rs.

Article 5 further provide, that Partner State agree to monitor the following indicative

convergence criteria-

i. a ceiling on core inflation of 5olo;

ii. a ceiling on fircal deficit. excluding grantr of 600/o of Cross Domestic Product:

and

iii, a tax to Cross Domestic Product ralio of 25o/o.



PART D- CONVER6ENCE

Article 6 provides for the performance converSence criteria to be used to assess the

macroeconomic convergence to be attained.and maintained by Partner states. lt also

provides for the development of measures by the council to monitor and assess

adherence to macroeconomic convergence among Paftner States'

PART E .MACROECONOMIC POUCY FRAMEWORK

Article 7 provides for the macroeconomic policy framework'

Article B provides for fiscal policies to be undertaken by the Partner States and provides

for the development of mechanisms by the council to implement the policies' Key things

to point out are that Partner States are obligated to-

i. disclose their fiscal policies to other Partner States;

ii. coordinate their fiscal policies with the single monetary policy and exchange

rate policY: and

iii. Ccordinate and harmonise their public procurement policies'

Article 9 provides for the adoption of common public debt manaSement framework. lt

provides that Partner States shall disclose the status of their domestic and external debts

including public guaranteed debts.

Article l0 provides for the establishment of mechanism for management of economic

shock and ensuring economic resilience among the economies of Partner States. Such

mechanisms include an early warning system to ensure the risk profiles of economies of

Partner States are regularly monitored and a stabilisation facility to provide assistance to

a Partner State. Article lo further provides that the council may allow a Partner state to

exceed the fiscal deficit provided it does not breach the convergence ceiling.

Article I I provides for the formulation of a single monetary policy for the Monetary

Union that shall be binding in the single currency area'

r1



Article 12 provides for the formulation of a ,ingle exchange rate policy for the single

currency area that shall be free floating. Partner states are obligated to transfer to the

EACB foreign reserves as may be determined by the Council. The foreign reserves do not

include lnternational Monetary Fund reserves positions and the Special Dawning Rights

of Partner States-

Article l3 provides that foreign exchange transactions in the single currency area shall be

carried out through the system of central banks referred to in Article 20.

PART F- FINANCIAL PAYMENT AND 5ETTLEMENT SYSTEMS

Article l4 provides for the development and operation of an efficient, stable and

integrated financial system by Partner States. The financial system includes the follorving

subsectors: banking. capital and money markets, insurance, retirement benefits,

microfinance and other financial services.

Article l5 provides for the development of integrated payment and settlement systems.

Partner States undertake to adopt an integrated trading and securities depository system

and harmonise the payment and settlement system financial market infrastructure rvith

other system.

Article l6 provides for integration of financial management systems and harmonlzation

of financial accounting and reporting practicei by Partner States.

PART C.STATISTICS

Article lT provides compilation, analysis and dissemination of statistics necessary for

proper functioning of the Monetary Union.

PART H-SINCLE CURRENCY

Article l8 provides for adoption of a single currency. The currency shall be adopted by at

least three Partner States that meet the requirements of Articles 5 and 6, these States shall

form the single currency area. The Jingle currency shall be legal tender of the single

cu rrency area.



Article I9 provides for the fixing of an irrevocable conversion rates at which the single

currency shall replace the currencies of the Partners States in the single currency area.

PART I-INSTITUTIONAL MECHAN I5M5

Article 20 establishes the East African Central Bank. The EACB together with the national

central banks of the Partner States in the single currency area shall form an integrated

system of central banks that shall perform the functions of a central bank in the single

currency area. Partner States in the single currency area shall provide the capital of the

EACB. Financial rights and obligations of the Partner States shall be in accordance with

the financial key determined by the Council.

Article 2l provides that the 5ummit on recommendation of the Council shall establish

inJtitutionr to support the Monetary Union.

PART J.GEN ERAL PROVISIONS

Article 22 provides for harmonization of policies, laws and syrtems for purposes of

implementation of the Protocol.

Article 23 provides for the establishment of the East African Monetary lnstitute that shall

do the preparatory r,vork for the Monetary Union.

Article 24 provides for development of measures to address imbalances due to

implementation of the Protocol.

Article 25 provides for the involvement of the EACB in the negotiation and

implementation of any agreement with foreign entities that may impact the single

monetary policy and single exchange rate.

Article 26 provides admission of Partner States into the single currency area

Article 27 provides for the making of regulations and issuance of directives for the

effective implementation of the Protocol.

FJ



Article 28 provides for dispute settlement amongJt partner states to be in accordance

with the Treaty.

Article 29 provides for procedure for amendment Protocol that shall be in accordance

with Article 150 of the Treaty.

