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Foreword
The Kenyan economy has continued to register strong economic growth and preserved macroeconomic
stabiliry in the wake of uncertainty in the global currcncy markets following recovery of the US
economy and concems in the Euro Area. The economy expanded by 5.3 perccnt in 2014 and 5.5
percent in second quarter 2015. This growth is supported by strong performance in most sectors ofthe
economy which offset the contraction in the tourism sector. In 2015, the economy is expected to
expand further by between 5.8- 6.0 percent and 6.5 percent over the medium term, bolstered by the
lower oil prices and higher public and private investment that will support strong construction activities
and production ofcement and steel manufacturing for the Standard Cauge Railway cunently ahead of
its construction schedule. Further, growth will be lifted by increased consumer confidence and higher
total factor productivity that reflects continued implementation of structural reforms and investments
in sectors such as security, health and education.

The FY 2014/15 budget was below target due to shortfalls in revenue collection particularly income
tax, VAT collection and import and excise duty and lower absorption of both recurrent and
development expenditures by the National Govemment. In the 2015/16 budget, efforts will be made
to improve revenue collection and enhance absorption rate oFresources by the Ministries, Departments
and Agencies (MDAs).

ln order to anchor the reform agenda and safeguard against shocks that could derail the development
agenda ol the Govemment, the IMF Board approved a precautionary stand-by Arrangement anel a
Stand-by credit arrangement for an amount of SDR 488.52 million or US$ 688.3 million.

While the macroeconomic environment remains favorable, the loreign exchange market has been
volatile since April 2015 following indications of recovery of the US economy and strengthening of
the US dollar in the intemational market. This resulted in the depreciation of the Kenya Shilling
exchange rate against the US dollar. This situation has since stabilized and the Kenya Shilling
exchange rate is now appreciating following loreign exchange inflows in the money market. Short
term interest rates that had initially risen following the tightened monetary policy are now on a
dorvnward trend and are expected to decline further in the coming months due to increased liquidity
and receipt of the syndicated loan for budgetary purposes that will reduce the level of domestic
borrowing from the domestic market. We however, call lorcaution in the fiscal projections for the FY
2016/17 considering the challenges that we have experienced so lar in the FY 2015/16 with low
outcome in real CDP growth, revenue collection, domestic borrowing and the increased demands fbr
public spending.

In this 2015 BRoP, while re-emphasizing the Government's economic and development agenda we
have set consistent expenditure ceilings that take into consideration the projected resource envelope. I
call upon the Chairpersons ofthe various Sector Working Groups to adhere to the hard sector ceilings
and rationalize all programs to ensure that only those programs within the five pillars with the least
cost but highest impact on our core objectives of growth, employment and poverty are given
consideration in resource altocation.

TIENRY ROTICH
CAB ECRET NATIONAL TREASURY
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Leeal Basis for the Publicatioll of the Budsrt Revie$' 8nd Outlook Paprr

The Budget Review and Outlook Paper is prepared in accordance with Section 26 ofthe Public Finance
Management Act, 20t2. The law states that:

l) The National Treasun shall prepare aDd submit to - Cabinet for approval. by the 306 September in each

lunancial year, a Budget Review and Outlook Paper, which shall include:

a. Actual fiscal performance in the previous financial year compared to the budget appropriation for that
yeari

b. Updated macro-economic and financial forecasts with suffrcient informatioo to show changes tom the
forecasts in tho most recent Budget Policy Statement

c- Information on how actual lurancial prerformance for the previous financial vear mav have affected

complianco with the fscal responsibility principles or tho financial objectives in the latest Budget

Policy Staternenti and

d. Tho reasors for anv deviation from the linancial objectives together with proposals to address the

deviation and the time estimated to do so.

2) Cabinat shatl consider the Budg€t Rayiew and o"tlook Pap€r with a view lo apnroyiog it, with or without
anendments, not later than fourteen days after its submission.

3) Not later than seven days after the BROP has been approved by Cabinet, the National Treasury shall:

a- Submit the paper to the Budgel Commihee oflhe National Assenbly to be laid before each bouse of
Parliament; and

b. Publish and publicize the paper not later than fifteen days after laying the Paper before Parliarnent.

Fiscal Resoonsibilitv PrinciDles in the Public Finatlce Manapement Act

ln lino with the Constitution, the Pubtic Finance Management (PFM) Ac( 20t2. sets out the fiscal responsibility
principles to ensure prudent and transparent management ofpublic resources. The PFM law (Section t5) states

that:

2) The national govern-ment's expeodinue on wages and benefis for public ofricers shall not exceed a perccntage

of the oational govem-meot revenue as prescribed by the regulations.

3) Over the mediurn tenrL the national govemment's borrowings shall bo used only for the purpose ofhnancing
development expeoditure and not for recurrent expenditure

4) Public debt and obligatioos shall be maintainod at a sustainablo levol as approved by Parliament (NG) 8rd
counry assembly (CG)

5) Fiscal risk shall be managed prudently

6) A reasonable degree ofpredictabiliw with respect to the level oftax rates atrd tax bases shall be

rnto acc!)ullt any tax reforrns that may be made in the future

Budget Review And Outlook Paper, 2015 v l

t) Over the medium term, a minimum of 30% ofthe national budget shall bo allocated to developoent
expenditure



Executive Summary

This Budget Review and Outlook Paper (BROP) is prepared in accordance with the Public Finance

Management (PFM) Act, 2012 and is the third under the Jubilee Administration. lt presents the Budget
performance for FY20t4/t5 and how the budget adhered to the fiscal responsibility principles and

financial objectives set out in the PFM Act,20l2. The updated macro-economic and fiscal forecasts

therein also provides the basis to revise the FY20t5/16 budget in the context of Supplementary
Estimates, as well as set out the broad fiscal parameters for the FY20l6/t7 budget and the medium
term.

ln the FY 2014/15, the cumulative revenue collection including A-i-A was Ksh 1,106.4 billion. This
revenue was Ksh 64. I billion below the rev ised target of Ksh l, I 70.5 billion due to shortfall in all tax

revenue categories. Total expenditures and net lending was Ksh l,640.3billion, which is Ksh 222.3

billion below the revised target of Ksh 1,862.6 billion. The shortlall was as a result of
underperformance in the recurrent expenditures, development expenditures. On the positive side, the

execution of the Standard Cauge Railway (SGR) has proceeded faster than expected, resulting in a

front loading of development spending.

The fiscal deficit lor the FY 2014/15, (on a commitment basis and excluding grants), at Ksh 533.9

billion (equivalent to 9.4 percent ofGDP) was lower than the budget ofKsh 692.0 billion (equivalent

to 12.2 percent ofGDP). Including grants, the deficit (on a cash basis) at 8.3 percent ofGDP was lower
than the budget ol I[.0 percent of GDP. The higher deficit in SY 20l4llt was du€ to the
implementation of the SGR. Including grants and excluding expenditures related to the SCR the deficit
for the FY 2014/15 was therefore,6.4 percent ofGDP.

The FY 20t4115 budget adhered to the fiscal responsibility principles and financial objectives set out
in the PFM Act, 20 12. These include: development as a percent oftotal budget was 36. I percenti share

of NG wages and benefits to National Govemment revenues was 33.4 percent; National Govemment
borrowing was used to finance development expenditure only; Public debt and obligations were

maintained at a sustainable level as approved by Parliament; improved macroeconomic lorecasts to
manage fiscal risks; and reforms in the tax administration and legislations were carried out to lock in
predictability and enhance compliance with the tar system.

The budget lor the FY 2016/17 and the medium term is premised on the lavourable macroeconomic
environment that Kenya continues to enjoy despite the risks within and lrom extemal sources. While
the macroeconomic environment remains favorable, the foreiSn exchange market has been volatile
since April 2015 tollowing indications of recovery of the US economy and strenglhening of the US

dollar in the intemational market. This resulted in the depreciation ofthe Kenya Shilling exchange rate

against the US dollar. This situation has since stabilized and the Kenya Shilling exchange rate is now

appreciating following foreign exchange inflows in the money market. Short term interest rates that

had initially risen lollowing the tightened monetary policy are now on a downward trend and are

expected to decline further in the coming months due to increased liquidiry and receipt of the

syndicated loan lor budgetary purposes that will reduce the level of domestic borrowing from the

domestic market.

Eudget Review and Outlook Paper, 2015
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'I'he budget for FY 2016/17 targets revenue collection including Appropriation-in-Aid (AiA) of Ksh

1,560.4 billion (21.3 percent of GDP) up from Ksh 1,363.7 billion (21.1 percent oIGDP) in FY
2015/16. Ordinary revenues will amount to Ksh 1,444.9 billion ( 19.7 percent ofGDP) in FY 2016/17
up from Ksh 1,250.9 billion ( I 9.4 percent of GDP) in FY 201 5/ I 6. Overall expenditure and net lending
are projected at Ksh 2, t02.4 billion (28.7 percent ofGDP) from the projecred Ksh 2,014.8 biltion (31.2
percent ofCDP) in the FY 2015/16. R€current expenditures will amount to Ksh l,l12.0 billion (15.2

percent ofGDP) while development expenditure is projected at Ksh 705.6 billion (9.6 percent of GDP).

