
I
t

REPUBLIC OF KENYA

t It

'i-ARt-iAN{l:-I\; i

tlF KE"N'/r\
I .l R R A p \|ARLIAMENTARY SERVICE coMMIssIoN

Parliamentary Budgct Office

R Lte/ of tlnP, Af,, (m*u f qel

Budget Options for 2015 /16 and the Medium Term

t\

March 2015 @dition No. 6)



REPUBLIC OF KRNYA

PARLIAMENTARY SERVICE COMMISSION

Padiamentary Budget OIEce

If R t e of tI1P/ Afr|caru f qer

i



P,r/i.rtt, rt/,rn llt,l:, / ()ti,t

Disclaimer

Parlllrnrentan Budgct ()fticc Q'R()) is a n()n P2rrisrn proftssional officc of

l)arliamcnt of thc Rcpublic oi Kcrua. Thc prin.rarv firnction oi thc ( )tficc is to

providc profcssional scniccs in rcspect o[ budget, financc lnd econonic

iltbrmati<>n to committccs of l)arliamcnt.

O Parliamcntlrv Budget Office , 2(ll5

[]or morc infirrmation. contact:

Thc l)Lrcctor,

Parliame ntarv Rudgct Officc
l)arliamcnt of thc Rcpublic of Kcnva

l)rotcction Housc. l0'r' liloor
P.(). Box -l1lt42 - (X) 1(x) (;PC)

N..\IRORI. KENYL\

Tel: +25-l 20 222-1291

Fax: +25.1'2()-2,13-69.1

I imarl: pbo@parliament.go.kc

The document can be dorvnloaded lrom

t'rt'u.plrrlilntcrtt.u..kc

1

q

2 Po,gt R)st ol /fu .l/iatn'l'iqtr: Bdg'l Ot'tio s.lir 20I 5 / I6 anl tfu llediut Terut



l',trhtii/t l/Lr't lirul<,t ( )lii,

Preamble

Kcnva car'' '.rccome an ",\frican Tigcr." In thc 1960s, the cconomies of Hong Kong, South Korea,

Tairvarr and Singaporc werc classificd as undcrdcvekrpcd. Florvcvcr, from that period through thc

199(ls, thcsc f<rur cconomies u'erc ablc to achievc spectacularlv high and sustaincd economic growth

through rapid industrializatiorr ar.rd spccialization in arcas of comparadvc advantagc; thercb\ exrnlng

themsch'cs the tide of thc ',\sian Tigers.'The high growth phenomenon in East '\sia during this

pcriod has bccn tcrmcd as nothing short of mkaculous and has gcneratcd significant intercst in

other countrics sccking to rcplicate thc i\sian Nliracle in thcir r-,wn cconomlcs.

Kcnva's asccnt to lorvcr niddle incomc status in cadv October 201.1 firllowing rebasing of thc

c()untq''s (lDP, is a statistical milcstonc rvhich, not surprisinglv, has elicited a lot of conttovcrsl'.

Thc contr>r'ersv stcms fiom thc undcrlving - though inaccuratc - assumption that this dcvelopment

supposedh, implies an improvemcnt in thc <lualin' of lifc for thc .10 million plus Kcnl'ans, yct almosr

half of thc populace is estimatcd tr> bc poor. It is possible that Kenyans ma,v have cxpericnccd a

c_h1nge 
1n- 1arus 

in thc perir>cl 2003 - 2001 , u'hen the economl grcrv consistcntly, culmrnaung rn a

7(lrr gnrwth in 2007. ,\s such, the ncw status announccd tn 2014 mav not mean much to manv as rhc

real change happencd seven ycars ago.

It is also important to note that whiJe rcbasing &ics to accuratelv capturc the true picture regarding

thc sizc and structurc of the economy; it is not a clear indicator r>f the economic wcllbeing and

quality of life of a country. Kenya's ab rq to not onlv sustain a higher p;rowth trajcctorl but also

cnsure a greatcr qualiq' of iife ti>r all its citizens in a manner bcfitting its middle income starus will

dcpcnd on the direction the counrv takcs in relation to dcvelopment policies and more importandv;

thc decisions on thc budgct for 2015/16 and thc mcdium term. To becomc an "African Tiger",

Kcnyans must takc hard decisions and positions about the cconom\'.

This cdruon of the Budget Options rs premiscd on thc ideas and policie s that presumably led to the

,\sian Nliracle and how thc four cconomics wcre able to navigatc from undcrdcveloped to high

pcrf<rrming economics in a span of lust threc decades. Spccifically, focus will bc on Kenya's

macroeconomic perfrrrmancc or.cr thc last decade and how higher growth can be achieved through

efficiencv in public expenditure, rathcr than increased spendrng. Iiurthermore, this documcnt gives

various options that Kcnya could adopt in the next one year and in thc medium term to ensurc that

it becomcs an African -figer.
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CHAPTER ONE:

Macroeconomic Perspective: Diagnostics for Kenya's
economy over the past decade

I
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In Brief

knya's ecotonty bas pmted ntilienl uer lbc /.xl decddq aeatberirg seteral shlckr t0 gmw at an dterage of 5 lercenl

oter te pciod 200) - 201 ). Tbis gm b is laryefi consrnl>tior dircr p,ith bssine$ inrestment /agqiry behind ard

,rel ex?ortr co ibating t Wtitell /0 gmutl). Farthermore, ecoflomic.7rzatb has but larye/y ditn lry expanionury

.lircol poliry tib rJ ttot canailed, is likely to increase knya\ debt to mytstairuble hrels. GoingJoruard, then *
wed lo e nnr intzrtm?fl| /eae/s, ersare elfcienq h public speding and impmyentent in egon gmwtb lor
sastainable GDP gmutlt.

l.l. Economic Growth
Over the decade from 2003 to 2013, Kcnya's economy grew

stcadily from 2.9 percent in 2003 to 7 percent in 2007- the

highest growh to be achieved in that dccade. This high grow.th

rajectory has been attributed to factors such as a conducive

business environment due to prevaiLing politrcal stability which

attracted investots, as well as implementation of the Economic

Recovery Strategy (ERS). However, in 2008, political instabiJrry

rcversed the gams made and economic growth dipped to 1.5

percent. In the following years, modest growth was notcd from

2009 to 2070 but it dipped agotn tn 201'l most likely due to the

npple effects of the global recession.

Figute 1: GDP Gtowth for the period 2003 - 2013

2003 2004 2005 200 6 2007 200a 2009 20 70 20 7 7 20L2 20 73

Sotrce: Ecotoaic Sttwl (/ariott Ittur)

In tbe peiod 2003 to 2007, tbe

econom) yal able lo acltiele a

hrgb uononir gmwth due to a

stabb macmecommir

en mnnent and inmased

inrcstor corfdexce.
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Since 2(X)ll, thc cc()nomv hrs bccn unablc to rcclaim its higher

gr()wth trxicct()n' rnd continucs tr> h.g behind its liast ,\firc:r

(l()untct?arts. ()n avcragc, thc cconorly grcrv bv 5 Pcrccl'rt ovcr

thc pcriod 2l)0.1 2o13. -fhis is much krrver crxnparcd to

Uganda's gr()\\1h ()f 7" i,, Trnzania's gr()wth ()[ 7' ,,, Rrvancla's

gr()wth ()i 7.1'l ,, and thc Ir,\(- average o[ 5.9",, over the satne

pcriod',

Figure 2: Average GDP Growth rate for EAC,2003-2013

EAC

Rwanda

Tanzania

Burundi

Uga nda

Kenya

4.0 6.0 8.0

Ktty.t'.r ttomrtir .qolt/t ru/t

/,qr hltirl itd o/ i/: 1..'lL

talult,?drfi vil/t Runda

n,qi.r/rri n.q t/.tt ltiy,/ttst utnoui.

gntnllt rult o*'r llr lial 2()0 )

- 201 )

Cu|/lrtpliit ,ts t .r/t,rt of

Gl)P nrr,qtd 760/o ll0th a.r t
slttn r,l 6l)P arrr iLt /d
lnulc u'itlt lt Jiod anforu

otrragir,q )5-)8% it lerns of

contifution kt GDP

0.0 2.0

Sotrcc: lYorld Bark

7.2. Consumption
(.onsumption - both governmcnt and prilate - is a kev cngtnc

of cconomic €irowth in Kcnya. In the period turdcr revics',

privatc consumption as a sharc of (lDP tluctuatcd bcnvccn

7 (t')\' and approximatc\' li09i,, making it a maior comP()nent in

Kenya's GDP and indicating robust domcstic dcmand. Somc

c()mponcnts of privatc consumption include }rot>d, Bevcragc

and Tobacco rvhich fluctuated beru'ecn 35 pcr ccnt and 38 per

ccnt in terms of contributi<>n to GDP; as rvcll as Liousing

c()nsumption as a sharc of GDP u'hich flucnratcd betwcen i

and (r.5 per ccnt though it declincd in 2013.

rAverage economic growth for 2003 - 2013

l0 lTUt Nsr ol tt , l)iatn Tiqtr: 8ru1.4't Optiott.r lor 20 1 5 / l 6 ond tlte l[ulitn Ternt
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Figure 3: Consumptioo conribution to GDP
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Figure 4: Private Consumption in GDP and GDP Growth
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,\s figurc -1 sug3csts, Kenya's economic grorvth model is

csscntially c()nsumption drivcn. N('hile this has bcen able to

propcl grostl, in thc cconom\', it slrould bc noted that the years

cluring rvhich the coun6' rvas able to achieve much higher,

sustaincd cc()n()mic growth (2003 - 20{)7) in the dccadc undcr

rcvierv rvcrc thc vcars during which privarc investment grew

most rapidlv ancl thc overall det-rcit rvas the smallcst including a

surplus in the ycar 2(105. Thc countrt's thriving consumer basc

is acrually a ke y fhctor in prt>moting cconomic growth bv

spurring productivc invcstmcnt and gro\\.th in the economv to

lUst rl te AJiau T4qer: Rul.qel Options./ir 20 I 5 / 1 6 and th hluliunt 'hrn tw"il
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meet th€ demand. However, ttus has somehow not mateflahzed,

posslbly due to a host e busmess cnvuonme nt whlch rnhrbrts

rnvestment gtowth.

For a developmg economy to matufe, rt ls finpoftant to

continuously rnvest ln new caplral, expand strucrufes to make

our envtonment more buslness fnendly and ptoduce more

goods to be consumed rn rhe economy. As rt stands, the country

reles heauly on fnport goods to bndge the gap m meeung the

demand. Low mvestment levels have also nhtbrted the growth

of expons rn teffns of qualty and value addruon hence the

contnbuuon of net expofts to econorruc growth ls negauve.

1.3. Business Investment

Generally, though mvesmrent determrnes the productrve

capacrry of the economy rn the long run, rt tends to flucruate

more than the other componenrs of GDP. Pflvate rnvestment as

a share of GDP mcreased over the decade from 12.3o'o n 2003

to 15 30zo rn 2013 Thrs lncrease was manly dflven by thc

Transport, Equrpment and Other machrnery & Eqrupment

component whose contnbuuon to GDP rose from 5.8o'o to

10ozo. Conversely, the conmbuuon of Burldrngs & Stmcrures to

GDP dechned from 6.40/o to 5.2020 dunng the same penod

It $ n Pottttfil lo abo promole

pflt'dle t t,e merl dJ dl

ahcnaln,e engtne oJ' gmwth nt

onler lo acbterc suslafiablc

.qowtlt

Pntale tnt,eJlmeflt bas nmased

nodes y, marnly dnt,en b1

Transport Eqlrpncnt and olber

mathncry and eqnpment

I

t

I

I
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Figure 5: Private investment contribution to GDP
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The increase rn the contributron oF Transport Equrpment may

be attributed to increased investment in infrastructure projects

such as in transport, energy and ICT sectors; demand for

vehicles dunng the elections period as well as acquisition of

aircrafts by Kenya Airways that increased steadily from 17 in the

vear 2003 to 47 in ye^t 2013. The decrease in the share of

buildings and structures could have been as a result of tugh

interest rates which discouraged the uptake of mortgages.

1.4. Business Capitd Stock

The Capital- Output ratio is used to determine the efficiency of

investment. Over the decade, there was an increase in the rado

for Machinery & Equipment, sigrufuing declimng efficiency in

use of capital. On the other hand, the decrease in this ratio for

buildings signifies increased efficiency in use ofcapital.

Nse of tlte At'rican Tiler: B'tdget Options l'or 201 5 / l6 and tlte llfediut Terzt Page l)
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Figure 6: Capital- Output Ratio
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To incrcasc efficicncy in use of capital wrll rcquire adoption of

ncw technokrgy as well as improving both thc rechnical capacln

and knorvledgc of the rvorkcrs.

1.5. Balance of Payments

Thc curent account balancc improvcd significandv betwecn

2008 and 2009, due to an improvemcnt in thc tradc balancc as

impons declined on account of reduced aggrcgatc demand.

Howcver, sincc then, it has dcclined progressivelv, largclv on

account of a worsening trade balance as thc countn's hugc

import brll continued to soar evcn as thc cxport scctor

stagnated. A rveak cxport sector implics rcduccd extcrnal

competitiveness of the locally manufacrurcd goods both

domestically as well as in thc international market. ,,\s such,

many consumption goods are imported. Such a situadon

combined with a weakening shilling is hkely to rcduce foreign

exchange earnings thereby rvorsening the current account

balance.

- 
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Figure 7: Balance of Payments (Millions of USD)
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t.\otably, thc wrdening current acc()unt deficit has npically been

offset by' a capital and financial accouflt surplus ()n acc()unt oF

shoft tcrm foreign inflows from portfolio investments ('hot

money'), as well as loans; resulting in a balance of pa1'ment

surplus. Ho\yevcr, reliance on hot mone), has an inhcrcnt risk

duc to its volat iq as it can reverse quicklv bascd on invcstor

sendmcnts causing scrious disruption in the financial markct.

This is a potentially destabilizing factor that has rendcred the

country susceptiblc to any advcrsc shocks to the economy.

Figure 8: Net Exports
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It is worth nodng that Kenya's strong cconomic performance ln

the period 2003-2007, was marked bv a narrow gap between the

exports and imports- a likely effect of a strong shillng in the

same period. However, this graduallv worsened in the

subsequent years on account of robust domesdc dcmand as the

economy 6gew rapidlv which resulted in increased importation

of goods and scn'ices.

1.6, Total factor productivity
Total Factor Ptoductiviry* GI-P) is the efficiency wrth wluch

goods and sen'ices can be produced with a certain amount of

factor inputs (labour and capital) over a certain period of ume.

TIrP measures long-term technologrcal changes and efficiency;

and is therefore important to long-term improvement in

standards of living. Productivity, unlike production, measures

the efficiency of the production process. Therefore, producuviry

increases when the inputs rn the production process are

optmally utilized to achieve ppeater levels of output.

Figure 9r Total Factot Productivity (TFP)
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'f[]P graduallv decLined from 2(l0l to 2l)13 imp\,ing dcclining

cfficicncl in production. This can be anributed to low uptakc of

neu, technologv in production /manufacruring; that is, the

available physical capital is old and has rcachcd its rnaximum

product.ive capaciw. r\lso, fugh labour costs and declining labour

productiviq duc to mismatch of skills in thc job market as u,cll

as thc qualitv t>f governance in our institutions due tcr

corruption have contributed to thc dcclining TIrP.

Figure 10: TFP Contribution to GDP Growth

7 2008 2009 2071 2072 2013

--.-TFP Contribution to growth of GDP

Sos4c: Ecorromic Strrq (Vaiott ltttct), Macruccoaonic diagtostict

Ilven thr>ugh the contributi<>n of T<;tal Iiactor Productiviq' to

gr()wth ()f GDP scems small, its impact on economic gro*th is

ve n' important. It is a con.rpounding mcasurc rvhich mcans that

small annual increascs add up <x'cr longcr periods of timc and

thercfbrc sustain k)ng terrn growth. Thc rcvcrse is also true.

It can also bc obsen'cd that T[rP contribution to gr()wth ()i

(iDP tends to bc pro-cvclical; it is highcr rvhen GI)P is stcadilv

cxpanding and declining whcn in a rcccssion. Overall, thc Tlrl,

contribution to gr()wth of ODP has be cn ncgativc sincc 2(X)5

implying decLning efflciencv in thc countfl''s production
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Figure l1: Capital and Laborrr Contribution to GDP Growth
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()vcr thc dccade, it can bc obscn'ed that (;DP growth wxs

gcnerallv more capital drivcn than labour driven. This suggests

that our human capital development has not matched with

the contemporary trends. Thc clualitl of r>ur education svstcm

should be tailorcd to mcet the requircments in thc job rnarket.

Nloreover, it shor d also support studcnts from a tcndcr age to

bc innovative and specialize in a particular arca o[ intcrcst.

1.7. Inflation

Figure 12: EAC Annual Average Inflation 2003 - 2013
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Kcnva's annual avcragc inflation ()\'cr thc pcriod undcr rc\.icw

was thc highcsr at I1.32"6. This is higher than [lr\(-'s singlc-

digit avcragc t>f 9.6U"u. Rrvanda had thc krvcst avcragc oi

11.27'r,,. Intlationan prcssure in this pcriod \\'as duc to global

commoditv pricc spikes, rcmporan'pricc sh()cks associatcd rvith

clcctions, thc negativc ripple cffects of thc 2008 global financial

crises and erratic weather tl.rat deprcsscd agriculrural ourput.

Table l: Contribution to Inflation for W 2007 /2008 - 2012/2013

Thc food and non-alcoholic bcvcragcs category has becn the

key contributor to the overall inflation, followed by the Irousing,

water, clcctricin', gas and othcr fucls carcgory. Thcsc nvo

catcgories comprisc the basic necessities of cvcry houschold in

the countn' and in turn determine the standards of living.

Krr1,,t't ,ntrul inll,tiru r,rcr

200) 2013 vo: lti.g/ter tlnt

tt I -,1(. rcftW o|ff /l)( stt/r/(

'I-/t key conlibrturs lo inflolian

re ./bod ds uell as .fiel

200"/08 2008 / 09 2009 / to 2Ot 0 / 1,1 2011/ t2 2Ot2/ t3
I;o,,d & Non-r\ lcohrrhc Ilcvcr.rges 5 5.9 58.1 55.4 533 30.0 42.1

Alcoholic Reverages, Toltacco &
N arcotics 2,- 2.3 .t.l 1.5 1.6 2.0
(.I'tfi1ng g Iir,,,n\'.1. 2.3 1.6 4.1 .1.4 9.5 6.2

llousing, \\'atcr, Elcctricitv, (las and
other Fuels 15.2 13.8 15.5 11.2 19." l.l.ll
Iiurnishings, Household lirluiprnent
and Routinc Houschold Nlainrcnance 3.3 6.7 2.t) .3..1 8.1 3.8

Ilealth () 9 2.9 1..1 1.5 2.4 2
'fr:rnsp,,rr 15.8 2.o 8.3 12.6 5.'
Communication {)2 02 06 ,5.9 35 -0. r

Rccreation & Culturc 05 0lt 0.5 ll 21 1.5

Erlur:ation t)2 t)2 0.1 0. r'l 2.9 2.5

Rcstaurant & Hotels I.0 5.6 3.6 I 1.9 8.1 5. r

Nliscellaneous (]oods & Serr''ices 1.9 .1.0 2.4 2.2 5.6 3..1

All items 100.0 I00.0 101).0 100.0 100.0 100.0
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Figute 13: Kenya Avetage GNI & Inflation rates, 2fi)3-2013
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Inflation reflects the increase in the cost of a certain sct of

goods and services, in a given period. A consumer's cost of

living depends on the prices of the many goods and services

they consume and the share of each good or service in the

household budget. Inflauon affects the real income of a

consurner and is a proxy for the standard of living. When real

incomes arc rises, so does the standard of living, and vice versa.