Article 30 provides that the Protocol enter.into force upon ratification and deposit of

instruments of ratification with the Secretary Ceneral.

Article 3l provides for depository of instruments of ratification and registration of the

Protocol with the African Union, United Nations, lnternational Monetary Fund and

other organisations as the Council may determine.

MIN.NO. CRI,/I50 /2014 COMMENTS ON THE PROPO5ED EAST AFRICAN

MONETARY UNION (PRESENTATION BY DR, WANYAMA MASINDE)

Dr. Wanyama Masinde appeared before the Committee and made a presentation on the

Protocol for the Establishment of the East African Community Monetary Union as

follows that:

lt.

til

The Protocoi is a negotiated document agreed on by the five Partner States of the

EAC. The negotiations process involved experts from the Central Banks. Ministries

of Finance/Treasury/Economic Planning and other experts; as weil as external

advisors.

It is important to note that Central Banks in the EAC, at COMESA level and on the

Continent have been working on Monetary Convergence over the years. East

African Central Banks were already working together even before negotiations on

the EAMU Protocol started.

The Treaty for the Establishment of the East African Community provides for the

ettablishment of the East African Monetary Union (EAMU) under Article 5 (2)

which states that "the Partner states undertake to establish among themselves and

in accordance with the provisions of this Treaty, a Customs union, a Common



tv.

VI

V II.

v lll

Market, subsequently a Monetary Union and ultimately a Political Federation."

Chapter Fourteen of the Treaty (Articles 82, 83, 84. 85, 86. 87 and BB) provides

for Cooperation in Monetary and Financial Matters.

The EAMU Protocol was signed by the Heads of state at their Kampala Summit on

30 November 2013 and directed that all Partner 5tates ratify it by July 20'i4.

Comparatively, the South African Development Community (5ADC) has also set a

target date for a single currency for the year 2016.

Within the Economic Commission for West Africa States former French colonies

and Cuinea Bissau (former Portuguese colony) are members of the West African

Economic Monetary Union (WAEMU or UEMOA the French acronym) and use a

common currency, the CFA. UEMOA is Africa's oldest monetary union on the

continent. The other West African countries, which are Anglophone' have come

together as the West African Monetary Zone flX/AMZ) and plan to create their

own currency, the ECO, which they would like to be in place by 2015.

Article 2(6) of the Constitution of Kenya provides that, "Any Treaty or

Convention ratified by Kenya shall form part of the Lawt of Kenya." The Treaty

Making and Ratification Act No.45 of 2012 was enacted to Sive effect to the

provisions of this Article and to provide the procedure for the making and

ratification of treaties. The Ratification of the EAMU is therefore not only

anchored on the Treaty for the Establishment of the EAC but also in The

Constitution of Kenya and the Treaty Making and Ratification Act, 2012.

Article 30 of the Protocol on Entry into Force of the Protocol ttates that, "This

Protocol shall enter into force upon ratification and deposit of the instruments of

ratification with the Secretary 6eneral by all the Partner States.

:r
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Articles 22 (1) on Harmonisation of Policies, Laws and Systems states that, " The

Partner states undertake to harmonise their policies, Iaws and syrtems for the

purposes of implementing this Protocol.'

Article 5 of the Protocol is on The Pre-Requisites for the Monetary Union the first

of which is the full implementation of the Customs Union and the Common

Market Protocols - 2Ol5 is given as the target for their full implementation. There

are other requirements, including the requirite policies, laws and instituions,

running through a timeline going to 2024 when a Common currency and a

Central Bank are envisaged.

It is important to note that Tanzania, which has usually been accused of dragging

its feet, has already ratified the Protocol. The ratification proceJser in the two

countries are different - Tanzania's process is shorter and less stringent.

The EAMU is a key pillar of the Treaty. Kenya ratified the Treaty and is a founding

Partner State of the EAC and should therefore in good spirit meet its obligation to

deliver an EAMU.

Some of the challenges that are facing the implenrentation of Protocol for the

establishment of the monetary union include fear of loss of sovereignty by the

Central Banks of the'Partner States and the slow inrplementation of the first two

pillars, namely, Customs union Agreement and Common Market Protocol.

x i

Way Forward

Kenya should take the lead - strategically. The country should not be seen to be

dragging its feet.

Kenya is a major beneficiary of the East African integration agenda and should use

tlre requirements of the EAMU to have the Customs Union and Common Market

fully implemented.

9



Kenya should strategically porition itself and neSotiate to host the East African

Monetary lnstitute; the precursor of the East African central Bank. lt i5 important

to note that Kenya already hosts the COMESA Monetary lnstitute which is located

at the Central Bank owned Kenya School of Monetary Studies.