Reflecting the projected expenditures and rcvenues, the overall tiscal balance (on a commitment basis

and excluding grants), is projected at Ksh 542.0 billion (equivalent to 7.4 percenr ofGDP) in the FY
2016/17 . lncluding Brants, the overalI liscal balance is projected at Ksh 482. I billion (6.6 percent of
GDP) in FY 2016/ l7 against the estimated overall frscal balance olKsh 577.7 biltion (8.2 percent of
GDP) in FY 2015/16. The deficit including grants and excluding expenditures related to the SGR in
the FY 2016/17 is projected at 5.4 percent ofGDP lower than the 7.1 percent of GDP in FY 2015/16.

The fisca[ detjcit in FY 2016/17, will be financed by net extemal financing ofKsh 239.9 biltion (3.3
percent of CDP) and Ksh 239.8 billion (3.3 percent of GDP) net domestic borrowing.

'lhere are risks to the medium term lramework that include among others, insecurity, pressures on
expcnditures especially recurrent related expenditures, the expected El Nino rains that might disrupt
economic activities and external risks particularly on the uncertainty in the intemational oil market.
l'he Government rvill closely monitor the developments and undertake appropriate measures to
safeguard nracroeconomic stability should these risks materialize.

XBudget Review and Ou ook Paper,2015



I. INI'RODTICI'TON

Objective of thc Budgea Review and Outlook Paper (BROP)

l. The objective ol the 2015 B ROP is to providc a review of the previous fiscal perlormance and how
this impacts the financial objectives and fiscal responsibility principles set our in the 2015 Budger
Policy Statement (BPS). This together with an updated macroeconomic outlook provides a basis lor
revision of the current budget in the context of Supplementary Estimates and the broad fiscal
parameters underpinning the next budget and the medium term.

2. This BROP, therefore, continues implementation of the development agenda in the 5 thematic areas
of creating conducive business environmenti investing in agricultural transflormation and food
security; investing in key infrastructure; investing in quality and accessible healthcare and education;
and lurther entrenching devolution. Details ofthese medium term policy priorities remain as outlined
in the 201 5 BPS.

3. The 2015 BROP provides sector ceilings for the 2016/17 budget and the medium term guided by
the PFM Act 2012. The Ceitings set in motion the budget preparation for the Fiscal Year 2016/17 .

4. The rest ofthe paper is organised as follows: Section ll provides a review ofthe fiscal performance
for the FY 20lrVliand its implicatio{s on the financial objectives set out in the 2015 BPS submitted
to the National Assembly in February 2015. This is followed in Section lll by brief highlights of the
recent economic developments. Section IV presonts the macroeconomic policies and outtook. The
proposed resoutces allocation framework is detailed in Section V while the Section Vl concludes.

.: I- /-- L) r:'r



II. REVIEW OF I.'ISCAL PERFORMANCE FOR TtIf, FY 20I{/I5

A. Overview
5. The implementation o[the 2014/15 budget flaced numcrous challenges. First, revenue collection
was weaker than projected, reflecting mainly lower+han-expected income tax, VAT collection and

excise duties and challenges in the full implementation ofthe capital gains tax. ln addition, there were

pressures on other cuneot spending, reflecting to a large extent the need for higher security-related
outlays in response to recent security and terrorism events.

6. Total cumulative revenue collection including A-l-A by end June 2015 was at Ksh 1,106.4 billion
or Ksh 64.2 billion below the revised target ol Ksh 1,170.5 billion. Most tax revenue categories

recorded lower revenues than target during the period. On the expenditures side, the Govemrnent had

to incur additional expenditure to address insecurity, shortfalls in the education sector and

infrastructure related projects. Total expenditures and net lending by end June 2015 was Ksh 1,640.3

billion and was below the revised target ofKsh 1,862.6 billion by Ksh 222.3 billion.

7. Asa result, the fiscal balance as at end ofJune 2015, (on a commitment basis and exc luding grants).

was Ksh 53 3.9 billion (equivalent to 9.4 percent ofCDP) against a targeted deficit of Ksh 692.0 billion
(equivalent to 12.2 percent of GDP). lncluding grants, the fiscal balance (on a cash basis) recorded a

deficit ol 8.1 percent of GDP against a budget of I 1.0 percent of GDP. The fiscal deficit excluding
expenditures retated to Standard Gauge Railway was 6.4 percent ofGDP in FY 20 t4lt 5.

ll. FY 201.1/15 l-iscal Performancc

Pefurmance of Revenues

8. By the end ofJune 2015, total cumulative revenue including AiA collected amounted to Ksh
I,106.4 billion against a revised target ofKsh I,170.5 billion (Table l), This represented a revenue

shortfall of Ksh 64.2 billion (or 5.5 percent deviation from the revised target). Ordinary revenue

collection amounted to Ksh 1,031.2 billion against the target ol Ksh 1,070.5 billion.

9. Tax revenues were largely below the revised target in all the categories. Income ta\ was below
target by Ksh 23.8 billion largely on account of other income tax, VAT was below target by 10.4

billion on account of VAT imports and Import duty and Excise duty were below target by Ksh 2.7

billion and Ksh 3.7 billion, respectively. lnvestment revenue was similarly below the revised target by

Ksh 2.9 billion while 'Other' revenues (land rent, fines and forfeiture, miscellaneous revenues and

others) received higher revenues than target.

10. The Railway Development Levy collection amounted to Ksh 18.4 billion against a target of Ksh
22.9 billion. Cumulative ministerial AiA recorded an under performance in the year due to the
pcrsistent problem of under reporting especially by the spending units.

2Budget Review and Outlook Paper, 2015 ,



Table l: Government Rcvenue and External Grants,20l4115 (Ksh Million)
20t3/t4 2014/15 Deviatbn

(percentage)Actual Acturl 'fargct I)cviation
Toaal Revcnue (a+b)
(a) Ordinary revenue

Inpon Dury
Excise Taxes
PAYT]
Other lrrcorne 'fax
VAT DorrEstic
VAT Irnports
lnvestrrEnt revenue
Traffic Revenue
O thers

I,OOt,O27
9 t 8,990
67,555

I OZ,O29
249,873
t99,7 t7
t07,737
124,893
lo,t8l
3,323

53,642
82,O37

I,106,378
r,031,24a

74,O48
I 15,472
279,796
228,785
t27,905
t 3 l,78l
13,460
2,825

56,7 77
75,130

I,170,529
I ,070,5 l5

76,748
I t9,559
284,361
248,038
t26,766
t43,246

16,403
3,OlO

52,344
lo0,o l4

64,151
39,267
2,700
3,687
4,566

t9,253
(1,r38)
l1,505
2,942

r86
(4,433)
24,444

28-5
3.7
3.5
l.l
1.6
7.8

(0.e)
8.O

t7.9
6.2

(8.s)
24.9

(c) lixternal C rants 26,9 57 27 344 66,395 J9,Ol I 5ti.8

Toaal Revenue and G rants I,027,984 I ,133,7 62 I,236,921 I OJ,162 8.J

'I'oarl Revenue & Lx te rnaI
Grants as Frercentage of t 9.9 2t.7 t.8
l/ includes redt on la.od, capital Sains tax. fines altd forfeitures, other t8xes. IDF fees and miscellaneous revenue
2/ includes receipts frorn Road Maintenance Levy Fund end AJ-A from MDAS

Source: National Treasuiy

I l. Similarly, extemal grants amounted to Ksh 27.4 billion against a target of Ksh 66.4 biltion,
representing an under perlbrmance of Ksh 19.0 billion. of these extemal grants, programme grants
(AMISOM reimbursements) amounted to Ksh 3.8 billion against a revised target of Ksh 6. I billion.

12. As a proportion ofGDP, the total cumulative revenue and grants in the FY 2014/15 amounted to
19.9 percent compared to 20.4 percent in the FY 2013/14. Extemal grants amounted to 0.5 percent of
GDP against a target of I .2 percent of GDP.

Expe rulilure Performance

I 3. Total expenditure and net lending in FY 20 l4l I 5, amounted to Ksh I,640.1 biltion against a target
ofKsh 1,862.6 billion, representing an under spending ofKsh 222.1 billion (or ll.9 percent deviation
from the revised budget) (Table 2). This shortlall was anributed to lower absorption in both recurrent
and development expenditures by the line ministries.

14. The National Covemment's recurrent expenditure amounted to Ksh 897.0 billion ( inclusive oi
Judiciary & Partiament) against a target ofKsh 940.5 billion, representing an under-spending ofKsh
43.5 billion (or l0.l percent deviation from the approved recurrent expenditure). The under-spending
was in respect ofoperations and maintenance (Ksh 45.1 billion), wages and salaries (Ksh 4.9 billion),
as well as prensions and CFS (Ksh 1.2 billion). The lag between spending at the sub-county level and
rePorting to the headquarters continue to contribute to the apparent expenditure underperformance.