The real income is measured by the Gross National Income

(GN I.1 that is adjusted for inflation.

In the penod under review, the (]NI grofih rate was lowest

when the rnflauon was highest during the post-election violence;

the standards of living were very low. Indced, inflation is the

worst enemy of the poor. The highest standards of living were

experienced in the year 2010, when annual inflation was at its

lowest single-digit level. It then declined in 2011 and 2072, as

annual inflation increased. It should be noted that inflation is a

key determrnant of the standards of livrng irl the country and

therefore amid external and internal shocks, the monetary

authorities should ensure that inflation remains within the set

target of 57o (+ or - 2.5oh).

l
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1.8. Debt Dynamics
Debt dynamrcs looks at the capaciry of a country to repay its

debt. The two main factots to look at are; the comparison

between the real intercst ratc and (iDP growth rate; and the

primary balance (before interest payments) as a petcentage of

GDP.

Figure 14: Kenya Real Intetest Rate & GDP Gtowth (2007-2013)

4.4
5.9 5.1 5.7

10

5

0.00

5

-10

00

00

00

00

4.5

Ir order to deternine tbe tapacity

of tbe comtry to ftpal ih debr,

ac compdft lbt real intcres! ralc

and the GDP gmath ra*

Aralysis indirales that knya's

deltt ltas been at a ssslainabh

lercl orcr lbe last decade btlt thir

pasitian is being thnatened by

itingfscal pnssrns

3.3

o.2 o.7

2007 10 2077 2013
-2.O2 -7.52

-2.58

-6.34

' Real lnterest rate ' GDP Growth Rate

S orcc: KNBS

The real interest rate in this case is the annual average interest

rate on the 91 day Treasury bills, adjusted for inflation. When

the real interest rate is less (more) than the GDP growth rate,

then the debt is sustarnable (unsustainable). In the period under

review, the real interest rates have been lower than the GDP

Growth rates, illustrating that debt has been sustainable over the

past years. However, increasing fiscal pressures with

implementation of devolution and huge infrastructure projects

have increased the government's appetite for borrowing which

could easily push debt to unsustainable levels.

2
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1.9. Fiscal impulse
lriscal impulse is a kcv indicrtor of tlrc flscal policv of a c()untn',

nrcasurc,-l bv rhc chan.qcs in thc priman balancc. liiscll polict rs

tight (contractionan) rvhcn the fiscal intpulsc is ncgatn'c lncl

kxrsc (cxpansionary) when thc fisctl impulse is positivc.

Figute 15: Fiscal Impulse,2007 - 2013
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Thc trcncl as obsen'cd from 2(X)7 to 2013 displavs a gcncrallr'

loose fiscal policy exccpt in the pcriod 2(X)8-2(X)9 as shown by a

ncgativc fiscal impulsc. Inrplcmcntation ()[ thc tlscal stimulus rn

2{X)9 to 2010 in ordcr to boost the ccr>nomv folkrrving the

adverse cconomic sh()cks from thc post elcction violcncc as rvcll

thc global financial crisis markcd a change in iscal policl as

l{()\'crnnlcnt cxpcndinire cscalatcd. This resr.rltcd in increasing

(il)P grouth. Howcvcr, as shown in thc diagram, with fiscal

in.rpulsc continues to risc indicating increasing gorcrnrncnt

cxpenditure and a rvidening priman balancc as thc countn'

continues to br>rrorv to fund its spcnding actjvities. In thc krng

run therefbrc, cxpansionan' t-iscal policv mal prove to be

unsustainable.

820
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1.10. FiscalSustainabiliry
(iovcrnmcnt expenditure has grown cxprxrcntiallv sincc

implcmcntation of the fiscal stimuhrs in 2(X)tl fr>llorving n dip in

cccrnomic perfcrrmancc aftcr the 2{l(17 /og post clection violcncc

as *'cll as thc global cconomic drxvnturn rvhich had further

dampcncd thc countq's gro\th prospects. Thc stimulus rvas

cxpcctc'cl to rcjuvenatc thc economy t() grow faster. Sincc thcn,

govcrnrnent cxpcndinrre has continlred to gr()w causing thc

corrntry's fiscal clcflcit to rviclcn gradualll; from -1.91 percent of

(;Dl) in 2002l()3 to 6.49 pcrccnt of (ll)P in 2013/14 as thc

c()untfl c()ntinucs to borrorv amidst rising fiscal prcsstrrcs.

Thc latest figurcs from thc t.\ational Trcasun inclicatc that

llovcrnmcnt rcvcnucs havc grown tiom 19.39 pcrccnt of (iDl)

in 2002/03 to around 19.55 percent of (lDI) in IrY 2{)13/14. In

contrast' l{ovcrnmcnt cxpcndinrres grcr',' from 2-1.31 percent of

(lDP in IrY 2Oo2/03 to 26.03 percent of ()DP in FY 2013/1-+.

Thc stmctural imbalance benvcen fiscal cxpcndirure and

revcnue collcction could have serious ramiFrcations by driving

debt to unsustainable levcls. In effcct, this w l reducc the levcl

of narional savings due to increased intercst palmcnts as thc

country sceks to of(sct thc debt. Thc dccrcased fiscal spacc u'i

also limit the governmcnt's abihtv to respond to e conomlc

shocks and result in cr.en higher fiscal pressurcs as the country

struggles to repav thc dcbt while at the same time mecting the

needs of thc Kent'an population. Under such circumstances,

achievement of a high growth traicctof is vcry unlikcly.

Thus we necd to target revenue driven expenditure and in fact

balance the budgct. ,\ gradual fall in the size of governmcnt

spending and reorienting expendirure from recurrent wpe to

morc capital oudays with hkelihood of high returns on
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investment is the best opuon of reducing the widenrng fiscal

deficit.

Figure 16: Trends ofBudget Deficit from 20O2/03 -2014/15
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How serious is Kenya on Fiscal Deficit?

A glimpse of various policy documents such as the BROP and

BPS of previous years indicate that the set fiscal deFrcit target in

the budget and over the medium term as shown on Fig. 2 below

are not adhered to. This poses a serious quesuon on the

effectiveness of these policies on fiscal deftcit over the medium

term. For instance, the deficit (commitment basis excl. grants)

for 2012/13 set in BPS 2010 and 2013 was -5.2 percent and -7.0

percent respectively.

Table 2: Trend in fiecal deficit ftom 2007 /O8 - 2016/77
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Financial Years 2001/08 2oos / osl2oos /70 2o7o/ :i.bo:Jr/ t2 2012/73 2013 / t4 2014 / t5 2015 /16
BPS 201O Balance(Commitment

basis excl graots)

-5.20/o -5.10

f'""
-6.9"

fu""
-5.2o/o

Balance(Cash basis iocl
granrs)

.3.50/" -3.6'/o

fu*"
-5.svo

lo ""
7.Ao/a

BPS201 I Balance(Commitment
basis excl grants) l?4""

-?.3o o

fu*"
-6.1" o 5.20k
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Ceteis Paibrc: for sct ftscal dcficit policies to bc effective there

has to bc consistcncy in the set targets. This will cnable

rcvaluadon of sct policics in ordcr to strengthen thcm so as to

achieve the desircd targe t. Indeed, thc PF-NL,\ct 201,2 had

indicatcd the need to firm up thc figures for the outcr ycars.

Horvcvcr, from the abovc, it is clcar that the provisions of this

la$, are n()t adhered to. Tlls implies that thc commirmcnrs that

are more than one year may not be mct when major changes are

made in thc budget.

Based on our simulations using thc dcbt stabrJrzing pnmary

balancc analysis, it is estimated that to ensurc fiscal

sustainabiliw, thc debt to (lDP rado should decreasc

considcrably ovcr the mcdium tcrm. The Debt Stabrlzing

Primary Balance analvsis hclps in asccrtaining whethcr thc

rcsources availablc in the country in thc future are ablc to

scn'ice the dcbt that has burlt up in the past. -,\nalvsis shows rhar

thc primary balance requircd to kecp debt/(iDP rari<r

sustainable ar us 2011/15 level is at 3.0 pcrcent. However thc

cnvisaged primary balance given in the BPS is about 3.3 pcrcent.

Thus, for debt to be within susrainable levels, it is expccted rhat

)

It ir irr?oftanl Jir sel Jisa

dqiil tdryelr to be adbend tu n
dJ lo ad)i€t)e laryekd gmwtlt but

ailbin sastainabh debt huels

Aralysis usi ! tlte deht

stabiliqing ?inary balarce

ixdia r /ba/ lbe caunlry will

need to rertace debt lercls orcr n

medi m l?n?, ir order to acltitrc

h|qber rcoronic .qm h
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dcbt for 2015/16 and mcdium term will havc to slou'dorvn.

[i<rr projection of debt ler.el unttl 2016/1,7, the rcsults indicatc

that thc debt srabilizing primary balancc w l need to rcducc

from 53.3 perccnt in 2013/14 to 37 pcrcent in 2016/17 in ordcr

to achicvc thc optimistic GDP growth rate of 7.0 pcrccnt, 7.1

pcrcent and 7.0 perccnt respcctivelv in 2014/15,2(115/16 and

2016/17 as cnvisaged in the BPS.

Figure 17: Debt to GDP ratio (BPS,2014 vs. Debt Stabilizing Primary
Balance Analysis)

60.oo%

50.00%

40.oo%

30.00%

20.oo%

10.000/0

o.oo%
2073174 2ot4/7s

-Scenarios

2O7s/16

-BPS

2OL6l17

Source: Macroeconomic diagnostics model

Intemational Comparisons

In ordcr to bench mark forecasted debt burdens to (ll)P, INIIi

figurcs were used. The IN{F publishes cstimates of general

government ne t debt for different countries in its World

llconomic Outlook flVEO). Irigure 4 shows the IIvIIIs latcst

forecasts for 2015-2018 for sclected,,\frican counuies. These

figurcs were takcn from the October 2014 \flEO. On this

measure, Kenya gcneral government net debt forecast will be

46.6 pcrcent of GDP in 2015 and is set to reduce to ,16.1

percent in 2018. This forecasted Gf)P to Debt ratio is anchorcd

on GDP growth rate of 6.15 percent, 6.38 percent, 6.48 percent

Gr,tplL- dtbt b GI)P ratio as

pnJ>a.wd h tlr BP.\' r'isti-r'is lltc

d&/ ndbililltg Pintary balunct

kr arlti u,c Lti el)e r e c() tnruir.qmttlt

Tlr ll,Il'- pfly('tli(:ns ar

cottlttind ir tltt IYI:O india*

a slitht rulntion in te

{uenn( n?t d?b/.fbrecdJt la

acltiet'c a .qrn'it tJ

@pnxina*ly 6.5 percen/ in lbe

(
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and 6.55 percent for 201 5 , 2016,21)17 , and 20113 respcctively

(}runtrics which have been forccasted to havc high debt ratio to

GDI) such as (lhana have lt>rv (iDP grorvth rates. Ir ls

forccasted that in 2015. (lhana l)ebt b GDP rado will be 71

perccnt and thc cxpcctcd growth shall be 4.6 percent.

Convcrselv, Nigeria rvhich has the lowcst debt to GDP ratio oi
about 11 percent will have (iDP gr()wth rate of about 7.2

perccnr.

Figute 18: Fotecaet of Debt to GDP for Selected African Countries

A ltlqlt debt to CDP ratio is

Paritiuly r& d to /op CDP

groal/t rate

Craflt - Forecasrs o1' Debt ttt

GDP ratio .lbr relectd A|icun
ntnlies
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Source: IMF, World Economic Outlook, October 2014

Table 3: Debt to GDP vs. GDP growth rates for Ghana & Nigeria

2015 2016 2017 2014
(ih;rna (;r)r, (9t) 469 '. l8 635 5.7r

I)clrt to (;l)P
f '")

71.0r) 70.81 68.32 66 12

Nigcria (;DP (%) 7.28 7.1 8 7.07 (,.88

Dcbr to (il)P
(er)

t0 l 1.15 11.62 12.20

Soutce: IMF, Wodd Economic Outlook, October 2014
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CHAPTER TWO:

The Great Leap Forward: What lies ahead and how to
become a high performing economy

./
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In Brief

I lorirtg dthtinerl Nlitklh I ncorut 5 tulus, Keryt} ecom,'nty is dl d t'a,thtk ?orition .lor tafu-olJ kt re,rlt larbh di,Et

,qmutlt u irQrorc //te sacitttorontir Jrdl r (l ils ??a?/?. It r./ict ol nam.,cttttoltit stubilily, ktrytt's econonir

tnrl ult,trce pradnlii4, .qron,tlt md (liritncl in rtili1atiotr ol pndrclirc r,tpdcifi'. In prlialar, Tot/ I;dcktr

rollttr dtdn n lyi4q on llte .qorcmnt r/ .lbr u,trytlting.

l
2,0, Maintaining macroeconomic stability
Having become a lorver middle incomc economv, the onlrs on

Kenvans is to ensure that this milcstone translates into practical

social and cconomic development. Kenva, like most ,\frican

irliddle Incomc (lountrics, still rcmains vulncrable to the

numcroLrs challcngcs it taccd as a low income country duc to

factors such as limitcd product diversification and modest

export carnings, hugc import bills, exchangc rate volatilitv,

flucruating pricc levels, hostile busincss cnvironments as well as

structural incfltciencics in various sectors of the economv.

lmportantlt,, maintaining a stablc macrr>economic environmcnt

is rhc biggesr challcngc ln these econorrues.

The gcneral outlook for thc Kcnyan econom) remarns

promising wrth the potential of achieving stronger, sustainable

growth based on solid macroeconomic outcomes if thc various

kcy challenges are adequatelv addressed and dealt rvith ovcr the

medium to long term. Qualiq , sustarnable and all inclusive

cconomic gfowth can be achicved through intensive saving and

invcsdng paniculady in the private sector as well as inculcating

an entrepteneurial culrure and supporting creation of an

T/to4qlt kryd is a /ourr niddle

inrume cal lry, il renaiu

uhcruhle lo norl oJ t/)(

cltalh4qes il -faced as a /ou'

ittcont ennamy

Htglter econonic gmatlt can be

atltin,ed thror.g/t in lensitu sauiug

ard in,ettin,z partialar/y in tbe

pitdtu rectar
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cntreprcneurlal class. Irunhcrmore. prrducuvrh' ln thc Iabour

markct w l have to bc much hlghcr ro encouragc labour dnr.en

growth as rvcll as hrghcr cmplovmcnt lcr.cls. But for ant'of thrs

ro bc achteved, thc sccunty sltuaflon must rmprovc

2.1. Medium Term Economic Outlook

2,1.1.Inflation, Interest rate and Exchange Rate

Inflation: Iiood, electncrtv and fuel prrces havc bcen on the

dccLne rn thc last quarter of 2{)1.1 rcsulung rn lorv rnt-lauon

levcls If the trend perslsts ln 2015, rntlauon rs hkelv to

dccclcratc furthcr ro the pohcy targer of 5o'o or at least remarn

rvtthrn thc srngle dtgrts. However, there sull rcmafrs a hkehhood

of shocks wluch can adversclv affect the mflaflon ratc

,\ccordrng to the lramrne Earlv Warnrng System (IrliV'S) rcpon

(Dec 2014), the short ralns cxpcnenced rn ()ctobcr tcr

Dcccmber wcre below averagc- Thus food sccunn' outcomes

may not be very posrtrve as food producuon bcrween Januan'

and Nlarch 2015 rs cxpectcd to be below ar.eragc

However, the threar of nsmg food pnccs may bc oitser by thc

dechmng orl pnccs wluch wrll have srgruficant fnpact m

reducuon of transportauon as rvel-l as producuon costs. The

falhng orl pnces are due to fallmg pnces of cmdc orl currendy at

$51 per barrel. Furthermore, clectrcrty prices were expectcd to

come down stgntficandy followrng rn)ecuon of an addruonal 280

Nlegawatts to the Natlonal grrd from geothermal producuon

notably rhe recendy launched ()lkana power plant. Thc

declnrng orl pnces wrll also reduce the fuel cost adlustment

component whrch rs a ma;or cosr ttem of electncrtl' bils. Based

I'or luXlnr uQloyntt,ll /u,els,

fmdrctuutl' u lh /ohatr ntarktl

lta-t lo tttprorc

lfildtot rcuatu utbr tltc

sngk d4ryls dn to drltwtg /aod

d*l Jrul pnc?r, bnuu'er,

Itkellnod oJ be/au, nrruge Jood

pmd| on ftr .tn| d )ru/ lo

uJlahnn

Dechnrg o prues l.tn'e

srgtuJicarrlt redare n/ahonary

pre$ r6; eledna1 lflc?J dft

a/so etpecled to detnase

sqntfcan y

I
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t

a t/t6( du,lofrruttT in/lttiott h /ike/y trt ftn i,t ,i/l)i //tt sir.qh lqits,

tt nqi,t! i - 7oh in 20 I 5.

The bcne t-it of lorv antl stable price leve ls is that Kcnl ans rv l

have a highcr rcal incomc and incrcascd purchasing porvcr due

to a lou'cr cost r>f itcms. This is Likelv t() stimulate aggrcgate

demand and rvith it, incrcascd producti()n to mect thc incrcascd

demand, as $cll as h(hcr cmplovrncnt levcls t() bc ablc to mcet

thc production neecls.

lrurthcrmorc. lorv and stable inOation will crcate a morc

conducive cnvironmcnt frrr invcsting duc to thc conf-rdencc of

stabiJrq'in priccs rvhich means ()nc can make proper borros'ing

and lending dccisions without fcar of pricc instabilin, croding

profits. Incrcascd investment rvill also eliminatc volatilin in

outT)lrt gr()wth and rcducc cvclical tluctuations in the ecoflom\r.

Lorv inflation also means ()ur cxports rvill bc morc compctitivc

as the pricc of domcsticallv produced goods rcmains krrv rclativc

to prices of goods produced in othcr markcts. This will promotc

our altcrnative scenario policv o[ incrcrsirrg privlre investment

and cxports as wcll as attracting lirrcign I)rect Invcstmcnt.

Interest Rates: Thc Ccntral Bank has maintaincd a tight

monetarl polic) \\.rth the CBR rate rctained ar 8.5 perccnt since

NIav 2013 in order to rcin in inflation. Florvever, gir.en the

declining trcnd in infladon, the (lBK is in a position ro case the

(lBR ratc in order to afford more credit to the pri\'are sector.

Hou'cver; it is rvorth nodng that an increase in privatc sector

credit may rcversc thc gains madc rn rcinrrg in inflation as morc

moncv goes into circulation. Thus the CRK rvill have to walk a

tight rope rn balancing increases in private sector credit while

marntaining inflation at a lorv lcvel.

I tn' irl'titn i.r /ikt/1, to

slilttrLrh' Liylttr len,tnd ./ir

.qoods; tT({tlc rurdrciru

,/trr1(o 0 i( ttn'irou,ett .fitr

Ctntntl Bork ltat nairhinul

tltt CBII dt 8.5 lercert in ordcr

kr krcp iflalian in r/xrk bt
t'il/ bn'e to tansidff st(Pr lo bc

loku lo itmtst mdil dtc$J to

i)t Pil,ttlc s?tar

L

,

t
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It is expected that the open pricing systcm of private sector

credit folloving introduction of the Kcnya Bank Refcrencc Rate

(K-IIRR) rn fuly 2014 a base ratc abovc which commcrcial

banks can add their own prcmium bascd on thci costs of

deposits, overheads, and borrowers risks - rvill not only foster

transparency in the bank transactions but also tripger bank

competition with customcrs going to banks that offcr lorver

rates thcreby forcing othcr banks to lowcr their loan priccs.

According to thc (lredit Survey Repon (Septembcr 2014), the

KIIRR is cited as one o[ the main factors increasing demand for

credit.

