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Foreword

The 2018 Budget Policy Statement @PS), sets out the.Jubilee Administ'atioa
priority programs and reforms to be implemented over the next five years (2018 -
2022). T\e programs and policies hereia reflect the concenls of Kenyans aad 61e

aachored under the Medium Term Plan Itr of the Kenya Vision 2030. These

priority programs will build on the achievements realised under the Economic
Trarsformation Agenda, which has been under implementation since 2014.

This BPS is framed agaiast a backdrop of improviag gIobal and regionai economic
prosiiects. Global growth is proj ected to improve to 3.9 percent i:r 2018 up ftom
3.7 percent in 2017. The positive global ouflook reflects rqcovery ir inveshent,
tade, and indusfial produition, coupled with strengthening business and

consumer confi dence. $imilafly, growth in sub-Sa1iaran A-frica is proj ected to pick
up, aibeit with variations aaoss the region. At the sub region, the East Aiican
Community economies continue to record relatively bigher economic grot'th
supported by a stable macroeconomic environment, on-going bfrastucture
investrents and strong private consumption. On the domestic fton! our economy
haq remained resilieDt, with growth supported by a stable macroeconomic
environment, resi.lient domestic demand and ongoi:rg publ-ic inftastuctural
i:rvesErents.

By implementiag ttre programs and policies uader the Economic Tramformation
Agenda, we have shengthened the resilience of our economy aad laid a solid
foundation for Kenye's hdustrialisation as envisaged in the Vision 2030. Building
on the progress made ttrus far and to accelerate i:rdustrializatior, we aim to address

the remaining bottlenecks tbai continue to hoid our economy Aom achieving iG
fi:Il potential by focusiag on "The Big Four" PIan over the next five years. As such,

"The Big Four" Plan targets to:

i. Support value addition aad raise the manufacturilg sector's share to GDP

to 15 percent by 2022. This will accelerate economic growttr, create jobs

aad reduce poverty;

ii. Focus on initiatives that guarantee food security and nutition to all

Kenyaas by 2022 through expalsion of food production and supply,

reduction of food prices to ensure afordability aad support value addition

in the food processing value chaig

in. Provide Universal Health Coverage thereby guaranteeing quality and

affordable heaithcare to all Kenyaas; aad,

iv. Provide at least five hundred thousand (500,000) affordable new houses to

Kenyans by 2022, aad thereby improve the Jiving conditions for Kenyam.

The global a::d regional developments together with Kenya's ilvestuents in ttre

"The Big Four" sectors, sustai::ed ongoi:rg infrasructural investuents, and

conti:rued re@very in tourism, increased consumer con-fidence, supported by a
conducive business envirooment wi1l accelerate economic growth prospects

tlrough industrialization and consequently job creation- In addition, the

Govemment wiII continue to provide aa enabling environment for the privale
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sector to tbrive by preservi:rg macroeconomic stability; expanrting in&astructure;
improvi:rg security; implementing busi:ress regulatory reforms; expanding access
to fi-naace and instituti::g govemance reforms so as to achieve ,,The Big four,'llan.
The Govemment will also support higher levels of value addition in domestically
produced goods, stengthen the fight 2gainst corruption md cou:rterfeits, enlance
the use of public procurement to promote Buy Kenya Build Kenya i-oitiative and
support Micro, Small and Medirrm Enterprises (lr4SME) sector.

As we embark on "The Big Four" P1an, we are clearly conscious of.our limited
fiscal space aad will therefore leverage on ttre private sector in parhership with the
Govemment. In tlis respect, we shall be creating a High Speed public private
Partnersbip @PP) Unit to attract and engage the private sectoi on implementation
of most of the projects under "The Big Four,, plan. The Govemment remains
commjtted to a sustainable fiscai policy path tbat will aim to grow revenues
progressively and grad,ally reduce non priority expenditures. Through this
process, we shall narrow the primary fiscal defiiit aad c.qnsequenfly the overall
fiscal deficit from ttre projected 7.2 percent of GDp in the Fy 2017/lg to 3.0
percent of GDP over tle medjum term.

pe expenditure priorities il the sector ceilings i:r this BpS have been realigned to
"The Big Fo,r" Plat In this regard, the targeted. expendih:res wiil prioritize
employment creation youth empowerment, supporting manufacturing ictivities,
enlgcing health coverage, improving food security and enhanciag liviag
conditions tlrough affordable housiag. The allocations to other critical s""to.. so"h
as education, infrastructure, energy and sociai protection will remain protected so
as to achieve the targeted objectives.

In finalisitg'.his BPS, -we benefified ftom the wise couasei and guidangs 6f IE
The President aad FIE The Deputy President. Equally, we received support and
contributions ftom my.cabinet colleagues, staff of the National Treasury ind other
Goverrment officials. we also consulted a wide range of stakeholdirs ald the
general public in line with the requirements of ttre public Finance Maaagement
@FI,t) Act and the Coostitution. We greatly value their support aad I wor:td lil<e
to extend my appreciation to ali.

CABINET SE
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the Public Finance M,n8gement pFlr,f) Ac\2072.I1 outlhes the cr:rrent state of
the economy and outlook over the medium term, broad macroeconomic issues and
the medium tero fiscal framework; the kby stategic priorities and policy goals;
and a sumoary ofthe Goverrment's spending plans as a basis for the FY 2018/19
budget The BPS is expected to improve the public's understanding of Kenya's
pubiic fi'rances, 5haFe public debate on economic and development matters, and
guide development and implemeatation of govemment programs.

Overaii, Kenya's economy repeins resilienq growi:rg robusfly despite the
emerqing challenges. During 2017, some economic sectors including tourism,
wholesale and retail were.adversely affected by the wait and see attitude of
investors owhg to the prolonged electioneering period. Nevertheless,
macroeconomic stabitity has been presewed as a result of prudent fiscal and
monetary policies that remain supportive of growth.

Simi"ficant progress has been achieved over the past five years i:r terms of Keuya's
social economic developmenL However, much more remains to be done to fi:rttrer
boost s:staimble and shared i:conomic growtb, employment opportunities and
wealth creafion. 4qo61dingly, thL pivotat policy thrust of the 2018 BPS, is to
achieve a better quaiity of life for all Kenyaas by implementing "The Big Fout''
stategic 61sas namsly; raise tle sbare of manufacturing sector to i5 percent of
G.DPI ensure tba! all cifizens enioy food securitv aad improved nutrition bv 20221
achieve uaiversal heattl coverage; and deliver at least five huadred thousand
(500,000) affordable housing units. These policy objectives will be achieved
tbrougb srstaidng economic growt\ macroeconomic stabitty snd imFlementing
reforms aimed at providing an enafling envilonment for all stakeholders to play
ttreir role towards achieviag the "The Big Forn" Plan.

The preparation of the 2018 BPS was a collaborative effort. Much of the
i-nformation in this document was obtained ftom the various Government
Ministies, Deparhents and Agencies O,{DAS) heluding Deparhents and
Directorates within the National Treasury. We also received valuable iaputs ftom
the Macro Workirg Group, Public Sector Heari:rgs aad the public duriry budget
cong-ul1atioo pro cess.

Fbally, we are .grabf{ Ja lbe cqre le€q j:r thg National. Treasury wtrich,spenl a
sioificaat amount of time putting together this BPS. The tireless effort of the core

ttrat ttris document was produced ia time and is of high quality.

DR. KAMAU , CBS
PRINCIPAI SECRETARY/TM NATIONAI TREASURY
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About the Budget Policy Statement

The budget policy statemeDt (BPS) is a GovemmeDt policy document that sets out
the broad strategic priorities and policy goals that will guide the nationa.l
governnent and the County Governments in preparing their budgets both for the
following financial year and over the medjum term.

ln the document" adherenc€ to the fiscal responsibility principles demoDstates
prudent and ftnsparetrt managemeDt of public resources in line with the
Coostitution and the Public Filance Management (pFM) Act,20l2.

Section 25 ofthe PFM Ac! 2012, provides rhat the National Treasury shall prepare
and submit to Cabinet the BPS for approval. Subsequently, the approved BpS is
submitted to Parliameot, by the 15d of February each year. Parliament shall, not
later than l4 days after the BPS is submitted, table and discuss a report c6areinirrg
its recommendations and pass a resolution to adopt it with or wittrout amendments.
The Cabinet Secretary shall take into account resolutions passed by parliament in
finalizing the budget for the FY 2018/19.

The Budget Policy Statement contaias:
(a) an assessment of the current state of ttre economy ilsluding macroeconomic

forecasts;
(b) ttre financial outlook with respect to Goverment revenue, expenditures and

borrowiag for ttre next financial year and over the medium term;
(c) the proposed expenditure ssilings for ths a4fi6nal govemment, including

those of Parliament and the Judiciary and indicative transfers to County
Govemments ;

(d) the fiscal responsibi-Iity principles and financial objectives over the medium
term including limi15 sa 16ta[ annual debt; and

(e) Statement of Specific Risks.

The preparation of the BPS is a consultative process that iavolves seeking and
taking iato account the views of: the Commission on Revenue A_llocatioq Couoty
Govemments; Controller of Budgeg Pariiamentary Service Commission; Judicial
Service Commission; Ministries, Departroents and Agencies, the public and any
other interested percons or groups.
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RECENT ECONOMIC DEVELOPMENTS AND
TIIE MEDIUM TERM OUTLOOK

L.1 Overview

1 . Kenya's economy remained resilient 'ra 2017 despite adverse weather

conditions, a prolonged electioneering period as well as subdued credit growth to
the private sector which combined to weaken growth in the fust half of the year.

Economic growth for 2017 is estimated at 4.8 percent from 5.8 percent in 2016 and

is projected to bouace back to 5.8 percent in 2018. The resilience i:r grouth in 2017

was supported by the ongoiag public sector bfiastruch[e investuents, recovery in
the tourism sector and continued stable mactoeconomic environment-

2. The overall month on month inflation declhed to 4.8 percent in January

2018 from 7.0 percent in January 2017.The decline in inflation was a result ofthe
fali in the prices of potatoes, cabbages, and mangoes mainly attibuted to
favourable weather conditions towards end of 2017' The inflation of 4'8 percent in
January 2018 was within Govemment's target range.

3. The foreip exchange market has remained relatively stable zupported by
increased tea and horticultural exports, strong diaspora remittaaces, and a
continued recovery in tourism. The l2-month curent account deficit stabilizcd at

7.0 percent of GDP in December 2077 afi is expected to narrow to below 6'0
percent of GDP in 2018 due to lower imports of food and lower imports in tbe

second phase of SGR project.

4. Over the medium term, gowth is projected to average around 7.0 percent

due to iDveshents in strategic areas under "The Big Fow" Plan, namely:
hcreasing the share of manufactwing sector to GDP; ensuring all citizens enjoy
food security and improved nutrition by 2022; expanding universal health

coverage; and constucting at least five hundred thousand (500,000) affordable

housing units. These efforts will support the business environment, create jobs and

ultimately promote broad based inclusive growth.

5. Kenya is raoked favourably in the ease of doing busi:ress and as a top
investlent destination. Lr 2017, the World Benk's Doing Business Repor! ralked
Kenya third in Atica i:r the ease of doing busiless after Rwanda and Mauritius, as

the county moved up 12 places to position 80. Further, in September 20i7,
Stardard and Poors Global Ratiags affirmed Kenya's short and long term forcign
and local curency sovereip. credit rating at B+/B citing Kenya's stong growth
prospects which wiII facilitate fiscal consolidation.

I

1
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1.2 Recent Economic Developments and Outlook

Global and Regional Economic Detelopntents

6. The pickup in global activity that started in 2016 gathered steam in 2017
and is expected to continue in 20i 8 supported by notable improvements in
investmen! trade, and iodustrial production, coupled with stengthening business
and consumer co!fidence. As such global growth is projected to increase to 3.9
percenl in 2018 from 3.7 percent in 2017 and 3.2 percent ia 2016 (Iable l.l)
primarily driven by improving domestic demand in advanced economies and Chiaa
and improved performance in other emerging market economies.

Table l.I: GIobal Economic Growth , Percent
Actual Proiected
20r6 2017 201 8

Enqrgng an! Dewloping Econgmies
Of which; China

India
Sub-Saharan Africa
Of which: Sor.th Africa

_ Nigeria
Kenya

3.2

1.7

i.5
4.4

o. /

i.t
1.4

0.3

- 1.6

5.8

2.3

4.7

9.8
b.t
2.7
0.9

0.8

4.9+

3.9

2.3

2.7

4.9

6_.0

7.4

3.3

0.9

l.I
i.o*

-source: lanuary 2018 YEO; * Projections by the Nafona! Treasury

7. In the advanced economies, growth is expected to pick up to 2.3 percent il
2018 and 2017, up from 1.7 percent ia 2016. This forecast reflects tle expectation
that favorable global fiaancial conditions and strong setrtiment will help maintaitr
the recent acceleration in demand especially ia investn:ent wittr a noticeable
impact on growth in economies with iarge exports. ln addition, the U.S. tax reform
and associated fiscal stimulus are expected to temporarily raise U.S. growt\ with
favorable demand spillovers for U.S. tading parhers especially Caaada and
Mexico.

8. Among emerging market and developing economies, higher domestic
deoand in China and continued recovery in key emerging market economies
supported growth i:r 201 7. Gro*th in emerging and developiag econirmies is
projected to increase from 4.4 percent in 2016 tD 4.7 percent in 2017 atd,4.9
percent in 2018. The projected growth is driven primarily by the strengthe"ing of
growh in commodity exporters; a gradual iacrease i:r India's gro,*th rate and a
lower but still higb tend growth rate ia Qhina.

9. The broad-based slowdown in sub-saharan Africa is easing and growth is
expected to improve from 1.4 percent in 20161o2.7 percent ia 2017 and firther to
3.3 percent in 2018, partly supported by a recovery in gro,*th oflarger commodity
exporters such as Nigeria and South A_frica In addition, the easing of drought
conditions in the Eastern and Southem AAica have confibuted to the positive
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outlook. However, domside risk have increased following policy uncertai:rties
and delays in the implementation of policy adjustuents in Nigeria and South
Africa- Many of the faster growilg economies in sub Saharan A-frican economies
continue to be driven by public spending, with debt levels and debt service costs

risiag.

10. Ic the Eas African Community (EAC) regioo, economic growth is
estimated to stabilize at 5.4 percent in 2016 and 2017, a slowdown from a 6.1

percent growth i:r 2015. The prolonged effect of drought experienced in 2016 and

continued n 2017, dampened agdcultual output and GDP growth in Uganda,
Tanzania and Rwaada- I:r additioo, tlere was a slowdown in credit growth across

counties i.n the region, which i.uther dampened the growth. Further, insecurity and

political tensioos conthued to constrain economic activities in countries such as

Burundi, Somali4 and South Sudan. In 2018, economic growth is projected to
increase to 5.9 percent zupported by a stable macroeconomic environment ongoing
iofiastucture i:rveshents, and stong private consumption.

D o mestic E conomb D evelopme nts

1 1. Growth of the Kenyan ecoDomy remahed resilien! broad based and

registered stong performance in the past 5 years supported by strong public and

private sector iaveshent and appropriate economic and fi::ancial policies (Chart
1.1a). The economy, specifically, grew at an avemge of 5.5 percent per year in the
five years (2013 - 2017) outperforming the average gowth rate of 4.7 perc.ent i:r
the period 2008 to 2012.

12. However, uncertahty associated with elections coupied with the effects of
adverse weather conditions slowed down the performance ofthe ecooomy ia 2017.
As a result, the economy is estimated to grow by 4.8 percent :u:.2017, which is a
slowdowu from the estimated gro*th of 5.1 percent in the 2017 Budget Review
and Outiook Paper @ROP).

13. Ia 2017, the economy grew by 4.4 percent in Quarter 3, 5.0 percent ir
Quarter 2, aad 4.7 percent in Quarter 1, largely supported by robut activities i-n

the service sectors particularly; accommodation and restaurant; real estate; and

hformation and co--uuication. The growth was somewhat constrained by
subdued performances in agriculture, foresty and fishing; maaufactuing;
electricity; and fi nanoial intermediation sectors.

2018 Budget Policy Stalement3
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14- The value of goods and services produced therefore raised the per capita
income from Ksh 104,700 in 2013 ro an esrimated Ksh l74,2OO A iOn, i AA
percent increase. The economy generated aD average of 817.0 thousand new jobs
per. year in the period 2013 - 2017 up Ao'" 656.5 tho,:sar:d jobs per year i-n. *.he

pedod 2008-2012 (Chart 1.lb anC Chart l.lc).

Chart 1.1a: Trends in Ken a's Economic Growth Rates

Source of daia: Kenya National Bureau of Statistics

Chart l.lb: Trends in Per Capita Income (2002-20lx)

Source of data: Kenya National Bureau of Statistics
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Chart 1.1c: Number of Jobs Created Q002-201,7)

Source of dala: Ken),a National Bureau of Statistics

15. The resilient strong growth ofthe economy over the past fiie years reflects
the broad based nature of our economy that has been largely driven by gowth in
the non-agriculture sectors (Table 1.2, Chart 1.2a and Chart 1.2b). The non-
agricultural sector has remained vibrant growing at 6.7 percent i:r 2016 ftom 5.4
percent il 2013 and conti:rues to be the main source of gro*'th.

Table 1.2: Sectoral Real GDP Growth rates ercent

Source of data: Kenya National Bureau of StatLstics

16. Growth of the services sector accelerated from 5.0 percent in 2012 to 6.8
percent in 2016 supported by favourable performalce of ICT, real estate, wholesale
and Retail Trade, Transport and Storage and Accommodation and Restaurants.
Accornmodation and restaurants has been the fastest growing sector. It grew fiom
3.1 percent n 2072 to i3.3 percent in 2016 supported by the improved security
situation that led to removal of tavel alerts from major tourist originating
corlntries.

17. The growth of the furancial aDd insuance sector accelerated from 6.0
percent i:r 2012 to 9.4 percent in 2015 supported by reforms aimed at creating a
conducive business environment. However, the gronth of the sector slowed down
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to 6.9 percent in 2016 ard is estimated at 3.2 percent n 2017 partly due low
ba*i::g sector credit to the private sector and a decthe in the gro-*th of interest
rncome.

i8. The industy sector grew from 3.5 percent in 2012 to 7.0 percent in 2015
supported by the construction sector as a result of public infrastuctural
development. The sector slowed down n 2016 and 2017 following subdued
performance ofthe manufacturing and elecricity and water supply sectors.

19. Meanwhile, growth ofthe agriculnral sector rose from 2.g percent in 20i2 to 5.5
percent in 2015 but contacted to (-1.3) percent in first quartei of2017 due to the
prolonged drought that started in the fourth quarter of 2016. Gror+th in the sector
recovered to 3.1 percent in the third quarter of 2017 as weather conditions
improved.

Chart 1.2a: Economic Performance (Percent Growth Rates)

Source oJ data: Kenya National Bureau of Statisfics

Chart 1.2b: Sectoral contribution to GDp Growth Rates

Source of data: Kenya National Bureau of Statistics
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Source of dala: Kenya National Bureau of Statistits

22. Kenya's rate of inflation compares favorably witb the rest of zub-Saharan
A-frican countries and especiaily its peers zuch as Nigeria aad South A-frica whose
inflation rates were 15.4 percent and 4.7 percent, respectively (Chart 1.4).

Chart 1.4: Inflation Rates in selected A-frican Countries @ecember 2017)

Source of dota: Various Nathnal Centol Banks
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Inflation Rale

20. Tnflation rate has been low, stable and within the Government target range

of 5+l-2.5 percent in the period 20i3 to 2017 as a result ofprudeDt monetary and

flscal policies. Inflation averaged 6.7 percent duriag the peiod 2013-2017
compared with 7.4 percent during 2002-2007 aiad 10.6 percent durirg 2008-2012
(Chart 1.3). t.flation during the period 2008 - 2012 was higlly volatile following
a steep depreciation of the Kenya $hilling and policy resporres.

21 . However, i nfl ation increased to above target ia the frst half of 20 1 7 due to
drought that affected food prices. Tnflationary pressures started to ease in the
second balf of 2017 as the weatler situation improved and earlier measures taken
by the GovemmeDt to address the food shortages took effect. These measures
included: allowing duty free imports of major food items (maize, whea! sugar, and

milk) and intoduciag a temporary subsidy on maize meal prices. As a resulg
overall month on montl i-nflation was 4.8 percent in January 2018 from 7.0 percent

in January 2017, and was within the Govemment's target range.

Chart 1.3: Inflation R:rte
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Kenya Shilling Exchange Rat e

23. The Kenya Shilling exchange rate remained broadly stable agaimt major
intemational currencies. As at January 201 8, 15s shilling exchange rate against the
Dollar was at Ifuh 102.9 compared with Ksh 103.7 in laatary 2017. Agafus the
Euro and the Sterling pound, the Shilling weakened to Ksh 125.4 and IGh 141.9 in
January 2018 from Ksh 110.2 and Ksh 128.0 in January 2017, respectively (Chart
1.s).

Chart 1.5: Kenya Shillin Excha Rate
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24. The Kenya Shilling exchange rate as compared to most zub-saharan
A-frican currencies, has continued to display relatively less volatility. This stability
reflected resilient export receipts from tea and horticulture despite lower export
volnmes due to adverse weather conditions in the fust quarter of Z0l7 .

Additionally, receipts from tourism, coffee exports a:rd Diaspora remittances
remained stong.

Inlerest Rates

25. Interest rates remained stable and low in the peri od 2013'2017 except JuDe
- December 2015 when world crmencies were under pressure. During the period,
the policy rate (Central Bank Rate) was adjusted appropriately to anchor ilflation
expectations (Chart 1.6). The rate is currently (January 2018) at 10.0 percent since
August 2016. The interbank rate has remained low at 6.1 percent in January 2018
from 7.7 percent in January 2017 dug 1e amFle liquidity in the money market, while
the 91-day Treasury bi-llrate decliled to 8.0 percent fiom 8.6 percent over the same
period. The 182 day and the 364 day Treasury bills averaged 10.6 percent and I 1.2
percent in January 2018 from 10.5 percent and 11.0 percent in January 2017,
respectively.

;

I
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Chart 1.6: Short-Term Interest Rates

Source of data: Central Bank of Kenya

26. The interest rate spread narrowed to 5.7 percent in October 2017 Aom 5.9
percent in October 2016 with the Commercial banks' average lending interest
51a[ili zing at 13.7 percent over the same period. Meanwhile, the average
commercial banks' deposit rate increased to 8.0 percent i:r October 2017 fiom 7.8
percent iJ1 October 2016.

Monqt and Credil

27. Broad money supply, M3, grew by 9.5 percent in the year to December
2017 compared to a growth of 3.7 percent in the year to December 2016 (Table
1.3). The growth in M3 was largely on account of an increase of net domestic
credit to the Govem.ment and the improvement in the contribution of net foreip.
assets.

Table 1.3: Money Su ly and Credit, Ksh billion

Source of dau: Central Bank of Kenya
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28. Net Foreip Assets (NFA) of the banki-ng system in the year to December
2017 increasedby 8. 1 percent from a growth of 0.8 percent over a similal period in
2016. Meanwhile, the Net Domestic Assets QrIDA) imFroved to a growth of 9.9
percent in the year to December 2017 from the grouth of 4.3 percent over a similar
period in 20i6. The pickup in grouth i-n 20i7 is due to an improvement in ttre
gro'*th of net domestic credit. Domestic credit imFroved to an annual growth of
Ksh 225.1 billion (7.6 percent) in the year to December2Ol7 compared to a growth
of IGh i 79.3 billion (6.4 percent) in the year to December20l6.

29. A::nual growth of credit to the private sector is on a gradual recovery path
(2.4 percent in December 2Ol'1,2.7 percent in November 2017,2.0 percent in
October 2017 atd 7 .7 percett in September 201 7), reversing the downward trend
witnessed since August 2015. However, this was a slowdown compared to the 4.1
percent growth ia December 2016. The real estate, manufacturing, tade, @nsumer
durabies and private households have continued on a net basis to receive credit
flows fiom the banking sector since Jaauary 2017.

Balance of Payments

30. The overall bala::ce of payments position improved to a surplus of US$
163.6 rrillion (0.2 percent of GDP) ir the year to December 2017 from a deficit of
US$ 129.0 mifhon (0.2 percent of GDP) i-n the year to December 2016 (fable 1.4
and Chart 1.7) due to the improvement in the financial account ttrat more than
o6.91 ths widsning current account deficit.

T4!19 1.4; Balance of Paymen ts

Source of dda: Central Bank of Kenyd.

31. The current account balance registered a deficit of US$ 5,095.2 million (7.0
percent of GDP) in the year to December 2017 from a deficit of US$ 3,652.8
million (5.2 percent of GDP) in the year to December 2016. This reflects the
widening of the tade account balauce and the increased payments to foreip.
investors (due to high itterest palments) despite an imFrovement in the secondary
income account balance particularly increased workers' remittances.
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Chart 1.7: Performance of Balance of Payments and its Com onents

Soutce olF d.dla: Cental Bank of Kenya

32. The deficit in ttre merchandise accourt widened by US$ 2,506.2 million to

US$ 10,396.2 million in the year to December 2017 reflecting increase in payments

for import of oil on account of the rebound in international oil prices aad the

increase in imports of machiaery aad tansport equipment mostly on account of
imports of wagons, locomotives and associated equipment rolatod to the Standard

Gauge Railway (SGR) project. ln addition, Det export of goods and services

declined geoerally reflecting lower global demand for exports of manufactured
goods; raw materials; chemicals and related products; and miscellaneous

manufactued articles.

33. Flows in the Financiai Aciount increased to US$ 5,300 million i:r
December 2017 compared with US$ 4,137.4 million in December 20i6, with the

surplus reflecting higher liabilities compared to assets. The firancial inflows were

mainly in the form of Foreign Direct luvestlents and other iaveshents which

stood at US$ 379.9 milliea. a1d US$ 5,863.6 -illion, respectively ir:
December2O17. Other investuent inflows maidy include foreign fiaanci:rg for
Government in-fr asructure proj ects.

Foreign Exch ang e Res erves

34. The barkiag system's foreign. excbaage holding improved to US$

9,645.7million in December2017 from US$ 9,587.5 million in December 2016

(Chart 1.8). The ofEcial foreign exchange reserves held by the Central Ba:rk

remained stong at US$ 7,331.9 million (4.9 months of import cover) in December

2017 compared with US$ 7,572.9 milhon (5.0 months of import cover) in
December 20i6 wbile commercial barks holdi:rgs was at US$ 2,313.8 miilion in
2017 from US$ 2,Q[d.S milliell in 2016.
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Chart 1.8: Official Fo
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Soutce of data: Central Bank ol Kenya

Capital Markets
35. Activities at the stock market remained strong in January 20lg despite a
slowdown in September 201 7 and o ctober 2017 due to uncertainty associatei with
the_long electioneering period. The NSE 20 Share lndex improved to 3,737 points
irr January 2018 fiom 2,794 ponts i:r January 2017 while Market capitarization
improved to Ksh 2,660 billion from Ksh i,7gg billion over ttre sa-e period.

1.3 Fiscal Performance

36. Implementation of the FY 2017/19 budget is on coruse aithough
performance is lagging lehind 1a1gs15. Ia the fust half of the y"*, ,"r"oi"
collection has consistentiy lagged behind targets due to the under performance of
the main revenue tax heads. On the other hand, there have been elevated
expenditures pressures as a result of the adverse spillover effects of the prolonged
drought, the repeat ofthe Presidential Elections and saiary demands by Universiles
Staff and Health Workers.

37 . By end December 2017 , foltat cumulative revenues inciuding A_I_A
collected amounted to Ksh 709.4 billion (equivalent to g. I percent of GDp) against
a target of Ksh 777.7 billion (8.8 percent of GDp). The recorded snortral of Ksh
68.3 billion was due to under performaace of the ordinary revenues by Ksh 44.g
bi-llion and the ministerial AJ-A by Ksh 23.5 billion. The shortfall in ordinary
reveDue was on account of rmderperformaace in all the broad categories ofordinary
revenues.
38. Total expenditures amounted to Ksh 907.0 billion agairut a target of Ksh
1,029.3 billion falling below target by Ksh 122.3 b lion al ttre end ofbecember
2077. The shordall was due to lower than projected disbursements to county
Governments due to the delayed enactnent of the county Allocation of Revenue
Act as well as below target absorption of development expenditures despite the
faster spending in the recurrent expenditures by the National Govemment.
Recurent expenditure amounted to Ksh 647.0 billion against a target ofKsh 616.2
billion, representing above target spending ofKsh 30.8 billion. The faster-spending
was maidy recorded in operations and mailtenance which accountea ror rsu ss.6
billion and higher tlan programmed domestic interest payments of Ksh 17.6
billion.

2018 Budget Policy Statement
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39. The combined effect ofthe revenue and expendih:re performance at end of
December 2017, res,uited to an overall fiscal deficit (including grants), of Ksh
209.2 bifitor agaias a targeted deficit of Ksh 226.2 billion. This deficit was
financed through net foreip borrowing ofKsh 24.1 billion, net domestic filancing
of Ksh i 83.6 billion and ottrer domestic receipts of Ksh 1.6 billion.

40. Fy 2017/18 budget projection has been reviewed to reflect revenue
performance by end December 2077 and to take iato account expenditure
rationalizatioa necessitated by the acco-modation of the emergi:rg priorities and

salary and election reiated expenditure pressures.

41. ln the revised fiscal framework revenues are projected at Ksh 1,643.1

billion or 19.0 percent of GDP from the budget level of Ksh 1,704.5 billion or 19.6

percent ofGDP in FY 2017118. Total expenditures and net lending are projected at
Ksh2,323.1 billion or26.8 percent of GDP.

42. The deficit, inclusive of grants, is therefore projected at Ksh 620.8 billion
(equivalent to 7.2 percett of GDP). Borrowing from the domestic market is
projected at Ksh 293.8 billion" extemal borrowing atl{sh.323.2 billion and other
domestic receipts at Ksh 3.8 bi-llion. The overall impact of these developments is
reflected in Table 1.5 and Annex Table 2 and Anner Table 3.

Table 1.5 Fiscal Framework Mil[on
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1.4 Fiscal Policy

43. The fiscal policy stance over the mediun term aims at supporting rapid and

inclusive economic growth, ensudng a srutainable debt position and at the same
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time supporting the devolved system of Government for effective delivery of
services. The fiscal policy also indicates our deliberate convergence path towards
the East Africaa Communiry Monetary Union Protocol's fiscal targets. That is, the
EAC targets of a fiscal deficit ceiLing including gants of 3 percent of GDP and
gxslu.ling gants 6 percent of GDP.