Parliament should carry out the necessary ammendments to make the EAC work;

it is in our national interest.

MlN.NO. CRt/151/2014 ANY OTHER BUSINESS

lt.

The committee resolved to undertake a retreat to Mombasa on 3'd September,

2014 to 6,h September, 2014 lo further deliberate on the protocol and write a

report for presentation to the House.

Members were concerned that their committee allowances were not paid. The

secretariat was requested to investiSate the matter and report back to the

committee on 21'r August, 2014.

MtN.NO. CRI/152/2014 ADJOURNMENT

There being no other Business, the chairperson adjourned the meeting at 1.50 p.m

Signed. . . .

Chairperson

,->1 
(c', c {:l-I

l
IDate
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5. Hon. Wanjiku Muhia, MP
6. Hon. Timothy Bosire, MP
7. Hon. Mary Seneta, MP
8. Hon. Emmanuel Wangwe, MP
9. Hon. Robert Mbui, MP
'10. Hon. Annah Nyokabi, MP
ll.Hon. Dido AIi Rasso, MP
12. Hon. Andrew Toboso, MP
'13. Hon. Ali Wario, MP
14. Hon. Kubai lringo, MP
15. Hon. Peter Shehe, MP
16. Hon. Kathuri Murungi, MP
17. Hon. Alois Lentoimaga. MP

Absent With A olo
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L Hon.
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l. Mr. Evans Oanda

2. Ms. Esther Nginyo
3. Mr. Fredrick Otieno
4. Mr. Nicodemus Maluki
5. Ms. Sharon Cherono

6. Linet Otieno

First Clerk Aisiitant
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Third Clerk Assistant

Third C lerk Arsistant

Research Officer
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Kenya Private Sectol Alliance

l. Dr. Jared Osoro
2. Mr. Anthony Weru

MIN,NO. CRI/153/2O14 PRELIMINARIES

The Chairperson called the meeting to order at 
,l2.30 p.m. followed by a word of Prayer

by Hon. Mary Seneta, MP. 5he welcomed all present to do self-introduction.

MIN.NO. CRI/154/2O14 CONsIDERATION OF THE CABINET

MEMORANDUM ON THE PROTOCOL FOR ESTABLISHIN6 EAC MONETARY UNION

Presentation by Kenya Private Sector Alliance

Dr. Jared Osoro, Kenya Private 5ector AIIiance appeared before the Committee and

made a presentation on the Protocol for establishing the EAC Monetary Union as follows

thatt

East African Community Monetary Union is a reflection of the integration agenda

There is therefore need to look at the Protocol carefully.

The establishment of the single currency has a timeline of i0 years from the point
of signing for purposes of transitioning. The Partner States therefore have

adequate time to reflect on the issues such as loss of sovereignty on the monetary

and fiscal policy issues which will affect them with the introduction of the single

cu rre n cy.

it.

The region will move as a single economic block as it is expected to harmonize its

fiscal, monetary and exchange rate policies.

2
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lv. The East African Community Monetary Union is modeled on the European Union
Monetary Union in terms of the convergence criteria. lt is however noted that
there is an omission for the rate of economic growth as a convergence criter;a for
the EAMU.

It is also important to note that,n terms of fiscal parameters, domestic resource

mobilization has not been taken into account.

The lndicative conversence criteria requires that the Partner 5tates attain a core

inflation rate of 5olo, tax to 6DP ratio of 25a/o and a ceiling of fiscal deficit
excluding grant of 60/o of CDP. However, some Partner Statei may not meet the

required criteria due since their economies are small.

It is to be noted that the Partner 5tates should be careful during the transition
period to ensure that the convergence criteria are met.

There is need to first fully implement the Customs Union Protocol and the

Common Market Agreement as the pre-requisites fcr the Monetary Union.

The Committee noted that the Private Sector was contented with Monetary
Union which KEPSA cited would bring down the cost of currency convertibility
and therefore reduce the cost of doing business across the region.

The EAC Partner Statei are at different economic level and attaining the micro-
economic converSence criteria could be a challenge within the timeline provided.
The Committee was however informed that as per the Protocol, any three Partner

States who would have met the criteria within the timeline can proceed to
implement the Monetary Union.

VI

MIN,NO. CRV155/2O14 COMMITTEE'S CONCERNS

The Committee having listened to the preientation raised the following concerns that:

The United Kingdom was not in the European Union Monetary Union as it had

set itself very stringent convergence criteria to meet before becoming a member of
the EMU. UK was not seriously affected by the economic meltdown in the Euro

vlt.

l .

lv.