Figure 19: Gtaph showing Interest rate Spread Oct 2013- Oct 2014

Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct

-Average 
lending rate 

-Average 
deposit rate

- -Spread

Data Source: CBK Monthly Bulletin, Oct 2014

However, whether this measure will yield expected results

remains to be seen. So far, small improvements have been

obsen'ed in the bank's lending rates with a slight drop in the

interest rate spread. The CBK lowered the KBRR to 8.54

percent in January 2015, down from 9.13 percent set in July

2014. To maintain a low KBRR, the Government will have to

keep its appedte for credit in check especially grven that the T-
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llill rate is e kcv fnctor in clctcrminir.rg thc KRRR. (iovcrnmcnt

policics Lkc borrosing cxternallv nrav lugur rvcll firr thc

cc()nomv rvith likclihurd oi intcrcst rates coming down.

Holcvcr, citing borrou'cr's risks and othcf cost factors rvhich

rcm2in r-rnchangcd in the banking sector, thc bank's lcncling

ratcs arc likely to onlt rcducc bl thc diffcrcncc of 0.59 pcrcent

achicvccl through sctting of the nerv KI\RR. 'l lru(in, ronncci,t/

lnrk hrulir.q r,les rt likt/y la dt\'ruqt, llur, h lio/o ltnt.llt.yutr 2015,

t'hn,r llte rlcftril tth's,rn /ikt/1 lo ttlt,tin ntc/ttrqtl,,t,tn1qir,q6.5t)h ht

The slight dccrcasc in intcrcst ratcs mar not have any signiticant

impact on thc markct ancl l>orrorving bt busincsscs and

houscholds is ltkcll to rcmain rilther lot'. This rvill impact

ncg2tivcly on privatc scctor investmcnt. In tuturc, giYen thc

dcclining inf-lation, thc (lRK mal cve ntualll havc to rcduce thc

CBR rate in ordcr to decreasc thc lcnding ratcs furthcr.

Exchange Rate: Thc positive outlook tbr intlation on acc()ultr

of dccrcasing fucl priccs ma\- bc ncgativch impacted bl thc

exchange ratc if thc curcnt trcnd continues. Indced, thc shillng

hrs [>cen dcprcciating sincc ()crobcr 2()13 and currenth stanc]s

at Ksh. 91 to thc dollar rvith a possibilin, r>f dcclining iurthcr. r\

weakcr shilling is likely to oftsct rhc gains made from thc

dcclining fucl priccs as it impl.ics more c\pcltsivc imports. The

wcakcning shilling has bcen attributecl to dccrcascd tbrcign

c\changc inf.lorvs as thc tourism scctor suffcrs as rvell as tlre

dcclinc in tca priccs - from Ksh. 235 pcr kg ln -January 201.+ ro

approximatclv Ksh. 180 per kg br Scptcmber 201.1 ' .

Iiurthcrmorc, the tourism scctor has rec()rded significant dcclinc

':Leading Economic Indicators. KNBS, November 2014

Dspitt' tlLL edifftr ptl i

fhrc, b,nk /turlinq ntlu nq
nol dtrkn( si,qtri/itnt/y du tn

.)//)ff .f tdari yrcb at lttm.a'er's

i*t t,bidt inrtdt cast of

homt 4q

'l'/r til/in.q it cumnt/1,

exclnngi4q affruxinah'fi

Kslt. 90 lo //t dn//,tr; dtrib cd

ht lrrustd .lireigt xdta4qt

ilhrc

I

I
I
I

t,

I
;

I

IL.w ol ltt A/iau 'l tgr: Butlqtt Options .lir 20 1 i / / 6 dnd tlte lluliur 'l'tntt
l14gc 1I



llq (,ti,r/ 1.,,17 l)n,rt,l

in toutist arrivals compared to the same period last year. This ls

rndicatcd in tablc 3 below.

Table 4: Visitor arrivals (excluding Kenyans) thtough JKIA and MIA
(Numbers)

December 128,673 i

Ttbfu - isilor anituls exchding

Kenyars tbmuglt JKA dul

MIA

Stntc/ual intbahrue in tlte

ecotomy rhe to trufu inba/ance

rentlers tbe comtry wherable to

sltock tltal ntay aject Jonigt

exclnnge infloas a tberefon

te exrltangt ratc.

tData tiom,\ug'ust to [)cccmbcr mrt available
** Data Source: Kcnva Tourism Board (as cted in l-eading Economic
lnclicaro*, KNBS, Novcmbcr 2014)

Neverthele ss, thc re-ope ning of the Eurt>bond in December

2014 has gfeatly improved Kenya's forcign exchange rcsen'cs

with a total of Ksh. 67 billion taised. This is likcl,v to cushion thc

shilling against funhcr shocks. 'l'hu tbe exclnrge rak is likely to

arerage klt. 90 to tbe dollar in 201 5.

It is worth nodng that a weakening exchange rate is not

necessafily bad for thc economy as it reduces the pricc of our

exports in the global marke t there fore making r'lur exports more

compctitivc. Howevet, unless the inherent structural weaknesses

in Kenva's economy on account of too much tmpons, too Iittle

exports is addrcsscd, the counrv will remain r..ulncrable to

shocks that may affect foretgn exchange inflows and therefore

the exchange ratc.

I

I

I
I

2013 2014 7o change on
same month
last year

Month

January 111,984 95,759 - 14.5

February 71,001 68,(r0.1 -6.0

91,602 30.9March 69,953

68,1?4 66,650Ap.il
-21.8M.y 7 4,523 58,301

17 ,301 -51.(rJune 91 ,115

Julv 123,812 86,666 -30.0

August 57,083

Septcmber 95,707
October 101,.107

November 100,310
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2.1.2. Exports, Imports and the Current Account

Exports: Kcu'a prides itscli in bcing a ks cxportcr of tca,

coitcc, horticulturc as rvell as tourisnr. I{r>u'cvcr, these ke1'

e\p()rt scct()rs continuc to grapplc rvith scrious chlllcngcs rvhich

havc inhibitcd thc cxp()ff scct(x frorn grorr"'ing lncl making any

mcaningfirl conrributi<>n to tl.rc (lDI). In 201-1, rhc tca scctor

suftercd a husc sctback in tcrnts of falling priccs t'ith tlrmers

thrcatcning to Lrpr(x)t the crop ancl replacc it rvith a highcr vicld.

This has becn attributcd to a glut in thc production of tea rvhich

Icd to it bcing priced trxr lorv.

Thc challengcs facing thc c\p()rt sect()r cnlanatc from a busincss

as usual approach inherent in this scctor. Thc export proclucts

largcll rcmrin unchanged - tea, coffce, horticulturc, rourism -
rvith littlc valuc addition that ct>ulcl make thcm morc

compctirive in the slobal market. ()ur cxp()rt markcr is als()

scverclv limited ro rhc rraditi()nal markcts r>f Eur>pc, [igvpt,

Pakistan r,,'ith the Il,\(l consuming majorin oi our cxp()rts. r\s

such, turmr>il in anl of thcsc countrics is likelv to significandv

affcct tlre countn's tbrcign cxchange earnings. Boring ,trty

siqtifiirrtt inpruutu .r it Ktnl'a's r.Vai rutrktl, lltt ruhrtc o/ 
^?()rti 

is

tgrctul h ,qmt, 11,5.9 parn,lt in 2014/lt,6.4 pcrct irt 20li/l(t a'itb

,t .r/ipltl fum'lst tct 1.) fnttl in 2016/ 17. -l'fu t,,t/n (4 
^?or/r 

ds n

lff tdq' oi GDP is ^?tlul ) dtrntq( 19.) l{cot! ltrr tc pdol
2011/ lt tu 201 i/ 16, a'itlt a .tligltt lrtl> ro 18.7 />tccn/ h 2016/12.
'flt ltrrtut it 2l)16/ 17 it ttl rtccotnl o/ tlt htqts associtkd n'i/b /bt

.qtntrtl t/u'littts ubilt tn, /ike/y /r.' r erst ll' Q)irt tltt brcint.r.r

Kenl'l's export scctor c()uld benefit trom pcncrrati()n oi othcr

markcts, dir.crsification of cxport pr<>ducrs and compliancc to

global standarcls. This cntails incrcasing proclucdvin of thc

Ktryt'.r sfiorl .n'cktr.o lirtt'J lo

.gtuf?lt il) rinrrs t/L,ihr.qt.r

lltilt lt,t'e irltiltinl tltt *Vol

.tt.l(/,' -lrn ta lihfiiry

sig,ti /iknl/)' la routlit.qntn,/lt

(/t' /etgts i .'tnnt ir ll-tt r.",'for/

sttkrr //Ld /t,rtt ttr',tktrul

c0r/Pdili|aeJ.r af K'nftt r ^flrl
prudnls ittrltr /i /( frol/ld
rlirur.rilicoliott tts ttrl/ ds li/ ikl
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manufacturing scct()r with emphasis on l'xluc addition. lror

instance, instcad o[ exp()rting raw tca and c()ffce, \\'c c()uld

considcr proccssing and producing a Kcnvan madc brand. liruits

and vegctables can bc canned and cxportcd. This will horvcver

entail significant adjustmcnts in thc manufactttring sector as rvcll

as stock r>f human capital as \tv'c movc towards invcsting in

kn<xvledgc rvorkers in an cffcctivc knowlcdgc based economv.

Impons: Thc dcclining shilling means that irnports rvill bc morc

cxpensivc thcreby offsctting thc gains madc bv thc redr.rcing

import bill ()n account of clcclining oil prices. Hugc irnports are

cxpected ()vcr thc medium term duc tt> ongoing mega

infrastrucrure proiccts in thc country such as the Standard

()auge Raihvay as rvcll as Rr>ads. l/zr //t tnlrut' oJ inporls is

xpund n.gmu by (t.1 percnt in 2011/ 15, ircrauing @ 6.8 ptrurt ,nd

7.7 pucer/ in 2015/ 16 arul 2016/ 17 nsfectilcl1'. I ten r oJ'inParti d
d Perce tdpt o/ GDP, tltt.li.ryn is e$eclcl ,u'erdye )4.8 prrttnt ortr ite

pdod 2014/ l5 to 2016/ t7.

2.1.3. Consumption and Investment

Kcnva is a consumption driven cconomy fueled bv increasing

consumerism and importation of goods for sevcral dcvclopment

projccts in thc countn. Local industries can't me et domestrc

dcmand hcnce the growth o[ imports. Thus therc is nccd to

promote invcstments so as to not onlv enable the Iocal

industrics to meet the local demand, but also to increase our

cxport products thcreby incrcasing foreign exchange earnings.

Thc middlc income status is a boc,n to invcstmenr as it posirions

Kenya as an attractive destination for investors. Indeed, Kenya

has been portral'ed as having, "d slralegic localio4 a Plrl afid d

anstline, a brarul mu/bclri4q bast and tlr hfil business i fn$lnrl ft

'f lte com/ry's irtport bill ts like/y

lo to,tti t/t lo grut, dn kt

on.qai4q ,(,*t irl'ntslrudtn

prl/ds

Pmmoliar aJ ?it'ok inrcJtnt? t

wi/l not orly neel lacal dentand

bst ui// olso add ultrc lo oar

egon pnduls ond ircrease

.lbnign excltange e am i rgt

(

(
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ttt,t.t//irrt', ,r ltnt*l mrnfirdnill b,&' ud /lt( hsl briwtl irtfirrlrurturc

irt /lte r1gi.,rt, (,r u'// ,r) (x.?/l(t/ r(.u)/t.{ fir tXitllur n ltttoitlt".

I lorvcr-cr, dcspitc thc eviclcnt investmcnt oppornrnities, thc

c()untr| still rcurains unable to achicvc broad lrascd, inYestment

driven grorvth; attributcd t() ()thcr firctors such as a rigrd and

cumbcrsornc legal and rcgulatorv cnvironrncnt, intiastructure

bottlcnccks, and high c<.rst of uttliries notably electticitv rvhich

increasc the cost oi doing busincss.

Figure 20r Relationship bctween Private Investment Growth and GDP
gro*th
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As figure 20 sugqests, there is a positive hnk bctween grorvth in

private investment and GI)P growth. The advantagc of a private

inve stment growth modcl r.is i vis the consumption drivcn

growth model is that the formcr r,"'il not only drivc a highcr

economic gro\\'1h agenda but u"ill also enhance productiviry

grouth and technolopX' improYement as firms becomc more

r An Investment guide to Kenya: Opportunities and Conditions.
UNCTAD 2012
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competidve, ultimatcly increasing employmcnt oppoftunides

and lifting the standards of hving for majoriry of thc people.

Atsmirg no poliq cltaryr, ?it,ate int'$tnut $ Pmlded lo gmt, by dn

ottcroge oJ 5.6 percert ir 2011/ 1 5 lltro4glt 201 5 / 16. Cot,emncnt

in?$/me / nill be ruclt lti.qher u,itlt a growtlt oJ approxinta*/y 21 perrcnt

orcr tlte same Peiad as te got,emnent conlira$ to dirc its inJiatbuaure

inrslruenl agenda.

To incrcase the level of privatc investments in thc economy

including FDI, the country- will necd to undertake significant

policy changes to addrcss the investment constraints. This

includes, Frst and foremost, puttlng in place regulatory re forms

that wrll improve our doing business indicators. This includes

measures to address corruption, burcaucracies and the red tape

which have bcen cited as kev factors behind the high cost of

doing business. This has also greatly contributed to small

businesses chooslng to'remain small'in order to evade taxation

which is perceived to increase transaction costs. Simplification

of taxation procedues as rvell as administration of taxes

through computerization of all payments procedurcs will reduce

leakages.

Access to Frnance for small businesses has also bcen citcd as a

grave challenge. Though the lending rates by the banks appear

to somewhat be reducing, high risk prof es of the borrowers are

likely to keep lend-rng costs high. One imponant underlying

factor is the issue of land which can be used as collateral bur

which is fraught with many challenges. The clean-up exercise in

the lands regisuy* as well as drgitization of land records will go a

long way in rmprovrng the use of land as collateral for those

seeking financing from banks.

'I'o inmuse piute i,,t6lment

in )e ecofiont), lbe counlry ull
necd lrt andcrldkt stgnilianl

poliry dtangcs to in?rorc )e

bnsiness entimtmenl

Access to credil nmair a

cltallenge lo buinesses uilh

banks citing l)igl) rirk pnJiler 0J

bormwers as te cow oJ ltigh

lending costs

I
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2.2, Economic growth Projections
Kcn'1n's ccortomr- is primcd firr highcr gro*,th. liactors likeh' tr>

propcl tl.ris gro\\'th inclrrdc a stable rnacrocconornic

enr-irr>nmcnt given the krrr inflltion and stablc exchangc rltc,

rnaintenancc of macrocconon.ric stabilin to a Lrcater c\tcnt,

rcsilicncc in thc tace of shocks to thc ccon()ml as lvcll as

investmcnt in infrastmcturc. Horvcvcr, srrious d<trvnsicle risks

rcmain such ns thc w(xsening insecuritr'. lorv absorption of

dcvekrpmcnt firnds and ineft-rcicncv in trtilization of resources.

l)uring thc revicu o[ thc first Nlcdirrm Tcrm Plan undcr the

Yision 2030 blueprint, failurc to lchicvc thc 1(l perccnt .qrorvth

u'as rttributed to a m'r'ri:rd o[ challcngcs; notablr', klv domcsric

savings and investmcnts rvith Kcnva's srving rate cited at l3

pcrcent of (iDl) rvhich is just half of thc avcragc for krw income

countrics, and lcss than thc 17 perccnt of the Sub-Saharan

,\fiica avcragc. In addition, hrgh encrpl' costs, high cost of

Privatc scct()r credit, narrow rangc of cxports and skrw grotvth

in thcir vllue as wcll as hrgh uncmpkrymcnt and povcrty lcvcls

were citecl as chnllcnges rvhich prcventcd achiel,cmcnt of higher

cconomic grou,'th.

r\chicvcmcnt of higher grorvth, thcreforc, mcans that thcse

challcnges havc to be adequatclv addrcssed. Thc proposcd

sustainablc gr()wth fi;rmula is not through adclitional

g()vernment cxpencliturc but rather, increascd productivin

tlrrough enhancing efFrcicncy in utilizarion o[ exisring capacity as

rvcll as privatc sector devclopment. This sccdon pr()\idcs rhree

differcnt sccnarios thar the country's grorvth trajectory is likcly

to folkrrv depcndrng on rhe decisions thc counr4. makes in

tcrms r>f fiscal policr'.

.\'tubi/i4, i l)t /lrrrott o ti(

trttirnutnl is likr/1' ttt .litsttr

ltigltt r t n utnric .qruu,l b; brn'e t r r,

ittrcrritl, ttul int,lficiurtl, itt

trli/i^-,rliorr a/ nunrns i: likt/1

lo dutpttr rl)ev .qntu,/l) ?n)-r??./.1

Fihn lo tlLirc lLid-t tcoronit

,qnn'llt /ttts bee ,t//ib d ta /0a,

darns/ic sn'in,q orl irltslttenl ;

tlr(D' tu qt 0/ cspotts, ltiql

.\'nst,tinab/t ltiq/tcr .qroalt

-ltmn/a e hils increated

?ft)dqtititl itmagh enltancinq

eljiciuty itt trli/i<aliott al rrtstir.q

c.t?.ti4
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2.2.1. Baseline Scenario: Business as Usual

(kry tor,ls: Xo po/it1' rlun.4', ircnnnt,l bulqttirt.l)

The following assumptions are made:

4 No .riryifictnt rlt,uqt ir solnu tnl ?o/iq

ii) Goltnntn/ es/,trdilme iurcdtrd b,r.nd on .rli,gbt tlt,tlqr.r

fiott lltc ftnt,irns.ye,tr s b l&'/

Under the baseline scenario, baring any adverse shocks to

the economy, it is expected that the GDP will grow by 5.5

percent in 2014 /15. In the medium term, the economy is

expected to grow at 6.3 percent in 2075 / 76 rising to 6,6

percent in 2076 / 77 md 2017 /78. Thc kev teaturc unclcr this

sccnario is that thc ll()vcrnmcnt simply continucs to mrkc

pr()grcss ()n thc policies that haYc been put in phcc in prcviotts

vears. Thc pace of gror,"th is thcretirre likell to rcmain, ott

avcragc, on thc samc levcl it has bccn rn thc prcvious t ears.

Ilconomic growth in this scenario is therefirre drivcn b1'

continued t-rscal expansion bv government duc to continucd

investment in infrastructure projects as rvell as stabilitt rn

inflation and exchange ratc with thc tirod and tuel prices

expectcd to rcmain lou'. Thc I(-T scctor and sen'ices havc

crnergcd as thc basis of highcr grorvth tbllorving thc rebasing of

ODP and is also cxpectcd to continue driving grorvth.

Howevcr, risks to this outlook include the ongoing sccuri$

concerns which havc dampencd thc outlook of invcstmcnts as

wcII as thc tourism sector, poor absorption t>f dcvelopment

tunds cspecially at the counq levcl and a [kelihood of bekrw

average rainfall in somc parts of the countrr. In addition, thc

fiducian risk is increasingly rvorn'ing due to issues relatcd to

transparencr and accountabilin of public resources.

Brtst/ittt sttnrdtt d!!lr//('.t tt)

2oli4, rlttn.4' kt lltt rconony drul

.\(n'o't/ ulI ctVt'ndittn rtlttritrs

('ndtr tis scut,tio, /lte nuouy

u,i/l .qml lbl/a t.q tbt rrsrr,t/

bistoriro/ tn b is liktfi,to bt

cnotl1lt lo inlrurt tltt slrudord

ol lit,iug ol krytns
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2.2.2. Wotst Case scenario: Reversal in Gains

6!y ar.,rds: ./i.ra *Varsian, grol'ir,q ./i.ra (\iit, lul/ml fit\ttu'

The following assumptions are made:

i) Grn'tnnenl 
^?nlituft 

r/ liut$ h inrrurt si,grrifinnt/1,

ii) 'flt tnnrl o/ ?0or dbraqlio ol &relopntnl fuuls contiwrts

rlw/tittg itt J, /,rytd 1ruirt:
ii, Ircnased lontrlic lnruui4q cntads rrul llr ?it\t/( .ftifor

nvltirt.q irt ndrctd lit,ttr i,ttrultttJ

ir) .f ouin1 bnlqet fu/icit

In this scenario, simulations indicate that the economy rs

likely to expand in the initial year, growing by 7.0 percent

in 2015 / 76 but the growth dips in the subsequent years to

6.5 percent in 2016 / 77 and 6.4 percent in 2017/18 with a

likelihood of decreasing even further in the outer years.