44. The fiscal policy underpinning the FY 2018119 budget and MTEF will
sustai:r the revenue projections i:: line with recent mobi-lization trends in order to
maintain fiscal predictability. Revenue is proj ected to increase from 18.3 percent
of GDP in FY 2016117 to 19.2 percent of GDP ir: FY 202021 (fablel.5).
45. [n an effort to boost domestic revenue mobilization, ttre Government is
going to undertake a combi:ration of policy and ado,inistrative reforrrs to bolster
revenue yields going forward. These eflorts will reverse the revenue losses
experienced in the recent past where ordinary revenues have declhed about 1.0
percent of GDP from 1 8.1 percent in FY 2013114 to 17.1 percent LDFY 2016117 .

ln the medi"m term, ordi:rary revenues are projected to increase to 17 .7 percent of
GDP in FY 2020/21 from 17.1 percent of GDP in FY 2016/17. The additional
resources are expected to support the fiscal consolidation program aad bring the
fiscal deficit down to 3.0 percent of GDP by FY 2021122 from the projected 7.2
percent ofGDP in FY 2017l18. Some ofthe reforms to be undertaken include:

1. RoIl out of the lntegrated Customs |y[anagement System (ICMS) to seal

loop holes at the Customs to prevent concealmen! undervaluation, mis-
declarations and falsifications of import documents;
Irnnlamantatinn nf thp acrinnol Elaatrnaia ,-.'d^ .l-r.^Lind /'D E/-'FQ\ +a

\]wv r vr, w

tackle bansit ciiversion;
pnhangg ssqnning activities to detect concealment;
Scaling-up on-goi-ug a.nd routine activities such as Pre-Verification of
Conformity @VOC), benchmarki::g and auctions;

Data matching and use of third parfy data to enha:rce somFliance tbrough
integration of iTax with IFMIS ;

Expansi6a of tax base by targetiag informal sector, pursue qon-filers and

increase focus on taxation of intemational ba::sactions and transfer prici::g;
and

Enhance investigations, intelligence capacity and KRA capacity to support
revenue collection.

111.

iv.

vi

vii

46. Total expenditures and net lenditg is projected to decline from 26.8 percent
of GDP in FY 2017118 to 25.5 percent of GDP in FY 2018/19 and 22.5 perccrt. of
GDP in FY 2021122. This takes into account the Government's efforts to increase
the efficiency, effectiveness, transparency, and accountability ofpublic spending,
ia order to etrsure that there is sufficient fiscal space for priority socia.l and
inveshent projects.

47 . The overall fiscal deficit inclusive of grants is therefore projected to decline
from 9.1 percent ofGDP i:rFY 2016/17 to 7.2 percent ofGDP in FY 2017118, 6.0

2018 Budget Policy Statement14
STCRtrT



SECRET

pelcent ir FY 2018/19 and firrther to 3.0 percent of GDP by FY 2021122.

Exciuding expenditures related to the SGR, the deficit declines fiom 7.7 percent of
GDP i! FY 2016117 1o 6.5 percent of GDP in FY 2017118 and 2.4 of GDP by FY
2021/22. The lower deficit reflects the projected completion ofkey infasructural
projects being implemented by the Governmen! enhanged revenue collection and
prudent public spendiag.

48. This coosolidation process signfficantly aids the Govemments efforts
towards attaid:rg the EAC convergence criterion targeting a ceiling on fiscal
deficit of 3.0 percent of GDP inclusive of grants. Embedded in this policy is the
aim to continue containing-the-growth of reourent expenditures-in favou! of capital
investment so as to promote sustainable aad inclusive growth.

49. The reduction in fiscal deficit will also support debt reduction. h this
regard nominal public debt oD a net basis is projected to decline from the
preliminary Ievel of 51.9 percent of GDP in the FY 2016117 to 43.6 percent of GDP
ntheFY 2021/22.

1,5 Economic Outlook

50. Kenya's economic growth prospects for the FY 2018119 and over the
medium term takes into account the global and sub-Saharan Atica growth
recoveries. The growth projection takes into account the strategic objectives of the
Government as outlined ia the third MTP of Vision 2030. Real GDP is projected
to expand by 5.3 percent :aFY 2017 /2018, 5.9 percent in FY 2018/2019, 6.3
percent in FY 2019/2020 and 6.9 percent by FY 2AlD2 (fable 1.6 and Annex
Table 1). This growth will be supps6ed main ly by the implementation of '1he Big
Fout'' Plaq sustained inveshetrt in infrastructure, strong agricultural production
due to improved weather conditions, buoyant services sector, contiaued recovery
in tourism, increased investor and consumer confidence, and macroeconomic
stabilily.

51. The outiook, therefore points to a continued coordination of monetary and
fiscal policies for overall macroeconomic stabi-lity which will support robust
growtb, Iower fiscal deficits, contain inflation within ttre target range and a gradual

improvement i:: the current account balance.

52. ln addition ttre measures being uadertaken by the Govemment under 'lhe
Big Four" Plan to boost the manufacturing sector; enhance food security and

nutition; build affortlable housing; and achieve Universal Heaith Coverage are

expected to boost gronth, create jobs and promote inclusive growth.

53. Tnflatioa is currently within the Govemment's target range and is expected
fs lsmain so in the medium term underpinngd by prudent mo[etary and fiscal
policies, favourable weather outlook, relatively lower intemational oil prices, and
a stable exchange rate which is expected to dampen any risks of imported inflation.
The interest rates are expected to remai:r low and stable over the medium term
supported by improved liquidity conditions, and the proposed fiscal consolidation.

54. Kenya's extemal position is projected to strenglhen over the medium term
supported by a narrower curent account deficit. The improvement il the overall

15
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balance of payments reflects improved performance of tea and horticulture exports;
stong diaspora remitta.nces; recovery in tourism, and increased foreign dtect
investment i! infrastructure.

Table 1.6: Macroeconomic Framework

$trurYdrdlrul

S our c e : Natio nal Tre os ury

1.6 Risks to the Economic Outlook

55. This macroeconomic outlook is not without risks. Risks from the global
economies relates to uncertaiaties in the globai financial markets particularly with
regard to the U.S. economic and trade policies, normalization of monetary poLicy
in the advanced economies and the Brexit outcome. The recent geopolitical
tensions building around production and use of nuclear weapons if not addressed
could weigh down global gro*th with negative impact on tade aDd financial flows.

56. Domestically, tle economy will continue to be exposed to risks arisiag
Aom adverse weattrer conditions until the mitigating measures of food security
under "The Big Four" Plan are put in place. Additional {isks could emanate from
public expenditure pressures especially recurrent expenditures.

57. The Government will monitor the above risks and take appropriate
measures to safeguard macroeconomic stabiiity.

2018 Budget Policy Statement

]tii]6 20r6rl lot7/r8 : iti m9iT 101r,?:

ld Prd, Arl Bdgd 8n0fl7 BPS'lt Bl0P'17 Bls,tt BRO}'I? BPS'I8 IROTI? BISII BPS'lI

Amud fraa$dqt

6l

JJ

5.0

J.0

1i

JJ

6.8

i.6

63

Ll

6i

6J

JI

5J

1,9

1.9

6.1

1.0

5.0

.0i

6DP

6J

6t

5.0

t.0

0.7

6.9

5.8

5.0

i0

II

i.l

{J

5.0

5.0

0.1

,J

t,1

6.6

(0

rdnrug

0,6

715

.6J

42

.ti

51.1

o{

41

?,I

19.0

ff
.1.t

{.3

J.9

Jl.0

.Ji

6.9

.1J

62

.5.0

L)

.6.t .5J .6,i .J.9 J.l i.9

[951 6.7 [7 6J 6JGos ilmaiulnsaw b mfu

idlolud Pd.s

GiremnmlBudp

sdor

Cu'aro@'nrl hlo6, il. ffi;d tutrr

JJ

tJ

6.1

6l
.0.1

5.1

13

5J

6.6

31

6J

6.i

5.0

i.0

0.1

6J

JJ

t.0

i.0

0,t

I9J

t0J

17J

lll
11.1

ItJ

r.0

11.i

19.7

BI

L6

16.,i

L6

l?.1

xi w-

20.0 tu
!t
t9J

IIJ

21.6

.9J

.9.1

1.1

JIJ

l&7

lil
.il
.1.1

.6.8

52J

19.0

trJ
.15

.11

1'5

Jl.0

t&t

tr)

{1
.5,9

.5J

Jlt

19,0

21J

.5.1

1.1

.1i

50.?

rt{

xt
{-t

1.1

.{,6

I?J

l&9

2JJ

{J
.6.0

JJ

52J

IflM
fusilril Srnp

td0?
0lD&h
01tr(q)
0lld(hi
TordTd(.dtirir)

r9,1 l9r

21.1 W

r.0 .i.! 
.

{.6 .lJ

Lt .u

{9J {J

p,1.

-lr
.3.0

4t
{i

Tdmo
IdlqdilrdilHiB
0ttilhbi@iukt)drd
0,Elhh(mi6hs)ilgd
Omil hLe (miu hi) id. gu' qd $3fl

)loidodtFffi&il(qldd@!

SECRET

Patortrp

L4 2]J

l6J l6J

.5J 1r

?.0 7.0

16



SECRET

U. CREATING JOBS, TRANSFORMING LIVES -
..THE BIG FOUR" PLAN

2.1 Preamble

58. Over the last frve years, the Govemment has implemented various policies

and structural reforms under the Economic Transformation Agenda to foster a

rapid social-economic transformation. The transformation Agenda focused on five
key pillars including: (i) creating a conducive busir:ess environment; (ii) investing

in sectoral t1ancf6162fi61 (iii) ir:-frastructure expansion; (iv) investing in q"ality
and accessible social services; and (v) consolidati:rg gai:rs made ia devolution.

Sign:ificant achievements have been realized on all the five pillars.

59. The maintenance of macroeconomic stability over the past five years has

created a conducive environment for ilvesfuent and bushess. As a result, the

economy expanded at an average rate of 5.5 percent per year i:r the last five years

QO13 - 2Ol7) ou@erforming the average grorn'th rate of 4.5 percent i:r the 2008 to

2Ol2 ard 5.2% in the perio d2003-2007 (see Chart 1.1a). The value of goods and

services produced therefore iacreased raisi:rg the per capita ilcome ftom Ksh

104,700 in 2013 to an estimated Ksh 174,200 :m2017 (see Chart 1.1b). In additior"

the economy generated an average of 817.0 thousald new jobs per year i:r the

period 2013 - 2Ol7 tp ftom 656.5 thousand jobs per year in the period 2008-2012
(see Chart 1.1c).

60. Macroeconomic stability has been presewed with inflation rate rspailing
Iow and within target in the period 2013 ' 2017 followirg implementation of
conducive monetary and fiscal policies (see Chart 1.3). $imi16ly, interest rates

remaiaed low and stable while fis sxghange rate has remained competitive with
less volatility in the period (2013 - 2017) as compared with the period 2008-2012
(see Chart 1.6).

61. On infrastructue, the movement of goods and people arorind the country

has been made cheaper and more effective through expalsion of most roads,

seaports and airports. On ttre Standard Gauge Railway (SGR), the Govemment

completed ttre construction of Phase 1 (lrzlombasa - Nairobi) in 2017 and has

embarked on the construction of Phase 2A Q'{airobi - Naivasha). The railway has

sipificantly reduced transportation costs and eased ttre movement of people and

goods from Nairobi to Mombasa Further on infrastructwe, by the end of 2017

more thaa 6.1 m'illisa Ksayans had been connected to electicity compared to 2.3

m i I iion Kenyans corurected i:r 20 1 3 .

62. Targeted policies and reforms have been implemented i:r ali the economic

sectors includiag expanding access to subsidized fertilizer and seeds to farmers

enabiing. them to. i:rcrease prgduclyrtY of their lands, earn more incomes and

indeed ilake Kenya rioie food secure. ir:centives in ttre manufacturing sector have

included creation of industrial clusters, enactaent of laws for Special Economic

Zones, improving ease of doing busi:ress and expanding access to electricity.

63. On the social services, the Govemment has equipped hospitals with
specialized medical
public hospitals. I.:l

equipment, and expanded access to matemal health care in all
the education sector, the Govemment abolished examination

5tsCRp-,-
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fees for both standard eight and form four candidates and increased capitation. The
Government also provided free primary education expanded the Digital Leaming
Program and more recently provided for free day secondary school education. In
additioq thousands of orphans and vulrerable children, people living with
disabilities and ttre elderiy in our society continue to receive cash trarsfers through
the social safety net program.

64. h regards to devolution, the National Govemment ensured that all
budgeted tarsfers (particularly the shareable revenues) were disbursed to counties
to ensure key services were fi-rlly firnded. ln this context, the National Goveroment
disbursed around Ksh I trillion to County Govemmetrts over ttre past four years.
The National Government also continued to provide ttre necessary capacity
building in order to ensure efEcient and effective service delivery at the iounty
level.

65. Under the Economic Traasformation Agenda therefore, the Government
has laid a soiid fouadation for Kenya's industialisation as envisaged in the Kenya
Vision 2030. The Government realises that much more remains to be done 1o
achieve our developmental objectives of creating jobs and wealth, ensuri:rg
continued inclusive growtb, reducing poverty and more generaily, achieving our
Vision 2030 development objectives.

66. - Building on the progress made thus far and with the desire to decisively
con-Aont the ttrree perennial challenges of unemployment, poverty and incoml
inequality that this economy continues to face, the Government has identified four
key strategic areas offocus over the next five years that will accelerate broad based
ecolouic go.rth. This'ril! help tansfcrm'.Ie li.res of a.ll Kenya:s. The srategic
areas ulder "Tte Big Foii,-' Pla.a ir-,ci-,:de:

i. Supporting value addition and raising the manufacturing sector's share of
GDP to 15 percent by 2022. This will accelerate economic growth, create
jobs and reduce poverty;

ii. Focusing on initiatives that guamntee food security and improve nutrition
to ail Kenyans by 2022 tlrough expanqion of food production aad supply,
reduction of food prices to enswe affordability and support value addition
in the food processing value chain;

iii. plsvirling universa.l Healttr coverage thereby guaranteeing quality and
affordable healthcare to all Kenyans; and,

iv. Providi:rg at least five hundred thousand (500,000) affordable new houses
to Kenyans !y l122,hence improve living conditions for Kenyans.

67. lnvestn:ents in the above four areas is expected to tansform iives by
g.reating the much needed jobs enabling Kenyans meet their basic needs, improve
livi:rg conditions, lower cost of living, and reduce poverfy and inequality. 

-

68. Therefore, the policies in this BPS seek to provide an enabliag environment
for the attai:rment of "The Big Four" PIaa and to enable private seitor to ttrrive.
Thus, particular focus will be on key enablers such as macroeconomic stability,
improving the ease of doi:rg busi:ress, expanding hfrastucture, improviag
security, expanding access to finance, and instituti:rg govemance reforms. Thi
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poiicies in this BPS are also aliped to the medium-term priorities and stategies
outlined in the Third Medium-Term Plao (2018-2022) of the Kenya Vision 2030.

2.2"The Big Four" Economic PIan

2.2.1 Supporting Yalue Addition and Raising the Share of
Manufacturing Sector to GDP to 15 Percent by 2022

69. The Government will target to increase the contribution of manufactuing
sector to GDP fiom 9.2 percent in 2016 to l5 percent by 2022 by addirg USD 2 to
3 billion to our GDP. It is expected that this will i:rcrease manufacturing sectorjobs
by more than 800,000,

70. Ia order to ensure that we achieve the manufacturing sector target of 15

percent of GDP, the Government will place special emphasis on the following key
areas: (i) Textile and Apparels; (ii) lrather products; (iii) Agro - processing; and
(iv) Manufacturing of construction materials. Other important sectors will be Oil,
Mining and Gas; Iron and Steel; ICT; aod Fish Processing (Chart 2.1a). Specific
mea$ues and incentives will be implemented to boost these sub-sectors and

increase job creation.

Chart 2.1a Increase Manufacturing Share to L57o of GDP: Priority Sub-
secto rs

o.!.r1.<l t rg.rt by 2022 P.lo.lty rnrtl.uv..

lioo.ooo conon Job.: N&
ApP.-l jobr loo.ooo

Pollcy .wlFr lt . .&lDr a lb..nttr.
.q 

't 
or l6du.rn.r slEd.

,OOO h. 6l B-r C6ttoh

com9r.t. M.chrko. L..in.. p.rk
Ch.ng. pollcl....p.ln rtoppl^C lmpofl.
ld.ndly 3 ot6.. t ..k.
M.p 1... d.|ry. mt & cEpr 6lu. ch.ln.
/{tt .cl2 giob.r t6 pEE..o[ ln Mo6b...
R.gur.t. mllk htwkiq, bu.i^.. lh K.^y.
D.6lop srhoudng.hd oold ch.ln.ir..

ld.atlly kry h@.rm cffPo^ht
rd6dt ,rroqLcr!-n
Buy K.ny. porloyoox ot !or.l) no. hou.r^e

pol!ry dlEclion lor rlu. /{.rdltlon
lr.t 1 rnt m.d6mr lM.to.

R.6n. q crud. .rl,orl lbrTurkst oll

D.€lop Pollcy e lrc.nt6 frh.work
e.r.brl.hc6r & i,q o- d.polt
Co.cled. Jv wlth mmsltclrrDr
Commll 6oYl .h.E ot .t l{n SOt$

2018 Budget Policy Statement

Oetailed targets by 2022 Priority lnltlauves
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71 . To support the textiles industry, the Govemment will develop cotton
production using hybrids aad Bacilius Thuringiensis @T) which have 3 times
production yield compared to present conventional varieties, buy domestically
grown cotton, improve govemance in the import rules for textile products to
cushion local producers as well as give incentives to ilvestors to build modem
ginneries and textile manufacturing plaats. Further, the Govemment wiU train
50,000 youths and women to be involved i:r this sector and establish 5 miilion
square feet of industrial sheds. Successful implementation of these measures is
expec@d to increase revenue from textile industry from USD 350 million to USD
2 biJlion, create 500,000 cotton jobs and 100,000 new apparel jobs by 2022.

72. [n addition to the above measures, ttre Government will continue to develop
industrial i.nfrastructure such as Export Processing Zones @PZs), Special
Economic Zones (SEZs) and i::dustrial park across the country. More specifically,
priority will be given to establishment of a Modern Indrxtial Park iu Naivash4
apparel industial sheds in Athi River, establish the Dongo Kundu SEZs and
infrastructures.

73. Kenya has a huge untapped potential in the leather industry. To support the
growth of the ieather i.ndustry in the counfy, ttre Govemment will ensure that all
hides and skins are fuily processed locally, tain personnel and set up 5,000 cottage
industries, complete Machakos Leather Park and identi$ three more leattrer parks,
and support expan<ion of existing taaneries 15r'6r''gh iacentives aod acc€ss to
finaace. To cushion Iocal manufacturers, the Government will review import rules
for finished leather products with the aim of creating wider market access. This
initiative is targeted at creating 50,000 new jobs, make 20 million shoes and
increase export revenue by USD 500 million by 2022.

74. To promote growth of tle agro-processiDg sector, the Govemment will
support value addition to agricultural produce across the value chain. This will
involve processing tea, coffee, meat, sugar, dairy, fruits and vegetables locally in
order to obtain more value aDd create an additional 200,000 jobs and wealth for
Kenyans. In additioq tle Govemment targets to more than triple the rmount of
processed agricultural exports from the current annual growth of 16 percent to 50
percent by 2022. This will create additional jobs aad increase export revenue for
Kenya.

75. In addition, on agro-processing, the Govemment will build on the ongoing
efforts in order to revitalize the coffee and tea zubsectors including: reformi:rg the
legal and policy frameworks, promotion of value addition; supporti_ng debt waiver
for growers to ease their debt burden; and using locally blended fertiliser on a 50/50
basis and implementing liming. In addition, the Govemment will beef up the
Commodities Fund by restoriag commodity levies in order to expand access to
credit and inputs by farmers; expansioa of the Nairobi Coffee Exchange into a
Commodities Exchange; and fi:rther liberatization and diversi.fication of market
access.

76. To support oil, mining and gas sector, the Government will facilitate the
exploration of coal and iron ore deposits, support value addition in oil production
and develop policy and incentive fiamework to attract intemational investors to the
sector.
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77 . To enhaace the export of our ma::ufactured products, the Govemment will
implement an elaborate marketing stmtegy to diversify our export markets
i:rcluding penetrating new markets. This will be alongside exploiting the markets
available uoder Common Market for Eastem and Southem AAica (COMESA),
East A.frican Community @AC) and the ripartite arargements.

7-8, On the blue emnomy, the Goverrment targets to sipificantly expand
fishing to 18,000 metric tonnes of fish anaually Aom the curent 2,500 metric
toDnes. To facilitate the development of the blue economy, the Govemment will
stengthen enforcement measures to curb illegai fi5hing activities along Kenya,s
Indian OceaD territory; suspend the fishing lice.ses of all htemationul t 

"*1"r,operating in Kenya's terdtorial waters until they comFly with the local input
requtement; and entrance processing before exi:ort to improve value of fish and
marine products and remove stuctural bottlenecks in the sector.

79. [r order to rea]ise these objectives and expand manufacturing sector, the
Govemment will create an enabling environment by i-Flementing various
initiatives including: cut ttre cost of off-peak power to heavy iadusfy by half;
review work permit regime and encourage expatriates whose skills support the
manufacturing sector; expand i-r.frastructure aod land access; enhance of access to
quality inputs and markets; protect local manufactuers from counterfeits goods;
aad create an additional 1000 small and medirlm size enterprises (SMEs) focused
on manufacturing utich will bave access to affordable capital, skills and markets.

80. Ottrer key areas will include i:rvestaent in ICT; conti::ue with ease of doing
business initiates; promotion of "Buy Kenya Build Kenya,' initiative to expani
production for local consumption; sEict erforcement of the 40 percent iocal
contetrt for all govemment prcjects; and construction of industial parkvZones.
(Chart 2.1b).

Chart 2.lb Increase Manufacturin Share to l57o of GDP: Enablers
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2.2.2 Enhancing Food and Nutrition Security to all Kenyans by 2022

81. The Govemment targets to ensure that all citizens enj oy food security and
proper nutrition by 2022 by ensuring self-sufficiency in the production of maize,
rice and potatoes among others. Specifically, Govemment intends to increase the
production of (i) maize from the current 40 million 90 kg bags annually to 67
million bags by 2022; (ii) rice from around 125,000 metric tonnes (MI-) currently
to 400,000 MT by 2022, and (iii) potatoes from the current 1.6 million tonnes to
about 2.5 MT by 2022 (Chzrt2.Z).

Chart 2.2: Increased Food Production to Enhance Food Security
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82. To achieve food security and improved nutritior, the Govemment will
focus on three broad areas, namely: enhanci.g large-scale production; boosting
smallholder productivity; and reduci:rg the cost of food. Over the Dext five years,
specific initiatives will be implemented across the tlree broad areas (Chart 2.3).
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Chart 2.3: New and Innovative Initiatives that wiII drive 1007o food and
nufrition Security over the next live years

Focus areas Detailed Initiatives

Place addltlonal 700,000Acres through PPP (including idle arable land) under
maize, potato, rice, coton, aguaculfure and fueds productiofl.
Form an Agriculture and Inr'gation Sector Working Grcup (AISWAG) to provld€
coordlnatlon for irlgated Agrlculturo
Use locally blended fertilizer on 8 50/50 basis and implementliming e.g. maize.
Avail incentives for post+arvest technologles to reduce postiarves,t lo&ses from
20016 to 15% e.g. walve duty on cereal dryiog equipmenq hematic bags, grain

cocoonvsilos, fishing and aquaculture equipmont and reed

Establish l,OO0targeted production level SMEs using a pertcrmance based
incentive modelin the eotire value chain
lmprove access to credivinputfor famers through Wareiouse RecelptSy6tem and
strengthen commodlty fund
Establlsh commerclallzed feed systems tor llvestock, fisht poultry and piggeryto
revolutionize feed regime and traceabilityof animalsto €ccess Gxport markets.
Secure inveEtori to constuuct a Shlpyard (ln 2018- site existing) and lncrease
domestlcflshlng fleet by 68 Vessels in the Coast

Focus areas Detailed initiatives

Enhance lalge scale
produclion

conb'act farmers tor Shategic Food Reserve (price stabilizauon) and other
commercial of-takeG.

Redesign subsldy modelto maximize impact by bcusing on specific fanner needs
(fiexible voucher and incenwe based model)

Secure investrnents lhrough PPP in post.hsrvest hsndllng (storage, cold stordge for
fish, aggregation) and market disHbution lnfrastructureto reduce losses

Rehabilitate and operationalize fsh landing sites in Lake Vlctoria (Migod, HomaBay and
Busia)

Eliminate multiple levies across countles in the agriculture ralue chain (enrorce laws
on roads)

83. To enhance large-scale productioD, the Govemment will place an additional
700,000 acres ttrrough PPP under mri"g, ,otato, rice and feeds production; expand
irrigation schemes and secure water towers and river ecosystems. The Govemment
will also transform the Strategic Food Reserve (SFR) by promoting investuents ir:
post-harvest handling through Public Private Partnerships, and by contracting
farmers and other commercial off-takers. Further, the stategy will involve leasing
idle agricultural land owned by the Govemment.

84. On agro-processing, the stategy will i::volve establishment of i,000 SMEs
focused on food processing to improve vaiue addition; redesip of the subsidy
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model by focusing on specific farmers' needs; establishment of commercialized
feedlots for livestock, fish, poultry and piggery to revolutionize feed regime and
traceability of animals; aad increasing access to credit or iaput for farmers tlrough
warehouse receipt system.

85. In order to enhaoce agriculhrd productivity am6ag ssallholder farmers,
the Govemment will upscale crop and livestock i.nsuraace with the goal of
sushisning farmers against climate related risks. Additionally, ttre Government
will continue to suppo( other disaster risk fi-nancing instruments such as the
Hunger Safety Net Program, Nationai Drought Emergency Fund among others.

86. To promote the grouth of the livestock sub-sector, the Government in
collaboration with the County Govemments, will continue to entrance the provision
of extension services to ttre farmers in the Couaties. ln addition, the contol of
notifiable livestock diseases in the dairy sector will be a priority of tle
Government. Livestock disease free zones have the potential for ensuring
sustainalls hcreased livestock and agricultural productivity -6 gushi6ning the
farmers aud livestock from endemic diseases such as the tsetse fly transmitted
Trypanosomiasis which affects 38 out of 47 counties putting 11 million people at
risk. Further, the Govemment will waive duty on feeds, establish and revolutionize
commercialized feedlots and taceability of "nimals.
87 . In addition, the Government will stengthen early waming system which is
key in providing i-ely weather and climate information which is important in
triggering appropriate early action and decision making in relation to food and
nutrition security.

88. To increase fish production, the Govemment intends to establish and
revolutionize commercialized feedlots for fish and avail incentives for post-harvest
technologies to reduce overall post-hawest losses of fish from 20 percent to 15
percent.

89. Ln order to reduce ttre cost offood, the strategy will i:rvolve elimination of
multiple taxation across Counties in the agriculnral value chain; provision of
affordable energy to reduce the cost of production; enhancement of market
distibution i::frastucture to reduce losses by use of cold storage for production
and storage of seeds; availing incentives for post-harvest technologies to reduce
post-harvest losses ftom 20 percent to 15 percent; and waiving of duty on cereal
drying equipment, hematic bags, gain c.sco6ns/5ilos and feed.

90. By implementing the above rDeasures, ttre Government targets to create
more jobs and reduce the cost offood. (Chart 2.4),
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Chart 2.4: Job Creation and Reduction in the Cost of Food
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2.2.3 Providing Universal Health Coverage to Guarantee Quality and
Affordable Eealthcare to All Kenyans

91. Over the next five years, the Govemment targets 100 percent Universal
Health Coverage (LIIIC) for all households (Chart 2.5). This will guaraDtee access

to quality and affordable health care to all Kenyans.

Chart 2.5: Achieving 1007o Universal Health Cov

92. Ia order to realise this obj ective, the Govemment will focus on
recon-figuring the National Hospital lnsurance Fund (NIFIIF) and reforming the
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govenvuce of private insurance comprnies. In particular, the Govemment will
review and amend the NHIF Act to aligtr it to the universal heaith coverage as well
as review the laws govemhg private insurance companies to encourage irvestnent
by private health insurers and bring the cost of covel eTithin the reach of every
Kenyan (Chart 2.Q.

Chart 2.6: tr'ive Innovative Initiatives that will Drive NHItr' Scale u
Priority lnltatves
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93. The Govemment will continue to scale up the provision of specialized
medical equipment aod increase the number of health facilities at the community
level inciudi-ng mobile health services i:r order to increase the number of Kenyans
who access specialized healthcare. The Government will also continue with the
digitization of the health fuformation management especially NHIF, an endeavour
that will increase efficiency and reduce overhead costs by 3 percent arrd foster
faster online regishation. To firther enhance service delivery, ttre Govemment will
estabiish national data c€ntres (NDC)/Radiology Hubs at Kenyatta National
Hospital and Moi lmshing a:rd Referral Hospital (Chart 2.7).
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94. Additional efforu to support achievement ofuniversal health coverage, will
include the expansion of the "Lintla Mama" programme (free matemity
prograrnme) to mission hospitals and private hospitals aad enlistilg Cornmunity
Health Volunteers to help in healthcare service provision at the grassroots.
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Chart 2:7 Deliverables to Achieve UHC in Five Years

2.2.4 Provision of Affordable ard Decent Housing for All Kenyans
95. The Government is keen on delivering five hundred thousand housing u:rits
by 2022 in major cities across the country. This wiJl provide decent homes, create

an additional 350,000 jobs, provide market for maaufacturers and suppliers and

raise the contribution of real estate and constnrction sector to 1 4 percent of GDP .

96. To achieve this objective, the Government ipill imFlement policy and

adminishative reforms which are targeted at lowering the cost of construction and

improving accessibility of affordabie mortgages. The focus will bs 6a laising low-
cost funds from public and private sectors for investorent i:: large-scaie housing
production (Chart 2.8).

Chart 2.8: The Housing Program Combines Innovative Ideas on AII
Dimensions
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97. To enable the construction of decent low cost fieg5ing r:nits, the
Government has developed a comprehensive housing package that will incentivize
the private sector in low cost housi:rg. One of the incentives is the reduction of
corporate tax rate for developers who coDstruct at least 100 units per year.
Additionally, the Govemment plans to establish a National Social Housing
Development Fund and stengthen the National Housing Corporation (lrIHC) to
take up more strategic roles in resource mobilization and management of tenant
purchase schemes and provide altemative financing strategies to fi:rance low cost
houshg ald the associated social and physical ir:frastructure.