3
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MIN.NO. CRI/156/2O14 PRE5ENTATION BY THE LE6AL DEPARTMENT ON THE

LECAL IMPLICATIONS OF THE PROTOCOL

TheDirectorateofLegalServicesmadeapresentationbeforetheCommitteeontheleSal
implications of the Protocol to the country as follows:

1. Legal Obligations imposed by the Protocol on Partner States

a The provisions of the Protocol only apply to activities undertaken by the Partner

States in co-operation in monetary and financial matters

Partner States are obligated to harmonise and coordinate their fiscal policies'

financial accounting and reporting practices'

partner state5 will be obligated to develop and integrate their financial payment

and settlement systems This includes adoption of an integrated trading and

securities depository systern' The import of this provision i5 that Partner 5tates will

lose autonomy in the manner in which they manage their financial syttems

Further it may affect the independence of for example in Kenya the manaSement

of the Central Depository System and 5ecurities exchange market'

Partner5tatesshallbeobligatedtoadoptcommonprinciplesandrulesfor
regulation and prudential supervision of the financial system The import of this is

thlt Kenya will have to have harmonize all the laws regr-rlating the financial sector

in Kenya in line with principles common principles and rules adopted Taking into

considerationtheuniquecircumstancesandfinancialenvironmentofeachpartner
country including Kenya having to adopt common principles may not Sive a

country the Iiberty to address their own unique financial situations through

adoption of other principles other than those prescribed by the Monetary Union'

As a prerequisite to the establishment of the Monetary Union' Partner States are

obligatedtofullyimplementtheProtocolEstablishingtheEaJtAfricanCommunity
Custom5UnionandtheProtocolEstablishingtheEastAfricanCommunity
ConlmonMarket.Thiswillinvolvetheremovalofallnon-tariffbarriers(NTBs)to
intraregional trade in the East African Community' lncluding provision of services

withoul restrictions in all other partner states, acceptance without preconditions

the free movement of labour throughorrt the EAC and free movement of capital

across borders within the EAC'

Partner States are obligated to harmonite and coordinate their monetary and

exchange rate policies. The impact of this on Kenya and other EAC Partner States

b

c

cl

e

f
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is that their Central Banks shall lose their independence in terms of how they

formulate and change or revise their policies.

g. Partner States shall be obligated to introduce bands and gradually fix their

bilateral exchange rates to facilitate the conversion of the currencies of the Partner

States to the East African currency unit.
h. Partner States shall have to phase out any outstanding national central bank

lending to its Covernment and public entities. This will affect access to
financial/loan facilities of the Covernments of the Partner statei from their own
national central banks which may be on friendlier borrowing termJ.

i. Partner States including Kenya are obligated to develop a medium term

convergence programme to facilitate the aftainment of the agreed macroeconomic

convergence criteria.
j. Partner States including Kenya are obligated to coordinate and harmonise their

public procurement policies.

k. Partner States including Kenya are obligated to coordinate and harmonise their

budgetary frameworks. This will have an impact on the way the national budgets

are formulated. However harmonization of the budgetary frameworks potes Sreat
challenges considering the different economic levels and Sovernance structure of
each country and different budgetary needs.

l. Partner States are obligated to disclose their fiscal policies and disclose aid flows to
the East African Central Bank. lmpact of this is that Kenya will have enable access

to information concerning its fiscal policies to the other Partner States.

m. Partner States including Kenya shall have to adjust its net financing to its

6overnment in accordance with a ceiling on SroJs public debt of 50o/o of Cross

Domestic Product in Net Present Value Terms. Kenya Shall also be obligated to
disclose the status of their domestic external debts, including their public

guaranteed debts on a quarterly basis.

n. Partner States are obligated to establish mechanisms for management of economic

shock and ensuring economic resilience among the economies of Partner States.

5uch mechanisms include an early warning system to ensure the risk profiles of
economies of Partner States are regularly monitored and a stabilisation facility to
provide asristance to a Partner state.

o. A single monetary and exchange rate policy shall be established by the East African

Central Bank that shall be binding on Padner States in the single currency area.

The exchange rate shall be free floating, therefore in single currency areas the

Countries will not be able to regulate the exchange rate. Partner States are

obligated to transfer foreign reserves as may be determined by the Council.