Thc problcm rvith econ<>mic growth in this scenario is that ir

appcars to be unsustainable, rvith an initial boom in the vear of

exccss government cxpcnditurc after which cconomic growth

gradually dcclines prompting thc g()\'crnment to spend even

more to spur growth. Howevcr, sincc this incrcased cxpcndirurc

cannot be mct through ta\cs, thc rcsult is soaring dcficits and

unsustainable dcbt levcls.

lY'orsl mw stntio trsants

inn,tsirtg !(nrnzrft,tl

tgtulitur nitb inliicienq in

rrti/iynitt of ruarrces oul lttgb

hrdge/ dt'/ia/

(lndcr ltis scenaio, ecamnic

grwtb wil/ lte Erite biqlt it tbe

initial .year b t ail/ dip in tl)(

sabseqrcn/.yeurs
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2.2.3. Best Case Scenario: Roadmap to Sustainable

Economic Growth

(Kq n,orls: Iii-rru/ ttrrsttlil iol; /onrr.fisra/ d(icit, Pir',tk st'tutr dnt'tu

jnu'tL)

The following assumptions are made:

I

i)

ii)

t')

lt,

rrctnzn! cxptulilrn is rtduul ml r sarir.E lbtnir ,trt

lrt nsJimrl lo letrlofnte u t ttptnliltn

Nt, ruu, ror/nrlirg oJ /o,ttts

hlJiciuq ir ntili4tlit'n of resrnnts ircrc,u.r u'i!/t itttfnn,r'd

dbvtrfliol t.tP.tcil'y ol .let'e/(f r-lit lj
Rulrced lottttlic horou'in3 ircrtdsin.q cruli/ ,ttcLs.r lo //te

f tirith sdor thtn b't; q,utri,tt f nt,tk i,tl tstthtl.r

[: tarcul totul./itrtor prodrclirifi tbro4ql /uvr,tqitlq nsttrcl,

Ittrlofnte , ttt/ttr,,/rtq ,uI irrutulitrt

ln ltt ltei cu.* ttotttio,

!utn/)k l ttVtrlilut' i.t

urrl,ti/el b llttre is ircnosc/

lliitirq h rli/ii,tliort ctl

,ttztihh/t renrrcts

It ltis srcruio, tcaruntir grou'llt

nill hr pilau stcktr lul trd is

/ikcly to fu.w timbh otzr //Lt

In this scenario, simulations indicate that the economy rs

likely to grow by 6.8 percent in 2Ol5 / 16, rising to 7.5

percent in 2016/ 17 and 7.6 percent in 2017 /18. Thc dcFrning

fcaturc of this gror',th is that it grou's highcr ovcr thc medium

term and thcrcfore appcars to be sustainablc. Private sector lcd

grorvth is likcly to trigger incrcascd cmplolmcnt and incrcasc

per capita incomc. Qualiw as well as volume of cxports is alst>

likely to increasc as thc econ()m)' produccs more to mect both

domcstic and f<rrcign dcmand. Incrcascd competitivencss will

ensure rlualitv. Should tlus materia[ze, it rviLl greatly improve the

tradc balancc and thereforc the currcnt account dcf-icit. This urll

rebalancc the cconomy and contribute to macrocconomic

stabihry which is csscntial for evcn more enhanccd cconomic

gr()\r!th.

42 l\ryt Wse of rb .lJicdn '[iger: Bulgtt Optiotu lbr 201 5 / 1 6 ard tlte Nlediwt Tern
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Figute 21: Growth Proiections (Baseline, Best Case, Worst Case)
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2.3. Achieving High Total Factor Productivity
Growth

Undcr gr<xvth accounring, production of goods and sen'ices is

aftributcd to three elemcnts: labour, capital and technologt.

Broadly spcaking, labour and capital arc thc factors of

production on which technologr* is applied in ordcr to producc

goods and scn'ices. Total factor productivitl' basicalh' refers to

improvcmcnt in effrcicncv of production proccssr:s, mostl\'

attributed to changes in tcchnology. l)uc to cffic.iency in

utilization of input, one is ablc to producc more of the samc

product using thc same levcl of cxsting labour, capital and othcr

economic inputs. Total factor productirin' is thcrcfore output

which is attribtrtcd to efficicno. in utilization of input in thc

production proccss.

Basicallv, Tl;P is cconomic grorvth that is tcchnologl driven

TFP growth mcasures horv much productivitv grows or declines)

Nse o/' tlte Alian 'ftgtr: Btdget Options lbr 201 5 / l6 ard tlr Nlediw'l'ernt Pd.ry 1)
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over dme. In order to enhance TFP growth, there is need to

focus on the following:

i) Economic restructuring:

Ftgarc 22 shows the contribution of capital, Iabour and total

factor ptoductivity to economic gtor*th:

Rigtte ZL Contribution of Capital, Labour and Total Factor
Productivity to economic growth

o

-TFP -Capital -Employment

Source: PBO (Mactoeconomic diagnoetics)

Ftom the figure, it is apparent that over the last decade,

economic growth in Kenya has been substantially capital &iven.

This is especially true in the period ftom 2003 to 2007 whereby

conuibution of capital to economic growth grew significandy. It

is noted that the period 2003 to 2007 was marked by high

economic gtowth until a dramatic dip in economic growth in

2008 marked by a corresponding decline rn capital as a

percentage of GDP.

On the other hand, conuibution of labour to economic growth

has stagnated over the past decade and is not as significant in

Grapb - contribution of cEital

labotr ard tolal factor

pndtciil to cconomic gmwth

Econonic gtowlh i: sfistantial!

c@ital diwn pbib nrtribttion

of hbotr bat stagnahd over tbc

past dccadc
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promotlrg cconomic growth c()mparcd to capital. Thc grorvth

ratcs ()[ [>oth capital and labour appcar to have a ncgativc

impact on the total factor procluctivitl. The ncgativc trcnd tn

TliP grou.th has persisted sincc 2005 r,"'ith thc lorvest dip noted

in 200t3, probablv due to thc political shocks that characterized

that time pcriod.

To ensure longer term productivitl firr a sustaincd high lcvel of

econ<>mic gtrrvth, rve must thcrcforc cnhancc productivity of

both capital and labour.

2.3.1. Productivity of Capital
Enhanced productivitv of capital can be achievcd through

policies that promote capital deepening. This cntails policics to

cnhancc invcstment lel'cls in the countn'. ,\s such there is nced

tr> incrcase domcstic savings so as to be able to fund investmc'nt

from domestic rather than forcign markets. Increasing domestic

savings cntails making thc banking svstcm more accessible t<>

the non-traditional savers to increasc the lcvel of financial

savings.

Enhanced ptoduction processcs also cntail, prcper economic

policies aimed at cnhancing trade and foreign direct investment.

Enhanccd FDI u,'ill lead to increased caprtal in thc countn

which can enhance capital productiviw. To this extent, Research

and innovarion must take centre stagc to ensure improvcments

in production by ensuring efficiency in utilization of capital.

2.3.2. The Labour Market
The Kenvan labour market has bcen plagucd bv many

challcnges which inhibit productiviw growth in thc sector with

an adverse effect on economic growth and development.

T'ot,t/ .lirktr lrotlrctirity

ron/ib ts nyttirvll' to ranontic

gmullt infl1ing dulini4g

lllicicrrf in iliqttlitn oJ

I

Prodrctu,ifl 0f api/,I/ Mt b(

nltnrcd traqqb uPihtl

lecpcrtir,q; inrrcdsing donteslir

s,tt,inE ltt -/arilihtu itnzln t /,'

tnltanced L'DI; nseorch atd

Ltbotr ntorkcl srjir.r .lront

mski/led labour Jorn ont

itelficiencies in o?eft io r
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llroadlv, thc challengcs tacing the labour markct arc tw()ti)ld: rn

unskillcd lebour forcc ls rvcll as incfflcicncics in the mnning of

the employmcnt sector.

The Cost of Industrial Disputes

Incftlcicncics in thc running of thc cmpkrvment scctor havc

resulted in numcrous industrial xcti()ns and tradc disputcs which

arc 2n impcdiment tr> cconomic gr()wth. Industrial action in

Kcnva is particularl)' c()mm()n in the cmcial hcalth ancl

cducatjon scctors and is sce'n bv thc proponenrs as an cifc'ctivc

wav of compelling thc government to give in to their dcmands

for wage incremcnts as v'cll as bcmcr u'orking conditions. .\s a

result. industrial action in thc Hcalth and l']ducation Scctors has

bect>mc a vicious cvclc.

Howcvcr, rcgular strikcs comc at a cost to thc cconomy xs thcr

intcrrupt thc production proccss meaning that required goods

and sen'iccs in the striking sector arc not available or can onlv

bc found at a highcr pricc in private insdrutions. This rvill

cventuallv reduce total output. The disrupnon in prorision of

crucial scn'ices mcans that the needs of citizens are not nret.

Nlany arc the times whcn hard wrrrking Kcnyans and f amill'

brcadrvinners have lost thcir livcs or had their hcalth conditions

deterioratc as health professionals go r>n strike. This is costlv to

thc economl in terms of decimating the labt>ur fr>rcc as rvell as

reducing producuviq' as an ailing populauon labour forcc

cannot be a productive onc. The impact is thcreforc fclt not just

rn the health scctor but in othcr sectors as well whr>se rvorkcrs

cannot work as thcv are incapacitated.

lnstability in labour relations also creates a hostile investment

climate resulting in reduced Forcign Dircct Invcstment as

Inrlrcli,t/ ,tclittr rsftcio//y in .tt

/.tto/tl,t nul ulrcdior .ntlnrs is,ttt

infedintrt ht tcorouit 3mn,llt

Ilegrhr stiku disnpl pmtisiotr

oJ cnridl stn'iccs ,tnd rcdrce

prudrctiri4 n d tutu| o l//t

1

I
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investors shun Kcnla xs a ta\'()urable destination. Strikcs rn

Kenyl arc charactcrizcd bv rcgular marchcs and protcsts in thc

strcets, occasionalll' turning violent and disrupting other

busincsscs. This not only results in loss r>i prccious man hours,

but also brccds an air of unccrtainq' in the business

environmcnt which is not conductivc cspcciallv whcn trving to

w()o P()tential invcst()rs.

Furthcrmore, labour instabilin' is likeli to enc()urage capital

drivcn grouth as profit maxilnizinll cmpkrvcrs ar'oid thc costlr'

conf'licts of the Iabour market. This is likclv to reduce

cmplo) mcnt ()pp()ftunidcs in thc privatc ancl cvcn thc pubhc

scctor thercb)' \,,'orscninla an alrcady bad cmpkrymcnt siruation.

In thc education sector, a disruption in Icarning proccsscs ls

likcly to rcducc thc quality of the labour f<rrcc and producc half

baked rvorkers. When education profcssir>nals are on sttike, the

lcarning programme is disrupted. Horvever, rarelv, if cr.er is the

school calcndar cxtended to be rble to cater for thc lost timc.

Thus dcpcnding on thc length and frcqucno- of the disruptions,

thc students arc unable t<> gain the requisitc skills rvithin the

gitcn timc framc. Ongoing projccts arc delaled and lcarning

materials end up gathering dust on thc shclvcs. Thc cnd rcsult rs

graduates rvith certificatcs but severelv lackrng in the knorvledge

that they werc supposcd to acquirc. This has also contributed to

brain drain as bright students arc able to secure srudy

opportunities abtoad and aftcrwards opt to stav thcre due to

bctter labour rclatir>ns in the host countrr,.

Other detrimental effects to the cconoml includc Ioss of

revenuc, rcduccd productivirl and stagnation of both the health

and education sectors due to frcquent disrupuon of activities.

The economy cannot afford to deal rvith rccurring lapses in

Il1ryl,tr stikes ir( ,lsa

lirruflirc to lltt lnsirtst

eninnntu! arul n,ty sutre ,u,ay

I\1gn/tr slike.r in llte duulian

tclor dtinfh /eanirg

fruqrtrJn/$ dnd ntay inlerfin

u'itb proper trairing of'sltderlt

Indutial actior a/sn nwlh in

ktss of rerunu und slagndion in

th' but/tlt dnl tdudliort stclors

drc ltt -litqtutl l*nptiol oJ

I
I

I
I
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production and payments with no corresponding output as thc

workers are on strike.

If the employer recognizes thc trade unions, it is essential to

collectivcly bargarn with them. A national collective bargairung

framework should have structures to avoid industrial action

includrng reviewing, ncgotiating and rmplementing collective

bargaining agreements. ,'\loofness in implemcntation of

col.lective bargarning agrecments wrll only serve to fufther

disillusion the workforce that is hitheno termed as 'able and

enterprisingt.'

a An Investment guide to Kenya: Opportunities and Conditions,
UNCTAD 2012

A xatiorul collectirc baryuining

Jianework sln d ltate stntdrns

ta druid indsstial atlion

i
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In Brief

I;olhuing lbe nhasing o/ t/te GDP, it is appannt )d/ tl)e ldx cffbrt i.r rut as biglt as pntiols t/totrgltt. Tltis ntay

reqtire a critical rctieu of lax inciduce and ltnrden to dekmire tbe.flxibility and oplortmitirs .lbr expa ing rbt

tax hase tyitho cbanging llte lax ru16. Inclmt lax corlihalrs lbc /ary? pro?lrtiln oJ ordinary nwtm Jbllowed lry

L'alae Addul 'f,t^- p'AT), exase rtaty, "ond inl>on da4. ,4lA h a/to dn im?orldnl ro rc( ( finmcin.g b il bas

roaline/y mderfeflbrmed. Meditn t?ffi ftftntre .foftcails are pndicakd on stability 0f .yur-on'y?dr .gmrr ) oJ !.Di

rercflle clnplnent, /inited tbarge in tlte ellictit,c ldx rales uter i)( medirm temt, ani nnte dismtiolary cbdn,qes to

lbe tdx Jtrvctgft.

I

/

I
I

I

I

3.1. Review of Revenue Performance and Composition

Total revenue includes income taxes (individual and corporate

income taxes), taxcs on impons (import dury and import

declaration fees), e xcise tax on certain domestic and imponed

goods, value added tax I AT) on domestic and imported goods,

,\ppropriations in Aid (r\lr\), and tax incomes from fees,

licenccs among others (often called "other taxes"). Prior to the

revision of GDP, total revenuc comprised 23"n in 1990s, 20%,

in early 2000 (2000-2004), and a robust 22oru since then.

However, given the revised GDP numbers, the proponi<ln of

total revenue to (iDP is about 18"r, from 2009 to 2013. This

indicates that the tax cffort is not as high as previouslv thought.

It may require a critical revicw of tax incidence and burden to

determine the flexibility and opportunitics for expanding the tax

base without changing the tax rates (there is window to cxploit

the 4% of nomrnal GDP shortfall in tevenue in the context of

the Nledium Term Plan and Vision 2030).

A review of revenue trends in the past decade shows that

income tax contributes the largest proportion of ordinary

revenue followed by Value Added Tax ffAT), excise duty, "and

import dury in some years (Chart l). In the period 200U/09 to

2013/14, among the key tax heads, income tax constituted

(

Pior to te nrision ( GDP,

/o/a/ nt'enn conlrised 22% ol'

Gl)P. Ilowu,er, ralt ite nt'ised

GI)P mntbcrs, )( ?mporlion is

@pruxinakly l 8% oJ GDP

Ircome tdx and I'A't
canlibute tlx largest PmPonion

oJ onlinary rrcnac

|t,.,,,..r, l',,.t,,t,. tt,,, ,t,.,i r tt,,,,,^
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abotrt 41"r,, of total orclinarv rer'cnue, \r;\T comprisecl 24",i,,

s'hile cxcise tlutv and import clun cr>ntribute d l2')1, and 7"'i,,

rcspcctiYcl\'. Accorclint to (ibart I incomc tflx sh()$'s m()rc

robust r.rprvard risc in absolute terms since mid- 1990s comparcd

u'ith cxcise and imp()rt dutv whosc contribution t() ordinxr)'

revenuc is t.lzt.

Thc othcr c()mp()ncnt oi rcvenuc is r\ppropriations in ,\id
(AIA). r\t alxrut 8'11, ()f t()tal rcr'enuc, AIi\ is xn important

sourcc of financing firr some institutions such as univcrsitics

ancl some q()vcrnmcnt rgcncics. But, hr>rv depcndablc is ,,\lr\ as

a clepcndabic rcvenuc s()urcc? (lhart 1 shou's thc gro\\,th rates

of total revcntre (r\lr\) and ordinan rcvcnuc which cxclucles

r\lA. Thc dcviltion benl'ccn thc t\r'() gr()$-th trcnds is olt

account t>f sharp vcarlv variari(ns in r\l;\. ()uing to dcfinitional

problems, ircgulat or u,eak reportinu of ;\lr\ rcvenucs bv

rninistrics, thc valucs of Alr\ are quite crratic. ln 2l)12/13

flnancial tcar, Ksh. :1.155 l;illion was collected as AlA, but only

about Ksh. 55.421i 88 billion rvas colicctcd in 2Ol3/14 a decline

ll Ksh. 15.727 billion in ()ne year.

Figure 23: Components of Rcvenuc

400

300

c
€
2t0
i
F

100

t993/94

tlpPraPidtia i in ,tid, tltorlqh
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i\r'cragc revcnuc grrowth sharplv rt>se f?rm 3('t in 2()00 to 160',,

annuall)' in 2003/01 to 201)7/0U, txpcring a bit to 15"r, after

2OO8 /09 ro 2013/11 (fablc 1). Table 1 furthcr shorvs that

incomc tax has maintaincd a robust gro$'th rate of l9')',, sincc

2003, relauvc to thc scc()nd fastcst grou'ing major tax head

\';\T. \',\Ts 2010-2012 dcclinc is captured bv the average ratc

<rf gr<rwth of the tax hcad bcnvccn 20OB / 09 and 2t)i3/1.1.

lndeed, \'r\T grew by a marginal 3 pcrcent in 2l)ll / 12, an,J 5

pcrccnt in 2012/ l3 bctbrc surging t() 2(l'i, aftcr the rcpcal of the

old and cumbcrsomc \rAT .\ct (Oap. .176).

\!ith rcgard to variabilitl of grouth ratc ()f tax heads, the

rep(xted samplc standard dcviatitxrs clearlv shorv thc incomc Iax

as the most stablc dunng 2OO8 / 09 to 2013/11, follorvcd by

import duq'. .\s the backbonc of rcvenue s in Kcnva, incomc tax

gr()!y'th is thc Icast erratic and is likcly to rcmain so. ln spitc of

markcd volatilit.v about 2003 partlv duc to tarifl and

administrative changcs in thc cLlst()Ins afler 2003 (introduction

of the Simba system), this tax head latcr stabilizcs after 2001 /08.