Expenditure on foreign and domestic interest payments was above target by Ksh 4.4 billion
and Ksh 3.4 billion respectively. Foreign interest payments amounted to Ksh 33.3 billion,

lBudgel Review and Ou ook Papet, 2015
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compared to Ksh 15.6 billion in the same period of the FY 2013/14. The domestic interest

payment totalled KSh 139.6 biltion, which was higher than KSh t 19.2 billion paid in the

corresponding period ofthe previous financial year, mainly due to higher borrowing as a result

oI investments in infrastructure development.

Ministerial appropriation-in-aid in recurrent expenditure recorded an under spending of Ksh

I l.l billion

Tablc 2: Expendilure and Net Lending, Ksh Million

(43,s40)

3,394
4,364

(t,2 tz)
(4,863)

(7e)
(4s,t44)
(n.139)

(175,7E0)
(s3,97 7)

( l2 l,80s)
2

73

(3,0 1 1)

(4e)

FY 20 t3/t 4

Pre limina ry

Actual

F\r 2014/15
Preliminarv I

Actual IIargets l)e v ixl ion
CmMh

I. RECURRENT
Dornestic Interest

Forebr Interest due

Pensbns etc

Wages & Sahri:s
Deferse and NSIS
Othen (lncl of O & M)

o/w Ministerial Recu'rent AIA
2. DEVELOPMEN'T

Domcsti;ally Finarrced (Cross)

Fore(1n Financed

Net trnding
3. COUNTY'I'RANSF'ER
4. EQUILIZ\TION ruND
5. CONTINCENCIIiS FUND

t'ot'Al- EXPENDl',l uRES ( I +2+l+4+5)

Et 4,535
I t9,193

rs,628
30, t55

281,t9'1
s1 77s

2'r4,588
54,8 t4

319,214

198,488

r 18,601

2,185

193,390

t,327,199

896,993

I 39,6 l5
3 3,13 0

38,232

293, I l5
97,832

294,868
50.5 66

50E,580

266,015

240,439
2,125

229,336
400

4,951

1,610,259

940,s33
136,221

28,966
39,444

297 ,9'18
97 ,9 t I

140,0 | 3

6l,705
684,360

319,992
362,245

) t )1

229,264
3,41I
5,000

I,862,566

l0.l
l7.t

It3.3
26.8

4.3
'1.4

(7.8)

5 9.3

34.0

1o2.7

(2.1)

18.6

21.6(222,JO1)
lfages tru| salories: tor leochers ond civil $e.vonti including the police

Source: Nationa I Treasu ry

15. Devetopment exp€nditures were below target by Ksh t75.8 billion due to the slow take-offin the

domestically financed programmes by Ksh 54.0 billion, and lower than programmed execulion

externally lunded programmes by Ksh 121.8 bitlion. The underperformance in development

expenditure reflects low absorption oi domestically linanced development by MDAs, delay in
procurement and low absorption of external funds from development partners. On the positive side,

the execution ofthe Standard Gauge Railway (SCR) has proceeded faster than expected, resulting in

a tiont loading of development spending ol about 0.8 percent of GDP.

Ministe aI Erpenditure

16.'lhe total cumulative ministerial and other public agencies expenditure was Ksh 1,072.1 billion
against a targe( ofKsh 1,409.4 billion. Recurrent expenditure was Ksh 664.3 billion against a target ol
Ksh 7t 2.8 billion, white development expenditure was Ksh 408.0 billion against a target of Ksh 696.6

billion. The percentage of total expcnditures to the target was 76. I percent (93.2 percent recurrent and

4Budgel Review and Outlook Paper, 2015



58.6 percent development) as at the end of the period under review. As indicated earlier, the
discrepancy between actual and target expenditures partly reflect the non-capture of the district
expenditures and hence under reporting by ministries. These ministerial expenditures are therefore,
provisional.

l7 As at the end ofperiod ending 30th June 2015, expenditures by the Ministry of Education, Science
and Technology; Teachers Service Commission and Ministry of Health (Social Sector) accounted for
42.7 perceat of total recunent expenditure. While the State Department for lnterior, and Ministry of
Defence accounted for I I .0 percent and I 1.8 percent respectively.

18. Analysis of development outlay indicates that the Departments ol Infrastructure (21.0 percent)
accounted for the largest share of the total development expenditures, followed by the State
Department for Planning (13.9 percent), Ministry of Energy and petroleum (12.4 percent) and
Departments ofTransport (8.9 percent). The dovelopment expenditures in large ministries were below
the target because olnon-inclusion olexpenditures from the districts and some donor funded projects.
Table 3 gives details of various Ministerial/Departmental and Commissions expenditures for the
period under review.
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Table .l: Ministerial Expentlitures, Period Ending 30(h June 2015 (Ksh Million)
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Overall bulance and Jinancing

19. Reflecting the performance in revenue and expenditure, fiscal balance (on a commitment basis and
excluding grants), amounted to a deficit olKsh 533.9 billion (equivalent to 9.4 percent ofGDP) that
was lower than the budget of Ksh 692.0 billion (equivalent to I2.2 percent of GDp) (Table 4).
Including grants, the deficit (on a cash basis) at 8.3 percent ofODP was lower than the budget of I 1.0

percent ofCDP. The higher deficit in FY 2014/ l5 was due to the implementation ofthe SGR. lncluding
grants and excluding expendirures related to the SGR the deficit for the FY 2014/15 was therefore, 6.4
percent of GDP.

Table 4: Iludget Outturn for thc FY 2014/15

Source: Nation&l Treesurv
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20 I'he deficit incurred at the end ofJune 2015 was financed through net external financing equivalent

to Ksh 216.4 billion against a target of Ksh 301.9 billion, net domestic financing ofKsh 251.1 billion
against a target of Ksh 314.3 billion and domestic loan redemption receipts of Ksh 3.0 billion.

21. Total disbursements (inflows) including Appropriations-in-Aid amounted to Ksh 296.6 billion for

the period ending 30'h June 2015 against a target ofKsh 383.9 billion. This amount included: Ksh 30.1

billion project loans revenuesi Ksh 64.4 bitlion project loans (A.l.A)i Ksh 3.5 billion programme loanst

Ksh 123.5 billion project loans for Standard Cauge Railway; and Ksh 75.0 billion Commercial

Financing.

C. Fiscal Performancc of the Counties

22. County Govemments compteted their second year of operalions in FY 2014/15. [n this second

year, budget execution by County Govemments was well above average though not on target. The

aggregate approved Budget Estimates for the County Governments in the FY 2014/ 15, was Ksh 321.56

billion and comprised of Kshl8l.28 billion (56.4 per cent) allocation for recurrent expenditure and

Ksh 140.29 biltion (43.6 per cent) to development expenditure. The allocation for development

activities conforms with PFM Act fiscal responsibility principle which requires that over the medium

ternr, a minimum ol thirty per cent o[ the County Covernment's budget shall be allocated to

development activities

23. During the first nine months of the l'Y 2014/15, the funds available to the County Covemments

amounted to Ksh 203.7 billion (Kshs.l38.06 billion direct transtbr lrom National Govemment, Ksh

25.17 billion lrom local sources, and Ksh 40.48 billion cash balance brought lorward from the FY

20 I 3/ l4) . The local revenue raised during the period was 44.0 per cent ofthe total annual local revenue

target of Kshs.57. I 9 billion. In the period, County Govemments accessed Ksh t 83.64 billion (57.0 per

cent combined approved budgets lor 1.'Y 2014/2015) lrom the County Revenue Funds consisting of
Ksh 65.71 billion (35.8 per cent) for development activities and Ksh 117.93 (64.2 per cent) for

recunent expenditure.

24. Counties have shown tremendous improvement on sector performance especially health;

Agriculture, lnfrastructure and Early Childhood Development amongst others. Furthermore, available

evidence indicates that County Own source Revenue has improved over and above what defunct Local

Covernments collected. This can be attributed to improved liscal effort by the counties, especially

through automation ofrevenue collection, improved tax administration and enhanced capacity of stafL
-l'his 

is expected to further improve in the current FY, mainly as a result ofvarious initiatives between

the National and County Government. For inslance, based on data for twenty-five County

Govemments fbr the FY 2Ol3/14, translers lrom the Exchequer constituted on average 92 percent ol
actual resources olthe counties. An estimated 5.4 percent ofthe resources ofthese twenty-five counties

was drarvn f'rom local sources.
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Challenges in llre Counties

25. Counties continue lacing challenges in the implementation oftheir budgets. These include: failure
to align Supplementary Budgets with financial records prior to approval by the County Assembly;
diversion ofexchequer releases activities outside the approved work plan; lack ofeffective monitoring
and evaluation frameworks; and frequent labour actions by health workers that interrupt the health

sector service delivery.

27. In terms of spending, compensation of employees continued to claim the lion's share ofcounty
budgetary resources. tn FY 2013/14 for instance, the twenty-tive counties mentioned in the foregoing
paragraph devoted a total ol 4t.8 percent of their combined resources towards personnel-related

spending. Compensation ol employees was followed closely by acquisition of non-financial assets,

(accounted for 25.3 percent oftheir combined resources and use ofgoods and services, {24,41ercent
of total budgetary resources). Under this last category, the most significant spending -- total for all
twenty-five counties -- was on domestic and fbreign travel and subsistence (Ksh 5.3 billion).