Further foreign exchange transactions in the single currency area Jhall be carried

5
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out through the system of central banks referred to in Article 2O. Partner States in

this area will not be able to carry out their foreign exchange transactions through

other means than the ryrtem of central banks established in the Protocol.

p. where Partner States adopt the single currency, the currency shall be the legal

tender. And it shall be ured in the payment and Jettlement of transactions' Further

the Council will fix an irrevoca bleconversion rate at which the single currency shall

replace the currencies of the Partners States in the single currency area'

q. An East African central Bank is established. The EACB together witlr the national

central banks of the Partner States in the single currency area shall form an

integrated system of central banks that shall perform the functions of a central

bank in the single currency area. Partner States in the single currency area are

obligated to provide the capital of the EACB. Financial rights and obligations of

the Partner 5tates shall be in accordance with the financial key determined by the

Council. The EACB is unlike the national central banks an independent body and

shall be influenced by the Partner States. Therefore Partner states will lose a

measure of tontrol over their central banks. which can be more easily influenced

to advance the agenda of the Covernment.

r. The Council shall develop of measures to support partner states that experience

macroeconomic or structural imbalances due to implementation of the Protocol.

Therefore Partner states may be called upon to JupPort other ttates'

s. The EACB shall be involved in the negotiation and implementation of any

agreement with foreign entitieJ by Partner States that may impact the single

monetary policy and single exchange rate. Impact of this is that Partner Stater

cannot freely enter into negotiations with foreign entities as they have to involve

the EACB especially if the agreements will impact the single monetary policy and

single exchange rate'

2. Laws of Kenya affected by the Protocol

constitution of Kenya, 2010; Article 23,] establishes the central Bank of Kenya (cBK)

and provides that it shall be responsible for formulating monetary policy, promoting

price stability, issuing currency and performing other function conferred on it by an Act

of Parliament. lt further provides that the central Bank shall not be under the direction

or control of anybody in exercise of its powers or performance of its functions. The

Article 20 of EAMU Protocol provides for the Establishment of an East African central

tsank (EACB) which together with the other national central banks shall form an

integrated system of central banks. Therefore cBK will lose its autonomy under this

system.

6



Further Article ll and 12 of the EAMU Protocol provides that the EACB shall provide
single monetary policy and exchange rate policy to apply in the Monetary Union, this in
effect take away the constitutional power of CBK to determine the monetary policy to
apply in Kenya. The Constitution will therefore need to be amended for the effective
implantation of the Protocol.

3. Whether reservations can be entered on the protocol

it is important to note that the EAMU Protocol does not provide for the making of a

reJervation, it however also does not prohibit the making of reservations. lt is thus silent
on the issue of reservations.

Section 8 (4) of the Treaty Making and Ratification Act provides that Parliament may
approve the ratification of a treaty with or without reservations to specific provisions of
the treaty. Subsection 5 further provides that a proposed reservation shall be introduced
as a provision into the treaty in accordance with the procedure set out in the Standing
Orders. Subsection 9 further provides that Parliament shall not approve the ratification of
a treaty or part of it if its provisions are contrary to Conititution, nor shall the House
approve a reservation to a treaty or part of it if that reservation negates any of the
provisions of the Constitution even if the reservation is permitted under the relevant
treatv.

MIN,NO. CRI/157/2O14 ADJOURNMENT

There being no other businels, the Chairperson adjourned the meeting at 13.28 p.m.

5igned...... .

Date

Chairperson

ClG IC, |)_L(
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Florence Kajuju, MP
Christopher Nakuleu, MP
Rose Nyamunga. MP
David Ouma, MP
Wanjiku Muhia, MP
Timothy Bosire, MP
Mary Seneta. MP
Cideon Konchella. MP
Robert Mbui, MP
Dido Ali Rasso, MP
Kubai lringo, MP
Sarah Korere, MP
Dan Kazungu. MP
Mark Lomunokol, MP
Peter Shehe, MP

David Karithi, MP

Chairperson

Vice-Chairperson

Absent With A lo
l. Hon.
2. Hon.
3. Hon.
4. Hon.
5. Hon.
6. Hon.
7. Hon.
8. Hon.
9. Hon.
10. Hon.
ll. Hon.
,]2. 

Hon.
,]3. 

Hon.

Joseph Kahangara, MP
Charles Nyamai, MP
Anthony Kimaru, MP
Alex Mwiru, MP
Bady Twalib Bady, MP
Eric Keter, MP
Florence Mutua, MP
Emmanuel Wangwe, MP
Annah Nyokabi, MP
Andrew Toboso, MP
Ali Wario. MP
Kathuri Murungi, MP
Alois Lentoimaga, MP
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ln Attendance

'1. Mr.

3. Mr.
4. Mr.

5. Ms.

Evans Oanda
Esther Nginyo
Fredrick Otieno
Nicodemus Maluki
5haron Cherono

First CIerk Assistant

Third CIerk Assistant

Third Clerk Assistant

Third CIerk Assistant

Research Officer

The N ational Treasury

l. Mr. Justus Nyamunga
2. Mr. Musa Kathenge
3. Mr. J u lius Mutua

Director
Deputy Director
5e nior Economist

MIN.NO. CRI/158/2O14 PRELIMINARIES

The Chairperson called the meeting to order at 12.30 p.m. followed by a word of prayer

by Ms.Sharon Cherono. 5he welcomed all present to do self-int rod uction.