As cxpected, \'-r\T, cxcisc duties, arc rnodcstly volatile but

"other taxes" and r\lr\ are quite unstablc. Ycar on )car, the

growth of both VAT and excise tax has bccn on a dorvnrvard

trend sincc 2O(Yt/ 07 Frnancial year, th()ugh a rccolen- in excise

duw is noted from 2\111 / 12, and that of \';\T in 2013/11.'lhe

stability in income tax collcctions and recent recor-cn' of the

local component of \'.\T after the cnactment of the \',\T ,\ct,

represcnts a good chance of sclf rcliancc on domcstic revcnues.

l)cspitc the modcst rec<x'crv of the import duties, continued

rcvicrv of tax enfcrrccment svstcms at thc customs and the

inevitablc cflects <>f trade facilitation will Iikelv reduce the size

Ircont /a.- gnnllt r,tu is mltul

rrl I9"/o; | 'A'l' ltds o/.rn

irm,rtd i,grifirar//y ./iont 5%

.Evwlb rotu in 201 2 / I ) t0 26%

,lhr rpu/ oJ t oll I'AT -4cr

(( te 176)

'l'be nosl slabh to*- hetds ,m

iuotn' ltx us tvt// os irtpr.'rt

,h4

-\/dbi/i/y itr ircann lax

ttlleclian.r arl reronry aJ' l'VT
ft?rcynt d good rltann o/ .relJ

re/iancc an dontslic ru,tnrcs
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and contribution oi imp()rl durics in the long tcrm. The slo\\'

pertbrmancc of cxcisc tnx c()uld indicate srructttral changes in

rhe cxcise tax bascs (c.g. changcs in col.tsrtmption of alcohol ancl

cigarcnes).

Table 5r Average growth perfotmance of revenues, July 1994 - Jrrne 2014

t991/ qs-tee'l /e8 9t1/99-2002/03 2003 / 01-2007 /08 2008/0e-2013/l.l

Total Revenue

lmport [)urr'

Excisc I)utl
Vrluc ,\dtled Tas

Income Tlx
( )ther Taxcs

r\ in-r\

l30h 3"/" t6% t5%
I

10,/,

90/o

t30h

9%

36"k

22"

-50

8%

700h

4"/"

-10,

200/o

t3%

120

t5%

190

23%

74"/,

13"

9"h

73o/o

79v"

75v,

700/o

.\'ortt: PBo

3.2. Review of 2013 / 14 revenue collections

l)cspitc thc undcrperformzncc of revenucs bv Ksh. 106 billion

in the prcvious financial ycar, thc govcrnment proiccted to

collect Ksh. 1.127 trillion in total revcnues in 2013/1'1,

comprising of Ksh. 1.038 brlhon in ordinart revenues and Ksh.

tJ8.5 billion m ,'\IA. These amounts included a target of Ksh.

13.5 billion of the Raiirvav Developme nt Lerr'.

Using available rcvcnuc data, thc approved rcvenLre cstimates

for 2(l'13 /11 rvere 3J " o highcr than thc 2012/'13 acaal

collcctions despitc the fact that average revenue grou'th from

2003/0,t to 2l)12/ 13 is 1.1',n. Nearlv all tax hcads had a frrrecast

gFo\th of morc than 20"'0, rvhich is quite an ambitious target

glvcn past performance and forecast macrocconomic factors.

Despi* fttPrlt(

ardtrptlitmt,nce in llte prn,iort

.firurcio/ -year, )e gu,enn t
slill PmJeclftl retenue co/kc/ion

tlul tus ) )ok biglrr ltan tltc

arttul ftt)e te .qrov') in

20t2/11
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Table 6: Revenue outtum, 2013/14

Preliminary revenue outtum
2073/ 14*

PrintedBudget Underperformance

2013 / t4

Total Revenue

C)rdinarv Rcvenuc

Imporr Dutl
Excise Durr'

Value Addcd Tax

Incomc'fax
()thcr Taxcs

A-in-A

911,411

9113,9tt9

67.555

102,029

232,631)

,149,590

(r7,1115

5 5,.1213

1 ,127 ,160

1,038,9111

97,.1513

1U),080

229,0011

.15 5,91.1

156,.s 19

t]8,.+79

-153,043

-179,992

-29,903

1,949

3,622

-6,324

-89,334

-33,051
\|ff.t:2Bl)k. Xdti(),ttl'l ftns D. I,Bo.oDpnl ti|tt.t

Table 5 shows that the revenuc tirrccasts wcrc ()ut,of srcp

([ore cast error) fiom the true rcvcnuc rcalization tn 2013/ 11 b.1'

15.7 9/0. Other taxes, comprising a consolidation of a host of

properqv taxes, inYestmcnt rcvcnuc and liccnse fec collcctions

werc Ksh. tt9 billion bclorv thc acrual collections rcported of

Ksh 67 brlhon. Thc percnnial underpcrfomer AI,,\ was Ksh. 33

bil[on below the approved forecasts. Rut, this

underperformance is actual.lv due to major forecast errors. For

cxample, total revenues wcrc cxpccted to grow bv 3201, in

2013/11whcn acrually the real ar.erage growth ratc is 15'16 since

2008/09. Similarly, "other revenues" were expccred to double in

201,3/ 14, cven though thcsc revcnues are historicallv verv

volatilc. Ncvertheless, a forecast of about 1000/o was \/av above

the highcst average growth rate (360/o) in two dccadcs rccorded

in mid-1990s (fablc 1).

Nevenheless, the Railway Development Lerry exceeded the full

ycar targct of Ksh. 13.5 brll-ron by about Ksh. (> bilhon. A rcview

of expected full performance in Mav 2014 showcd a qutte tight

forecast performance. Using March 201,4 revenue realization,

and expected information on revcnue collections for thc period

Reruuc udrrpr/bmttd in

201)/14 or rccoart of najor

lbiluay Du,e/apnnl l:t.,y

exceerlul te taryed rercnrc

ftlldion by kb. 7.5 billion
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.\pril to.Junc, thc iorccrst revenuc rcalizltior.r i<rr cnd-JLrnc 201-l

rvas cstrmatcci bcnvccn Ksh. 979 and Ksh.9lttt billion, rvhich

wns n()t vcrv thr otT tiom thc Ksh. 97-l billir>n rcvcnuc

rcalizatirx.r rcportcd bv N ational Trcastu'y.

Thc main clrir-cr o[ rcvcnuc ir.r that financial vcrr s rs \'.\'f:

firlkx inu thc cr.ractment of thc \'.\T .\ct, thc \'.\T collcctions

shot trp signif-tcnntl\'. lmp()rt \'.\T cxcecclcd targct fi)ll()\inll

ir.nprovccl risk assessmcnt of irnport cargo rnd redLrction rn

itcms undcr thc zero ratcd and cxernpt catcg()r\'. Rut, thc

pcrcnnial unclcrpcrtirrmcr was srill ,\lr\. Srxnc of the shortfllls

in r\1,\, surprisinglv, arc attribrrred to undcrrcporting bv somc

irtstttrrti,,rts srrch :rs trltit crsittc:.

3.3, Medium Term Revenue Forecasts

3.3.1. Prelminary Revenues, 2014 / 15: Main drivers

The gcx'ernnrcnt projccts totll rcvellue to rcach l.lfJl rrillion rn

20l1/ 15, rvirh ordinarv rcvenue Am()unting to Ksh. l.0tl7

trillion. ,\bove trcnd anallsis shorvs that thc end of-pcriod

tcventre firrccast crr()rs are krrvcr if tl.re growth of given revcnnc

c()mp()ncnts is stablc. lror instance, grrrvth of incomc tax and

itnport dun'are stablc rnd their shares in (iDl) arc prcdictablc

trsinq historical informatior.r. tl.rus thc cnd-of-financial relr

firrecrsts arc likch' rnorc robust complrcd to :\I.\ ancl "othcr

rcvcllucs

The tbrccast oi Junc 2015 rc'\'e nuc ()uttrrrn is prcmiscd on

scveral tactors, am(xrg them: stabilisation of \',\T cnf<rrccmcnt

rnd thercfore pe rtbrrnancc of Yr\T tbllorving the cnactmcnt of

the ncrv \IAT -.\ct in 20l3; cnfrrrccmcnt of rcvcnuc cnhancing

measures in the liinance ,\ct, 20l.l cspeciallv cnf<rrccmcnt of thc

'l'lt u,rirt dirrr l ntrurc
qrul,lb ir .finurio/ yutr

2011/l1i.r I.'..1'f

Cau'nlten/ lruftls nt?tt(

r'rtl/ufior o/ kll l.l8l li io

ir 20 11/ l 5 titlt anlinrry

nut//? tt/,ot,t/it4! lo I;lt, l,0ll7

ti//itrt

Pt|i)D lt tt E l'-.ff,
etfbrceut ol ()!ita/ Cdins

'f,,x, n'ltrlt) 0l hrx nnidture

u l tft tslir ?itit.g n'i// tlitc lbe

201 5 nt'cnr linul/

l\it ol' //tt ;l/iul 'figr: B ytt Oltiotr.r.lor 20 I 5 / I 6 ml th f,lrdint Tcrn P,g 55
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Oapital Grins Tax; ancl reduction of tax avoidancc and transtcr

priciflg. Key macr()cc()n()nic factors include rhc cxpcctcd 5-6"',,

real (il)P growth ratc rn 21111/15 flnancial vcar combincd rvith

a modcst inflationarv crccp.

Using abovc information, incomc tax is fi>recast to rcach Ksh.

530 billion, and import dutv 7-i.5 billion (scc thc brsclinc

sccnari<>, 1'able 3), The othcr ta\ componcnts arc quitc volarile,

but \';\T cr>ulcl excecd Ksh. 2.11.3 billion by cnd June, lixcrsc

dutt, Ksh. 103..1 billion, "othcr taxcs" Ksh. 77.2 bilhon, and

,\l r\. Ksh. 46.tJ billion. Total rcvcnuc is thcrctbrc cstimrted t()

reach Ksh. I073.3 billion, falling short of Trcasun cstir.r.ratc bv

about Ksh. {J3.2 billion duc to unclcrestimation of ,\1.'\.

Ordinln reve nuc is cstin.ratcd to rcach Ksh. I,026..1 billion,

relativc to Ksh. 1,0u6.-1 billion in thc printcd estinratcs.

3.3,2. Medium term forecasts

Nlcdium tcrm ti>rccasts arc prcdicatcd on stabilitv r>i vcar on

ycar growth of tax rcvcnue c()mp()nents, lmited changc in thc

cffective tax ratcs ovcr the mcdium tcrnr, and somc

discretionan changcs to thc tax structure (modcst

improvemcnts in tax prcgrcssivitv, and scrapping .r[

burdcnsomc licensing fecs). ()thcr policl considcrations in rhc

mcdium rcrm mav includc impror-ing c<luitr of taxcs,

progrcssiviq' (rcducc pcr capita cftcctivc tax rates) and enhanccd

oversight of collection and accoundng oi tax rcvenues. Orving

to thc unprcdictability of ,\lA and ongoing ctfirrt br- thc

govcrnmcnt t() convcrt somc r\Ii\s to cxchequcr rcvcnues, we

forccast that thcsc revcnucs will remain at thcir nominal fcrrccast

2Ol1/15le rels in the medium term.

Thc frrrecast mcdium term rcvcnuc sccnarios are as follos's:

'l'0tul rurtn i: ulitlth'd kt

n,tcb k. 107 ).) bi//hn, .lillir,q

iborl oJ 'l-rkfi//4, tslinrtk ltl,

u!pnt.,,-ittt dr /1 k lt. I 1. 2 lti //i, tt

frIulimt krtt nt'uutt fitn'cast.r

tn h,rul or stahili4 ir .qrau' t

of ht-\' r ?t t, lintind tfur,q it
(lfirtit't lrtx r,les n tth,ncul

ot,eni,qltl itt trt/lrrlion dwl

ttmu i .1()J hN r(rc /fts
I
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Ilaseline scenario: continurncc of nrost rcccnt tax

pcrtirrmancc, cornbinccl wlrh changcs in thc tax basc.

,\ltcrnativc sccnarios: includcs a more optinristic

sccnario shcrc revcnuc gr()ws stnrnglv in norninal

tcrrrs, and a lcss optimistic scenario which incorporates

uncle rpcrfbrmancc of various drivcrs oi thc tax I>rscs

and rcmoval of distortionan liccnsc ancl adnrinistrativc

tics (rvhich drastically rcduces "other rctcntres in thc

tirrccast pcriotl).

In thc basclinc sccnario. incomc tax rvill exceed Ksh. (12-1.9

billiorr in 2015/16 i[ thc rcccnt robust perfirrnrancc rs

maintaincd (Iablc 6, basc[nc sccnarr<r. \',\]'is projectecl to

rcach Ksh. 2911.3 billion, c\cisc tax, Ksh. 1 12.6 billir>n, ancl

import dun, Ksh. u2.l billton. C)rdinan rcvcnucs undcr this

sccnxrio $''ill rcach Ksh. 1.206 tnllion in 2015/ 16, rising to Ksh.

l.3ll9 trrllicrn in 2{)16/17. Total rcvcnuc includcs thc Rlihvav

Devclopmcnt Lcvv (Ksh.2-1.9 brllir>n in2l)15/16) ancl thc rathcr

unprcdictablc ministcrial and agcncv fces.

Llnder thc less cncr>uraging econornic conditions, irrconrc tax rs

Frrrecast tr> rise trom about Ksh. 530 billion in 2()1.1/15 to Kslr.

5(15.6 brllion h 2015/1(t oluing to ncgative shocks ()n vage

cmpkrvmcnt and possible palroll tax inccntivcs (Tablc 6,

altcrnative sccnari() 1). Jn corrcspondcncc r'"'ith thc baseline

sccnari(), both excisc and import dutics gnrrv modcratcly to

Ksh. 104.8 bilhon and Ksh. tt2 bilhon h 2Ol5/16, respecrivcly.

Vr\T is cstin.ratcd to reach about Ksh. 2-50 billion in 2015/ 16.

Total rcvcnucs in this scenario reach Ksh. 1.134 tnl[on and

()rdinarv rcvcnues, Ksh. 1.07() trilhon. V'ith thc sugl{csted

l)ott'/in rut'wr rtndt, it lta.wl

ofi ru(nl ld:.' ?(44,,7 d t

conltitrl tlt clt,nrys ir t/.tt lox

h,t.cc; dufft.tli|t lntfrtknj
inthdr ot nptini.rlic ,ud ,r

f>t.rsiruis!ir srendo

In /lt, lu:c/itrt steroirt, ntt,trtrt

is ttlttdtd /() ,qmt' k$d (ut

ftftfi/ f(4inlktnft a,i/l) i ro /t

orul I '-.1'l' h, i4q.qnttlt

lt !/Le prstintistic .wntio,

rgtlit,( s/tocks or tytq(

otf/nynt nd po.rcilth p,4,ro//

ldx i cltlit,$ u,i// kud to s/rny

yrotl/t it rnuurr

ILse tf tlte Afian l'iger: Bd,gel Option.lbr 201 5 / 16 dnd tfu Mcdian'l'rrnt I',9'57



l\r tr'tuu l\'r/,,rtl,lrtr,tnl () h,,1

rcmoval of somc licensc ancl adrninistrltivc fccs (r,u'orth about

Ksh. l{) billion), t}rc catcuon crllcd "othcr taxcs" u'ill fall frorl

Ksh. 77 billion firrecast br- cncl 
-f 
unc 2015 to Ksh. 67.1 billion

in 2l)15/ 16 f-tnancirl lcar.

If rcvcntres pcrf()rmcd xt hist()rical high grorvth ratcs, then wc

rvoulcl scc a boom in ordinln rclenue collectirxrs liorn Ksh.

1.063 billi<rn h 2t)11/15 to Ksh. 1.32-l billon in 2l)15/16.

Incomc tax esceccls thc Ksh. 631t.7 billion in 2t)15/16 if the

rcccnt robust perfirrmance is rnaintaincd (fablc 6, ,\ltcrnative

sccnario 2). \'.\'f is projectcd to rcach Ksh.29tl.3 billitxr, cxcise

tax, Ksh. 120.9 l>illion, ancl import dutv, Ksh. 135.9 billion.

Table 7: A-ltemative medium term revenue forecasrs

B,rd on bi.rhrit,l nt'eut

.qnt,it ruk't, ortlinn, ru'utn i.r

/kt/;1, h intn,rt /ruru k/1.

1.06) li//itrt h 2011/15 nt

Kslt. 1.121 ltillhr in 20151 l6

(

Baseline Scenario

2073/ 74* 2074 / t5 2ots / t6 2016 / r7 2017 /18

Total Revenue 97 4,417 1,132,135 1,296,078 1,485,440 1,704,330

Ordinary Revenue 918,989 1,048,560 1,206,614 1,389,s75 7,607,493

lrnport I)urr'

Ii-xcisc Durr'

ValLrc r\ddcri'fax

lncon-tc'flx
()thcr'faxes

.\ r.,\

Rt)l_

67,55 5

102.019

232.630

.1.19.590

67,185

7.1..19 5

103,.11.1

263,1t2

5l{ },0i(r

17,I6.1

6l,.+7u

u2,1.17

I12.6()6
',t)u, )^1

624.9 !-i

8lt.62.1

6.1.5 52

90,586

122,61+

.l3 ?,?3.1

i36,853

101,7{t7

6'7,'7'79

28.086

99,Ue1

133.513

I rJ2,.l2.l

86{t,765

I 16.9()5

71,168

31,66.+

5 5,.t2lJ

19.600

Alternative Scenario I
)r (r: 21 9 1

.,

2073/ 14+ 2014/ t5 2075 / 16 2076 / l7 2017 /78

Total Revenue 97 4,417 1,087,901 1,t34,243 1,204,456 7,280,326

Ordinary Revenue 918,989 7,026,423 1,069,950 1,136,989 1,209,281

lrrport Dutv

Ilxcisc I)utv
Yalue ,\ddcd Tax

lncomc J ax

( )rhcr Taxcs

/\l A
RI)I,

67,555

102,029

.++9,590

(r7.1 ti 5

55,128

l96(X)

"-1,-19 
5

103,+1.1

211 ,21(t

530,1)?(r

'71,161

61,"1?8

19,(x)

8?,1+7

101.811

90,5I.t6

l0(r,239

259,5"13

6{)3,.s06

l?,1l5
61 ,16 i-

2.1,91l

99,tt91

I07,6tt 1

269,1r,i9

6.$,951

lJti,568

71,0.15

2U,086

250,2.r3

5(r5,6( )0

61,112
(r1,293

(

I

t

f I llye Pjst ol th ,lliun '[i.qtr: Bulgrt Optit,ns./br 201 5 / I 6 ,n,l tL,e lvledin 'ftrnr



l!,, i, t,ir, I 
t , r | , , t i , t , r ; r , , ,tiiri | )rr/,',r,/

Alternative Scenario 2

2073 / 14* 2014 / ts 2015 / 16 2016/ r7 2017 /18
Total Revenue 974,417 7.746.741 7,416,229 7,632,787 1,884.518

Otdinary Revenue 918,989 1,063,720 7,324.350 1.531,088 t,777,948

Import Dutv

Excisc Du$
Yalue Added Tax

Incomc Tax

Other Taxcs

AIA
RDL

67,555

102,029

232,630

449,590

67,185

75,028

19,600

7 6,1,61

l11,098

263,4t2

53 5,885

71,161

83,022

19,600

85,8(r.1

| 20,97 3

298,267

638,114

88,62.1

91,rJ78

)) ttql

96,803

131,726

337 ,7 34

761,346

101,787

101,(93

2+,912

109,135

I.13,.+3.1

382,121

907,4U0

116,905

1t2,570

28,086

I

I

,
lourc: I>BO; IlD,-.t ' Ki/uay l)etelofntenl Lol

I

I

I
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Expenditure Options for 201512016 and the Medium Term
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In Brief

tuian ftnryds o fm!ftutlr fi.

4.1. Meeting the Vision 2030 targets versus equity
and fi scal sustainability

Thc govcrnmcnt's stratcll)- for thc medirrm term has been tcr

improvc cfficicncl ancl productivitv in the econornv thcrcbv

accclenting sustainablc inclusivc grouth, crcating cmplovmcnt

and sccuring thc [velihoods of Kenvans. [:or this ro happcn,

there is nced to maintain a stablc macrocconomic cnvironmcnt.

institutc structural and governancc ref<rrnts, improle sccuritr',

invcst in encrgy & transport infrastructurc, as rvcll as quality

hcalthcarc and cducation: and cnsure food sccurin.

l:nsuring macrocconomic stabilin' is crucial to crcatc a

conducivc envitrnment tirr privatc sector investmcnt to thrivc.