28 Some of the remedies to address these challenges include: adherence to the law that requires

alignment of Supplementary Budgets to exchequer issues, expenditure, and commitments to eliminate

instances ofover issues; Executive Committee members responsible for finance to designate a person

responsible fior administering each established County Funds in line with Section I l6 ofthe PFM Act,
20121 establish effective monitoring and evaluation units to enhance oversight and reporting on

development projects, and formulate clear strategies to address the labour issues in the health sector.

D. Fiscal Performance for FY 2014/15 in relation to Fiscal Respoosibility Principles and
Financial Objectives

29. The fiscal performance in the FY 2014/15 has affected the financial objectives set out in the

February 2015 BPS and the Budget for FY 2015/16 in the following ways:

(i) The base lor revenue and expenditure projections is broadly in line with the outcomes in FY

Z0l4ll5, as such there will be no significant base effect adjustments in the fiscal aggregates

for the current budget. However, adjustments will be made to fiscal aggregates to reflect

revisions in the macroeconomic projections as well as revenue performance lor the first two
months of FY 2015/ l6; and,

9
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26. There is also a major concern on the pending payments and outstanding imprests. ln FY 2013/14,
twenty-tlve counties that had been reviewed cumulatively recorded pending payments totaling Ksh t2
billion (equivalent to l4 percent of their combined total spending). The bulk of this amount was

pending accounts payable, most ol it related to construction of buitdings and civil works, and supply
ofgoods and services. There was also pending staffpayables, mostly connected with salary deductions
to various SACCOs. Similarly, nineteen of the Nventy-five counties whose audit reports had been

analyzed in the FY 2013/14, had un-surrendered imprests amounting to Ksh 0.9 billion.



( ii) The outcome of the first quarter of 2015 indicates that economic growth is still strong, but

below expectation, this outcome could have a dampening effect on resource mobilization

prospects in FY 2015/16. The National Treasury will therefore attempt to keep expenditure for

FY 2015/16 at the levels approved by Parliament. MDAs are therefore, advised to desist from

the observed tendency ol requesting for additional expenditures.

(iii) The baseline ceilings tbr spending agencies will be adjusted in Iine with the revised resource

envelope under the updated macro framework in tho 2016 Budget Policy Statement. [n addition

the revisions will take into account the performance in project execution in the FY 20t5/16
budget by MDAs and any identified one-off expenditures in the FY 2014/15.

30. Though the outcome of the first quarter of 2015 was below the target, it was an improvement

compared to the same quarter of20l4, indicating resilience ofthe economy. However uncertainry in

the global foreign exchange market that has resulted in strengthening ofthe US dollar globally and the

uncertainty around the timing of the first interest rate increase in the US following the tapering of
quantitative easing, may slow our growth prospects. While we expect the economy to remain resilient,

our projections remain cautious. We expect real GDP to grow by 6.7 percent in FY 2015/16. This is

expected to pick up to 6.9 percent in FY 20t6117 and to about 7.0 percent in the outer years.'I'his

growth outlook will be supported by the on going public investments and strong growth in the sub-

region. [n addition, inflation is expected to stabilize at the medium term target ofaround 5 percent.

31. Overall revenue collection in FY 2014/15 was lower than projected, reflecting mainly lower-than-

expected income tax and VAT collection, and challenges in the full implementation ofthe capital gains

tax. [n this respect therefore. the fiscal outlook will focus on relorming the tax and revenue systems to

enhance revenue yields, promote compliance and facilitate private sector growth and development as

indicated in the 2015 BPS.

32 lt has been observed that there is under-reporting on A-in-A expenditures by MDAs. To this end
the National 'freasury is working on modalities that will be issued requiring all expenditures are

reported as stated in the Financing/Grant Agreements and guidelines. This includes flow charts for the

required expenditure information and their supporting documents with indicative timelines to allow

for sullicient time for responding by our Development Partners. External Resources Units in MDAs

have also been estabtished to support the fast-tracking of all project related matters.

33. 'lhe under-spending in both recurrent and development budget for the FY 2014/15 additionally has

implications on the base used to project expenditures in the FY 2015/16 and the medium term.

Appropriate revisions have been undertaken in the contexl of this BROP, taking into account the

budget outtum for the FY 2014/15.

34. The slow uptake of external resources remains a challenge. The National Treasury will work

closety with the implementing agencies to improve resource absorption to at least 80 percent of
externally financed projects. To improve on this absorption of extemal resources Accounting Officers

are expected to realistically prepare budgets and work plans for projects, monitor closely the

1QBudget Review and Outlook Paper, 2015



implementation olthese projects and observe high standard ofaccounting, auditing and procurement
procedures in order to scale up absorption to at least 80 percent. A framework for monitoring
implementation ofcapital projects and reporting to the Cabinet has been put h place at the National
Treasury.

Fiscal Responsibility Principles

36. ln line with the Constirution, the new Public Finance Management (PFM) Act, 2012, and in
keeping with the prudence and transparent management of public resources, the Government has

adhered to the fiscal responsibility principles as set out in the statutes as follows:

a. The National Govemment's development as a percent of total budget was 36.0 percent in FY
2014/15 and is set to increase to 4l.l percent by the FY 2018/19 (Table 5). These resources tbr
development are above the 30 percent minimum threshold set out in the PFM law.

Table 5: Revenues and Expenditures (Ksh Billion)
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b. The law further requires that regulations shall be developed to set a ratio ofNational Government
expenditures on wages and benefits for public olTicers to National Govemment revenue that shall
not be exceeded. These regulations are currently in Parliament. [n the meantime, the National
Covemment has put in place measures aimed at containing the growth of the public wage bill. The
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35. Other remedial measures the Govemment is putting in place include convening quarterly meetings
of the Aid Effectiveness Group so as to engage Ministries and Development Partners to come up with
solutions to the challenges that hamper project implementation and encourage Development Partners
to utilize County Systems.
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c

share of National Govemment wages and benefits to revenues was J3.l percent in FY 2014/15,
and is projected at 30.2 percent in FY 2015/16, declining to 25.6 percent by FY 20t8119.

Another tiscal responsibility principle requires that the nationaI government's borrowings be used

only for the purpose of financing development expenditure and not lor recunent expenditure. This
principle continues to be adhcred to by the governrnent ensuring that its policy as set out in the

Medium Term Debt Strategy and other policy documents requires that cxtemal financing is done
only for development purposes. In addition, domestic borrowing is consistently less than thc
allocation to domestically financed development projects in line with the stated principle.

d. The government is funher required to maintain Public debt and obligations at a sustainable level
as approved by Parliament (for National Government) and county assemblies (for County
Govemments). The limits are set and approved through the Medium Term Debt Strategy.

l-urthermore, our debt ratios, compared with internationally recognized thresholds, continue io
show that our public debt is within sustainable levels for a country rated as a strong performer. '[he

debt sustainability indicators show that Kenya faces a low risk ofexternal debt distress (Table 6).
'Ihis is attributed to the high level of concessionality of current extemal debt and the positive
outlook in other macroeconomic indicators.

'Iable 6: Kenya's External Debt Sustainability lndicalors (In percent)
Indicator Thres 2013
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Source: IllF Stalf rcport for Request for Stand-By Anadgement and an Affaogement under the Standby Credit
F.cility- Oebt Surtainabilitl Analtsi.-UNate prepared by fnbrnatiodal ,ronetary Fund

'l'o manage {iscal risks prudently as required, the Government has improved its macroeconomic
forecasts and regularly reviews the impact of macroeconomic projections and their implications
on the budget. Potential fiscal risks arising from contingent liabilities, including tiom Public
Private Partnership funded projects among others as taken into account and a contingency
provision made to caution the economy from unforeseeable shocks.

f. On the principle of maintaining a reasonable degree of predictability with respect to the level of
tax rates and tax bases, the Govemment continues to carry out tax relorms through modemising
and simplitying tax laws. Some of the laws that have been passed include: VAT; Tax Appeals
l'ribunal; lncome Tax was amended through the Finance Act,20l5; and Excise Duty Act. Coing
fbrward, tax Procedure bill is in the pipeline. These relorms are intended to lock in predictability
and enhance comoliance w ith the tax system.

2014 2015
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37. The Central Government and fiscal projections shown in Table ? provide comparisons between
the updated projections in the BROP 20t 5 and the 2015 BPS lor the financial year 2016/ l7 and in the
medium term. The deviations, in the revision in revenues and expenditures are due to the
macroeconomio assumptions contained in this BROP, which will be firmed up in the context oF the
2016 BPS. The Government will not deviate from the fiscal responsibility principles, but will make
appropriate modifications to the financial objectives contained in the latest BPS to reflect the changed
circumstances.

Table 7: Central Government Fiscal Projections, FY 2012/13-2018/19

Sdd: N.ti6al fwtl

38. As the country remains vulnerable to risks such as weather-related shocks and potential volatility
in capital flows, we shall focus policies on the following priorities so as to help strenglhen resilience
and support sustained growlh:

Maintaining a prudent fiscal stance consistent with the medium-term debt targets while
pursuing a shift in the composition ofexpenditure towards development priorities. Adherence
to the adopted framework establishing guidelines for county bonowing will be observed.