MIN.NO. CRI/159/2O14 CONSIDERATION OF THE CABINET

MEMORANDUM ON THE PROTOCOL FOR ESTABLISHINC EAC MONETARY UNION

Presentation by the National Treasury

The National Treasury appeared before the Committee and made a presentation on the

Protocol for establishing the EAC Monetary Union as follows, that;

The EAC stand to be the oldest single standing currency union in the world. The

EA shilling includes Ush, Tsh and Ksh.

The negotiations took place between 1998 to 2000 to rebuild the integration
process between the partner states

ln accordance with the EAC treaty, Partner StateJ established among themselves a

Customs Union that came into force in 2005 and was to ensure free movement of
goods across the borders. The EAC Common Market protocol was signed in

November 2OO9 and its implementation itarted on l" July 201O and full

implementation targeted to in 2015. The third pillar is Monetary union i.e

Common Currency Union which requires efforts for economies to move towards

a convergence to divert the economic shocks of one member state, this is stabilize

the cu rrency.

.

t.
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tv.

VI.

VII.

V III

Date.

The EAMU learnt from the mistakes that EU made and are trying to avoid.
The model of EAMU has an inbuilt stringent institutional framework to forestall
challenges that the protocol might face.

The use of single currency has a number of benefits which include the reduced
transaction cost, economic efficiency framework and the bigger market.
The partner states are to converge for 8 years and the last 3 years to monitor and
maintain the criteria.
There is East Africa Monetary lnstitute to midrvife the process and Kenya is hosting
COMESA lnstitute at Kenya School of Monetary Studies.

MtN.NO. CRt/160/2014 COMMITTEE'S CONCERNS

The Committee having listened to the presentation raised the follor,r.,ing concerns that;

i. The implementation of the first two pillars, Customi Union and Common Market
to anchor the process of monetary union has not been concluded. Therefore the
move to establish the EAMU ideally would require that the other two pillars to be

fully implemented.
ii. The budget of the East African Community is 7Oo/o funded by donors and

therefore raising questions on the ability of the all the partner stater meeting the
microeconomic convergence criteria within the prescribed time frame.

iii. There is need for the East African Community to avoid the mistakes that the
European Union did while they were establishing their monetary union.

MIN.NO. CRI/161/2O14 ADJOURNMENT

There being no other business, the Chairperson adjourned the meeting at 2.05 p.m.

5igned.....

Chairperson

)8..(,:.i1.. ,:)^i/
P
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MINUTES OF THE 39TH SITTIN6 OF THE SELECT COMMITTEE ON RECIONAL
INTECRATION HELD ON THURSDAY 25TH SEPTEMBER,2Ol4 AT PANCONI BEACH
RESORT, MOMBASA, AT 9.30 AM

Present:

'1. Hon. Florence Kajuju, Mp
2. Hon. Alex Mwiru. Mp
3. Hon. Ogendo Rose Nyamunga, Mp
4. Hon. David Ouma Ochieng', Mp
5. Hon. Cideon Konchelia, Mp
5. Hon. Emmanuel Wangwe, Mp
7. Hon. Robert Mbui, Mp
B. Hon. Kubai lringo, MP
9. Hon. Dan Kazungu, MP
,i0. 

Hon. Mark Lomunokol, Mp
1,I. Hon. Peter 5hehe, MP
,]2. 

Hon. David Karithi, MP
13. Hon. BadyTwalib Bady, Mp
'14. Hon. Anthony Kimaru, Mp
15. Hon. Kathuri Murungi, Mp

Chairperson

Absent With Apo Ioev
L Hon. Christopher Nakuleu, Mp
2. Hon. Joseph Kahangara, Mp
3. Hon. Charles Nyamai, MF
4. Hon. Eric Keter, MP
5. Hon. Florence Mutua, Mp
6. Hon. Annah Nyokabi, Mp
7. Hon. Andrew Toboso, Mp
B. Hon. AIi Wario, MP
9. Hon. Alois Lentoimaga, Mp
,l0. 

Hon. Wanjiku Muhia, Mp
11. Hon. Timothy Bosire, Mp
12. Hon. Mary Seneta, Mp
13. Hon. Dido Ali Rasso, Mp
,I4. 