98. To expand access to affordable and decent housing, the Govemment has
established a Tasldorce on Expanding Affordable Housing Finance in Kenya. The
Tasldorce has embarked on the process of establishment of Kenya Mortgage
Refinance Compaay (KMRC) which would be a wholesale fi:rancial institution that
issues bonds in the local capital markets, aad with the proceeds extend long term
loans to financial ir:stitutions secured against mortgages. KMRC will be set up as
a Public Private Parhe$hip (PPP) between the Govemment and ttre private sector.
It is expected to operate as a private sector driven company with a public purpose
of developing the primary and secondary mortgage markets by raising long term
funds from capital markets thus providing access to affordable housing finaace ia
Kenya To kick offthe affordable housiag program, the Govemment will develop
8,200 houses in a piJot project at Mavoko. The process ofprocuring Engineering,
Procurement and Construction Contractor for this project if ongoing. The sector
players and Development ParErers have been brought on board to ensure
rust"inability of the program.

99. The Govemment wili also expand tle on-going initiatives in the housing
sector including, the investment in low-cost houses through upgrading slums and
ir:formal settiements by providing clean water and sanitation, access roads,
schools, health centes and income generating activities. Additionally, the
Government will prioritize review of the National Construction Authority Act,
Bui-lt Envhonment Bill, and related legislations to ensure they address matters oD
sustainable building standards aad desip procedures, as well as green buildi:rg
codes for sustainability and safety of the housiag sub-sector.

2.3 Enablers for the "The Big Four" Economic Plan
i 00. As stated earlier, the Govemment has successfi:Ily implemented tle
Economic Transformation Agenda during the last five years. This has created a
stong and solid foundation for economic hansformation and industrialisation as
envisaged in Kenya Vision 2030.

10i. Building on the progress made, the Govemment will continue with the
implementation of programmsg and policies under the Economic f1arsf6a6a1i61
Agenda. As such raft of policies will be impiemented under the five thematic areas
of the Tralsformation Agenda nameiy:

i) Creating a conducive business environment for investorent and job
Creation;

ii) i:rvesting i:r infrastructrue to unlock growth potential;
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iii) investing in sectoral tanqformation for food security and broad based

sustainable economic grorr,th;

iv) iavesting in quality and accessible social services (health, education and

social safety net); aad

v) consolidating gains in devolution for services delivery and entranced rural

development. The Govemment will continue to implement stuctural
reforms in areas such as govemaoce, financial sector and in public fi::anciai

management with a view to ensure enhanced productivity and

competitiveness.

102. The stategy going forwarded will therefore, target to implement "The Big
Four" Plan enabled by the pillars under the Economic Transformation agenda as

follows:

2.3.1 Conducive Business Environment for Investment and Job
Creation

103. This thematic area conti.nues to focus on sustainhg conducive business
environment (Chart 2.9) by maintaini::g macroeconomic stability, supporting
business regulatory reforms, and eEtrancing security so as to attact and encourage
investuent and job creation under "The Big Four" Plan.

2.3.1.1 Macroeconomic Stability

104. Maintaining macroeconomic stability is necessary to qeate a conducive
environment for private sector invesmeilts as a basis for sustaiaed economic
grorth. As such, the Govemment will continue to pursue prudent fiscal and

Transformlng
lives

Transforming
societies

I

15"/o
of GDP from the
manufacturing
sector

500,000
affordable new
houses for Kenyan
families

l----{

lOOo/. 100%
Universal Health
Coverage (UHC)

Food and Nutrition
Security

Enabred by macro-economic stabil'lU

Youth iruobs
throuqh
Yocatlonal
tralnlng and
education

Targeted
lnfrastructure
Investments

Security
Technology

innovation

29
SECRET

2018 Budget Policy Statement

SECRET

ll&Illii,ur{lli:

lcompeuuve cost I Gor"-"n". Ilofpower i I

fr**

ffi



StrCRET

rnoDetary policies that support the attaiDmeDt of "The Big Four" Plan, strong
economic growth and maintain public debt at sustainable levels.

105. In this regard, monetary policy will target to keep hllation within the band
of 2.5 percent on either side of the 5.0 percent target. To flrther rei.oforce price
stability, monetary pol-icy supported by the proposed fiscal policy will help keep
ilterest rates low aud stable and the exchange rate broadly stable and competitive
to support our exports. The Govemment will also target to strengthen ttre
international reserves position. Further, it is expected that credit to the private
sector will support productive activities.

106. On the other hand, the Government will continue with fiscal consolidation
efforts. Deliberate steps will be undertaken to narrow the primary budget deficit
and stabilise public debt, prioritize development expenditures wh.ile protecting
social spending and investrnents. In addition, the Government will implement
various measures to boost revenue mobilization. These measures will include:
complete overhaul of the cr:rrent Income Tax Act, streDgttredng tax admini566fi6a
and expansisa of the tax base. The review of ttre lncome Ac! that is expected to
be fi-nalised by June 2018, is based on the following principles: simplicity;
expanding the tax base; equity and progressivity and international taxation
principles including t"nsfer pricing.

107. Inherent in the medium term fiscal policy, is the Govemment's
commituent to the fiscal consolidation prograrn. The deficit dropped from 8.4
percent of GDP ir FY 2014/15 to 7.4 percent ofGDP in FY 2015/16, however ou
accounl of one off expenditures to deal appropriately with drought mitigation
measrues and the general election the fiscal deficit expasded to 9.1 percent ofGDP
loFY 2A16/17 and is projected to decline slightly to 7.2 perc:.l;t in FY 2017118.
The deficit is projected to further declire to 3.0 percent of GDP by FY 202ltZ2
(Chart 2.10).

108. The projected consolidation is driven more by slowdown in ministerial
expenditures and boosted by the dividends from the ongoing reforms to enhance
domestic revenue mobilization.

Chart 2.10: Fiscal Consolidation Path, Fiscal Deficit a percent of GDP
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109. The fiscal consolidation will support reduction in the nomiral public debt
on a net basis (as a percentage of GDP) from tle preliminary 51.9 percent of GDP
in the FY 2016/17 to 43.6 percent ntheFY 2021/22.

2.3.1.2 Deficit Financi-ng Policy

i 10. The main sources of 6sding for Govem:lent are from domestic and
extemal official creditors. The Government will conti::ue to diversifo tle sources
of fi:rancial resources over the medir:m term by mai:rtaining a presence i:r the
intemalional capital markets. The Government wili utilize and maximize the
officiai extemal sources for loans on concessional terms. Non-concessional and
co--ercial extemal borrowing will be limited to development projects with high
fir:ancial ald economic retums.

I 1 1. On the extemal financi:rg front, the Govemment will minimizg ths dsgse
of foreign exchange rate risk exposrue associated with the extemai debt portfolio
by adopting a defiberate approach in diversifying the curency strucfine of our debt
so as to hedge xgains{ sxshangs rate risks especially for new loan commitnents. A
cautious approach will be adopted il the issuance of external Govemment loan
guaratrtees and provision of Govemment support to minimize tle risk exposure to
contingent liabiJities.

112. Domestic borrowing remaias one of the key sources of financing the
Government's deficit. The borrowi:rg plan wi-ll be alchored in the medium tema
debt menagement stategy to ensure public debt sustainability 't5orr1 

"rsudingout the pdvate sector. The Govemment will continue playing a key role in domestic
debt market refonas to ensure the market remains vibrant and continues to deepen
as it provides an opportunity for the private sector participation in accelerating the
economic activities ofthe country. This wili be achieved by ensuring tsnsparency
in the market through issuance of bouowing calendar.

2.3. 1.3 Business Regulatory Reforms

113. "The Big Four" Plan requires brave steps to lowerthe cost ofdoing business
across the county. ln the last four years, temendous progress haq !e61 made in
this direction. As a result, Kenya's ease of doi:rg business improved ftom position
129 in 2014 to position 80 in 2017 accordiag to World B"nk's Doi:rg Business
report. In addition, for two consecutive years (2016 and 201f, Kenya emerged as

the third most reformed country in tle worid.

1 14. Out ofthe I 1 indicators of ease ofdoing business, Kenya made six reforms
duri::g the year, among them: erhancing the ease of starting a business by merging
formal procedures that small businesses need to comply with to register; reducing
the cost of construction permits by eliminating ciearance fees; easing payment of
taxes tlrough the iTax plaform; and reducilg the time for comFliance ttuough a
single wi:rdow system.

115. These reforms have helped to i:rcrease efficiency, local and foreip direct
investrnents (FDI) which are vital for jobs creation. FDi leveis have risen from US
dollar 5i4 million in 2013 to US Doliar 2.6 billion in 2016, making Kenya one of
the most preferred i:rvestment destinations in Africa
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116. Going forward, the Govemment will build on the rapid progress by taking
measures such as cutting the mrmber and cost of permits and [censes at both
Nationai and County levels. This is expected to fi:rther improve our Doing
Business ralkhg in line with our ambition of being 2mong the top 50 nations by
2020.

2.3.1.4 Improving National Security

117. National security remains critical to economic stability and attracting
investuents, accelerating growth and in tum creating emplolment, especially for
the youth In light of this, the Govemment has in the last four years invested in
better equipmen! 6aining and working tools as well as strengttrened coordination
among security agencies. The Government has also increased the numbers of
Police Officers tlrrough annual recruitrnents. This has raised the ratio of police
ofEcers to citizens to one officer for every 407 citizens.

1 18. Going forward, the Govemment will build on the on-going security reforms
by scali-ng-up investnents in security infrastructures such as installation of
Surveillance and Control System; equipping ofthe forensic laboratory; acquisition
of 10,000 motorbikes for Chiefs and Assista:rt Chiefs; constuction ofongoing and
newly gazetted administative units; instailation of 3d generation Identity Card
System; modemisation of Govemment Press; provision of housing, patol vehicles,
uaining facilities. The Govemment will also undertake compreheosive registation
and establish-ent of a National Population Register; reduction i:r alcohol,
substances and drugs abuse; enhance the counEy's disaster preparedness; build
capacity for effective and faster investigations; and skengthen partnership with
communities.

2.3.2 Investing in Infrastructure Development to Unlock Growth
Potential and Drive "The Big Four" Plan

i19. Development of faster and cheaper meaas of transpo( for freight and
passengers is critical for expansion ofeconomic oppornrnities for employment and
competitiveness of an economy. Investing in Infrastructure development will
support achievement of the "The Big Four" Plan. The strategy will therefore,
involve buildi"g on the on-goiag i-nfrastructural development in road rail, marine,
air, eoergy, and ICT.

2.3.2.1 Further Erpanding Road Network

120. Over the next five years, the Government intends to complete the 7,000km
of roads currently under constuction and work with County GovemmeDts to
increase the coverage of rural access roads to enable farmers to get their produce
to markets faster and cheaply. I.r addition, the Govemment is in the process of
initiating t}re construction of the Mombasa-Nairobi six Iane highway which will
improve con:rectivity aad enhance movement ofpeople and goods between the two
cities.

121. The Government will also focus on developing urban roads to decoDgest
cities and major towns. For instance, the decongestion of Nairobi is ongoilg with
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dualling of the outer-ring road that is now complete and the dualli4 of Ngong

Road Phase one which is on course.

2.3.2.2 R:alJ, Marine and Air Transport

Standard Gauge Raihuay

122. The compietion of phase I of the Standard Gauge Railway (SGR) from
Mombasa to Nairobi ha s improved the movement of Kenyaas across the two cities.

Currently, there are two SGR passenger trains operations per day with a capacity

of 1,488 persons each. Since the inauguration of Madaraka Express in May 2017,

more than 500,000 passengers have travelled the Mombasa-Nairobi route.

123 . To improve efficiency i-n cargo gansportation, the Govemment

cornmissioned the SGR freight service in Ja:ruary 2018 ' On this service, four trains

per day with a capacity of 4,000 tonnes per tai:r wiJl be rundng 61 6 daily basis.

Tbis will reduce the cost of tanspofiation and facilitate cheaper movement of
freight between the two cities.

124. With Phase I of SGR completed, the Govemment has embarked on the

Phase 2.{ Q.lairobi - Naivasha). AJready, detailed desims and fiaancial
mobilization of SGR Phase 2.A has been done. Once completed, the railway line is
expected to tum Naivasha into a map.et for SEZ investors and their tenants,

offering a reliable freight service to haul raw materials and fi.:rished products

between Naivasha and the Port of Mombasa for expoft purposes. In additioD, in
December 2017 , I#, The President launched the Inland Container Temainal in
Nairobi to support the SGR Freight Cargo.

Sea Pot'ts

125. To support the achievement of "The Big Four", the Government will
enhance cargo handli-ng a:rd storage, and reduce the time to clear cargo. Having

somFleted Phase I of the second contai:rer terninal at the port o1146s1foas4 the

Government is currently focusing on Phase tr, aimed at creathg an additional berth

which is 250 meters long on a draft of -15meters. In addition, under the Dongo

Kundu Special Economic Zote, a free port is under consideration on an

approximately 3,200 acre parcel of land to the West of the Port of Mombasa-

126. Further, the Govemment will continue to develop several commercial

ports. In particular, the fust three berths at the Lamu Port are on course and are

expected to be ready by 2020. This facility will open up an altemative corridor
Iinking the upper part of A-frica, the Mddle East and Europe. Others include, the

development of Kisumu Port in order to harness opportunities for fu:ter-country

transport and tade among the East A-fricaa countries around Lake Victoria.

Airports

127. The recent Category one status (CAT 1) awarded to Jomo Kenyatta

International Airport (JKIA) emphasizes the Govemment's corrmituent to cement

Kenya's position as the regional aviation hub. This is a historic milestone in the

growth and development of civil aviation here ia Kenya a:rd ir: the East A-frican
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region. with this Dew slatus airiine operators in Kenya aad usA will now realise
their long awaited ambition to operate directly tolfrom the USA. This will similarly
be convenient to passengers who caa now fly for longer distances ia a shorter time.
128. Over the last four years, tlree new terminais have been completed at JKIA-
Terminal 1A, Termina.l IE, and Terrnina.l 2 and made fully operational thereby
increasing the capacity of the Airport to the cunent 7.5 million annuat p*r"ogo
throughput. Further, the completion of the Isiolo Intemational Airport will imp.&e
connectivity and enhaace trade in .the hom of Africa.

?9. Going forward, to support the achievement of ..The Big Four,, pla:r, the
Government has embarked on remodeling and upgrading fffa'i fermi.na tg, C
and 

_D 
toraise its totai passenger handling capacity to 10 millioD by the year 2010.

Further, the Government will continue to develop a number of Airitips io connect
various parts of the country as well as facilities which are meant to enhance
connectivity with Kenya's neighboring countries. Tbis includes the rehabilitation
and expansion of Lokichoggio Airport in Turkana Cor:nty, Ikanga Voi Airstrip in
Taita Taveta County, Kab,nde Airport in Homabay Co.nty, S,neka Airstrip in
Kisii County, Wajt Airport in Wajir County, Manda Airport in Laou CountyLd
Nanlr:ki Atstrip in Laikipia County.

2.3.2.3 Enhancing Access to Adequate, Affordable and Reliable Energy
Supply

130. Access to adequate, affordable and reliable energy supply is necessary to
reduce cost of doing busi:ress, spur growth of enterprises and indusfies, and
accelerate the realization of"The Big Foru,, plr''.

13 1 . To this effec! the Govemment targets 100 percent access to affordable and
reliable energy by the year 2022. la. order to realize this, ttre Govemment is
exploiting locally available energy sowces includiag the vast potential of
renewable energy. The development of power plants particularly the g f0 IrAW Ute
Turkaaa wild Power Plant, and &g tw6 ,nits in olkaria that are expected to add
approximately 210 MW to the grid.

132. Goi:rg forward, the Govemment w l continue to invest in the construction
of more electricity substations, transmission lines and d^istribution of transfomers
to boost the availability of electricity and to sustaia demand.

2.3.2-4 Promoting the use of Information, Communication and Technology
(ICT)

133. Promoti:rg the use of ICT is imporiafit as a mJari? bf reduci:rg the cost of
doing business and enhancing efficiency in service delivery. In iight of this, over
the last four years, the Govenment has implemented a n,mber of initiatives to
entrance the use of ICT including: the expansion of Optic Fibre Backbone
Infrastructue across the counties i:r order to facilitate i:rtemet conaectivity;
recruiting and traini',g of ICT graduates ,nder the presidential Digital raleni
Prograrnme aimed at enhalcilg ICT skills among the youths to enlance their
employability; taining of 10,000 youth on onliae jobs under Ajira programme;
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and leveraging on ICT to improve Government service delivery tlrough initiatives
zuch as e-Procwemen! Huduma Keny4 e-Citizen, iTax and IFMS.

134. Goi::g forward, the Govemment will buitd on the progress made so far to
improve ICT infrastructure and ircrease ICT skills and innovation in order to &ive
the attainment of "The Big Four" Plan. The stategy will focus on expanding ICT
ln-frastructure connectivity by further rolliag out the National Optic Fibre
Backbone (NOFBD Broadband; connecti::g ali State Departuents to a Unifed
Government Communications System; management and improviag cyber security;
and increasing the number ofyoutls trahed under the Presidentiai Talent Initiative
and Ajira Keirya initiative and facilitating their absorption to the job market.

13 5. Further, the Government wi-I1 continue to increase online access to
Govemment records tbrough digiti?ing Government records; continue with the
ongoing construction of Konza Complex and provide funds to facilitate provision
of i:rfrastucture that wiil attact investo$ to the Konza Techlo City project.

2.3.3 Investing in Sectoral Transformatior for Broad Based Sustainable
Economic Growth

2.3.3.1 Promoting Environmental Conservation and Water Supply

136. Environmental conservation and access to adequate supply of clean water
is firndamental for the achievement of "The Big Four" PIan. lndeed, a clean

environment aad adequate safe drinkhg water and sanitation do complement
efforts towards improved primary health care and productivity of labour. In
additioo, adequate supply of water is essentia.l for increased agricultural
production, manufacturiag activities and serring the rapidly urbanizing population.

137 . For this reason, the Government working with County Govemments will
continue to invest in clean water supply, prioritize on constuction of large-scale
dams across the couDtry to increase water storage, complete ongoing water projects
i-n urban and rural areas in order to increase ttre number ofpeople connected to safe

piped water, protect wetlands aDd water towers and coDstruct water harvesting and

storage infrastructure across the country. In addition, the Govemment wiII contiaue
to expand sanitation inftastructue in the urban areas by connecting more
households wittr sewerage and establish proper waste management system.

138. ln recognition of the serious tbreats posed by climate change, the
Government will continue to develop istruments for climate proofing wlnerable
sectors of the economy tbrough enhancing mitigation and adaltation measures. In
particular, tbe Government is developing ianovative finanging mechanisms such
as Kenya Climate Change Fund as provided for in ttre Climate Change Ac\2016.
The Fund will be key is 6slilizing and channeling climate finances at both
national and internationai level. In addition, Kenya is also tapping into the Geen
Climate Fund and the Green Bonds Market. Indeed, Kenya is one of the first
countries that is at an advanced stage for the issuance ofGreen Bonds. The Kenya
Green Bond Programme is aimed at positionirg key financial institutions to tap the
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139. Contiauing with these efforts and with the aim of avoiding health and
environmental effects resuJting from the use of plastic bags, the Govemmenl
banned the use, manufacture and impo(ation of all plastic bags used for
commercial aad household packagng. So far, the ban has cut plastic pollution
substantially. After the plastic ban milgstoas, the Government is organizing to host
the East A-fricaa Framework Agreement on Air Poilutioo, building on the Nairobi
Agreemeat of2008.

140. Going forward, the Government \ /ili continue to eDforce ttre ban on use a:rd
manufacture ofplastic bags, maintain the use of green energy, fight poaching and
illegal trade i:r wildlife and wildlife products, and mainsteam climate change
mitigation and resilience measures into all its projects and programmes.

2,3,3.2 Stimulating Tourism Recovery, Sports, Culture, and Arts

141. Tourism kansformation and its integration with sports, culture and arts are
critical for revenue generation, inciusive growth and employment creation,
Tourism as an enabler to "the Big Four Plan" will be availing the foreign exchange
requfued for importation of machinery to facilitate manufacturing and any ottrer
imports besides stalilizing the foreip. exchange.

142. Consequently, the Government has put in place various incentives to boost
the sector, among them; giving visa on arrival for all A-fricans visiting Kenya and
the rntoduction of Cha-rter hcentive Prog.- aod Air Passe',ge.rs subsidy GISD
3C ieb&tes per passengeis). The proglam is aimsd 6i lscor.ring iost busi:ress fiom
tourist charter aircrafu that used to terminate at Moi lntemational and Malindi
airporu. Waiving of visa fees for chil&en under the age of 16 years is also meant
to encourage family travel to Kenya. In addition, VAT exemftion on park Fees and
the reduction in Park entry fees from USD 90 to USD 60 are effected to encourage
both local aad intemational tourists to visit our National Parks.

143. Going forward, i.n order to ensure sustainability in the tourism sector, ttre
Government in partnerhip with key stakeholders wi-ll continue implementing the
following strategies: revamping and refreshing beach and safari products;
developing world class national parks and reserves; mainstreami:rg conservaqcies
into the tourism value chain; developing heritage tourism product (refrrbishment
of Railway Museum, Fort Jesus and M,ma Ngi:ra Water Front); sports tourism;
bushess and conference tourism; adventure tourism; city tours; wellness and yoga;
medical and health tourism, among others. Development of bfiastructure
especially in tourism areas; marketing of Kelya as a viable tourism destination and
shengthening preseDce in the new and emerging markets (China & India) as well
as regionally Q.Iigeria & South A-Aica).

144. I-n addition, the Government will conti:rue to train aad nurture taiented
youths in various sports discipline and sensitize them on anti-doping. Lr arts aad
culture, the Govemment will continue to disseminate heritage knowledge, enhance
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fiLn monitoring and enforcemeot by issui:rg fiLn regulatory licenses; and

conducting raldom iaspections to ensure inappropriate content is not distributed to
the public.

2.3.3.3 Sustainable Management of Land for Social-Economic Development

145. Land as a factor ofproduction is critical to economic, social, political and
cultural development. Secure access to land sustainable land use planning and
equitable distribution of land remain immsDssly importaDt for food security,
employment creation and the socio-economic development of the counEy.

146. I:: order to support the attainment of '1he Big Four" Plan, the Govemment
will establish a Land Baak to set aside land for co--erciai use such as

i:rdustrial i"ation and the construction of 5 00,000 affordable and decent houses. The
Government will also fast track finalization of tle Land Value lndex Bill so as to
make sure that Kenyans are hformed of the indicative prices of land in different
parts ofthe country, so as to control speculation.

147 . In addition, the Govemment will provide altemative forms of compensation
such as equivalent value of land or goverDnent bonds, hstead of focusing on
monetary compensation. Further, the Govemment will fast tack the approval of
regulations for altemative dispute resolution mechanism. This will ensure that the
public have an altemative method to resolving land disputes which is cheaper and
faster.

2.3,4 Enhancing Service Delivery through Devolution

148. Successfirl implementation of progr"mme5 and reforms under "The Big
Four" Plaa requires close collaboration between the National and the Couaty
Governments. Il order to ensure that County Governments effectively play theit
role, suppod from the National Govemment towards devolution will focus on three
key areas: i) enhanced fi::ancing for County Governments; ii) development oflegal
and regulatory frameworks for Public !'inarrce Ma.nagement @FM); and, iii)
technisal 5uppert and capacity building for the Counties. The three areas which are
aimed at enabiing Counties improve deiivery services are elaborated beiow:

2.3.4.1 Enhanced Financing for Couuty Governments

149. Since FY 2013/14, more than Ksh 1 trillion has been traasferred to the 47
Counties supporti:rg service delivery aad establishment of critical ofEces as

stipulated in the Constitution. Over the las fow years, it is evident that these
transfers are having positive impacts oD KenyaDs at the gass root level tlrough
improved livelihoods and better economic performance at the local level. ln
general, devolution has improved public participation in decision making where
policies and development prograrnmes are concemed. Moving forward, the
National Govemment is committed to boost fi:nding for devolved fi::rctions by:

. enhancing fiscal hansfers to the Counties, including tbrough sustained
gorth in equitable share allocations, bassd oD revenue raised nationally as

stipulated in the Constitution; and,
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Continued supplemental fi-nancing
additionaj conditional allocations,
development partners.

of devolved functions, through
i-ncluding those sourced from

2.3.4.2 Development of Legal and Regulatory Frameworks for Public
F inance Management

150. Since the establishment of County Governments, the National Govemmeat
has facilitated the development of various legal and regulatory frameworks
intended to support devolution. Those already finalized hg[uds;

. a framework for borrowiag, which is contained in the PFM (County
Govemments) Regulations, 201 5;

o the Public Private Parbrerships @PP) Ac! 2013, which enables County
Govemments to idtiate local PPP arrangements, as long as the contracts do
not geDerate unmitigated contingent liabilities at either level of
Govemment;

o guideiines for the management of intergovemmental fiscal tansfers, which
clariff a cohesive oversight framework for fiscal flows between the two
levels of Govemmetrt, in line witl the Constitution and the PFM Ac! 2012;
and"

e Guideiines on the Administ'ation of the Equalization Fund, which has

enabled operationalizati4l of tle Eqtrelizatio'' F:sd and ongoing
implemen'radon of proj ecil;.

2.3.4.3 Technical Support and Capacity Building for County Governments

15 1 . To date, the National Government has implemented a number of technicai
support and capacity building initiatives aimed at supporting devolution. Among
other capacity building initiatives:

o a curriculum was prepared for County pp\,{ fi'aining and a programms fs1
lslling out training i:r the cou:rties were developed by the National
Tteasury, intended to enhance capacity of County Govemments il PFM;

r the National Treasury continues to dispatch technical staf[ to the Counties
to support in implementing lntegrated Fi:ra:rcial Management and
I-nformation System @MIS); and,

r pursuant to a dtective from the National and County Government
Coordiaating grrmmig an analysis was undertaken of firnctions of the
National and the County Govemments, with the goal 6f sliminntitg
duplication of firnctions as well as wastage arisi:rg therefrom.

152. At the momen! a major capacity building/performance grant progmrnme,
which aims to stengthen institutions and systems for devolved service delivery at
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both levels of Government is uader implementation. The Kenya Devolution
Support Programme (KDSP) is a:rchored under the National Capacity Buiiding
Framework CNCBF), and it targets resulE in four priority areas na-ely: i)
strengthening PFM systems; ii) shengthenhg County human resource
6anagement; iii) improving County planning and M&E systems; and" iv) civic
education and public participation. A major focus of capacity building moving
forward is on budgeting and financial reportiog.

2.3.5 Investing in Quality and Accessible Education and Social Safety
Net

153. The Govemment ia supporting achievement of "The Big Four" Plar, will
continue to foster inclusive growt\ reduction of poverty and inequality by
continuously irvesting in quality and accessible healthcare, relevant education and
stengthening the social safety net.

2.3.5.1 Investing in Quality and Relevant Education for all Kenyans

154. Provision of quality and relevant education and taining is essential in
equippitrg Kenyans with the skjlls aad know how necessary to spur
industialization.

155. For this reason, the Govemmeut will focus on improvilg and expanding
the iadrxty-ied Technical and Vocational Education and Training (TYET)
Colleges and Universities in order to equip the youth with relevant skills ysquirsd

to drive the industrialization agenda- The Government's strtegy will involve
construction ofmsls lsghnical a:rd vocational colleges in all the 290 Constituencies
aad equipping them with appropriate uaining equipment. The Govemment will
also develop more skiiled and competitive workers through the planned "paid for"
intemship prog'am that will lead to the absorption of more than 100,000 young
Kenyals hto the job market every year.

I 5 6 . On curriculum reforms, the Govemment is currently piloting the new
surisuhrm in nursery and lower primary schools. The next stages will involve
developing cu:riculum desiess and syllabi, curriculum support materials and
teacher education curricuh.rm ahead of the national 16U-6u1. Once comFleted, the
new curriculum will prepare leamers to meet the 21st century needs, promote a
focus on leami:rg and competencies and develop quality and relevant skills fs. th.
job market.

157. Goilg forward, the Govemment's strategy will focus on: coDstruction and
improvement of infra.skucture in al1 leaming institutions; enhancemeot of
capitation and grants to institutions; developing educational delivery staudards,
mtisaalizing teacher deployment and strengthening teachers' zupervision,
enhancement of ICT htegration ir: education at all levels and promotion of science,
technolo gy and innovation.
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2.3.5.2 Strengthening the Social Safefy Nets

158. The Govemment continues to address the various challenges facing
lulnerable groups so as to build resilience and promote affirmative action for a1l.
Over tre medium term, the Govemment will continue building capacities of
communities and register Self Help Groups and Bene6ciaries Welfarc Committees
(BWC, providing them with formal recopition and opportunities to ]ink with
Micro Finance L$titutions @{FIs) and non-state actors; develop ir:frastructue of
12 Vocational Rehabilitation Centres (VRCs); establish the National Development
Fund for Persons with Disabilities (PWDs) decentalization of the single registry
for the National Safety Net Programme; and finalise integration of the existing
Information Management Systems for the CT-OVC, OPCT and PWSD-CT
programs into a one-stop system.

2.3.5.3 Empowering Youth, Women and Persons with Disabifities

159. The Govemment targets to continue promoting gender and youth
empowerment, improved livelihoods for the vulnerable groups and people living
with disabilities through the National Youttr Service (NYS) program, the social
transformation progam, and SACCOs in order to attain sustainable youth led
enterprises and promote employment creation services.

160. The Govemment will also continue expandilg opportunities for the youtb,
women and persons with disabilities in procurement using the Access 1o
Government Procurement Opportunities (AGPO) and designate resources for the
establishment of youth empowerment c,enters to mentor the youth on leadership,
natinnel wcirrac onrl cnttanrpnarrrchi^ .Lill"

161. Empowering youths, women and people with disabilities to start and rur
Micro, Small and Medium Scale Enterprises (lr,{SMEs) is an important agenda of
the Government. The Govemment has been supporting these groups tlrough
affirmative action fiinds such as Uwezo Fund, the Youth Enterprise Development
Fund, the Women Enterprise Fund and the Micro and Smalt Enterprise Authority.
However, the fragmented approach to supporting, finansing and developing
MSMEs, hi.nders their incubation and take off, particularly those owned and
managed by yout\ women, persons with disabiLities and other minorities. ln this
regard, the Government is in the process of reformiag and consolidating these
funds into one robust Fund whose objective is to support MSMEs, with a greater
emphasis to those owned by youth, women and persons with disabilities. This Fund
forms a critical Iink between MSMEs and socio-economic empowerment agenda
of the Government that feeds into the broader focus of Govemment over the
medium term, and in panicr:Iar, "the Big 4" Plan.
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2.3.6 Entrenching Structural Reforms to Support "The Big Four" Plan

2.3.6.1 Strengthening Governance and the Fight Against Corruption

162. The Govemment will contilue to strengtheD various institutions that are
maadated to fight comrption in the country, implement reforms on good
govemance and enhance the capacity to recover com:ptly acquired assets. The
Government will also continue with the implementation ofthe measures articulated
in the National Call to Action against comrption.