Scaling up infraslructure investment in areas of transport, inigation and altemative sources of
energy to expand trade and mitigate weather related vulnerabilities, given our high dependence

on hydro-power generation and rain-fed agriculture. Efforts to mobilize domestic revenue will
be enhanced to fund these priorities.
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Strengthening capacity-building in public financial management to ensure that the high

expectations linked to devolution are met.

Enhancing the government's cash management system to avoid undue pressure on payment

flows and interest rates, and reduce borrowing costs lor the govemment and the private sector.

Effective natural resource management of recent oil and gas discoveries. A sound fiscal

framework, including transparent management rules and the full integration ofthese resources

into the budget will be done in order to fully realize this potential.
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III. RECENT ECONOMIC DEVELOPMENTS

A. Introduction

39. Kenya's macroeconomic pertbrmance remains strong in the face of headwinds, supported by

significant infrastructure investments, mining, and lower energy prices. Growth remains robust,

despite the adverse impact on tourism challenges. Inflation is within our target band, despite the impact
ofhigher food prices in early 2015, due to the coming on stream oI low-cost geothermal energy and

lower oil prices.

40. The intemational fbreign exchange market has been volatile since Aprit20l5 following indications

of recovery of the US economy resulting in the strengthening of the US dollar in the intemational

market. This resulted in the depreciation olthe Kenya Shilling exchange rato against the US dollar.
This situation has since stabilized and the Kenya Shilling exchange rate is now appreciating following
loreign exchange inflows in the money market. The current level of foreign exchange reserves,

backstopped by the precautionary program with the tMF, continues to provide an adequate cushion
against exogenous shocks.

41. Short term interest rates that had initially risen following the tightened monetary policy in June

2015 are now on a downward trend and are expected to decline further in the coming months due to

increased tiquidity and receipt of the syndicated loan for budgetary purposes that will reduce the level

of domestic bonowing ftomthe domestic market.

B. Growth in Real GDP remains resilient

42. The economy expanded by 5.3 percent in 2014 and 5.5 percent in second quarter 2015 supported

by strong performance in most sectors of the economy which offset the contraction in the tourism

sector. The economy is expected to expand further by berween 5.8 - 6.0 percent in 2015 and by 6.5

percent over the medium term.

43.The second quarter of20l5 was characterized by a tairly stable macroeconomic environment

supported by a slowdown in inflation and decline in interest rates. The country experienced good rains

that led to improved agricultural activities despite suppressed demand of key agricultural exports in

the quarter. The 5.5 percent growth in GDP in the second quarter of 2015 was supported by

improvements in most sectors of the economy (Chart I and Table 8).
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Going forward, the macroeconomiq outlook remains favourable although risks remain. Some of the

challenges include among others, insecurity, pressures on expenditures especially recurrent related

expenditures, the expected El Nino rains that might disrupt economic activities and extemal risks

particularly on the uncertainty in the intemational oil market. The Covemment will closely monitor
the developments and undertake appropriate measures to saleguard macroeconomic stability should
these risks materialize.
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44. The construction sector recorded a decelerated grou/th o19.9 per cent during the second quarter

2015 compared to a growth of 16.6 pcr cent during the same quarter in 2014. The growth was on
account of increased public infrastructure projects and private sector development in the r€al estate

sector.

Table 8: Gross Domestic Product Growth (Percent)
(;ros.| l)(,"tc\tic llmrluct by Activit!' 20I I 20 t2 20r3 20t4 2lDt4 20 l5

(.1| (.12 Qr Q2
Agrtuhure, fore stry and fshing
Mining and quarrying
Manuaacturing
Electric iry and water supply
Cons truc ! ijn
Wlolcsale and retail tradei repabs
Accomodation and restaurants
l ranspon and storage
lnformatk)n and con)muntattrn
f inancial and insurance activiti:s
Publb administratt n
I'rofessknaI adrnh and support servi]es
Real estate
[:ducatbn
Human heahh and sochl work activhhs
Othcr servhe activities
FISIM

2.4
t9.o
7.2
9.4
4.0
8.1
4.t
7.t

22.1
4.6
2.4
2.O

5.1
7.5

-2.6
t.5
9.t

2.9
l9.o
-o.6
9.5

I 1.3
7.0
t.t
2.7
2.4
6.O

4.O

4.O

4.O
I l.I
-2.4
2.3

to. t

5.2
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5.6
6.6
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t.2
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4.t
6.3
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4.6

3.5
14.2
3.4
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t3.l
6.9

-t7.2
5.O

I1.4
8.3
5.E
2.7
5.6
7.4
7.2
4.2

I t.2

2.2
10.5
6.4
3.9
't.6

9.7
-14.I

3.8
t2.7
8.3

-4.2
3.0
6.3
6.6
5. t

5.5
8.3

2.1
26.9

E.3
4.6

16.6
5.2

- 19.3

5.7
8.t
7.9

t6.2

6.7
E.2
7.5
4.4
ll.l

4.4
4.6
3.5
4.4

I r.l
6.7

-7.5
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9.4
9.1
8.4
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45'thefinancialandinsurancesectorrecordedagrowthol6.0percentinthesecondqua(erof20l5
compared to 7.9 per cent in the same quarter of 2014. l'his growth was mainly driven by increased
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uptake ofloans and advances as domestic credit by commercial banks rose by 29.2 per cent compared
to a growth of 14.6 per cent over the same period in 2014. Similarly, credit to the private sector
expanded by 20.6 per cent.

46. The electricity and water supply sector recorded a groMh of 10.2 per cent in the second quarrer

of20l5 compared to 4.6 per cent in the corresponding quarter of20l4. The accelerated growth was

mainly due to expansion ol electricity generation by geothermal and hydro sources which increased

by 89.5 and 5.0 per cent, respectively. This was attributed to the injection of 280 megawatts to the
national grid in second hatfof 2014 and good rainfall received during the review quarter. Generation
of power by thermal contracted by 57.4 per cent. Electricity consumption increased by 22.8 per cent
due to an increase in electricity connections especially under rural electrification program, the
reduction ofelectricity connection fees, and lower power costs.

47. The transport and storage sector is estimated to have grown by 6.2 per cent compared to 5.7 per

cent during the same quarter of 2014. The communication sector on the other hand recorded a slower

$owth of 7.6 per cent over the same period compared to an 8.1 per cent growth in the same quarter of
2014. The key indicator to the sector such as consumption of light diesel expanded by 13.3 per cent

during the second quarter 2015 partly due to a decline in fuel prices. However, there was a slight
decline in the votume ofcargo handled at the port.

48. Agriculture, forestry and fishing sector is estimated to have expanded by 5.4 per cant during the

second quarter of 20 I 5 compared to 2. I per cent growth for a similar quarter in 2014. The improved
perforrnance ofthe sector is attributed to increased activities in the growing of maize, vegetables, and

fruits as a result of lavourable climatic conditions in contrast to last year. Higher output from these

core crops far outweigh farm losses of beans and potatoes, which rvere adversely affected by heavy
rains in some regions. Exports ofhorticultural produce presented mixed results. The volume of fruits
exported increased by 22.2 per cent. However, the volume ofcut flower exports reduced by 4,2 per

cent while tea production declined by 17.2 per cent and export ofcoffee declined. Tea fetched higher
prices at an average ol US$ 3.0 in the second quarter of 2015 compared to US$ 2.1 during the same

quarter in 2014.

49. The Manufacturing sector expanded by 4.5 per cent during the second quarter of20l5 compared

to a growth o18.3 per cent in 2014. The groMh in the sector was partly attributed to the reduced cost

of inputs such as electricity during the second quarter 20[5. ln the food manufacturing sub-sector,

there was an increase in the manufacture ofsoft drinks and processing ofcanned foods which recorded

growths of 8,4 per cent and 19.2 per cent, respectively. ln non-food manufacturing, increased demand

for cement in aonstruction sector led to increased production by 9.3 per cent during the second quarter

2015, higher than the production ol I,397.6 thousand metric tonnes recorded during the second quarter

of 2014.

50. Accommodation and food services experienced a slower contraction of 0.8 per cent compared to a

contraction of 19.3 per cent in the sBme quarterof 2014. Visitors arrivals from JKIA and MIA recorded

mixed results with anivals from JKIA increasing by 2.8 per cent and that from MIA recording a
contraction of 39.1 per cent. Overall, the sector recorded a 1.9 per cent drop in hotel occupancies.

Ir
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C. IVlacroeconouric I ndicators

InJlalion main!uined withh allowuble nrurgins

51. Overall month on month inflation increased to 5.97 percent in September liom 5.84 percent in

August 201 5 (Chart 2). The increase was attributed to the increase in Food and Non Acoholic Drink's
lndex that rose by 0.48 percent following increases in prices ol several food items. Meanwhile,

Housing, Water, Electricity, Gas and other fuels' indicies declined by 0.18 percent after costs of
common cooking ['uels and other household utilities declined.

52. On average, the annual inflation rate was 6.3 percent in September 2015 compared to 7.2 percent

in September 2014, and was therefore, within the current allowable margin o12.5 percent on either

side oI the target of 5.0 percent. The slowdown in inflation was mainly occasioned by; lower prices

of fuel oilst electricity; transport; communication; and housing.