To achievc this, thc govcrnmcnt sh<>uld rccognizc that availablc

resources are limited and hence thc need to cfficicnth'allocatc

them to prioritv areas. This rvill go a long rvav in cxpanding

cconomic activln' gcarcd torvards incrcasing cmplot'mcnt

creati()n rnd reducing por.crrv. 'fhis can bc achicvcd through

rergcring a rcalistic and srrong rcvcnue fior]t and containing thc

grorvth in expcncliturc. It rvill also rnvolvc shifting cxpenditurcs

from rccurrent to capital and climinating duplicativc and

unproductive cxpenditures.

.\'rcrdir, lt, inrlmirr erunonic

.qmt,tlt // ruTin a tb/t

ltdcrot'totolltit tnirottttt/,

,q()trntt,l( refbrus, inrcslrucrl irt

t ttTXy ard trd ilor!

ifiht.rtrurlrn ot ur// u qn,li4,

hu/tltntrt tnd edu,lint

l:lficicrr/,lktro/itt of r*a/lrclr

c,n be ,tcLtiu,ed llLrt4qlt toryttir.q

t re,li.rlit md strorj nrtrrc

.lron/; tul rulrcin,q experdiltn

.qroallt rsfria//1, in nrprululirv

*fendi/trres
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lirr the ec<>nomv t() devcl()p, pertinent issucs that hindcr grorvtlr

should bc addrcsscd. Thesc include:

a) dcveloping a realistic and crcdible budgct firmet'ork

whose implcmentrtion is fcrsible,

b) improving cfhcicncv and cffcctivencss in public resourcc

utilization and budgct implcme ntation,

c) cntrcnch pr()grammc bascd budgeting at both levcls r>f

.govcrnmcnt and

d) address corruption through rcforming the prrcuremcnt

s)'stcms t() rcduce corruption and obtaining bcttct yaluc

firr mono, and adoption of a centralizcd pr()curemcnt

sfstem frrr sclectcd goods and sen'iccs

e) Iinhancc savings bv reducing expenditures on non c()rc

functions and activities like fiontlinc sen-icc. This mat'

include outsourcing of some of these functions as

opposed to the currcnt practice of hiring staft-.

I Rationalizc public cntities and agcncies to sa\rc moncv

and improvc accountabilirr'

g) Rcviewing pubhc spending to weed out poorlv

pcrforming programmes, lorv priorifi activities and

incfficient policres.

h) Lo,eraging ICT in most of thc proccsscs to rcduce hugc

administrative costs and rcduce revcnue leakapJes in

rcsource mobilization

4.2. Expenditure Policy Options for 2015/2016:
Doing more with less

'fhe 2015/2016 and the mcdium term offers an opporrunin f()r

a fiscal pohcy that aims at suppordng rapid economic growth

bl constraining the grou'th of the expcndiurc so as to lower thc

primary balance. Targeting to reducc the primary balancc will

'l lrre is nu,l ./ir d mtlibh

lnd.qct .li,tnn'ork, tl/irirrq, it
trli/iTalit,tt of rtsrnrcts, ttr/Ltttrtt

l,tliont/ srtt'it1q.r, aldn.r.t

lmtPliln ,ud levtr,(t ICI' it

t/t2.t/ prtat|s4 /0 crul( d

crnlrcit't ut route -/i,
trrnonir .qtta,//t

l;*ca/ policy ./br 201 5 / 16

sL'o d aiu al corrtraini4g

Ltpe inn lo redrn lte piutry

balance
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ensrrc lcss dcpcnclcncc on l>orrorving to fund the expcnditurc,

rhus allos,private sector led grorvth.

Thc policy options fi)r 2ol5/2016 and thc mcdium tcrm arc

basecl on a strtxrg irnd frasible rcvcnuc targct and prudent usc o[

expendinrrcs to havc thc highcst implct on inchrsilc econonric

growth. Ir is expcctecl rhar rcvcnue rxrger tor 2{)15/2{)16 sill

arn()unt to l.'sh 1.2 trillion and firrthcr incrcasc to Ksh 1.5

trillion in 2017 /21118. Thc tbcus will bc to maximizc e fficiencl

ancl cffcctivcncss in thc utilizati()n of the minimal res()urlcs

lvhilc cnsurtng bcttcr .lchr crv , 'i tcn tct r.

Thc folkru ing basic rssr.rmpdrxrs havc guidcd thc thrcc ()pti()ns

givcn in tablc 8 bckrt:

a) That thc Iiconomic gr()wth necds to bc mainlr- driven br-

the privatc sector

b) That Pillar onc of thc (iovcrnmcnt policy has reitcratcd

that therc is nccd to restraint cxpenditurc uhilc re-

oricntating cxpenclinrrc fr()m c()nsLrmnti()n trne ()f

cxpenditurc to development rvpe of cxpcnditures

c) That the outcr fiv() \'ears o[ thc mcclir.rm tenn will bc

rrrrrnll ti*crl consulidru, rn.

Tablc tl provides sccnarios underpinning the fiscal framcwork

fctr 2015/2016 and the mcdium tcnn.

The first option targets to reduce the prinran'dcficit from -5.4"',,

of (iDP in 2011/2015 to -3.5oi, t>f GDP h 2tJl512016 through

moderatc contraction of expenditures thus allorving thc budget

dcfici.t to reduce tr> 5.9'lo of CIDP tiom tlo'u of GDP il
2011/2015. The second option targcts to rcduce the primxry

dcficit to -2.9o,r, oi (iDP through cxtensive contraction of

expcnditures thus letting the budget delicit to furthcr reduce tcr

Frnrc in t/te 20I 5 / 16 h 4qtt

.rln d h tu u,rxitttilt (jiritn4,

itt tttt of tttittittt,l ruotrts

,/l-ti/n\/io r ./br tltr brdut

o htok irc/ul likttt sthr

litrn grutt,//t, noi?rhtlilt 0J

ttptrlilnn h durhpntt und

.list,tl corrst'/il it,rt ir itt

It tlte ./irst .listo/ .|nwen'ork.

sreroio, pinrory Qlicit is

ndrctd tltratr.gb n ion i'i4q

runr? l 
^?? 

dil n; second

rftntti0 ,t//on,s du'elof nnt

*Verdinre n .grol' md tltird

scrrr,ritt ttthri/s itrranl
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6'l'o of CDP. Thc third opuon will scc the primafl balancc

incrcase to -5.60.r,, of G DP with the cxpe nditurcs s[ghtll

contractcd and the budgct dcticit incrcasing t() -11.1"'i, of GDP.

Table 8r Proposed Expenditure Options for 2015/16 - 2017 / 18

I
I

20rs / 16

In thc medium tcrm, the prima4 dehcit is sct to reduce to

2.31"o of GDP tn 2016/2017 and -1.60'o of (lI)P in 2017 /2018.

To attain this, the expendirures are to reduce to 25.1'l'o and

21.1o/o of GDP n 2016/2017 and 2017 /2018 respectivelv. Thc

reduction in expcnditure will predominantly be on recurrent

expenditure while development expendirure is set to risc from

8.5% of CiDP n 2U,5/201,6 to 8.6% of GDP n 2017 /2018.
I

2013 / 14 2014 / ls 2016 / t7 2017 / 18

Prel Rev.
Budget

Option I Option 2 Option 3

Revenues + Grants 1,001.3 1,212.1 1,349.5 1,349.5 1,349.5 1,544.8 1,763.7
a,o of GDP /9.3e" 20.70 0 20.7!o 20.7" o 209,, 20 29,

Rcr't'nucs 9-.1..1 I,l6{.0 I ,:.)6.1 1,296.I t.296.1 1.185.'1 1.a04.3

"o olGItP t 9 ),,,, 201',. t9 990 t, 90,,, t 9 9'." 204,,, 20.2.,
Orants 26.9 4U.7 53.4 53.'1 53.4 59.8 (,1.8

Expenditure 1,300.7 1,668.9 1,731.1 1,681.1 1,878.8 1,861.2 2,063.8

", n/{,DP 2t 70,. 29 2"." 26. t". 2t 81" 25.lo,. 2 i. t.,"
Recurteot :8ti.0 900.1 926.1 91)7.9 9tt,l.9 918.2 l,lr l') :
"oo/(DP I t 70," t).t,)o 1280;
o/* (iliS (rntcrcsr & pcnsrons) 1(r5.0 1ti3.ll 210.() 2()3.{) 22\t.1 2t6 t\ 2,1-1 8

Salarics & ,r'ages (civil scn icc) 281.2 ]06.0 l15.: 312.1 32- .6 321.6 3,15.6

l)c.r'cl, rpmcnr 3 19.3 i39 5 5-11 I il l.5 6i2.2 6.1(,.1 -2i.9
9o o[GDP 6. )90 9.^t90 c).70,o 8.;o,,
,'/u tlomc.ocnlly tin,rnceJ 198.5 293.9 245.8 23.1.0 3 t ,1.5 335.5 ,13 i 0

tirrcign tinanced l18.6 235.l ?8.1.5 261.5 30.1.5 2ti0.{ 2'5.9
(lountY Tr,rnsfers 191.1 229.i :61 .- ?6t.- 261.- 2ti8.tt 318.:
Budget Deficit (299.4) (4s6.2) (381.6) (331.6) (s29.3) (322.0\ (294.7\
eo oIGDP 5.9e o 8.0"," .t 99" ; I o,,, -8 14,,, .).;oo

Financing 299_4 456.2 381.5 331.5 530.7 321.9 294.4

Ner [-xtcrnel |ioancing 106.5 134.2 219.3 229.3 269.3 219.5 20't .2
o. 

o1 GDP 2 19,, t 99" ).89. ). t90 J.00,,

Net Dolnestic Borrou'ing t92.9 12t.0 t 32.2 102.2 2.1 1u2.4 81.2
o 

" olcDP ).89. 2.090 I .69a 1.09a I lon 1 Oat

Primarv Deficit (164.6\ (309.0) (229.1) (186.1) (366.4) (171.4\ (134.0)

9o ofGD|> J.190 ;.190 J.t9" 2.9",, 5.6"" -t.6r"
Nominal GDP 4,985.1 5,719.1 6520-5 6520.5 6520.5 1430.2 8448.2
Sourcc: Projccoons by I'B{)
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Option 1: Reducing the primary deficit to -3.5% of GDP

L'ntlcr this ol)ti()n. thc ovcrlll cxlrcrrtlitrrre rvill lre rccluccrl fhrrr.r

l').2",, of (;l)l) in 2(ll-+/2015 to 26.5",, oi(il)l).'lir attlin this.

c.rpitrl cxpcnclitrrrc l'ili ht'c to bc sct [i..1",, oi (il)l) uhilc

rccurrent cxpendittrre be cappcd xr l+.2",, oi (il)l). l'his rvill

rcsrrlt in rlrc bucluct dchcir conrins,-Lrr,ln r() ;.9"i, oi(il)P.'l'he

txtcrnrl bortrn'ing tl)en slr)uld lrc lirnitccl ro i.tl",, of (il)l) tnrl

nct d()nrcstic borron ins al 2.0" ,, oi ( l [)l'. ] his rvill hltr-r:

!\tcroxlltics tltlt cirrr lcacl to rccluc on xs rntcrcst ratcs ()n

'frcasurv bills end'l'rcasun br>ncls conre tlorvn. I or. this to bc

ruclricvccl, tlrc firllorving policics neccl to bc ldrptecl:

i. Freeze x'ages ad justments

.\ laruc proportion of tlrc rccrrrrcnl crpcncliturc gocs for

paflrcnt of sllurics ancl rvaucs tirr public scn'rnts in crvil

scn'icc, parastltrtls and othcr inclcpcntlcnt .\ ovcrsight

instrtutions. .\nnuallv. tlrc.q()\'cfnnlcnt u'auc bill incrclscs cluc ro

annltal r,' rtgc incrcmcnts ancl rvaue adjustnrents tionr citlrcr

(.ollcctivc Ihreaining ,\qrccnrcnts (OI'i.\) or rccrtritnrcnt ,,i

lcklttir>n:rl pcrsonncl.'['hc govcrnmcnt nceds to adopt a policv

to crrrb tnr' \\'agc,rcliusrnrcl)rs in 2o15/21)16 untl clircu thc SR(l

to untlcrt:rkc tn cxtcnsile job ctaluation cxercise rvhose

reconrrncndltions rvill bc inrplcrrrcr.rtcd in thc ncxt fiscal vcar.

Hirir.rrl of acltlittooal stafT bv l>otlr nltionll nncl counrv

governmclrts shoLrld bc crrbcd rs tlrc govcnrnrcnt lu'aits thc

findings tionr thc ciltl scnrcc rllti()nIlizxti()n prourarnnrc. 'fhc

tiecze should also be cnfirrcctl on parlstatals uncl indcl>cndcnt

& ovcrsi.qhr lnstitutions. l'irr non-corc tirnctions in cach cntitl,

thc q()\'crnr)'rcnt shoulcl considcr outsourcit-ru of tlrcse sen iccs ls

opposed to hirine sta[f.

lluln ir.l 7rirt,r11, rltlici/ ht f . i

f01trt 0l Cl)P ti// trtt,il

ntlrcltttrt irr rtVudilm ,rrul

/i tl i I i rt,4 I to rtrn't n.q

Rulmlir,r ttl ttftulilrL t

/itit,ttiotr o1 bnmtn,it.q rtr lr

rlLfurtl /ltnt42,L ./m'yitr,g rtu.q,

tuljn/nt'rr/.s, .rloltfirrl Liir.q ol

atllitina/ t,4j /4, lnt/.t /rtrlt rtl

,\otLm/r( l t l uill)/ffitt,< 0f

,tJtl i)n, lt'tlrft t
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i. Implementation of parastatal reforms

Thc eovcrnmcnt mlndated r trskf,rrcc t() prop()sc rctitrnts <tn

parastrtals rvith thc aim of rcalignin.r4 thcm to the currcnt slstcln

of govcrnmcnt, irnprtx'c thcir ctficicno ancl cffi'ctivcncss.

rationalize arcas r>i overlapping Inandatccl and cnhatrcc th,:ir

abilitv ro mcct thcir c()rc rcutrlaton ancl devclopmcnt tt.trtttdltcs.

Thc rcport of thc raskfirrce highli.r;htcd a r.ttunbcr of cotrccrns

incluclinr: thcir in.rpact to thc s'agc bill, thc clcclininu

pcrfirrmancc in sornc parastatals lnd thc consultecl cffrrrt to

further incrcasc the nurnber oi patlstatlls. Thc goverlrmcnt

nccds to fullv ad<lpt thc rcconrtncndations fronr thc rcport tncl

rcalign thc parastatals t() ilnprove on thcir scn'ice delivert' nncl

creatc savings in expenditurc.

ii. Rationalize recurrent expenditures for MDAs that

have adopted e-citizen system ofdelivery of services

Thc government has adoptcd Infbrmation Tcchnologl in a

numbcr of l{ovcrnment ()pcrati()ns bv diiti'rent u()\'crnmcnt

agcncics. Ir has also introduced onc-st()p-sh()p (Huduma)

ccnters acr()ss major tclrvn in the ct>ttntn to offcr ccntralizcd

ll()\'crnmcnt seniccs. [t is horvevcr notccl that the saitl a.gcncres

still havc subsrantial arnourtt oi tirnds trndcr thcir rccurrent

budget despite the digitization. Governmenr shoulcl redr.rce thc

rccurrent opcration costs of thcse i\[l):\s and also ropc in

aclclitional ministrics rvhosc functions can cither be digitized or

implcmentcd b1, thc Fluduma ccnters.

l]lrrther, thc sen'iccs firr invcstors inclucling issuing oi busincss

pennits, rvork pcrmits, liccnscs, Ilnd titles, l)IN Irumbers, porvcr

quotati()ns and cnvironmcntal irnpact assesslnents among ()thcr

should als<.r be drgitalizcd and centralizcd in a sirnilar manner to

.\'ltkt //ittitt.{ olt lhr.t rtl

ft .tld/t/.t li// irtlr.t,tr tl,tir

.ttn'ir lt/itr'4 ,tnl tult .t,turr.gs

I Niorts itwrhl bt nr,uh lo rulut

ft a/[11'tt/ 0f\rnli|tt trtsls rl

,\ll)..1.r uliit lt,n,r li!tiit l
l/ttir nftrrtittrs

'fr ittftron K? )'o'! pra.pe.ls tts

tt tt itr'?.t//?t tl rhslirr,lie,r,

t'orrsilr ligitiiirtX issrti4q q

tork ftmit.t, lirttrscs, /orl

lith PIX ruuhr ard pot'er
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the H uclur.r.n (.cntcrs. 'fhis s,ill inrprove tlrc countn's rxring es

run inlestnrcnt tlcstination and rcclrrcc insrances oi cornrpti,rn.

iii. Limit new capital proiects to Vision 2030 proiects

only

Thc golcrnrncnr should c()ntinuc implcmenting all onuoing

projects but lin.rit the additron o[ ncrv projects to onh thosc

indicate d in thc 2"'r l\lTP of thc Yision 2030. l)c\ e lopme nt

expcnditurc is thc primc consumer r>f borrou.'ed funcls and to

rcduce thc primln cleficit, thcrc is nccd tirr prudcncc in thc r.rse

oi borrou'cd firncls. lrunding should onll be dtectcd to projects

idcntitred in thc countn's blucprint rhat rvill enhancc cconomic

growrh.