163. The strategy will also stengthen ttre implementation of Mwongozo Code
of Govemance for State Corporations; support and enhance investaent in the
capacity of the judiciary to expedite the heariag and disposal of economic crimes
cases and ensure that the timelines for the conclusion ofeconomic crimes cases are

radicaily reduced to less than 6 monlbs.

2.3.6.2 Deepening Public Financial Management Reforms

164. Achievement of"The Big Four" Plan necessitates prudent management of
the available public resources. As sucb, the Govemment will continue to stengttren
expenditure contol and improve the efficiency of public spending thsrrgh public
financial managemsat 1gf6rm5 aimgd at enhancing transparency and accountability
in order to provide fiscal space for finatrcing priodty projects.

165. The focus will be to fast tack consideration of reports on budget
impiementation, audited accounts of the Natiooal Government" Couuty
Governments and State Corporations; expansion of automation of public service
delivery systems; digitization of all payments for public services; review of
taxadon, duty and customs frameworks to ensure predictable, fairer and traosparent
tax system. These activities will go a long way in entenching good govemance i:r
public institutions aad ensuring accountability of public resources.

166. To enhance automation of public payments, the Govemment will finalize
the integration of IFMS with the electonic Project Monitoring lnformation
Sys&em (e-ProMS), KRA and CBK Systems; fiaalize tbe review of the IFMS e-
procurement module in line with the new requirements mder the Public
Procurement and Asset Disposal Act 2015; eDhance the capacity of IFMIS users in
the National a:rd County Goverrments on cash management, automatic bank
reconciliation and ttre automated exchequer release process; and implementation
of the IFMIS Disaster Recovery Solution.

167 . The Integrated Customs Management System (iCMS) and Excisable Goods
]yl[enagement System @GMS) will enhance the efficiency of custom clearance
processes ald procedures of cargo entering into KenyaD local market a:rd the rest of East

African countries. The system minimize5 manual transactions and thus fast cargo
clearance at all border contols and is expected to increase cargo volume to East
A-frica through Kenya Ports Authority.
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2.3.6.3 Fostering Financial Sector Developments and Reforms

168. A robust financial sector is central to the realizalion ofthe "Big Four" Plan.
The Govemment, will continue to implement measures a.nd reforms aimed at
fi:rther deepening and strengthening the fiaancial sector.

169. Great strides have been made in the fi-nancial sector. Ia particular, the
passing of the Nairobi Intemational Financial Centre Ac! 2017 il July 2017 which
creates the Nairobi Iatemational Fi:rancial Cente Authority. This has laid grouod
for the positioning of Nairobi as an Lrtemational Financial Centre. The Act wil-l
thus provide the legal framework to faciiitate and support the development of an
efficient and globally competitive fi-nancial services sector in Kenya- With an
action plan already in place, going forward the Government will expedite the
operationalization of the NIFC.

170. To enhance access to credit, in May 2017,tbe Moveable Properfy Security
Rights Bill was assented into law. With the Act in place, lenders can now provide
credit using moveable properties as collateral. The Act also creates an online
electronic collateral registry. ln addition, The Govemment will expedite the
enachent of the Keoya Credit Guarantee Scheme Bill to firrther support access to
credit by SmaJ.l aud Medi,,m Enterprises and guide structued implementation and
development ofa vibrant Credit Guarantee Scheme that embraces a Public-Private
Partnership Stucture.

1'71. Building on the progress made thus far, the Goveroment will continue to
strengttren financial sector supervision by expediting the enactlent of the
Financial Services Authority GSA) BiX which will coDsolidate existing non-bank
fi-nancial sector regulators and create a new market conduct framework.

I72. Further, to strengthen bank supervision and regulatory framework, the
Governnent will stengthen frrll implementation of risk based supervision to
enable regulators to cope with new risks; enhance Kenya's position as an Islamic
Fir:ance Hub; and firrther extend the credit reporting ftatnework to include credit
providers from outside the financial sector.

173. To deepen the capital markets, the Govemment will expedite the enactuent
of the Securities, InvestueDts and Derivatives Bill; expand the new derivatives
marke! stengttren capital marker h-frastucture and institutions; divenifr capital
markets products and services; uni$ the existing two Central Securities
Depositories under a single Cental Securities Depository (CSD); and support
infrastructure financing by Counties and National Govemment through the capital
markets. ln addition, the Govemment will establish an Islamic Finance Council
with a view of providing s slgar [5]amis Fi-nance Govemance Framework in order
to ensure consistency a:rd certainty in desip a:rd issua:rce of Islamic financial
products and services.

174. To exploit Kenya's established lead in digital finance, the Govemment will
create a national digital infrastructure that will provide fiaancial solutions across
all parts of the economy. This in-Aastructure will involve strengthening of the
national digital identity system; real-rime money transfer; enhancing retail
in-frastructure fs1 gashing ir 1fl sashing out of digital money; erhancing of cash
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conversion; development of new universal national palments addressi:rg system
aad single payments; and digitisation of government payments.

175. To provide opportunities for individual savi:rgs and personal investments
in health, housi:rg, education and other sectors of ttre economy, ttre government
will catalyze the mobilization of long-tern domestic fiuils. Insurance and pension
funds are curently the most importanl potentiai souces of such funds. To achieve
ttris, new products will be developed reforms in the insuraace and pension's legal
frameworks and regulations wili be i:ritiated, snd aaining for ifftitutional investors
on these products will be conducted. By so doing the percentage oflong term assets

held will thus i::crease.

176. To protect consumers of financial products, a comprehensive consumer
protection framework for tansparency, fair teatment and recourse across all sub
sectors will be developed. The major emphasis here will be on building cross-

sector market conduct and consumer protection regulation to incentivize fiuancial
sector providers to develop financial solutions that match target consumer Deeds

which are delivered appropriately. This will be zupported by the roll-out of Datioml
fi-nancial consumer education and awareness iaitiatives.
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III. FY 2OI8/I9 BUDGET AND THE MEDIUM
TERM

3.1. Fiscal Framework Summary

177. The FY 2018/19 budget framework is intended to continue the fiscal
consolidation agenda which will bolster our debt sustainability position and give
flexibility for counter cyclical fiscal poticy interventions when appropriate.

Revenue Projections

178. The fiscal framework for the FY 2018/19 budget is based on the
GoveromLent's policy priorities and macroeconomic policy framework set out in
Chapter I and Chapter II.

179. Ia the FY 2018119 revenue collection iaglurting Appropriation-in-Aid
(AiA) is projected at Ksh 1,853.9 billion (18.9 percent of GDP) fiom Ksh 1,643.1
bilfion (19.0 percent of GDP) in the FY 2017/tg (Annex Tables 2 and 3). This
revenue performance will be underpinned by on-going reforms in tax policy aud
revenue administration. Oldin65y reveDues are projected at Ksh 1,688.5 billiotr
(17.2 percent ofGDP) in FY 2018/19 up from Ksh i,486.3 billion (17.2 percent of
GDP) in FY 2017118.

Erpenditure Projections

180. In the FY 201 8/19, overall expenditure and net lending are projected at Ksh
2,492.2 btllion (25.5 percent of GDP) from Ksh 2,323.1 billion (26.8 percent of
GDP) in'rhe FY 2017i18. These expen<iitures comprises among others, recurrent
of Ksh i,50i.5 biiiion (15.3 percent ofGDP).

181. ln terms ofpercent^ge of GDP, the wages and salaries bill for teachers and
civil servants including the police is expected to reduce to 4.5 percent of GDp in
the FY 2018/19 ftom 4.6 percent in the FY 2017118.

182. J[g c€iling for development expenditures includir:g foreip finan6sd
projects (including Det lending) in nominal terms amounts to Ksh 612.9 billion in
the FY 2018/19. Most of the outlays are expected to support critical in-fustucturc.
Part of the development budget will be fiuded by project loans and grants from
development parhers, extemal bonowing, while the balance will be fiaanced
through domestic resources.

183. A contingency of Ksh 5.0 billion is provided for ir: the FY 2018/l 9 budget.
In additioq Ksh 4.7 billioo is provided for as conditional grants to mareinaliz,ed
ateas.

Deficit Financing

184. Reflecti:rg the proj ected expenditures and revenues, the fiscal deficit il the
FY 2018/19 (excluding gmnts), amount to Ksh 638.2 biiiion (equivalent to 6.5
percent of GDP). Including grants, the overall fiscal deficit is projected at Ksb
587.7 billion (6.0 percent of GDP) irl FY 2018/19 compared to the estimated
overall fiscal baiaoce of Ksh 620.8 billion (7.2 percent of GDP) in Fy 2017118.
The deficit excluding SGR related expenditures in the FY 20l9ll9 is projected at
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5.5 percent of GDP which is lower than ttre proj ected 6.5 percent of GDP in FY
2017t18.

185. The fiscal deficit i:r FY 2018/19 will be financed by net exterDal fiaancing
of IGh 2i4.7 biliion (2.2 percent of GDP), net domestic borrowing of Ksh 368.8

billion (3.8 percent ofGDP) and other net domestic receipts of Ksh 4.2 billion.

3.2 Budgetary Allocations for the FY 2018/19 - 2020121MTEF

1 86. The bufuetary allocations to the tbree arms of Goverrment including
sharable revenues to County Govemments is summarised in Table 3.1:

Table 3.1: Summary Budget Allocations for the FY 20l8ll9 - 2020n1NI'IEF
(Ksh Million)

S o ur c e : Nationdl Tre as ury

Key Priorities for the 2018/19 Medium Term Budget

187 . The National Treasury issued guidelines dhssting Ministies, DePartrents
and Agencies (lMDAs) to prioritize public iDvestrents geared to the realisation of
"The Big Four" Pl6q namsly supporting value addition in the manufacturing sector

to raise the share to GDP to 15 percent by 2022; food security and improved
nutrition by 2022; achievement of Universal Health Coverage; and constructing at

least five hundred thousand (500,000) affordable houses by 2022. These are the

Government priorities aliped to the MTP III of the Vision 2030.

188. I:: this regard, resource allocations will be aliped to development

progFmmes/projects under the "The Big Four" PIan of the Govemment and

resowces earmarked for these interventions will be ring-fenced over the medium
term.

189. In addition, we have factored additional resources with a special focus to
the following over the medium-term:

o Social Protection, Culture and Recreafion - resotuces to double the
number of vulaerable citizens supported through the cash tansfer
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zo77 /18 2OB/19 2Ot9/20 2O2O/2L

l- National Government 1,566,493.6 1,,607,944.L 1,7!7 ,577.6 t,828,7fl.4
2- Consolidated Fund Se rvices 356,892.4 461,916.9 493,40t.t 630,102.8

3. J ud icia ry 18,039.6 77,7a3.2 70,o73.7 77 ,575.2

4. Parliame nt 36,043.0 3L764.9 32,197.5 34,546.4

5. County Governments, inc conditional 345,681.0 372,74r.9 372,163.5 381 908.9

TOTAL 7323,r49.6 2,492,L54,9 2,63s,9s3.4 2,492,45!.1

% Share in Total Expenditure

1, N ational Government 57.40/" @.5% 6s.2% 63.2%

2. Consolidated Fund Se rvices 15.4Yo 74.5% 18.7o/o 27.8%

3. Judiciary o.8% o.7% o.a% o.6%

4. Parliame nt L.6% L.3% 1.2% r.2%

5. County Governments ].4.*/o 15.O% 14.1% 13.2vo

TOTAL LOO.U/o L@.Oy" t@.oPA L@.OYo
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prograrnme (inua Jamii); and provision of health insurance cover through
the NHIF for all citizens above the age of70. The allocation to this sector
is expected to increase by 14.7 percent in FY 2018/19 a:rd by 7.0 percent
over the medium-temr. Tbjs will build resilience and promote affirmative
action for addressing challenges facing vulnerable groups aad
commuaities.

Education - enhancement of the Free Primary Education prograrnme to
iaclude Free Day Secondary Education. The allocation to this sector is
expected to increase by 14.2 percent in FY 2018/19 and by 7.I percent over
the medilm_term.

Eealth - expansisa of the free matemity prograrnme to include NHIF
cover for postratal care for one year. The allocation to this sector is
expected to increase by 13.4 percent in FY 201 8/19 and by 6.0 percent over
the medium-term.

Agriculture, Rural and Urban Development - expansion of food and
agricultural production wili require an hcrease in the fertilizer subsidy
initiative to reduce the cost to farmers, and support to small-holder
agricultural irrigation by constructiag large-scale dams. The allocation to
this sector is expected to increase by 1.5 percent in FY 2018119 aud by 4.5
percent over ttre medirun-term.

On-going projecls. emphasis was given 1e sempletion of on-going capital
projects and in particular intastucture projects ivith high iml'act on
poverty reduction, equity 3nd gmFloyment creation.

2018 Budget Policy Statement
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Allocation Baseline Ceitin gs

i90. Tne baseline estimates reflects the current ministerial spending levels in
sector programmes. ln the recurrent expenditure category, we initiated a Zero
Based Budgeting approach which involved justfying each allocation, lagluding
provisions for salaries and other operational expenditures and non-discretionary
expendih:res.

191. Development expenditures have been prioritized on the basis of the ,The

Big Four' initiatives, the updated Thhd MTP of Vision 2030 priorities and the
strategic policy interventions of the Govemment. The following criteria was used
in apporti oning capital budget:

The 'Big Four' Plan: priority was given to allocations that support ttre
realisation of"The Big Four" Plan either dircctly as drivers or indirectly as
enablers, namely supporting value addition in the manufacturing sector;
food security and improved nutrition; achievement of Uoiversal Health
Coverage and affotdable housing.

a
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Counterpart funds: priority was also glven to adequate allocations for
donor counterpart fi:nds which is the portion that the Govemment must
finaoce in support of the projects fi:ra:rced by development partoers.

Strategic policy intervennons. further priority was given to policy
iaterventions covering the entire nation, regional integration, social equity
aud environm ental conservation.

tr'iralization of Spending Plaus

3.3 Details of Sector Priorities

193. Table 3.2 provides the projected baseline ceilings for the FY 2018/19 and
the medium term, classified by sector.

47 SFCRET 20lB Budget Policy Statement

192. The finalization of the detailed budgets will entail thorough scrutiny of
individual MDAs budgets to er.sure that the allocations for FY2018/19 and the
Medium-Term have been realiped to reflect the "Big Four" Plan either directly
(as drivers) or indiectly (as enablers). ln ttre event that additional resources
become available, Govemment will utilize them to accomrnodate key national
strategic priorities. Specitrcally, the following will receive priority:

. Projects/services or interventions that will serve as drivers or enablers for
achievement of the "Big Four" Plan in the areas of manufacturing, food
secwity, affordable housing and Universal Health Coverage

o lntewentions identified during the stakehoiders consultation for the FY
2018/19 budget and-over the medium term

. Stategic interventions and other policy interveutions to enhaace regiooal
iategration and social equity; and

o Specific consideration to enhance job creation for the youth based on sound

initiatives identified within and outside ttre normal budget preparation.
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Table 3.2: Medium Term Sector Ceilings, 2018119 - 2020/21(Ksh Million)

S o arce : National Tr eas ury

194. The medium term expendihre framework for 2018/19 - 2020121 ensures
resource allocation based on prioritized prograrDmes aligned to the MTP Itr. It
also focuses on strategic policy initiatives of the Jubilee Adminisfration to
accelerate growth, employment creation and poverty reduction.

Agriculture, Rural and Urban Development Sector

195. The Sector plays a key role in accelerating economic growth tlrough
snhanging fe6d and nutrition security; iacome generation; employment and wealth
creation; and foreip exchaage eamings. The sector also contributes significantly
to socio-economic growth and development through forward and backward
Iinkages with other priority sectors of the economy.

196. During the Fy 2018/19-2020/21 MTEF period, the Sector will continue to
implement policies aimed at cushioning the agricultue sector from exogenous
shocks and ensuring food security. The focus will be redesiming subsidies to
ensure they target improvements ia food yields and production quality; facilitating
large scale commercial agriculture to help diversif, staples; addressing arable land

S TCR.FT
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ownersbjp and utilization; exponsion of irrigation schemes aad securing water

towers and river ecosystems. In addition, fisheries, aquaculture and Blue Economy

policies, in-frastructure aad capacities will be developed and implemented The

Sector will also fast-tack the approval of National Land Use Policy to enable

sustai:rab1e and productive use of land as enshrined i:r the Constitution'

lg7 . In order to implement the prioritized programmes, the Sector has been

allocated Ksh 38.981 billion5 Ksh 41.842 billion and Ksh 43.802 billion for the

financial years 2018/2019, 2019 12020 and 202012027 respectively'

Energy, Infrastructure and Information, Communication and Technolory

Sector

198. The sector aims at sustaining and expanding cost-effective public utility
intastructure facilities and services i:r the areas of energy, maritime, tansport,
petoleum, ICT in ii:re with the priorities in the Constitution of Kenya a:rd the MTP

u.
199. Some of the major projects for the sector targeted for implementation in FY

2018119-2020121 i:rclude: 2,946 NI\'l of additional installed electricity generation

capacity; Connecti:rg all Kenyans to electicity; Northem Corridor Transport

Improvement Project; Lamu Port $6uftgrn $udan and Ethiopia Transport corridor

(LAPSSET); Phase 2 ofthe Standard Gauge Railway; Konza Technopolis City; E-

do--erce Hub; National Optic Fiber Backbone Infrastructure Q'{OFB! Phase tr,

promotion and development of the maritime sector; East African Trade and

Tra::sport Facilitation Projects and County Connectivity; exploration and

appraisals in oil blocks and Early Oil Monetization of crude oil to enhance early

commerciaLization of the crude oil discoveries; and provision of offsite

i-nfrastnrcture for the development of low cost houses.

2OO. In order to implement the prioritized programs, the Sector has been

allocated Ksh 404.633 billior, Ksh 420.490 billion and Ksh 422'260 billion for

the fi:ranciai year:s 2078119,2019120 and 2020/21 respectively'

General Economic and Commerce Affairs Sector

2Ol. During the FY 2018/19 - 2O20l21MTEF period the sector focus will be,

among others, to: Operationalize the Special Economic Zones (SEZ) Act 201'5;

develop new standards by I(EBS; Increase credit disbursed to the private sector;

imtall new mi.lk processing machinery and equipment at New KCC; Develop Risk

Based Supervision system (RBS) for Sacco Societies Regulatory Authority

(SASRA);Develop an lntegrated i:rformation managemeDt system for co-

operatives; Improve accessibility of agricuitural products/commodities to markets;

"[rip 
W"lght A Measures laboratories; lnvestigate and prosecute contraband and

co-unterfeii cases; Facilitate potential and existing enterprises i:rcluding youth and

women ia export business to increase exports; Comply with harmonized EAC

tariffs and Common Extemal Tariff; Reduce Non-Tariff Barriers; Comrnission

One Stop Border Posts (OSBP) a:rd establish a Monetary hstitute for the East

African community; lncrease the number of tourist establ-ishments; Hold cultural

tourism festivals; Construct Ronald Ngala Utalii College; and promote tourism to

increase eamings.
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202. The Sector aims at creating employment opportunities a:rd wealth creation
for poverty reduction, overseei-ng ttre fast tracking of the regional integration
i::itiatives and promotion of equity among Kenyans. This ii expected to be
achieved tbrough creating a:r enabling environment for business, mobilization of
resources for investnents and industrial development; promotion of exports;
promotion of sustai:rable tourism; and deepening of the EAC integration.

203. During the FY 2018119-2020/21 MTEF period, the gssfel aims to: create
.Tbhg eavironment to promote and facilitate industrial development tlrough
value addition and investment; provide standards for indrxtiaL products aid
incubation services to support MSMEs; promote co-operative sector-development
and improve governaace aad managemeot of co-operative societies; promote^tmde,
broaden export base and markets as well as ,ndertake county branding; coordinate
and monitor implementation of the EAC co,ncil decisions and regional
progmrnmes; develop tourism products aad market Kenya as a tourist desti:ration
both locally and intemationally and provide efficient service del-ivery. other
measlues to suppon tourism will ir:clude: tourism marketing and promotion;
towism product development and diversification; tourism staaiards anj
regulation; human resource development for the tourism sector; tourism
ir:Aastructure development; and tourism financing and investnent.

204. To implement the prioritized prograrnmes, the Sector has been allocated
Ksh 21.010 billion, Ksh 22.986 billion and Ksh 23.564 biltion for the financiaJ
y eats 2018 /2079, 2019 /2020 and 2020/2021 respectively.

Health Sector

205. A.lthough +.he Ccnsdtution of Kenya 2010 devclved sorce of i,he health
functions to the county Government, scheduie 4 assig::s the National Govemment
firnctions pertaining to health poiicy; national referral Learth facilities; aad capacity
building and technical assistance to counties. Therefore, the health sector aims at
attai{ng the highest possible health sr2ndards i:r a marurer responsive to the
gopyJation needs by supporting provision of equitable, affordable and quality
health and related services at the highest attainabre standards to all Kenyans.

206 Some of the key projects that will be implemented in the 201gl19 to
2020/21MTEF period will be geared towards the following: ssaring up Universal
Health Coverage (,tIC) idtiatives including the Linda tr.lama ltee matemity
health services), subsidies for the poor, elderly and vulrerable groups and reducin!
out of pocket/catastrophic heaith expenditures through reforrring the providei
payment mechanisms; improvi::g quality of heaithcare tlrough the ievamii:rg ana
expansion of health infrastucture, including expanding the categoriels of
specialized medical equipment to include other co-ponerts and areas no1 covered
in Phase i of MES and establishment of centes o1 excenence ia health. hearth
commodity storage centres, new speciarized health faciiities and laboratories;
buildhg capaciq in human resources for health at all levels of the healthcare
system, including transforming the KMTC into a centre of excellence in training
middle level health workers a:rd tle stengtheniag of the cornmunity hedt[
componeDts.

Ei;CRET
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207 . Others include improving reproductive, matemal, neonatal, cbjid and
adolescent Health (RMNCA$ tbrougb increased immunizatior, imFroved
nutrition, increased access to family planning services aad improved quality of
health services; sading AIDS, TB, Malaria and Non-Communicable Diseases
(NCDs) as a pubtc health threat by 2030 through cost effective and trarsformative
prevention interventions; increase access to national referral health facifities and
specialised services, ingluding mental health and spi:ral iajury health services;
sbengtheni::g health research for improved quality ofhealthcare; increased quality
of health services through availability of norms and sta:rdards, and enhanced
regulations; and develop the medical tourism industy to tap into the global multi-
billion medical and health towism busir:ess.

208. ln order to implement the prioritized programmes, the Sector has been
allocated Ksh. 69.987 billion, Ksh 72.820 billion ard Ksh 73.146 billion for the
financial years 201812019, 2019/2020 atd 202012021 respectively.

Education Sector

209. Expansion of access to education and haini::g is at the heart of the
Government's commituent to our children's future. In this regard" the Govemment
continues to increase resources for early childhood development, improve basic
education outcomes and step up support to TVET colleges and universities.

210. To meet its goal as well as contribute to economic growt\ the sector has
prioritized the following progmrnmes for the 20i8/19 to 2020/21 MTEF Period:
construction and improvement of infrasructrre i:r all leaming institutions,
enhsncement of capitation and grants to institutioDs; zupporting curriculum
reforms and enhancement of examination assessment and certiEcation;
enhancement of ICT iategration in education at all levels and promotion ofscience,
technology and innovation.

211. Further, to support the atlaiment of 'lhe Big Four" Plan, the Govemment
will focus qa improving and expaading the industry-led Technical and Vocational
Education aad Training (TVET) Colleges and Universities in order to equip the
youth with relevant skills requted to drive the indurializ-ation agenda The
Government's stategy will ilvolve constuction of more technical and vocational
colleges and equippiag them with appropriate taining equipment.

212. Ia order to implement the prioritized programmes, the Sector has lssa
allocated Ksh 428.277 billioD, Ksh 446.326 billion a:rd Ksh 459.384 billion for
the financial years 201 8/2019 ,201912020 and 2020/2021 respectively.

Governance, Justice, Law and Order Sector

213. The sector aims to ensure effective aad accountable leadership, promote a
just, democratic and secure environment with strong govemance stuctures to
achieve inclusive economic, social and political development.

2I4. Some of &e Sector's critical and priority areas in the 2018/19 to 2020/21
MTEF period include: centalized housing in both prisons and police; sfrategic
intervention i:r provision of legal services to Goverrment, i:rstallation of National
Surveillance and Contol System; continuous improvement of inmates and prison

s-r/-
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sta-ff welfare; adoption of ICT, modemization of the crimiaa.l justice system;
continue strength6ning anti-com.tption measures in order to reduce economic crime
and unethical conduct, and ensure constitutional compliance, enhancement ofcivic
education and public sensitization; and decentralization ofservices to the counties.

215. ln order to impiement the prioritized programmes, ttre Sector has been
allocated Ksh 195.648 billion, Ksh 201.514 billion and Ksh 203.247 billion for the
fiaancial years 201812019, 2019/2020 and 2020/2021 respectively.

pu ig dfl6inistration and International Relations Sector

216. The Sector provides overall policy direction and leadership to the country,
oversees natioral legislation as well as the human resource firnction in the public
service. It further coordi:rates national policy formulatioq implementation,
monitoring and evaluation; resource mobilization and management; devolution
oversight; implementation of Kenya foreign policy; and oversight on use ofpublic
resources and service delivery.

217. During the 2018/19 - 2020/21 MTEF period" the Sector will implement
thirty-two (32) programmes building on tle programmes realized in the previous
MTEF period. The focus will be on expanding Kenya's diplomatic representation
and footprint across the globe and stengtheni.ng Keny"'5 lsadglshiF role in shaping
global agenda at the bilateral and multilateral levels; stengthening public financial
management by implementing effective public sector auditing of MDAs ia service
delivery and enhancing accountability; and provision of leadership, policy
direction and guidance to Ministries, Deparments and Agencies (lvDAs).

2i8. To impiement the prioritized prografirmes: the Sector hrs been aiiocated
Ksh 273.583 billion, Ksh 287.527 billion and Ksh 285.006 billion for the financial
years 2018 12019, 2019 /2020 afi 202012021 respectively.

National Security

219. The Sector is maDdated with the mission ofdeterring aggression, defending
the Republic ofKenya and providing support to civilians in maiataining peace and
order.

220. In FY 20 t 8/1 9 -2020/2021 ttre sector will continue focusing on the
foliowing areas; ssaling-up investrents towards modemization of security systems
aimsd 4f strengthening secudty of our borders and throughout the country,
enhanced security opetations, especially ofareas prone to crimes; building capacity
for effective aad faster i:rvestigation, and stengtheniag coordi-nation among
security agencies with stonger parorership with communities. Other measures to
fight crime nationally will irclude the establishment of specialized Units, focusiag
on drug-related crime, taxi violence and fuearms and the enhanced utilization of
investigative aids such as forensic leads.

221. Ia order to implement the prioritized programmes, ttrere is a gradual
increase in resource allocated to this Sector over the medium term. The sector has
been allocated Ksh. 125.742 billion for FY 2018/19, Ksh 139.733 billion for FY
2019120, and Ksh 143.8u14 billion for the FY 2020/21.
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Environment Protection, Water and Natural Resources

226. The Sector plays a crucial role in the economy as its iavestuent will ensure
the delivery of direct and indilect goods and sewices that are the backbone for the
6ain productive sectors namely agriculture, tourism, energy and manufacturing. It
has dtect and indirect thkages with all other sectors of the economy thus
promoting socio-economic development geared towards the realization of the
Kenya Vision 2030 aad various international commituents relating to the sector.

227. For the 2018/19 to 2020121 MTEF period the sector has prioritized
prograurmes intended to; provide policy and legal framework for efficient and
effective [unagement of the environment; sustai:rably manage and conserve
euvironment; provide reliable weather and climate hformation for decision
making; sustainably manage and conserve forests and water towers; sustaimbly
conserve and manage Kenya's wildlife; provide policy and legal fiamework for
efficient and effective managemeDt of the natural resorlces; promote good
govemance in the management of water resources; increase availability of safe and
adequale water resources; enhance accessibility of water aud sewerage services;
enhance utilization of land thror',eh irrigation, drainage and land reclamation; and
i.ncrease per capita water storage capacity for irrigation and other uses.

228. The prioritized programmes will also target to: provide efEcient and
effective support services for delivery of the State DeparheDt's prcgrammes;
develop and manage geological and minerai resources database; generate geo-
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Social Protection, Culfure and Recreation Sector

222. The Sector is mandated to address the issues ofpromotion and exploitation
of Kenya's diverse culture for peacefirl co-existence.

223 . During the 2018/ 19 - 2020/21 MTEF period the focus will be on
programmes aimed at achieviog higb levels of investment in economic and social
in-frastructure necessary for rapid economic growth and support for employment
creation a:rd retention. ln this regard, the identifed prog'ammes for
implementation are: Sports; Culture and the Arts; Library and Archive
ffianagement Serrices; Promotion of Best Labour Practices; Manpower
Developmen! Emplolment and Productivity Maaagement; Social Development
and Chil&en Services; National Social Safety Net; Community Development;
Gender aad Women Empowerment; Special Initiatives; Accelerated Arid and

Semi-Arid Lands (ASAIs) Development and Policy and General Administrative
Planning and Support Services.

224. I:: addition, the Govemment in partnership with key stakeholders wiIi
continue implementing the followiug strategies in FY 20 1 8/1 9 -2020121:
development and diversification oftourism products with key focus bei:rg on niche
tourism such as eco-tourism, Meetings, Incentives, Cooferences aod Exhibitioos
(MICE), sports adventure and home stays; and supporting enviro''ment friendly
practices such as ecolabelling and eco-warriors awards by Eco-tourism.

225. In order to implement the prioritized programmes, the Sector ha" been
allocated Ksh 52.959 billion" Ksh 56.282 billion and Ksh 56.314 biliion for the
finaucial years 201812019, 201912020 atd 2020/2027 respectively.



spatial data and information for sustainable development; and provide efficient and
effective support services for management of mineral and geo-hformation data-
The Govemment will also strengtheD early waming systems in order to enable
fame$ to make appropriate farming decisiols.

229. In order to implement the prioritized programmes, the Sector has lesa
allocated Ksh 77.708 billion, Ksh 80.187 billion a:rd Ksh 82.646 billion for the
fi nengial yeus 201 8 12019, 2019 12020 and 2020 /2021 respectively.