Chart 2: I nflation Rato

r,"-t

53.l'o anchor inflation expectations and contain the second round effect of the weaker shilling on

wages and prices, the CBK raised the Central Bank Rate (CBR) twice (in June and July 2015) by a

cumulative 300 basis points to ll.5 percent and also introduced a 3-day repo to further expand the

menu of instruments tbr liquidity management. The Monetary Policy Committee in the September

2015 meeting retained the Policy rate at I1.5 percent.

Kenyu Shilling Exchunge Rate

54.-fhc Kenya Shilling exchange rate that had weakened against major intemational cunencies has

started appreciating tbllowing foreign exchange inflows into the money market. The currency

apprcciated against the US dollar to Ksh 103.1 as of22nd October 2015 from Ksh 105.1 in Septemb€r

2015. The depreciation ofthe currency in the recent months was mainly due to the global strengthening
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of the US Dollar on the intemational market, and high dollar demand by importers in the domesric
market (Chart 3).

55 Against the Sterling Pound, the shilling depreciated to Ksh 161.5 in September 2015 trom Ksh
159.8 in August 2015 and against the Euro, the exchange rate also depreciated to Ksh 118.2 in
September 20[5 lrom Ksh I l4.l in August 2015. However, the Kenya shilling has continued to display
relatively less volatility compared with the major regional currencies due to Diaspora remiftances,
increased foreign investor participation in the NSE and enhanced confidence following successful
issuance of the sovereign bond

Chart 3: Kenya Shillings Exchange Rate
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56. To anchor inflation oxpectations in the presence of continued high lood prices, the shilling
depreciation in the recent months and the partial reversal oloil prices, the MPC in an extraordinary
meeting ofJune 9,2015, the MPC raised the CBR by 150 basis points. Further, in its meeting of July
7, the MPC further raised the CBR lurther by 150 basis points to t 1.5 percent, and also introduced a

3-day repo to further expand the menu of instruments for liquidity management. The 9l -day Treasury
bill rate, which largely reflects the government's borrowing profile increased in September 2015 and
early October 2015 from 10.6 percent in July 2015.

57. Short term interest rates that had initially risen following the tightened monetary policy are now
on a downward trend and are expected to decline further in the coming months due to increased
liquidity and receipt of the syndicated loan for budgetary purposes that will reduce the level of
domestic borrowing from the domestic market. The average interbank rate decreased to 15.5 percent
as of2lstOctober 2015 (Chart 4) from 2 t.3 percent in September 2015 as the Kenya shilting exchange
rate appreciated following increased foreign exchange inflows into tho economy.



Chart 4: Short-l nterest Rate
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58. The KBRR initially set at 9.13 percent in July 20 t4 was reviewed down to 8.54 percent in January

2015. This led to reduction in the average lending rates to 15.8 percent in July 2015 lrom l7.l percent

in July 2014 while the deposit rate decreased to 6.3 percent from 6.6 percent over the same period.

lnterest rate spread narrowed to 9.4 percent in July 20 I 5 from I0.3 percent in July 201 4, a reflection

olthe decline in the lending rate. However, following the upward revision of CBR, in July 2015 the

KBRR was reviewed upwards to 9.87 percent.

Growlh in Money Supply, M3

59. Broad money supply, M3, grew by 14.0 percent in the year to August 2015 compared to a growth

of 2 I .8 percent in the year to August 20 14. The growth in M3 in the year to August 20 I 5 was due to

an improved growth in the net domestic assets (NDA) olthe banking system that more than offset the

contraction in growth olthe net loreign assets (NFA) olthe banking system.

Intproventenl in Private Sector Credit

60. Bank credit to the private sector grew by 21.0 percent in August 2015 compared with a groMh of
24.5 percent in the same period in 2014. Productive sectors the economy continued to receive bank

credit in the year to August 201 5. Main sectors of the economy that received the bulk of the credit

include: Building and Construction, Trade, Manut-acturing, Agriculture, Real Estate, Transport and

Communication, Business Services, Finance and Insurance and Private Households
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Cap i la I M a rkels De ve loJ, nre n ts

6 [ Activities at the stock market remained strong in the year to September 2015. The NSE 20 share
index recorded 4, 174 points in September 2015 compared ro 5,256 points in September 20 t4. Market
capitalization was at Ksh 2,046 billion in September 2015 compared to Ksh 2,309 billion in September
2014. The drop in market capitalization is as a result ofan increase in share supply which depressed
the overall share prices.

62. Foreign equity market turnover for the month of September 2015 stood at Ksh 16.7 billion from
Ksh 20.8 billion in August 2015, representing a decline o[ 19.7 percent. Bond tumover in September
20l5stoodatKshl8.3billion,4.2percentlowerthanKshlg.lbillionrecordedinAugust20l5.

D. External Sector Developments

63. The overall Balance ofPayments recorded a deficit olUS$ 798 million in the year to August 2015
from a surplus of US$ 1,626 million in the year to August 2014 (chart 5). The deficit reflected
worsening ofthe current account deficit and a decrease in the capital and financial account surplus.

Chart 5: Balancc of Payments (US$ Millions)
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64. As a share to CDP, the current account deficit improved to 8.9 percent in the year to August 2015
from 9.4 percent in the year to August 2014 reflecting improvement in the share of the merchandise
account deficit to CDP on account ofa decline in the share of imports to GDP during the review period.

Strong Foreign Exchange Reserves

65. Gross foreign exchange holdings ofthe banking system decreased by 4.8 percent from US$ 9,731

million in August 20 t4 to US$ 9,265 million in August 2015. This was due to the decrease in official

L
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reserves held by the Central Bank to US$ 6,963 million (4.4 months ol import cover) in August 2015,

lrom US$ 7,8 l4 million (5. I months of impo( cover) in August 20 14. The foreign exchange reserves

have declined following interventions by the CBK to moderate volatility in the foreign exchange

market.

E. Implementation ofthe FY 2015/16 Budget

66. MinistrieVDepartments/Agenc ies (MDAs) have commenced the implementation of the FY

20 t5/16 Budget. The National 'I'reasury prepared and dispatched guidelines on budget implementalion

ro MDAS. So far, the implemcntation of the 2015/ 16 budget is progressing well despite initial
challenges encountered at the start ofthe financiaI year. Adequate measures have b€en taken to ensure

priority programmes are fully implemented. This include directing MDAs to prepare and submit their

annual work plans, cash flow plans, and procurement plans to The National Treasury to lbcilitate in

line with the PFM Act requirements. lmplementation of priority programmes will be tracked and

feedback given periodically.

67. The National Treasury is also in the process ofestabtishing the'Treasury Single Account (TSA)'

from which all payments shall be processed in compliance with the Public Finance Management Act.

2012. Previously, MDAs managed fragmented banking arrangement which resulted in Government-

owned financial resources lying idle tbr extended periods in bank accounts held by some spending

units while the National Treasury continued to borror.v.

68 Regarding revenue, the collection for the FY 2015/ l6 is broadly on course and therefore we expect

that the outturn will be within the target. The Exchequer returns for end August 2015 show thal

ordinary revcnue amounted to Ksh 155.0 billion against a tarSet ol Ksh 165.1 billion while the

Ministerial AiA was below target by Ksh 9.5 biltion. Thus. the total revenue collection was below

target by Ksh 19.6 billion in the first two months olthe year.

69 Preliminary outtum indicates that the total expenditure (net issues) by August 2015 was Ksh 138.7

billion compared to a target of Ksh 268.9 billion. This underperlormance being in both recurrent and

development expenditures. We expect higher absorption rate in the coming months as spending on

capital projects picks up.
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IV. MACROECONON{IC POLICIES AND OUTLOOK

A. I ntrotl uction

70. The Govemment's economic agenda will continue to anchor macroeconomic stability so as to
sustain higher and inclusive growth and job creation. The broad economic policies and development
agenda will thereiore continue to be the same as those outlined in the 2015 Budget Policy Statement
(BPS) as iollows:

(i) creation ofa conducive business environment;

(ii) investing in agricultural transformation and food securify;

(iii) investing in infrastructure, transport and logistics;

(iv) investing in quality and accessible healthcare services and qualiry education as well as

strengthening the social salety net to reduce the burden on the households; and

(v) Supporting devolution lor better service delivery and enhanced economic development.

B. Growth Prospects

7l.The gtobal growth remains moderate, with a gradual pickup in advanced economies and a

slowdown in emerging markets and developing economies. The global economy is projected to
strengthen from 3.1 percent in 2015 to 3.6 percent in 2016 despite the temporary slowdown ln the
growlh in the US economy in the first quarter of20l5. The Eurozone economies have shown notable
signs of recovery anributed to improved private consumption and exports mainly driven by lower
interest rates and a weaker Euro response to the European Central Bank's Qualitative Easing. However
uncertainty around Creece Debt bailout by the IMF remains the main risk to the Eurozone growth
prospects.