Option 2: Reducing the primary deficit to -2.9o/o of GDP

Undcr this option, the overall cxpcnditurc vill rcducc to 25.8o,o

<rf GDP fir>m 30"1, of GDP in 2014/ 15. To attain this, the

capital expcnditurc will havc to bc limitcd 7.89/t' of (ll)P while

recutrent expcnditure capped at 13.9"i, of GDP. Thc budget

def-tch rvill bc rcdr-rccd to 5.1"n of (lDP, in vieu,of this, the

governnrcnt rvill r>nlv need to borrorv Ksh 331.(r bilhon. Thc

cxternal krans sht>uld be cappcd at 3.59'o of (il)P while

ckrmestic borrorving at 1.(ro/o of Ol)l) indicating morc rcs()urce s

rvill be availed to thc prir-atc scctr>r. This rvill lcad to further

reduction as intcrcst rates on Trcasurl bills and Trcasun bonds.

li>r this to bc achicvcd, thc policics highlighted in optir>n one

should be inrplcmcntcd. In addition t() them, thc following

policies should also bc considcrcd:

I).xtrrisr prudLnct irt

,tkt 4q0r/( l aJ' lnmnrl ./inds

11, lirrctiry srclt./inds kt on/1,

tl)o.t( !ft)j?ctt ilutiJiel h t
roruttry's rcotonic hlnfir I

lL,luinq finory dtlicit kt -).7

lff(utt of GDP ai// nqnin

linirinq dgitol eqmdil ft dl

ll.6 ptrctnt oJ CDP ul
nrum'nt espentiltre ot I ).1

ptrcrnl o/ GDP

\
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i. Rationalize lecurrent expenditure for devolved

functions

Thcre have lrccn instanccs oi dupltcation of rolcs bl thc

n^donal and c()unty lloycrnments especiallv on functions that

arc shared among thc rwo lcvcls of govcrnment. Thc hcalthcare

and agriculturc scctors har,c bccn largelv devolvccl btrt thc

national govcrnmcnt still holds significant numbcr o[ stafi and a

huge amount of rcsources. l;urthcr, thc rolc of thc national

governmcnt in thc roads and cncrgy scctors has also bcen

faulted especially ()n the rolc of KLIR,\, KcRB-\ ancl RIr,\. The

national g()\'crnn.rcnt should rcdtrcc its rolc in dcloh'cd

tunctions alk>rving the counn g()\'ernnlents to undcrtakc their

functions. Thc rccurrent budget firr health and rgriculturc

should bc rccluccd and thc ncccssary lcgislations to rcalign thc

function of thc roads and cncrgt sectors cnactcd and

implemcntcd in 2(ll5 /2016.

ii. Limit new capital proiects to energy and transport

sectors only

The golcrnmcnt should continue inr csting in <-rn g, ring c;rpital

projects but ctrrtail all nerv proiccts to onh' thost <>f encr11'

gcneration, encrgv transmission, standard gauge rarhvav (SGR)

and commutcr railway developmcnt. Sincc capital cxpenditure is

Iargelv fundcd by borrowed funds, contracting it wrll cffectivell'

reduced the prirnan' deficit. The climination of othcr ncrv

projccts rvill ensurc saving of somc of government c()unterPart

funds.

llwlr al tLe n iotnl /r't't/

a//otirtul lou'ardt lu'oh,ul

,ndh.t J/ltb ds /tr,illtc,m ,nl

,ryiolt ut s lton ld ht rt t i n rt,t/i 7t I

h ,rvil duf liutiort r! ro/r't

X,?, c,4>itdl pnjtds sln l bc

lit/ilul lo ? etglt d d lr.t,tJport

stktn t'ilb conterporl .frrdirg

kt rtdtru re/iance u borouilg

I
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Option 3: Increasing the primary delicit to -5.6% of GDP

Undcr this option, the ovcrall expenditure rvill slightlv rcducc to

2U.8"0 of (il)l) from 29.2" " ol 2014/15. To attaitr thrs, the

cxpital expenditure rvill have to bc 9.79,, of (ll)l) while rccurrent

expenditure incrcascd to 15.1"'o of GDP from 14.2or, of (lDP in

2014/2015. The budgct deficit u'rll increasc t<> tl.1"i, of (lDP

indicatrng thc g()\'ernmcnt will havc to sourcc for Ksh 529.3

billion to fund the deficit. Thc external borrowing rvill be

limrtcd at 4.10'o of (il)P rvhile the domcstic borrou'ing will

incrcase to "1"'t, of tlDP from 2.i"'r, of (iDP in 201412015. This

high borrowing will rcducc the amount of credit available to thc

private scctor maintaining the currcnt constrained private scctor

growth and increasc the interest rates for Treasury Rills and

Treasun'Bonds.

The third option doesn't include policies to reduce the

expenditurc. The increase in rvages and salaries caters for both

annual wage drift and allowance for u'age adjustments. The

recurrent and capital expendinrres arc also allowed to grow

normally. This urll push the cxpendirurcs for 2015/1(r to Ksh

1.9 trrllion.

The best scenario that will ensure prudent macroeconomc

stab rw is the second option since it proposes the largest

reduction on the primary balance. This ensures that the

€lovernment rationalizes its expendirures to work within the

available re\.enues with decreased dependence on borrowcd

funds. Implementation of the second option will allorv the

go\.ernment and private sector to get a share of the hmited

domestic credit available wrthout altering the count$"s

macroeconomic stability.

ilttirrtuining x pinttry deJicit

dt -6 ?erftnt o/ GDP a,ill

nquin ubs/onlid aVenditrn

n,Licb n'i// be ./ttutlul .lrant
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liluk J$lor ,qmD,tl)

Thr secand aption is lbe but in

kmn oJ ac/tieing nore vilt /et

as il ?ropos$ te laryen

rcdrclion on tlte pinary ha/axce

axd ersrns ratioraliqation oJ'

gorcflrrlefit etpendilru witb

demosed dependerrc o,t
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Scctoral Ceil.ings for 2075 / 2016

lnrplerrrcntltion oI thc seconrl ()pti()n will cnsurc tl]at

cxpcndittrrc is channcled ror',,ards csscntial sectors r>f the

cconon)v capablc oi prr>moting sustainirblc growth. Llndcr this

()puon, funding fbr l,lnergr', Infiastructure and I(.T scct()r vill

increasc tiom .1.5",,, of (lDP in 2011/2015 to 6"i, of OI)l)

targctinu growth in the cncrgl and transport subscctors. Thus

invcstmcnt will fi.rcus on cncrgy gcncrxtion and transmission; as

rvcll as thc standard gauge raihvav and commuter raihvat.

Transftrs t() countics will bc rnaintaincd at -l"rr of (lDP. Thc

alkrcations firr thc 'pubhc administration and intcrnational

rclations' and the 'govcrnancc and securin' sectors will bc

maintaincd at 3.49,r and 3.9"',, oi ()DP rcspcctiveh. Thc

Judician and Padiament rvill also bc maintained at 0.30n and

0.4"i, of (lDP rcspcctivclr'.

All other sectors will sec a rcduction in funding. Social sector

spcnding will reducc from 6.6"'r, to 6.50',, of (il)l). Thesc

rcductions wiII prcdominantll be in thc health scctor. Thc

economic scctor rvill reduce from 2.2o'o to 2.1" o of GDP with

reduction prcdominantlv on the agriculture scct()r.

Itgrulitrn' sltrn/l ./irrr on

fu t li r,q./i r i r r rs t ntui ?t'1i'dr i fi

lltt trttrg, rtrul lratporl ido,r

.\:pLrliry ir !/tc ollLtr stlors as u

Pro1orlio ol CDP u,i// nlm to

ctrb txressirc {otrnn /
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pnmry dr/iat
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Table 9: Ceilings for key expenditure items 2073/ 14 -2015/16 (as percentage ofGDP)

1

$rurcc: PB()

l..yf,, rt,itttli ()1 ir,,t'1,,r 'l1l; l/)

2013/2014 2014 / 20ts 2075 /?076 2016/17 2017 / 18

Transfer to (lountics 3.uo',, 4.00/0 .1.0o/o 3.90.1, 3.60\,

Energy Infrastmcture and ICT Sector .1.50 
"

5.l uo .1.4" i)

o/w Energv 1.50 
"

1.-i"'o 1.5, " I 1 lqo

Transport lnfrastructure 2.\oin 3.0(ro .1.09't 3.Son 3.2r.

()thct 0.20 i, u.20\, o.lo o 0.20\' 0.20.,"

Social Scctor 7.io.n 6.6.'i. 5.8,'i, 5.1n'. +.7" o

o/w Education 5.90 
"

5..t,,o .r.89 0 .1.3o'n 3.80,o

Hcalth 1.00,." 0.8qo 0 7n,n 0.6oro 0.(r%

Social Protcction Cuirure and Rccrcation 0.4o,,, 0.4",o 0.4,,.,,, 0.3o',, 0.30.ro

(lovernance and Sccurin Secror

o,/w Dctensc & NIS

.l.ioi, 3.90n i.5r,r 3.50n 3.-50/o

1.80 0 1.6" 
"

1.-1t ,, 1.30,o

Inrernal Secutin' 2.jot,, t.79,o 1.60ro 1.6%

ludician 0.3% 0.3qo 0.30..,0 0.2.J/o O.2o/o

IEB(] 0.1ru 0.1",o 0.2"'" 0.-1"," 0.30,o

()ther 0.20 0 0.20o 0.1" o 0.19 " 0.1"o

Public Administrari()n Sect()r 3.69. 3.49,o 2.9. 
"

2.10 0 2.3't"

o/w Parliament 0.40.t 0.,1qn 0..10.n 0.3oro 0.30/"

Economic Sector 2.70h 2.2'o 1.9"'," 1.80/o 1.80/o

o/w Agriculrure 0.89n 0.60 0 0.90 
" 0.80'n 0.8or

GDP 5,051.6 5,719.1 6,520.5 7,430 8,848

I

I
l
I
i

I
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A rticlc .13( 1)(c) o f Kenla's (lonstiturion guaran rees ft x rd securin to rll Kcnvan s. 1 he cash tran stlr pr( lgratn ls

one of the straregies rhc c()unrrl uscs to ttltll this (lonstirutional requiremcnt. ,\bout -1(r" u of thc Kenva's

population lir.cs bckrrv thc p()ecrtv linc. Thc countn c()ntinucs to grapplc rvith serious socio- politic;rl :rnrl

economical problcms associated rvith poverrt, uncmpklrncnt and tixrd insccuritl. 'l'hese problems have

forccd thc government of Kcnva to reYierv its policics and strarcgics on social protcctiorl frrr thc most

vulnerablc membcrs of the socicn i.e. the orphans ancl vulnerablc children, thc clderll', pcoplc living uith

disabilitics and thc urban poor.

The Governmcnt of Kcnla implcmcnts an unconditional cash transftr (UCT) programme callcd rhc National

Satct_r'Nct Programrne (l.{SNP) in rvhiclr monthlv cash pavments is madc ro thc targcted bcncticiarics (thc

trosr poor and vulncrable membcrs ()f thc socict\). \('ithirr NSNP c()mponcnrs thc Kenla (lovernmcot

rvhollv funds the Cash Transfers to the ()lder Pcrsons ((iT()P) and Persons rvith Severc Drsabilities (OT-

PV'SD) rvhile various majot devehrprrcnt partners rvh<> includc \\irrld Bank, UNICtlF, DFID supporrs the

Cash Transfcrs to Orphans and Vulncrable Ohtldrcn (CT-()\'(.).

The Nlinistn'of l,abour, Social Sccuritv and Scn'ices (ltfl-SSS) and the National Drought l\{anagement

Authoriq (fiDltIr\) u'hich is under the iUinistn of l)cvolution and Planning, implcmcnt thc NSNP

programme rvhich has f-tve main componcnts namch':

(lash Transfcrs to C)rphans and Yulnerablc Ohildrcn;

(lash Transfcr to the OIder Persons;

(,ash Transtcr to Persons with Scvere Disabilitics;

Urban Food Subsidr; and

Hungcr Safcry* Nct

It is important to highlight that the Hungcr Saten Net Programme (HSNI'}) is unconditional social proreclon

pr()gramme that dclivers rcgular cash transfers to targctcd poorest and vulnerable households in f<rur c,,unrits

of Turkana, Nlandera, N{arsabit and Wajir.

In rhe second Medium Term Plao (2013-2017), thc N{inisuy of l.abour and Social Securin' cnvisage tt> roll our

a consolidatcd social prt>tcction tund for rrrlncrable gr()ups as one of its priorities. In thct,73o'o (Kshs. 1.1.j8

Billion) of the ministcrial budget for 2014/15 rvas alkrcated to the National Safctv Nct Programmc.

The table bek>rv indicares thc scct(xal resource re<luircmcnt and the rcsource allocation ovcr thc medium

term for thc programme .

I
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Option 1: Reducing the primary deficit to -3.5% of GDP

Lrndcr this option, thc or-crlll expcndiure rvill bc rcducccl tion.t

2t).2" " of (;l)I') in 2014/2015 to 26.5",, of (ll)P. To attain this,

capital cxpenditure r'"'ill havc t() bc sct 1J.30,, o[ (]l)l' rvhilc

rccurrcnt cxpenditr.rrc bc cappcd at l.{.2o,, oi (i1)l). 'I'his rvill

rcsult in thc budgct clef-icu con.ring dorvn to -5.9"1, oi (ii)l). Thc

extcrnal borros'ing thcn should bc limtted to 3-u" o of GDP rnd

nct clomcstic borrr>rving at 2.0" o of (it)l). This rvill halc

cxtcrnalitics that can lcad tc, rcduction as intcrest mtes on

Trcasun bills and Trcasufl, bonds cr>mc drxvn. lior this to be

achievcd, thc firllowing policies nced to be ad()ptcd:

i, Freeze wages adiustments

,\ Ianrc proportion of thc rccurrcnt cxpcnditure goes for

palmcnt of salarics and wages frrr public scn'ants in civil

scn'icc, parastatals and othcr indcpcndcnt & ovcrsight

institutir>ns. r\nnuallv, thc g()vcrnmcnt u'agc bill incrcascs due t<r

rnnual u,'agc incrcnrents and rvagc adjustmcnts from either

(}rllectivc Rargaining ;\grccments (CB,\) or recn tmcnt <-,f

additional pcrsonncl. Thc govcrnmcnt nccds to adopt a policv

tcr curb rnv rvagc adjustments in 2015/2(ll(t and dircct thc SR(l

to undcrtakc an cxtcnsivc ir>b er-aluation cxcrcisc whose

rccomrncndations rvill be in.rplcmcnted in thc next tiscal )'cnr.

Hiring of additional staff bv both national and county

g()vcrnmcnts should bc curbcd as thc govcrnmcnt arvaits thc

findings from the civil scn.icc rationalizadon programme.'fhc

frceze should also bc cnforccd on parastatals and indcpendcnt

& ovcrs(ht institutions. Iror non-corc tunctions in cach cnti$,

thc govcrnmcnt should consider outsourcing of thcse scn'iccs as

opposed to hiring staft

I drcir.q 1rino4, ltlicit lo f . i

fuft'nl ()/' Gl)P ui// utttil

rrlulittr irt ttpu ilur ,u

/intitin.q bontlinq

lUdrclic,rt n/ ttVtndinre md

lintittttic,n o/ lnntu'irrg rn bt

,rltiu,ul tbrutgb littTinq uu.qc

ulftslrutts, stolliry binnj ol

ditionol.rtufl by botlt krc/:; o/

.qarunntutl ml otisrnrcing oJ

un con' stn'ir.t
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I
i. Implementation of parastatal teforms

The govcrnmcnt mandatcd a taskf<rrce to pr()posc rctirrms on

parastatals with the aim of rcahgnurg thcm to the current s) stcn.r

of govcrnmcnt, improvc their cfficicncl and c[tcctivcncss,

rarionalizc arcas of ovcdapping mand:rtcd ancl cnhance thcir

abihtl'to mcct their corc rcgulato4'and developn.rent rrandates.

The rcport of thc raskforce highlightcd a number oi conccrns

includrng thcir impact to thc rvage bill, thc tlcclining

pcrformancc in somc parastatals and thc consultcd ctTort to

furthcr increasc thc number of parastltals. The .govcrnment

nceds to fullv adopt the recommcndations ti()nr thc rep()rt 2nd

rcalign thc parastatals to impr<>r'c ()n thcir scn'ice cleliven and

crcate savings in cxpcnditure.

ii. Rationalize recurent expenditures for MDAs that

have adopted e-citizen system of delivery of services

The govcrnmcnt has adopted Informatir>n TechnololX' in a

number of government operations bv different govcrnmcnt

agencies. It has also introduced ()nc-stop shop (Huduma)

ccntcrs across major town in the countrv to offer ccntralizcd

government seniccs. It is horvcver notcd that the said agcncics

sriil harc substantial amount of funds under their rccurrent

budget despite the <.Lgituation. Govcrnmcnt should reducc the

rccurrent opcration costs of thcse NIDr\s and also rope in

additional ministrics whose functions can either be dtgrtized or

implemented by the Huduma centers.

lirrrthcr, the scrviccs for investors including issuing of busincss

permits, rvork pcrmits, Iicenses, Iand tides, PIN numbers, porver

quotations and cnvironmcntal rmpact assessments among other

should also be digrtalized and centralized in a similar manner to

.\'lnoulinir.q 0i(ra/i)tt.t r1/

ldrt$tdtd/s t,i// itrlttrr their

rn'irt fu/itr'4 tul irtu ? s.tt'it!.t

Egitrts sltotil h ntalt kt relut
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itrir rltrt ttns
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tlrt Hucltrr-r-rl (.cntcrs. 'l'his *'ill ir.r.rprolc tlrc countn's ratine as

an invcstlnent clestinltion and rcducc instanccs of cr>rruption.

iii. Limit new capital proiects to Vision 2030 projects

only

'fhc govcrnmcnt should continuc implementing rll ongoing

projccts but linit the addition of ncs proiects to onh' those

indicatctl in thc 2"'r NITI) of thc Yision 2()30. I)s'clopment

cxpenditurc is thc prime c()nsurner of borrorved funds and to

reducc thc prinran' de t-rcit, thcre is necd tirr pmdencc in thc use

of borrorved funds. lrunding should onh' be dirccted to prcjccts

idcnuficd in thc countn's blucprint that will enhancc cconr>mic

gr()wrh.

Option 2: Reducing the primary deficit to -2.9% of GDP

L'nder this option, the olerall expcnditurc will reducc to 25.8oir

of GDP from 30n1, of Gl)P in 2l\14/ 15. T() attain this, thc

capital cxpcnditure will havc to be limited 7.ti'li, of (iDP while

recurrenr cxpcndirurc capped at 1.1.9'n of Ol)P. The budget

dcficit will bc reduccd to -5.10/u r>f (il)P, in view of this, the

g()\'crnnlcnt will only necd to borrorv Ksh 331 .6 billion. Thc

cxtcrnal krans should bc cappcd at 3.5"; of (il)P u'hilc

clomestic borrorving at 1.6"1, of (il)P indicating m()rc res()urces

rvill bc availed to thc privatc sector. This will lead to further

rcduction as intcrcst rates on Trcasun'bills and Treasurl'bonds.

lior this tc.r be achio'ed, thc policics highlighted in option onc

should bc implcmcntcd. In addition to thcm, thc following

policies should also bc considercd:

l;.xercit' ftndtrt in

, tt\dgt'Dlt,tl o/ bontlrd judt

@ dintirrg snrb fnds lo orrly

r/tose frujects identilitl ir tltt

co m /4,'s t ca no ui c h /n f ti rt t

IUdrcir.q Jtinury d4ii/ la -1.7

fffcenl (/J GDP *i/l reqtire

lintititv cdPiht/ e\? itlft dt

8.6 pcrcert o/ GDP ,nd

ncurenl expnditrft al 1 3.1

ptrcenl o/ CDlt

)
)
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i. Rationalize recurrent expenditure for devolved

functions

Therc l.rave bccn instanccs oi duplication of rolcs bl thc

nati()nal rnd c()Lrntl qovcrnmcnts espcciallv on functions that

lrc sharcd am(mg thc nvo lcvels oi govcrnmcnt. Thc healtlicarc

and agriculture scctors have bccn largcly <lcvolvcd but thc

nirtional goycrnmcnt still holds srgniticant nurnbcr oi staif and a

hrrgc amount of rcsourccs. Furthcr, tlrc rolc of tlrc nltional

llovcrnmcnt in thc roads and cnergv scctors has also bccn

taultcd cspecinlly on the r()lc of KUR.\, KcRR.\ and RIr-\. Thc

national govcrnmcnt shotrld rcducc its rt>le in dcvoh'ed

functions allorving thc c()unty g()vernrncnts to undcrtake their

tirnctions. The recurrent budgct tbr hcalth and agriculturc

should be reduced and thc necessafl' lcgislations to reali.qn thc

function of the trads end cncrgt' sectors cnactcd and

implcmcnted in 2Ol5 /2016.

ii. Limit new capital proiects to energy and ransport

sectors only

Thc g<>r'crnmcnt should continuc tnvcsring in on going crpital

projects but curtail all nerv proiccts to onh thosc of cncrgv

gcnerati()n, cncrg, transmission, standard gaLrge raihval' (SCiR)

and cornmutcr raihvav devclopmcnt. Since capital cxpcnditure is

Iargely funded by borrowcd funtls, contracting it rvtll effcctivelv

rcduccd the primarl dcficit. The elirnination of othcr nerv

projects rvill cnsurc saving of somc of government countcrpart

frrnds.

l')nls , lltt n hrol /tt'r/

,l/onthrl hrunlt duv/ttd

finclirn.r nclt ,t.t /.utt/tltun 'ud
qicl/nn slto d ltt r,tion'liyd

k' oroil dtplia iort rl rv/t't

X?u' .ttfildl l>nl s slnr/l bt

/i itkl to utgy rt l lru q0rl

stctar.r t,itlt rotturflfl Jirling

kt rrdrct rc/ictuct ot blnauit.q
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Option 3: Increasing the primary deficit to -5.6% of GDP

L'ntlcr this option, the r>r'crall cxpcndtture rvill slightlv reclucc to

2u.t]'fi, of (il)l) fronr 2t).2" u <>[ 2lll1/15. To attain this, the

clpitrl expcnditure rvill htvc to bc 9.7" u oi (il)l) rvhile rectrrrcnt

cxpcnditurc incrcascd to l5.1oo oi(i[)l) fronr 1.1.2"r, of (il)P in

20I1/2015. Thc buclgct dcfictt rvill increasc to U.i0'i, of (iDP

rndicating thc government vill have to sourcc tbr Ksh 529.3

billion to fund thc dcficit. Thc cxtcrnal b<>rrowing will be

limitcd at -1.1"',, of (il)l) rvhilc thc domcstic borrorving rvill

incrcasc to '1"" of GDP from 2.1",, of GDP in 201'+/2015. This

hiuh borrorving rvill rcclucc the rm()trnt of crcdit available to the

private sector rnaintaining the current constraincd prilatc scctor

ur()wth and incrcasc the interest ratcs fcrr Trcasun Bills and

Treasun'Ilonds.