3.4 Public Participation/ Sector Hearings and Involvement of Stakeholders

230. The law requires that the input of the public be taken into accouDt before
the Budget proposals are 6rmed up. ln this regard, we held Public Hearings for the
FY2018/19 Budget berween 246 and 276 lanuary 2018. Some of the key issues
arising during the Public Hearings iacluded:

Agriculture, Rural and Urban Development Sector

231. Members of the public enquired to know whether the sector got in touch
with i-nvestors who were hterested to invest in the Blue Economy duri::g TICAD
meeti::gs. It was explai::ed to the public that a side meeting was held duri:og TICAD
and that a Blue Economy Committee has since been formed to come up wittr ways
of exploiting the Blue Economy. Currently, there is a blue economy project fiuded
by the World Ba::k il additiou to efforts ofputting ia place necessary infrastuctue
for the blue economy.

232. There were also concerns about ttre rising cases ofland brokers who push
up laod prices. The Sector .'oted ttris "''d offered assuralce that ,iigi-rzadon oflaod
records is ongoing ald they are as well fast trackirg finalization ofthe Land Value
Index Bill so as to make srue that Kenyans are iaformed of the indicative prices
of laud in different parts of the country.

Members of the public enquLed to loow whether KEPHIs was being adequately
supported to play its rightfirl role in agricultural production. It was expl,ined to the
public that KEPHIS has been supported in building a modem laboratory and there
is focus to conti::ue supporting it to play its role. Members of the public also
enquired to lnow the support that was being given to coffee farmers to facilitate
revival of the industry. It was explained to the public that there was a coffee
tasldorce in place and its recommendations are being imflemented to ensure that
the coffee industry is revived. f'ss instaDce, different coffee varieties will be
developed and suppiied to farmers to enswe that more counties with potential for
coffee production are brought on board.

Energr, Infrastructure and Information, Communications Technolory Sector

233. The public commended the sector for the progress made during the review
period and especially SGR and connecting many households with electicity. It was
recommended ttrat the sector should i:rclude politica.l risk as factor i:r project
implementation. This was after noting that the slow pace of project implementation
due to political iaterferences.
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234. Members of the public also enquired to know what the Govemment was

doing to regulate cr,?to crnrency to safe guard the i:rveshents of the public. it
was explair:ed to the public that a task force has been set up to check on how crypto
currency can be incorporated into the economy through regulation. Finally, the
public reco--ended ttrat the maritime sub-sector be adequately fiinded taking iato
account the opporh:nities that are available il the blue economy that have huge
potential to provide jobs to the young people.

General Ecouomic and Commercial Alfairs Sector

235. There was concem fiom the public that little emphasis was put on the Jua-

Kali sector aad they wished to know rvhat the govemment doing to promote the
Jua-Kali sector. The Sector informed the public that there are maay projects
u:rdertaken by the various state departuents that support the Jua-Kali sector such
as the setthg up ofthe leather factory that get artisans to make items such as shoes

among others.

236. As regards milk processing the public suggested that there shor:ld be focus
in setting up satellite milk processors in every Ward as well as cold rooms in order
to avoid wastage from spoilage aad ensure proper and hygieaic milk handling,
processing and storage.

Education Sector

237. The public opined that the devolution of Early Cbildhood Development
Education @CDE) could have compromised the quality of leaming of the children.
The Sector hformed the public ihat the setting of ECDE policy and standards
ls6ains a fi:nction of the National Government and that the Teachers Service
Qsmrni55jqa is working with the Counci-l of Govemors on standards and
harmonization of remr:oeration for ECDE teachers.

238. Wlile commending the govemment for the provision of services such as

the scraping off of 6xaminatisl fees for candidates both in primary and secondary,
pubLic and private schools; and the Free Day Secondary School Education @DSE),
the public was still wary that some institutions still ask for fees to cater for these

services. The public was advised that these services are indeed free ard to report
any such incidences to the relevaat authorities. In the event some fees for other
things were charged in schools, ttrese had to be agreed upon and consented to by
both the parents and administators ofthe schools.

239. There was also concem tlat the sector had higllighted huge fiaancing gaps

tlat could not be addressed by the monies received from the government and they
were urged to explore other financing mechanisms such as engagilg with
development partoers ia order to bridge the gap.

240. The public was also concemed about the quality and standards of school
infrastructure whereby some schools were in deplorable conditions not conducive
for leami:rg e.g. muddy classes, no roofing etc. Further there was concem that the
school inspections that used to be there were no longer bei:rg imflemented. The
sector assured the public that the school inspection teams are still there and take
reguJar i::spections aDd the school hfrastructure is improved pa 616lling basis
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based on the availabiiity of funds and it is hoped all the schools will eventually
have better bfrastructure.

241- As regards r,',iversity education the public inquired what the govemment
doing to ensue that money for governrtent sponsored students to private
universities is released and also if private lniversities can access money from the
Nationai Research Fund (-NRF). The sector stated that all firnds to government
sponsored student, both in private and public i::stitutions is timely released and that
the NRF can be accessed even by private universities once they make an
application and meet the necessary requirements.

Health Sector

242. To bridge health sector resource defici! the public suggested the
implementation of health sector regulations requiring re-investuent of 2 percent of
tobacco industry profits into the health sector. The Sector welcomed the suggestion
and informed the public that it will consult the National Treasury on the way
forward.

243. The public raised concerns on secutity challenges in major health facilities
as well as wasrage aad misuse of fi_mds allocated to the sector. The sector noted
the concems and committed to enhance security training to health facility managers
and beef up security measures to address this challenge. On misuse of fi:nds, the
Sector is promoting adoption of adoption of techlology on procuremeat aud
management of resources to minimi-e wastage.

244. To ensure the success of Universal Health Coverage, the public suggested
+L^+ ^.1,1;6i^-^l /a^*-,.*^l 'l-^-^--L-. /rvn ^^^-^ L^ --.--t:^-,L,ulgpurcar I \.,u1r.rtsr6pu, \v r rr srya-r].5 uc supp.trq.r au au vuurlurEs,
health workers be involved ia National Hospital Tnsuranc€ Fund (NtItF)
registration, and taining of specialist to ha:rdle the Specialized Medical
Equipment. The Sector fuformed the pubLic that already eight counties have been
supplied with CT scans and provision of CT scans to the other counties has been
prioritized in the current MTEF period. The Sector also affirmed that health
workers will be involved in registration of the public into NHIF and that the
raining specialist i:r the use of the specializal Medical Equipment will be
enhanced.

Public Administration and International Relations Sector

245. The public urged the Sector to provide offices to chiefs and assistant chiefs
which will enable them discharge their fi:nctions easily. The Sector clarified that
the National Govemment Constituency Development Fund cr:rrently focuses on
security and education, thus firnds wili be utilized to construct ofEces for chiefs
and their assistants among other security priorities going forward.

246. On access to information, the public decried of the difficulties in accessi::g
information that should otherwise be public. The Sector hinted that the
Cornmission on Administative Justice (CA) is workiag on operationa.lization of
Access to Information Act and civic education to sensitize the public on access to
i::forrnation.
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247 . Further, the pubiic opined that there was no need for many embassies ir:

foreign counties. The Sector enlightened the public on the impo ance of foreigrr

embassies stati:rg that Kenya has only 56 global missions despite hosting over 120

foreip missions.

Governance, Justice, Law and Order Sector

248. The public i:rquired about the good conduct certificate and its usage siace

they reported that every employer or person requests for it. The sector stated that

the certi-ficate is a service they offer to aayone who requests it and the public was

informed that they could also request for it when empioying even their domestic

staff as this just gives insight to ttre person you are to hire.

249. Drug abuse among ttre youth was observed to be on the increase aad the

public sougbt to know what is beirrg done to address this' The sector stated that the

police togettrer with NACADA as well as other agencies have programmes and

operations that deal with this.

250 . There were various complahts and reports about bribery between the trafEc

police and matatu operators contributi:rg to the meuace on the road. While agreeing

there could be ilcidences of misdemeanour, the sector reiterated the need for

collective responsibility to adhere to ttre safety measures put in place wheie citizens

speak out and report such cases so that perpetrators can be dealt with' There is also

need to strengthen civic aducation on the same as there are a number of avenues

and mechanisms to report police misconduct.

251. The public noted that most police stations a:ld in&astructure are dilapidated

and need to be modemized. This included upgrading the police stations and

digrtizing the OB, improving police housing, and equippi.ng the forensic and

iavestigations lab that was constructed as well as having a specialized police

hospital

Social Protection, Culture and Recreation Sector

252. The public recommended that the elderly people that were left out durhg
registration of those over 70 years be given aaother chance to register. The public

was of the opinion that those above 65years shor:ld also be considered for support

under the Iaua Jamii programme. Further, the public wanted to know what was

being done to cater for Orphans aad VuLnerable Children (OVC) in this budget

period. The Sector reiterated that this budget wili allocate resources to assist OVC.

253. The stakeholders recommended that the betting tax be divided between

sports and arts and ensure fair administation. The sector indicated that there is a

"o.*itt"" 
il the office of the president that is working on regulations of the fund

and it will look iato ttre concems raised.

254. The public wanted to know what the Sector was doiag on ttre Heroes

Council. The sector indicated that regulations almost ready to ensure that the

heroes council is established. Finally, the sector was requested to come up with
ways of merging ttre many smali women targeted interventions so as to ensure tleir
imFacts are fe1t.
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Environmental Protection, Water and Nafural Resources

255. The Sector was challenged by the public to provide pictoria.l evidence of
their achievements aad projects they are undertaking so that the public caa
appreciate what it is the sector is doi::g. The sector was also co--ended for
implementiag the plastic ban and was urged to extend enforcement to imports into
the country.

256. On ttre wildlife compensation c.laims, the public opined that this could be
exacerbated due to the slow response time to alerts that there are wild animals on
the loose and the sector was asked to improve on this. Further, the sector was tasked
to relook and renegotiate the trans-bo,ndary treaties e.g. the River Nile in order to
address ttre tans-boundary issues and also enable efficient usage and benefits from
these resources.

257. The public advised that mechanisms should be set up whereby when land
sales occur the government is present to check and veri! that the la:rd is not in
riparian land or wetiands and even road reserves. In addition to this the sector was
tasked to improve weather forecasting to up to months in advance so that farmers
can do proper planning and increase food production thus food security.

Programme Performance Information for 2018fl9 - 2120l2l MTEF. period

258. Amex Table 6 of this BPS provides a detailed report with information on

lloggmmes outputs, key performance indicators, and the set targets for the
2018/19 -2020/21 MTEF period.
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rV. COUNTY FINANCIAL MANAGEMENT AND

DIVISION OF REVENUE

4.1 Fiscal Performance of County Governments inFY 2016117

259. }lnFy 2016117, approved budgets for County Govemments amouDted to
Ksh 399.2 billioq reflecting an increase of 8.7% fromFY 2015116. This comprised
of Ksh 240.9 billion (or 60.3%) recurent budget and Ksh 158.4 billion (or 39.7%)
development budget. The budget was to be financed by: i) Ksh 280.3 billion from
equitable share of revenue; ii) Ksh 21.9 billion conditional allocations; iii) Ksh
57.7 billion o\,nr source revenue (OSR); and, iv) Ksh 37.2 billion cash balance
brought forward from FY 2015/16.

4.1.1 Counfy Revenues

260. County Governments are iacreasingly relying on equitable sbare taasfers
from Natioral Governmen! which forms over 80% ofthe Counties'total revenue
(Chart 4.1). The proportion ofCounties' total spending that is fi-nanced ftom OSR
declined in each of the last four years. In the FY 2016/17, acnnl collections
&opped sisrificantly in absolute terms eveD though the economy grew by 5.30/0.

Among factors responsible for this underperformance are: i) absence of revenue
policies and legislation; ii) bumau resource capacity and administrative
constraints; iii) inappropriate institutional arrangements for revenue collection and

administratio4 and iv) lack of effective intemal contols aud audit mechanisms.

261. As a solution to challenges higblighted above, the National Treasury
throueh an interagency committee has dmfted a national policy and a legal
framework to support snhanca6gal of County OSR. Both drafu have been
subjected to public participation, and are now awaiting submission to the Cabinet
and to Parliament for approval. As part ofstategies 1s imFlement the above policy,
County Governments are to receive capacity building from the National Treasury
on various PFM aspects inciudiag revenue forecasting and 146 "nalysis. This
capacity building will be provided under the oogoing Kenya DevolutioD Support
Prog:a- GDSP).

Chart 4.1: Sources of County Goveruments' Revenues

Source of Data: Controller oJ Budgel
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262. Exchequer releases to County Governments have been on an upward trend
fiom FY 2013/14 to FY 2016117 .InFy 2015/16, County Governments' aggegate
expenditure exceeded Exchequer releases (Chart 4.2). This is an indication that
some County Governments might be spending their OSR at source, or that other
revenue sources have not been declared, both of which may indicate that the
Counties are in serious breach of meastues estabiished under the PFM Act. In
general, spending commituoents that exceed Exchequer releases are a.]so likely to
result in pendi:rg bills.

Chart 4.2'. Exchequer Releases and County Government Expenditure

2A1.3174 2014/rs

-EEhequer 
Rehasas

207s176

-E)oendtureSource of Data: Controuer of Budget

263. Siace FY 2013114, County Govemments have missed their OSR rargets.
(Chart 4.3). lle in6ls6sing vanance betleen projected and act':al OSR collection,
bighlights &e diffculty Ccurdes are facixg in preparing rea.Listic revenue
forecasts. Fundi:rg gaps occasioned by urrealized revenue projections are a major
source of fiscal constraints faced by Counties 1v[i]s imflementing their annual
budgets. To address this challenge, the National Treasury is exploring legal options
to capping Counties' OSR revenue growth estimates, based on their historical
performance vis-i-vis potential. A study is being commissioned to determi:re each
County's OSR potential. The objective of the capping is to ensure ttrat revenue
estimates that exceed what is deemed realistic will need more stringent
justification, so as to minimize the risk of budget deficits and rising pending bills
f[3f haq fsga s)<perienced over ttre last four years.
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4.1,2 Spending by County Governments

264. I: the four years si:rce their estabfishment, County Govemments have

cumulatively spent a total of Ksh 1.04 trillion, of which 71.4 percent went towards

recurreot, and 28.6 percent to development. Spending by the Counties during this
period has lgga shmacterized by low absorption - 51.3 percent on average -- even

though there are wide inter-County disparities (table 4.1). in FY 2016/17,

Counties' aggregate budget absorption was 72.3 percent, a drop from 87.2percent
achieved in FY 2015/16, and 80.3 percent in FY 2014i 15. The development budget

is particuiarly affected by low absorption, ald factors responsible for this include

E4

procurement challenges and overall capacity deficits. On the other hand. average

absorption of the recr:rrent budget over the four years was 93.4 percent. ln FY
2014/15 ad 2015116, the Counties spent more than their approved recurrent
estimates, which suggests that firnds were reallocated from development to
recurrent budget. It is expected that ongoing implementation ofthe KDSP capacity

building initiative wili help to resolve Counties' budget execution chailenges, by
improvilg planning and procwement. Lr addition, the National Treasury will
continue disbursing to Counties their equitable share allocations ile accorda:rce

with the approved schedule so that development prcjects are implemented within
plarned time frames.
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Table 4.1: Counfy Governments, Budget Allocations and Expenditures

tinancial

Year

Budget allootions (Khsbillion$ Adual expenditure (lGhs billions) Absorption nte (%)

Rec't Dev't Total R ec
,t

Dev't Total ReCt Dey't Iotal

2013114 161 100 26t 129 17 166 63.4%

2014hs 181 145 326 185 77 262 80.3%

201sh6 321 110.0% 51,20/, 87.2%

2016117 241 158 399 216 i03 319 89.5% 55.4y0 m.0l
Source of Data: Controller of Budget

266. Section 107(2) of the PFM Act 2012 requires rhat County Governments
a.llocate a minimum of 30 percent of their budget to the development expenditure.
However, even though approved County budgets comply with this requiremen!
actual development expenditwe for some Counties is below 30 percent. According

2018 Budget Policy Statement

4.2 Counfy Governments, Compliance with Fiscal Responsibility
Principles

4.2.1 County's Expenditures by Economic Classification

265. Ia FY 2016/17, as in previous years, personal emoiuments comprised a
significant portion of County Govemments, total expenditure (Chart 4.4). This is
more pronounced in Counties that inherited comparatively more staff from the
defiDct Local Authorities, with some (such as, Nairobi, Nyeri, Embr:, Kisumrl and
Nakuru) registering wage bi1ls above 50o/o of total expenditure in Fy 2016117.
Among Co,nties with the least personal emol,ments are Kilif, Ma:rdera- Marsabit
and Turkana.

Chart 4.42 County Expenditures by Economic Classification for Financial
20t6ttl

Source of Data: CARA 2016, Controller of Budget

4.2.2 Compliance with the requirement for development spending
allocations
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to the. Controller of Budget (CoB), County Govemments, development
expenditure in FY 2016/17 comprised 32 percent oftotal expenditure lcnart a.g.
However, in 20 Counties, development spending was lg55 tian 30 percent of total
expenditure. From the Nationar rreasury's ,narysis, exaggerated osR forecasts is
among factors responsible for low development expenditure; many couaties tend

lo projecl uuealistic OSR targets as a balaocing item to ensure complia:rce with
Section 107(2) ofthe PFM Act. The raage ofmeasures proposed earliir (inclu,ting
imFlementation of KDSP, regulation of counties' oSIi piojections and enhanced
procurement planning support) are expected to improve Counties, development
spending.

Charl 4.5: Development Expeuditure as a percentage of total expenditure

Sowce of Data: Controller of Budga

4.2.3 Compliance with the requiremetrt for wages expenditure

2:7. Regulation 25 (1Xb) of the pFM (Couty Governments) requtes that
county wage bili shall not exceed 35%o of the total revenue arthough oo ur"*g",
9:ryti:r are experiencing difficuities complying (Chart 4.6). tuta;o, ,"uso* io,
ttrislack of compliance include irregular recruihent by co,nties, a:rd violation of
gurdelines issued by Salaries and Remuneration iommission (SRC) on job
grading, salary structues and compeusation of employees as well as paym# of
sitting allowances. A number ofcounties (particularly those that hosted- the former
p-rovincial headquarters) are disadvantaged by the curent revenue distibution
formula" which takes no account of bherited non-discretionary devolved costs,
specifically personnel emoruments. Many counties inlerited bloated stafi
establishments from the defirnct Loca.l Authorities, whose recruitaent policies did
not have stringent regulations. Furthermore, in 2014, the SRC approved an upward
adjustaent of salaries for county Govemments, State and public officers foliowed
by fi:rther increases n 2015116, benefiting certain cadre of County heaith
professionals. These salary adjusments combined with new recruitaents have
contributed to the generai rise in County wage bills.
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Chart 4,6: Counties' Avera eWa e BiIl as a Percentage of Total Revenue

Source of Data: National Treasury

268. County Govemments' challenges with wage bills a:rd other stafEng matters
are also attibutable to i:reffectiveness of County Public Service Boards (CPSBs).
The Boards are established under Article 235 ofthe Constitution and section 59 of
the County Governr:rent Acq 2012, and their functions include
establishmenVabolishmetrt of offices, appoinhents and planning and budgeting
for personnel emoluments, Ineffecfiveness of CPSBs explains some of the
wealoresses pertaining to iiR management, such as: i) Iack of staff estabiisirments
to guide recruitnent of optimal staff levels; ii) irregular engagement 6f sasrrals,
sometimes beyond three (3) montbs; iii) payment of salaries and wages outside
IPPD which creates i.nternal control challenges; aad, iv) late or non-remitlance of
statutory deductions to KRA attracting interest and penalties.

269. As illustrated in Chart 4.4, a stong correlation exists between high wage
bill and low development expenditures. Hence, by lowering their wage bill, County
Governments will be able to increase development expenditure. To acbieve more
sustainable wage bill, Counties are expected to adhere to guidelines provided by
the SRC. In particular, the Counties should: i) skengthen their human resource
([IR) management frameworks (e.g. by adopting an approved staffestabiishmeDt);
ii) stop recruitnent of non-essential staff aod those not in the approved staff
establishment; iii) ensure appropriate engagement of casuals a::d payment of
salaries th.rough IPPD to enhance efEciency in HR management; an{ iv) comply
wifh legal requirements on statutory deductions.

270. }r addition, foliowing measures coDtrined i:: the report of the Capacity
Assessment aad Rationalization of the Public Service Programme (CARPS), the
National Treasury recommends ttrat resolutions of the National and County
Governments Coordinating S',mmit be implemented as they have the potential of
easing CouDty Govemments' wage bill pressures.
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4.3 County Financial Reports

4.3.1 Intermittent use cf Lql{IS

271. The Auditor General has highlighted the fact that County Govemments'

financial statements are u::reconciled, and are at variance with fisca1 transaction
records as captured in IFMS. These variances are largely the result of Counties

not posting all their transactions on IFMIS ireluding receipts (Exchequer releases

and OSR) and payments. Intermitient use of IIMIS in management of public firnds

can be attributed in part, to lack of capacity at the County Governments, aad thus

capacity buildi:rg remains a major area of focus for the National Treasury. ln
addition, the National Treasury has put ia place a dedicated unit to assist County

Goverrments i:r the preparation of finaacial reports.

4.3.2 Procurement

272. The Auditor Generat has also hiehlighted cases ofnon-compliance with the

Public Procurement and Asset Disposal Act, 2015. Speci-flc issues include:
procurement of goods and services outside the approved procurement plan,

variation of contact sums and irflation of initial contact prices; unsupported and

unexplained payments for proj ects, goods and services; full palment against

incomplete, abandoned and stalled projects; r:nconfrmed assets purchases due to
poor maintenance offixed asset registers; as well as unjustified single sourci:rg of
supplies, service providers aad contactors. In their approved budgets, Counties are

failirrg to disclose the cost of projects rolled over from previous financial years,

while in other instaaces, funds are reallocated to di-fferent projects without
approval as requted ia section 154 of the PFM Act. The National Treasury jointly
with the Public Procurement Regulatory Authority (PPRA) will continue working
with Couaty Govemments to ensure compliance with procurement laws and follow
their procurement plan.

4.3.3 Management of Assets and Liabilities

27 3 . Many Corurty Govemments do not maintail a fixed asset register or include

a summary of fixed assets in their fina:rcial statement contary to section 149 (1)

of the PFM Act 2012. Those that do have not included assets and liabilities
iaherited ftom the defi:nct Local Authorities (LA, in ttreir fina:rcial statements.

Going forward the National Treasury through tle Directorate of Portfolio
Malagement will assist County Governments to develop their capacity for
efEcien! effective and transparent management of assets, which is an important
element of public fi:rancial management. The main obj ective of this support will
be to enable Couaties keep updated inventories of assets and liabilities.

274. To finalize the transfer ofassets and liabilities from the defrrnct LAs to the

County Govemments, a Legal Notice Vol. C)O(-No.13 was prepared and

published on 27th January 20i7 to facilitate this tansfer process. Among assets

and liabilities of the defluct LAs covered in this process are: i) pending bills; ii)
tax arrears; aad, iii) statutory deducfions relating to the National Hospital l::surance

Fund (NHIF), National Social Security Fund Q'{SSF), Pension Funds, VAT and

PAYE. In this context, County Assets and Liabilities committees were formed to
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ideufiS, veri&, and vatidate the assets and liabilities of the defunct LAs as at 27th
March 2013. This exercise has been concluded, a:rd I-ntergovemmentai Relations
Technical committee (iGRTC) is currently leading an exercise to validate the
repoft as a basis to imFlementing its recommendations.

4.3.4 Management of Public Funds

27 5. County Govemments established various public funds including ward
funds, and car and mortgage firnds. However, the Counties did not put in place
proper management frameworks before the firnds were set up. For example, in a
number of Counties, beneficiaries of ttre car and mortgage loan firnd are not
required to deposit securities (e.g. vehicle log books and property title deeds) with
the firnd managers. Most Counties continue to transfer funds directly to
beneficiaries for purchase of vehicles and property, with the loar/mortgage
repalment being pegged on beneficiaries' aliowa::ces ratler than salaries.

276. Some County funds are uninsured, which exposes them to contingent
liabilities in ttre event of defaults and/or expiry of beneficiaries, emploldent
contracts. Section 1 16 of the PFM Act, 2012 requires the CEC Member for Finance
to appoint an administrator for each County Fund. Jhs 6dmini5t416r is required to
ensure that all loans are repaid (with recoveries being done via the IppD system),
keep custody of all collateral and submit quarterly financial sratements to the
County Treasury with a copy to the Office of tbe Controller of Budget ia lhe with
section 168 (3) of the PFM Act. [r addition, in a number of Counties the fund
administrators did not prepare finaacial statements for these fi::rds, neither did they
submit financial statements to the Auditor General for audit. To deal with this
issue, the Nadonal Treasury proposes to issue guideiines especiaiiy in respect of
County car ioans and mortgage firnds, which are most problematic. The bounty
guidelines will be based on the existing ones for the National Govemment.

4.3.5 Planning and Budgeting

?71. planning and budgeti:rg at the County is guided by the County lntegated
Development Plans (CIDP) developed by the Counties as provided for by the
County Governm ent Act,2012. During budgeting for projects, Counties are also
guided by their A-rnual Development Plans (ADp) drawn fiom the CIDps. In most
Counties, however, development projects being implemented are weakly lfuked to
the approved CIDPs or ADPs. In addition, the problem of unauthorized re-
allocafion of funds from appropriated items persists, as well as weak monitori:rg
a::d evaluation, Ieading to delayed, incomplete or stalled projects. It ii
recommended that the Counties ensure timely approval of supplementary budgets,
and that development projects be based on approved CIDps and ADps. 

-The

Government tlrough the Ministry of Devolution and ASALs will support the
Counties to ensure establishment of monitoring a:rd evaluation frarneworks for
development projects. [r the meantime, CIDP guidelines are crmently being
revised, aad sepaxate County AnP guidelines have been drafted.

278. In partnembip with the World Balk, ttre Government has deyslspsd n
capacitybuilding program (Kenya Devolution Support program, KDSp) to provide
techdcal assistance and additional financial resources to faci[tate enrancement of
County Govemments' capacity in Iamilg, monitoring and evaluation as well as
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human resource management; Public Fiaance Maaagement; and, civic education

a:rd public participation.

4.3.6 Transparency and Accountabi.lity

279. The PIM Acq 2012 a::d the PFM (County Govemments) Regu-lations 2015

provides for the prudent management of public fu:rds to ensure tralsparency and

accountability. However, Counties contir:ue to have challenges ensurhg that the

fi:nds tramfened to them are properly managed. These challenges include:

existence of outsta:rdi:rg and/or multiple imprests, unsupported expenditures, non-

establishment of Intemal Audit Committees contary to section 167 of PFM
(County Govemments ) Regulations, 2015, ur-supported bark balaaces and

operation of unauthorized trumerous $ank accounts and u:rreconciled and

unexplained variaaces between the Financia.l Statements aad the IFMS.
Implementation of KDSP is expected to help resolve these challenges. In addition,

the National Treasury has initiated structued engagements with specific Counties

to address some of tle non-compliance issues.

4.4 Prudent Management of Fiscal Risks

280. The legal framework for Public Finance Management requires Cormty

Governments and National Govemment to disclose specific f,scal risks wittr
potentially sigf-ficant impact on ttre County economic environmen! aad to
prudenfly mauage such risks. Some of the risks include the followilg:

4.4.1 Expenditure Arrears

281. Based on reports from the Controlier of Budget and the Auditor-General,
most County Govemments have accumulated expenditure arrears related mainly
to unremitted statutory deductions (i:rcluding PAYE, employee pension

contributioDs and withtrolding VAT), salary arrears, pending bills due to
contractors and suppliers ofgoods and services as well as utility payment backlogs'

According to the KRA, outstanding County Governments' tax debt as at August

2017 stood at Ksh 6.4 bitlion, maj ority of which relates to PAYE. This outstanding

debt is based on-previous palment trends, rather than self-declaration by the

Counties or conclusive compliance checks. KRA plans to conduct a comprehersive

compliance check to establish aetual debt owed by the Counties. ln general,

Counties' expenditure arrears have the potential of uaderminhg budget execution

in subsequent financial years. Moreover, non-palment of suppliers and contractors

adversely affects other sectors of the economy like the financial sector by
i:rcreasing non-performi:rg loans.

282. To address the issue of expenditure arrears, there is need to stengthen

Counties' capacity on proper planning and cash flow management. ln addition, the

County Govemments should ensue that they budget within their resource

envelopes. Going forward all Counties shouid remit employees' PAYE deductions

at the time of payirg salaries, and withholding VAT should be remitted at the time

of paying suppliers and contractors si.nce the Counties are required to budget for
the fulI cost of works, goods and services. Further, it is necessary to put in Place

,EHCRET
2018 Budget Policy Statement67



intergovemmental mechanisms (e.g. through IBEC) to ensure that counties
prioritize tudgeting for pending bills once the bills are verified. Ideally, pending
bi-lls should be included in counties' medium term fiscal framework -d rub.j""t"I
to review through the proposed intergovernmental mecharrism.

4.4.2 Duplication of Effort

283. Ia has emerged ttrat some primary and secondary schools that were
p:eviously owned by Local Authorities are still being managed by County
Go,velmurts, despite this being a National Government fuoction. This i"p."r"rrt"
a duplication of fi:nctions. Some County Govemments are struggling with the
financial burden of managing these schools. As a result hnastructures and
amenities in ttrese schools are deteriorating comFromising sipificantly the quality
of education. The National rreasury will engage with the IGRTC as weII as the
Ministry of Education a:rd all concemed county Governments tbrough IBEC so as
to formulate a sustainabie solutioD to this issue.

4.4.3 Fiscal Imbalance between the two Levels of Governmetrt

284. Between FY 20i 4/15 and,Fy 2017118, allocations to Couoty Govemments
from revenue raised nationally averaged 22.4 percent of ordinary revenue (i.e.
excluding appropriations in aid) (Tabre 4.2). A-fter implementing Article 203(1) of
the constitution, the National Govemment's share was on average 17.2 percent of
ordinary revetrue. Thus, the difference between average allocations t; the two
Ieveis of Govemment was 5.2 percent during the four-year period. In Fy 2O1g/19,
county Govemments' proposed share from revenue raised-nationally equals r9.d
perce-i of 6ldirarJ reverrue. Tire iiationai Government wouid be iefr with g.5
percen! consi<ierabiy iower rhan its average share in the precuiing perio<is. After
discharging national i:rterest, public deb! other nationa oUtgations, emergencies
and the Eqrralizalion Fund, the National Govemment,s shrinki:rg share of oiaioa.y
rev_enue._suggests a fiscal gap (i.e. a mismatch between spending responsibilitiei
and available revenue). These tends draw attention to a fiscal imbalance between
the two levels of Govemment. Lrtemational experience suggests that such an
imbaiance has the potential of endangeri:rg macroeconomic ifu ity in ttre rong
run. If not addressed, the imbalance can also undernine service deiivery by thi
National Government.