72. ln emerging market and developing economies, growth is projected to slow from 4.6 percent in
2014 to 4.0 percent in 2015. The continued growth slowdown reflects several factors, including lower
commodity prices and tighter extemal financial conditions, structural bottlenecks, rebalancing in
China and economic distress related to geopolitical factors. [n 2016, growth in emerging market and

developing economies is expected to pick up to 4.5 percent, largely on account of the projected
improvement in economic conditions in a number of distressed economies, including Russia and some

economies in the Middle East and North Africa.

73. Growth in Sub-Saharan Africa is expected to remain retatively robust despite risks lrom the lower
commodity prices in some oil and commodity producing countries. Growth is projected to slow down
to 3.8 percent in 2015, from 5.0 percent in 2014 largely due to lacktustre economic performance ol
Nigeria and South Africa. However, in 2016, the economy of the Sub Saharan region is expected to
recover to 4.3 percent, due to the impact of lower oiI prices and investment in infrastructure.

74. The distribution ofrisks to global economic activiry is still tilted to the downside. Near-term risks

include increased financial market volatility and disruptive asset price shifts, while lower potential
output growth remains an important medium-term risk in both advanced and emerging market

T?C5F-

Budgel Review and Outlook Paper, 2015 2]



economies. Lower commodity prices also pose risks to the outlook in low-income developing

economies after many years ofstrong growth.

75. Against this backdrop, the macroeconomic forecasts are cautious considering the mixed

performance ofglobal growth and SSA growlh and the continued downside risks for emerging market

economies. The Macroeconomic Framework guiding the projections takes into account, the

Covernment's national strategic objectives as outlined in the second Medium Term Plan (MTP) for

the period 2013-2017 olVision 2030 and the broad development policies olthe Jubilee Covemment.

76. On the domestic front, growth and employment prospects remain favourable. We have continued

to implement prudent fiscal and monetary policies which have resulted in low inflation, low interesi

rates, stable exchange rate and a sustainable public debt position. During the third quarter of 20 I 5, the

Kenya shilling exchange rate to the dollar depreciated due to the expected recovery ofthe US economy

and strengthening ofthe dollar in the international markets. The Kenya Shilling exchange rate against

the US dollar has since started appreciating following inflows ofthe foreign exchange into the money

market. At the same time, the short term interest rates that had initially risen following the tightened

monetary policy are now on a downward trend and are expected to decline lurther in lhe coming

months due to increased liquidity and receipt ofthe syndicated loan for budgetary purposes that will
reduce the level of domestic borrowing lrom the domestic market.

77. The economy expanded by 5.3 percent in 20 [4 and 5.5 percent in second quarter 2015. This growth

was supported by strong performance in most sectors of the economy which otRet the contraction in
the tourism sector. ln 2015, the economy is expected to expand further by between 5.8 - 6.0 percent

and 6.5 percent over the medium term. bolstered by the lower oil prices and higher public and private

investment that will support strong construction activities and production ol cement and steel

manufacturing tbr the Standard Gauge Railway currently ahead of its construction schedule. Further,

the higher public and private investment, increased consumer confidence and higher total factor

productivity reflecting continued implementation of structural reforms and increased investmcn( in

health and education continue to support the growth momentum.

78. Over the medium-term, growth witl pick up gradualty as global conditions improve and

macroeconomic stability is sustained. The growth estimates for the medium term, therefore, in terms

of fiscal years, are therelore 6.2 percent in FY 2015/16, 6.5 percent in FY 2016/17 - 2018/19 period

(Table 9 and Annex Table l).
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Table 9: Main Macrocconomic Indicators Underlying the Medium Tcrm Fiscal Framework

Source NouoaolTt.osury

Source : Nat ional Treasury

79. This level oigrowth will be supported by increased production in agriculture, continued investment
in infrastructure projects, expansion ofactivities in other sectors of the economy such as building and

construction, manuthcturing, retail and wholesale and financial intermediation.

80. The growlh will accelerate in the outer years as issues suppressing growth are addressed which
include: infrastructure development, removal of obstacles that includes cost ofenergy by increased

Beothermal generation, successful integration, financing access, opportunities for the SMEs, and the

development ol the oil and gas sector.

C. Inflalion Outlook

8 [. The focus of monetary policy will be to maintain a stable inflation target of 5.0 percent with an

allowable margin of 2.5 percent on either side the target to cater for shocks. Monetary policy will also

focus on stable interest rates and exchange rates.

82. Overall inflation is projected to decline gradually in 2015 and is expected to be at 5.0 percent by

2017. The decline is supported by the monetary policy measures in place, the declining intemational

oilprices which will dampen pressure on the prices offood and other key items in the consumer basket

and the increasing output of geothermal generated power which will continue to moderate electricity
prices and support lower consumer prices.

83. However, the main risks to the inflation outlook include possibility of imported inflation with

continued movements in the exchange rate in case oIa protracted global strengthening ofthe US dollar

(: r:: r- L) '-l
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against international currencies. In addition, given the dominance offood in the CPI consumer basket,

there remains a vulnerability to short-falls in the rains.

D. Medium 'I'crnr Fiscal Framework

Fiscal Policy Objective

84.The fiscal policy objective aims at supporting rapid economic growth and ensuring the debt

position remains sustainable while at the same time supporting the devolved system of govemment lbr
etTective delivery ofpublic goods and services in a sustainable manner.

ii. Debt and Deficit Financing Policy

85. The Government's borrowing plans remain anchored in the medium term debt management

strategy which aims at ensuring public debt sustainability. The strategy outlines the desired levels,
sources and terms which have to be adhered. Government will continue borrowing lrom domestic and
external sources with the latter being largely on concessional terms and also diversify financing
sources by continuing to access commercial sources of financing. The levels of domestic borrowing
will be controlled to avoid crowding out the private sector given the need to increase private investment
to accelerate economic expansion. A cautious approach will be adopted in the issuance of external
Cove mment loan guarantees to minimize the level of contingent liabilities.

lll. Medium I'crm Fiscal Projcctions

87 Over the medium term, driven by continued reforms, revenue collection is expected to rise to about
21.3 percent ofGDP in 20t6117 and 21.9 percent ofGDP by 2018/19 (Anner Tables 2 and 3). Overall
expenditures will decline gradually from 28.7 percent oIGDP in FY 2016/ l7 to 27.0 percent ofCDP
in 2018/19. Overall recurrent expenditures are expected to decline lrom 15.2 percent ofGDP in
2016/17 to 13.5 percent in the medium term. The decline in development expenditures from ll.3
percent ofGDP in 2015/t6 to 9.6 percent o[GDP in 2018/19 reflects the winding down of some key
projects such as the Standard Gauge Railway. The Covernment remains committed to reorienting
expenditures from recurrent to devetopment and improving the productivity ofour resources.

88. [n the medium term, the overall budget deficit and current account deficit are projected to decline
as major infrastructural projects such as the Standard Gauge Railway (SGR) and cunently being
implemented by the Covernment are completed.
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86. Furthermore, the govemment adopted a framework establishing guidelines for county borrowing
consistent with the PFM Act. The framework includes the following safeguards: prior approval by
National Treasury ofallcounty borrowingi a limit on each county's debt (20 percent of the most recent

audited revenues)l and a limit on each county's debt service ( l5 percent of the most recent audiled
revenues). These safbguards efl'ectively limit county-level indebtedness to I percent of GDP.



lv. 2016/17 Budget Framework

89. Revenue Projections: The FY 2016/ I 7 budget targets revenue collection including Appropriation-
in-Aid (AiA) olKsh 1,560.4 billion (2t.1 percent oIGDP) up from Ksh 1,363.7 billion (21.1 percent
ofCDP)' This revenue performance will be underpinned by on-going reforms in tax policy and revenue
administration. ordinary revenues will amount to Ksh t,444.9 billion (19.7 percent of cDp) in Fy
2016/17 up lrom Ksh 1,250.9 billion (19.4 percent ofGDP) in Fy 2015/16.

90. Expeuditure Forecasts: In FY 2016/17, overall expenditure and net lending are projected at Ksh
2,102.4 bitlion (28.3 percent of GDP) from the estimated Ksh 2,014.8 billion (31.2 percent of GDp)
in the FY 2015/16 revised budget.

9 [ . Recurrent expenditures will amount to Ksh I, I 12.0 billion ( 15.2 percent of GDp) compared with
Ksh t,017.5 bitlion (15.8 percent ofGDP) in the FY 2015116. Development expenditure is projected
at Ksh 705.6 biltion (9.6 percent of GDP). Domestic interest payments are expected to reduce relative
to GDP to 2.0 percent in the FY 2016ll? lrom 2.4 percent in the FY 2015/ 16. The contribution to civil
service pension fund amounrs to Ksh 14.8 billion (0.2 percent olGDp) in the Fy 2016/17.

92. In terms ofpercentage ofGDP, the wages and salaries for teachers and civil servants including the
police is expected to reduce to 4.9 percent of GDP in the Fy 2016/17 lrom 5.2 percent in the Fy
20t5/t6.

93. Expenditure ceilings on goods and services lor sectors/ministries are based on funding allocarion
in the FY 2015/16 budget as the starting point. The ceitings are then reduced to take into account one-
offexpenditures in the FY 2015/16 and then an adjustment lactor is applied to take into account the
general increase in prices.