Hon. Sarah Korere, Mp

Vice-Ch airperson

1



ln Attendance
Mr. Evans Oanda
Joash Kosiba

Ms. Esther Nginyo
Mr. Fredrick Otieno
Mr. Nicodemus Maluki
Ms. Sharon Cherono
Clarah Kimeli

First Clerk Assistant
Fiscal Analyst

Third Clerk Assistant

Third Clerk Assistant

Third Clerk Assistant

Research Officer
Legal Counsel

1.

2

3

4

5

6

7

MIN.NO. CRI/170/2O14 PRELIMINARIES

The chairperson called the meeting to order at 9.45 a.m fcllo,'ved by a prayer from Mr.

Evans Oanda. In her opening remarks, the Chairperson welcomed the Members and

further informed them that the purpose of the retreat was to come up with a rePort on

the Protocol for the Establishment of East African Community Mr:netary Union.

MIN.NO. CRV171/2O14 CONSIDERATION OF THE DRAFT REPORT ON

PROTOCOL FOR ESTABLISHMENT OF EAC MONETARY UNION

Members rvere taken through the presentations made by different stakeholders by Mr.

Joash Kosiba. After examining the presentations, Members raised the following

observations that:

l. The sensitization of the protocol war not extensively done to the public

2. The implementations of the first two pillars (Common Market and customs'Union

Protocol) have not been fully effected by the EAC Partner State:'

3. The establishment of the Protocol for the Monetary Union will lead to legal

reforms especially in the laws relating to financial management'

MIN.NO, CRV172/2O14 ADJOURNMENT

The chairperson adjourned the meeting at 2.05 p.m. and asked Memb.lrs to keep time

for the next meeting in order to complete the report in time'

Signed......

Chairperson

i L-' ( ,totout".......(..,'"'*
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NIINUTES OF THE 4OTI] SITTING OF THE SELECT COMMITTEE ON REGIONAL
INTEGRATION HELD ON FRIDAY 26TH SEPTEMBER, 2OI4 IN MOMB.AS.A,
PANGONI RESORT BEACH HOTEL. TIERI CONFER-ENCE RO

Present:

l. Hon. Florence Kajuju, MP
2. Hon. Gideon Konchella, MP
3. Hon. Kubai Iringo, MP
4. Hon. David Karithi, MP
5. Hon. David Ouma, MP
6. Hon. Kathuri Murungi, MP
7. Hon. Dan Kazungu, MP
8. Hon. Emmanuel Wangwe, MP
9. Hon. Peter Shehe, MP
10. Hon. Anthony Kimaru, MP
I 1. Hon. Bady Trvalib Bady, MP
12. Hon. Robert Mbui, MP

Apologies
I . Hon. Christopher Nakuleu, MP
2. llon. Joseph Kahangara, MP
3. Hon, Alois Lentoimaga, MP
4. Hon. Wanjiku Muhia, MP
5. Hon. Ali Wario. MP
6. Hon. Andrew Toboso, Ir{P

7. Hon. Dido Ali Rasso, MP
8. Hon. Sarah Korere, MP
9. Hon. Ann Nyokabi, MP
10. Hon. Mary Seneta, MP
I I . Hon. Eric Keter, MP
12. Hon. Florence Mutua, MP
13. Hon. Timothy Bosire, MP
14. Hon. Charles Nyamai, MP
15. Horr. Alex Ivlwiru, MP
16. Hon. llose Nyamunga, MP
17. Hon. Mark Lomunokol, MP

Chairperson

Vice-Chairperson

ln attend ance

1. Mr. Evans Oanda

2. Ms. Esther Nginyo
3, Mr, Nicodemus Maluki

First Clerk Assistant

Third Clerk Assistant

Third CIelk Assistant

t
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.{. lvlr. Fredrick Otreno

5. NIs. Clarah Kimeli

ti. Ms. Sharon Cherono

Third CIerk Assistant

Legal Counsel

Research Officer

iVIIN.NO.CRI/173/201.I PRELI}IIN.{zuES

The Chairperson called the meeting to order at 10 30 am.

MIN.NO. CRl II14I2O14 CONSIDERATION OF THE DRAFT REPORT ON

PROiOCOL FOR THE ESTABLISHMENI'OF THE EAST AFRICAN COMMUNITY

MONETARY UNION.

Having examined the presentation made by the stakehoiders, the Committee made the following

observations on tite Protocol for the Establishment of the East African Community lvlonetary

Union;

(i) Benefits of EAMU Protocol

The Committee noted that rvith the establishment of the EAC Monetary Union will provide

benefits for the region's economies such as enhanced trade and investment, increased efficiency

and wider market, ease ofprice comparability and a symbol ofintegrarion among others.