Table 4.2: Share of Revenue by National and County Government

Source of Data: National Treasury

2018 Budget policy Statement
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Item descriptiou ff31 zi iohs) 2014t15 2015/16 2016117 1.017 fi8 20l8il9
Rcvenue e 1,031,8I9 1,t52,972 rJ0s,?94 1,486,294 t,688,,t92

A NatioEal lrterest 3 73,942 79,t89 79,685 82,492 94,t59
B. h-t'Ic Debr ArL 203 250,9',7 | 250,390 307,155 453,361 687,573
C. Other Natiooal O 203 282,439 324,583 31t,'743 398,589 421,273
D tur 203 I 1 1nO 7,245 9,294 6,281
E, Frod 203 (1) and 3,400 6,000 6,000 7,'/21 4,700

Brhnre to hE shared tha tno levcls ofGovernment 413,367 485,565 s33,966 527,346 474,506
F. Coooti.s' albcatio! foo rc\entP 229,928 273,073 294,021 314,205 331,23t
G. BalaEcr bt 6r tlc NationalGowImEDt 183,439 'I l) no1 239,945 2t3,t4t t4327 5

C Govem ents'share 22.3% 23.7% 22.5% t9.6%
Natbhal G owrun eht,s share 17.8% t8.4% )8.4% 14.3% 8.5%
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4.4.4 Contingent Liabilities

286. Some County Govemments established car and mortgage schemes without
setting up proper management guidelines such that some Counties advance loans
to ofEcers which were not insured, and some were pegged on allowances as
opposed to salaries. This exposes these Cormties to coDtingent iiabilities in the
evetrt of defaults and./or expiry of beneficiaries' employm.ent contacts. The
national govemmett should partner with County Governments to ensure there is
proper management fr2mework for these fimds to reduce contingent liabiiities to
the Counties.

4.5 Vertical Division of Revenue

287 . In FY 201 8/19, the National Treasury proposes that Cor:nty Govemments
be allocated au equitable sbare ofrevenue raised nationally ofKsh 314 billion" aud
that the National Government be allocated Ksh 1,370 billion. County
Governments' equitable share of revenue for the FY 2018/19 was arrived at by
adjusting the equitable share allocation in FY 2017118 by a growth factor of 4.0
percen! which is equivalent to IGh 12 billion. (table 4.3).

Table 4.3: Coun Governments'E uitable Revenue Share h l\{illion

288. [n addition to the above equitable share, County Governments will receive
additional fi:nds as conditional grants. These include the foliowing:
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Budget iten 2011/ls 2015n6 20t6nT 70t1nE 20lEn9

Btselne $e. alloutbn in the prcvbw FY) 196,000.0 226,660.0 259,114.5 280,300.0 302,000.0

Baselirc adjunrns

1. fuselj e odjusinents @18 to ddditbnal t'tortbtt) 10,660.0 2,946.0

Adj$ted hselioe: 226,660.0 229,606.0 259,714.5 280,300.0 302.000.0

Addibrsl nlrru rlresuBs

l.ldjusnmt for rcverw growth 2i,902.0 20,525 2 21,?00.0 12,000.0

2. }thet adiusneas 4,500.0

3. Adjuinents negotiarel h P oliolent post-BPS t,166.s

Computed rquitsble nveoue sh.rn alloutiou 276,660.0 259,114.5 280,300.0 302,000.0 314,000.0
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285. The National Treasury wiil initiate dialogue with key actors -- including
the CRA and the Council of Govemors -- on how the two levels of Government
caa achieve optimality il not only vertical revenue sharing, but also revenue raising
aod public spending. The dialogue, to be convened uader IBEC, will revolve
around the annual division of revenue process and application of criteria provided
i:: Article 203 of the Constitution. It is hoped outc.mes of the deliberations will
help to stengthen intergovernmeutal fiscal relations within the county. I:r the
meantime, the National Treasury expects that approval (by Cabinet and
Parliament) and successfi:l implementation of the draft Policy to Support
Enhaacement of County Governments' OSR will minimize Counties' dependence
on fiscal transfers which, in National Treasury's view, fuels demands for increased
ra::sfers way beyond what is fgasi$le within the overall fiscal framework.
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. Equalization Fund to the marginatized areas amountiDg to Ksh 4.7 billion

Table 4.4: Division of Revenue Raised Nati h Million

IGh 8.3 Billion from the Road Maintenance Fuel l,evy Fund (RMLF). As in
previous years, this is calculated at 15 percent of proj ected FY 2017/18
collections by the Kenya Roads Board (KRB); and

Ksh 33.2 billion from proceeds of extemal loans and grants, which will finance
devolved functions in accordance with the signed fi"ancing agreement for each
loan/grant. Table 4.5 shows the total disaggregation ofrevenues transferred to
the County Government.

Table 4.5: Disa ation of Coun Governments' Allocation Ksh Million

4.6 Horizontal Allocation of Revenue

289. Horizontal distribution of County Governments' equitable revenue share
ailocation for FY 2018/19 is based on the cunent formul4 which uses six
parameters with specific weights, namely: population (45 percent); basic equal
share (26 percent); poverty (18 percent); laad area (8 percent); fiscal responsibility

Typ/lcvcl of rllocatioo xot4/15 2015n6 20t6/11 201118 20r8n9

Nabnal Gowrer( of$hbh 801,759.0 887,t9'1-5 t,0t9,494.0 1,176,56?.0 t,369,'192.0

Free nat ernal healthcare 3.320.0 4298.0 4,r21.0

Leasing of fi.dicol equipnent 4,500.0 4,500.0 6,100.0 9,400.0

C onpcnsotion Jor user Jees Jorgone 900.0 900.0 900.0 900.0

Let cl 5 hoEitols t,86l.l 1.600.5 4,000.0 4r00.0 4,326.0

Speciolwrposc gront (Energency lled- Scn,.) 200.0

fu hobil it ot io n oJ t, il lo ge p olyt c c hn i cs 2,000.0 2,000.0

SnpplenentJor construction oJ Coun5, HQs 605.0 605.0

EqualtatbD Furd 3,400.0 6.000.0 6,000.0 7,?21.0 4,?00.0

Cotiny cquisbb sharE n6,660.0 259,774.5 280,300.0 302,000.0 314,000.0

Totrlsbrllable rEY!Due 1,03r,819.0 1,152912.0 tJ05,794.0 1,486r94.0 1,688,492.0

Typc/lcvcl of ellocation 2014/15 2015/l6 20t6tr'7 20t7tlt 2018/19

Coudty cqutrbb sbaE 226.660.0 259.7'74.5 i 14.000.0

AdditbDrl coDdtbDal rlbc*bns, of ufibh
Frcc mot crnal heolt hcare i.120.0 4.t2t.0
Lcasing oJ ncdicol .qtipn.nt .1.500.0 4.500.0 9.400.0

C onpcn*t ion Jor user lees Jorgonc 900.0 900.0 900.0

Lcv.l5 hotpitols 3.600.i 4.000.0 4.200.0 4,326.0

Spcciolpurpose gront (Eneryenci Med. Serg.) 200.0

k ho b i I it a t ion ol v il I o ge po bt e c hn ics 2,000.0 2.000.0
Supplencnt lor construction ofCountl HQs 605.0 60i.0
Allocation/ront Fuel Levv ( ) 50/6) i.{00.0 3.300.0 4.i06.8 ?.875.0 8.269.0

AllocotionJrom loans and gronrs t0.6? 1.2 i.870.7 I2.541.4 i3.24 t.9
Totd CouDty Allocitions 23s)43.3 231,0442 302,19EJ 336,221.4 37\141.9
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From the Nationai Governments' equitable revenue share, Ksh 17.2 biiiion
conditional allocations for: i) level-5 hospitals; ii) rehabilitation of village
polltechnics; iii) leasing ofmedical equipment; iv) compensation for foregone
user fees; and, v) Construction of County Head Quarters (Table 4.4);

280.t00.0 i02.000.0

4298.0

6.100.0

900.0

1.863.i

m

T
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(2 percent) and development factor (1 percent). Each additional conditional
allocation is distibuted based on its objectives, criteria for selecting beneficiary
Counties and distribution formuja {c.e61dingly, i:r FY 2018/19, the Counties will
share an estimated Ksh 372.7 bi-llion, which represents ao increase of 1 1.4 percent

over and above projected total transfers for 2017ll8 of Ksh 334.6 billion. Table
4.6 shows the projected transfer to each County in FY 2018/19.
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Table 4,6: Revenue Allocation for Each County Government

5 t2 99.20t.tt3

22t
3 2.Il

t2t

rt l.3l

251

23 2.1 262

19.423.2rt
JI

l ?r s,291

,51 tt2

1.26

156.212,3.9

t2, t23,434
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4.7 Summary

2gO. The National Treasury, through the Iatergovernmental Fiscal Iielations
(IGFR) Deparment cootinues to implemeut reforms to enhance performance of
County Governments. The reforms, which are beilg implemented under the

Revised Public Finance Management Reform Strategy (2016-2018) are expected

to lead among other things, to:

. ftnproved collection and efficiency of County Govemments' ovrn-soluce
revenue (OSR) systems, including accountiag and reportilg;

. Improved capacity of Counties to formulate realistic and credible budgets, aad

hence better harmony between County Executive and County Assemblies il
the budget process;

. Strengthened capacity of County Assembly oversight committees specifcally,
County Assembly Budget aad Appropriatisa Q6mmi6gp5 to produce quality

reports in a timely mannsl;

. Proper documeatation and management of County Govemments' assets and

liabilities; and

. A clearer and stonger system of iatergovemmental fucal relations, particuiarly
on mrnsgeureDt ofintergovernmental conditional grants between the two levels
of Governmeot.
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ANNEX 1: ADHERENCE
RESPONSIBILITY PRINCIPLES

f . in line with ihe Constitution, the Public Finance Management @FIvt) Act,
2012, t}.e PFM regulations, and in keeping with prudent and t ansparent
noanagement of public resoluces, the Government has adhered to the fiscal
responsibility principles as set out in the statute as follows:

a) The National Government's development expenditure as a percent of total
budget has been above the 30 percent minimum threshold set out in the pFM
law. Despite the constraints il revenues, the development expenditures are
expected to continue being above the tlreshold at 30.2 percent in FY 2017l1 8,

30.4 percent in FY 2018/19 and 31.5 percent over the mediurn term (Chart
1.1).

Chart 1.1: Development Expenditures as a 7o of Total National Government
Budget

Source: Natianal Treasury

b) On compensation of employees, tbe share of wages to the National
Government revenues was 30.2 percent ia FY 2016/17 , aad is projected at
29.0 percent in FY 2018/19 aad at 23.4 percent over the medium term. These
ratios demonstrate the commitment to the fiscal responsibility principle of
ensuring ttrat the national govemment's expenditure on wages and benefits
for public officers does oot exceed 35 percent of the national govemment,s
equitable share ofthe revenue raised nationally plus other revenues generated
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by the national goverrment pusuant to Article 209 (4) of the Constitution
(Chart 1.2).

Chart 1.2: Wages as a percentage of National Goverument Revenues

S o urce : National Tr e as ury

c) PFM Act section 1 5(2) (c) requires that the national govemment's borrowings

be used only for the purpose of fina:rchg development expenditure and not
for recurrent expenditure. The government haq sgatiDued to adhere to this
principle. Further, this borrowi::g is carried out within the context of the

Medium Term Debt Stategy Qvfms) approved by parliameut.

d) The National Govemment is required to maintain public debt at sustaimble

levels as set out in the Public Finance Management Act 2012, and its
regulations. Our debt ratios compared with intemationally recopizrd
thresholds cootinue to show that our debt level remains sustainable (Iable
1.1), The baselir:e pubiic debt path remains consistent with the EAC
convergence gsiling of 50 percent of GDP.

e) The external debt sust2inability i:rdicators illustate that Kenya remai',s

within the sustainable bounds. This is attibuted to ttre large portion of debt

that is on coDcessional terms in terms of low costs and long term maturity.

This fmding continues to play a key role in the development agenda of the

National Govemment.
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20t7Indicator 2016 2019 2026

PV ofpublic sector debt to

GDP ratio

71 48.7 49.0 47.1 35.6

247.2 235.7 217.4PV ofpublic sector debt-to-
revenue ratlo

300 161.4

servlce-to-revenueDebt
ratio

30 32.8 3 5.8 33.4 24.3

€rCPF"J'
Table 1.1 : Ken a's Public Debt Sustainab Indicators

Source: IMF Staff Report fot Kenya, February 2017

f) To manage fiscal risks prudently, the Government has improved its
macroeconomic forecasts and regularly reviews the impact of
macroeconomic projections and their implications on the budget. A detailed
anDex on the Specific Fiscal Risks (see Annex 2) has been prepared as part
of this Budget Policy Statement. The Govemment also takes into account the

fiscal risks arising from contingent liabilities. Further, every year a

contingency provision of Ksh 5.0 billion is factored in the budget to cater for
urgent and unforeseen expeoditure.

g) On the principle of maintaining a reasonable degree of predictabitity with
respect to the level of tax rates and tax bases, in the FY 2014l15 Govemment

simpiifie<i anri mo<iemized the VAT iegisiation an<i consoliciate<i ali the

appeals i:r the tax legislation to a single legislation. Similqly in the FY
2015116, modem and simplified Excise Duty aod Tax Procedure iegislations
were enacted. A review of ttre Iacome Tax Act is ongoing and will be

completed before June 2018. These reforms are intended to lock in
predictability and enhaace compliance with the tax system and enswe

stability in tax revenue.

2018 Budget Policy Statement76
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ANNEX2: STATEMENT OF SPECIFIC FISCAL RISKS

Introduction

1. The Kenyan economy remaias resilient with a robust growth outlook.

However, ttre economy remains wl:rerable to both domestic and extemal shocks.

For prudent management ofrisks, the PFM Act, 2012 requires the preparation ofa
"Statement of Fiscal Risks".

2. TlrLe "statement of Specific Fiscal Risks" outli-nes Kenya's expJiure io fiical
risks that are associated with associated with macroeconomic assumptions used for
fiscai projections, public debt dynamics, operations of state corporations,

contingent liabilities, vulnerabilities ofthe financial sector, as well as risks posed

by nature.

3. The Goveriment remains committed to fiscal consolidation ir: order to assure

on ttre long-term sustainabiiity of public fiaances. Nevertheless, the Govemment

will monitor the risks and take appropriate measrues to safeguard macroeconomic

stabiiity.

4. I: this respec! this StatemeDt sets out the assessment of risks that cau affect

the achievement of the macroecoDomic targets and strategic objectives outli-ned in
this Budget Policy Statemeut. It also proposes a framework for responding to the

risks. The Statement is htended to bform the Parliament aad the public about the

courtry's exposure to ttrese various sources ofrisk and what more can be done to
ensure fiscal viability i:r the event of the occurrence ofthe stated risks.

5. Overall, the Statement hietlights the following: spending at current levels and

low absorption of development fuoding, combined with low revenue collections,

makes it more diffcult for ttre govemment to achieve its fiscal targets; Shocks to

the exchaage rate could imFact the size of debt servicitg, ttre terms of tade, and

inflation; the fimncial sector remains sound and is adequately capitalized;

Contingent liabilities fiom key State Corporations present minimal fiscal risks; and

risks from ttre devolved system of goveroment lspain 4 ksy con@m.

Risk in Changes in Macroeconomic Assumptions

6. Unbxpected changes in in macroeconomic variables create risls to both
revenue and expenditure projections as they play a key role in the formulation of
the budget. Adverse changes ia real GDP growih rates, inflatioq exchange rate and
voiatility of commodity prices on imports. This section reviews past

SECRET
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macroecoDomic and fiscal performance in Kenya and then assesses four imporaot
sources offiscal risk to the budget namely:

o Reduction i-n real GDP.
. Inflationinstability;
o Exchange rate volatility, and
. Volatility of commodity prices on imports;

7. Table 2.1 presents the magritude of frst round impacts of various
macroeconomic variables mentioned above on fiscal aggregates.

Table 2.1: Fiscal Sensitivity to Key Macroeconomic Variables, 2018/f9 (Ksh bn)

8. The reduction ia real GDP by one percentage poiat results ina larger reduction
of revenue gom.pared to expenditures. On balance, revenue declines by Ksh 9.8
billioa Inflation instability (in this case, an i:rcrease in inflation by one percentage
points) results in highc revenues relative to expenditures giving a net increase in
revenue of Ksh 8.3 billion.

9. Exchange rate volatility as measured by a 10 percent depreciation results in
Kenya shilli:rg exshange mte to the US dollar, results in increases in both revenues
and expenditures. Howevdr, expenditures would increase more that revenues by
Ksh 2.2 billion. Volatility in prices 6f imForted goods as measure by an increase
in value of imported goods in US dollar terms results in higber revenues and a
margi:ral decline in expenditures. On a net basis, revenues increase by Ksh 4.8
billion

10. Overall, if all the shocks are applied at the same time, revenues would ir:crease
by Ksh 14.1 billion while expenditures would also increase by Ksh 13.2 billion.
On a net, balance, revenues would increase by Ksh 0.9 billion.

2018 Budget Policy Statement
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Assessment of Past Forecast Accuracy of Underlying Assumptions and
Budgetary Aggregates

11. Overall, the macroeconomic assumptions underlying the recent budgets and

actual budget outhrm have generally been accurate with minimal deviations as

shown i:r Table 2.2. Over the peiod 2014115-2017118, the average deviation

between the assumed and provisiotral actual real GDP grortlth rates was 0.5

percentage point. With rcspect to inflation assumption, the largest deviation was in
FY 2014/15 by 1.0 percentage point and over the period averaged 0.6 percentage

poht. The depreciation 6f &s shilling exchange rate against major intemational

currencies since the FY 2015/2016 was due to the stengthening of the US dollar

but has si:rce stabiiized with less volatility.

Ttble 2.2: Deviations in Macroeconomic and Fiscal tes

S o urce : National Treas ury

1 2 . The actual performance of fiscai aggregates vis-d-vis target was below target.

Total revenue between FY 2014/15 and FY 2017118 u:rderperformed its target by

aD average of IGh 88.8 billion wbile ordi:rary reveDue was blow target by an
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average of Ksh 38.6 billion. The underperformance in A-i-A largely reflects the
under reporting fiom the reievant ministries/deparments.

13. The average deviation of total expenditure sa61 as1 tsnding between FY
2014115 and FY 2017l18 was an uDderspending of Ksh 100.2 billion. This shordall
was attributed to lower absorption in development expenditues. The recurrent
expenditure has an on average exceeded target by Ksh 8.9 billion durhg the period.

14. The execution of development expenditure has generally been low due to
lower execution rates by the Ministries, Departrrents and Agencies particularly for
extemal financing.

15. The slower-than-programmed spending on development budget poses a risk
to the fiscal program, goi:rg forward. In order to prevent tlis risk from
materielizing, the National Treasury is preparing guidelines on how capital projects
should be planned appraised and evaluated before firnds are finally committed in
the budget. The National Treasury will engage Development Partrers and execute
financial agreements when the project has fi:lfilled all preli"'inary conditions for
execution.

16. Going forward, ttrere are risks associated wittr expenditure proposals that
camot be accommodated within the baseline ceilings.

SPECIFIC FISCAL RISKS

17. This section addresses areas of specific fiscal risk faced by Kenya. Each of
these risks has a lbkage to the expansion of infrastructure in the country, a key
Government priority, which makes effective risk management all ttre more
important:

i. The sustainability ofpublic debt;

ii. ExplicitContingentLiabilities
in. ImllicitContingentLiabilities
iv. Devolved System of Govemment

Sustainability of Public Debt

18. The sustainability of Kenya's debt depends on macroeconomic performance
and prudence debt management. ln addition, increased extemal fi:rancing on both
concessional and non-concessional lsrms pose an i::herent foreign exchange risk
which may worsen the PV ofdebt and therefore increases the risk ofdebt distress.
Increased use of longer-term domestic debt imtuments would help mitigate
exposure of the Govemment debt portfolio to foreip currency risk a:rd contibute
to reducing domestic rollover risk.

SHCRp:-
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19. The above notwitbstandiag, the Govemment recop.izes the importance of
6anaging debt in a prudent way to ensure the debt burden is shared equally
between the current and future generation. The latest debt sustai::ability analysis

@SA) for Kenya indicates that Kenya's debt is sustaiaable. The DSA compares

debt burden indicators to i:rdicative tlresholds over a 20-year projection period. A
debt-burden indicator that exceeds its indicative tlreshold suggests a risk of
experiencing some form of debt distress.

21. Kenya's debt ratios compared with intemationally recopized threshold
continues to show that ow debt lsysl rc6ains sustainable (see Table 1.1 in the
Fiscal Responsibility Principles). Both the present value of pubtc sector debt to
GDP ratio and present value ofpublic sector debt to revenue ratio are well within
irlgnsfi 6nally recopized thresholds.

State Corporations/State Owned Enterprises

Governance

22. Tlie establishment of State Corporations is as a result of a deliberate

Govemrnent policy to establish entities to undertake speci-fic developmental and

stategic objectives on behalf of Govemment to accelerate economic and social

development ia the country. These entities have contibuted sipificantly towards

the achievement of Government development agenda as stipulated in Govemment
policies and development plans inciuding Visioo 2030. It is envisaged that those

entities would operate on cost recovery basis and make reasonable rehrms on the

iovesfuents.

23. Over the years, major reforms premised on Govemment policy of a private
sector led economy have resorted to privatization of some corporations. SuccessfiI
privatized entities like Safaricom are playing a sigr.ifcant role i-n the economy by
creating job opporh:oities, remitting reasonable dividends to the national
exchequer and tax revenues. Further, the unbundling of the operations of
infrastructue State Corporations to separate regulatory firnctions from commercial

operations and create independent regulatory institutions has seen the country

2018 Budget Policy Statement
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20. The World Bank's County Policy and Institutional Assessment (CPIA) Index,
classifies countries into ttrree performance categories i.e. Strong, Medium and Poor

and each category has different i:rdicative tbresholds for debt burdens depending

on the couDtry's policies atrd institutions. Kenya is rated as a strong polcy
performer and a low middle income country and thus is subject to the threshold of
74 percent on the Present Value of Debt/ GDP.
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unlock the great potential in some sectors like the ICT, tansport and energy that
have made tremendous strides i:: the economy. Ottrer reforms in &e sector include
a deliberate GoverDment policy to embrace global best practices, snhanss g6qfl
corpomte govemaDce and accountability on the use of public resources to enable

those Corporations deliver on strategic mandates on behaif of the Government.

24. Irt efforts to s8engthen good corporate govemance of State Corporations, the

Government issued the Mwongozo Code of Conduct to provide guidance on
effective govemaoc€ and oversight of State CorporatioDs. This, together with the
establishment and operationali"ation of audit committees and risk DanagemeDt

frameworks for Govemment entities ilcludi:rg State CorporatioDs uuder the PFM
Act/Regulations are geared towards enhaacing capacity for effective delivery of
strategic objectives on behalf of the Govemment. ln addition the Capital Market
Authority has issued Reguiations uader the Capital Market Act (Cap 486) on code
of govemance requirements to be observed by companis5 Iisted at the NSE. This
will enhance accountability, tansparency and fi:ll disclosure by Corporations
listed in NSE where Government has a stake.

Public Debt

25. Under various enabliag legislations establishing State Corporations, the

Corporations are legal entities with tle capacity to borrow or conhact debts and

^+L-. li"h; liri-" f^. ^"-^"-" ^f 6',+h-;-- rha;. aa6,l^+- ^- l.-!,-lf ^f +r.-rvr l/lgPvJvJ

Government. The process of contactiag debts and other fiabi.lities by State

Corporations are spelt out ir: the PFM Act/Regulation and the State Corporations
Act with clear approval requirements. State Corporations with stong balance
sheets caD contract debts and other liabilities only with relevant approvals from the
line MinisEy and ttre National Treasury to finance projects that are viable and will
enhanc,e ttre revenue stream to service all obligation arising from the debts without
reverting to the national exchequer for bailout.

2018 Budget Policy Statement82

26. On the other hand, the Government tlrough the National Treasury can procrue

loa:rs on concessisnal fel6s from bilateraUmultilateral sources and other financia.l
intuitions 1e implement strtegic infrastructure projects that require huge capital

outlays like in energy/petroleum, roads, airporu, rail, and sea ports. The
concessional loans are on-lent to respective State Corporations implementing the
stuategic infrastructure projects. The onlent concessionai loans constifute public
debts and are sustainable as they are procured by the Government as per the

Medium Term Debt Management Strategy and are within the requfued threshoids
with respect to Kenya's public indebtedness.



Erplicit/lmplicit Contingent Liabilities

27. Governmen! as a strategic thrust, has a stake i:r State OwDed Enterprises

(SOEs) and other Govemment invesments. Wlile contracted debts and other

Iiabilities by SOEs and other companies where Govemment has a stake are backed

by their balance sheets aad revenue streams, they may constitute a potential source

of fiscal risk. Due to economic downturns and fortunes as a result of vagaries of

the weather, global economic shocks, new technology, competitior, chnnge oflaw

as a result of domesticati:rg regional keaties, aod change of policies, SOEs and

other compa',ie5 where govem:lent has a stake may face challenges and financial

distress. Consequently, their balance sheets and revenue steams may be adversely

impacted and hence impair their capaclty to hooour obligations arising from

contacted debts and other liabilities.

28. Due to the strategic nature of those SOEs and ottrer compFnies where

Government has a stake and the 6vs6[ imFact of their collapse to ttre economy,

the Govemment may be obligated to intervene through various measures. This may

iaclude underwriting/guaranteeing contacted debts and other liabilities, and/or

direct cash bailout throug! provision of budgetary resources and this poses

potential fiscal risks. The Govemment will continue to put i:r place measures

including appropriate legislation and policy directives to monitor and mitigate any

potential fiscal risks as a result of Govemment stake in SOEs and otber companies

that are of strategic importanoe.

Unfunded Pension Liabilities

29. Under current pension anangeroents, the govemment funds its peusion

liabilities from the curent budget based on projections ofthose entering retirement

from the public service. The legal retirement whdow nnges from 50 years to 60

years, where 50 years is the voiuntary retirement age while 60 years is mandatory.

Unfrnded pension liabilities arise as a fiscal risk as the projected voluntary retfuees

pension liabilities have yet to be quantified and the governmeot has not set aside a

fund or scheme to cover for ttrese. Were the proportion of voluntary retirees to all

elaim pension, the govemment wouid face a larger pension liability putti:rg a

burden on the current budget.

Public Private Partnership (PPP) Projects

30. Since 1996 and as a result of progressive Iegal, regulatory and institutional

refonns ofthe economy, Kenya has attracted private investments i:rto the county's

econonic ir.frastructute 566f91s irgluding telecommunications, eDergy, 6ansporL

water and sewerage. The frontnrnner sector to lock in private participation i:r

public infrastructure deveiopment is the energy sector - which witnessed its fust

83 SECRFt', 18 Budget Policy Statement

-Qtr--Drrv--\-zi rL ;



F- --- /^| rr l- gtr
.i-.1-L/ ! rl- a

Independent Power Producers (IPPs) i:r electicity generation starting from i996.
Currenfly, all oftbe country's generated electricity is private sectorled, eleveo (11)
active IPPs ttrat generate a total of 691MW out a total of 234lMW installed
capacity in Kenya. ln addition, before June 2018, 300MW from Lake furl(qna
project shall be put on the National Grid once the tansmissioD line has been
completed (Anner Table 5).

Planned Infrastrucfure PPP Projects i_n Kenya

3 1 . Following the adoption of the PPP Policy in 201 1 , and the enactuent of the
PPP Act in 201 3, as well as the establishm ent and operational ization of critical ppp
iutitutions (the PPP Committee, the PPP Unit and the Petition e6mmiglg€), thess
has been a steady growth in the qrrality aad size of the PPP pipeliae of projects,
drawn from diverse economic sectors and Coulty Govemments. A tolal of 70
projects are in the National Priority List ofPPP projects. These projects are in the
tansport and hfiastructure, energy, toudsm, education, environment, health
among otlers. ln the Table 2.3, highlights of currently active transactions are
provided. This pipelile of projects is curreatly uader review and is expected to be
realip.ed with projects 16 !s imFlemented undet the Govemment's ,.Big 4,,
agenda-

2018 Budget Policy Statement
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Table 2.3: Planned PPP ro ects for the eriod201,8-2020 SD Million
Project
Value
rus$ [o

Sector

2,500

1,702

Road sector
. PPP To11 Road Proj ects:

Procurement is ongoing for the following projects
o 2od Nyali Bridge
o Nairobi-Nakuru-Mau Summit road
Preparation of tender documents is underway for the

following projects
o Nairobi-Mombasa road
o O&M Nairobi-Thika road

. Road A::nuity Phase I
PPP Project agreements have been signed for the following
projects;

o Lot 3 (Samatar - Wajir, Rbamu - Mandera).
o Lot 33 @ajiado - Imaroro, Ngong - Kiserian -

Isinya). PPP project agreements have been siped
Contract negotiations with private party hove been concluded

for the following projects;
o Lot 8 @omas - Kiserian - Magadi, Bomas- Karen -

Dagoret - Ruill Uplands-Githunguri-Ngewa-Ruiru)
o Lot 15 (select urban roads i:r Nyeri, Kiri:ryaga,

Murang'4 Embu, Tharaka Nithi and Laikipia
Counties.

o Lot 18 (select urbaa roads i:r Kakamega, Vihiga"
Bungoma and Busia Counties

o Lot32 (Illasit - Njukini - Taveta)
3,139

960MW CoaI Power Plant in Lamu (PPP Agreement has

been signed)

105 MW Menengai Phase 1 (3 Power Purchase
Agreements signed for a total of 105MYn

140 MW Geothermal project at Olkaia (Feasibility
Sndy beingfirnlized)
600 MW of other 20 renewable energy projects (soIar,

Energy

wi!d)- (PPA initialle d)

800

private irNestor ongomg
Education

2018 Budget Policy Statement
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. O&M of Lamu Port (1d three berths)- Negotiatiotu with

pr iv at e inv e st or ongo ing
. Lamu - Garissa- Isiolo Highway - Negotiatiotts with



Sector Project
Value
GS$ IVD

. Kenyatta University Student Hostels (PPP project
Agreement has been signed)

Procurement is ongoing for the following projects;
o Moi University Student Hostels
. University of Embu Student Hostels
. South Eastem Kenya University Student Hostels
o Egerton University
. Ken a Technical Trai:rers Colle

52.5

Water and Environment
. multi-purpose dams,
. water supply projects
o solid waste ent ects

2,000

Housing
o Civil Servants Housing
o A-ffordable Housi:rg

Police and sons hous
Urban Development

. Multilevel car park in Nairobi

. Multilevel car ark in Mombasa
100

Tourism
o Mombasa Iatsf,n4ti6nal Convention Centre 500
. Na-tobi Intemational Couvendon a:rd Exhibition Cente
o Ken atta Intemati oDai Convention Centre

Agriculture and Livestock
.Ex tine Station & Livestock Zone 10

Likoni Cro Aerial Cable Car 43
Total t2'346

32. Tbe Govemment understands that any PPP project comprises roles and
responsibilities for both the public and private sector. In particular aod based on
specifc project needs, the public sector's contributions to the ,.partnership,, of
PPPs would typically include the use of insfi-urnents of support aad credit
enhancement measures such as project development fimding, availability
payments, upfront capital grants, operational grants, revenue guarantees, partial
Risk Guaraatees (PRG), etc. As it statds, the Government is currently finalizing a
policy on the issuance of Govemment Support Measures with an objective to
provide a clear structue aad process for the issuance of Government Support
policy imtruments.