94. A contingency ofKsh 5.0 billion is provided for in the FY 2016/17.ln addition, Ksh 6.0 billion is
provided for as conditional grants to marginal areas, same as what was provided in the Fy 20lsl16.

95. Overall Deficit and Financing: Reflecting the projected expenditures and revenues, the overall
fiscal balance (on a commitment basis and excluding grants), is projected at Ksh 542.0 biltion
(equivalent to 7.4 percent ofGDP) in the FY 2016117. Including grants, the overall fiscal balance is

projected at Ksh 482. I billion (6.6 percent ofGDP) in FY 2016/ l7 against the estimated overall fiscal
balance of Ksh 577.7 billion (8.9 percent of GDP) in FY 2015/16. The deficit including grants and
excluding expenditures related to the SGR in the FY 2016/17 is projected at 5.4 percent ofCDP lower
than the 7.1 percent ofGDP in FY 2015/16.

96. The fiscal deficit in FY 2016/17, will be financed by net external financing of Ksh 239.9 billion
(3.3 percent of CDP) and net domestic bonowing of Ksh 239.8 billion (3.3 percent of CDP).

cr r]r'tr, F"1-
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E. Risks to the Economic Outlook

97. The risk to the outlook for 2016 and medium-term include continued uncertainty in the global

markets due to strengthening ofthe US economy. Further, geopolitical uncertainty on the intemational

oil markets is likely to have impact on the global and domestic economic outlook.

98. Internally, public expenditure pressures, particularly wage related recurrent expenditures, continue

to pose a fiscal risk. In addition, the impact of insecurity on tourism, the expected El Niflo rains in

late 2015 could disrupt economic activities further affecting exports and agricultural production

respectively. Further, the increase in the domestic interest rates through the tightened monetary policy

in 2015 may weaken investment prospects lurther impacting negatively on the growth outlook.

99. In the event, the above risks materialize, we shall revise the macro framework and the Medium

Term Sector Ceilings in the 2016 Budget Policy Statement.

100. In the meantime, the Government continues to monitor the above risks and will undertake

appropriate measures to saleguard macroeconomic stability.
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V. RESOURCEALLOCATIONFRAMEWORK

A. Adjustment to 2015/16 Budget

l0 I . The fiscal tiamework for FY20 I 5/ l6 aims at striking an appropriate balance between support
lor growth and continued fiscal discipline. The Govemment will continue to address debt sustainability
issues by putting emphasis on efficiency and et-flectiveness ofpublic spending and improving revenue
perforrnance. Considering the tight fiscaI position and the assumptions underpinning the medium term
fiscal framework for FY 2015116, we must contain expenditures by adhering to the fiscal
responsibilities outlined in the Public Finance Management Act, 2012.

102. M inistries/Departments/Agencies (MDAs) have just commenced in the implementation of the
FY 2015/16 Budget. As we consider making any adjustments to the FY 2015/16 Budget, we need ro

contain additional/supplementary funding to areas ol emergency in nature. Frequent changes in the
budget during implementation stage are not in line with best practice. Such changes may be construed
to mean that budgets are not credible. That is, budgets are not being planned well, implemented as

planned or there are cases olpolicy reversal by the Covemment.

103. Given the fiscal performance in FY 2014/15 and the updated macroeconomic outlook lor FY
2015/16, there are some inherent risks to the FY 2015i l6 budget framework. Expenditure pressures
and in particular those relating to salariqs and otharsdreaurrent oattura, pose a serious challenge to
budget implementation and may lurther constrain funding for capital projects. The slow
implementation olprojects in the MDAs continues to be a source of concem and especially with regard
to extemally lunded projects. These risks will be closely monitored and appropriate action taken in
the context of the FY20l5/ l6 Supplementary Budget.

104. In addition, there are risks associated with the huge wage bill in the public sector. The rising
wage bill is crowding out resources for essential services and economic development. The
Govemment has already taken measures to contain the rising wage bilt in the pubtic sector. These
include freezing of new recruitment with the exception of essential services teachers/lecturers, health
workers, police and security personnel.

B. Medium-Term Expenditure Framework

106. Resource allocation will continue to be aligned to development programmes under the five
pillar economic transformation program highlighted in Part IV of this document. The FY 2016/17
MTEF Budget will therefore focus on the following:
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105. The Covemment has also concluded the biometric registration of civil servants across the
country. The exercise will be extended to all Covernment agencies with the aim of putting to rest the
issue of ghost workers in the public service and ensure efficient management of the wage bill. This
will entrench efficiency and effectiveness in public service and ensure that all public servants can
accounted for
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(i) Quality and Acccssible Education and Health Care Services

(ii) Infrastructure Development: Energy, Infrastructure and ICT

I08. This sector receives the second largest share ol resources (about 25.4 percent of total
expenditure) after the education sector. The sector is the driver of the economy and reflects

Govemment's commitment in improving infrastructure countrywide, such as roads, energy and rail.
The sector allocation willcontinue to be maintained or increased over the medium term. This is in line
with the government policy of developing infrastructure for acceterating sustainable groMh.

(iii) Funcling programs to Create Conducive Business Environment

109. The Government will continue to fund the govemance relorms programmes to reduce the cost
oldoing business and improving security to create a conducive business environment that encourages

innovation, investment, growth and expansion of economic and employment opportunities.

I10. The Governance, Justice, Law and Order (GJLOS) and National Security sectors receive about
20 percent of the total discretionary expenditures. Funding over the medium term will facilitate the

implementation of the critical and priority proBrammes such as safeguarding the security of the

country, retooting and modemization of the policing services, implementation of the Constirution,
judicial and prosecution services, entrenchment oldemocracy and promotion ofgood govemance.

(iv) Other priority programmes

I I I . Other priority programmes including social welfare, youth and development of arid regions,

which will continue to receivo adequate resources. Specitically, the main areas ol interventions will
cover lood security, improved access to quality health care, empowering youth and women as well as

putting in place a transformative education system. Resources earmarked lor these interventions are

ring fenced over the medium term.

t I2. Reflecting the above medium{erm expenditure lramework Table 10 and Annex Tables 4 and
5 provides the tentative projected baseline ceilings for the FY 2016l17 - 2018/19 MTEF period
classified by sector.
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107. Education and Health sectors currently receive a combined allocation ofover 27.4 percent of
total discretionary expenditures. Going lorward, these sectors will continue to be allocated additional
resources as well as entrenching quality control to ensure utilization of existing f'unds efficiently to
generate fiscal space to accommodate other strategic interventions within the two sectors.
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VI. CONCLLTSION AND N[,XT STEPS

I 13. 'Ihe FY20l6/17-2018/19 MTEF presented in this BROP is developed taking into account the

key policy challenges tbcing the economy. It is theretbre marked by moderate growth in overall

expenditure, taking into account the economic outlook and the need to maintain fiscal discipline in all

levels of the government for maximum return from public resources. The policies, there[ore, are

broadly in line with the fiscal responsibility principles outlined in the PFM law.

l14. Going forward, the set of poticies outlined in this BROP ensures continuity in resource

allocation based on prioritized programs that have been earmarked by the governmcnt to accelerate

growth, employment creation and poverty reduction.

I15. The policies and sector ceilings annexed herewith will guide the line ministries in preparation

ol the FY 2016/17 budget.

t 16. The next Budget Policy Statement (BPS) will be finalized by the February 20t6 deadtine as

per the PFM law.
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Annex'I'able l: Main Macroeconomic Indicators
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Annox Table 2: Govcrnnrent Operatitrns (in billions tlf Kenya Shillings)
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Annex Table J: Government Operations (in percent of GDP)
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Annex Table.l: Dcvclopment Sector Ceilings for the MTEF Period 2016/17 - 2018/19 (KSh Million)
SECTOR PROJECTIONBP3

PROJECTION

Rur.l & Urbrn D.v.lo

En. lnlr.structure & ICT

Gonc.!l Ecodomic & Commcrcirl Affri..

Public Admini.k.tion 6. lnlordrtion.l R6lrtion.

Cultu.. E R.cr..tion

Environln6nt Protoclion. w.t.r & N.iur.l R.tou.c.t

TOTAL

Note (11 A.!-A = Apptopd.tto^s 1n-Atct. (2) S t = snateg,c thte-^.nttons (3) COF = Consntoency O.v6tootn.dt Fuhct
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Annex Table 5: Recurreot sector c€ilings for the MTEF period 2016117 - 2018/19 (KSh Million)
BLDCTI

fSINL{
BROP

CEILL\C
PROJECTIO\5BPS

SECIOR

ri.ul.ur.. Rur!t & l-rbln D.!.t

lnfr.!tructuR & Iqf

G.r.nl f.onoDi. & Cotuo...i!l -\firirr

Putti.,{dnirittr.rion & lnr.n iotr!l R.l!rio

Cultur. & R.cr.lrion

trrihnr.nr Pror..rio N rt.r & Nrturrl R.ror.c..

IOT.{I

Nole (1) A1-A = App.opaatiods nn-Aid. (2) S t = St?tesrc tdtetuanhons, (3) O r = Olhe. rransterc
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