(ii) Sensitization Process

The Committee noted with concem that the level of sensitization of the protocol was not

adequate,

(iii) Process of implementation of the BI\IVIU protocol

The Committee noted that the East African Community Partner States have not implemented

lully the first tlvo pillars of integration (Common Market and the Customs Union protocols)'

Considering that the integratir:n process is a phased process, it will be intportant to ensrrle that

the tlrst two pillars are lully implemented before moving into the Monetary lJnion.

(iv)Legal implications

The Commirtee observed that the ratification of the EA|'/U Protocol will lead to possible

amendment of the Constitution of Kenya, various financial laws ald regulations to be in tandem

rvith the protocol. This will require the relevant state agencies to identify larvs early enough to

enable Parliament to can'y out its legislation role. The Committee further observed that



1 Parliament will not lose its constitution mandate of budget making wirh the rat.ification of the
Protocol.

(v) Ratification Process of protocols

The Commiftee noted with concem that the ratification process was hurried and as a result the
cabinet memorandum forwarding the protocol to parliament rvas categorical that there is no
room for reservations in ratification of the protocol. This is against the provisions ofSection g(4)

of the Treaty Making and Ratification Ac1.2012.

NIIN.NO. CP.[t175/2014 CO]VINIITTEE'S RE CO}IM[,NDATIONS
Having considered the protocol and examined the presentations from various stakeholders, and
pursuant to Section 8(4) of
recommended as follows that:

the Treaty Making and Ratification Act, the Committee

(1) The House ratifies the protocol for the establishmenr of the East Afican Cornrnunitv
Monetary Union.

(2) The Ministry of East African Affairs, commerce & Tourism; the Ministry of Foreign
Affairs & Intemational rrade; the Nationar rreasury and all the imprementing agencies
should aggressively sensitize the public on the provisions of the protocol in line with the
tenets of people centered integration process. consequently, the Nationar rreasury and
Parliament should allocate adequate resources to the implementing agencies to facilitate
adequate public sensitization.

(3) The executive should fully involve Parliament lrom conception to the ratification process
of all the regional integration instrurnenls. This will mitigate against instances where
reservations may be introduced during the ratification by the House.

(4) The Ministry of East African Affairs, commerce & Tourism, the Attomey General and
all other implementing agencies should expeditiously identify the regal reforms to be
undertaken to facilitate proper and timely implementation olthe protocol.

(5) All partner states should fully implement the first trvo pillars of integration (customs
union and the common Market protoco.r) as contained the integration road map before
moving into Monetary Union.

3
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MIN.NO. CRI/176I2014 CONFIRMATION OF MINUTES

The Committee confirmed minutes of the previous meetings as follows:

1. Minutes of the 30th Sitting held on 5'l' Ar.rgust,2014 were confirmed as a true record of

the proceedings as proposed by the Hon. David ochieng" MP and seconded by the Hon.

Gideon Konchella, MP,

2. Minutes of the 3ltt Sitting held on 7'h August, 2014 were confirmed as a true record of

theproceedingsasproposedbytheHon.Davidochieng'MPandsecondedbytheHon.
Dan Kazungu NIP.

3. Minutes of the 32nd Sitting held on 12'h August,20l4 were confirmed as a true record of

the proceerlings as proposed by the Hon. Kathuri Murungi, rvlP and seconded by the Hon.

Kubai Iringo, MP.

4. Minutes olthe 33'd Sitting held on 14th August, 2014 wete conJirmed as a true record of

the proceedings as proposed by the Hon. Gideon Konchella. MP and seconded by the

Hon. Emmanuel Wangrve, lvlP.

5. Minutes of the 34th Sining held on l9'h August,20l4 rvere cont-irmed with amendments

as a true record of the proceedings as proposed by the I-Ion. Kubai Iringo, MP and

seconded by the Hon. Robert Mbui, MP

6 Minutes of the 35th Sitting held on 2151 Au-or:st. 2014 were confirmed as a true record of

theploceedingsasproprrsedbytheHon'RobertMbui,MPandsecondedbytheHon.
Peter Shehe, N{P.

7 Minutes of the 36th Sining held on 26th Augr.tst, 2014 were confirmed as a tlue record of

the proceedings as proposed by the Hon. Kubai lringo, MP and seconded by the Hon.

Dan Kazungu MP.

MIN.NO. CIII/177 12014 MATTERS ARISING

I'he following matters arose from the Minutes;

1. Under MIN.NO.CRVI 5l/2014 (i) it rvas agreed that in future, Menrbers should be

notified of changes in pre-planned events.

.l
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The chairperson adjoumed the meeting at I .30 p.m

MIN.NO. CKl/178/2014 ADJOT II\}IENT

Signed.........
Da te

CHAIRPERSON

c?{rc J-cr1 Y
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