2018 Budget Policy Statement86
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33. ln accordance with section 7(1) of the PPP Act, the PPP Committee has

adopted a Fiscal Commiturent and Contingent Liability (FCCL) Management

Framework to ensure approval of, a:rd fiscal accountability in the maaagement of,

fi:ra:rcial and any other form of Government support granted in tle implementation

of the country's PPP program.

34. The FCCL Unit established under the Directorate of the Public Debt

Management Of6ce of the National Treasury is responsible for: mandatory

evaluation ofall proposed PPP projects for financial risks and contingent liabilities
as a condition ofproject approval; confirmation ofthis initial approval at feasibility

stage based on preferred submission and finai negotiated project stucture; regular

monitoring of all support measures for any amgndment(s) or variation(s) to a
project agreement's terms and conditions, project ouputs or a:ry waivers in the

project agreement.

3 5. A-il guarantees and other security instruments provided under the PPP agend4

together with all other contingent liabilities are integrated into the debt

management process. The FCCL Unit continues to routinely assess contingent

liabilities and is establishing systems for monitoring these projects with a view to

ensuring continuous risk management and the scheduled disclosure and reporting

of ali fiscal risks associated with PPPs. In addition, as part of increasing

accountability and tansparency wirhin the PPP space, the National Treasury in
collaboration with the World Balk i5 filalizing a PPP disclosure framework.

36. To mitigate the risks, the PPP Project Facilitation Fund @FF) (a multi-purpose

revoivi.g fi:nd) established under the PPP Act will provide good Govemance

Framework to manage Dtect (or explicit) Liabilities and Contingent Liabilities

once it is operational i:r the FY 2018/19.

To entrench better outcomes in fiscal risk management the National Treasury is also

placir:g a lot of emphasis in project financial models, with ttre view to ensuring that project

debt repalment is front-loaded, while equity pay-out is back-loaded. This way, overall

fiscal exposure is potentially lowered.

Implicit Contingent Liabilities

Natural Disasters

37. Natural disasters often lead to lower than projected economic grouth and have

huge budgetary impiications. They also impact negativeiy on social welfare. The

severe drought that started in mid-2016 heavily impacted on agricultural activities

resulti:rg in ttre contraction of the agriculh:ral sector thereby lowering economic

growth with huge budgetary imptcations.

2018 Budget Policy Statement87
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38. Given the importance of disaster risk, the Government has been focusi:rg on
nahral disaster risk assessment aad management through developing earll,
waming systems and disaster preparedless suategies. The intention has not been
to work towards risk financi:rg tools, but to understand the budgetary implications
ofdisaster risk a::d identifr options for maaaging the risks. To reduce disaster risk,
the Govemment has mainstreamed risk management in different sectors, such as
agriculture; which is prone to significant loss of revenue following the physical
loss ofcrops aad livestock in the event of drought or flooding

39. On the other hand, fl66d5 depending on their magnitude impact on agricllture,
ffiastructure such as electicity poles and tansformers, roads, bridges and
therefore affect households both directly and i:rdirectly. Due to the impact a natural
disaster on social welfare and its effects on essential amenities, the Govemment is
always obligated to prevent social welfare reduction by iacurring cost ofretuming
normalcy after an occurrence.

40. The Government bei:rg privy to some past occurences has been providing a
contingency firnd to cushion the fiscal framework fiom the rislc, amelg sthsls.
However, the impact of such Iikely unforeseen events cor:ld be of greater
magnitude than ttie provision and hence pose fiscal risk to the Govemment.

Climate Change related fiscal risks to the economy

41. Clinate change is a threat to i,Ie achie.remenr.s cf the S'us*,ainable develcpment
goals aad the Kenya Vision 2030. It is projected tha! under current poiicies
("busi:ress as usual," BALf , the global mean temperature will conti:rue to increase
over the next century by 2.80C, with a 3 percent chance ofrising 6oC or more. The
physical consequences of such a rise include: chaaged precipitation patterns, sea
level rise, more intense and perhaps frequent extreme weather events, and
increased prevalence ofvector-borne diseases as well as catastrophic events, such
as prolonged droughts and flooding in maay counties.

42. Kenya's economy is hiehly dependent on the climate sensitive sectors such as
agriculture, tourism, water and energy. Climate change ttrerefore, poses potential
economic consequences which include: - lower productivity in agricuiture and
other climate sensitive sectors, damage to coastal ir:frastructure, stresses on health,
biodiversify, fragile ecosystems, water supply systems, changes in trading pattems
and intemational investment flows, filancial market disruption, increased
vulrerability to sudden adverse shocks, lower GDp and altered migration
patterns-all with potential implications for external stability.

2018 B88 SSCRTT
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43. The fiscal implications of ciimate cha:rge impacts are serious and immediate.

Climate change imFacts will directly affect fiscal positions, ttrough their imFact

on tax bases and spending programs a:rd use of fiscal instruments in mitigating and

adopti:rg to climate change related effects so as to limit the damage. For example,

an increase in the frequency of storms will require more disaster relief spending

and flood insurance pay-outs. Heavy rahfall events will prompt ilvestaents to

protect, repair, and relocate faciiities. Changing weather pattems and extreme

weather events will affect farmers and thus affect the attair:ment of food security

due to low productivity.

44. In recopition of the serious threats posed by climals eSangg, the National

Treasury has been leading the process of developiag instruments f61 slim4ls

proofing vulaerable sectors of the economy through enhanci:rg mitigation and

adaptation measures. These include: Development of the frame. work National

Policy on Climate Finalce, Climate Public Expenditure and Budget Reviews

(CPEBR), Development Climate Chaage Budget Coding for tracking and reporting

climate finance flows and expenditure, Establishment ofrequisite structures for the

pdvate sector to support govemmeDt efforts in fi:rancing both mitigation and

atlaptation actions through issuaace of Green Bonds (sovereip), Establishment of
the National Treasury as the National Designated Authority (NDA) for Green

Climate Fr:nd (GCF), Establishment of the Climate Change Fund (CCF) and the

Disaster Risk Financing Stategy a[ aimed at e6[i6ning ttre economy from fiscal

risks arising from the effects of climate related shocks and natwal disasters.

Evolving Acts of Terrorism (Violent Extremism)

45. Potential terorist attacks may impose economic costs through direct and

indirect chan:rels. The direct costs include loss of life and physical destructior,

whereas the indirect costs include impacts on restriction of movement of people,

consumption, invesfuent, and gowth caused by terrorist attacks. In particular,

potential terrorist attacks have direct effect on tourism by reducing tourists' visits

due to security concerns.

46. These direct and other hdirect costs including loss ofjobs have a negative

impact on govemment revenue from tax, increased govemment spendi:rg on

security and peace restoration as well as redeeming country's image hence risk to

ttre Govemment's fiscal framework.

47. Recognizi:rg the significant risk that terrorism pose, the Govemment has

undertaken a raft ofreforms over the last two fila:rcial years to mitigate the adverse

effects of this risk. These reforms include development of counter-terrorism

strategy that involve cooperation arnong a1i security agencies, i:rcreasing

2018 Budget Policy StatementB9 sEcREr
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collaboration with local communities on security matters, security modemization
involving acquisition of modern security equipmenq and raising awareness to
potential threats. Awareness.

Technological Disaster

48. Idormation, Communication and Technology flCT) continues to piay a
revolutionary role in expa:rding access to financial services and improving the
ways of doing business in Kenya- Techaological advancement in Kenya has seen
significant expansi6l in mobile fiaancial services and intemet usage. Mobile
fi:rancial services has offered significant opportunities for improving the efficiency
offinancial services by expanding access and lowering tarsaction costs. The rapid
gro'a,th of mobile money has demonstrated that the tecbaology is mature and brings
real benefits to people who previously could not access financial products or
services.

49. Owing to the success of mobile money, various fiaancial products have been
leveraged on this payment cha::nel increasing the inter li-nkages between this
technology and the banking sector. The Govemment as well has tapped into the
technology to provide services and receive payments online. [r this regard, large
volumes of money are tansacted tbrough the mobile money systems, being
palment to govemments for seryices offered as well as payments to private sector.
The barkiag sector and other businesses whose performance is linked to this
system remails an importa[t source of comorate .rax revenue for the governmeDt.

50. Therefore, given the importance of the mobile money system to the economy,
its disruption would lead to substaatial loss of potential govemment revenue,
customers deposits and market con-fidence. The Government might therefore be
under pressure to compensate losses and hence should be considered as a plausibie
fiscal risk.

2018 Budget Policy Statement90
SECRET

5i. On the other hand, increased usage of inforrnation technology (IT) systems
such as computers and intemet by households, businesses and Government entities
has enhanced efficiency and improved sewice delivery. In particuiar, the
Government in recent years has heavily leveraged on technology to improve
service delivery using products such as IFMIS, iTax, e-procuremen! Huduma
centres and e-citizen. Given the sip.ificaat revenues channelled through those
systems, tle relia:rce on these IT systems exposes tie Govemment to a range of
risks such as cybercrime and fiaud which may result to data comrption or loss; and
government revenue loss. Recognizi.ng the possibility of these threats occurring,
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the Govemment ha< sensitized all users on the importance of enhancing cyber

security.

Liabilities of the financial sector via systemically important Banks

52. "The Kenya Deposit Lrsurance Corporatioo (KDIC) was established under

section 4 of the Kenya Deposit Insurance Act- 2012 u a deposit i::suralce scheme

for depositors and to act as a Resolution Authority for failed financial member

institutions, as well as the role of Risk Minimization. As at November 2017 , the

coverage level was at Ksh 268.1 Bitlion with 46.6 miilion accounts firily covered.

This translates to 96.8%o of totai number of accounts covered. However, in value

terms, KDIC only covers 9.2Yo of tbe lotal deposits in the Barking sector. This is

quite low compared to the intemationally recornrnended minimum standafi of 20Yo

by Intemational Association of Deposit Insurers (IAD!. This therefore implies

that, in the event of failure of a Systemicalty Important BanI<, the low cover would

cause a fiscal rish in the absence of review of ttre current coverage levei of Ksh

100,000 to a higher level.

Devolved System of Government

53. The Constitution of Kenya provides for two levels of govemment i.e. National

and the County Governments which are distinct aad i:rter-dependent' This system

of governaace which came into place i-n March 2013 gives the County

Governments powers.under Article 209 to collect assip.ed reveDuos as well as to

budget and spend. Coulties spend as per the functions assigned to them under

Schedule 4 of the corstitution @evoived firnctions). They are finaaced through

National Government tansfers, own source revenues and conditional allocations.

54. However, major risks have emerged from Kenya's fiscal decentralization, and

whioh require prudent management especially by the County Govemments Below

is a summary of the main risks and proposed mitigation measures, some of which

are already being implemented:

2018 Budget PolicY Statement

SECRFT
91



Risks
a) Failure by counties to remit starurory deductions Ht"6:[it"r*:",'?non* remitrance of statutory

(e.g PAYE, witbtrolding vAT, NSSF coutributions, deductions while paying salaries, since tfri" i. aufy
etc.) could imPact o! overall collectinr: of ordirMry budgeted for. v/ith iegarJ to witb-hotaiog Vai, Co*ti",
revenue by the Kenya Revenue Authority (KRA) should make palments at the time of payirg ,rppti"r, *a

contractors since they are requted to budget for the fi:Il

uy conirairing'*i u,bua a,"", ari ttre engines'o. ililri;tlirib;ji,?1d1qJ,;[To'jL,"--entisnaarizing
econornic growtb, failure by counJies to appoint and design of a program-for-rlsdts @-for-R) *li"h *ilt
empower legally-required Municipal Boards and provide buclgitary incentives for bounties to establish
Tonn commjttees undermines ttre financiag and , legauy-required urban management s6uctures, a,ong
effective managemetrt of built up fieas, especially iD other measures to ensure thai cities and towns function
medium-sized towDs, which sit in largely rural effectively, and that municipal infrasuucture aad services
Counties. This could undermine the couaty's overall . are adequarely maintained- A numb"r oi Cogoti"s hare
economic performance. akeady signed up to the program whose implementation '

c) rh; so-win-q;toci of expia&Ge ariiiis, e"pi"rauy ,"*"#ri"1i"tt#r**fHtft1rrftl3P;n"es to vcrig,
pending_-bills due to suPpliem and contractors, is authenticity of au ouistaaaii'g palments and formulate
potentiauy a factor behind struggling small aad str-ategies to elimiDate all arrears-
medium-sizcd e erprises (e.g. hotels, travel
agencies, etc.), maDy ofwhich borrow to finalce their
op91a!o4q - -
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Annex Table 1: Macroeconomic Indicators
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Anncx Table 4: Summary of Expenditure by Programmcs,20lSll9 - 2020/21(Ifth Mitlion)
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Scctor/ Vot /Progrrmmc Drtrils 20'18/19 Cciling 2019/20 Proj.ction 2020f21 Projcction
Capltal Iotal C:pltal Caplial

I

AGRICTJXIIJRB RT'RAL & IIRBAN DEVEIOPMEYT 17,095.9 21,1r85.3 38,981.2 18,506.7 231335.5 4t,842,1, 19,305.7 21,496.6 41,802.3
1112 Mini!Fy oflrnd! & PhyricrlPlrnning 1,403.2 3,,lEo.o 5,883.2 2,616.0 1,837.0 6353.0 2t121.0 3,959.0 6,686.0

0l0lm tand Policy & Plannrns 2,403.2 3,480.0 5.883.2 2,616.0 3,837.0 6,453.0 2,121 .0 3.959.0 6,686.0
I l5l. Slrtc DcFrtm.ot forAqriculturc 5,681,8 10l]02.0 16,483.8 6,276.0 ,1346.0 t7,622.0 6,607.0 11,9J2.0 18J39.0

0l0?m iCrncrsl Admin. Phnninr & SuDDon Scrvicca 2,909.8 171.0 3,080.8 3,290.0 215.0 3,s03.0 3,395.0 225.O 3,620.O
01080m: Cmp Dcvcloprn nl & Managcrrcnt 2,580.0 9,534.0 12,114.O 2,749.O 10,413.0 13,202.0 3,023.0 11,407 _O 14,430.O
0109000 : Agribusincss & InfornEtion Msnaaemcnt 192.0 1,097.0 1,289.0 197.0 718.0 915.0 189.0 100.0 489.0

I162 S trlc D.Frtmcrt for LirE! to(k 5,712.8 5289 3 I1,002.r 5,918.6 5,770.0 11,688.6 6,093.6 6,090.0 12,183.6
.01!?qm : UvGstock Ra'ourccs MBn6gcnEnt & Dcv.loprEnt s,7 72.8 s,289.3 11,002.1 s,918.6 s,770.o 11,688.6 6,093.6 5,090.0 12,183.6

I I64 Strt. DrFrtmlnt for Fi!h.ri.! & thc Blu. Econofiy 1,903.4 2,011.0 1917.1 2,142.1 2,066.5 1,208.6 2,231.t 2,17t.6 1,401.',|
0l llm0:Fishcrics DcvclopnEht & MenEgcrn nt 1,489.0 1,O14.0 2,503.0 1,687.3 1,105.5 2,793.8 1,743.8 7,120_6 2,A64.4
ProgranurE: C.ncrslAdmin., PlEnnin8 & Support Scrvices 181.3 181.3 192.9 19 2.9 204.8 204.8
Prograltllrl: Dclclollnent & Coord instio n ofth. Bluc Economy 233.1 1,000.0 1,233.1 261.9 960.0 7,227.9 285.5 1,050.0 1,335.s

2021 Nrtionrl knd Commi!!ion 1,394.7 100.0 7,694.1 1Js4,0 316.0 1,870,0 1,644.0 345.0 1,989.0
0l llm: Land Admin. & Msnegcmcnl

0l140m. Gcncrel AdInin . Plsnnins & Suppo.t Scrvacca

0l I5000. lrnd Disputes & Conflict Rc!olutions
0l l6m. Natlon8l [.& Infonmtion ManegcfiEnt Syrtcm
0l llm LEnd Admjn. & Maneg.nrnt 1,394.7 :r00.0 7,694.7 1,554.0 116.0 1,870.0 7,644.O 345.0 1,989.0

D{[I{GY, INIRASTRI]CTURE & ICT 11,150.3 321,t6t.0 404,633.3 81,551.0 t3E,93(.0 420,490.0 84.94 r.0 337,319.0 422,260,0
1152 St.(. DcFrtmcnt Ior [ncrsy 2,161.7 67,056.0 14311.1 2J02.0 14,637.0 16,93'.0 2,331.0 14;t 42.0 17,013.0

021lm C.ncralAdmin. Plinning & Support Scrviccs 244 _O 576.7 368.0 249.0 517.0 377.O 193.0 570.0
ml2m Po.,lcr CrncrBtron 919-0 20,.:;78.0 21,497.O 1,001.0 18,450.0 19,451.0 1.018.0 26,628.0 21,646_O
02130m Po$!r Trensmission & Dbtribution 717.O 44,(;80.0 50,4S7.0 797.0 51,441.0 52,238.0 797.0 43,146.0 43,943.0
0214fin Ahcmativc FrerBy Technologas 133.0 2,154.0 2,287 _0 136.0 4,497.O 4,633.0 139.0 4,775 _0 4,914.0

IIIIII



Anncx Table 4: Summa of Ex enditure Pro nlcs 20l8lt9 - 2020t21 h Million ..Contd
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S.ctor/ Votc/Progrrhm. D.lrll! 2018/19 Ccilinq 2019/20 Proj.ction 2020/21 Proj.rtiotr
Cu..ent Capltal Total Curr€nl Capital Capltal

I153 Strtc Dcpnrtm.nt for Pctrolcrnl 717.6 2,816.0 r,148.6 290.0 4,544.0 4,834.0 3 01r.0 4,554.0 4,862.0
02 t5000 loration & Distribution of Oil & C.i 277.6 2,876.0 3,148_5 290.0 4,544.O 4,834.0 308.0 4,554.0 4,462.O

1091. Strtc Dcprtmc t ofInfrn!trnctrrc 58,525.0 12J,068.0 t8l,593.0 61,518.0 128,G28.0 190,146.0 64,578.0 129,25r.0 193,83?.0
02m0O0 Road TBn! s8,525.0 123,068.0 181,593.0 61,518.0 128,628.0 190,146.0 64,57A.O 129,259.0 193,837.0

1092 Slatc DcFrtnrnt ofTrrn! porl 9,284.0 78,038.0 87,322.0 9 391.0 81,062,0 90,459,0 9,469.0 8r,089.0 90,558.0
020lfr) CencrslAdmin , PlenninB & Support Scrviccs 407.O 760.O 1,167.0 432.D 769.0 1,201.0 447.O 769.0 1,216.0
m0l0m R ilTrsnlport 59,324.0 59,324.0 60,380.0 60,380.O 60,383.0 60,383.O
O20{O00 Marinc Transport 1,225_O 13.110.0 14,335.0 1,234.0 14,281_0 15,521.0 7,242.O 14,400_O 15,642.O
02050m A ir Trans 7,106.0 4,544.0 11,750.0 7,28r.0 5,069.0 12,350.0 1,327.O 4,978.0 12,305.0
q216000000 Rosd Ssfcty 446.0 300.0 746.0 450.0 557.0 1,007.0 453.0 559.O 1.012.0

1093 Stet. Dcp.rtrncntfor Mrritimc Aft0lrr I 126.t 376.1 361.0 361.0 J',t1.0 377.0
Ponm04000 Marinc Tr6ns

0219m0 Shipping & Msritirnc Aflail! | 326.1 326.1 351.0 361-0 371-O 177.O
I122 Str(c
Inhor{tion

for ali Tc h .tDctEr ogY 1,159.5 3l,rl E.5 lJ3t.0 30,699.0 1J77.0 26,405.0 1,1,782.O

020?0m : GcncrEI Admin. Plannina & Support Scrvic6s 242.2 242-2 3 29.0 3 29.O 3 56.0 356.0
ml0@0 i ICT lnFastructurc Devcloprncnt 321.0 30,759.0 31,080.0 374.O 29,368.0 29,142-O 386.0 26,405.0 16,791.O
@l?000 Eclovemn nt SErviccs 595.3 596.3 628.0 628.0 515.0 635.0

I 123 Slrtc Dernrq!.nt for Broidcrrting & Tcllcommrnication! 2,880.1 688.0 3,568.1 3,051.0 747.0 3,798.0 3,117.0 750.0 3,867.0
020/0m : C.ncral Admin. Plannmg & Support Scrviccs 311.1 311.1 142-0 143.0 485.0 359.0 143.0 502-0
0208m : Infomution & Cornrmnirrtioo S€rviccs 2,366.9 428.0 2.794.9 2,500.0 4 28.0 2,928.0 2,548.0 507.0 3,055.0
0209010:Ma3s Mcdia Skiils Dcyclopnlcnt 202_l 260.0 462.1 209.0 175.0 38s.0 210.0 100.0 310.0

1094 Stst! DcErtmcntfor l.hll!iflg & Urb.n Dclrtopmcnr 2,799.1 16,8J9.0 19,138.1 2J98.0 17,835.0 20 233.0 2,441.0 l E J96.0 20,837 ,0
0102000 Hous t & Hurlen SctllcnEntDevclo 466.0 9,040.0 9,506.0 4 78.0 10,197.0 10,675.0 488.0 304.0 1o,792.O
0105000 Urban & Mctro olatan Dcv 263.0 7,663.O 7,926.O 277.O 1 .486 -O 1,763_O 292.O 7,940.O 1.0
0106000 Gcneral Admin. Plann ing & Support Scrvices 249.1 249.1 282_0 282.0 289.0 289.0
PrograrnnE 4- Rcgulation & Dovcloplrrnt oftbr Conrtruction
Indus L,371.O 136.0 1,451.O 1,361.0 152.0 1,513.0 1,372_0 152.0 1,525.0

E42.1, r,r59.0 2,801.2 906.0 2,lls.0 1,021.0 943.0 1,t24.0 f,,067.0
0103@0 Covcmrncnt Bu 400.00 1,734.O0 2,r34.00 413.00 1,885.00 2,298.O0 421_OO 1,667.00 2,094.000104m Cosstlin. In6a!tructuE & 83.00 170_00 253.00 85.00 191.00 271_00 88.00 411_00 499 00ol06om GcncBl Admrn. Plann f59.20 55,0O 414,2O 407.00 39.00 446.O0 42E.OO 46.00 474 00
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Annex Table 4: Summary of Expenditure by Programmes,20lSll9 - 2020121 (IGh Million) ..Contd

S.clor/ VotG/Prosrammc Dctaih 20,8/19 Ccllinr 2019/20 Prol.ction 2020/21 Prolcclion
C.plt.l Total Capital Totrl Capltal

GO{rXAL ECONOMIC & COMMUTChL AI'I,AIRS 9,091.3 I1,916.0 1l,010.3 9,645.0 1334r.O 22,986.0 9,768.0 13,'l7t;.0 23561.0
I172 Slrtc DrFrtm.nt for lftr!tmcnt & ln(fut trl 1.,40E.6 7r809.0 t0?17.6 2,661.0 8,236.0 10,917.0 2,713.0 8J66.0 I1,099.0

0301000 C.nersl Admin. Phnnlna & Support Scrvices 442.5 ?.34.O 676.s 502,0 234.O 736.0 518.0 234.0 7S2.0
0302000 Ind us lrial D. vclo pnEnl & InvcstnEnts 803.3 5,440_0 6,241.3 878.0 5,805.0 6,583.0 892.0 5,630.0 6,522.0
0303000 Standsrds & Busrncsr lncubation 1,162.8 2,135.0 3,297.8 1,301.0 2,197.O 3,498.0 1,303.0 2,522.O 3,825.0

I l7l Stric Dcrnrtm!nt for CoorxrrhE! 366.9 870.0 1i236.9 419.0 1,070.0 1,519.0 471.0 1,105.0 |,582.0
01040m Ooopcrativc D.vclopricnt & Msnsgcrncnt 356.9 870_0 1,236.9 449.0 7,070.0 1,519.0 471_0 1,105.0 1.582.0

I l7{ S(rtc Dcportmcnt for'Irndc 7,014.2 i52.0 2566.2 2,031.0 950.0 2,981.0 2,060.0 1,050.0 3il10.0
0307000: TrEdc Dcvclopmcnt & Promotion 2,014 _2 552.0 2,566.2 2,031.0 950.0 2,981.0 2,060.0 1,0s0.0 3,110.0

1l8l Slite D€rrartment for Fr!l Africno Intcgrtrtion t,581.4 6s.0 1,646.4 I,571.0 6s.0 1,616.0 I,598,0 65.0 1,663.0
0305000 Est Africen AfTsirs & RcsionBl Intesralion 1,581.4 65.0 1,646.4 1,57 7.O 65.0 1,536.0 1,598.0 65.0 1,663.0

l20l Minlstry ofTourism 2,723.4 2,6?0.0 5J43.1 2,913.0 t,020.0 5,9t3.0 2,940.0 3,1r0.0 6,110.0
0306m0 Tournm D.velopnEnt & ProImlion 2,723.4 2,620.0 5,343.4 2,913.0 3,020.0 5,933.0 2,940.O 3,170.O 6,110.0

IIIAI,TII 34,807J 35,t 79.0 69 981.3 31,117,0 35,403.0 11,,8?,0.0 31;725.0 15,420.0 73,146.0
l08l Mini!(ry ofHcllth 34,807.1 35,179.0 69887.J 31,1t1.0 35,403.0 12,E7,0.0 37,77.5.0 35,420.0 73,t46.0

04010m Pr.vcntivc, PmnDtivc & RMNCAH 4,786.0 8,!r11.0 13,597.0 s,583.0 8,911.0 14,594.0 5,715.0 8,911.O 14,626.0
0402000 National Ref.rral & SpccializEd S€rvrccs 15,849.7 15,453.0 31,303.7 16,423_0 16,514.0 33,037.0 16,397.O 77,581_O 33,984.0
0403000 Hcalth Rcacarch & DcvcloprEnt 5,284.9 436.0 5,720.9 5,499_0 78.0 s,57 7.O 5,501.0 69.0 5,571.0
04O{n0 Gneral Admin., Pbnrina & Support Servbcs 5,856.7 3,093.0 8,949.7 7,451.O 2,511.0 9,962.0 1,722_0 1,554.0 9,286.0
C1405000 Hcslth Policy. Stcndrrds & RcEulstions 3,030.0 7,285.0 10,315.0 2,351.0 7,289.0 9,650.0 2,390.0 7 ,289.0 9,679.0

U)IX]ATION 400,736.1, x1l4l.t 4X,8 2',7 t.3 419,766-8 26559,1 44(,)25.8 432,511.0 26,813.2 459J84.2
1061. Stltc DcFrtrD.nt for Bs!ir Educetio[ 89,132.2 8,89s.0 98,07,1.2 92,184.0 7,068.0 99,652.0 93,801,0 6,803.0 t 00,604.0

0501000 PrinEry Educaton 16,765-4 4,727.O 27,192.4 17,181.0 2,620.0 19,801.0 17,569.0 2,637-O 20.206.0
0502m Secondary &ucation 53,550.4 3,753.0 61,313.4 66,434.0 3,874.O 70,308.0 56,841.0 3,781.0 70,622.O

0503m Quality Assurancc & Slandards 4,053.4 242.0 4,295_4 4,230.0 324.O 4,554.0 4,330.0 10.0 4,340.0
0508m P. I C.nclEl Admin . Plinninr & Suoport Scrvi:cs 4.7S3.0 713.0 4,926.0 4,939.0 250.0 5,189.0 5,061.0 375.0 5,436.0

1064 Strtc DcFrtmrnt for Vo.rtionrl & Tcchnicsl Trrininl 2,593,4 5,72E.0 E321.4 2,691.0 s,985.0 t,679.0 2,15E.0 6?.51.0 9,015.0
0505m0 Tcchni:al Vocationel Blucstion & TrBinihg 2,37 3.4 3,703.0 6,076.4 2,4 39.0 3,960.0 6,199.0 2,500.0 4,227.O 6,7 27 .O

050ru0 Youth Trainins & Drvcloparnt 60.0 2,0?9.0 2,08s.0 69.O 2,025.0 2,094.0 12_O 2,030.0 2,102_O

0508m P. 8 Crn cral A d min ., Plan n in8 & Sup pon Scrv iccs 160.0 150.0 186.0 186.0 186.0 186.0
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Anncx Table 4: Summ of diture Pro Inmcs 20t8ll9 -2020121 Million ..Contd
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Scctor/ Votc/Proar.mdlc D.tcils 2018/19 Cciline 2019/]0 Proj.ctio,r 2020/21 Projccdor
Current Cepital Total Current Capltal Total Capllal

1065 Ststc D.prtmcnt fo. Iii\,rr!ityEducrtion 90J50.7 12,1E2.1 103,132.7 9sr50.8 llJ50.r 10E,700.8 96,996.0 I3,5E8.2 I10584.2
0504000 Univcrsity Blucstion 87,355.6 12,4A7.6 99,843.2 91,660.8 13,038.s 104,699.4 93,516.s 13,269.6 106,786.1
0506m Rcac5rch, Scanc.. Tcchnology & Innovation 2,634.3 294 -4 2,928.7 3,101_7 311.5 3,579.2 3.282.8 318.7 3,601.5
050E0@ GocralAdmin., Planning & suppon scrviccs 360.7 360.7 482.2 482_1 196.6 196.6

2091 T.rchcrt Serrlcc Commir!ion 218,660.0 I36.0 218,796.0 228,938.0 156.0 229,094.0 239,016.0 165.0 239,181.0
0509000 TcEchcr Resourcc ManagcnEnt 211,842.0 27L442.O 221,933.0 221,933.O 231,a32.O 231.832.0
0510000 Govemance & Standards 7s.o 7 5.0 75.0 75.0 75.0 75.0
051I000 CrncrslAdmin., Plannins & Support Scryiccs 6,743.0 136.0 6.879.0 6,930.0 156.0 7,086.0 7,109.0 165.0 7,274_0