Thc thtd option d()esn't includc policics to reducc the

cxpenditurc. Thc increasc in rvagcs and salarics caters f<rr both

annual u.'agc drift and allorvancc f<rr rvagc adlustmcnts. The

recurrent and capital cxpenditurcs are also allowed to grow

normallr. This srll push the expendirures for 2015/16 to Ksh

1.9 trillion.

The best sccnario that wiII ensurc prudent macroeconorruc

stabiliw is the second option since it proposes the largest

reduction on the primafl' balance. This ensures that the

government rationalizes its expendirures to rvork rvithin the

available rc'venues with decreased dependence on borrorved

funds. Implcmentation of the sccond option vill allorv the

government and private sector to get a sharc of thc limited

domestic credit avai.lable without altering the countn''s

macroeconomic stabi.liry.

i\lrinhtirtir.q l)? Pi ktn, dlicil
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Sectoral Ceilings for 2015 /2016

Implementation of the sccond opuon will ensure that

expcnditurc is channelcd towards cssential scctors of the

economy capable of promoting sustainable grouth. Under this

option, funding for Energy, Infrastructure and I(lT sector will

increase from 4.5o/o of (;DP in 2014/2015 to 6% of GDP

targeting gowth in the energy and transpon subsectors. Thus

investment will focus on energy p;eneration and transmission; as

well as the standard gauge railway and commuter railway.

Transfers to counties will be maintained at 49lo of GDP. The

allocations for the 'public administration and international

relations' and the 'governance and securirl' sectors will be

maintained at 3.4o,/o and 3.9o/o of GDP respecuvely. The

Judiciary and Parliament will also be maintahed at 0.37o and

0.4% of GDP respecdvely.

All other sectors will see a reduction in funding. Social sector

spending will reduce from 6.60/o to 6.50/o of GDP. These

teductions wil.l predominandy be in the health sector. The

economic sector will reduce from 2.2o/o ro 2.1o/o of GDP with

reduction predominandy on the agdculture sector.

Etpendituv slto d .fbcrc on

.fundiryJor in'esInteflt ?ruiects il
tbe energ, and lrantporl Jecloff

Spendiry in lbc otlter seclors as a

Pmponion oJ'GDP vi// rcdun to

atrb excessiae gorenmefit

expenditnn and nduce lhe

pnnary d(icit
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Table 9: Ceilings for key expenditure irems 2013/14 - 2015,/16 (as percentage of GDP)

2073 /2014 2014 /2015 z0ts /2016 2016/77 2077 / 18

'fransfcr to (lounrics 1.8" 
"

.1.0" 
" l.(r ,, 1.90 0 1.60 0

Encrul lnfrastructure and ICT Sector .t .1.5",, 5.10,o .1..to o

o/w llncrgv I l.5" ,, l.l"o 1.10r

-f 
r.rnsp,,11 I nti.rstrucrurc 2.50." 3.0",, .1.0" n 3.80'o

( )ther 0.21'.,' 0.20 " 0 0.20n 0.2oto

Social Sector 6.6" o 5.8",, 5.39.,o

o/w [ducattrn 5.90,, 5.4,'i, .+. u91, 4.341, 3.8%

Flealth 1.0,,1, 0.ll,l" 0.70,, 0.60 0 0.6" 
"

Sociirl Protection (lulturc and Rccreatron 0.491 0..t,,n 0..+u.i, 0.3q6 0.3%

()ovcrnance and Sccuriw Scctor

o/w Dctcnse & NIS

.1.30..,o 3.90 i, 1.5",, 3.5o.ro

1.80b 1.6,," 1..1" o l.l0n 1.30,o

lnternal Securin' 2.0on I 7 1.60,o 1.(r9'o

lu<licierr 0.30 i, 0. -1,,n 0.3" " 0.20 n 0.2","

II]BC 0.10 
"

0. 1(, ,, 0.2('o 0.30 0 0.30 0

()rher 0.20,0 0.2" " 0.1'" 0 lo o 0.10'o

Public r\rlministrati()n Sect()r 3.6" 
"

L.+",, 2.9" o 2.10'o 2.3" n

o/w Parliamenr 0..10," ( )..1o o

2.:'o
0.1" o 0.30 i 0.30,o

Economic Secror 2.1o n l.9u n 1.80 b 1.8o.b

o/w Agriculrurc 0.80,o 0.(ro,, 0.90 0 0.8" 
"

0.8%

GDP 5,051.6 5,779.1 6,520.5 7,430 8,848

Sourcc: PB()
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,\rticlc -13(l)(c) of Kenva's (,onsritution guarantecs tixrd securitl to all Kcnrans. 1'hc cash rransfcr program is

onc of the srrategics thc countn uscs to tult-il rhis (lonsrirutional rcquircnrent. Alrout -l(r0 o of rhc Kenla's

populari<xr livcs l>clrrv thc povcrtl line. Thc countn c()ntinurs t() grapl)lc rvirh scnous socio- polidcal and

economical prrblcms associarcd rvith povern, uncmplovmcnt antl lixrd insccuritr'. Thrse prrblems have

tirrccd thc g(x,crnment o[ Kcnva to rcview its policies and strlrcgics on social pr()tection tlrr the most

u-rlnerable mcmbcrs of the sociei' i.e. rhe orphans and vulnerablc childrcn, rhc cldcrlr', pcople living uith

disabilitics and thc urban poor.

Thc (iovernment of Kenva implcmcnts an unconditional cash transfcr (LIO'f) programmc callcd the National

Saflfi Net Programmc Q.{SNP) in rvhich monthlv cash paymcnts is madc to thc txrgetcd beneficiaries (thc

mosr p(x)r and vulnerable members of the societl). \\'ifiin NSNI' c()mp(rlcnts thc Kcnva (lovernment

rvhollv funds thc (lash Transfcrs to the Older Persons ((11'()P) and l)crs()ns rvith Sercrc Disabilities (CT-

P\\'SD) rvhilc various major dcvelopmeot partnets.*,ho includc \\'orld llank, Lltr-IC-F-lr, f)FlD supports the

(lash Transti'rs to ()rphans and Vulnerable Children (CT-()\'(.).

The i\{inistn ot Labour, Social Securin and Sen'iccs (III.SSS) and rhc Nau()nal Drought }Ianagement

r\uthorin (l!DNtA) uhich is undcr the }linism of Do'olution and Planning, implcment thc NSi'r-P

pr()grammc rvhich has f-rvc main componenrs namell':

(lash Transftrs to ()rphans and Yulnerable Children;

(lash Transttr to the ()lder Pelsons;

(lash'I'ransfer ro Pcrsons with Severe Disabilities;

Urban ["ood Subsidy; and

Hungcr Safctv Nct

It is important to highlighr that the Hunger Safen Net Prt>grammc (HSNP) is unconditional st>cial protecuon

plogrammc rhar dclivers rcgular cash transfers to targetcd poorest and vulncrablc houscholds in ti>ur counrits

oI Turkana, N[andera, Nlarsabit and \Yajir.

In thc sccond Nlcdium Term Plan (2013-2017), the i\linistn of Lab<>ur and Social Sccurirl envisage to roll out

a consolidared social protcction fund for r.ulnerable groups as onc o[ irs prioritics. In tact, 730 o (Kshs. 14.j8

Billion) of rhe ministcrial budget for 2014/15 w-as allocated to rhc National Safctl Net Programme.

The tablc bckrrv indicatcs rhe sectoral resource re<luircmcnt and thc resourcc all<rcation over the medium

term for thc progmmmc.

l '-.\.f,(klit/or' ( )fthrt fur2oIi/Irt
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Table 1: Analysis of Resource Requirement vetsus Allocation for the National Safery Progtamme (In Billion8

Kshs.)

Baseline
Estimates

Rerource Requirements Reeource Allocation

2ul.l/Il 20t5/t6 2t)t6/ t- 201-il18 :0r5/16 2ot6/ t- :0 t-l t8
tJ,J- I :(r,8r0 29,9 ,- 1 .11.626 14,3-t 1,1,4(,,1 15,559

Source: 2014 Sector Reports, National Treasury

I)uring thc prc-budgct (2015/16) public consultations conducted in 1.1 countics bv the Budget and

Appropriatioos Committec in ()crober, 201.1, mcmbers of thc pul>lic laised conccrns on rhc impact of rhc

cash transtcr programs, particularlv on whether thc public gets value for monev and whether the intendcd

bencticiarics benefit. [irom the ati)rcmentioned hcarings it guitc clcar rhat rhc mcmbers of the public arc

dissarisfied in how rhe cash transtcr prolpam is l)ccn implemented. Thcv clucsrioned the criteria of identifving

benet-iciarics ciring lack of transparcncv in the entire process.

The Kcnva Governmcnt implemcnrs unconditional cash transfcr (UOT) programmc rvhich was inrroduced as

a pilor proiect in thc vcar 2004 and at the beginning of the programme, donors plaved a dominant role in

terms of availing ltnancial resources. However, evidence from thc budgetary reports indicares that the share

of Government iinancial resourccs for the implcmcntation of thc cash transfcr programmes has graduallv

bcen increasing cve! \'car as shorvn in table I bckrrv.

Table 2: Narional Govemment Budgetary Allocatione for Unconditional Caeh Ttansfet Progtams (Kshs

BillionB)

2009 /10 2010 / 11 2011/12 2012/t3 2013/14 2014 / ts
tr(:T-()\r(l 2.4 2.8 i.8 41 7.5 7.4
uC'I - 0t) 0.4 05 1.0 1.0 3.0 5.3

trcT
PI,U'SI)

0.,1 0.8 0.8

t'rbao Iirod
Subsidr'

0.2 0.2 0.3 0.4

Total
Allocation

2.8 3.5 5.7 6.1 12_1 74.1

Source: Estimates of Expendituree (Various)

There is cutrentl,v much discussion across the gkrbc about whcther conditions fo! the cash transfet arc

ncccssarv. It is thcreforc necessary t() review whcthcr the Cash Transfer pr()grams in Kenya need to bc

conditioncd or not.

What is the difference between conditional and unconditional cash transfers?
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Unconditional Cash'fransfer (UCT) programs aim to reduce pavelq bv providing vel&ttplograo5 without

any condirions upon the receivers' actions while Conrlr-ganal CaSbllranSlef, ((,CT) are Plograms where the

Government (or a chariq) onlv uansfers the money to pelsons who mect certarn criteria. Iror a CCT

prolfam, the bcnefirs arc conditioncd on cenain behaviours usually'related to invcstment in nutrition, health

and education.

Corditioral Carb Trartfcr (CCT)

In recent 1'ears, conditional cash rransfer (CCT) programs have beeo introduccd tor a wide arrav of different

purposes. Applied, for instance, ro cducarion and child health in poor countlics, thev have becn hailed as

being among the most significant innovadons in promoring invcsrmcnt in human capital among the Poor.

Nanc.v Birdsall, presidcnt of the Center tbr Gkrbal Devclopmenr was thus qu()ted in the Ncw York Times as

saying, "l think these proglams are as close as you can come to a magic bullct in developmcnt. They arc

creating an incentive for families to invest in their own childrcn's futurcs. Every decade or so, we scc

somerhing that can reall.v make a differcnce , and this is one of rhose things" @ugger, 2004).

Rcsearch done in Indonesia and Mexico examined the importance of conditionality, In the Nlexican Progresa

program households who are beneficiaries and did not receivc forms that m()nitor school attendance (thus

received unconditional cash ransfers) were compared to houscholds that reccivcd the forms. It u'as shown

that the conditionality had the str()ngcst impacr on chil&en's attendance to scc()ndalv school as enrollment

rates in secondary school wete higher for those who received thc folms.

In many countries, these CCT programs seek to both reduce povcrry and encourage investments in children's

education and health.

The 2009 World Bank policy research repoft on various countries implementing CCT found that b,v and

large, CCT programs have had positive effects as tabulated in the table 2 below.

Table 3: Effecte of Unconditional Cash Transfe r Programm€ in Selected Countries

i

Country Programme inte ntion Noted effect

lcarag) Cushioning the most !'ulnerable groups to

meet basic human needs through

provision of steady stream of income

reductions in povertl are farrly large i.e.

Poverty levels fell bv 5% to 9 % Q0l2

data)

Brazil, Cambodia,

Ecuador, Nlexico,

Decrease in Child labour Cambodia - the average child receiving

the transfer was 10% Iikelv to work for
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In view of the above comparativc study it is quite evidcnt that the conditionaLiry in cash tfansfe! ploglams

has a strongcr rmpacr to rhe beneficiarics.

The CCTs deliver both well-being bcnefits to recipient households and improved education and health

outcomes for childrcn in these households. They also achieve significant impacts on poverry reduction,

especially poverry gap and poverty severitv measure and since Kenya is domcstically hnancing the social

protection plogramme the tax-pa).ing middle classes who are $Trically obiected to the 'welfarc handouts'

need to be convinccd that the program has impact.

Policy Options

Abol.ish the safeqv net plogrammc and establish a contibutorv social assistance fund that will be

supporting the rulnerable people in the socie* i.e. the orphans and rrrlnerable chil&en, the elderly,

people living with disabilities. This fund will operate by making a deduction from all the taxpa)'rng

individuals in the Country.

2. Make it mandatolv that all citizens who have attained 65 years ofage and above have free access to public

hospitals and are thus covered bv the National Health Insurance Fund scheme.

3. Make it mandatory that all orphans and urlnerable children who are supported by the fund are provided

with the basic school items like stationery, school bags and uniforms and thus must attend school

and Nicaragua pay

Pakistan Reduction in Gcnder Imbalances (making

cash uanstcts to women, as CCTs do, mav

also increase thcir bargaining power)

Increased the oumber of l0 to l4 vear

old girls in school by 1 1 9'o.

Cambodia School enrlrlmcnt rates School drop-out rate dropped between

6,h and 7,h gades by 20 o/o r<t 30 o/o.

Colombia.

Honduras, N{cxico,

and Nicaragrra

Preventive health care sen'ices The use of preventive health care

services increased by between 87o and

33 0k
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APPENDICES

Appendix 1: Sectoral Ceilings for 2015/2016

Sector Approved
2014/201s

Ceilings
2075/2076

Agriculture, rural and urban development sub-total 60,224 58,216

rccurrent 15,r57 15,1t7.1

dcvclopmcnt 11,266 +1,3{l

Energy, Infrastructure & ICT sub-total 256,894 371,347

rccufrcnt 35,593 3+,9r{6

dcvckrpment 221 .30I 336,361

National Security sub-total 90,727 88,942

rccurrcnt 9'),121 88,9.+2

dcvclopmcnt

Health sub-total 47,362 46,188

reculrcnt 26,061 25,137

dcvekrpment
,)

1 ,3( I 20,.+51

Education sub-total 308,351 311,019

rccurrcnt 273,380 1f i ()5r

dcvcl( )nmcnt 31,97 I 35,067

General Economic and Commercial
Affairs

sub-totd 76,248 73,946

rccuffcrlt 6,65.1 6.552

dcvclopmcnt 9.59.+ 7,394

Govemance Justice Law and Order sub-total 130,855 132,367

rccufrcnt I 19,157 1 )( ,286

de vcl, rpmenr I t.697 l:,t rfl{ |

Public Administration and International
Relations

sub-totd 196,977 186,839

fecurrcnt 91,227 o I q()o

dcvcl.rpmcnt 1{)2,690 92,811

Socid Protection, Culture and Recreation sub-total 24,053 23,672

fccurrcnt I 1,0{35 10,912

devclopment l:,9r,8 12,730

Environment Protection, Water and
Natural Resources

sub-total 50,807 49,815

fccuffcnt 1.+,704 14,5(X )

devclopment 36,103 .r5,-r l5

Total (Gross) total 1,182,432 1,282,351

recument 687,540 687,763

development 494,892 594,588
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Appendix 2: Progress towards achieving MDGs

Goal Key Indicators Baseline
1990

Current
Status

Target
2015

Remarks

lirrdiclte
I -rtrcrnc
Povcrrl
I lunger

antl

I)roporti<xr of popularion bckrs' USSI
per dar' (",,)

++.7o b

(t912) (2()13)

21.70 0 L'nlikelv
to bc mct

Prclalcncc oi undenvcighr in undcr-
ite vears oi auc (t''o)

20.1" 
"

16..1" "
(200e)

16 26" 
"

,\chieve
L nivrrsal
Priman'
lr.tlrrcation

Net cnlrlrne nt
eclucation (".)

ratc ln Pflmat\ It3" n <)6" 

",(2013)

1000/o Achieved

Priman sclrrxrl comple rion rtrc (o o) -1r",, ?-1. 0

(:l)l l)
Literacv rates ol 15-2.1 vear olcl,

rvome n ancl t'ncn

72.2". 83.50 i
(200e)

l)romotc
(iendcr F.tlualitr'
ancl \\irmcn
limpowermcnt

Ratio oI girls to bols in priman',
sccontlarl and tcrrian c.luclrion

Priman-
9.1.9u n

9ll" o

(20 r 3)

100,'n ( )n rrack

Secondan
71.t)olo

1.t7" "
(2013)

I00. o

'fcftiarr
36.10 0

7 (t"'t'

(2013)
1000i)

Reducing Child
trlortrlin'

L nder lrr-e morralin' ratc

births)
(pcr I00() 99 r1

(2013)
13 L'nlikclv

to bc rnct

lnf ant m()rtirlitl rate (pe r I IXX) birhs) 6.+ .lli
(2013)

.,
5

Improve
Ilatcrnal
\lorralirv

\Iaternal l\[orralirl ratio (pcr 100,(XX)) +1X) t60
(2010)

l.+? L'nlikclr'
rr bc met

l)trporttrn of clelivcrv l>r' skillcd healrh
personncl (" " r:f births)

.1"t .13.8n o

(2009)

t 0(I, 
"

(irmbat
HI\'/i\IDS,
Ilal:rria an,-l

()rhcr discascs

HlV prevalcncc amurg 15 .19 vear olcl 2.50 0

(2013)
6 Achicvcd

Incidcncc associated rvirh malaria (" 0) 3""
(2013)

Incidence associated with tubcrculosis
(per 100.000)

283
(2010)

,14.1

ll-nsurc
Enlironmenral
Sustrinabilitv

Proportion of tcrrestrial ln.l marinc
areas protcctcd

I 1.50 0 11.60 0

(2012)
I00 "

()n track

Proportion of population using
improvccl drinking water source (2012)

7.1,'0

Proportion of populati<xr using an

improvcd saniration tacilitl
2.1.6n,o 300 o

(2012)
u l,'r

(lkrbal
Partnership fbr
Development

Toral debt sen'ice ("o of exports of
qr>ods, sen'ices & primarv income)

()n track

Inrernct usc pcr [00 rnhrbirrrtrs 39

(2013)

Nlobile phonc subscriptions and lued
telephone lines per 100 inhabitants

i1
(2013)
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