GOYIRNANCq JGTICq IA\ry & ONDIR 168,720.2 24,927.4 195,647.6 77 5,062.4 26,451.5 201,513.9 179,743.3 23,464.2 203,247,5
1021 Slnle Dcperhncnt for lnicrior 112.135.5 16,701,0 130,836.5 112,533.4 18,267.1 130,901.1 115,280.9 la,276.2 133,557.1

0601m0 Policih8 S€rvbas 82,997.5 10,210.0 95,207.6 83,201.8 12,778_9 95,380.7 85,235.0 12,180.9 97,41S.9
06O2m Phnning, Policy Coordinstbn & Support Scrvicr 22,128.O 4,115.7 26,243,7 22,424.9 4,048.0 2.6,471 .O 22,852_0 4,O52.3 76,904.4
06O3m C.v.mlhcnl Printins Scrvbcs 741.0 1s0.0 891.0 800.5 747.5 948.0 810.2 747.6 957.9
0605m Population ManagclrEn! Scrvicc! 6,269.0 2,22s.3 8,494.3 6,202.2 1,893.3 8,095.5 6,383.6 1,895.3 4,278.9
0624m BcttinE Conlrol, LicenshB & Rcflu16lion Scwice3

1023 Slrtc D.Frtft.rt for Corrcctionrl S.rviccr 25,611.6 1,881.0 27,492.6 26,s21,2 1,900.0 za.4z1,z 27 ,27 A.9 2,000,0 29t274,9
060{0m Coflrctio nal s crv iccs 25,010_6 1,801.1 76,871.9 25,159.4 1,845.0 77.604.4 26,S11.1 1,934_3 24,445.5
0623m CtncrslAdmin., PlanninS & Support Scrviccs 404.7 69.7 47 4.4 538.6 45.0 583.6 342.7 45 _t 588.4
Progratrfir l. Bctting Control LicensinB &Rcgulalion Services 136.3 10.0 146.3 10.0 233.2 225.1 20.0 245.1

1252 Sltrlc l,ryOmcc & Dcrartmcnt ofJustiEc 4,012.5 1,634.0 5,646.5 5,066.0 1,659.0 6,725.O s,1a2,5 1,671.0 6,853.s
0606000 baal Srrvices 7,649.4 106.0 7,755.4 2,267.4 109.0 2,370.4 2,326.2 102.0 2,42a_2
06O1000 Covcmrnc€, l,€gsl TrEininS & Con!titutional Affuirs 1,691.5 1,450.0 3,141.5 2,011.4 1,370.0 3,381.4 2,044 _6 1,370.0 3,414.6
0609000 C.nclsl Admin., Planning & Suppon Scrviccs 671.6 78.0 749.6 793.3 180.0 973.3 811.8 199.0 1,010.8

l26l Thr Jodiciary 13,254.6 4,049.0 17,!03.6 15.441.0 4,099.0 19,540.0 16,031.0 1,000.0 17,031.0
0610m0 Dbpcnsetion of Justicc 13,254.6 4,049.0 17,303.6 15,441.0 4,099.0 19,540.0 16,031.0 1,000.0 17,031.0

1271 Ehlcs & Anti-Corrrp{ion Comsdt!lo. 2,851.5 120.0 2,9775 2,854.3 40.0 2,494.3 2,854.3 30.0 2,888.3
061lm EIhict & Anti-Conuption 2,851.5 120.0 2,971.5 2,854.1 40.0 2,894.3 2,858.3 30.0 2,888.3

I291 OmcG ofthG Dlrc.tor ofPtrbllc Pro!.cutlon! 2,400.0 L42.6 2,542.6 2,816.0 82.6 2,898.6 2,919.0 82.6 3,001.5
0612m P'rblic Prosecutkln S.rvicai 2,400.0 r42.6 2,s42.6 2,816.0 82.6 2,898.6 2,919.0 82.6 3,001.6

I3l I Omc. or R.girtrer of Poli6crl Prrtic! 854.9 854.9 9s2.t 952.3 976.4 976.4
0614000 R"gbtretion, R.EUlstion & Funding o f Political Partics 854.9 854.9 952.3 952.3 976.4 976_4
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Annex Table 4: summary of Expenditure by Programmcs ,2018/19 - z020lzl (Ksh Million)..contd

Scctor/ Vot./Programmc Dctsils 2018/19 C.ilirs 2019/20 Proj.ctioo 2020121Projc.tion
Current Capltal Total Current CaDltsl Toial Current Cepltal Total

l32l Witnc!s Prolcction Agcncy 454.3 454,3 523.5 523.S s41.1 541.1
0615000 Witncss Protection 454_3 4543 s23.s 5 23.5 541.1 541.1

201 K.nyi Nntiooel Coflmis!ion on Htlmfln Right! 433.1 43 3.1 517,1 s17.1 534.1 534.1
0616m Prolcction & Pronstion ofHurEn RiEht! 43 3.1 433_1 517.1 517.1 534.1 534.1

203 lndrp.nd.rl Ehctorll & Boondrric! Commi!!lon 4,516.4 199.8 4,97 6.2 5,293.9 403.2 5,697.! 5,438.9 404.4 5,841.3
061?m : ManegcllEnt ofEl€clonl Proc.lsc! 4,576 _4 399.8 4,976.2 5,153.9 403.2 5Js7.1 5,188.9 404.4 5,593.3
Drlimitstion of clccto rel boundari:s 140.0 140.0 250.0 250.0

205 Judicirl Scrdcc Cornmi!rion 479.6 479.6 s33.7 533.7 544.2 544.2

0619000 GcneralAdmin., Phnninx & SuDporl Seryiccs 479.6 419.6 533.7 533.7 544.2 s44.2
210 Nrtionrl Policc Scrvicc Commi!!lon 552.3 55 2.3 690.0 590.0 920.6 920.6

0620000 NationalPolicc Scrvicc HunEn Rcsourc. MonaacrrEnt 552.3 552_3 690.0 690.0 920.6 920.6
214 Nitlonal G.ndcr & f,qoolity Commi!!lon 423.2 423.2 513.2 513.2 528,7 52A,7

0621000 Pjoriotion ofcEnder&uslity & Frcedom from
Di!criminatlon 473.2 423.2 513.2 513.2 s28 _7 s2a.7

215 lndcpcrdrntPolic. Ovrr!iEht Autlority 680.5 680.5 706.8 706.8 748.7 748.7
0622m Policing Ovcrsight Scryices 680.6 680.6 706.8 706.4 7 48.7 748_7

PUBLIC Admin. & INTmNATIONAL RE^TIONS 166,023.3 I0?,337.5 2't7 582,7 177,212.9 1t 0,254.2 287 527.0 175J8t.6 109J24.s 285,006.r
l0l I Thc Prcridcncy 8,215.0 2,8X0.6 l r,035.6 E,629.O 3,691.1 12321.1 8,96t.8 3J t t.E 11,,133.6

0702m Clbin.l Aflair3 2,081.1 2,414.2 4,495.3 2,238.1 2,814 _2 5,052.3 2366 -4 2,427.2 5,193.6
0?04m St8tc Hourc Affsift 1,144.7 316.8 3,461.1 3,283.3 I16.2 3.599.5 3,390.3 336.5 3,726.8
07J40m Dcputy President Servrces 2,015.0 89.6 2,104.5 2.085.S 564.3 2,5s0.9 2,151.1 608.1 2,759.2
Omlom GovcmrEnt Advisory Scrvica! 974.7 97 4.7 1,021.1 1,021.1 1,054.1 1,O54.1

1034 Stitc Dcpcrun.nt for Plrnnlnr & Strtirttcs 1t,143,6 t8J52.3 19,495.9 t7)s1.2 18,747.8 5l,102.0 6346.4 39,120.8 45,461.2
0?06m : EconomicPolicy &N.tional Plsnning 1.261.5 32_295.0 33,555.4 1,315.6 32,426.1 33,741.7 1,137.6 32,4S8.2 23,795.7
07070m iNational Statrstical InfomEt ion Scrviccs 7,5a4.7 t,{ 35.4 9,020.1 8,699.8 1,415.8 10,136.6 2,649.9 1,438.2 4,088.1
0708000 : Monitoring & Evalustion Serviccs 129.1 170.9 300.1 153.8 175.0 329.9 158.4 181.3 33 9.8
0860m : N@ Rc8ulstory SeNiccs
I0l 30m InteSrsted Rcgionel Dcvcloprnent 1,652.1 4,451.0 6,103.1 1,653.5 4,708.9 6,362.4 1,654.1 5,043.1 6,697 .2
0709m : Gcneral Admin. Plsnning & Support Scrviccs 516.2 531.5 531.5 546.4 546.4
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Annex Table 4: Summary of Expenditure by Programmes,20lSll9 - 2020121(Ksh Million)..Contd

Scctor/ Vo(G/Progrrmmc D.hil! 2018/19 Ccilins 20 t9/20 Proj.(tion 202012, Pro).ctlon
Current Capltai Total Curr€nl Capltal Totrl Current Capltal Iotal

1032 Stitc DGpertmcnt for Dcrolullon I,r65.0 3.528.0 4,715.8 E04.3 3527.2 4J3r.6 844.3 3,588_0 4,432.3
0732m CrnerElAdmin, Plannina & Support S.rviccs 238.1 1,028.0 1,288.0 212.2 200.0 472_2 z7 4.8 274 _8

0712m : Dcvolution Scrviccs 106.9 2,500.0 2,606.9 108.8 3,327.2 3,436.0 110.6 3,588.0 3,698.6
MenagcrlEnt of lntcrgovcmnEntal Rclations 821.0 821.o 423.4 423.4 458.9 458.9

105 t MiristryofForrign AfIolr! & lnt.rnodotrsl Tradc 11,440,5 r981.1 19,41,8.1 17,918.2 1,986.9 19,905.1 18,618.8 2,0s6.4 20,615.2
0715m0 ForEiSn Rclation & Diplonucy 14,003.9 1,517.7 15,521.6 14,459.1 1,216.9 15,676.0 14,982.5 1,156.4 16,139.0
0742@ Economic & ComrErcial Diplolmcy 132.9 132.9 138.2 138.2 143 _1 743.7
ForEign Polby Rascerch, Crpecity lLv"loprEnt & Tcchnic5l
Coopcrstion 744.9 200.0 344_9 144.3 2o0.0 344_3 152.8 200.0 352.8
07l,lom Gcnerel Admin. Planning & Support Scryicc! 3,158.8 270.O 3,428.8 3,176.6 570.0 3,7 46.6 3,339.8 700.0 4,039.8

l07l Thc Nrtionrl Tr.l!ury 16t4163 45582.9 172,079.2 84J96.5 46r541,8 130,94 0.3 84,639.8 44,193.2 129,413.0
07l70m : Cincral Admm. Plenning & Suppon Scrvice! 10,s2a.7 3,988.3 7 4,577.7 78,456.6 4,913.3 83,369.9 78.696.6 4,968.3 83,664.9
07l8m0 : Public Financial Man6gcllEnt 4,432.4 40,188.0 44,620_3 4,447.a 40,221.8 44,669.6 4,448.9 38,418.3 42,A67.2
Cnl9000 i Economic, Fihefl ci6l Policy formulation & MonsscnEnt 1 067.4 1,351.6 2,479.O 1,O16.2 1,351.6 2,427.8 7,O76.2 1,351.6 2,421,8
0720m0 i Markct Compctition 338.7 55.0 393.7 340.0 55.0 395.0 340.0 55.0 395.0
OI400m Covcrfi nEnt Cboring Scrvicct 19.2 79.2 78.0 7 8.0 7A.O 7 8.O

l2l I S trtc DcFrtmrBt for Pulllc S.rvic. & Yorth Affrir! 13,542.1 12,824,5 26,366.6 13,984.4 t28t3-1 26,',t98,t 14368.1 t3 t101.1, 28,i69.3
0-/l0m : Public Scrvic. Tmnsfonretion L770.4 2,104.8 3,875.6 1,840.1 2,1,74.4 3,964.9 1,900.0 2,404.8 4,304.8
0711000 : Youth t 7,617.3 10548.7 18,166.0 1,9713 10,518.0 18,491.2 8,277.0 11,045.4 19322.5

O7@m:GcnlrEl Admin. Planning & Support Scrviccs 4,154.1 171.0 4,325.1 4,171.0 171.0 4,342.O 4,191.0 251.0 4,442.O
2042 Nationll A!. cmUy 18,795,4 18,795.1 19,001.9 r9,00r.9 ).1320-2 2r)2O.2

O72lm Na onel L8ilhtion. Rcprcscntation & Orrnirht --Z '' t1)g+t. cdres.1) r 19.001.9 19,001.9 21,320.2 21,320.2
204 I Prrliimcntrry Scrvic! Comr !!lon 10,82,15_ , 2,150.0 11,e],s 1l,144.8 2,650.8 11,795,6 I1,144.8 2,081.1 11226.2

5,838.3 5,838-3 6,159.6 6,159.6 6,159.6 6,159.6
023000 Crncral Admin. , Planning & Suppon Scrviccs 4,9a5.Z 2,150.0 7,135.2 4,985.2 2,650.8 7 ,636.O 4,985.2 2,O81_4 1

2061 Thc Commisrion on RcrtroG Allocrdon 389.0 389.0 370.5 370.5 383.3 383.3
trf24m Intcr-CovcmnEntsl R.vcnuc & Finsnciel Mattcr! 389.0 389.0 370.5 370.5 383.3 383.3

2071 PuHic Scricc ComEi!!ion |,221.4 593 r279.7 1314.E 1,434.1 t,423.6 63.4 1,487.0
0725m C.n.ral Admh & Suppori Scrvicc! 856.6 s9.3 925.9 1,010.8 59.2 1.070.0 1,048.6 63.4 1,112.0
026m Hurmn Rcsourcc mns8cnEnt & Dcvcioprrnt 221.2 121.2 227.5 227.s 234.3 234.1
0727m0 CEyemsncc & NationrlVelucs 132.5 13 2.6 135.6 136.6 140.7 140.1

564.9 564.9 't02.0 702.0 721.5 'tz1.s
072E00O Sabrics & R.munemtion M 564.9 564I 702.o 702.o 7 2t.5 7 2t.5
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Annex Table 4: Summary of Expenditure by Programmes ,20L8119 - 2020n1(Ksh Miltion) ,,Contd

Scclor/ Vot /Progrrmn. Dctiil! 2018/19 C.ili"s 2019/20 Projc(tion 2020/21 Proj..tion
Current Capltal Capital Toral C.pital

2111 Audilor-G.n.rrl s,715.7, 7J2..2 5,471.5 5,121.2 737.0 5,653.2 5,602.9 248.4 s,851.J
0729000 Audit Scrviccs 5,245.2 232.2 5.477-5 s,421.2 732.O 5,653.2 5,602.9 248.4 5,851.3

2l2l Controllcr o(Budgct 524.6 524.( 584.6 584.6 604.9 GO4.9

0730000 Control & Msnsgcrncnt of Public fmanccs 524.6 524.6 584.6 584.5 604.9 604.9
2llt Thc Commi!!ion on Admini3trntilt Justic. 506.8 506.8 584.5 584.5 601.3 60t.3

07ll0m Pronption of Adminirtrativ. Justicc 506.8 506.8 584.5 584.5 601.1 601.3

NATIO NAI, S ECI]RITY LL5,697,0 45.0 12s,112.0 I39,688.0 4 5.0 139,733.0 113,799.0 45.0 143,814.0
l04l Mini!try of D.f.ncc 97,106.0 45.0 97,15'.0 108,797.0 45.0 108,842.0 I10,387.0 45.0 r 10,432.0

0801000:Dcfcnce 9S,478.0 45.0 95,523.0 107,133.0 45.0 107,178.0 108,586.0 4 5.0 108,731.0
0E02m0 Civ il A ki 270.O 210_O 270_0 270.0 270.0 270.O
08030m Cincr.l Admin., I'lenning & Support Scrviccs 1,358.0 1,358.0 1,194.O 1,394.0 1,431.0 1,431.0
National Space Monegcmcnl 300.0 300.0 300.0 300.0 300.0 300.0

l23l Nrdonrl htcllilcncc Scnicc 28,591.0 28,S91.0 30,89 
'.0

30,891,0 33,412.0 33,412.0
08O4m0 Nstionsl Sccurity lntelliacncc 28,591.0 28,591.0 30,891.0 30,891.0 33,412.0 33,412_O

SOChL PROTECTION, CU,TUNE & RECREATION 29,434.7, 23,191.1 52,958.9 31,1,17,0 25,004.9 s6l8l.9 31367.7 21Jsl.7 56J14.0
1033 StIt. DtFrtm?nt tor Spcclnl ProErsmm.s 1J60.s 3,8 75.0 2,618.9 3,629.0 6217.9 2,548.8 3,666.0 6,714.8

0713m Speciel Initiativcs 390I 390.8 1,583.1 1,583.1 1,504.1 1,504.1
07330m Accelcratcd ASAL D.vcloprnent 102.8 3,875.0 4,517.8 736.2 3,629.0 4,365.2 734.O 3,666.0 4,400.0
(ieneral Adrnin. ScrYiccs 266.9 266.9 299.5 299.6 310.7 310.7

I132 Sht. Dener(mcnt fot Slr)rl! D$lorrmcnt t,669.1 600.0 2,269.t l38l.l 1,485.2 3,366.3 1,917.8 r,505.8 3,423.6
09010m Sports 1,062.2 600.0 7,662.1 7,252.7 !.485 -2 2.7 37 -9 7,27 2.6 1,505.8 2,718 _3

0905m C.nc.elAdmin . Plinnins & Suppo( Scrvlcca 606.8 605.8 628.4 628.4 645.3 645.3
I133 St t D.Frtncnt for Art! & Cultur. 2,948.1 851.6 3,EJ2.9 l,14l.l 1,409.5 45s0.6 l,ll?.5 l,lJ 1.2 4268.7

0901m0 CuhurE D.v.loptrtnt 1355.38 531.6 19r9.98 1465.59 927.5 2388.09 1483.12 1131.19 2514.31
0903m Thc Arts 72r.32 20 747.32 801.18 114 915.18 779 _Za 0 779.28
0904000 Irbnry Scrvices 699.61 300 999.61 696.4 371 1069.4 688.26 0 588.26
0905m0 C.ncrsl Admin., Plenning & Suppot Serviccs 177.96 0 111_96 L77.95 0 117.95 186.8 0 186.8
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No. Project Nsme Project Description Project
Value ($
Mn)

Status Type/Value/St8te
GuaraIItee

Amount of Termination Payment
(Default by Gok

Obligation
for fixed
Capscity
PsymentJ
(Annual)

Call on
Guarantee
(Y/N)

I Africa Geothermal
Intemational 140

MW

25year Power
Purchsse Agreemcnt
on a Build, Own,
Operate (BOO) basis
at Longonot
geothermal power
project adjacent to
Olkaria, Kenya

760 Financial
Closc:3d
April, 2014

Status: Under
Construction

Letter of support
issued

l. Totat Project cost
depreciated at 5% per
annum

2. Expenses incurred by the
seller as a result of
termination

3. Net Present Value of5
Years profits at l0%

USS 77.3 Mn NO

2 l,ake Turkana
Wind Power - 300
MW

The wind turbine
farm is being
developed on BOO
basis in Loyangalani,
Marsabit West, on a
20 Year PPA with
Kenya Power

847 Financial
Close: 240
March,2014

Status:
Commissioned

Letter of support
covering political
risks issued on 28u
February, 20 I 3

Indemlity
Agreement
covering ADF
Guaranteed Letter
ofCredit (LC) in
the amount of
Euros 20 Mn

1. Total Project cost
depreciated at 5oZ per
amum

2. Expenses incurred by the
seller as a result of
terminatioD

3. Net Present Value of 5

Yeals profits at l0%

Deemed
Generated
Energy
Paymeots
Euos I 10.4
MN

NO

J

II
"l

Annex Table 5: Public Private Partnership (PPP) Projech - Konya, Government's Guarantee and Termination Terms
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No. Project Description Project
VBlue ($
Mu)

Status Type/Value/State
Guarsntee

Amount of Termination Payment
@efoult by GOk

Obligation
for fixed
Capacity
Payments
(Annual)

Cell on
Guartlntee
(Y/N)

3

GulfPower
80.32 MW

The Heavy Fuel Oil
(IIFO) power plant is
being developed on a
BOO basis, in the
Athi River region, on
a 2o-year PPA with
KPLC.

108 Financial
Close: l8h
November,
2013

Status: Und€r
CoDstructioD

Letter of support
covering political
risks issued on 2d
htly 2012

Indemnity
Agreement
coYering PRG
payments was
signed on 146
March 2013. PRG
amount us$ 35
Mn and Euros 7
Mn

1. Total Project cost
depreciated at 57o per
annum

2. Expenses incurred by the
seller as a result of
termination

3. Net Present Value of5
Years profits at l0olo

Euros 16.3 Mn NO

4 Triumph Power -
82 MW

The Heavy Fuel Oil
QIFO) power plant is
being developed on a
BOO basis, at
Kitengela near the
Athi River area of
Mavoko, on a 20-
year PPA with
KPLC.

156.5

Status: Under
consEuctiotr

L€tter of support
covering political
risks issued on 2od

luly 2012

Indemnity
Agreement
covering PRG

Payments was
signed on 56
December 2012.
PRG Amount UsS
45 lvln

l. Total Project cost
depreciated at 5% per
annum

2. Expenses incurred by the
seller as a result of
termination

3. Net Present Value of 5

Years profits at 10%

US$ 24.5Mn TNC)

( !r)
rT
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No. Project Name Project Description Project
Value ($
Mn)

Status Ty p e/Va l u€y'S t8 te
Guarantee

Amount of Termination Payment
(Default by GOk

Obligation
for fixed
Capacity
Payments
(Annral)

Call on
Guarslrtee
(Y/N)

5 Thika Power -
87MW

The Heavy Fuel Oil
(HFO) power plant is

being developed on a
B0O basis, at
Kitengela near the
Athi fuver area of
Mavoko, on I 20-
year PPA with
KPLC.

t46 Financial
Close: I le
October 2012

Status:

operational
from August
2013

Letter of support
covering political
risks issued on 2
l',tly 2012
Indemnity
Agroement
covering PRG
payments was
signed on 28th
August 2014. PRG
Amount US$ 35
Mn and Eulos 7.7
Mn

l. Total Project cost
depreciated at 5% per
annum

2. Expenses incurred by the
seller as a result of
termination

3. Net Present Value of 5

Years profits at l0%

Euros l7.lMn NO

6 Kinangop Power -
60.8MW

The wind power plant
is being developed on
a BOO basis in South
Kina.ngop, Nyandarua
County on a 2o-year
PPA with KPLC.

150 Financial
Close: 31st
December
20t2

Status: Under
Arbitr-dtion &
Development
stopped

Letter ofsupport
covering political
risks issued on 26h
July, 2013

l. Total Project cost
depreciated at 5% per
annum

2. Expenses incuned by the
seller as a result of
lermination

3. N€t Present Value of 5

Years profits at l0%

Deemed
Energy
Payment
US$ 26.8 Mn

NOr

{lr
ln
o
;U
iTl
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No. Project Namc Project Description Project
Value ($
Mn)

Status Type/ValudSt8te
Guarsntee

Amount oI Terminotiou Payment
(Defoult by GOk

Obligation
for fix€d
Crpscity
Psyments
(Annua l)

Call on
Guarantee
(Y/N)

7 Orpower
l50MWt* Olkaria
III Geothermal
power plant (l't
plant 48MW,2d
Plant 36Mw,3'd
plant 16MW and
4d Plant 29MW)

Description: 20 year -
BOO

558*** Financial
Close: Jan,

t999

Status:
Operational

Letter of support
covering political
risks issued on 16n
April, 2015

l. Total Project cost
depreciated at 5olo per
annum

2. Expenses incured by the
seller as a result of
termination

3. Losses incurred by the
Scller

US$70.98 Mn NO

8 Rabai Power Plant
90 MW

20 year - BOO 155 Financial
Close:
October,2008

SEtus:
Operational

Indemnity
Agroement
LC Account

Net Present Value ofNon-
Escalabe Capacity Charges for the
remaining period to the expiry of
the term discounted at lz%o per
annum

Euros l9.7Mn NO

9 Mumias Power
Plant - 351v1'W

l0 Years-BOO 50 Financial
Close: July,
2008

Status:
Operational

None None US$ 5.3Mn NO

0t
lq
o
fr
rr]
*{

107 2018 Budget Policy Statement

Indemnity
Agreement LC
covering PRG
payments of
Amount US$
3 I lvtn
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No. Project Name Project Description Project
Yalue ($
Mn)

Stfltus Type/Value/Strte
Guarantee

Obligatiou
for fixed
Capacity
Paymcnts
(Annual)

Call on
Guarsntee
(Y/N)

IO Kipew III,
l20Mw

Located at Kipevu in
Mombasa, the diesel
power plant is on a
BOO basis for a 20-
year period

134 Financial
Close: None

Status:
Operational

None None Ksh 2,209Mn NO

ll Kipevu II 74MW Located in Mombasa
next to Kilindini
seaport, the Heary
Fuel Oil (HFO)
power plant is on
BOO basis over a 20-
year period

E5 Financial
Close: Sept,
1999

Status:
Operational

Indemnity
Agreement

l. Net Present Value of
Non- escalabe Capacity
Charges for the remaining
period to the expiry of
the term discounted at
l0% per annum.

2. Expenses incurred by the
Seller as a result of
termination.

3. The value ofthe stock of
fuel and other

US$9.62 Mn NO
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No. Project Name Project Description Project
Yalue ($
Mn)

Stfltus Type/Velue/State
Guarantee

Amount o[TermiIlation Payment
(Default by GOk

Obligation
for fixed
Capscity
Psyments
(Annual)

Call on
Guarantee
(Y/rg

cousumables and spare
parts at the Plant

t2. lmenti tea Factory
Limited 0.28MW

Feed in Tariff Power
Plant on a BOO basis

Operating None None None NO

13. PowEr Technology
Solutions Ltd.
Gikira Kianjora
Smatl Hydro
Power Stations
0.514MW

Feed in TariffPower
Plant on a BOO basis

Operating None None Nonc NO

14 1050 MW Lamu
Polver Project

Ircated in Manda
Bay, the Lamu Coal
Power Plant is on a
BOO basis over a 25
- year concession
period

2,000 Stahrs:
Finaacial
Close
Impending

Letter of support
covering political
risks issued on 4fi
August, 2017

l. Total amount
outstandhg and
unpaid to al
Financing Parties -
D€bt & Equity

2. NPV of 5 years profits at
10% discouat rdte

3. Redundancy
payments/
Termination &
Breakage costs

4. Value ofunpaid
coostruction works
as at termination

US$ 360 Mn NO
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No. Project Name Project Description Project
Value ($
Mn)

Status Type/Value/State
Guarantee

Amount of Termination Payment
(Dcfault by GOk

Obligatiol
for fixed
Cspacity
PaymentJ
(Annual)

Call on
Guarantee
(Y/N)

t 5. 100 Mw
Kipeto
Wind
Power

Feed in TariffPower
Plant on a BOO basis

323 Status:

Financial
Close
Impcnding

L€tter of support
covering political
risks issued

l. Total amount
outstanding and
unpaid to all
Financing Parties -
Debt & Equity

2. NPV of5 years profits at
l07o discount rate

3. Redundancy
payments/
Termination &
Breakage costs

4. Value ofunpaid
construction works
as at termination

US$ 60 Mn NO

t6 Akiira
Geothermal
70 MW
Power
Project
(Phase I of

Feed i-n TariffPower
Plant on a BOO basis

l5J Status:
Financial
CIose
Impending

Letter of support
covering political
risks issued

l. Total amount
outstanding and
unpaid to all

US$ 37.4 Mn NO
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No. Project Description Project
Value ($

Mn)

Status Type/Value/State
Guarantee

Amount of Termination Payment
(Default by GOh

Olrligation
for fixed
Capacity
Payments
(Annual)

Call on
Gusrantee
(Y/fD

140 MW
project)

Firancing Parties -
Debt & Equity

2. NPV of5 years profits at
10% discount rate

3. Redundancy
payments/
Termination &
Breakage costs

4. Value of u:rpaid
construction
works as at
termination

t1. 35MW
Geothermal

Qtlantum
Power
Project

Located in Nakuru
County, the Quatrtum
Power project is
based on BOO
arrangement over 25
years

90 Status:
Finaacial
Close
Irnpending

Letter ofsupport
covering political
risks issued

US$ 14.27 Mn NO

18 35 MW
Geothermal
Sosian
Power
Project

Located in Nakuru
County, the Sosian
Power project is
based on BOO
araDgement over 25
yearc

'79 Status: i
Financial
Close l

Impending

Letter of support
covering political
risks issued

US$ 14.27 Mn NO

l9 40MW
Cedate
Solar
Power

Feed in TariffPower
Plant on a BOO basis

'77 Status:
Financial '

Close
Impending

Letter of support
covering political
risls issued

US$ 12.5 Mn NO

20 40 MW
Selenkei
Solar
Power

Feed in TariffPower
Plant on a BOO basis

84 Status:

Financial
Close
Impending

Letter of support
covering political
risks issued

US$ 12.5 Mn NO

21. 40 MW
Malindi
Solar
Power
Proiect

Feed in TariffPower
Plant on a BOO basis

82 Status:

Financial
CIose
Impending

L€tter of support
covering political
risks issued

US$ I1.2 Mn NO
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Project Name



No, Project Name Project Description Project
Value ($
Mn)

Status Type/Value/State
Guarantee

Amount of Termination Payment
(Default by cOk

Obligation
for fixed
Capscity
Payments
(Annual)

Call on
Guarantee
(Y/N)

22 40 MW
Alten Solar
Power
Project

Feed in TariffPower
Plant on a BOO basis

105 Status:

Financial
Close
Irnpending

Letter of support
covering political
risks issued

US$ 13.8 Mn NO

**With respect to Kinangop Wind Power, it is recognized that a claim under the Govemment Letter of Support was lodged, and the matter is currently sub judice, before
an arbitration panel ulder ICC rules. The ruling on this mafter is likely to be issued in the Fy 201g.

fr
lrl

)
1
1

l

THE NATIONAL TREAST'RY
FEBRUARY 2018

112 2018 Budget Policy Statement

f.,,)

l11

o
:U
lrl
"-{



c
a)

0)
clr

(/)

hso
ar
a)s
a
co

\

cv)

I

a

3 -r=.l i-) r- -F,

SECRET



a

)

\


